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Foreword

Purchasing, sourcing and supply management professionals operate in an intensely
competitive environment. Faced with tightening finances, rising inflation, and multiplying
supply chain risks, organisations must ensure their financial health and ultimately their
survival. As the global financial crisis continues, most executives are setting objectives to
leverage their supply base to improve their competitive position locally and globally. In a
turbulent economy, it is more important than ever for buyers and suppliers to work closely
together to share the economic burden and embrace innovative ways to ensure their mutual
wellbeing. We trust to give you a glimpse into this exciting world of entities interacting with
each other in this module about supplier relationship management.

THE STUDY GUIDE
The purpose of the study guide, as the name indicates, is to guide you through the content of
the module, (MNP3703). There is no prescribed book involved in this module. In the
development of this study guide, various literature and electronic sources were consulted to
give you a comprehensive and contemporary summary of the most relevant information
available on this topic. These sources include textbooks, scientific articles and web-based
information. You should have no trouble mastering the content of the study guide, as you will
find it compiled in a simple manner and hopefully you will find it interesting and enjoyable to
learn from!

However, can learning ever really be enjoyable, you ask? Well in this module, the relaxed
presentation of the material in each study unit and the activities in the study guide make this
possible. The activities were designed to test your insight and comprehension and sometimes
it originated in practice. In doing the activities you will find that you understand the theory
more easily, and this will enable you to apply the theory in practice.

PRESCRIBED BOOK AND OTHER SOURCES
As indicated above there is no prescribed book for this module, MNP3703. It is therefore
imperative that you understand and comprehend the sections in the study guide completely.
In each section, a list of references is included. If you are particularly interested in a topic or
you would like more background or perspective, we encourage you to consult these sources.

SUBDIVISION OF THE STUDY MATERIAL FOR THE MODULE, MNP3703
Each study unit in the study guide contains the same elements, namely:
● study unit learning outcomes
● key concepts
● relevant sections that you need to study
● activities to perform
● feedback on activities
● self-assessment
● a summary of the section
● references

MNP3703/1 (v)
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The study guide is subdivided into five topics. Topic I introduces the module and contains
two study units, firstly answering the question: “What is supplier relationship management?”
and secondly, proceeding to discuss those fundamentals of relationships that have to be in
place to ensure that supplier relationship management will benefit the organisation.

In Topic II, aspects pertaining to the formation and structuring of buyer/supplier
relationships of organisations are discussed.

Topic III outlines the considerations to take into account when changing and improving
buyer/supplier relationships. Study unit 5 addresses the management of change, study unit 6
highlights supplier contract management, while study unit 7 goes beyond supplier contract
management to explain supplier performance management. Study unit 8 highlights the
negotiation process to employ when attempting to establish new or changes to existing
suppliers relationships.

Topic IV addresses an often-overlooked aspect of the management of suppliers, namely the
termination of buyer/supplier relationships.

Topic V discusses the application of all these initiatives within the organisation by presenting
a generic supplier relationship management process that can be adapted to suit any buying
organisation in any industry. Study unit 10 provides a summary of the lessons learnt from
launching a supplier relationship management process and the application of supplier
relationship management processes in a number of South African organisations.

THE STUDY PROCESS
As mentioned earlier, the study guide will enable you to understand the theory in each study
unit if you do the activities for each topic and study unit. You can remember something better
if you understand it. One of the best ways to ensure that you understand the material is to
summarise the theory in your own words. Work through one study unit at a time.

The first tutorial letter, which accompanies this study guide, contains a proposed study
programme that you can follow to ensure that you finish working through all the prescribed
sections before the examination. The study programme also makes provision for adequate
revision before the examination. If you follow the study programme and work through the
study guide carefully, you can rest assured that you will know and understand the work and be
able to apply it in practice.

The following is a recommended time schedule, which can be used as a guideline for studying
this module:

ACTIVITY HOURS
Reading of study guide (based on a reading rate of 9 minutes per page) 45

Completion of activities in the study guide 15

Completion of the assignment 5

Studying of study guide and making of summaries 40

Final revision 15
TOTAL 120

Wishing you every success and enjoy this module!

FOREWORD
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Study unit 1
What is supplier relationship management?Studyunit1

Contents

1.1 Suppliers: the focus of purchasing management and strategic sourcing 3
1.2 The nature of supplier relationships and the management thereof 4

1.2.1 Introduction 4
1.2.2 The supplier’s influence on the relationship 5
1.2.3 The buyer’s influence on the relationship 6

1.3 Types of relationships between buyers and suppliers 7

INTRODUCTION
In his book The science of high-performance supplier management – a systematic approach to improving
procurement costs, quality, and relationships, Randy Moore (2002) launches his discussion with
potential readers from buying organisations with the following paragraph:

“Your suppliers are out to get you. Well, perhaps they aren’t out to get you – they’re only out to get your
money. They lie awake at night thinking up ways to transfer funds from your bank account to their bank
account. Don’t feel persecuted. It’s just business and not personal. A supplier’s business process is de-
signed to maximise revenues and minimise the cost of performance. Isn’t that your basic business model
too?”

Is this not a true reflection of what is often happening in the business world?

Since the beginning of trade, buyers and suppliers concluded agreements to obtain business
to survive and thrive in uncertain market conditions. It is still the case today if modern
business agreements are managed in a structured way. It is realised that relationships with
suppliers and customers and the development and maintenance of relationships becomes vital
for sustained business. Buying organisations and suppliers alike are devoting a fair amount of
resources to extract as much value as they can from their relationships by attempting to apply
repeatable procedures to their interactions and aiming for predictable results.

This study unit will assist you in understanding exactly what supplier relationship
management is by discussing the concept as being a step beyond purchasing and strategic
sourcing, providing a definition of suppliers, buyer/supplier relationships and supplier
relationship management.

2
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Study this study unit in the study guide.

LEARNING OUTCOMES

After working through this study unit, you should be able to:
– give an overview of the concepts purchasing and strategic sourcing as the preamble for

supplier relationship management
– illustrate and interpret the supplier perception model
– illustrate and interpret the supply positioning model
– compile your own concise definition of the concepts supplier, buyer/supplier relationship

and supplier relationship management

KEY CONCEPTS

You will find the following key concepts in this study unit:
√ purchasing management
√ strategic sourcing
√ supplier perception model
√ core buyer/supplier relationship
√ develop buyer/supplier relationship
√ exploit buyer/supplier relationship
√ marginal buyer/supplier relationship
√ supply positioning model
√ critical item
√ bottleneck item
√ routine item
√ leverage item
√ supplier
√ supply network
√ buyer/supplier relationship
√ supplier relationship management

1.1 SUPPLIERS: THE FOCUS OF PURCHASING MANAGEMENT
AND STRATEGIC SOURCING

The modules MNP2601 (Purchasing management), MNP2602 (Supply chain management)
and MNP3701 (Strategic sourcing) highlighted the fact that purchasing management evolved
from an inward-directed operation with administrative characteristics to strategic outward-
directed sourcing operations, which is in turn a unit of the supply chain management concept.

Suppliers and relationships with them is the focus of purchasing management and strategic
sourcing. For the sake of comprehensiveness, a summary of the concepts of purchasing and
strategic sourcing will be provided:

● Purchasing management

Purchasing management refers to the systematic process of deciding what, when and how
much to purchase, the act of purchasing it and the process ensuring that what is required is
received on time in the quantity and quality specified.

Purchasing management deals with the process used to obtain goods and services to satisfy the
needs of an enterprise by utilising the following steps:
− identifying the need
− finding and choosing the right supplier to fulfil the need

STUDY UNIT 1: What is supplier relationship management?
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− negotiating matters such as price, quality, and quantity with the supplier
− ensuring that the goods or services fulfilling the need are delivered according to the agreed
conditions

− maintaining files and records to document the transaction

In the past few decades, the purchasing function has been characterised by major dynamic
changes because of certain developments in the management of enterprises. As a result, the
role of the purchasing management function has changed from an administrative activity,
involved in a simple transferral of goods, to an interdependent managerial function
acknowledging the continuous interaction between variables to efficiently realise the firm’s
mission and objectives. A more strategic view of purchasing management developed.

Strategic purchasing is the process of planning, implementing, evaluating and controlling
strategic operating decisions for directing all activities of the purchasing function towards
opportunities consistent to the firm’s capabilities to achieve its long-term goals.

New approaches and tools, such as strategic sourcing is a direct consequence of the more
strategic view of purchasing management.

● Strategic sourcing

In literature, strategic sourcing is seen from both a broad and a narrow perspective. In the
broader sense, all issues of strategic importance in the supply of materials and services to a
modern organisation are regarded as strategic sourcing. In the narrow sense, strategic sourcing
can be regarded as a 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.

Strategic sourcing in the narrow sense can be seen as a process.

Strategic sourcing can be regarded as a process whereby spending is analysed and
categorised according to the importance and cost of the purchases, and the complexity of the
supplier base. The supply base is then investigated to ensure that the correct relationship is
formed with suppliers in the various categories of goods. The strategic sourcing process is
managed by cross-functional teams according to best practices in support of strategic
business objectives.

Now we can continue our focus on supplier relationship management.

1.2 THE NATURE OF SUPPLIER RELATIONSHIPS AND THE
MANAGEMENT THEREOF

1.2.1 Introduction
A relationship can be defined as a connection or association. Relationships apply when individuals,
organisations and groups within and external to an enterprise interact. Relationships between
suppliers and buyers differ a great deal – they may range from low-value, transaction-based
interactions to partnerships that are of strategic and financial importance for the business.

It makes sense that the more strategic purchasing became, the more important suppliers
became. The attainment of the strategic potential of efficient and effective purchasing
requires a reorientation of the buying organisation’s view of suppliers and their resources once

TOPIC 1: INTRODUCTION
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a contract or an agreement has been reached. Forming close relationships with chosen
suppliers, and maintaining these throughout their involvement with the buying organisation, is
an enabler to gain access to the supplier’s resources, for example, their technological expertise.
Buying organisations do not always dictate the direction of a relationship. Suppliers’
perceptions of the importance of their clients sometimes dictate the nature of the relationship,
depending on the position of the power of a supplier.

1.2.2 The supplier’s influence on the relationship
Figure 1.1 illustrates this point by means of the supplier perception model – identifying how
suppliers see a buying organisation by focusing on two aspects
(1) the value of the business offered by the buying organisation in terms of the supplier

turnover levels, and
(2) the level of attractiveness that the buying organisation’s business has for the supplier

(Crouch, Feasey, Scheu, Funder, Smith-Gillepsie, & Byskov 2002:33).

FIGURE 1.1
The supplier perception model

High

Level of
attractiveness

Low

Develop
relationship with

buying organisation

Core
relationship with

buying organisation

Marginal
relationship with

buying organisation

Exploit
relationship with

buying organisation

Low Value of business High

Source: Crouch et al (2002:34).

Each of the quadrants in the above model implies a different view of the buying organisation
on the part of suppliers. The marginal quadrant indicates that a supplier views the buying
organisation’s current business as nonessential, and that a buyer/supplier relationship is not
worth developing. This is because of the low value of business offered to the supplier, added
to a low level of attractiveness of the buying organisation. If the value of business offered
however, increases – but the level of attractiveness is still low – a supplier will tend to exploit
the buyer/supplier relationship to maximise their own gain. These two supplier views account
for the least positive quadrants in the supplier perception matrix.

Nevertheless, if the level of attractiveness of the buying organisation is high, the supplier will
be willing to develop the buyer/supplier relationship by increasing the level of current
performance in the hope of escalating business dealings with the buying organisation; thereby
aiming to move a buying organisation into the core quadrant of the supplier perception model
– where the value of business and the level of attractiveness of the buying organisation are
both significant (Crouch et al 2002:34–35).

STUDY UNIT 1: What is supplier relationship management?
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1.2.3 The buyer’s influence on the relationship
However, the buying organisation evaluates the amount they spend on purchases of products
and services as illustrated by figure 1.2, the supply positioning model, also known as the
strategic sourcing matrix. In other words, a buying organisation will execute an analysis of
the level of risk and complexity an item or service holds for the organisation opposed to the
value spend allocated to the item or service. According to this model, products or services are
then classified as routine, leverage, bottleneck and critical (refer to figure 1.2). If the buyer is
in a position of power this model will be the determinant of the nature of the relationship.

