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Welcome message on the home page 

 

Welcome to the module on Supply Chain Management (MNP2602). I hope that you will find 
this module interesting, meaningful and enriching. 

The MNP2602 module is offered by the Department of Entrepreneurship, Supply Chain, 
Tourism, Transport and Logistics Management and is intended for students pursuing a career 
in the field of supply chain management. It is a six-month module that carries 12 credits 
towards your qualification. 

This is an introductory module to purchasing and supply chain management. The fundamental 
objective of this module is to give you in-depth insight into the theory of supply chain 
management and also the application of theory to allow you to apply the theory to real-life 
situations and organisations. You should, for example, be able to apply your knowledge and 
skills pertaining to the supply chain integration and management in an organisation. 

We will use the myUnisa module website (for students who can go online) supported by a 
study guide for students who cannot go online on a regular basis, to guide you through the 
various sections.  

For this module there is a prescribed book, Wisner, Tan and Leong (2016), without which 
you will not be able to pass the module. The material on myUnisa and in the study guide is 
merely intended to guide you through the prescribed book and does not replace it.   

Apart from the hard copy, an electronic version of the study guide is also available under the 
Additional Resources tool on myUnisa. You can download it onto a computer or mobile 
device for use when you cannot connect with myUnisa and when you do not have the printed 
study guide at hand.  

Do not hesitate to contact me by means of the Discussion forum on myUnisa, via e-mail or 
by paying me a pre-arranged visit at my office at the Muckleneuk Campus in Pretoria.  
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My contact details are as follows: 

Ms Alicia Weber 

Office number: AJH van der Walt Building 4-05 

Telephone number:  +27(0)12 429 4932 

E-mail address:  snymaan@unisa.ac.za   
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Welcome 

THINGS TO KNOW BEFORE COMMENCING YOUR 
STUDIES 

Module overview 

The purpose of this module is to enable you to demonstrate the knowledge of the modern 
integrated approach to the management of the supply of materials and services to 
organisations and to provide students with insight into the impact of this approach to certain 
related areas. 
 
This module consists of the following four parts: 

 TOPIC 1: Supply chain management:  an overview 
 TOPIC 2: Purchasing issues in supply chain management 
 TOPIC 3: Distribution issues in supply chain management 
 TOPIC 4: Sustaining a competitive advantage 

Module outcomes and assessment criteria 
 

Outcomes Assessment criteria 

Understand the origins 
and elements of supply 
chain management. 

Range: 

This knowledge base 
includes but is not limited 
to the evolution and 
elements in the 
management of supplies 
in and between 
organisations   

 Describe a supply chain. 
 Define supply chain management. 
 Discuss and apply the objectives of supply chain 

management. 
 Discuss and apply the elements of supply chain 

management. 
 Describe local, regional and global supply chain 

management activities. 
 Describe current trends in supply chain management. 
 Explain the bullwhip effect and how it impacts on the supply 

chain. 

Explore supply chain 
management from a supply 
perspective. 

Range: 

This knowledge base 
includes but is not limited 
to the role of purchasing, 
supplier relations and 
strategic sourcing in 
supply chain 
management.  
 

 Describe the role of purchasing in an organisation. 
 Distinguish between the manual purchasing process and e-

procurement. 
 Explain the different ways to handle small value purchase 

orders. 
 Explain the make-or-buy decision. 
 Tabulate the reasons for buying and making. 
 Describe and illustrate make-or-buy break-even analysis by 

using an example. 
 List the different roles of a supply base. 
 List the most important criteria for supplier selection. 
 Explain the reasons favouring single versus multiple 

sourcing. 
 Describe centralised, decentralised and hybrid purchasing 

organisations and their advantages. 
 Summarise how globalisation impacts on purchasing. 
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Outcomes Assessment criteria 

 Describe the opportunities and challenges of global sourcing. 
 Explain total cost of ownership. 
 Explain the importance of supplier partnerships and strategic 

alliances. 
 List and describe the key factors for developing successful 

partnerships. 
 Describe the methods an organisation can employ to develop 

a supplier evaluation and certification programme. 
 Explain the seven-step approach to supplier development. 
 Explain the importance of a supplier awards programme. 
 Put the use of supplier relationship management technology 

in perspective. 
 Design a supply chain sourcing framework. 
 Define the concept of supply base reduction programmes. 
 Describe the role of purchasing in managing key supplier 

relationships. 
 Describe the performance criteria used in assessing 

suppliers. 
 Explain the impact of outsourcing programmes on a buying 

organisation. 
 Describe the different steps concerned with early supplier 

involvement. 
 Put supplier management and alliance development in 

perspective. 
 Describe how a reverse auction works. 
 Explain the importance of sharing the benefits of strategic 

partnerships. 
 List and explain the six steps in the benchmarking process. 
 Define third-party supply chain management services. 
 Explain the strategic role played by the purchasing function 

in developing and improving the supply chain. 

Focus on the importance 
of the customer in the 
supply chain management 
approach.  
 
Range: 

This knowledge base 
includes but is not limited 
to the management of 
customer relationships.   

 Define the concept “customer relationship management”. 
 Discuss the strategic importance of customer relationship 

management in a supply chain management context. 
 List and describe the key tool and components of a customer 

relationship management initiative. 
 Discuss the design and implementation procedures used for 

customer relationship management programmes. 
 List some of the popular customer relationship management 

applications and their suppliers. 
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Explore the elements of 
assuring a sustainable 
competitive advantage in 
supply chain 
management. 

Range: 

This knowledge base 
includes but is not limited 
to process integration and 
performance 
measurement in the 
supply chain and the 
future of supply chain 
management. 

 

 Discuss the overall importance of process integration in 
supply chain management. 

 List and explain the steps in the supply chain integration 
model. 

 Detail the obstacles to process integration along the supply 
chain by applying it to a specific organisation. 

 Describe why organisations need to measure and assess 
performance. 

 Discuss the merits of traditional financial and nonfinancial 
performance measures. 

 List a number of world-class capability areas and 
performance measures. 

 Describe specific supply chain performance measures. 
 Describe how the balanced scorecard is used. 
 Explain the supply chain operations reference model. 
 Discuss the current state and future challenges of supply 

chain management. 
 Describe how firms are expanding their supply chain 

management efforts to second- and third-tier members of 
their supply chains. 

 Explain why supply chains are becoming more globally 
oriented. 

 Discuss why and how supply chains are making greater 
efforts to become more environmentally responsible. 

 Explain how supply chains are becoming more responsive. 
 Describe some of the ways in which supply chains are 

reducing supply chain costs. 

 

Before you start with the module content  

Do the following activities before commencing with the content of the module.  

SUPPLY CHAIN IN PRACTICE: STUCBUCKS AS A CASE STUDY FOR MNP2602 

Activity 1: Before commencing this module you need to understand the complexities and 
theories surrounding supply chain management.  To form an idea of the intricate web of 
complex activities performed as part of supply chain management, first watch these short 
video clips on supply chain management.   

  

Additional video 

(Video: https://www.youtube.com/watch?v=AwemFfdD6VI) 

1. A behind the scenes look at Starbucks global supply chain 
(https://www.youtube.com/watch?v= ElYNhGbOTOQ) 

2. Starbucks coffee growing, processing and roasting (https://www.youtube.com/watch?v= 
bNcx_E1x3D0) 

3. Sturbucks VP Global Logistics and OHL talk 3PL relationships 
(https://www.youtube.com/ watch?v=aa_C7-W_r18) 



MNP2602/1/2018–2019 

ix  

Activity 2:  Once you have watched the video clips recommended in activity 1, you should 
note that in this module you will be expected to apply the theory to case studies – since no 
one supply chain is similar, it is essential for students to be able to apply the theory.  

During the course of this module, examples from the well-known coffee company, Starbucks, 
will be used to show you how the theory can be applied to a case study. I therefore strongly 
recommend that you take time to do activity 2, which will help you to understand the application 
of theory to a case study. 

Now read the case study: From bean to cup: How Starbucks transformed its supply chain. 

 

From bean to cup: How Starbucks transformed its supply chain 

Coffee colossus Starbucks has developed a supply chain spanning 19 countries that funnels 
everything from cups to coffee beans into nearly 20,000 retail stores in 60 countries. This is 
while maintaining the corporate commitment to green and sustainable practices. The 
Starbucks supply chain operates on an integrated make-to-stock supply model, focusing on 
tracking demand in real time to meet the requirements of several different distribution 
channels. It takes a well-run supply chain to ensure that a barista pours a good cup of 
Starbucks coffee. That's because the journey from bean to cup is a complicated one. Coffee 
and other merchandise must be sourced from around the globe and then successfully 
delivered. Considering the rise of operational costs with declining of sales, the global coffee 
purveyor implemented a three-step plan to improve supply chain performance, cut costs 
and prepare for the future. 

In 2008, Starbucks wasn't sure that its supply chain was meeting its goals. In part, Starbucks 
was a victim of its own success. Because the 
company was opening stores around the world at a 
rapid pace, the supply chain organisation had to focus 
on keeping up with that expansion.  

A plan for reorganisation 
 
A new supply chain manager, Peter Gibbons, was 
employed. The first two things Gibbons did in his new 
position were to assess how well the supply chain was 
serving stores and find out where costs were coming 
from. A cost analysis revealed excessive outlays for 
outsourcing; 65 to 70 per cent of Starbucks' supply chain operating expenses were tied to 
outsourcing agreements for transportation, third-party logistics and contract manufacturing. 
"Outsourcing had been used to allow the supply chain to 
expand rapidly to keep up with store openings, but 
outsourcing had also led to significant cost inflation," 
Gibbons observes. 

In response to those findings, Gibbons and his leadership 
team devised a three-step supply chain transformation plan 
and presented it to Starbucks' board of directors. Under that 
plan, the company would first reorganise its supply chain 
organisation, simplifying its structure and more clearly 
defining functional roles. Next, Starbucks would focus on 
reducing the cost to serve its stores while improving its day-
to-day supply chain execution. Once these supply chain 
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fundamentals were firmly under control, the company could then lay the foundation for 
improved supply chain capability for the future.  

Simplifying the complex 

The first step of the transformation plan involved taking a complex structure and simplifying 
it so that every job fell into one of the four basic supply chain functions: plan(integrate), 
source (supply), make (operations) and deliver (logistics). For example, anybody involved 
in planning – be it production planning, replenishment or new product launches – was placed 
in the planning group. Sourcing activities were grouped into two areas: coffee and "non-
coffee" procurement. (Starbucks spends US$600 million on coffee each year.) Purchases 
of other items (such as dairy products, baked goods, store furniture and paper goods) total 
US$2,5 billion annually. All manufacturing, whether done in-house or by contract 
manufacturers, was assigned to the "make" functional unit. And, finally, all personnel 
working in transportation, distribution and customer service were assigned to the “deliver” 
group. “We built more effective 'should cost' models, including benchmarking ingredients 
and processes, which showed that we could negotiate better prices.” 

Even though it spread production across a wide territory, transportation, distribution and 
logistics made up the bulk of Starbucks' operating expenses because the company ships 
so many different products around the world. Getting that under control presented a 
daunting challenge for the supply chain group. "Whether coffee from Africa or merchandise 
from China, [our task was to integrate] that together into one global logistics system, the 
combined physical movement of all incoming and outgoing goods," says Gibbons.  

One world, one logistics system 

The creation of a single, global logistics system was important for Starbucks because of its 
far-flung supply chain. From the port of entry, the "green" (unroasted) beans are trucked to 
six storage sites, either at a roasting plant or nearby. After the beans are roasted and 
packaged, the finished product is trucked to regional distribution centres. Starbucks runs 
five regional distribution centres (DCs): two are company-owned and the other three are 
operated by third-party logistics companies (3PLs). Coffee, however, is only one of many 
products held at these warehouses. They also handle other items required by Starbucks' 
retail outlets – everything from furniture to cappuccino mix. 

Depending on their location, the stores are supplied by either the large, regional DCs or by 
smaller warehouses called central distribution centres (CDCs). Because delivery costs and 
execution are intertwined, Gibbons and his team set about improving both. One of their first 
steps was to build a global map of Starbucks' transportation expenditures. “No easy task, 
because it involved gathering all supply chain costs by region and by customer,” Gibbons 
says. An analysis of those expenditures allowed Starbucks to winnow its transportation 
carriers, retaining only those that provided the best service. 

The logistics team also met with its 3PLs and reviewed productivity and contract rates. To 
aid the review process, the team created weekly scorecards for measuring those vendors. 
"There are very clear service metrics, clear cost metrics and clear productivity metrics, and 
those were agreed with our partners," Gibbons notes. The scorecard assessments of the 
3PLs performance were based on a very simple system, using only two numbers: 0 and 1. 
For example, if a vendor operating a warehouse or DC picked a product accurately, it earned 
a "1" for that activity. If a shipment was missing even one pallet, the 3PL received a score 
of "0". As part of the scorecard initiative, Starbucks also began making service data by store, 
delivery lane and stock-keeping unit (SKU) available to its supply chain partners. "The 
scorecard and the weekly rhythm (for review of the scorecard) ensured transparency in how 
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we were improving the cost base while maintaining a focus on looking after our people and 
servicing our customers," Gibbons says. 

Although Starbucks has a raft of metrics for evaluating supply chain performance, it focuses 
on four high-level categories to create consistency and balance across the global supply 
chain team: safety in operations, service measured by on-time delivery and order fill rates, 
total end-to-end supply chain costs and enterprise savings. The last refers to cost savings 
that come from areas outside logistics, such as procurement, marketing, or research and 
development.  

Through their efforts, Gibbons and his A Team was able to cut supply chain costs and 
realign the supply chain with Starbucks’ organisational goals. 

Some lessons learnt from Starbucks’ supply chain: 

1. The supply management organisation must see itself as part of a larger company. 
In a successful business, all of the individual units cooperate and act as one larger 
business unit. 

2. The supply management organisation must balance cost reduction with social 
responsibility. The media and consumer backlash that can result if the organisation 
cuts cost by buying from third world factories that employ child labour, for example, can 
cost way more than the amount the organisation will save. 

3. The supply management organisation must create an atmosphere of 
collaboration and provide a comfortable meeting area where cross-functional teams 
can meet and work together towards success. 

4. The supply management organisation must train its employees to source the 
perfect bill of materials, where cost, quality, reliability and all other important factors to 
the business unit that needs the product or service are appropriately balanced and the 
end result is overall better than what the organisation would have negotiated on its own. 

5. The supply management organisation must be able to work through major 
disruptions quickly and without significant impact to overall commitments to its end 
customers. The supply management organisation should regularly be gathering market 
intelligence and updating its contingency plans and be ready to get the job done no 
matter what, even if it means a lot of extra elbow grease now and then. 

6. The supply management organisation must hire an A-Team that believes in the 
mission and values of the organisation. A team that is not committed will never achieve 
the level of success as a team that is. 

Adapted from the following sources: 

 http://www.supplychainquarterly.com/topics/Procurement/scq201004starbucks/model.html#!/20
13/07/analysis-of-amazon-business-model.html    

 http://www.supplychain247.com/article/what_your_supply_chain_can_learn_from_starbucks  
 http://www.supplychain247.com/paper/starbucks_coffee_distribution_network  
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Activity 3 (table of important terms):  The table below contains some of the most important 
definitions of supply chain management. If the concept supply chain management is new to 
you, please take time to study (i.e. learn off by heart) the definitions below. You will be tested 
on these definitions in the assignments and examination. 

Definitions of key terms used in all Purchasing and Supply Chain Management modules 

Please note: The definition of the key term is presented in a block and this is followed by 
explanatory notes on the underlined words (if applicable).  

Value chain 

The value chain (developed by Michael Porter) comprises primary and support activities 
that can lead to a competitive advantage for an organisation when they are configured 
properly. The value chain is also seen as a management philosophy. 

 

Explanatory notes on the term "value chain": 

 Primary activities include inbound logistics, operations, outbound logistics, marketing and 
sales, and customer service. 