FIGURE 1.2

The supply positioning model

High

Level of
risk & complexity

Low

Bottleneck products or
services
● Low expenditure
● Few alternate products/
services available

● Few qualified sources of
products/services
available

● Unique specifications

Critical products or services
● High expenditure
● Strategic to profitability and
operations of the buying
organisation

● Alternate products/services
not available

● Few qualified sources of
products/services available

● Complex specifications

Routine products or
services
● Low expenditure
● Many existing alternate
products/services
available

● Products/services readily
available from various
qualified sources

● Small individual
transactions

● Clear specifications

Leverage products or
services
● High expenditure
● Existing alternate products/
services available

● Products/services readily
available

Low Value spend on an item High

Source: Schiewe (2002:3).

You can now argue that the core quadrant of the supplier perception model is the ideal
situation for a buying organisation to be in from the supplier’s point of view, especially where
critical products are concerned – or is it? Is it not more beneficial for a supplier to position a
buying organisation in the exploit quadrant if they know that the purchase is a high spend
requirement easily substituted? Or the develop quadrant if a low value requirement will be
repeated numerous times and substitution is difficult? Or maybe in the marginal quadrant if
the supplier knows that they are providing a low value product in small amounts to the
buying organisation? You will be correct in all of the above instances. We will elaborate on
this point in section 1.2.2.

TOPIC 1: INTRODUCTION
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We trust you have by now realised why buyer/supplier relationships are in practice so difficult and interesting
to study. Let us then continue with our exploration by establishing exactly what supplier relationship

management is.

A buying organisation must ensure that there is a clear link between the category of a specific
product or service, and the perception of the buying organisation reserved by the direct
suppliers of that particular product or service (illustrated by figure 1.3). As a result, a buying
organisation’s comparison of the supplier perception model and the supply positioning model
will unfold as follows:

FIGURE 1.3
A buying organisation’s comparison of the supplier perception model and the supply

positioning model

High

Level of
attractiveness

Low

Develop relationship
(especially with the supplier
of bottleneck products or

services)

Core relationship
(especially the suppliers of
critical products or services)

Marginal relationship
(especially the suppliers of
routine products or services)

Exploit relationship
(especially the suppliers of
leverage products or services)

Low Value of business High

Source: Crouch et al (2002:34).

Clearly, a buying organisation wants the suppliers of their critical products or services to
envision a core buyer/supplier relationship between the two organisations. They would also
value the bottleneck products or services supplier’s inclination towards developing the current
buyer/supplier relationship. Note that it is never preferable that a supplier views the buying
organisation’s business as marginal or worth exploiting – not even when a low monetary value
is associated with an agreement.

The buying organisation would therefore need to endeavour to move the perceptions of
especially their more essential suppliers to either regard the buyer/supplier relationship as a
core relationship with the particular buying organisation, or at least that the buyer/supplier
relationship is worth developing. How do they achieve this? By not focusing just on the actual
purchasing or strategic sourcing efforts of the organisation, but managing all buyer/supplier
relationships continuously throughout the span of the organisations’ involvement with each
other.

1.3 TYPES OF RELATIONSHIPS BETWEEN BUYERS AND
SUPPLIERS

A buyer/supplier relationship comprises any interaction between a buying organisation and
a supplier, either positive (good) or negative (bad). The most successful relationships are
those where buyers and suppliers develop trust (refer to section 4.1.2) and an understanding
of their respective requirements and interests (see study unit 7), accompanied by a concern
for both learning from and providing assistance to each other. Where such conditions exist,

STUDY UNIT 1: What is supplier relationship management?
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the ultimate outcome should be the creation of established and dependable purchasing-
supplier relationships. Such relationships are the basis of networks and provide competitive
advantages for both parties.

A wide spectrum of relationships between buyers and suppliers can exist based on the type of
interaction between the buying organisation and the supplier. The spectrum stretches from
transactional relationships to alliance-type relationships. Figure 1.3 provides a summary of the
activities and attributes common to each.

FIGURE 1.4
Characteristics of the three principle classes – transactional, collaborative and alliance

buyer/supplier relationships

CONTINUUM OF BUYER/SUPPLIER RELATIONSHIPS

TRANSACTIONAL
RELATIONSHIPS

COLLABORATIVE
RELATIONSHIPS

ALLIANCE
RELATIONSHIPS

Communication High potential for problems Systematic approach to enhance
communication

Competitive
advantage

Low High

Connectedness Independence Interdependence
Continuous
improvement

Little A focus on

Contributions to new
product development

Few Many/early supplier involvement

Difficulty to exit Low Difficult/high impact
Duration Short Long
Expediting Reactive Proactive
Focus Price Total cost
Level of integration Little or none High or total
Level of trust Low High
Number of suppliers Many One or few
Open books No Yes
Quality Incoming inspection Design quality into system
Relations Inward-looking Concern with each other’s

wellbeing
Resources Few/low-skill level Professional
Service Minimal Greatly improved
Shared forecasts No Yes
Supply disruption Possible Unlikely
Technology inflow No Yes
Type of interaction Tactical Strategic synergy

Source: Burt, Petcavage & Pinkerton (2010:66).

TOPIC 1: INTRODUCTION
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From this broad spectrum of buyer/supplier relationships Crouch et al. (2002:20) developed
their own version of the buyer/supplier relationship continuum including more specific
agreements between suppliers, such as spot purchases, regular trading, call-off contracts, fixed
contracts, partnerships, strategic alliances, joint ventures and internal provision. Certain types
of contracts are also associated with certain types of buyer/supplier relationships. These will
be discussed in more detail in study unit 4.

Now consider this, if a buyer/supplier relationship is a managed one – who is doing the
managing, and what does it entail? Will it be the buying organisation or the supplier?
Traditionally, suppliers did a better job of managing their customers (the buying
organisations). Organisations traditionally focussed more on customers (the sales/marketing
side of the organisation) and therefore ‘customer relationship management’ has been an
important part of marketing management. Organisations conventionally placed too little
emphasis on the management of the supplier side and supplier relationships and supplier
relationship management only became an important issue in the previous decade. Attention
to the supply side and suppliers only changed with the inception of the supply chain
management approach.

The traditional price-based relationship with suppliers are changing – giving way to long-term
relationships based on total cost, trust, flexibility, innovation, quality and constant amendment.
These relationships are assisting organisations to positively impact on customer satisfaction,
financial performance, innovation and organisational growth. This requires a considerable
amount of commitment by the buying organisation. It is worth the effort however as an
increasingly large percentage of the value of a product or service comes from suppliers in
today’s business world, prompting organisations to realise the significance of sustaining
strategic relationships with first-tier and, in some cases even second-tier, suppliers by means
of constructive management.

Now what does supplier relationship management entail? Kakabadse and Kakabadse
(2002:81) identify the following skills required for effectively managing buyer/supplier
relationships:
● The ability to adopt a shared understanding between partners.
● The ability to recognise the level of cultural match between partners.
● The skills to foster high quality relations.
● The ability to manage relationships through changes in contractual obligations.
● The skills to manage consortium-based relationships.

The gist of supplier relationship management will become clearer as we proceed with the
discussion pertaining to the implementation thereof.

CONCLUSION
Supplier relationship management is a process that requires knowledge, a cultural change and
careful premeditation. A process must be learned by employees and must be led by employers
of a buying organisation, wherever the organisation might find itself in a particular supply
chain. The starting point for supplier relationship management (SRM) is strategic supply
management. This means linking corporate strategy with purchasing, sourcing and supply
objectives in order to derive applicable purchasing, sourcing and supply strategies. The
purchasing, sourcing and supply strategies will then enable the establishment of certain
relationships with suppliers of specific products and services; and ensure the best manner to
structure these agreements. (Refer back to the discussions of strategic sourcing).

STUDY UNIT 1: What is supplier relationship management?
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Supplier relationship management however shifts the focus to the maintenance of these
buyer/supplier relationships by the buying organisation in order to obtain superior
performance from the suppliers for the span of their association. This is achieved by
establishing a supplier relationship management process in the buying organisation with the
aim of continuous improvement through the increased significance of effective contract and
performance management.

SUMMARY
What an overwhelming start to this module on supplier relationship! I suggest that you review
study unit 1 a couple of times to ensure that you are well versed in the fundamental principles
of managing buyer/supplier relationships before proceeding to study unit 2. Do you
understand the premise of the complex world of supplier relationship management? You
should, as we determined exactly what supplier relationship management is. It started with a
discussion of the concept as being a step beyond purchasing and strategic sourcing, provided
a definition of suppliers, buyer/supplier relationships and supplier relationship management.

The next study unit looks at the intricacies of individual behaviour, teamwork and
organisational culture.
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Understanding relationshipsStudyunit2

Contents

2.1 Introduction to relationships 12
2.2 Understanding individuals 14

2.2.1 Understanding behaviour 14
2.2.2 Individual communication management styles 15
2.2.3 A model of leadership 15

2.3 Team relationships 17
2.3.1 An effective team 18
2.3.2 Teamwork skills 19
2.3.3 Team building 19
2.3.4 Continuous reviewing and monitoring 21
2.3.5 Creating a supplier relationship management team 22

2.4 Organisational culture 24
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2.4.2 Informal culture 25
2.4.3 Total culture and the management thereof 25

INTRODUCTION
Now that you have a basic idea what supplier relationship management (SRM) entails, it is fair
to say that buying organisations and suppliers alike are devoting a fair amount of resources to
execute the task of managing their relationship by applying repeatable procedures and using
tools with the aim of improving the interaction. Although this may seem technically simple, it
remains managerially difficult. It was already indicated in the previous section that a
relationship is impossible without human interaction. It is generally accepted that the
management of people and human behaviour is difficult. People are different and each
individual builds their relationships in a unique manner influenced by a variety of aspects.
Understanding the fundamentals of the human element in relationships is therefore important.

The aim of this study unit is only to highlight the human element in relationships that is part
of supplier relationships. We will assist you to cultivate your understanding by emphasising
the importance of relationships within a supplier relationship management context. We will
be examining individuals by addressing their behavioural patterns, discussing their different
individual managerial styles and presenting a model of leadership. However, people work both
as individuals and together as a team. We will therefore look at team relationships by focusing

MNP3703/1 11
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on positive and negative team characteristics, aspects that differentiate effective teams,
required team skills, team building and a checklist used for reviewing and monitoring a team’s
progress. People also combine through task completion and job responsibility into a specific
organisational culture, and we will discuss this concept with specific reference to formal and
informal cultures; and its interaction with purpose, power and people relationships, and
eventually relationships with suppliers.

Study this study unit in the study guide.

LEARNING OUTCOMES

After working through this study unit, you should be able to:
– explain the determinants of individual behaviour with the aid of a diagram
– illustrate by means of examples in a table the different individual responses to the same

situation
– list characteristics of the different management styles
– indicate the differences between managers and leaders by means of a table
– compare the characteristics of transactional and transformational leadership in the form

of a model for leadership
– define a team
– list positive aspects and problem symptoms of a team
– list the characteristics of an effective team
– indicate the generic set of skills that can be taught to a team member
– outline a team building process by identifying the phases/steps and indicate the probable

behaviour of team members and the desired or ideal behaviour in each phase
– compile a checklist in order to review and monitor a team
– explain the responsibilities of as of a supplier relationship management team
– explain the selection of members for a SRM team
– define the concept organisational culture
– differentiate between formal and informal organisational culture
– summarise the management of total organisational culture of an organisation and its im-

pact on SCM

KEY CONCEPTS

You will find the following key concepts in this study unit:
√ individuals
√ individual behaviour
√ management styles
√ managers
√ leaders
√ a model for leadership
√ teams
√ effective teams
√ team skills
√ team building process
√ checklist for team reviewing and monitoring
√ supplier relationship management team
√ organisational culture

2.1 INTRODUCTION TO RELATIONSHIPS
A relationship is defined, inter alia, as a ‘connection or association’ according to Lysons and
Farrington (2006:223). Relationships are created when individuals and groups in organisations
and between organisations interact. Apart from the field of industrial sociology and psychology,

TOPIC 1: INTRODUCTION
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concerned with the study of group interaction within a workplace environment, the
application of the study of business relationships began with the concept of relationship
marketing (as indicated previously).

Relationship marketing (or management of customer relationships) describes a long-term
marketing strategy in which the emphasis is on building and maintaining long-term
relationships with customers, rather than on ‘one sale at a time’ approaches. On a business-to-
business level, relationship marketing applies to the management of a range of supplier/buyer
relationships in the context of a broader network of interconnected buying, supplier and
competitor organisations. As supply is the mirror image of marketing, supplier relationship
management aims to achieve strong, lasting relationships with suppliers with a view to
securing mutual benefits and the added value of competitive advantages for both parties.

In a supply chain context relationship management to both sides is important (including both
relationship marketing and supplier relationship management). It was previously indicated
that in each supply chain there are various supplier-customer interaction points at each phase
of the supply chain between the different parties. Managers and employers of different
businesses in the supply chain come together with the aim of seeking better value together
than would be possible individually. The concept implies managing all relationships amongst
all internal (different internal functions in a business) and external supply chain players
(including the links between buyer and supplier), resulting in the efficiency and effectiveness
of the overall supply chain involved.

Improving the people relationships are therefore one of the main solutions for more value in
supply chain management. Hence, the concept supplier relationship management was
developed. Emmett and Crocker (2006:70) are of the opinion that people relationships are
important within a buyer/supplier context, but are often ignored at the risk of inviting
subsequent problems. The view that any organisation is able to accomplish something by
itself is a dangerous myth that obscures the reality that an organisation only ever achieves
something because of the efforts of its people. Too many people, usually unconsciously,
ignore the plain fact that it is the people who are the key element in all organisations. We can
only get to the core of any business through dealing with the people it employs by
establishing mutually beneficial relationships.

The financial lead focus on ‘bottom-line’ (financial performance) in business becomes an
increasing difficult view to predict in fast-changing global economies. For instance, the
importance of people relationships becomes clear when companies failed. Post mortems
revealed that there was a lack of different opinions and open debate in the company.

It seems here that different views and lack of open debate amongst people were missing.
Autocratic management seems to have prevented any positive conflict of ideas. Company
performance and profitability have failed and can be directly linked to the lack of open debate
and consideration of different viewpoints. It makes sense that if people relationships had
been improved, the organisations may have survived (Emmet & Crocker 2006:70).

Relationships exist between individuals and groups. In the supply chain management context,
relationships will also exist between individuals and teams in organisations and between
organisations in the supply chain (between suppliers and buyers). At the head of the team are
team leaders or managers that will mainly determine the attitudes and behaviour of the
group’s interaction within the group and with other groups such as suppliers. The team
leader’s management or leadership style and the team’s beliefs, attitudes and behaviour will be

STUDY UNIT 2: Understanding relationships



14

influenced by the organisation’s culture. Therefore, in the following parts of the study unit we
will look at individual behaviour and management styles in organisations and in groups and
the organisational culture, which will certainly influence relationships with suppliers.

2.2 UNDERSTANDING INDIVIDUALS
You will agree with the observation that people are the foundation of business relationships,
and thus buyer/supplier relationships as well. It therefore stands to reason that in order to
understand how these relationships work we need to have some understanding of individuals
and their behaviour within a business environment.

2.2.1 Understanding behaviour
Figure 2.1 gives an overview of people behaviour. Take a minute to evaluate the diagram. This
represents the (vertical) continuum between human being and human doing. We can observe
that there are a number of beliefs that are true for an individual and represent the substance of
a person. In turn, beliefs create a number of values that influence the attitudes that direct how
we think, feel about things and make choices. In the end, this is visible as our unique style of
our behaviour. It is beliefs that ultimately drive what we say or how we act. Habits are then the
noticeable repeated and learned behaviour patterns, and to change a habit, there is a need to
change the attitude that created it. For a deep-rooted habit to change the invisible beliefs and
values will also have to be changed. Many factors external to organisations such as cultural
influences and past experience may influence individuals’ values, attitudes and behaviour.

FIGURE 2.1
Behaviour

Source: Emmett & Crocker (2006:72)

These cultural influences and past experience will have an impact on how people behave and
how they respond differently to the same set of circumstances at work. For example, some
people see problems as adversity and pain. For other people problems are opportunities and
are seen as potential victories and gains. One has learnt to be helpless; the other has learnt to
live. An analogy used to outline different responses/ styles to the same set of circumstances is
presented in table 2.1. It compares different types of people climbing a mountain.
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TABLE 2.1
Different responses/styles to the same situation

Quitters Campers Climber

Abandons early Goes half way Gets there

‘Too hard’ ‘Comfortable here’ ‘Not there yet. Let’s go.’

Survives Vegetates Grows

Do just enough Analyses Takes risks

Defends Some progress is made ‘Energiser bunny’

Blames others Gets too tired Achieves
Rejects change Waits and sees what will

happen
Accepts change

Can be disruptive Can be subversive Embraces change

Says in the rut What’s in it for me Looks for the next peak

Maybe 20% of people? Maybe 60% of people? Maybe 20% of people?

Source: Emmett & Crocker (2006:73)

If we take all of the above into account – it makes sense that relationships within
organisations and between organisations are bound to differ just as greatly as the people who
form, nurture and maintain them. It remains a surprise that there does not seem to be a wider
recognition of this. It seems that each person’s and company’s perception remains their reality
to the exclusion of recognising differences and exploring ways to do things in another way.
Much learning and changing seems to be needed. This is particularly prevalent in the modern
purchasing, sourcing and supply field where professionals have to influence and motivate, as
part of their daily activities, a diversity of people often of different language groups and
cultures. They have to balance conflicting aspirations within their own organisations and that
of its suppliers through the enormous potential of communication and interaction (see
section 5.4).

2.2.2 Individual communication management styles
Individuals will employ different communication styles in a work context because of their
different behaviour, which is based on the mix of individualism, collective groups/teams and
organisational culture – coupled with national cultures. This is especially true if the individual
finds him/herself in a managerial position. Such management styles may be normal, natural
and used unconsciously. A specific style may also be selected consciously and deliberately for
use at the right time and the right place in the right circumstances.

2.2.3 A model of leadership
Although all individuals can employ any of the management styles described above, they are
not necessarily considered to be leaders. Table 2.2 point out the differences between
managers and leaders.
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TABLE 2.2
Differences between managers and leaders

Managers Leaders

Handles tactics, drives forward using
authority

Handles strategy, drives forward by using inspi-
ration and goodwill

Makes the provision and the ‘how’ Makes the vision and the ‘why’

Work is managed to a satisfactory
performance

People are led and influenced beyond simple le-
gitimate authority

Plans the pace and reacts Directs and is proactive

‘Fire-fights’ ‘Fire-lights’

Works with boundaries/ limits and de-
mands respect

Works with hopes and dreams and commands
respect

Mainly focused on short term Mainly focused on medium/longer term

Inspires stability within the status quo Inspires innovation and change

Often are extroverts and emotionally
warm

Often are introverts and emotionally distant

Source: Emmett & Crocker (2006:74)

This distinction is often referred to as transactional and transformational leadership – where
the manager is focussed on achieving goals and objectives for immediate results and the
leader has a long-term vision. If we regard the model of leadership in table 2.3, it illustrates
why it is necessary to have both these types of leadership within a supplier relationship
management context.

TABLE 2.3
A model of leadership

Feature Transactional Transformational
Vision Goals and objectives for immedi-

ate results
Long-term vision

Control Structures and processes created,
solves problems

Creates a climate of trust and empowers
people to control themselves; manages
problem solving

Outlook Maintain and improve the current
situations

Changes the current situation

Style Plans, organises, directs and con-
trols people

Coaches and develops people
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Feature Transactional Transformational
Culture Guards and defends Challenges and changes

Power From position and authority with-
in the organisation

From influencing a network of
relationships

Source: Emmett & Crocker (2006:74)

We can see that understanding individual relationships is not always as simple as it first
appears. People are inherently different – they have unique abilities and skills, and live
according to their respective beliefs and perceptions. They develop their unique management
style based on a variety of influences – including their gender and leadership characteristics. It
is however essential to acknowledge that different types of individuals are required to
effectively and efficiently execute different tasks. Within a buyer/supplier relationship context
we know that a buying organisation’s technical advisor (often an engineer) require a vastly
different skill set than the lead negotiator. Combined in a team, however, they will both
contribute to establish a more agile supply base to the mutual benefit of all organisations.

Interaction between suppliers and buying organisations takes place on different levels and
between different individuals in the two organisations, but also in a team context, particularly
when a new relationship between the organisations must be established and when contractual
obligations and technical detail must be negotiated. Therefore both individual and team
relationships are important in supplier relationship management.

2.3 TEAM RELATIONSHIPS
The word team is often used in a random fashion, referring to almost any group of people
pulling together for one purpose or another. Theorists in business in the late 20th century
popularised the concept of constructing teams. Differing opinions exist on the efficacy of this
new management fad. Some see team as a four-letter word: overused and under-useful.
Others see it as a universal remedy that finally realises the human relations movement’s desire
to integrate what that movement perceives as best for workers and as best for managers. Still
others believe in the effectiveness of teams, but also see them as dangerous because of the
potential for exploiting workers – in that team effectiveness can rely on peer pressure and
peer surveillance.

Ideally, teams involve a small number of people who work together for a common shared
and meaningful outcome. The team players – the individuals – have a complementary
contribution towards this common purpose with mutual accountability. In other words, the
team members must work together combining their individual skills and abilities in order to
achieve their set task (http://en.wikipedia.org/wiki/Team2008).

It is critical that all team members must be responsible for the achievement of the outcome.
That requires commitment to the teams set goals and objectives and involves putting that
agenda before those of individuals. However, teams require the right blend of unique
individual strengths. Individual success is dependent on others, as teams require individuals to
connect to something bigger than them. Sports teams offer some good analogies for work
teams and the following aspects identified from the Springbok Rugby World Cup champions
of 2007 can be checked and compared to teams in many organisations: (This may serve as a
checklist for identifying a successful team)
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● inspired leadership
● clear goal
● meticulous planning
● picking the right players
● clear communication
● excellent team spirit
● committed team members
● a learning culture
● desire and passion
● focus on results
● shared values
● self and team belief
● confidence in ability
● pride
● celebrate success

Problem symptoms within teams can also be readily noticed. The following serve as a checklist:
● Is there a high level of moaning and complaining?
● Is there a lack of respect for the team leader?
● Are there people in the team who refuse to speak to each other?
● Is vital collaboration being avoided?
● Are the team meetings brief and infrequent?
● Is it rare for people to say what they really feel about each other?
● Is the quality of work suffering?
● Is there a high level of sickness absence?

2.3.1 An effective team
Cresswell (2006:12) believes that although the notion of effective teamwork is volleyed about
in the business world – from one-person operations to multi-nationals – in his experience we
often relegate effective teamwork to a lowly position. This happens in spite of the proven fact
that effective collective effort often has a considerable effect on the survival, productivity and
growth of any organisation.

In order to achieve efficient and effective teamwork, the following actions must be executed
correctly: (This could serve as a checklist of compiling a team).
● selecting the right mix of people
● determining the team vision and objectives
● communicating and understanding each other
● motivating and supporting each other
● rewarding and rejoicing in good performance
● reviewing team performance regularly

All the members of the team must aim for the same goal, and must adapt their individual
behaviour to the benefit of the set achievement.

The following behaviour must be encouraged:
● a blended ‘mix’ and selflessness
● involvement and commitment
● openness and confrontation
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● honesty and truthfulness
● support and trust
● development and mediation
● socialising

2.3.2 Teamwork skills
In a perfect world, teamwork would be no problem. There would be no conflict, no slacking,
everyone would contribute and things would run smoothly according to schedule. Although
this is the ideal, it is rarely the reality. However, you cannot get away from teamwork in a
supplier relationship management context. So what are you to do?