 Support activities include purchasing, human resources management, technological 
development and infrastructure. 

 

Explanatory notes on the term "supply chain": 

 The upstream and downstream linkages are the different flows of products, services, 
finances and information that begin with sourcing raw materials and extend to the delivery 
of end items to the final consumer or end user. The upstream linkages are on the supplier 
side of the supply chain, whereas the downstream linkages are the physical distribution of 
products/services and customer service to the end consumer.  

 The activities are performed by all the organisational functions that enable the production, 
delivery and recycling of materials, components, end products and services. 

 

Supply chain management (SCM) 

SCM is a management philosophy aimed at proactively integrating and coordinating a 
network (or web) of upstream linkages (sources of supply), internal linkages (inside the 
organisation, according to the value chain approach) and downstream linkages (distribution 
and ultimate customers) in performing specific key business processes and activities that 
will ultimately create and optimise value for the customer in the form of products and services 
specifically aimed at satisfying customer demands and expectations. 

 

 

Supply chain 

The supply chain is a network of organisations that are involved, through upstream and 
downstream linkages, in the different processes and activities that produce value in the form 
of products and services that satisfy the ultimate customers’ needs. 
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Explanatory notes on the term "supply chain management": 

 This management philosophy is based on a systems approach to manage the different 
flows. 

 The flows extend across organisational boundaries to form networks. 
 In SCM, "linkages" refer to the two-way movement and coordination between the different 

flows. 
 The key business processes are sourcing and procurement, conversion, all logistics 

management activities, and the coordination and collaboration between channel partners.  
 

Supply management  

The supply management function is responsible for the strategic process of identifying, 
acquiring, accessing, positioning and managing the resources that the organisation currently 
or potentially needs to achieve its mission and strategic goals. 

 

Explanatory notes on the term "supply management":  

 Supply management as an organisational function not only refers to performing typical 
purchasing activities, but also to performing supply activities due to a broader, more long-
term focus which includes performing additional supply activities. Thus, supply 
management is not just another name/term for purchasing management, but is a strategic, 
progressive version of basic purchasing.  

 The strategic process to achieve the organisation's mission involves effectively managing 
the supply base (by managing supplier relations) and using a process orientation (to 
maintain the lowest total cost of ownership) together with cross-functional teams.  

 

Purchasing (management) (used as a noun and a verb)  

The activities and processes (as well as the organisational function) of deciding what, when 
and how much to purchase; responding to requests for material by user departments; 
sourcing material and services by identifying and selecting suppliers; negotiating terms and 
availability agreements and contracting with suppliers; performing the act of purchasing the 
required items or services; communicating order status and actual or potential supply 
disruptions; and ensuring that what is required is received on time in the quantity and quality 
specified. Furthermore, supply market research, supplier measurement and improvement, 
and purchasing systems development have to be managed. 

 

Purchasing and supply management 

This combined term is used in module MNP2601, but the difference between purchasing 
management and supply management is still acknowledged. 

 

Strategic purchasing 

The process of planning, implementing, evaluating and controlling strategic and operating 
decisions to direct all the activities of the purchasing function towards opportunities that are 
consistent with the organisation’s capabilities in order to achieve its long-term goals.  
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Procurement 

This term is used most often when referring to the purchasing function of government 
entities. 

 

Sourcing (used as a noun and a verb) 

Sourcing (also known as purchasing) refers to the process of identifying, conducting 
negotiations with and forming supply agreements with vendors of goods and services. 

 

Strategic sourcing 

In a broad sense, strategic sourcing refers to all the issues that are of strategic importance 
in the supply of materials and services to a modern organisation. 

In a narrow sense, strategic sourcing is the strategic management process whereby 
commodities (materials and services) and suppliers are analysed, and relationships are 
formed and managed according to best practices and appropriate strategies in support of 
long-term organisational goals. 

 

Explanatory note on the term "strategic sourcing": Best practices and appropriate 
strategies include identifying opportunities (for example cost reductions, new technology 
advancements and supply market trends) to improve quality, delivery, performance and 
competitive advantage. 

 

First-tier suppliers 

These are an organisation's direct suppliers, or the immediate or primary set of vendors 
directly used by an organisation.  

 

First-tier customers 

These are an organisation's direct customers. 

 

Second-tier suppliers 

These are a supplier's suppliers; a second-tier supplier is a vendor to a first-tier supplier. 

 

Second-tier customers 

These are a customer's customers. 
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Logistics 

The practice of physically moving and storing goods during purchasing and supply chain 
activities to meet customer requirements at minimum cost. 

 

Third-party logistics services (3PLs) 

3PLs are for-hire outside (external) agents (or specialised organisations) to which all or much 
of an organisation’s logistics activities can be outsourced. 

 

Explanatory note on the term "third-party logistics services": These logistics activities 
include transportation, warehousing, document preparation, customs clearance, packaging, 
labelling and freight bill auditing.  

Logistics management 

The part of supply chain management that plans, implements and controls the efficient and 
effective forward and reverse flow and storage of goods, services and related information 
between the point of origin and the point of consumption to meet customers’ requirements. 
It includes inbound, outbound, internal and external movements, and is relevant in both 
manufacturing and service organisations and in both private and public sector organisations. 

 

Explanatory note on the term "logistics management": The logistics management function 
is an integrated function which coordinates and optimises all logistics activities within the 
function (internally) as well as integrates logistics activities with other organisational functions 
(externally).  

Transportation 

Transportation is a central part of logistics and distribution management. It refers to the 
movement of products (for example cargo, supplies, people and equipment), by any mode 
of transport, from one place to another. 

 

Distribution management 

Distribution management entails managing downstream processes (or outbound logistics) 
and activities to deliver and thus physically distribute the product or service from the end of 
the production line to the ultimate (or end) customer. 
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Distribution channels 

A network of organisations and institutions that together perform all the functions required to 
link producers with end customers to accomplish the marketing task of delivering products 
and services in the hands of the final consumer for need satisfaction.  

 

The definitions were compiled from the following sources: 

Boateng, D. 2014. An executive compendium of supply chain management terms. (A Panavest 
supply chain management reference guide, in partnership with Sasol.) 

Hugo, WMJ, Badenhorst-Weiss, JA & Van Biljon, EHB. 2004. Supply chain management: 
logistics in perspective. Pretoria: Van Schaik. 

Hugo, WMJ & Badenhorst-Weiss, JA. 2011. Purchasing and supply management. 6th edition. 
Pretoria: Van Schaik. 

Johnson, PF, Leenders, MR & Flynn, AE. 2011. Purchasing and supply management. 
14th edition. New York: McGraw-Hill.   

Monczka, RM, Handfield, RB, Guinipero, LC & Patterson, JL. 2016. Purchasing and supply 
chain management. 6th edition. Manson, OH: South-Western Cengage Learning. Wiid, 
J. 2013. Distribution management. Cape Town: Juta.  

Wisner, JD, Tan, KC & Leong, GK. 2012. Supply chain management: a balanced approach. 
3rd edition (student edition). Manson, OH: South-Western Cengage Learning. 
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HOW TO MASTER THE CONTENT? 
After reading the case study you are ready to start mastering the content. To this end, we 
suggest you follow the five steps below in in the suggested sequence: 

Step 1:  Make sure that you read the lecturer’s notes on every learning unit on the website or 
in the study guide. 

Step 2: Read the relevant chapter in  your prescribed book.  
Step 3: Study the content in the specific chapter. 
Step 4: Visit your e-tutor site to participate in discussions and to learn from one another. 
Step 5: Attempt the activities at the end of each chapter to see if you have mastered the 

content. 

 
IMPORTANT: 
 
The study guide is based on the 4th edition of the prescribed book (Wisner, Tan & Leong, 2016).  
 
The table below indicates the chapters, with their respective page numbers you should study for 
this module.   

Learning Unit Chapter in Prescribed book Pages in  

4th edition 

Learning Unit 1 Chapter 1 4–23 

Learning Unit 2 Chapter 2 37–68 

Learning Unit 3 Chapter 3 78–96 

Learning Unit 4 Chapter 4 104–125 

Learning Unit 5 Chapter 10 351–373 

Learning Unit 6 Chapter 13 460–488 

Learning Unit 7 Chapter 14 496–516 
 

  



xviii  
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TOPIC 1: 

SUPPLY CHAIN MANAGEMENT:  AN OVERVIEW 

The aim of topic 1 is to provide an overview of the supply chain management function by 
investigating the origins of the concept and the important elements it consists of, namely 
purchasing, operations, distribution and integration. 

Before discussing learning unit 1 in more detail, it is necessary to provide you with background 
on the structure of each learning unit. The figure below is a representation of a generic supply 
chain as seen on page 6 in Wisner et al (2016). This figure is a vital part of this module as 
it will guide you in terms of which part of the supply chain is covered by which learning unit. 
Furthermore, you will be expected to know this figure off by heart, be able to draw it, apply it 
to a case study and answer questions relating to it. Considering its importance, each learning 
unit will start with this figure, indicating which part of the supply chain is covered in a specific 
learning unit, to give you a holistic picture of the entire model.      



2 

Learning unit 1 

INTRODUCTION TO SUPPLY CHAIN MANAGEMENT 
 

(WISNER ET AL 2016:4–23) 4TH EDITION 

 

 

INTRODUCTION 

In learning unit 1 you will be introduced to the concept of supply management in order to give 
you a perspective on the terminology, which might be confusing in this field. The importance 
of supply chain management and its foundational elements will be discussed. Lastly, current 
trends in supply chain management will be considered.  

1.1 SUPPLY CHAIN MANAGEMENT DEFINED 

The term “supply chain management” has slowly but surely become an integral part of the 
corporate lexicon. It is becoming increasingly difficult to find a business that does not use the 
term “supply chain” in some capacity. Today, supply chain management is no longer a 
corporate fad. It is one of the best-known concepts to emerge since just-in-time, and it is 
arguably equally important. 

Many companies now maintain vice-presidential positions focused on supply chain 
management. Consulting firms have sprung up offering supply chain management services, 
and increasingly more colleges and universities worldwide are adding supply chain-related 
courses to their curricula. Supply chain management is here to stay (Murphy 2008).  
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On page 6 in Wisner et al (2016) you will find figure 1.1. This figure is similar to the figure used 
at the start of each learning unit to identify which part of the supply chain is 
addressed in each learning unit. This figure is of vital importance, and I have 
found in the past that students struggle to answer questions relating to this 
figure. Do the activity below, and if you are struggling with it, please contact 
you e-tutor as soon as possible so that he or she can assist you. The key to 
answering questions relating to this figure is to FIRST determine answers to 
the following two vital questions:  

1. Who is the focal firm (in the Starbucks case study)? 
2. Who is the END consumer (the person drinking the coffee)? 
 
Revision exercise 
 

Consider figure 1.1 in Wisner et al (2016:6) and determine the position of each of the following 
suppliers/customers in the generic supply chain of Starbucks: 

(1) the focal firm 
(2) the end customer 
(3) a Starbucks coffee shop 
(4) the farmer who harvests the coffee beans 
(5) Pick n Pay selling Starbucks’ pre-packaged coffee 
(6) ABC traders, the firm that grounds the coffee received from the farmer 
(7) Happy Packaging, the firm that packages the ground coffee 
(8) a coffee barista using only Starbucks’ coffee at home 
(9) Wimpy, using Starbucks’ coffee as its in-house coffee brand 

(10) Veronica’s Labelling, a business that designs and prints the labels for Starbucks’ 
packing 

(11) Moo’s Farming, the firm from which Starbucks purchases all the milk for its coffee 
shops 

(12) a Starbucks coffee shop selling packaged coffee to a small family-owned speciality 
retail shop for reselling 

(13) Woolworths, which promotes Starbucks by running a free in-store Starbucks’ tasting 
promotion 

(14) World-0-Cup, a business that produces the cups for Starbucks’ take-away coffee  
(15) The Removal Man, a firm responsible for picking up and removing Starbucks’ waste 

in a sustainable way 

Study Wisner et al (2016:4–9) and the table with the definitions provided in activity 3 
above (pages xii–xvi). 

 

Lecturer’s notes 

 When asked to define supply chain management in an assignment or examination, note that the 
definition provided in activity 3 and your tutorial letter 101 is always the correct definition.  

 Multiple choice questions are often asked on this section. 
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1.2 THE IMPORTANCE OF SUPPLY CHAIN MANAGEMENT 
The combined management of supplies by all the organisations in a supply chain is as 
important as the finance, marketing or human resource functions in terms of overall business 
success. Without the supplies an organisation cannot produce; with too much surplus 
inventory valuable assets are tied up; and not obtaining the best prices for raw materials 
diminishes the company’s profit and increases the cost to consumers. 

Study Wisner et al (2016:9–11). When asked for the definition of key concepts, always 
provide the table listed in activity 3. 

 

From the case study 

When considering the case study, one notices the significance of supply chain 
management in a global organisation like Starbucks. When Starbucks’ management 
wanted to investigate where their costs were coming from, they did not consult the 
financial department, but instead appointed a new supply chain manager to 
investigate the situation. This manager was able to increase operational efficiency 
and cut costs by realigning the supply chain with Starbucks’ organisational goals.  

 

Lecturer’s notes 

In this section you should also be able to define, discuss and apply the following concepts: 

 the bullwhip effect  

Please study the definition of the bullwhip effect, which is covered extensively in learning unit 6. 

1.3 THE ORIGINS OF SUPPLY CHAIN MANAGEMENT IN THE USA  
Over three decades ago, Oliver and Webber (1982) coined the phrase “supply chain 
management” this seminal work resulted in the concept being universally accepted into 
management lexicon. These authors argued that the conflicting objectives of the different 
functions within organisations were no longer effective and for organisations to become truly 
successful; a new, integrated approach to management should be implemented. They termed 
this approach: supply chain management (SCM). Since then, substantial literature in the form 
of both textbooks and journal articles have been written on the topic from both an academic 
and practitioner’s perspective. Today, the term SCM is widely accepted as a management 
disciple by universities, businesses, and the government. There are people who claim that 
supply chain management developed from the purchasing function. Others believe that supply 
chain management is an extension of logistics management. Some even claim that it is a 
product of efficient and effective operations management. What is certain is that supply chain 
management is a product of the dramatic changes in the management of businesses during 
the 1990s. However, many of the concepts underlying the approach or philosophy of supply 
chain management (e.g. the systems approach, the value chain, lean production, lean supply, 
cross-functional sourcing teams and many others) have developed over at least four decades. 
It is fair to say that supply chain management grew out of developments in purchasing, 
logistics and other functional areas such as marketing, operations/production and finance. 
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Lecturer’s notes 

You will not be tested on the history of supply chain management. However, in this section you 
should also be able to define, discuss and apply the following concepts 

 business process re-engineering  
 third-party logistics providers (3PLs) 

 

1.4 THE FOUNDATIONS OF SUPPLY CHAIN MANAGEMENT 
The foundational elements discussed in this part of Wisner et al (2016) are crucial. They are 
the four major constructs of supply chain management and you should make an effort to 
familiarise yourself with them. They are supply, operations, logistics and integration.   

Study Wisner et al (2016:14–20)   

 

Lecturer’s notes 

 Each of the four foundational elements covers key issues. Table 1.1 on page 14 of Wisner et al 
2016 provides an excellent summary of the issues relating to each element. Make sure to know 
what these issues entail and that you are able to differentiate between what “important issues” 
covers each foundational elements. You can expect multiple choice questions on this table.  

 These foundational elements are a very important part of this module. Be sure to know them and 
able to discuss each of them. 

 

1.4.1 Supply  

 

          Image courtesy of arztsamui at FreeDigitalPhotos.net 
 
This section provides an overview of the supply elements of supply chain management. These 
will be discussed in learning unit 2 (Purchasing management), learning 3 (Supplier 
relationship management) and learning unit 4 (Strategic sourcing for supply chain 
management). The table below is an extract from the table provided in activity 3: table of 
important terms. Study the definition below carefully.  
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Important definition  

Supply management  

The supply management function is responsible for the strategic process of identifying, 
acquiring, accessing, positioning and managing the resources that the organisation currently 
or potentially needs to achieve its mission and strategic goals. 