Teamwork requires recurrent skills from all its members, including the following:
● listening
● supporting
● trusting
● valuing others’ contributions and ideas
● giving the benefit of any doubt
● recognising uniqueness
● accepting fully the team view
● openness and challenge/confrontation
● centred leadership

2.3.3 Team building
In the context of supplier relationship management, cross-functional teams can be very
helpful and fundamental to the execution of many essential tasks. The composition, drive and
interaction of the supplier relationship management team often determine the success with
which the supplier relationship management process is executed in an organisation. A key
principle, which is also demonstrated here, is that teams require the right blend of unique
individual strengths.

When managing people, it is important to be able to build and develop on strengths, and to
recognise and manage weaknesses. Recognising diversity can therefore be seen as a strength, as
some people are better at planning, some are better in organising processes and methods,
some are better able to meet deadlines, some at being directive, creative or thoughtful, are
better at being supportive or at being utility players and flexible. Effective teams are therefore
those that have selected the right mix of people and have determined the team values, vision
and objectives. They will communicate and understand each other while motivating and
supporting each other. The behaviours needed involve a blended mix of togetherness and self.
Involvement and commitment require openness and, sometimes, confrontation with honesty and
truthfulness in a supporting and trusting way.

A team building process

Stage I: Forming the team

Probable behaviour:
● excitement, anticipation and optimism
● pride in being selected for the project
● initial, tentative attachment to the team
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● suspicion, fear and or anxiety about the job ahead

This behaviour must be encouraged (ideal behaviour):
● attempt to define the task and decide how it will be accomplished
● attempt to determine acceptable group behaviour and how to deal with problems
● decisions on what information needs to be gathered
● discussions of symptoms or problems not relevant to the task
● difficulty in identifying relevant problems
● complaints about the organisation and barriers to the task

Stage 2: Storming

Probable behaviour:
● resistance to the task and to quality improvement approaches different from what each individual member
is comfortable using

● sharp fluctuations in attitude about the team and the projects chance of success

This behaviour must be encouraged:
● arguing among members even when they agree on the real issue
● defensiveness and competition, factions choosing sides
● questioning the wisdom of those who selected this project and appointed the other members of the team
● establishing unrealistic goals, concern about excessive work
● a perceived pecking order, disunity, increased tension and perhaps jealousy

Stage 3: Warming

Probable behaviour:
● a new ability to express criticism constructively
● acceptance of membership in the team
● relief that it seems everything is going to work out

This behaviour must be encouraged:
● an attempt to achieve harmony by avoiding conflict
● more friendliness, confiding in each other and sharing of personal problems
● discussing the team’s dynamics
● a sense of team cohesion, a common spirit and goals
● establishing and maintaining team ground rules and boundaries

Stage 4: Performing

Probable behaviour:
● members having insights in personal and group processes and better understanding of each other’s strengths
and weaknesses (remember that a weakness can often be a strength overdone)

● satisfaction at the team’s progress

This behaviour must be encouraged:
● constructive self-change
● ability to prevent or work through group problems
● close attachment to the team

TOPIC 1: INTRODUCTION



MNP3703/1 21

Stage 5: Mourning or ending

Probable behaviour:
● sense of loss and sadness
● wondering what happens next

This behaviour must be encouraged:
● high and low emotions
● leaving the past and going forward or staying locked into the past

2.3.4 Continuous reviewing and monitoring
It is critical to the long-term performance of any team to review and monitor their progress
and current status at regular intervals. The following checklist provides a fitting tool to
measure any team on:

TABLE 2.4
Checklist: Overall team review and monitor

OObbjjeeccttiivvee::

● Do the team clearly understand and accept it? √
● Are the goals clear and agreed? √
SSttaannddaarrddss::
● Do they know what standards of performance are expected? √
SSiizzee::

● Is the size correct (3 or 4 mini urns, 6 to 8 is the optimum to allow for the right
blend and mix of talon and skills)?

√

TTeeaamm mmeemmbbeerrss aanndd rroolleess::
● Are the right individuals together? √
● Are sub-groups needed? Are roles clear and accepted? √
TTeeaamm ssppiirriitt::

● Are there opportunities for teamwork in jobs? √
● Do pay and bonus help or hinder team spirit? √
● Are interpersonal relationships positive? √
DDiisscciipplliinnee::

● Are rules reasonable? √
● Are they fair and impartially enforced? √
GGrriieevvaanncceess::
● Are they dealt with? √
● Are matters that may disrupt the group dealt with? √
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CCoonnssuullttaattiioonn::
● Is it genuine? √
● Are ideas and suggestions encouraged? √
BBrriieeffiinngg::

● Is it regular? √
● Does it cover current and future progress? √
SSuuppppoorrtt::

● Do l represent and support the team when talking to individuals when the team is
apart?

√

Source: Emmett & Crocker (2006:77)

We can conclude from the above discussion that a team comprises a group of people linked in
a common purpose. Teams are especially appropriate for conducting tasks that are high in
complexity and have many interdependent sub-tasks. We also know that a group in itself does
not necessarily constitute a team. Teams normally have members with complementary skills
and generate synergy through a coordinated effort, which allows each member to maximise
his or her strengths and minimise his or her weaknesses.

2.3.5 Creating a supplier relationship management team
Probably the single most important step in any supplier relationship management process is
to create, train and authorise one or more dedicated supplier relationship teams to serve as
the main driver/s behind the successful implementation of the buyer/supplier relationship
vehicle. Not an easy task. Preferably, these supplier relationship team members should have
no other responsibilities, but this is not always possible.

Noland (2004:3), some of the supplier relationship team’s responsibilities include:
● teaching suppliers how to develop themselves after initial guidance
● focusing on underlying causes of discrepancies in supplier performance
● focusing on wasteful activities of all supplier efforts
● involving suppliers in new products and process development at the buying organisation
● providing training programmes and training time to suppliers
● providing education programmes that go beyond training
● providing tooling and technical assistance to suppliers
● providing supplier support centres
● loaning executives to suppliers, such as process engineers and quality managers
● eliminating fear that a supplier’s work force may have toward supplier involvement with a
buying organisation

● set stretch goals to encourage radical change in suppliers, as well as the aim of continuous
improvement

● ensuring that the savings of improvements are shared with suppliers
● encouraging suppliers to contribute to improving processes at a buying organisation
● providing the monitor-measure-feedback loop
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● documenting the supplier relationship management process in order to gain internal buy-
in from senior executives – along with the managers and stakeholders in the business units
who need to participate.

The structure of such supplier relationship teams will vary from organisation to organisation.
It is advisable that these teams consist of members who are experts in various functions to
ensure an optimal knowledge foundation. At a minimum, each of the following disciplines
should be represented – either on a full- or part-time basis:
● EEnndd uusseerr.. This team member is tasked with the responsibility of representing the end user
community. This representative must preferably also have been involved in the strategic
sourcing team, enabling the person to evaluate clearly if the supplier is performing in ac-
cordance with the requirements set.

● LLeeggaall.. A contractual agreement is a legally binding document and should be prepared and
evaluated with the assistance of competent council. In a supplier relationship management
environment the legal component of the driving team is very important, as there are bound
to be legal implications with the implementation of an agreement. This expertise is particu-
larly vital when renegotiating the deal and re-evaluating the buyer/supplier relationship. It
is obvious that if a prerequisite is not addressed in the written agreement it is in fact not
part of the deal.

● PPuurrcchhaassiinngg,, ssoouurrcciinngg aanndd ssuuppppllyy pprrooffeessssiioonnaallss.. These representatives are trained to achieve
the best price and the most contractual protection. They understand and have the most ex-
perience in traditional interaction between buyers and suppliers. It is important to include
both purchasing, sourcing and supply professionals who are good deal-makers (excellent
negotiators comprehending the data that they need to know, understand how to analyse
this on a real-time basis and reassess their strategy according to changes that occur); as well
as excellent administrators (the manager of day-to-day operations, including requirement
fulfilment by the supplier, monitoring this performance and keeping record of the status
quo.)

● FFiinnaannccee.. The supplier relationship team need financial expertise from a number of per-
spectives. The team should know what the current financial structure of the agreement
with the strategic supplier is and be able to assess any changes that may have occurred.
The finance member can advise the team on the implications of various financial options.

● TTeecchhnniiccaall. Technical personnel can assist in determining if the product or serviced supplied
by the strategic supplier is still best suited for a purpose, and evaluate the performance on
the grounds of acceptance, reliability and compatibility. In some cases, the technical expert
and the end user will be the same person. In most cases, however, they are not. Often, the
most critical assessor of a product or service is its particular user forum.

● TTeecchhnniiccaall wwrriitteerr.. The team members themselves can perform the job of translating every-
thing the team produces into requirement documents. However, a technical writer can
improve the efficiency of the process by freeing the team members to efficiently scrutinise
the buyer/buyer/supplier relationship and the performance of the strategic supplier.

● SSeenniioorr mmaannaaggeemmeenntt.. Senior management will only become involved in the supplier relation-
ship team once a breach of contract leads to the implementation of a remedy to resolve
the particular matter as specified in the written agreement.

Other members can be added based on the requirements of a particular situation (Moore
2002:61–69).

Training the team is just as imperative as staffing the team. It is important to note that an
experienced teamwork trainer or team facilitator can go a long way in preparing the team for
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their task, especially if they cover areas such as team dynamics, roles and goals, tools and
techniques and team decision making.

Overall, the supplier relationship team is authorised to contribute to and drive the supplier
relationship management effort on behalf of the buying organisation, as this is not an
automatic process by any means. This is largely because suppliers are inclined to become
complacent and deliver unsatisfactory service levels as more and more time lapses without
any intervention by the buying organisation. The supplier relationship team’s activities will
become clearer to you as you progress through the content of the module.

Now that you have a better understanding of individual relationships and the intricacies of
relationships within a team – we can take a closer look at organisational culture and its impact
on relationships.

2.4 ORGANISATIONAL CULTURE
In supplier-buyer interactions and relationships there are also different organisational cultures
‘interacting’ with each other. It is not organisational cultures that interact but the people
working in these organisations with particular culture, which influence their behaviour.

People working for a specific organisation find that things are done in a certain way at the
organisation. People who leave one organisation to join another organisation to do a similar
job will find that a ‘different set of rules’ governs practices and behaviour in the new
organisation. These set of rules – some unwritten, is called organisational culture. Every
organisation has its own culture. Organisational culture is defined as the shared values,
norms and expectations that govern the way people approach their work and interact with
each other – ‘what am I expected to do in order to fit in and get ahead here’. The concept
further describes the attitudes and experiences of the employees of an organisation. In other
words, the specific collection of values and norms that are shared by people and groups in an
organisation and that control the way they interact with each other and with stakeholders
outside the organisation. (Refer to source reference below). This definition continues to
explain organisational values also known as, “beliefs and ideas about what kinds of goals
members of an organisation should pursue and ideas about the appropriate kinds or standards
of behaviour organisational members should use to achieve these goals. From organisational
values develop organisational norms, guidelines or expectations that prescribe appropriate
kinds of behaviour by employees in particular situations and control the behaviour of
organisational members towards one another.”

Organisational culture is not the same as corporate culture, although many people use the
concepts interchangeably. It is a wider and deeper concept, something that an organisation ‘is’
rather than what it ‘has’. Senior management may try to determine a corporate culture. They
may wish to impose corporate values and standards of behaviour that specifically reflect the
objectives of the organisation. In addition, there will also be an existing internal culture within
the workforce. Work-groups within the organisation have their own behavioural quirks and
interactions, which, to an extent, affect the whole system (http://www. human-synergistics.
com. au/content/articles/papers/zb-campaign-michael-gourley-apr-04/organisational-culture.
asp 2008).
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2.4.1 Formal culture
Organisational culture can therefore be shown by the overt and published vision, mission and
goals and in the rules, norms and procedures of a business, for example:
● Vision incorporates the timeless values and beliefs
● Mission incorporates the purpose, policies and power structures to achieve the task
● Goals are the strategic, tactical and operational objectives, right down to people’s individual
roles and responsibilities

All of these are important for the efficient running of the company and to give overall
direction, guidance and checkpoints. Rules are needed to set standards of conduct and show
the way people should behave by clarifying what is expected. Rules need to be:
● kept simple, clear and easy to understand
● in writing
● displayed publicly
● kept up to date

Procedures are also needed to help people keep to the rules and establish the methods used
to deal with the rules. Procedures maintain and apply the standards, demonstrate a fair and
consistent approach and bring clarity. Such rules and procedures are supposed to represent an
overt demonstration of the company culture.

2.4.2 Informal culture
However, culture is also often covert and informal, with values and beliefs that can remain
unspecified. For example, contrast the difference between a charity and a private sector
company, between the army and a soccer team, between the civil service and a retailer,
between the South African Post Office and TNT. As well as things like dress, office styles and
types of buildings, differences will be found in the human ‘software’ represented by the
attitudes, values and beliefs that operate behind the scenes and which operate and determine
how decisions are made.

2.4.3 Total culture and the management thereof
In all forms of management therefore, there are hard, objective and clearly defined ways of
managing and there are also the more subjective beliefs, values and soft skills involved.
Culture therefore will embody the following:
● Purpose, policies and roles (formal culture):

– What are the structures/processes?
– Where are the key decision makers?

This is the ‘why?’ and the ’what?’ of the organisation.
● Power (formal and informal culture)

– Who has access to which resources?
– Where is the central authority?

This is the ‘where and when of decision-making’ of the organisation.
● People partnerships (informal culture)

– What is the degree of support and trust?
– What is valued?
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– What are the associated reward structures?

This is the ‘with whom?’ and the ‘how?’ of the organisation.

As with any other aspect within an organisation, it is of utmost importance to effectively
manage the organisational culture. It may be that purpose and power are in fact easier to
change than the beliefs, attitudes and behaviour of the individuals that establish the
relationships that form part of the organisational culture. The following can be used as an
informal test just by talking to or observing the people in a company. This will give
indications on what the people aspects actually are:

Friendly Unfriendly

People take the initiative People feel boxed in

Teamwork flourishes There is friction and a lack of appreciation
between team members

People understand their contribution People have little understanding of their role

Clear direction is found Conflicting goals are found

Good communication exists Mixed messages and little understanding
exist

An even workload allowing for individual
skills/abilities

Work is spread unevenly

Teams know other team members’ skills/
abilities

Little understanding exists of what makes
the team tick

Work environment is conducive to good
performance

Physical environment prevents good
performance

If you look at the table with elements of the informal test, can you see a link to the
management styles identified previously in section 2.2.2?

As with any other aspect within an organisation, it is of the utmost importance to effectively
manage the organisational culture. This quick test will show the management tasks that may be
needed to improve work, for example:
● communicating regularly; for example, what do people think about their work and what do
they want to do?

● creating a shared vision; for example, so that everyone knows where they are going;
● improving the physical environment; for example, lighting;
● using ideas from the team to make improvements to the work;
● using people playing to their strengths; for example, considering people’s skills and aspira-
tions and allocating work accordingly.

Management of the organisational culture will ultimately involve getting the best performance
possible and will therefore require:
● improving individual, team and company performance;
● motivating, developing and releasing people potential; designing, reflecting and supporting
the company culture, strategy and style;

● communicating to people what is expected, what they are rewarded for, how they should
deliver results and what results the company wants;
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● consistency in leadership, the way people are treated, the way people operate and in the
culture, purpose and strategy of the business.

In contrast, the following are not part of a positive management of organisational culture:
● unclear direction(s)
● weak values
● vague and inequitable objectives
● variable appraisals/reviews
● poor performance and motivation
● inadequate training and development
● bureaucracy
● poor communication

The prerequisites in order to achieve stable relationships within organisations, amongst teams and individuals
are to have:
● a clear picture of where the organisation/business unit/department/section is going; and
● communication by management of the purpose, strategy, values and standards of behaviour expected.

For managers this means they should:
● develop an awareness of their impact on others
● try always to involve people
● believe that teamwork is the best approach
● have a consistent management style
● spend time coaching and developing
● build a positive climate and motivate individuals and the team
● empower team members rather than control them
● develop appropriate performance reviews systems and methods
● set challenging achievable and measurable objectives
● communicate
● reward success
● agree to improvements
● give regular feedback

SUMMARY
We trust that you have gained a better understanding of the interaction between individuals,
teams and organisational culture after this discussion. We guided your understanding of
relationships by emphasising its importance in a supplier relationship management context.
We established individual behavioural patterns, by discussing the different individual
managerial styles and presented a model of leadership. We saw that people work both as
individuals and together as a team. They combine through task completion and job
responsibility into a specific organisational culture. We therefore looked at team relationships
by focusing on positive and negative team characteristics, aspects that differentiate effective
teams, required team skills, team building and a checklist used for reviewing and monitoring a
team’s progress, as well as organisational culture with specific reference to formal and
informal cultures and its interaction with purpose, power and people relationships.
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SUMMARY OF TOPIC I

Topic I introduced you to the complex world of supplier relationship management by explain-
ing the fundamentals of relationships in general. Study unit 1 placed the concept of supplier
relationship management in the limelight. It started with a discussion of the concept as being
a step beyond purchasing and strategic sourcing, provided a definition of suppliers, buyer/
supplier relationships and supplier relationship management. Study unit 2 focussed on the dif-
ferent relationships areas that need to be correctly impacted in order for supplier relationship
management to be beneficial to mutual business performance. These include individual and
team relationships, and the organisational culture within a business.
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INTRODUCTION
In a field known for contentious buyer/supplier relationships, automotive giants Toyota and
Honda have cashed in on the trend, leading the way in championing supplier relationships
that go beyond just price. The Japanese concept of keiretsu, a close-knit network of suppliers
that continuously learn, improve, and prosper along with their parent organisation, is the
underlying strategy behind Honda and Toyota’s supplier relationships. Other auto
manufacturers have failed miserably at attempts to establish similar practices. What is the
secret of Toyota and Honda’s success?

Thomas Choi, professor of supply chain management at the WP Carey School of Business at
ASU, has spent the last two decades finding out (Carey 2005:1). He says that the simple
answer is Honda and Toyota has turned arms-length relationships with suppliers into close
partnerships, bringing increased efficiencies to both parties. The complex part is making that
happen. “Relationship-building is often overlooked as too mushy. Companies say, ‘Why are
you holding the supplier’s hand? Why are you being so benevolent? But having a strong
relationship with your suppliers actually has good, hard, solid business results.”

For Toyota and Honda, those results include faster production times than the majority of
their American competitors – they design new cars in just 12 to 18 months compared to the
industry norm of two to three years. The automakers also reduced manufacturing costs on the
Camry and the Accord, respectively – two of the three top-selling cars in the USA – by 25 per
cent in the 1990s, while still scoring top spots on the JD Powers customer satisfaction surveys.

Executives are usually more interested in return on investment than relationships, which is
often the reason why they are using suppliers in the first place. During the last 10 to 15 years,
the increased downsizing trend coupled with the spread of a truly global economy has led
more and more companies to lean on suppliers to gain a competitive edge. Outsourcing
manufacturing operations to suppliers – when done successfully – can help businesses
increase profit, time-to-market, and customer satisfaction, while decreasing costs and keeping
up with consumer demand.
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For Honda and Toyota in particular, suppliers have been key to their innovation and success.
Indeed, the two companies source about 70 to 80 percent of their manufacturing costs from
outside suppliers. In addition, suppliers return the favour: for example, many of the cost
cutting ideas that made Accord and Camry so successful came from suppliers, reports Choi.
Of course, with such great reliance on suppliers comes a great need to manage and build
relationships with those suppliers. Let us then take a closer look at how buyer/supplier
relationships are established. This will be done by explaining the different supplier
relationships models, and highlighting their practical usefulness to purchasing, sourcing and
supply professionals.

Study this study unit in the study guide.

LEARNING OUTCOMES

After working through this study unit, you should be able to:
– explain relationship formation according to the five different aggregation levels with the

aid of a diagram
– provide a schematic diagram of the stages of supplier integrations
– give an in-depth review of the Cox supplier relationship model
– explain the Bensaou supplier relationship with the aid of the supplier’s specific invest-

ment and the management profile for each contextual profile matrix
– discuss and provide a schematic outline of the IMP supplier relationship models
– list the practical usefulness of supplier relationship models

KEY CONCEPTS

You will find the following key concepts in this study unit:
√ buyer/supplier relationship formation
√ action
√ episodes
√ sequences
√ relationships
√ partner base
√ models of supplier relationships
√ the Cox model
√ transaction cost theory
√ resource-based theory
√ the Bensaou model
√ captive buyer
√ strategic partnership
√ market exchange
√ captive supplier
√ the IMP model
√ interaction process
√ interaction parties
√ interaction environment
√ atmosphere

3.1 ESTABLISHING BUYER/SUPPLIER RELATIONSHIPS
If we refer back to section 1.2, we can see that a buyer/supplier relationship constitutes
any interaction between a buying organisation and a supplier, which can be positive or
negative.
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We also indicated in the previous study unit that interaction takes place at different levels
between the buying and supplying organisations. These interactions also differ in intensity and
formality. Lysons and Farrington (2006:225) arrange these interactions on five different
aggregation levels – action, episodes, sequences, relationships and partner base. This is
illustrated in figure 3.1. (You will see that the last two levels are not indicated in figure 3.1.
They are actually a combination of the first three aggregation levels.)

FIGURE 3.1
Processes and outcomes on different interaction levels

Source: Lysons & Farrington (2006:225)

These are hierarchical levels, ranging from a single exchange to the portfolio of relationships
of one particular enterprise:

AAccttiioonnss:: individual initiatives by the buying organisation, such as a telephone call or plant visit,
that may relate to products, information, money or social contacts.

EEppiissooddeess:: groups of interrelated actions, such as a negotiation encompassing a number of
actions.

SSeeqquueenncceess:: larger and more extensive entities of interactions. This level may be defined in
terms of a contract, product, campaign or project. A sequence in enterprises can also be
related to the presence of a significant human action in either of the organisations. A
sequence may then end when a particular person is replaced by another in either organisation.
Even if the relationship continues, the quality of the relationship may change due to the
influence of one single person. The completion of a sequence constitutes a vulnerable period
during which the parties make important evaluations. The evaluation may cause a potential
termination of the relationship, since a sequence represents a time-framed commitment,
which is defined by the particular sequence.

RReellaattiioonnsshhiippss:: comprised all the sequences, which, in turn, comprise all related episodes and
actions in one particular relationship between two organisations.
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PPaarrttnneerr bbaassee:: the relationship portfolio of a particular enterprise – that is all the relationships
that a particular enterprise has at a particular time.

The formation of long-term personal relationships usually develops by going through the
same stages. Thus, a meeting (action level) may develop into a friendship (episode level),
courtship (sequential level) and marriage (relationship level). Each level is normally of a
longer and more permanent duration than the preceding one. The model of supplier
integration shown in table 3.1 follows this pattern.

TABLE 3.1
Stages of supplier integrations

Source: Lysons & Farrington (2006:226)
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3.2 SUPPLIER RELATIONSHIP MODELS
A buying organisation has to choose a specific supplier relationship model to implement
within their organisation and its supply base. This will often dictate the structuring of the
buyer/supplier relationship, and guide the manner in which the buying organisation will
employ the supplier contract and performance management functions. There are several
models of supplier relationships, of which the following by Cox, Bensaou, and the IMP
Group are typical.

3.2.1 The Cox supplier relationship model

Source: Lysons & Farrington (2006:227)

The Cox supplier relationship model draws heavily on concepts associated with transaction
cost and resource-based theories of the organisation.

● Transaction cost theory (TCT)

Transaction cost theory (TCT) refers to the idea of the cost of providing for some good or
service if it was purchased in the marketplace rather than from within the organisation. Three
key concepts are those of transaction costs, asset specificity and asymmetrical information
distribution. Transaction costs comprise:
− search and bargain costs
− bargaining and decision costs
− policing and enforcement costs

Asset specificity is the relative lack of transferability of assets intended for use in a given
transaction to other uses. There are six main types of asset specificity:
− site
− physical asset
− human asset
− brand names
− dedicated assets
− temporal

Asymmetrical information distribution means that the parties to a transaction have uneven
access to relevant information. One consequence is that, within contractual relationships,
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either party may engage in post-contractual opportunism if the chance of switching to
partnerships that are more advantageous arises.