Explanatory notes on the term "supply management":  

 Supply management as an organisational function not only refers to performing typical 
purchasing activities, but also to performing supply activities due to a broader, more long-
term focus which includes performing additional supply activities. Thus, supply 
management is not just another name/term for purchasing management, but is a strategic, 
progressive version of basic purchasing.  

 The strategic process to achieve the organisation's mission involves effectively managing 
the supply base (by managing supplier relations) and using a process orientation (to 
maintain the lowest total cost of ownership) together with cross-functional teams.  

 

Study Wisner et al (2016:14–15) 

 

Lecturer’s notes 

In this section you should also be able to define, discuss and apply the following concepts: 

 supplier management 
 supplier evaluation 
 supplier certification  
 strategic partnerships 
 ethical and sustainable sourcing 

 

From the case study 

In the case study, Gibbons and his team divided the supply chain into functional 
areas, one of which was sourcing (or supply as Wisner et al (2016) refer to it). 
We see that Starbucks does an excellent job of managing supply in its supply 
chain. Supply not only refers to the supply of physical products (the way 
Starbucks grouped coffee and non-coffee purchases), but it also refers to the 
effective management of supplier relationships (as seen by the first lesson learnt 
from Starbucks’ supply chain – working with supply chain partners to achieve 
mutual beneficial roles). Furthermore, Starbucks has developed an effective performance 
measurement tool to measure the performance of its 3PL service providers. Lastly, Starbucks focuses 
on sustainable and ethical sourcing practices by only purchasing from farmers guided by ethical 
farming.  

 

1.4.2 Operations  

The operations of an organisation are the processes utilised to produce and distribute products 
and services with considerable emphasis on the efficiency and effectiveness with which this 
is done. Ultimately, the manner in which operational activities are performed in an organisation 
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depends mainly on the nature of the products produced or services rendered. It stands to 
reason that a company such as Starbucks will have a more intricate operations system than, 
say, the South African Post Office (SAPO). Starbucks is focused on using raw materials to 
produce and manufacture world-class coffee, while SAPO’S main goal is to focus on providing 
a distribution service as opposed to producing a range of products as such. 

 

Operational elements can have a critical impact on the success of any supply chain because 
they determine the efficiency and effectiveness with which the assembly or processing of 
items into finished products occurs, ensuring that the right number of finished products are 
produced which meet specific quality, cost and customer service requirements. 
 

 

Study Wisner et al (2016:15–16) 

 

1.4.3 Logistics 

Once a product or service has been completed, it should be delivered or rendered to the 
customer as quickly as possible in the right quantity and quantity. Many students and even 
academics use the terms “logistics”, “transportation” and “distribution” interchangeably, but 
there is a difference between them. 

Lecturer’s notes 

In this section you should also be able to define, discuss and apply the following concepts: 

 demand management 
 material requirements planning (MRP) 
 enterprise resource planning (ERP) 
 inventory visibility 
 lean production systems 
 six sigma quality 
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Study Wisner et al (2016:17–19) 

 
 
 
 
 

Important definitions  

Logistics 

The practice of physically moving and storing goods during purchasing and supply chain 
activities to meet customer requirements at minimum cost. 

 

Logistics management 

The part of supply chain management that plans, implements and controls the efficient and 
effective forward and reverse flow and storage of goods, services and related information 
between the point of origin and the point of consumption to meet customers’ requirements. 
It includes inbound, outbound, internal and external movements, and is relevant in both 
manufacturing and service organisations and in both private and public sector organisations. 

 

Explanatory note on the term "logistics management": The logistics management function 
is an integrated function which coordinates and optimises all logistics activities within the 
function (internally) as well as integrates logistics activities with other organisational functions 
(externally).  

Transportation 

Transportation is a central part of logistics and distribution management. It refers to the 
movement of products (for example cargo, supplies, people and equipment), by any mode 
of transport, from one place to another. 

 

Distribution management 

Distribution management entails managing downstream processes (or outbound logistics) 
and activities to deliver and thus physically distribute the product or service from the end of 
the production line to the ultimate (or end) customer. 

 

Distribution channels 

A network of organisations and institutions that together perform all the functions required 
to link producers with end customers to accomplish the marketing task of delivering products 
and services in the hands of the final consumer for need satisfaction.  
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1.4.4 Integration 

The primary aspect of supply chain management is aligning the functions in each organisation, 
and the processes of all the organisations in a supply chain to operate with common goals 
and objectives. This can only be achieved by mastering the most difficult element of supply 
chain management – integration. 

 
 

This section serves as a vital introduction to topic 4, learning unit 6 (supply chain integration) 
and learning unit 7 (performance measurement). Be sure to understand the basic concept of 
supply chain integration in this section, to be able to build on the discussion in learning units 
6 and 7.  

Study Wisner et al (2016:19–20) 

 

Lecturer’s notes 

In this section you should also be able to define, discuss and apply the following concepts: 

 third-party logistics services 
 customer relationship management 
 distribution network 
 global supply chains (study the advantages and disadvantages of global supply chains in Wisner 

et al 2016:18–19) 

 

From the case study 

In the case study, Gibbons and his team divided the supply chain into functional 
areas, one of which was delivery (or logistics as Wisner et al 2016 refer to it). This 
area included all personnel working in transportation, distribution and customer 
service. 
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Lecturer’s notes 

In this section you should also be able to define, discuss and apply the following concepts: 

 process integration 
 supply chain performance measurement 

 

1.5 CURRENT TRENDS IN SUPPLY CHAIN MANAGEMENT 
 
Owing to the fact that supply chain management is a relatively new concept, organisations are 
still trying to establish which supply chain practices are working for their organisation. Wisner 
et al (2016) identify the following four current trends in the supply chain: 

1.5.1 Shrinking the supply chain  

A number of concerns have many company executives considering moving their foreign 
production back home, referred to as back-shoring, near-shoring or right-shoring. Issues such 
as volatile fuel costs, a desire to reduce delivery times and to improve on-time capabilities 
along with decreasing labor costs in countries such as India and China have contributed to 
this trend. Furthermore, security concerns are growing in many foreign markets, prompting a 
concern that might be time to concentrate on doing what the firm does best, back in domestic 
markets.  

1.5.2 Managing supply chain risk 

Supply chain risk is defined as the likelihood of an internal or external event that causes a 
disruption or failure of supply chain operations, causing potential reductions in service levels, 
product quality, and sales, with an increase in costs. It is imperative to have well developed 
contingency plans to manage these risks. As even small events, such as weather and traffic 
problems, can impact deliveries within a supply chain. Also, security problems such as freight 
thefts, product tampering, international property damage and terrorism all constitute to 
potential risks in the supply chain.   

 

Lecturer’s notes 

NB: Also see the discussion on managing supply chain risk in Chapter 13,  Wisner et al (2016:480–
484).  

 

1.5.3 Increasing supply chain visibility 

Supply chain visibility can be defined as the ability of suppliers, manufacturers, business 
partners, and customers to know exactly where products are, at any point in the supply chain. 
Inventory visibility is made easier with technology. Sophisticated technology software is being 
developed to track orders, inventories, deliveries, returned goods and even employee 
attendance.  
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Lecturer’s notes 

NB: Also see the discussion lack of supply chain visibility in Chapter 13, Wisner et al (2016:474–475). 
In this section you should also be able to define, discuss and apply the following concepts: 

 right-shoring  

1.6 LEARNING UNIT 1: SUMMARY 

This learning unit introduced the supply chain management concept by examining the 
definition, importance and origins of supply chain management. The different elements of 
supply chain management (supply, operations, logistics and integration) were also explained. 
The learning unit concluded with an examination of future trends in supply chain management. 

Make sure that you fully understand the basic principles explained in this learning unit because 
they form the foundation of the rest of the module. 

The above sections are based only on the basic principles presented in chapter 1 in Wisner 
et al (2016). The chapter contains considerable detail on which you will be assessed in the 
assignments and the examination – hence the importance of studying chapter 1 in depth. 

Activity 1: Applying the case study to theory   

Read the case study on Starbucks again; next fill in (complete) the table below by including 
examples from Starbucks relating to each foundational supply chain management element. If 
you are unsure on how to approach this activity, ask your e-tutor to provide you with more 
guidance or ask fellow students in your e-tutor group for ideas, but attempt to complete the 
table yourself after studying learning unit 1. Your e-tutors will provide you with answers to this 
activity during examination revision.  

Foundational element Example from the Starbucks case study 

Supply elements 

Supplier evaluation  

 

Starbucks’ supplier performance scorecard   

Operations elements  

Logistics elements  

Integration elements  
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Activity 2: Self-assessment multiple-choice questions on learning unit 1 

Attempt the self-assessment questions to see if you have mastered this learning unit.  

QUESTION 1 
Starbucks has to anticipate future demands and changes in sales to help reduce waste and 
increase performance. This rethinking and redesigning of processes is known as ... 

1. demand-driven supply networks 
2. business process re-engineering 
3. enterprise resource planning 
4. material requirements planning 

Answer: option 2 Wisner et al (2016:12) 

Option 2 is the correct answer as business process re-engineering can be defined as 
anticipating future demands and changes in sales to help reduce waste and increase 
performance.  

Option 1 is incorrect as it refers to a system that is focused on designing supply chains with 
enough flexibility to respond to changes in the marketplace (p 542).  

Option 3 is incorrect because enterprise resource planning enables organisations to integrate 
different business processes (p 544).  

Option 4 is incorrect because material requirements planning is a software system that reports 
on the requirements for a given finished product on a manufacturing schedule (p 547). 

QUESTION 2 

It is evident from the case study that Starbucks had to re-evaluate its supply chain operations. 
Which of the following does not define an important issue of operations management? 

1. a set of activities that ranges from determining or estimating customer demand through 
converting specific customer orders into promised delivery dates to help balance demand 
with supply 

2. the capabilities of a firm to link together all the supply chain participants’ information and 
communication systems by using the latest technologies 

3. a system that stresses the commitment of top management to make it possible and to 
excel in meeting and exceeding expectations 

4. a business practice that combines the intelligence of multiple trading partners in the 
planning and fulfilment of customer demand  
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Answer: option 2 Wisner et al (2016:14) 

Table 1.1 on page 14 contains a list of the important elements of supply chain management. 
The question involved identifying the option that does NOT define an important operational 
element.  

Option 2 is the correct answer because it is the definition of supply chain responsiveness, 
which is NOT one of the important operational elements.  

Options 1, 3 and 4 all define one of the operational elements listed on page 14.  

Option 1 defines demand management, option 3 defines six sigma quality and option 4 defines 
collaborative planning, forecasting and replenishment (CPFR).  

QUESTION 3 
Starbucks is extremely reliant on consumer satisfaction. Consumers buy products based on 
…  

1. cost, quality, quantity, maintainability and reputation 
2. cost, availability, promotions, brand and location 
3. cost, quality, availability, maintainability and reputation 
4. cost, quality, promotion, availability and brand 

Answer: option 3 in Wisner et al (2016:6) 

Option 3 is correct.  

Options 1, 2 and 4 are all incorrect because they serve are distractors.  
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TOPIC 2: 

PURCHASING ISSUES IN SUPPLY CHAIN 
MANAGEMET 

The aim of topic 2 is to discuss the most important purchasing issues in a supply chain context 
by investigating the purchasing management concept, the creation and management of 
supplier relations in the supply chain and determining how strategic sourcing occurs in supply 
chain management. 

Topic 2 consists of the following three learning units: 

1. LU 2: Purchasing management (Chapter 2) 
2. LU 3: Creating and managing supplier relationships (Chapter 3) 
3. LU 4: Ethical and sustainable sourcing (Chapter 4) 
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Learning unit 2 

PURCHASING MANAGEMENT  
 

(WISNER ET AL 2016:37–68) 4TH EDITION 
 

Lecturer’s notes 

 Learning unit 2 contains a lot of material and detailed discussions that need to be studied. Please 
do not underestimate the work in this learning unit. It should take you twice as long to master 
learning unit 2 than any of the other learning units 

 
 

                                               Image courtesy of freedigitalPhotos.net 

INTRODUCTION 
The correct management of purchases can have a huge impact on an organisation’s bottom 
line.  

It stands to reason that one of the most effective cost reduction strategies that any organisation 
can engage in is to focus on the valuable contribution of the purchasing elements. This 
learning unit will explore the role of purchasing in an organisation, the purchasing process and 
sourcing decisions. The roles of the supply base will also be identified and methods of supplier 
selection evaluated. We will answer the question of how many suppliers need to be involved 
and compare centralised versus decentralised purchasing organisational structures. We will 
conclude our examination of purchasing management with a discussion of the characteristics 
of public procurement. 

Study Wisner et al (2016:37–38) 

 

Lecturer’s notes 

 You need to know the definition of purchasing provided in activity 3. 
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2.1 A BRIEF HSTORY OF PURCHASING TERMS 

 
Purchasing is a key business function that is responsible for acquisition of required materials, 
services, and equipment. The acquisition of services is also called contracting. Considering 
the strategic role and additional skills and knowledge required for purchasing, the term supply 
management is often used to describe the expanded set of responsibilities of purchasing 
professionals. You can find a definition of supply management in the list of key terms in your 
tutorial letter 101 as well as in activity 3 of this study guide. It is important to note that in the 
government sector, purchasing is often referred to as procurement.   

2.2 THE ROLE OF SUPPLY MANAGEMENT IN AN ORGANISATION 

Purchasing is often seen as the underdog of management practices, having traditionally been 
labelled as a back-office function. This, however, is no longer the case and purchasing is the 
topic of discussion at the executive board meetings of most major companies in South Africa 
today. This comes as no surprise as the objectives of purchasing include 

 ensuring uninterrupted flows of raw materials at the lowest cost 
 improving the quality of the finished goods produced 
 optimising customer satisfaction 

In the ultra-competitive global economy that businesses function in today, all organisations 
are interested in achieving the lowest cost, improved quality and customer satisfaction. 

Study or Wisner et al (2016:38) 

 

Lecturer’s notes 

 You do not need to know table 2.1 on page 39 in Wisner et al (2016). 
 You also need to study: 

 objectives of purchasing (page 38) 
 way purchasing can contribute to these objectives (page 38) 
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2.3 THE FINANCIAL SIGNIFICANCE OF SUPPLY MANAGEMENT 

Well-designed purchasing strategies have a direct impact on organisational profit. The 
smallest reduction in purchasing price could directly increase profit margins. However, bear in 
mind that a decrease in purchasing spend must only be achieved through better purchasing 
strategies that enable a firm to acquire the same (or superior) quality products at lower costs.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Wisner et al (2016) discuss three financial ratios indicating the financial significance of 
purchasing. You should know these formulas and be able to apply them to a case study (i.e. 
you should be able to calculate the different profit ratios). Please complete activity 1 at the end 
of this learning unit’s discussion, and if you are struggling to apply these formulas, ask your e-
tutor on the discussion forum to assist you.  

2.3.1 Profit-leverage effect 

The main aim of the profit leverage effect is to indicate that the same reduction in purchase 
spend will result in the same amount of profit increase (given that all other costs and expenses 
remain unchanged). 

2.3.2 Return on assets effect 

The main aim of the return on investment effect is to determine how effective purchasing 
strategies resulting in lower purchase spend will affect the return on investment ratio. Note 
that a reduction in purchase spend will result in lower total assets (because of the lower raw 
material inventory). However, note that for the purpose of this module you will not be expected 
to calculate the effect of a reduction on raw material inventory price on total assets.  

2.3.3 Inventory turnover effect 

The main aim of the inventory turnover effect is to determine how many times a firm’s inventory 
is utilised and replaced in one financial year. The most widely accepted formula for calculating 
inventory turnover is: 

Costs of goods sold 
Inventory at cost 

Image courtesy of Nutdanai Apikhomboonwaroot 

at FreeDigitalPhotos.net 
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Study Wisner et al (2016:40–41) 

 

Lecturer’s notes 

 You need to be able to calculate the different financial ratios. 
 Attempt activity 2.3 at the end of this learning unit to test yourself on these calculations.  
 In Wisner et al (2016), see the table on pages 41–42 for examples of the calculations.  

In this section you should also be able to define, discuss and apply the following concepts: 

 purchase spend  
 return on assets 
 return on investment 

 

2.4 THE PURCHASING PROCESS 

The process of purchasing has advanced in the last few years. Previously, most purchasing 
was done manually by the purchasing department in an organisation. However, these days, 
with the advancement in computer technology, automated ordering systems are becoming 
more popular. Wisner et al (2016) divide the purchasing process into the following three broad 
functions: the manual purchasing system, the electronic procurement system (e-procurement) 
and small value purchase orders. The figure below is a snapshot of the most important issues 
relating to these functions. 
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Study Wisner et al (2016:42–52) 

 

Lecturer’s note 

 You will be expected to discuss each of the categories of purchasing process as well as each topic 
in the categories. 

In this section you should also be able to define, discuss and apply the following concepts: 

 material requisition (MR) 
 purchase requisition 
 travelling requisitions 
 planned order release 
 request for quotation (RFQ) 
 request for proposal (RFP) 
 supplier development 
 outsourcing 
 purchase order (PO) 
 sales order 
 expediting (or follow-up) 
 blanket purchase order 
 open-end purchase order 
 blanket order release 
 blank check purchase order 
 stockless buying/systems contracting 
 simplification 

 
 

From the case study 

If you were given this case study in an examination, would you be able to identify the 
purchasing function used by Starbucks? The case study provides a few hints. 

“Tracking demand in real time” or “The creation of a single, global logistics system was 
important for Starbucks because of its far-flung supply chain” 

These quotations should give you some idea that Starbucks largely uses e-procurement as its 
purchasing function. Wisner et al (2016:48–49) list several advantages of an e-procurement system. 
The above quotations relate to two of these advantages: 

Real time: “Tracking demand in real time” 

Mobility: “The creation of a single, global logistics system was important for Starbucks because of its 
far-flung supply chain.” 
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2.5 SOURCING DECISIONS: THE MAKE-OR-BUY DECISION 

 
The decision to make or buy is no longer based on cost. It now rests squarely on the strategic 
impact of the sourcing decision on the organisation’s competitive advantage. Many 
organisations today prefer to combine the make-or-buy options through forward and backward 
vertical integration. Students are often confused when asked to differentiate between these 
two concepts – study the figure below based on the Starbucks case study, which should help 
you to better understand these concepts. 

 

 

 Forward vertical integration 

If Starbucks were to buy the small coffee shop they would be acquiring downstream 
customers. This simply indicates that instead of this small coffee shop purchasing Starbucks’ 
coffee beans for reselling in its shop, Starbucks would now own the coffee shop. Starbuck 
would thus be able to rebrand the shop if it wanted to, to make the small coffee shop an 
additional Starbucks retail coffee shop. In simple terms it means “buying your customers”. 
 

 Backward vertical integration 

If Starbucks were to purchase one of the farms harvesting the coffee beans, it would be 
acquiring upstream suppliers. The farm was one of its suppliers, but it would now be owned 
and managed by Starbucks. In simple terms, this means “buying one of your suppliers”.  

Study Wisner et al (2016:52–53) 

 

Lecturer’s notes 

 You should know the reasons for buying or outsourcing and the reasons for making. This section is 
often tested for essay-type questions. Be sure to understand these sections as you will also be 
expected to apply these sections to the case study in the examination and assignments.  

In this section, you should also be able to define, discuss and apply the following concept: 

 outsourcing 
 economies of scale 
 make or by decision 
 forward and backward integration 
 subcontracting 
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2.6 THE MAKE-OR-BUY BREAK-EVEN ANALYSIS 

If an organisation has decided to source a product from a suitable supplier, it is useful to 
employ the make-or-buy break-even analysis for computing the cost-effectiveness of such a 
sourcing decision. There are five assumptions underlying break-even analysis. They are 
highlighted below. 

1. All costs involved can be classified under either fixed or variable costs. 

Examples of fixed costs Examples of variable costs 

Fixed costs are costs that the organisation 
has to pay irrespective of any business 
activity. For example: 

Variable costs are costs that change as the 
organisation’s production and demand 
increase or decrease. For example: 

 rent  
 electricity 
 insurance 

 material costs (suck as paper cups in 
the Starbucks example) 

 labour costs 
 packaging 

 

2. Fixed cost remains the same within the range of analysis.  

Example: Starbucks pays R200 000 rent a month on one of its coffee-grinding plants. 
The price of the rent will not decrease because the plant did not meet its target for the 
month. These costs are NOT affected by the amount of coffee sold or manufactured, 
because the rent will stay at R200 000 irrespective of the amount of coffee produced.  

 
3. A linear variable cost relationship exists. 

A linear variable cost relationship simply means that if there is more demand for a 
product and the organisation needs to purchase additional material to produce more 
products, the cost will increase proportionally. In other words, the more coffee Starbucks 
sells, the more variable costs (such as buying additional paper cups) they will have. 

4. The fixed cost of the make option is higher because of initial capital investment 
in equipment.  

If the organisation decides to make the product instead of buying or outsourcing it, it will 
need to make significant capital investments by purchasing the machinery or appointing 
an expert in the field to help with the manufacturing of the product. This would result in 
higher fixed cost. Let’s say Starbucks decides to produce the paper cups for the coffee 
themselves, they will have to incur cost for the capital equipment of buying the machines 
necessary to produce their paper cups.  

5. The variable costs of the buy option are higher because of supplier profits. 

If the organisation were to buy the product from a supplier, the variable costs (e.g. the 
purchase price of the components needed to produce the product) would be higher 
because of the supplier’s profit margin included in the finished product. Thus, if 
Starbucks were to purchase the paper cups, they would not be able to cut on certain 
cost, as they will have to pay the price set by the suppliers. These prices often vary 
from order to order.  

Study Wisner et al (2016:54–56) 
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Lecturer’s notes 

 You should be able to do all the calculations because you will be expected to do them in the 
examination.  

 

From the case study 

You will notice from the case study that Starbucks was outsourcing many of 
its organisational activities: “Outsourcing was used for expansion but lead to 
cost inflation”. This is a good example of the dilemma many organisations like 
Starbucks face. The organisation would like to expand the business globally 
but a lack of capacity is hindering growth at the pace Starbucks would like. 
The organisation therefore employs outside companies to attend to non-core activities on its 
behalf. However, in doing so, the organisation incurs extremely high costs and loses control 
of these activities, which ultimately affects its overall supply chain performance. 

Study the reasons for buying or making in Wisner et al (2016:53–54) and try to identify a few 
of these reasons in the case study.  

 

2.7 ROLES OF THE SUPPLY BASE 

The main task of purchasing managers is to consolidate the supply base (all the suppliers 
providing the organisation with products) in an attempt to have fewer suppliers that supply a 
wider variety of products. In doing so, the organisation increases long-term profitable 
relationships with its suppliers and ultimately creates a competitive advantage.  

Study Wisner et al (2016:56) 

 

Lecturer’s notes 

In this section you should also be able to define, discuss and apply the following concepts: 
 
 supply base/supplier base 
 
You should also be able to name the five supporting activities the supplier should also be able to provide. 

 

2.8 SUPPLIER SELECTION 

Supplier selection should be a transparent process that involves an organisation evaluating 
numerous suppliers, based on set criteria, and then choosing the supplier that would best suit 
the process. Wisner et al (2016) discuss ten of the most important aspects that organisations 
would consider when making this selection. Study these selection criteria carefully. 
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                                       Image courtesy of Photokanok at FreeDigitalPhotos.net 

Study Wisner et al (2016:56–58) 

 

Lecturer’s notes 

In this section you should also be able to define, discuss and apply the following concepts: 

 early supplier involvement 
 total cost of ownership 
 
You should also be able to name, explain and differentiate between the ten factors firms should consider 
when selecting suppliers.  

 

From the case study  

Watch the following short video clip on how Starbucks engages with its suppliers:  
http://www.starbucks.com/responsibility/sourcing/coffee 

 

In the video you would have noticed that an international company like Starbucks not only 
have specific criteria that its suppliers should meet, but it also ensures that it purchases from 
suppliers governed by ethical and socially responsible practices. Starbucks, in turn, ensures 
that it looks after its suppliers. A mutual win-win relationship or strategic partnership is formed, 
as discussed in learning unit 1: supply elements.   

2.9 THE TOTAL COST OF OWNERSHIP CONCEPT 

The total cost of ownership (TCO) concept builds on the traditional break-even analysis by 
adding additional qualitative and quantitative factors to the calculations. Wisner et al (2016:58–
59) provides a very good example of how TCO can be calculated. Be sure to work through 
example 2.1 in your prescribed book.  
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2.10 HOW MANY SUPPLIERS TO USE? 

The nature of an organisation and the product it produces or service it renders will have a 
major impact on the choice of how many suppliers to use. Although Wisner et al (2016) list 
numerous reasons for favouring the use of a single supplier (as well as the use of more than 
one supplier), the choice ultimately remains that of the individual organisation. And it is a 
choice to be made carefully because, in this instance, there are no universal best practices. 

Wisner et al (2016) discuss the reasons why an organisation would favour a single supplier 
versus multiple suppliers, and vice versa.  The figure below is a summary of these reasons. 
Study each reason because you should also be able to apply or identify the applicable reasons 
in a case study.  

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Study Wisner et al (2016:60–63) 

 

Lecturer’s notes 

In this section you should also be able to define, discuss and apply the following concepts: 

 sole sourcing 
 single sourcing   
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2.11 PURCHASING ORGANISATION 

The purchasing decision entails more than simply the buying of products and services; it 
includes product design decisions and other aspects of the organisation’s operations. The 
purchasing structure can either be centralised or decentralised, depending on organisational 
needs.  

 Centralised purchasing  

A single purchasing department, usually located at the organisation’s head office, makes all 
the purchasing decisions, including order quantity, pricing policy, contracting negotiations and 
supplier selection and evaluation.  

 Decentralised purchasing  

An individual, local purchasing department, such as one at plant level, makes its own 
purchasing decisions.  

The figure below is a graphic representation of the difference between centralised and 
decentralised purchasing.   

 
 

 

 

 

 

 

 

 

 

Study Wisner et al (62–63) 

 

Lecturer’s notes 

 You should know the advantages of centralised/decentralised purchasing and you should be able 
to differentiate between the two concepts.  

In this section you should also be able to define, discuss and apply the following concepts: 

 hybrid purchasing organisation 
 decentralised-centralised purchasing structure 
 centralised-decentralised purchasing structure 

 

Focal firm 

Suppliers 

Local  purchasing 

department 

Station 

DECENTRALIZED (B) 

Link 

CENTRALIZED (A) 
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2.12 GLOBAL SOURCING 

 
 
Global sourcing continues to grab the attention of major organisations, and many companies 
are expanding their supply base to include international suppliers. This section in Wisner et al 
(2016) contains numerous important terms. You do not have to know all of them, but please 
study the terms listed in the lecturer’s notes. You should also know the following three sections 
covering international purchasing and global sourcing: 

 reasons for global sourcing 
 potential challenges of global sourcing 
 countertrade 

Study Wisner et al (2016:63–66) 

 

Lecturer’s notes 

In this section you should also be able to define, discuss and apply the following concepts: 

 global sourcing 
 import broker/sales agent 
 import merchant 
 trading company 
 tariff 
 non-tariff barriers 
 countertrade 
 incoterms 
 barter 
 offset 
 direct offset 
 indirect offset 
 counterpurchases 

2.13 PROCUREMENT FOR GOVERNMENT AND NONPROFIT 
AGENCIES   

Public procurement or public purchasing refers to the management of the purchasing and 
supply function of government and nonprofit organisations such as education institutions and 



28 

hospitals. Although public procurement has the same goals of purchasing for the private 
sector, these purchasing officers have to adhere to special kinds of rules.  

Additional reading 

To gain a better understanding of public procurement in the context of South Africa, read 
the following interesting article: 

Procurement challenges in the South African public sector 

http://www.jtscm.co.za/index.php/jtscm/article/download/63/59 

2.13.1 Characteristics of public procurement 

Considering that public procurement officers have to adhere to these special rules, one could 
say that public procurement should also have a different set of characteristics. This section in 
Wisner et al (2016) largely covers US procurement laws. You will not be expected to study 
these laws, but you should know all the key terms listed in the lecturer’s notes below. 

Study Wisner et al (2016:67–68) 

 

Lecturer’s notes 

In this section you should also be able to define, discuss and apply the following concepts: 

 invitation for bid 
 sealed bids 
 surety bond 
 performance bonds 
 payment bonds 
 green purchasing 
 green power 

2.14 LEARNING UNIT 2: SUMMARY 

We hope that you are starting to see the potential that purchasing elements can add to 
organisations’ functioning in a supply chain management context. This learning unit explored 
the role of purchasing in an organisation, the purchasing process and then looked at sourcing 
decisions. The roles of the supply base were also identified and methods of supplier selection 
evaluated. We then answered the question of how many suppliers need to be involved and 
evaluated centralised versus decentralised purchasing organisational structures. We 
concluded our study of purchasing management with a consideration of international 
purchasing/global sourcing and briefly covered public procurement. 

Learning unit 3 will explain how an organisation can go about creating and managing the 
supplier relationship. 

Activity 1: Applying the case study to theory   

Attempt the self-assessment questions to see if you have mastered this learning unit.  

In learning unit 2 you were introduced to a few financial calculations. Read the information 
below on Starbucks’ financial situation relating to the purchasing function. Then do the 
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calculation as requested. If you struggle to do this activity, please contact your e-tutor for 
additional guidance.  

Starbucks would like to cut costs along the supply chain. One option the organisation is 
considering is to produce the paper take-away cups itself. Starbucks has compiled the 
following information to determine its break-even point for one store. The annual requirement 
for one store is 200 000 cups. Its current supplier (World of Cups) can supply the cups at R5 
per cup. World of Cups’ contract will soon expire and the cost of drawing up a new contract is 
estimated to be R10 000. To purchase the equipment to make the cups would cost R300 000. 
The estimated cost of producing the cups is R3 per cup.  

QUESTION 1 

What would the total cost be for Starbucks itself to make the cups? 

1. R900 000 
2. R1 million 
3. R1,3 million 
4. R600 000 

Answer: 1 in Wisner et al (2016:55) 

Option 1 is the correct answer. The calculation should be as follows:  

R300 000 [equipment] + (R3 [cost of producing cups] x 200 000 [annual requirement])  

= R900 000 

 

QUESTION 2 
What would the cost difference be for Starbucks to make the cups instead of buying them from 
its existing supplier? 

1. R400 000 
2. R1,3 million 
3. R110 000 
4. R1,01 million 

Answer: option 3 in Wisner et al (2016:55) 

Option 3 is the correct answer. The calculation should be as follows: 

To make: R300 000 [equipment] + (R3 [cost of producing cups] x 200 000 [annual 
requirement]) 
 
= R900 000 

To buy: R10 000 [contract with supplier] + (R5 [price of cups] x 200 000 [annual 
requirement])  
 
= R10 100 000 

Cost difference = R10 100 000 [to buy] – R900 000 [to make] = R110 000 [cost difference] 
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QUESTION 3 

What would the break-even point be for Starbucks? 