● Resource-based theory (RBT)

Resource-based theory emphasises that each organisation is characterised by its own unique
collection of resources of core competences. The source competitive advantage is the creation
and exploitation of distinctive capabilities that are difficult to build and maintain, codify and
make into recipes, copy, emulate, and cannot simply be bought off the shelf. Three basic types
of distinctive capabilities are identified:
− Corporate architecture: the capacity of the organisation to create and store organisational
knowledge and routines promote more effective cooperation between network members
achieve a transparent and easy flow of information adapt rapidly and flexibly.

− Innovation: the capacity to lower costs, improve products or introduce new products ahead
of competitors. The successful exploitation of new ideas incorporating new technologies,
designs and best practice is difficult and uncertain. Often, innovation can only be achieved
by cooperating and collaborating with partners.

− Reputation: the capacity to instil confidence in an organisation’s credibility, reliability, re-
sponsibility, trustworthiness and, possibly, accountability. Organisation only achieves a
positive reputation over time, but, once achieved, their ability to provide quality assurance
may enable them to obtain a premium price for products.

According to Lysons and Farrington (2006:228), Cox derives the following propositions from
the insights provided by TCT and RBT:
− Arm’s length relationships are associated with low asset specificity and low supplier competen-
ces that can easily be bought off the shelf, as there are many potential suppliers.

− Internal contracts – in-house provision – are associated with high asset specificity and core
competences. The more competences approximate to core competences of high asset spe-
cificity, the greater the likelihood that external relationships may lead to merger or
acquisition or, failing that, result in very close, single-sourced negotiated contracts in which
both parties have some clear ownership rights in the goods and services produced.

− Partnership relationships apply to assets of medium specificity and ascend in steps according
to the distance of the complementary a competences provided by external suppliers from
the core competences of a particular organisation. The nearer the complementary compe-
tences are to the core competences of the organisation the more the organisation will have
to consider vertical integration through merger and acquisition. The further away from the
core competences of the organisation the less there is a need for medium asset-specific
skills to be vertically integrated.

● Cox’s classification of contractual relationships

The five steps in the ladder of contractual relationships shown in table 3.2 represent a higher
level of asset specificity and strategic importance to the organisation of the specific goods and
services. Each step also represents relative degrees of power between the relationship’s
participants and in the relative ownership of the goods and services emanating from the
relationships. Strategic supplier alliances are the final stage before an organisation considers a
complementary supplier to be so important that vertical integration through merger and
acquisition is undertaken.
− Adversarial leverage: Up to the mid-1980s, approaching the marketplace on an adversarial ba-
sis was the norm. Purchasers should thus multisource, negotiate short-term contracts,
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maintain secrecy regarding costs, sales and product design and make (or receive) no im-
provement suggestions to (or from) suppliers.

− Preferred suppliers: Providers of complementary goods and services of medium asset specif-
icity or strategic importance who have been placed by the purchaser on a restricted list of
potential suppliers after a process of vendor rating and accreditation.

− Single sourcing: Purchasing from a single supplier of medium asset specificity complementary
goods or services of relatively high strategic importance. As Cox observes, the aim of sin-
gle sourcing is to reduce transaction costs and economise, but without the costs associated
with vertical integration.

− Network sourcing and partnerships: Network sourcing “is the idea that it is possible to create a
virtual company at all levels of the supply chain by engineering multiple tiered partnerships
at each stage, but without moving to vertical integration”. With network sourcing:

√ the prime contracting organisation acts as the driver for the reduction of transaction
costs within the whole supply and value chain

√ cost reduction is achieved by a partnership between the prime contractor and a first-tier
supplier who controls an important medium asset for the prime contractor and also
forms similar partnerships with second-tier suppliers

√ each tiering level of the supply chain is effectively a joint venture in which organisations
at each stage will inform and educate their respective partners by sharing best practice
and ‘fit for purpose’ techniques

√ such network sourcing relationships will only be possible in mature industries ‘where
asset specificity has constantly been reduced and multiple and serial subcontracting
thereby facilitated. In such supply chain relationships issues of ownership, control and
power become increasingly difficult to allocate.’

− Strategic supplier alliances: Classically referred to as joint ventures, these are defined by Cox as
“negotiated single-sourced relationships with the supplier of a complementary product or
service”. Such relationships form a completely new and independent legal entity, distinct
from the organisations comprising the alliance. As both parties have some degree of pro-
prietorship (not necessarily 50/50) in the outcome of the relationship, the basis of such
relationships is power equivalence and a high degree of complementarity.

3.2.2 The Bensaou supplier relationship model
According to Lysons and Farrington (2006:229), the Bensaou model is based on a study of 11
Japanese and 3 US automobile manufacturers. Bensaou suggests a framework for managing a
portfolio of investments for enabling senior managers to answer two questions.

Question 1: Which governance structure or relational design should an organisation choose
under different external contingencies?

This is a strategic decision because it affects how an organisation defines its boundaries and
core activities.

TOPIC 2: FORMING AND STRUCTURING BUYER/SUPPLIER RELATIONSHIPS



MNP3703/1 39

Question 2: What is the appropriate way to manage each different type of relationship?

This is an organisational question.

Bensaou suggests four buyer relationship profiles:
● market exchange
● captive buyer
● captive supplier
● strategic partnership

For each profile, Bensaou identifies distinguishing product, market and supplier characteristics.

Finally, he suggests that the four profiles can be arranged in a matrix to indicate whether the
buyer’s and the supplier’s tangible or intangible investments in the relationship are high or low.
Tangible investments, in this context, are buildings and tooling equipment. Intangible
investments are people, time and effort spent in learning supplier-purchaser business practices
and procedures and information sharing. The Bensaou matrix, as adapted, is shown in
figure 3.2.
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FIGURE 3.2
Supplier’s specific investment

High

Low

Captive buyer
Product characteristics:
● technically complicated
● based on mature, well-understood

technology
● little innovation & improvement to the

product

Market characteristics:
● stable demand with limited market growth
● concentrated market with few established

players
● buyers maintain an internal manufacturing

capability

Supplier characteristics:
● large supply houses
● supplier proprietary technology
● few strongly established suppliers
● strong bargaining power
● car manufacturers heavily depend on these

suppliers, their technology & skills

Strategic partnership
Product characteristics:
● high level of customisation required
● close to buyer’s core competency
● tight mutual adjustments needed in key

processes
● technically complicated part/integrated

subsystem
● based on new technology
● innovation leaps on technology
● frequent design changes
● strong engineering expertise required
● large capital investment required

Market characteristics:
● strong demand & high growth market
● very competitive & concentrated market
● frequent changes in competitors due to insta-

bility/lack of dominant design
● buyer maintains in-house design & testing

capability

Supplier characteristics:
● large multiproduct supply houses
● strong supplier proprietary technology
● active in research & innovation (R&D costs)
● strong recognised skills & capabilities in design,

engineering & manufacturing

Market exchange
Product characteristics:
● highly standardised products
● mature technology
● little innovation & rare design changes
● technically simple product/well-structured

complicated manufacturing process
● little/no customisation to buyer’s final

product
● low engineering effort & expertise required
● small capital investments required

Market characteristics:
● stable/declining demand
● highly competitive market
● many capable suppliers

Supplier characteristics:
● same players overtime
● small “mom & pop” shops
● no proprietary technology
● low switching costs
● low bargaining power
● strong economic reliance on automotive

business

Captive supplier
Product characteristics:
● technically complicated products
● based on new technology (developed by

suppliers)
● important & frequent innovations & new func-

tionalities in the product category
● significant engineering effort & expertise

required
● heavy capital investments required

Market characteristics:
● high growth market segment
● fierce competition
● few qualified players
● unstable market with shifts between suppliers

Supplier characteristics:
● strong supplier proprietary technology
● suppliers with strong financial capabilities &

good R&D skills
● low supplier bargaining power
● heavy supplier dependency on the buyer &

economic reliance on the automotive sector in
general

Low Supplier investment High

Source: Lysons & Farrington (2006:231)
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Bensaou also identified three management variables for each profile, which are:
● information-sharing practices
● characteristics of ‘boundary-spanner’ jobs
● the social climate within the relationship

The management practices that high performers in each cell use to match the coordination,
information and knowledge exchange requirements presented by the context shown in
figure 3.2 are shown in figure 3.3.

FIGURE 3.3
Management profile for each contextual profile

High

Low

Captive buyer
Information-sharing mechanisms:
● “broadband” and important exchange of de-

tailed information on a continuous basis
● frequent and regular mutual visits engineers

Boundary-spanner tasks’ characteristics:
● structured tasks, highly predictable
● large amount of time spent by buyers
● purchasing agents and engineers with

supplier

Climate and process characteristics:
● tense climate, lack of mutual trust
● no early supplier involvement in design
● strong effort by buyer towards cooperation
● supplier does not necessarily have a good

reputation

Strategic partnership
Information-sharing mechanisms:
● “broadband” frequent and “rich media”

exchange
● regular mutual visits and practice of guest

Boundary-spanner tasks’ characteristics:
● highly ill defined, ill structured
● non-routine, frequent, unexpected events
● large amount of time spent with supplier’s staff,

mostly on coordinating issues

Climate and process characteristics:
● high mutual trust and commitment to

relationship
● strong sense of buyer fairness
● early supplier involvement in design
● extensive joint action and cooperation
● supplier has excellent reputation

Market exchange
Information-sharing mechanisms:
● a ‘narrowband’ and limited information

exchange
● heavy at time of contract negotiation
● operational coordination and monitoring

along structured routines

Boundary-spanner tasks’ characteristics:
● limited time spent directly with suppliers’

staff
● highly routine and structured tasks with little

interdependence with supplier’s staff

Climate and process characteristics:
● positive social climate
● no systematic joint effort and cooperation
● no early supplier involvement in design
● supplier fairly treated by the buyer
● supplier has a good reputation and track

record

Captive supplier
Information-sharing mechanisms:
● little exchange of information
● few mutual visits, mostly from supplier to buyer

Boundary-spanner tasks’ characteristics:
● limited time allocated by buyer’s staff to the

supplier
● mostly complicated, coordinating tasks

Climate and process characteristics:
● high mutual trust, but limited direct joint action

and cooperation
● greater burden put on the supplier

Low Supplier investment High

Source: Lysons & Farrington (2006:232)
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Bensaou concluded the following:
● Many large organisations in manufacturing are moving away from traditional vertical inte-
gration and towards the external contracting of key activities.

● As interorganisation relationships increase, organisations cannot manage with one design
for relationships and so need to manage a portfolio of relationships.

● There are two kinds of successful relationships: high requirement-low capability and low
requirements-high capabilities. There are also two paths to failure – designed and overde-
signed relationships. Overdesign takes place when organisations invest in building trust
because of frequent visits and cross-company teams when the market and product context
call for simple, impersonal control and information exchange. Such overdesign is both
costly and risky, especially in terms of the intangible investments in people, information or
knowledge.

Building or redesigning relationships according to the Bensaou model therefore follows the
following three analytical steps:

Step 1: The strategic selection of relational types to match the external conditioning to the
product, the technology and the market.

Step 2: The identification of an appropriate management profile for each type of relational
design.

Step 3: Matching the design of the relationship, which could be over- or under-designed to
the desired management profile.

3.2.3 The IMP supplier relationship model
This model, as indicated by its title, was developed by Hakansson and the IMarketing and
Purchasing Group (IMP), formed in 1976 by researchers in European countries. In the IMP
model, the marketing and purchasing of industrial goods is seen as an interaction process
between two parties within a specific environment. The model analyses industrial marketing
and purchasing in terms of four basic elements, each of which is subdivided.

First is the interaction process. This involves the analysis of two factors: episodes and
relationships. An episode, as stated earlier, is a group of interrelated actions involved in a
process, such as placing an order. In an industrial market, relationship episodes involve the
exchange of products or services, information, money and social attitudes or values, such as
mutual trust between suppliers and purchasers. Episodes, especially social exchange episodes,
are critical to the establishment of long-term supplier/buyer relationships.