1. 200 000 units 
2. 145 000 units 
3. 290 000 units 
4. 58 000 units  

Answer: option 2 in Wisner et al (2016:55) 

Option 2 is the correct answer. With Q as the break-even point, the calculation would be as 
follows: 

Total cost to make Total cost to buy 

R300 000 + R3Q R10 000 + 5Q 

5Q – 3Q R300 000 – R10 000 

2Q 290 000 units (/2) 

Break-even (Q) 145 000 units 
 

 

QUESTION 4 
What would the total cost of the “make” option be at break-even point? 

1. R440 000 
2. R1,17 million 
3. R1,25 million 
4. R735 000 

Answer: option 4 in Wisner et al (2016:55) 

Option 4 is the correct answer. The calculation should be as follows:  

R300 000 [equipment] + (R3 [cost of producing cups] x 145 000 units [break-even point])  
 
= R735 000 

 

Activity 2: Discuss with your fellow students and e-tutors  

Wisner et al (2016:60–61) cite several reasons for favouring multiple versus single suppliers. 
In terms of Starbucks, consider why the company would prefer single to multiple suppliers. 
Write a short paragraph explaining which option you think Starbucks would prefer by 
mentioning the theory as well as the notes for the case study. Your e-tutor will start a 
discussion forum on myUnisa – post your answer there and discuss other students’ responses 
with them.  
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Learning unit 3 

CREATING AND MANAGING SUPPLIER 
RELATIONSHIPS 

 

(WISNER ET AL 2016:78–96) 4TH EDITION 
 

INTRODUCTION 
Successful supplier partnerships are extremely important in achieving competitive corporate 
performance. This is because effective supplier relations leads to flexibility in terms of delivery, 
better quality, better information and better materials flows between buyers and suppliers. 
Developing strong, win-win, long-term strategic relationships with suppliers creates value for 
the buying organisation, the supplier and ultimately the end customer. Good supplier 
relationships also improve integration along the supply chain, which enhances supply chain 
performance. This learning unit considers the main aspects of developing long-term profitable 
relationships with suppliers.  

Study Wisner et al (2016:78–79) 

 

From the case study 

Watch the video below, which is an excellent application of all the theory in learning 
unit 3 applied to Starbucks.   

Starbucks – Relationships.mpeg:  https://www.youtube.com/watch?v=zln9dzIwdf4 

 

After you have studied this learning unit, return to this video and watch it again to see how 
Starbucks has used all the theory covered in learning unit 3, to build its supplier relationships.  
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3.1 DEVELOPING SUPPLIER RELATIONSHIPS 

Developing successful partnerships which are beneficial to both buyer and supplier is not 
easy. Wisner et al (2016) list ten key ingredients for developing successful partnerships. They 
are summarised in the figure below. You need to study these ten ingredients in detail for the 
examination.  

 

Were you able to identify any of these ingredients in the Starbucks video? Think of, for 
example, how Starbucks pays a premium price for its coffee beans – this would indicate 
building trust and mutual benefits and needs.   

Now discuss some of the other key ingredients you identified in the video with your fellow 
students and e-tutors on the discussion forum.   

Study Wisner et al (2016:79–87) 

 

Lecturer’s notes 

 Note the discussion on page 84 (2016) of the different types of costs (pre-transaction, transaction 
and post-transaction cost). Please do not confuse these costs with the discussion in chapter 10 on 
page 363 of customer service elements, which is also listed as pre-transaction, transaction and 
post-transaction elements. 
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3.2 SUPPLIER EVALUATION AND CERTIFICATION 

An organisation will only allocate time, effort and money to develop partnerships with its best 
suppliers. A supplier evaluation and certification process must therefore be in place so that 
organisations can determine their best, most reliable suppliers. These programmes will allow 
organisations to identify problems and help eliminate these problems to improve the overall 
performance of their suppliers. 

Supplier evaluation is aimed at establishing whether or not a supplier is performing according 
to the buyer’s requirements. Once that has been determined, the supplier can be certified by 
the buying organisation. The certification process indicates a willingness on the part of both 
buyers and suppliers to share goals, commitments and risks to improve the buyer-supplier 
relationship. This means that the buying organisation is so comfortable with the internal 
processes and systems of a supplier that routine inspections become almost obsolete. 

 

Image courtesy of watiporn at FreeDigitalPhotos.net 

Wisner et al (2016) discuss three possible evaluation and certification criteria, which are 
summarised below. You need to know the three different methods and how organisations can 
use them.   

Study Wisner et al (2016:87–91) 

 

Lecturer’s notes 

In this section you should also be able to define, discuss and apply the following concept: 

 supplier certification 



34 

 

Study Wisner et al (2016:87–91) 

 

Lecturer’s notes 

In this section you should also be able to define, discuss and apply the following concept: 

 environmental management system (EMS) 

3.3 SUPPLIER DEVELOPMENT 

Supplier development refers to any activity undertaken by an organisation to improve the 
supplier’s performance and to build long-term relationships.  

From the case study 

In the video, Starbucks – relationships.mpeg, Starbucks’ senior VP of Coffee, Dub 
Hay, speaks of several strategies the organisation has employed to develop their 
suppliers. Watch the video again and identify these strategies. Do you think they are 
effective? Discuss this with your fellow students and e-tutor on the e-tutor site.  

 

In the video you should have noticed that Starbucks have realised the many advantages of 
developing suppliers and the suppliers’ community. Wisner et al (2016) list seven steps in 
supplier development. You need to study these steps because you will have to apply them in 
an examination.  

Study Wisner et al (2016:91–92) 

Supplier evaluation and certification

Weighted criteria 
evaluation 
systems

What to know:

(1) How to calculate the 
weighted criteria (see 
example 3.1) 

(2) The 7 steps (pp 84–85)

ISO 9000

What to know:

(1) The difference between 
the 4 family standards 
of ISO9000

ISO 14000

What to know:

The purpose of ISO 4000
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3.4 SUPPLIER RECOGNITION PROGRAMMES 

It is essential not only to evaluate and assess suppliers on how they perform with respect to 
predetermined criteria – the buying organisation also has a responsibility to acknowledge and 
celebrate successful supplier performance by giving awards to such suppliers. 

 
 

                                  Image courtesy of Sira Anamwong at FreeDigitalPhotos.net 

Study Wisner et al (2016:91–92) 

3.5 SUPPLIER RELATIONSHIP MANAGEMENT (SRM) 

Supplier relationship management reveals how best to focus time and energy on creating and 
maintaining more effective and strategic relationships based on several factors. Wisner et al 
(2016) refer to the following five key tenets of an SRM system: 

 automation 
 integration 
 visibility 
 collaboration 
 optimisation 

Furthermore, two types of supplier relationship management techniques are discussed, 
namely transactional and analytical.  

Study Wisner et al (2016:94–96) 

 
 

Lecturer’s notes 

 Study the five key tenets of an SRM system. 
 In this section SRM software is discussed – be sure to know the information SRM applications can 

provide. 
 Know the difference between transactional SRM and analytical SRM. 

In this section you should also be able to define, discuss and apply the following concepts: 

 transactional SRM 
 analytical SRM 
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3.6 LEARNING UNIT 3: SUMMARY 

Creating and managing supplier relationships can gain significant competitive advantages for 
any organisation. Pay close attention to media business reports and you will find that most 
successful organisations regard their suppliers as partners, working towards one goal – 
supplying the end customer with a high-quality, low-cost product, resulting in complete 
customer satisfaction. This learning unit detailed the development of successful partnerships, 
establishing a supplier evaluation and certification programme, supplier development 
initiatives, and the honouring of suppliers with recognition programmes. Lastly, we examined 
the different supplier relationship management software capabilities available. 

Learning unit 4 will explain strategic sourcing for successful supply chain management. 

Activity 1: Self-assessment multiple-choice questions on learning unit 3 

Attempt the self-assessment questions to see if you have mastered this learning unit.  

QUESTION 1 
One of the main purposes of Starbucks in transforming its supply chain was to cut costs. Post-
transactional costs have been one of the most difficult costs for Starbucks to decrease. Which 
of the following would be considered a post-transactional cost for Starbucks? 

1. planning on-time delivery of products 
2. certification of Starbucks’ suppliers 
3. restocking best-selling products 
4. Starbucks’ brand awareness and reputation  

Answer: option 4 in Wisner et al (2016:84–85) 

Option 4 is the correct answer because brand awareness and reputation are regarded as a 
post-transactional cost.  

Options 1, 2 and 3 are incorrect because they refer to a pre-transactional cost. 

 

QUESTION 2 

ISO standards for quality and environmental management systems play an increasingly 
positive role in the supply chain. Which of the following is NOT a typical area in which ISO 
standards can play a positive role? 

1. unifying a global base for businesses and supply chains 
2. transferring effective operating practices to developing countries 
3. increasing services in the global economy 
4. increasing monopolies’ participation in global supply chains 

Answer: option 4 in Wisner et al (2016:89) 

Option 4 is the correct answer because it is NOT listed on page 89 as one of the areas in 
which ISO standards can play a positive role. 

 Options 1, 2 and 3 are all listed as ISO standards on page 89. 
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QUESTION 3 
In the case study it is apparent that Starbucks purchases its coffee beans from many suppliers. 
Identifying these suppliers requires Starbucks to incur certain costs. These costs are known 
as … costs.  

1. post-transactional 
2. transactional 
3. pre-transactional  
4. informational 

 

Answer: option 3 in Wisner et al (2016:84–85) 

Option 3 is the correct answer because identifying and selecting suppliers are the costs 
incurred by the organisation prior to ordering and receiving purchased goods.  

Options 1 and 2 refer to other costs organisations can incur, but they do not relate to identifying 
and selecting suppliers.  

Option 4 is a distractor.  

QUESTION 4 
Supplier development can best be defined as ... 

1. a key activity that determines the current capabilities of suppliers. 
2. the discipline of strategically planning and managing all interactions with suppliers.  
3. any activity of a buyer to improve a supplier’s performance in order to meet the buyer’s 

short- and long-term needs. 
4. a list of suppliers a firm uses to acquire its materials, services, supplies and equipment.  

 

 

 
 
 
 
 
 

Activity 2: Discuss with your fellow students and e-tutor 

Wisner et al (2016:95) discuss the five key tenets of supplier relationship management. 
Consider these five tenets and think of ways in which Starbucks has utilised them. Now 
discuss your thoughts with your fellow students and e-tutors on the discussion forum. 

  

Answer: option 3 in or Wisner et al (2016:91) 

Option 1 defines supplier evaluation. 

Option 2 is part of the definition of supplier relationship management.  

Option 3 is correct because it correctly defines supplier development.  

Option 4 defines the supply base (p 550). 
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Learning unit 4 

ETHICAL AND SUSTAINABLE SOURCING 
 (WISNER ET AL 2016:104–125) 4TH EDITION 

 

                                                              

       Image courtesy of 2nix at FreeDigitalPhotos.net 

INTRODUCTION 
 

The influence of the purchasing, sourcing or supply management function within but also 
outside the organisation is quite unique.  

This learning unit will help you understand the development of successful sourcing strategies, 
supply base reduction programmes, as well as the evaluation and selection of key suppliers.  
It will also focus on strategic alliances, supplier certification programmes, outsourcing 
programmes and early supplier development. Supplier management and alliance 
development will be addressed in detail and the management and development of second-tier 
supplier relationships examined. We will again focus on the use of e-procurement systems 
and rewarding supplier performance.  

We will also look at the main aspect of benchmarking successful sourcing practices as well as 
using third-party supply chain management systems. Lastly, we will cover the assessment and 
improvement of an organisation’s purchasing function. 

Study Wisner et al (2016:104–106) 

 

Lecturer’s notes 

In this section you should also be able to define, discuss and apply the following concept: 

 strategic sourcing 
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4.1 ETHICAL AND SUSTAINABLE SOURCING 

This learning unit focuses on ways to strategically source an organisation’s products and 
services. Ethical and sustainable sourcing practices are considered to be vital. Throughout 
this module we have referred to Starbucks and how they do business. Watch the following 
short video on Starbucks’ ethical and sustainable sourcing practices:  

 

                                          Image courtesy of winnond at FreeDigitalPhotos.net 

From the case study 

Follow Starbucks’ 15-year Journey to 100% ethically sourced coffee | Conservation 
International: 

https://www.youtube.com/watch?v=DaG10sqw9fk 

 
In the video you would have noticed that Starbucks decided to source 99% of its coffee beans 
ethically and sustainably. This meant that the company had to incur additional costs, but it has 
now been recognised and received awards for its efforts. It has therefore been mutually 
beneficial to both Starbucks’ suppliers and to Starbucks to conduct business ethically. 

This section in Wisner et al (2016) is divided into the following two subsections: 

1. ethical sourcing 
2. sustainable sourcing 

Study Wisner et al (2016:106–112) 

 

Lecturer’s notes 

 Study table 4.1. 
 You should be able to differentiate between ethical and sustainable sourcing.  

In this section you should also be able to define, discuss and apply the following concepts: 

 business ethics 
 utilitarianism 
 rights and duties 
 corporate social responsibility 
 ethical sourcing 
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 fair trade products 
 green purchasing 
 sustainability 
 social sustainability 
 global sustainability index 
 sustainable sourcing 

4.2 DEVELOPING ETHICAL AND SUSTAINABLE SOURCING 
STRATEGIES 

A purchasing and supply professional or team must constantly evaluate the trade-off between 
risks and rewards for the individual organisations in the supply chain when employing strategic 
sourcing strategies. Organisations must carefully evaluate their sourcing strategies as vast 
amounts of resources can be poured into a strategy that does not reward these organisations 
with the same return. However, the primary factor organisations should keep in mind before 
developing their sourcing strategies is that these strategies should be in line with the 
organisation’s long-term objectives and goals.  

Note the six steps in the supply chain sourcing strategy framework outlined in Wisner et al 
(2016:113). Also study table 4.2.  

Study Wisner et al (2016:112–114) 

 

Lecturer’s notes 

In this section you should also be able to define, discuss and apply the following concepts: 

 functional products 
 innovative products 
 purchasing spend 

4.3 ETHICAL AND SUSTAINABLE SUPPLIER CERTIFICATION 
PROGRAMMES 

In learning unit 3, section 3.2, supplier certification was discussed. This section in Wisner et 
al (2016) simply expands on this discussion.  

Study Wisner et al (2016:115) 

4.4 SUPPLY BASE RATIONALISATION PROGRAMMES 

The fewer suppliers an organisation has, the fewer supplier-relationships there are that need 
to be managed. Firms therefore invest a lot of time in reducing purchases from marginal or 
poor-performing suppliers, while increasing purchases among top-performing suppliers. In so 
doing, organisations are also able to monitor their ethical and sustainable sourcing because 
they form long-term relationships with only a few select suppliers.  
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                                                Image courtesy of digitalart at FreeDigitalPhotos.net 

Study Wisner et al (115–116) 

 

Lecturer’s notes 

In this section you should also be able to define, discuss and apply the following concepts: 

 supply base rationalisation 
 supply base reduction 
 supply base optimisation 

4.5 OUTSOURCING PRODUCTS AND SERVICES 
 

                           Image courtesy of Stuart Miles at FreeDigitalPhotos.net 

Today, more firms are opting to outsource noncore activities such as maintenance, janitorial 
and other support services instead of doing these services in-house. There are several 
reasons why organisations choose to outsource, one of the major ones being to improve the 
competitiveness of the organisation while reducing costs. Outsourcing also has a few 
disadvantages such as loss of control and the increased need for supplier management.   

Wisner et al (2016) discuss the following two types of outsourcing: insourcing, which refers to 
a situation where the supplier is not meeting the outsourcing requirements; and co-sourcing, 
where the organisation retains the strategic part of the operational process while outsourcing 
the noncore activities.  

Study Wisner et al (2016:116) 
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4.6  EARLY SUPPLIER INVOLVEMENT 

 

 

 

 

 

 

 

                                          Image courtesy of Stuart Miles at FreeDigitalPhotos.net 

Involving suppliers when developing a new product or service may make sense. However, if 
it is not done properly, early supplier involvement can lead to suppliers taking advantage of 
customers who lack the threat of future competition to reduce costs and improve performance. 
By involving suppliers from the beginning, organisations can make use of supplier knowledge 
which could lead to cost reductions and a competitive advantage.   

The prescribed book discusses the following two ways in which organisations can involve 
suppliers from the beginning: 

1. vendor-managed inventories 
2. supplier co-location 

Study Wisner et al (2016:117–119) 

 

Lecturer’s notes 

In this section you should also be able to define, discuss and apply the following concepts: 

 value engineering 
 co-managed inventory 

4.7 STRATEGIC ALLIANCE DEVELOPMENT 

Basically, supplier management is concerned with persuading suppliers to do 
what organisations need them to do, while alliance development, which is an 
extension of supplier development, refers to increasing a key supplier’s 
capabilities. You should have noticed from all the videos you have viewed thus 
far that Starbucks takes a lot of pride in the way it develops its farmers and the 
communities where they operate. This is an excellent example of strategic 
supplier development.  

In the previous learning unit, section 3.3, supplier development was discussed. Strategic 
alliance development elaborates on this discussion, by stating that organisations should learn 
from their mistakes and make investments to ensure they have a relationship with suppliers 
built on collaborative problem solving.  
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In table 4.3, Wisner et al (2016) list five steps in maintaining a successful strategic alliance 
programme. Study this table carefully. Negotiating win-win strategic alliance agreements is 
also discussed. You should study these subsections of strategic alliance development.  

Study Wisner et al (2016:119–122) 

 

Lecturer’s notes 

 Study tables 4.3 and 4.4 in Wisner et al (2016). 

In this section you should also be able to define, discuss and apply the following concepts: 

 collaborative negotiations 
 integrative or win-win negotiations 
 distributive negotiations 

 

Study Wisner et al (2012:123–124) 
 

4.8 REWARDING SUPPLIER PERFORMANCE 

Rewarding suppliers has many advantages. For example, suppliers who receive rewards will 
keep improving their service to ensure they stay the top-performing supplier, while poor-
performing suppliers might improve their performance to allow their supplier status to be 
upgraded. In section 3.4, supplier recognition programmes were also discussed. Study both 
of these sections and summarise what you understand about rewarding suppliers. You can 
discuss this with your fellow students and e-tutors on the discussion forum.  

Study Wisner et al (2016:122–123) 

 

Lecturer’s notes 

In this section you should also be able to define, discuss and apply the following concept: 

 billback penalty 

4.9 BENCHMARKING SUCCESSFUL SOURCING STRATEGIES 

 

 
Benchmarking is a process used in management in which organisations evaluate various 
aspects of their processes in relation to best practice, usually in their own sector. 
Organisations basically look at what other similar organisations are doing and evaluate their 
own practices against those that are more successful than they are. This allows organisations 
to develop plans to adopt such best practices, usually with the aim of increasing some aspect 
of performance. Benchmarking may be a once-off event, but it is often treated as a continuous 
process in which organisations continually seek to challenge their practices. 
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Study Wisner et al (2016:123–124) 
 

4.10 ASSESSING AND IMPROVING THE FIRM’S OWN SOURCING 
FUNCTION 

As we have emphasised throughout this module, purchasing management has been elevated 
to a strategic role in an organisation’s quest to reduce cost, and improve quality and customer 
satisfaction. It is also necessary to periodically assess the buying organisation’s own 
purchasing function and promptly address any problems that may be identified. 

 

 

 

 

 

 

 

 

 

Image courtesy of Stuart Miles at FreeDigitalPhotos.net 
 

Study Wisner et al (2016:124–125) 

4.11 LEARNING UNIT 4: SUMMARY 

In learning unit 4, we learnt more about developing successful sourcing strategies; supply 
base reduction programmes; evaluating and selecting key suppliers; strategic alliance 
programmes and supplier certification programmes; outsourcing programmes; early supplier 
involvement; supplier management and alliance development; rewarding supplier 
performance; benchmarking successful sourcing practices; and assessing and improving the 
firm’s purchasing function. 

The next learning unit, topic 3 (a new topic), will discuss the primary distribution issue 
regarding supply chain management, namely customer relationship management. 

Activity 1: Self-assessment multiple-choice questions on learning unit 4 

Attempt the self-assessment questions to see if you have mastered this learning unit.  

  



MNP2602/1/2018–2019 

45  

QUESTION 1 
Maintaining a successful strategic alliance programme is a five-step process. Step 3 is to 
elevate the importance of the strategic alliance programme. Which of the following best 
describes this step?  

1. Management can increase the value and acceptance of alliance programmes when 
successes are made visible to the firm’s lower-level managers and employees. 

2. Rewards include increased business and other nonmonetary awards. 
3. Key strategic parameters should be determined on the basis of business units, geographic 

areas or industries.  
4. A director or vice president of alliance programmes should be appointed to report to top 

management.   
 

 

 

 

 

 

 

 

 

 

QUESTION 2 

Which of the following statements best describes supply base rationalisation? 

1. Firms taking an active role in supply chain management seek to reduce purchases from 
poor-performing suppliers while focusing purchases on the top-performing suppliers. 

2. This is the discipline of strategically planning for and managing all interactions with third-
party organisations.  

3. This is any activity a buyer performs to improve a supplier’s performance to meet the 
buyer’s short- and long-term needs. 

4. This is a list of suppliers a firm uses to acquire its materials, services, supplies and 
equipment.  

 

 

 

 

 

Answer: option 4 in Wisner et al (2016:120) 

Table 4.3 discusses the steps in maintaining a successful strategic alliance programme.  

Option 1: Provide continuous evaluation alliance performance, visibility and support. This 
option is incorrect because it is step 4. 

Option 2: Reward suppliers as performance merits. This option is incorrect because it is 
step 5. 

Option 3: Determine the key strategic parameters to organise around. This option is 
incorrect because it is step 1. 

Option 4 is the correct option since it is the only one that best fits step 3, namely elevate 
the dissemination of information. 

Answer: option 1 in Wisner et al (2016:115–116) 

Option 1 is correct since it is the best description of supply base rationalisation, which is 
also called supply base reduction or supply base optimisation.  

Option 2 is incorrect because it defines supplier relationship management.  

Option 3 is incorrect as it best defines supplier development.  

Option 4 is incorrect because it defines the supply base (p 550). 
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QUESTION 3 
Which of the following should be included in the assessment criteria when evaluating the 
purchasing department? 

1. Evaluate supply chain relationships.  
2. Design new products and services. 
3. Find and evaluate ethical and sustainable suppliers. 
4. Link together all supply chain participants.  

 

 

 

 

QUESTION 4 
Which of the following is one of the steps in developing a collaborative negotiation 
infrastructure? 

1. Gain an understanding of both parties’ interests and consider best solutions.  
2. Appoint a director of alliance programmes. 
3. Reward suppliers with performance merits. 
4. Determine the key strategic parameters to organise around.  
 
 

 

 

 

 

 

  

Answer: option 3 in  Wisner et al (2016:124) 

Options 1, 2 and 4 are incorrect because they are steps taken from supply chain 
responsiveness (p 25).  

Option 3 is correct and forms part of the assessment criteria for evaluating the purchasing 
department’s performance. 

Answer: option 1 in Wisner et al (2016:122) 

Table 4.4 explains the steps in developing a collaborative negotiation infrastructure. 

Option 1 is correct because it explains step 1, which is to build a preparation process.  

Options 2 to 4 are incorrect because they are taken from the steps for maintaining a 
successful strategic alliance programme (p 121, table 4.3). 
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TOPIC 3 

DISTRIBUTION ISSUES IN SUPPLY CHAIN 
MANAGEMENT 

The aim of topic 3 is to provide you with an overview of customer relationship management 
(CRM). The focus of this topic is on how CRM fits in with supply chain management.  

Topic 3 consists of only one learning unit: 

1. LU 5: Customer relationship management (Chapter 10) 
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Learning unit 5 

CUSTOMER RELATIONSHIP MANAGEMENT 
 (WISNER ET AL 2016:351–374) 4TH EDITION 

  

INTRODUCTION 
Thus far we have looked at the activities involved in bringing products and services into the 
buying organisation and the best way to source and manage the supply base of such an 
organisation. However, successful supply chain management not only guides the supply side 
of an organisation towards the overall supply chain goals and objectives, but also aims, 
ultimately, to deliver maximum customer satisfaction. Once a relationship has been 
established with a customer, a wise organisation will proactively try to demonstrate its value 
to the customer to retain its business. This is achieved through the process of customer 
relationship management (CRM). 

Today, many organisations make use of the internet and CRM software to manage their 
customer relationships. For example, an organisation might build a database on its customers 
that describes relationships in sufficient detail so that management, salespeople, people 
providing a service and perhaps, the customer, can, among other things, directly access 
information, match customer needs with product plans and offerings, remind customers of 
service requirements and determine what other products a customer has purchased.  

According to one industry view, CRM management involves the following: 

 helping an organisation to enable its marketing departments to identify and target their 
best customers, manage marketing campaigns with clear goals and objectives and 
generate quality leads for the sales team 

 assisting the organisation to improve telesales, account and sales management by 
optimising information shared by different employees and streamlining existing processes 
(e.g. by taking orders using mobile devices) 

 permitting the development of individualised relationships with customers in order to 
improve customer satisfaction and maximise profits, identify the most profitable customers 
and provide them with the highest level of service 
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 providing employees with the information and processes necessary to identify their 
customers, understand their needs and effectively build relationships between the 
company, its customer base and distribution partners (Williams 2006). 

This learning unit will elaborate on CRM by defining the concept and explaining its role in 
supply chain management. The key tools and components of CRM will also be described. The 
design and implementation of a successful CRM programme will be addressed, and some of 
the CRM applications providers have identified. We will end the learning unit by looking at 
future trends in CRM. 

Study Wisner et al (2016:351–352) 

5.1 CUSTOMER RELATIONSHIP MANAGEMENT DEFINED 

At the start of this module you were introduced to several key definitions. One of these 
definitions (and arguable the most important considering the name of this module) was supply 
chain management, which was defined as follows: 

Key definition 

Supply chain management (SCM) 

SCM is a management philosophy aimed at proactively integrating and coordinating a network (or 
web) of upstream linkages (sources of supply), internal linkages (inside the organisation, 
according to the value chain approach) and downstream linkages (distribution and ultimate 
customers) in performing specific key business processes and activities that will ultimately create 
and optimise value for the customer in the form of products and services specifically aimed at 
satisfying customer demands and expectations. 

Explanatory notes on the term “supply chain management”: 

 This management philosophy is based on a systems approach to manage the different flows. 
 The flows extend across organisational boundaries to form networks. 
 In SCM, “linkagesˮ refer to the two-way movement and coordination between the different flows. 
 The key business processes are sourcing and procurement, conversion, all logistics 

management activities, and the coordination and collaboration between channel partners.  

 

We will now consider what CRM entails.  

It requires developing a method to select your most profitable customer relationships (or those 
with the most potential) and providing those customers with service that exceeds their 
expectations. 

There are many different facets of CRM such as 

 identifying qualified leads and gaining new customers 
 closing sales more effectively and efficiently 
 allowing customers to perform business transactions quickly and easily 
 providing service and support following a sale (McDonald 2002) 

Wisner et al (2016:352) aptly summarise this as follows: “Simply put, firms need to treat 
customer’s right.” 
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Did you notice that the ultimate or final goal of supply chain is to create customer satisfaction? 
This is done through CRM. Until now, we have learnt about all the measures Starbucks takes 
to ensure that its supply chain is sustainable, for example, only sourcing from farmers meeting 
the company’s ethical farming policies and paying these farmers a premium price for their 
coffee as a reward. We looked at several examples, but all Starbucks’ efforts to have a 
sustainable well-functioning supply chain would be a waste if the end customer were not 
satisfied with the product and service they receive. Considering this, one realises why CRM 
plays such a key role in supply chain management.  

Watch the following short video clip on how Starbucks engages with its customers.  

From the case study 

Starbucks Customer Service: https://www.youtube.com/watch?v=40zRGf-xMTA 

 

Study Wisner et al (2016:352–354) 

5.2 KEY TOOLS AND COMPONENTS OF CRM 
We have now established that for organisations in this day and age to simply provide quality 
products or services to customers is not enough. To be successful, organisations must strive 
to establish and maintain solid relationships with customers and other partners in the business 
cycle. To achieve this, they must perfect certain key tools and components. The figure on the 
next page serves as a visual representation of the key tool and components of CRM. Please 
note that you should not merely study these headings, but you should know the theory of each 
of these components. You can find the theory on page 354–365 of your prescribed book.  

Study Wisner et al (2016:354–365) 

 

Lecturer’s notes 
Besides the many concepts in the figure below, you should also be able to define, discuss and apply 
the following concepts: 

 segment customers 
 target marketing 
 relationship (permission) marketing 
 mobile marketing and QR codes 
 customer defection analysis (customer churn) 
 customer value (customer profitability) 
 customer lifetime value 
 clickstream 
 sales force automation 
 “seven R’s rule” 
 perfect order 
 pre-transaction/transaction and post-transaction elements 
 customer contact centres 
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Starbucks has implemented several successful marketing strategies which addresses many 
of the concepts you will learn about in this section. Watch the following short video-clips to get 
an idea of what some of these tools and components might look like:  

From the case study 

Starbucks: Tweet a coffee (https://www.youtube.com/watch?v=_njd1g-lmcQ) 

Starbucks “Be steady” (https://www.youtube.com/watch?v=_Oygw881CbY) 

 

Lecturer’s notes 

 Note the discussion on customer service elements on page 363. Please do not confuse these 
customer service elements with the different types of costs (pre-transaction, transaction and post-
transaction cost) as discussed in chapter 3 on pages 84–85. Students often get confused in 
examinations and provide the incorrect answer. 

5.3 DESIGNING AND IMPLEMENTING A SUCCESSFUL CRM 
PROGRAMME 

Designing and implementing an effective and efficient CRM programme can yield numerous 
rewards for an organisation. User organisations need to ensure that they develop a CRM 
strategy first and then look at what tools can help them implement it. 

Wisner et al (2016) list the following six steps organisations should use to design and 
implement a successful CRM programme: 

1. Create the CRM plan. 
2. Involve CRM users from the outset. 
3. Select the right application and provider. 
4. Integrate existing CRM applications. 
5. Establish performance measures. 
6. Training for CRM users. 

 

 

Wisner et al (2016:365–370) 
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Lecturer’s notes 

 You should know and be able to describe the six steps in creating a CRM programme in this 
section.  

 You might also be expected to discuss each of the different steps individually.  

5.4 RECENT TRENDS IN CRM 

Nowadays, organisations need to implement new technology and use new techniques to 
ensure that they stay competitive and satisfy the needs of their customers. In terms of this, 
Wisner et al (2016) list three trends that organisations rely on to help them develop successful 
CRM programmes. These are customer data privacy; social CRM and CRM cloud 
applications. Read through the theory on each of these recent trends. Then, watch the videos 
or read the short new articles on how each of these trends has been embraced by Starbucks. 
Then visit your Etutor site and discuss with your fellow students what you think the future of 
CRM will look like.  
 

5.4.1 Customer Data Privacy 
 
Today many organisations use the internet as a way to connect with their customers and to 
sell their products on a website or even mobile applications. Unfortunately along with using 
the internet as a way to conduct business comes the responsibility of using customer data 
responsibly.  
 

Additional video 

Data Protection Explained | Privacy International  

https://www.youtube.com/watch?v=VUae3XgIZVU 

 

5.4.2 Social CRM 
 
Today, social media sites such as Facebook, Twitter, Snapchat and LinkedIN are commonly 
used by organisations to engage with their customers. These social platforms allow customers 
to easily communicate with the brand and other customers. Social media is one of the most 
powerful CRM tools organisations used today. Watch this video on Starbucks and how they 
have used social media to become one of the best brands in the world. 
 