The building of relationships may involve adaptations to products, financial arrangements,
information routines or social relations on the part of either party. The exchange of
information or communication may also involve contact patterns between people filling
different roles or functions. Over a period of time, the exchange of products or services,
money, information and social relationships lead to clear expectations by both parties of the
roles and relationships of their opposite numbers, which eventually become institutionalised so
that they go unquestioned by either party.

The second element is the interacting parties. In addition to episodes and relationships, the
process of interorganisational interaction will be influenced by the characteristics of both the
organisations themselves and the people who represent them. Organisational factors include the
position of an undertaking in the market as manufacturer, wholesaler or distributor, the
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products of the selling company, the production and application of the two parties and their
respective relative expertise.

Individual factors are the people, such as the salesperson and buyer or groups of individuals
(representatives of design, selling, transport and so on) involved in interorganisational
interactions. The exchange of information and relationships leads to the creation of social
bonds between the individuals concerned, which, in turn, influence the decisions of each
enterprise involved in the business relationship. The varied personalities, experience, expertise
and motivations of the individuals representing each enterprise will result in various ways of
dealing with episodes that will, in turn, affect the development of long-term
interorganisational relationships. Individual experiences may also result in preconceptions
concerning customers or suppliers that affect attitudes on the part of those involved and
others who know about them. The experience gained in individual episodes aggregates to
create a total experience. The experience of a single episode – such as incivility or delayed
delivery on the part of the supplier or slow payment by a buyer – can radically change
attitudes that may then persist over a long period.

The third element is the interaction environment. Interorganisational interaction takes place in an
environmental context that includes the market structure, the degree of dynamics within the
market and relationship, internationalism, the position of the relationship in the supply chain
and the wider social system.

The fourth element, the atmosphere, is the power dependence that exists between suppliers and
purchasers and such relationship variables as conflict, cooperation, closeness or distance as
well as the mutual expectations of the respective parties. This closer interaction between
suppliers and purchasers will result in reduced costs or higher profits for one or both
organisations. Another aspect of atmosphere is the ability of either party to control the other,
which derives from the perception of the power exercised by the other party in the
relationship. The IMP interaction model can be conceptualised as shown in figure 3.4.
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FIGURE 3.4
An illustration of the IMP interaction model

Source: Lysons & Farrington (2006:234)

SUMMARY
This study unit was concerned with providing an understanding of the establishment of
buyer/supplier relationships from the perspectives of both theory and practice. This was
done by explaining the different supplier relationships models, and highlighting their practical
usefulness to purchasing, sourcing and supply professionals.
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INTRODUCTION
We know that relationships are formed when individuals and groups within organisation and
external to an organisation interact. We know that such buyer/supplier relationships form
according to hierarchical levels when the actions of either the buying organisation or supplier
lead to ‘episodes’, then ‘sequences’ and ultimately a ‘partner base’.

We know that there are various different supplier relationship models that may be useful to
buying organisations. Three of these include: (1) The Cox model – creating a stepladder of
external and internal contractual relationships based on the transaction cost theory and
resource-based theory; (2) The Bensaou model – identifying four buyer/supplier relationship
profiles (market exchange, captive buyer, captive supplier and strategic partnerships) by
answering two basic questions: “Which governance structure or relational design should an
organisation choose under different external contingencies?” and “What is the appropriate
way to manage each different type of relationship?” and (3) the IMP model – evaluating the
buyer/supplier environment according to four basic elements; the interaction process; the
interacting parties, the interaction environment and the atmosphere. Although these models
might be useful to purchasing, sourcing and supply professionals (refer to section 3.2), the
practical application may seem too complex. This study unit simplifies matters. We will start
by explaining the evaluation of the structuring of a buyer/supplier relationship within a
buying organisation. We will focus on three aspects. Firstly, we need to establish what the
status is between the buying organisation and the supplier. This can be done during the
forming of new relationships, and/or for evaluating the buying organisation’s existing
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relationships with its suppliers. We then distinguish between the eight typical types of buyer/
supplier relationships. It stands to reason that the buying organisation will not establish the
same type of relationship with all suppliers because of the diverse nature of goods and
services it acquires. Lastly, it is of utmost importance to enter into the correct type of contract
with the supplier to support the specific type of buyer/ supplier relationship dictated by
circumstances and as envisioned by the buying organisation.

Study this study unit in the study guide.

LEARNING OUTCOMES

After working through this study unit, you should be able to:
– explain the evaluation of the status of the buyer/suppliers relationship
– distinguish between the eight different types of buyer/supplier relationships
– explain the different types of contracts associated with the different types of buyer/sup-

plier relationships

KEY CONCEPTS

You will find the following key concepts in this study unit:
√ the relationship spectrum
√ the buyer/supplier continuum
√ buyer/supplier trust
√ spot purchases
√ regular trading
√ call-off contracts
√ fixed contracts
√ partnerships
√ strategic alliances
√ joint ventures
√ internal provision

4.1 EVALUATING THE STATUS OFA BUYER/SUPPLIER
RELATIONSHIP

Often a buying organisation can anticipate the status of a relationship with a supplier from
the initial individual initiatives between the two organisations. Moore (2002:5) establishes that
there is a spectrum within which the status (standing) of such relationships can be plotted.
The supplier-as-an-ally end of the spectrum is characterised by the following statement: “In
buyer/supplier alliances, the completion of each negotiation is sealed with agreements based
largely on trust. It is not possible to write formal contracts about the extensive
interorganisation activities required by alliances. The supplier-as-an-enemy end of the spectrum is
represented by the following philosophy: “The rule of success: Trust only those who stand to
lose as much as you when things go wrong.”

Everyone has a starting point on this spectrum. Organisationally, every organisation has a
predetermined starting point as well. To establish the status of the relationship between the
buying organisation and the supplier, we can consider the complexity of the relationship and
the level of trust.
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4.1.1 The complexity of a buyer/supplier relationship
We have already established that the buying organisation purchases a large variety of goods
and services that vary considerably in price, volume and criticality. It is therefore clear the
buying organisation will not establish the same complex relationship with all the suppliers. In
figure 4.1, the buyer/supplier relationship continuum is illustrated. It is clear that one extreme
of this continuum (the left-hand side) constitutes the least intricate and loose relationship type
in the form of spot purchases (individual purchases on a day-to-day basis), while the most
intricate and close relationships are illustrated on the other hand (right-hand side) where a
company can make internal provision for certain products or services.

FIGURE 4.1

The buyer/supplier relationship continuum

Source: Crouch et al (2002:20).

The relationship in the continuum can be anywhere between the two extreme sides. The
characteristics of the extremes on the relationship continuum are provided in table 4.1.

TABLE 4.1
Comparison of characteristics between distant and close association between the

buying organisation and suppliers

A distant association A close association
No collaboration Collaboration is the main reason
Short-term focus Long-term focus

Focus on negotiating the price down Focus on understanding and reducing costs

Opportunistic Joint optimisation

Low level of trust High level of trust

Minimum information sharing to hide
positions

Investments made to improve the efficiency
and effectiveness of doing business

No investment in the relationship Much information sharing to promote opti-
mal decision-making

Disputes resolved by reference to contracts Disputes resolved by discussion
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A distant association A close association
No personal relationships Strong personal relationships

Little effort required to manage buyer/sup-
plier relationships

Involves significant effort to manage the
relationship

Source: Crouch et al (2002:26)

4.1.2 Buyer/supplier relationships and trust
We can see from the above table that trust is part of any buyer/ supplier relationship. The
levels of trust on the relationship continuum are illustrated in figure 4.2 below.

FIGURE 4.2
The relationship spectrum

Source: Burt et al (2010:66).

Emmett and Crocker (2006:144) believe that trust will often remain a major barrier in a
buyer/supplier relationship. In fact, without trust, there will be no relationship. Trust is
fundamentally about offering another party that which you personally believe is valuable to
you. It is a willing interdependence. Trust is built when behaviour matches expectations and
involves consistency in motives and accountability for actions. Trust becomes a self-fulfilling
prophecy.

Trust is firstly built between people, one on one, and is not something that is built remotely
between nebulous organisations. Trust between companies will only follow on from the trust
of individuals inside those organisations. Fortunately, trust can be won by consistently telling
the truth in a way that others can verify. Trust in this way is about transparency and includes
the admission of mistakes and not covering them up. Building trust “one on one” involves the
following:
● doing what you say you will do
● going beyond conventional expectations
● undertaking open and honest communication
● being patient
● accepting and admitting to mistakes
● ensuring the other party gets a fair outcome
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Trust defies logic. Some people trust straight away with no real basis (a good thing, as this is
the basis for society and community). Some people will need to see repeated behaviour before
they will trust. Some will need consistency in behaviour for months or years. Some will never
trust.

Trust however has a critical and sound logic aspect: trust reduces uncertainty; there is no
second-guessing, what they say is true; commitments are honoured and therefore bargaining,
monitoring and handling disputes are all minimised. Trust and collaboration are partners.
Collaboration requires trust when sharing together and involves:
● shared goals = common purpose, collective commitment, agreeing the business we are in
● shared culture = agreed values that bind us together, working cooperatively to the com-
mon goal

● shared learning = pooling talent, skills knowledge, reflecting, reviewing, revising and
changing together

● shared effort = one approach with flexible team
● shared information: the right information is shared with the right people for the right rea-
sons, where the:

● right information = that which is used to give better service and reduce costs; – right peo-
ple = are those who can use it to help you;

● right reasons = that which will reduce, save, improve, quicken and so on.

Collaboration is working together jointly and for collaboration to be effective requires trust. It
is a powerful strategy that will need to start internally, and then extend externally into those
specific supply chain networks that have been identified that will benefit from such a
relationship-driven approach. Incompatible attitudes, values and beliefs about trust and
collaboration between the buyers and suppliers can lead to ineffective relationships. The
essence and various dimensions of trust are clearly illustrated in (the ‘checklists’ in) tables 4.2
to 4.5.

TABLE 4.2

Checklist 1: The essence of trust

Trust is … Trust is not …
Confidence in own and others’ abilities Blind faith in the unknown
Experienced by working together with integrity,
honesty and openness

Cheap, as there is high cost of failure,
sometimes failure is critical

A positive power using both the heart and the
head

A single “my” view

Learning and being flexible and willing to change Formal rules

Tough and confronting without being confronta-
tional, as expectations have to be met

Easy

Bonding, intimacy and working together face to
face

Keeping your distance
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Trust is … Trust is not …
Leadership is visible and driven by vision and clear
missions that create the right atmosphere of trust

Invisible leadership

A genuine belief system that sees it is the right
thing to do as all will benefit

Used temporarily or short term or for
single benefit

Source: Emmett & Crocker (2007:145)

Figure 4.1 illustrated that the higher the level of trust between buyer/supplier organisations,
the more comprehensive the nature of the buyer/ supplier relationship will be. The buying
organisation wants to get due performance from suppliers and still be considered fair and
trustworthy. The supplier wants to deliver beyond an adequate performance to ensure
sustained business and a continuous revenue stream, earning the buying organisation’s trust.