From the case study 

Starbucks' social media strategy: https://www.youtube.com/watch?v=kII9SDTEqhw 

 

5.4.3 CRM Cloud Applications 
 
“The cloud” is a buzzword we commonly hear these days. However, often when one askes 
what “the cloud” refers to, everyone has their own opinion. Webopedia defines Cloud CRM 
applications as: “… any customer relationship management (CRM) technology where the 
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CRM software, CRM tools and the organisation's customer data resides in the cloud and is 
delivered to end-users via the Internet.” Also see "cloud computing" in the glossary of your 
prescribed book. Cloud CRM typically offers access to the application via Web-based tools (or 
Web browser) logins where the CRM system administrator has previously defined access 
levels across the organisation. Employees can log into the CRM system, simultaneously, from 
any Internet-enabled computer or device. Often, cloud CRM provides users with mobile 
applications to make it easier to use the CRM on smartphones or tablet. 
 
If you find CRM cloud applications interesting, watch the following video illustrating the benefits 
and applications of CRM.  
 

Additional video 

Cloud CRM: https://www.youtube.com/watch?v=B8txWqq9aSE 

 

Study Wisner et al (2012:377–382) or Wisner et al (2016:373). 

 
 

Lecturer’s notes 

After studying this section, you should be able to discuss the recent trends in CRM. As well as the 
following key concepts: 

 data privacy 
 on-demand computing 
 application service providers 
 software-as-a-service model (SaaS model) 
 private clouds 

5.5 LEARNING UNIT 5: SUMMARY 

Several companies can offer the same products and services. The internet makes it easier 
than ever before for customers to shop around. All organisations need to make doing business 
with them easy, effective and enjoyable. They cannot afford to ignore their customers’ needs 
and should find a way to run their business to meet, or exceed, their customers’ expectations 
(McDonald 2002). To help you gain a better understanding of this topic, we focused on CRM 
in this learning unit, defining the concept and explaining its role in supply chain management. 
The key tools and components of CRM were also described. Designing and implementing a 
successful CRM programme was addressed. We ended the learning unit by describing recent 
trends in CRM. 

Topic 4 will emphasise the importance of sustaining competitive advantage in supply chain 
management by exploring supply chain process integration and performance measurement 
along the supply chain. 

Activity 1: Self-assessment multiple-choice questions for learning unit 5 

Attempt the self-assessment questions to see if you have mastered this learning unit.  
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QUESTION 1 
Which of the following elements forms part of segmenting customers as a key tool of CRM? 

1. Reducing customer defections is a necessary component of managing long-term 
relationships with customers. 

2. By grouping customers in a variety of ways, organisations can communicate directly with 
specific groups. 

3. Organisations should forecast future purchase quantities and marketing costs for each 
customer. 

4. By reducing errors, improving sales force and productivity and organisations could 
increase customer satisfaction. 

 

Answer: option 2 in Wisner et al (2016:354) 

Option 2 is correct because it explains segmenting customers.  

Option 1, 3 and 4 are incorrect because they form part of table 10.1, CRM performance 
metrics.  

Option 1 is incorrect since it refers to predicting customer behaviours (customer defection 
analysis). 

Option 3 is incorrect because it falls under the CRM tool – customer value determination 
(customer lifetime value, p 543). 

Option 4 incorrect since it falls under the CRM tool – automated sales force (sales activity 
management systems, p 370). 

QUESTION 2 

Which of the following describes flexibility as a customer service performance measure in the 
“seven R’s rule”?  

1. responding to changes in customer orders 
2. responding to requests for information 
3. the ability to solve customer problems  
4. providing operating parts, information and repairs 
 

Answer: option 1 in Wisner et al (2016:361–362) 

Option 1 is correct because it explains flexibility as a customer service performance measure 
in the “seven R’s rule”. 

Option 2 is incorrect because it explains information system as a customer service 
performance measure in the “seven R’s rule”. 

Option 3 is incorrect as it explains recovery as a customer service performance measure in 
the “seven R’s rule”. 

Option 4 is incorrect because it explains post-sales support as a customer service 
performance measure in the “seven R’s rule. 
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QUESTION 3 
Which of the following best describes pre-transaction elements which form part of customer 
service? 

1. lead time, order processing and distribution 
2. warranty and repair, complaint reduction and operating information 
3. the mission statements, organisational structure and system flexibility 
4. elements prevalent in the sale of goods  

Answer: option 3 in Wisner et al (2016:363) 

Options 1 and 4 are incorrect because they explain transaction elements that are prevalent 
in the sale of the product or service. 

Option 2 is incorrect since it explains post-transaction elements, which refer to after-sale 
services. 

Option 3 is correct as it explains pre-transaction elements, which precede the actual product 
or service purchase.  

 

QUESTION 4 
Which of the following best describes CRM productivity as a CRM performance measure? 

1. the percentage of customer repurchases 
2. the customer satisfaction survey results 
3. the annual internal satisfaction survey 
4. the sales generated from customer calls 
 

Answer: option 4 in Wisner et al (2016:370) 

Table 10.1 

Option 1 is incorrect because it explains customer loyalty as a CRM performance 
measurement.  

Option 2 is incorrect as it explains customer satisfaction as a CRM performance 
measurement.  

Option 3 is incorrect because it explains CRM user satisfaction as a CRM performance 
measure-ment.  

Option 4 is correct since it explains CRM productivity as a CRM performance measurement. 
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QUESTION 5 
When Starbucks analyses the management of its customer relationships, there are certain 
elements the company has to consider. They are …  

1. the type of industry, the size of the company and the level of customer interaction. 
2. the infrastructure of the company, the level of customer interaction and the type of 

industry. 
3. the size of the company, knowledge of CRM and the infrastructure of the company. 
4. knowledge of CRM, the type of industry and the size of the company. 

Answer: option 4 in Wisner et al (2016:352) 

Option 4 is correct (see the definition of CRM on p 362). The elements of CRM vary in terms 
of the industry, the size of the company and familiarity with CRM software applications.  

Options 1, 2 and 3 are all distractors.  
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TOPIC 4 

SUSTAINING A COMPETITIVE ADVANTAGE 

The aim of topic 4 is to explain the importance of sustaining a competitive advantage in a 
supply chain management context. 

Topic 4 consists of two learning units: 

1. LU 6: Supply chain process integration (Chapter 13) 
2. LU 7: Performance measurement along the supply chain (Chapter 14) 
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Learning unit 6 

SUPPLY CHAIN PROCESS INTEGRATION 
 

(WISNER ET AL 2016:460–488) 4TH EDITION 

 

 

  

INTRODUCTION 
Until now, you have studied each of the functions of supply chain management individually. 
However, in order for a business to be truly successful, these different functions of the supply 
chain cannot work in silos. They should work together to achieve the overall goal of the 
organisation. This is referred to as supply chain integration.  
 
This study unit basically only covers three broad concepts: supply chain integration (by means 
of the integration model), barriers to supply chain integration and supply chain risk and security 
management. After studying the previous three topics you should now have a basic 
understanding of the fact that supply chain management is an integration of the internal 
organisation (i.e. all of the functions within the organisations such as marketing, production, 
sales etc). This is referred to as internal supply chain integration. But for organisations to 
become truly successful, they will also need to integrate externally to include the suppliers of 
the organisation, on the one hand, and the customers, on the other. This is by no means a 
natural occurrence and has to be proactively managed by the focal firm in the supply chain in 
order to attain a competitive advantage. Implementing the key components and tools of supply 
chain management can play a huge part, not only in gaining a competitive advantage, but also 
in maintaining that advantage in the long term. 

Students often struggle to understand the basics of supply chain integration and then struggle 
to apply the supply chain integration model in the examination, before studying this chapter 
from your prescribed book – visit YouTube and watch the following short video. This video will 
give you an excellent idea of the basic concepts of supply chain integration to build on while 
you study this learning unit.  
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Additional video 

Module 6: Supply Chain Integration 

https://www.youtube.com/watch?v=S_yMW2b0kNk 

 

Study Wisner et al (2016:460–461) 

6.1 THE SUPPLY CHAIN INTEGRATION MODEL 

In the previous topics, we touched on integration as a key factor to consider in supply chain 
management. In section 1.4.4, integration was also discussed as one of the four foundational 
elements of supply chain management. Wisner et al (2016:460–473) discuss the supply chain 
integration model, and discuss the nine steps in the integration model in detail. The figure 
below is an adaptation of figure 13.1 (p 462) which summarises these nine steps.  

You should be able to list and discuss each of these steps in detail for examination purposes. 
Do not simply study figure 13.1 in Wisner et al (2016) as you will only receive one mark for the 
headings and lose out on valuable marks for the discussion. Attempt activity 2 at the end of 
this learning unit to get an idea of how the integration model can be applied to a case study.  

Figure 6.1: Adapted version of supply chain integration mode. 
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Study Wisner et al (2016:461–473) 

 
 

Lecturer’s notes 

1. It is important to understand the supply chain integration model. Be sure to know the difference 
between internal and external supply chain integration. And what steps in the supply chain 
integration model relates to each of these types of integration.  

2. This study unit has several sub-sections. You should know them, for example the eight key supply 
chain business processes. 

Besides the many concepts in this section, you should also be able to define, discuss and apply the 
following concepts: 

 process integration 
 key trading partners 
 functional silos 
 key supply chain processes 
 internal supply chains 
 legacy systems 
 data warehouses 
 knowledge management solutions 
 radio-frequency identification tag (RFID) 
 passive RFID tags 
 active RFID tags 

6.2 OBSTACLES TO PROCESS INTEGRATION ALONG THE 
SUPPLY CHAIN 

 

                                          Image courtesy of Stuart Miles at FreeDitigitalPhotos.net 

As with any initiative, there are numerous challenges that face organisations trying to 
implement supply chain integration. In this section in Wisner et al (2016), this is discussed 
under the following subheadings: 

 The silo mentality 
 Lack of supply chain visibility 
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 Lack of trust 
 Lack of knowledge 
 Activities causing the bullwhip effect 

You need to know and understand these obstacles to supply chain integration. You should be 
able to discuss each of the causes and subsections of the causes in detail. Table 13.2 on 
page 474 of your prescribed book serves as a good summary of the different obstacles to 
supply chain integration. It is recommended that you take time to study table 13.2 as some of 
its content is frequently asked in examinations.  

Study et al (2016:473–480) 

 

6.3 MANAGING SUPPLY CHAIN RISK AND SECURITY 

As supply chains expand to foreign sources and markets, supply chain risks increase and 
security becomes a challenge. Wisner et al (2016) differentiate between the following: 

 managing supply chain risk 
 managing supply chain security 

The figure below illustrates the different topics covered in these sections. Use this figure to 
summarise each section and subsection.  

Lecturer’s notes 

 This section in Wisner et al (2016) contains an important table. Study table 13.2 carefully. 

Besides the many concepts in this section, you should also be able to define, discuss and apply the 
following concepts: 

 information visibility 
 cloud-based supply chain management 
 collaborative education 
 vendor-managed inventory  
 order batching 
 forward buying  
 everyday low pricing (EDLP) 
 shortage gaming 
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Study Wisner et al (2016:480–488) 

 

6.4 LEARNING UNIT 6: SUMMARY 

This learning unit focused on the implementation of supply chain management, using the 
supply chain integration model, as well as the obstacles to process integration along the 
supply chain. 

Learning unit 7 will deal with performance measurement along the supply chain. 

Activity 1: Self-assessment multiple-choice questions for learning unit 6 

Attempt the self-assessment questions to see if you have mastered this learning unit.  
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chain risk and 

security

Managing suppy 
chain risk
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initiatives

Lecturer’s notes 

 This section in Wisner et al (2016) contains two important tables. Study tables 13.3 and 13.4 
carefully.These tables serves as a good summaries of the main sections covering supply chain risk 
and security management. 

Besides the many concepts in this section, you should also be able to define, discuss and apply the 
following concepts: 

 stockpiling (forward buying) 
 emergency sourcing 



MNP2602/1/2018–2019 

65  

QUESTION 1 
Starbucks decides to align its supply chain strategies according to Lambert, Cooper and 
Pagh’s (1998) eight key supply chain business processes. In which of the following processes 
would the company balance customer orders with its output capacity? 

1. customer service management 
2. returns management 
3. customer relationship management 
4. demand management 
 

Answer: option 4 in et al (2016:464) 

Option 4 is the correct answer because demand management can be defined as balancing 
customer orders with the organisation’s output capacity. 

Options 1, 2 and 3 all refer to one of the eight key supply chain business processes, but they 
are not relevant to the question.  

QUESTION 2 
Starbucks decides to review and establish its supply chain strategy in an attempt to improve 
supply chain integration. What does this step in the supply chain integration model entail? 

1. Product strategies should be translated into internal functional policies. 
2. First-tier suppliers must be identified and links between the companies should be 

managed.  
3. The primary strategy must be identified for each supply chain end product. 
4. Procedures and metrics must be put in place to collect and report internal performance 

data.  
 

Answer: option 1 in Wisner et al (2016:463) 

Option 1 is the correct answer because it is one of the components of step 2 (review and 
establish supply chain strategies) of the integration model. 

Options 2, 3 and 4 are incorrect since they refer to other steps in the integration model.  

 

QUESTION 3  

There are many obstacles to supply chain integration, one of which causes the bullwhip effect. 
Which of the following forms part of the bullwhip effect? 

1. lack of supply chain visibility 
2. lack of knowledge  
3. order batching  
4. silo mentality 
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QUESTION 4 
The supply chain integration model involves a nine-step process. Which of the following is 
step 9, which entails assessing and improving the internal integration of key supply chain 
processes?  

1. Revisit the model annually to identify changes in their supply chains.  
2. Eliminate poor-performing suppliers and customers and develop beneficial 

relationships with other suppliers and customers.   
3. Process coordination between functional areas and between the firm and trading 
 partners.   
4. Over time, companies recognise trading partners through successful business 
 dealings.   

 

Answer: option 1 in Wisner et al (2016:470) 

Option 1 is correct because it is step 9, namely to re-evaluate annually or as required. 

Option 2 is incorrect because it is step 7, that is, to assess and improve external process 
integration and supply chain performance.  

Option 3 is incorrect since it is step 5, namely is to assess and improve internal integration of 
key supply chain processes.  

Option 4 is incorrect because it is step 1, that is, to identify critical supply chain trading 
partners.  

Activity 2: Applying theory to a case: the integration model 

Students often struggle to apply the theory of the integration model to a case study. Read the 
Starbucks case study again. Then draw up, and fill in the following table by giving a short 
description of each step of the integration model and providing an example from the Starbucks 
case study. After the table you can find a model answer.  

Name and briefly explain the nine steps 
in the supply chain integration model  

Link the theory of the steps to the case study 
(Starbucks) 

Step 1:  

Step 2:  

Answer: option 3 Wisner et al (2016:474) 

Option 3 is correct because it refers to making large orders of goods from suppliers on an 
infrequent basis in order to reduce order and transportation costs.  

Option 1 is incorrect since it relates to the inability to easily share or retrieve trading partner 
information. 

Option 2 is incorrect because it refers to a lack of process and information system skills and 
of knowledge.  

Option 4 is incorrect since it relates to failing to see the bigger picture and acting only in 
regard to a single department.  
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Step 3:  

Step 4:  

Step 5:  

Step 6:  

Step 7:  

Step 8  

Step 9:  

 

Feedback on activity 2 

Below is the model answer for activity two. Please note that each block contains a “Quote from 
the study” and an “Own application section”. This is to illustrate how the same question can 
ask you to quote directly from the case, or to simply apply the case in by means of your own 
interpretation of the theory to the case study. Always read your application questions in the 
examination carefully, to determine what the question is asking of you.  

List and briefly explain the nine steps in 
the supply chain integration model  

Link the theory of the steps to the case 
study 

Step 1  
Identify critical supply trading partners 

*Key trading partners: These are suppliers 
that have come to be trusted and that 
provide a large share of the firm’s critical 
products and services.  

*Mainly first-tier suppliers: This focuses on 
time and resources. 

Quote from the case: “… all personnel working 
in transportation, distribution and customer 
service were assigned to the 'deliver’ group”. 

Own application: For Starbucks, key training 
partners will most probably be the supplier of 
the coffee beans. Integrating with key trading 
partners will thus entail working closely (sharing 
information etc.) with the manufacturers of the 
coffee beans.  

Step 2 
Review and establish supply chain 
strategies 

*Internal strategies: Determine the overall 
strategy of the product (i.e. at what level 
does the product compete – price or 
quality?). Supply chain strategies should be 
consistent with the level at which the 
product competes. 

*External strategies: It is more complex to 
persuade external supply chain partners to 
share supply chain strategies. Complete a 
self-assessment to determine the stance of 
supply chain partners. 

Quote from the case: “All manufacturing, 
whether done in-house or by contract 
manufacturers, was assigned to the 'make' 
functional unit.” 

Own application: Starbucks should first 
evaluate the focus of their own supply chain 
strategies (i.e. cost-efficient or responsive). 
These strategies should be aligned internally 
(with marketing, production etc.) and then 
Starbucks should liaise with external suppliers 
and customers to determine if their strategies 
are aligned with Starbucks’ strategies. 
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Step 3 
Align supply chain strategies and key 
process objectives 

* Linking the processes with supply chain 
partners: Once each individual product 
strategy has been identified, the firm must 
link important processes in the supply chain 
to each supply chain partner. Integration 
may be complex. One process integration is 
recommended. 

* Eight key supply chain business 
processes: 

(1) customer relationship management 
(CRM) 

(2) customer service management 
(3) demand management 
(4) order fulfilment 
(5) manufacturing flow management 
(6) supplier relationship management 
(7) product development and 

commercialisation 
(8) returns management 

Quote from the case: “Even though it spread 
production across a wide territory, 
transportation, distribution and logistics made 
up the bulk of Starbucks' operating expenses 
because the company ships so many different 
products around the world.” 

Own application: Starbucks should ensure 
that their key supply chain business processes 
(such as CRM, Demand Management, order 
fulfilment etc.) are aligned with their overall 
supply chain strategies (i.e. low-efficient or 
responsive). Also, functional silos between 
these different processes should be broken 
down, to allow these processes to work towards 
one common goal.  

Step 4 
Develop internal performance measures 
for each of the key processes 

Performance measures should consistently 
emphasise the overall supply chain strategy 
and corresponding process objective. 

Quote from the case: “The logistics team also 
met with its 3PLs and reviewed productivity and 
contract rates. To aid the review process, the 
team created weekly scorecards for measuring 
those vendors. ’There are very clear service 
metrics, clear cost metrics and clear 
productivity metrics, and those were agreed 
with our partners,’ Gibbons notes.” 

Own application: In order for Step 3 to be 
successful, Starbucks needs to ensure that the 
key supply chain business processes within the 
organisation (internally) are all measured 
consistently, which is also aligned to the overall 
supply chain strategy.  
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Step 5 
Assess and improve internal integration 
of key supply chain processes 

Successful supply chain management 
requires process coordination and 
collaboration internally between the firm’s 
functional areas and externally between the 
firm and its trading partners. 

Quote from the case: “The first step of the 
transformation plan, reorganising Starbucks' 
supply chain organisation, got under way in late 
2008. According to Gibbons, that involved 
taking a complex structure and simplifying it so 
that every job fell into one of the four basic 
supply chain functions: plan, source, make and 
deliver.” 

Own application: Step 5 means Starbucks 
should first ensure that the key supply chain 
business processes are aligned and work well 
together. This may be achieved through 
information sharing and performance 
indicators.  

Step 6 
Develop supply chain performance 
measures for each of the key processes 

This step of the integration model is 
important because links between trading 
partners and key supply chain processes 
are measured.  

Quote from the case: “Although Starbucks has 
a raft of metrics for evaluating supply chain 
performance, it focuses on four high-level 
categories to create consistency and balance 
across the global supply chain team: safety in 
operations, service measured by on-time 
delivery and order fill rates, total end-to-end 
supply chain costs and enterprise savings.” 

Own application: In step 5, Starbucks 
developed internal performance measures. In 
step 6, external performance measures (i.e. for 
their suppliers and customers) should be 
developed.  

Step 7 
Assess and improve external process 
integration and supply chain 
performance  

 Eliminate poor-performing suppliers and 
unprofitable customers. 

 Strengthen relationships with important 
suppliers and customers. 

Quote from the case: “The scorecard 
assessments of the 3PLs’ performance were 
based on a very simple system, using only two 
numbers: 0 and 1. For example, if a vendor 
operating a warehouse or DC picked a product 
accurately, it earned a ‘1’ for that activity. If a 
shipment was missing even one pallet, the 3PL 
received a score of ‘0’."  

Own application: By developing external 
performance measures (in step 6), Starbucks 
will be able to determine who their best 
performing suppliers are.  
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Step 8 
Extend process integration to second-
tier supply chain partners and beyond 

 As supply chain relationships grow and 
supply chain software that is used to link 
supply chain partners’ information 
systems evolves and becomes widely 
used, the tendency will be to integrate 
processes to second-tier partners and 
beyond. 

 By using these linkages, companies can 
work with suppliers and customers to 
compare design ideas, determine 
supply/demand mismatches and 
analyse supplier performance. 

Quote from the case: “As part of the scorecard 
initiative, Starbucks also began making service 
data by store, delivery lane and stock-keeping 
unit (SKU) available to its supply chain partners. 
‘The scorecard and the weekly rhythm (for 
review of the scorecard) ensured transparency 
in how we were improving the cost base while 
maintaining a focus on looking after our people 
and servicing our customers,’ Gibbons says.” 

Own application: As Starbucks becomes 
better and better at integration, they can expand 
on their integration practices by involving 2nd 
and 3rd tier suppliers. 

 

Step 9 
Re-evaluate annually or as required 

 Trading partners should revisit their 
integration models annually to identify 
any changes in their supply chains and 
assess the impact. 

 New suppliers may have entered the 
scene with better capabilities, more 
distribution choices and better 
resources.  

Quote from the case: “Because the company 
was opening stores around the world at a rapid 
pace, the supply chain organisation had to 
focus on keeping up with that expansion. This 
resulted in the three-step transformation plan, 
which should be re-evaluated by Starbucks on 
a yearly basis.”  

Own application: As with all business 
processes, Starbucks cannot simply accept that 
their integration is complete after following all 
these steps. As the business evolved, 
Starbucks will need to evaluate the state of their 
integration practices annually.  
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Learning unit 7 

PERFORMANCE MEASUREMENT ALONG THE 
SUPPLY CHAIN 

 

(WISNER ET AL 2016:496–516) 4TH EDITION 

 
 

 

 

 

 

 

 

 

 

 

 

INTRODUCTION 

A critical component of a company, is its ability to measure its supply chain performance. This 
is the last mile of the journey, and often the most difficult.  

Consider this scenario: You have been through the whole painful process of figuring out what 
supply chain metrics to collect, identifying which metrics are in the pot and which are out, 
obtaining the buy-in, and standardising across multiple businesses. You have also 
successfully accomplished two other difficult achievements: putting in place a measurement 
process and strategy (migration path defined; resources assigned) and collecting the data. 

And then you find yourself staring at a spreadsheet full of metrics and thinking: Now what? 
What do I do with it? 

Whether your organisation is working with a consultant or performing the task itself, 
comprehensive data analysis is critical to ensure that your organisation can reap the benefits 
of all the effort invested. However, different individuals have different interpretations and draw 
different conclusions about what the data is telling them. To pull all those opinions together 
into one, cohesive, organisational interpretation which can be put into action, you need a 
process with rules. You also need the leadership to manage the process constructively. This 
learning unit will focus specifically on using the data to interpret how the different suppliers of 
supply chain functions are doing and also how to determine which parts of the supply chain 
need improvement.  
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Study Wisner et al (2016:496–498) 

7.1 VIEWING THE SUPPLY CHAIN AS A COMPETITIVE FORCE 

 

                              Image courtesy of bplanet at FreeDigitalPhotos.net 

Organisations turn to supply chain management to enhance their competitive advantage on a 
daily basis. Bear in mind that an organisation will only benefit from supply chain management 
if it truly meets its customer service requirements. This is discussed in Wisner et al (2016) 
under the following headings: 

1. Understanding end customers 
2. Understanding supply chain partner requirements 
3. Adjusting supply chain member capabilities 

Study Wisner et al (2016:498–500) 

7.2 TRADITIONAL PERFORMANCE MEASURES 
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Most of the traditional performance measures include cost-based and financial statistics as 
found in an organisation’s annual report, balance sheet and income statement. Wisner et al 
(2016) discuss three traditional performance measures, that is, cost versus time (or 
productivity) versus quality of the products and services that influence the organisation’s 
overall performance.  

Wisner et al (2016) discuss these performance measures under the following three 
subheadings: 

1. Use of organisation cost, revenue and profitability 
2. Use of performance standards and variances 
3. Use of firm-wide productivity and utilisation measures 

Study Wisner et al (2016:500–504) 

7.3 WORLD-CLASS PERFORMANCE MEASURES 

In order for businesses to be successful they need to ensure they have a competitive 
advantage. To determine if they have a competitive advantage, they have to establish 
performance measures. Performance criteria guide a firm’s decision making and ensure that 
the firm achieves its strategic goals. Wisner et al (2016) list seven steps in developing world-
class performance measures. You should know these steps. Also, on page 507, three 
capability areas are listed as well as a performance measure that addresses these capability 
areas. Study table 14.1 in Wisner et al (2016). 

Study  Wisner et al (2016:504–506) 

7.4 SUPPLY CHAIN PERFORMANCE MEASUREMENT SYSTEMS 

Companies should always be concerned about their competition. Today’s marketplace is shifting 
from individual company performance to supply chain performance, that is, the entire supply 
chain’s ability to meet end customer needs with the help of product availability and responsive, 
on-time delivery. Supply chain performance crosses both functional lines and company 
boundaries. Functional groups (engineering/R&D, manufacturing, and sales/marketing) are 
instrumental in designing, building and selling products most efficiently for the supply chain. 
Furthermore, traditional company boundaries are changing as companies discover new ways 
of working together to achieve the ultimate supply chain goal – the ability to fill customer orders 
faster and more efficiently than the competition. 

To achieve that goal, companies need performance measures or metrics for supply chain 
performance improvements. These performance measures must show not only how well the 
company is providing for its customers (service metrics), but also how it is handling its business 
(speed, asset/inventory, and financial metrics). Given the cross-functional nature of many supply 
chain improvements, a company’s metrics must prevent the formation of organisational silos 
which can hinder supply chain performance (as discussed during the previous study unit on 
supply chain integration). 

This section in Wisner et al (2016) has only one sub-section: Supply chain environmental 
performance. However, please note the Specific supply chain performance measures listed 
on page 509 of your prescribed book.  

You must know and understand these two subsections because you will be required to discuss 
them in detail in the examination.  
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Study Wisner et al (2016:506–510) 

7.5 THE BALANCED SCORECARD 
 

The balanced scorecard is used as a way to align the organisation’s performance measures 
with its strategic plans and goals. This allows organisations to move away from merely using 
financial measures as a way to determine how well they are actually doing. Watch the following 
short video clip which will give you an excellent idea of what the balanced scorecard entails:  

Additional video 

Balanced scorecard 

https://www.youtube.com/watch?v=M_IlOlywryw 

 

In the video you should have noticed that the balanced scorecard uses the following four 
perspectives to determine the performance of an organisation: 

1. the financial perspective 
2. the internal business process perspective 
3. the customer perspective 
4. the learning growth perspective 

Remember that the objective of this learning unit is to identify possible performance 
measurement strategies organisations can use. The balanced scorecard is one such a 
measure.  

Study Wisner et al (2016:510–513) 

 
 

  

Lecturer’s notes 

You should be able to define, discuss and apply the following concepts:environmental sustainability 

 environmental sustainability 
 green supply chain management 
 carbon footprint 

Lecturer’s notes 

Besides the many concepts in this section, you should also be able to define, discuss and apply the 
following concepts: 

 scorecarding 
 performance dashboards 
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7.6 THE SCOR MODEL 

The SCOR (supply chain operations reference) model is used by organisations as a supply 
chain diagnostic, benchmarking and process improvement tool. The model divides supply 
chain operations into five process categories. The figure below illustrates these five 
categories. 

 
 

 

 

 

 

 

 

 

 

 

 

The SCOR model further distinguishes between three levels of performance categories. 
These levels are discussed in tables 14.2 in Wisner et al (2016). In the discussion on the 
SCOR model in Wisner et al (2016) you should have noticed that the SCOR model is designed 
to promote effective communication, performance measurement and the integration of 
processes between supply chain members.    

Study Wisner et al (2016:513–516) 

7.7 LEARNING UNIT 7: SUMMARY 

You can see that it requires a vast amount of resources to measure performance along the 
supply chain. We wish to remind you of our introduction to this learning unit. It is of no use to 
measure performance and create data that cannot be interpreted and put into action to 
improve processes, products or services along the supply chain. 

This learning unit focused on viewing the supply chain as a competitive weapon. Traditional, 
world-class performance measurement and supply chain performance measurement systems 
were distinguished. We concluded this learning unit by introducing the balanced scorecard 
and the supply chain operations reference model. 

  

Plan

Source

MakeDeliver

Return
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Activity 1: Self-assessment multiple-choice questions for learning unit 7 

Attempt the self-assessment questions to see if you have mastered this learning unit.  

QUESTION 1 
Starbucks has a number of different metrics to evaluate its supply chain performance. The 
main purpose of a performance measurement system is to …  

1. link supply chain partners together to meet customer needs. 
2. identify methods to help Starbucks achieve its strategic objectives. 
3. assure compatibility between Starbucks’ different functional areas. 
4. document all financial and nonfinancial activities. 
 

Answer: option 1 in Wisner et al (2016:506–507) 

Option 1 is correct because the question required you to identify the main purpose of the 
system.  

Options 2, 3 and 4 can all be regarded as reasons for performance measurement, but they 
are not the main purpose.  

 

QUESTION 2 
Which of the following is one of the steps Starbucks could use to create world-class 
performance measures? 

1. Select the key dimensions of performance mutually accepted by both customer and 
 supplier. 
2. Monitor and collect performance data. 
3. Identify internal and external trends likely to affect firm and functional area 
 performance.  
4. Assign weights to each of the dimensions of performance based on their relative 
 importance. 
 

  

Answer: option 3 in Wisner et al (2016:505–506)  

Option 3 is correct because it is listed as one of the steps in creating effective performance 
measurement systems.  

Options 1, 2 and 4 are steps in evaluating and certifying supplier according to the weighted 
criteria evaluation system discussed in chapter 3 in Wisner et al (2016).  
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QUESTION 3 
Starbucks experienced a significant profit increase for its 2016 financial year. After an 
investigation the company realised that its main competitor had a shortage of coffee beans 
during this period. This resulted in many of the competitors’ customers purchasing coffee from 
Starbucks. This type of profit increase refers to … profits. 

1. shareholder 
2. windfall  
3. gross  
4. operating   

Answer: option 2 in Wisner et al (2016:500–504) 

Option 2 is correct because windfall profits refers to a temporary increase in profits mostly 
because of demand increases and supply interruptions.  

Although options 1, 3 and 4 all refer to different types of profits, windfall profits would best 
describe the situation in which Starbucks experienced a temporary increase in profits.   

 

Activity 2: Applying theory to a case: the performance measurement of 
Starbucks 

In this module we looked at Starbucks and you were instructed to watch several videos on 
how Starbucks does business. Use the SCOR model to measure Starbucks’ performance. 
After you have completed the SCOR model, share it with your e-tutors and fellow students on 
the discussion forum to see what they think.  

 