TABLE 4.3

Checklist 2: Levels of trust

Level one Level two Level three
Boundary trust Reliable trust Goodwill trust

Contractual Competence Commitment

Explicit promises Known standards Anything that is required to foster
the relationship

Standard performance Satisfactory performance Success beyond expectation

Mistakes bring
enforcement

Mistakes give shared learning for
advantage

Exchange data for
transactions

Cooperate on information
for mutual access

Cognitive connections and joint
decision making

Animal brain Human brain
Symbiotic Share Swap

Time bound (as far as the
contract says)

Open ended, on-going and leaving
a legacy

Source: Emmett & Crocker (2007:145)

It is possible to move between the different levels of trust if the organisations employ several
tactics. Let us take a closer look at some of these initiatives:

TABLE 4.4
Checklist 3: Building trust

Show
acceptance

● be non-judgmental of others: value diversity
● appreciate people: critique tasks, processes and systems
● react to data, not rumour

Be open ● initiate self-disclosure; reveal your thinking and feelings

TOPIC 2: FORMING AND STRUCTURING BUYER/SUPPLIER RELATIONSHIPS



MNP3703/1 51

● volunteer information
● reveal your values and priorities

Be congruent
and honest

● say what you think; state your opinion, even when different from others
● state your wants and needs encourage honesty in others
● state clearly what you will and will not reveal

Be reliable ● do what you say you will do; see that your organisation does what you
say it will do

● set clear and realistic limits on both sides
● treat commitments seriously and develop reliable processes
● influence your own organisation to remove win/lose practices

Strive for
continuous
improvement

● understand and measure the processes that most affect the relationship
● continuously improve processes and behaviours (a goal of any healthy
relationship)

● investigate opportunities for more benefit for the relationship influence
your organisation to create more mutual benefit for the relationships

● exchange candid feedback on how well the relationship is working

And finally ● all parties must come to believe that the others will do what they have
said they will do

● all parties must find a way to be comfortable with the risk of being open
and vulnerable to the others, in the secure belief that the other parties
will not take unfair advantage

● all must show willingness to help the others become more successful
broken agreements destroy trust and lead to bad implementations and
performance

● continuous improvement is the fabric and product of trust in a
relationship

Source: Emmett & Crocker (2007:146)

One of the key distinguishing characteristics of a high-performance supply chain collaborative
buyer/supplier relationship is the presence of trust on strategic level (strategic trust). With
strategic trust, the parties have access to each other’s strategic plans in the pertinent areas of
the interface. Relevant cost information and forecasts are shared. Risks and rewards are
addressed openly. Some may believe trust can only exist between individuals. However, trust
must also be institutionalised at the intercompany level if organisations are to enjoy the full
benefits of improved supply chain relationships. Trust must be a part of the company culture
and therefore, become “the way we do things around here”. The prerequisites for this level of
trust are encapsulated in table 4.5.

TABLE 4.5

Prerequisites for buyer/supplier trust

Satisfaction with the
relationship

Both sides must feel that they can gain from the relationship

Shared long-term
objectives

The parties to a preferred supply chain relationship must share
long-term objectives for their areas of internal dependency
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Respect for each other’s
rights, needs and
opinions

Parties to a preferred supply chain relationship are equals

Discussions are conducted in an atmosphere of respect and
long-term advantage

Flexibility of relationship Preferred supply chain relationships are adaptable in their focus

Empathy for the other
party

Both parties work at understanding issues that arise from the
other party’s point of view

Cultural compatibility Potential parties to a preferred supply chain relationship must
examine each other’s culture to maximise the probability of a
good fit or at least to ensure a thorough understanding of un-
avoidable differences

Atmosphere of
cooperation

An atmosphere of cooperation must be established, maintained
and nurtured

Acknowledged
interdependence

All players from both organisations must recognise that “we
need them as much as they need us”

Top management
involvement

Preferred supply chain relationships require active top manage-
ment involvement

Tight operating linkages Communication must be planned for and facilitated

Openness in technical
areas of cooperation

Forecasts, production plans, technology advantages must be
shared by the parties to a preferred supply relationship

Open books on
common

Cost data relevant to the project must be shared projects

Application knowledge Application knowledge must be planned for and managed

Managers responsible for
the relationship

The parties to a preferred supply chain relationship must ap-
point and support supply account managers within both
organisations

Conflict Disagreements will arise in almost any relationship, how they are
resolved is crucial

Team development
training

Members of all cross-functional teams (customer, supplier, inter-
company) receive team development training

Intercompany team
relations

Intercompany team members maintain a constructive, problem-
solving attitude with their team mates

Ethics Involved personnel of both organisations operate ethically and
trust their counterparts ethically

Negotiations Negotiations are conducted in a manner designed to develop
and reinforce trust

Training in the develop-
ment of strategic
alliances

Personnel from both organisations involved in the development
of strategic alliances receive guidance, training and/or experi-
ence in prerequisite skills

Specific trust building
activities

Personnel at both organisations take specific planned actions de-
signed to develop trust
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Cross-functional team
selection

Members of your, your counterpart’s and the intercompany
cross-functional teams are selected very carefully for both tech-
nical expertise and behavioural skills

Organisational style Cross-functional teams should be a way of life at both
organisations

Source: Emmett & Crocker (2007:147)

Taking all of the above aspects into account, a buying organisation can establish the standing
of their relationships with their suppliers, and consider what type of relationship will be
required to the mutual benefit of both organisations.

4.2 TYPES OF CONTRACTS AND BUYER/SUPPLIER
RELATIONSHIPS

Typically, we can differentiate between eight types of buyer/supplier relationships – each with
its own characteristics, and suitable in different situations. Let us review each of these
relationship types. [This is based on Monczcka, et al 2010 pages 333 to 340].

4.2.1 Spot purchases
Spot contracts/purchases are for once-off purchases where there is no intention of
developing a longer relationship with the supplier.

A spot purchase occurs when a buying organisation places the purchase order with whichever
supplier offers the best deal at the time of the purchase. The value of the purchase can range
from small to relative substantial expenditures. It makes sense that the larger the value the
stronger the bargaining position of the buying organisation will be. It is nevertheless true that
a supplier is only expected to fulfil the immediate contractual obligations and not any
additional responsibilities, as there are no expectations of future business.

The relationship between the buyer and the seller will be a distant one, and each party will
attempt to gain as much as possible and to give the minimum away –with a short-term focus.
Each organisation will endeavour to gain as much as they can from the acquaintance. This can
be illustrated by the following example: The supplier will in demand additional payment for
any changes to a spot purchase order, while the buying organisation may experience supply
shortages if a supplier encounters any problems.

This type of buyer/supplier relationship can lead to a large supply base, which in turn can
lead to a lack of effective and efficient supply base management and lost supplier leverage
opportunities. Although, spot purchases are the only option in the case of requirements that
will not be purchased repeatedly. It can also be useful in the following circumstances
pertaining to repeat purchases:
● when standard products or services are required and the risk of a supply problem occur-
ring is low

● where there are many suppliers for a requirement
● where the cost of switching to a different supplier (when a problem arises) is low
● where the annual expenditure is significant enough to justify both the cost of inviting many
offers and the administrative effort of dealing with many suppliers
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It is important to note that once a buying organisation’s basic requirement is met, price
comparison will remain the most important decision tool for a spot purchase. The initial
quotation by the spot supplier will therefore appear very lucrative, but they will charge higher
prices for any additional services required by the buyer or maintenance required. Supplier
performance management will not be required in this instance as it is a once-off transaction.

Currently, however, buying organisations are trying to limit the use of spot purchases. They
would rather place all spot purchases for a variety of products and services under contract
with a specific supplier. This can lead to the value of the purchases and the risk experience by
the buying organisation in terms of the contract respectively being very significant; and
increasing the importance of the supplier to the buying organisation in such a manner that
they can even be regarded as a strategic supplier. Only now will supplier performance
management come into play in a limited fashion.

4.2.2 Regular trading or short-term contracts
Short-term contracts are for routine purchases over a relatively limited time, typically one year
or less.

Regular trading can be regarded as several spot purchases from one or more suppliers,
although each purchase is still treated individually. There are no long-term contracts involved,
and buying organisations must ensure that these suppliers remain competitive over time and
continue to deliver acceptable products or services. Suppliers in this situation are often
referred to as having “preferred supplier” status.

This degree of involvement with the supplier should lead to a familiar relationship, including a
mutual understanding and trust of each other’s processes. A greater degree of expectation for
future business exists within these circumstances than that of spot purchases, and the
suppliers are more likely to treat the buying organisation with more priority.

Regular trading is preferred in these instances:
● where it is difficult for an organisation to predict requirements in advance
● where requirements have varied specifications

Supplier performance management will be executed on a minimal level, as it will involve
repeated transactions with a supplier who will be contending to increase their share of
potential business with the buyer organisation.

4.2.3 Call-off contracts (also known as a systems contract)
These contracts are aimed at minimising the small order problem, also known as ‘stockless’
purchasing. These contracts are frequently used for regularly required products or services to
avoid the time and cost associated with individual purchases. It is a standing offer by the
supplier to offer products and services to a buying organisation at an agreed price and within
an agreed period.

A call-off contract is a negotiated agreement with a supplier to offer a certain price for
products or services that remains valid for all purchases made within a certain period, without
any commitment on the part of the buyers to buy a certain amount – typically for the term of
a year or more. They are also referred to as framework agreements or standing orders.
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Call-off contracts are typically used in these situations:
● where there is a need for a product or a service
● where it is difficult to determine the amount required in advance
● where the price of the product or service can be easily determined

It is essential in this type of buyer/supplier relationship to measure the supplier’s
performance against certain key target areas on a regular basis – such as delivery time, quality
and so forth. It is good to link performance to the contract to avoid unnecessary service
deterioration.

It is not effective to change suppliers every year, since the benefits of forming personal
relationships will be lost. However, it is essential to ensure that suppliers under call-off
contracts remain competitively priced and that their service levels are satisfactory.

4.2.4 Fixed contracts
Fixed contracts are similar to call-off contracts, but with important differences – such as a
commitment to buy a certain number of products or services within a certain period.

This type of contract is more attractive for a supplier as there might be penalties involved if
the buying organisation does not comply with the contractual obligations, and suppliers are
more likely to offer better prices and other supply conditions. In this case, it is necessary for
the purchasing and supply department of the buying organisation to become directly involved
in the contract to ensure operational efficiency and it is best if the end users draw their
requirements against the contract directly.

Fixed contracts are appropriate where:
● there is a frequent requirement for a product or service
● the amount of the requirements over a period can be easily predicted with a reasonable
accuracy

● the price of the product or service can be easily determined

As in the case of the call-off contract, it is advisable to ensure the maintaining of a certain
level of service by writing performance measurement into the contract.

4.2.5 Partnerships and strategic alliances
We will be considering this type of relationship in more detail than we did the others, as
partnerships or strategic alliances form the cornerstone of the supply base of most buying
organisations.

● What is a partnership or strategic alliance?

Partnerships (also known as strategic alliances) are long-term collaborative forms of
relationships that are based on high levels of trust. This relationship is entered into to
improve the overall efficiency of the supply chain, increase competitiveness, reduce cost by
sharing information, reduce supply risk and collaborate on product development – to name
but a few of the reasons. Selecting the right partner is of fundamental importance as great cost,
effort and time is invested in the partnership. Contracts for partnerships are based more on
incentives than on penalties – with the understanding that both parties will go beyond their
contractual obligations and that problems that arise will be dealt with by negotiation rather
than reference to the contract.

STUDY UNIT 4: Structuring buyer/supplier relationships



56

TABLE 4.6
Characteristics of a successful partnership or strategic alliance

Mutual interdependence A genuine interest by both parties in the other’s success and a
sense of mutual obligation

High levels of trust A belief that both parties will honour the commitment made

High degree of interac-
tion on various
organisational levels

The development of close personal relationships by including
the supplier as an extension of the buying organisation

High levels of informa-
tion sharing

An increased availability of information to improve the quality
of decision-making

A focus on costs, and
not prices

A focus to determine and understand both the buying organisa-
tion’s and the supplier’s costs, with a mutual agreement to
eliminate or reduce it

Establishing joint teams
to address specific
problems

The development of solutions that are optimal for both parties
by joining forces

Investing in the
relationship

The belief that the relationship are adequately long term to real-
ise investments made by both parties

Source: Adapted from Crouch et al (2002:25)

● How can a partnership or strategic alliance be developed?

Partnerships or strategic alliances are moulded over time by both parties in a principled and
ethical manner, adding value to all involved. It is not necessarily a written contract, but an
agreement brought about by mutual understanding and respect.

It is important to be aware of the following list of activities pertaining to a partnership or
strategic alliance:

Awareness of the need for a partnership or strategic alliance: The initiating organisation (be it the buyer
or supplier) notices that a change of strategy is required in a specific circumstance and
considers a partnership as a possible solution. An analysis of all purchase products is then
made by them using the Supply Positioning Model (as discussed in study unit 3).

Conceptualising the partnership or strategic alliance: If the initiating organisation determines that
collaboration is appealing, they research the concept and implications of this strategy.

Pursuing the partnership or strategic alliance: If the initiating organisation makes a final decision to
form a partnership or strategic alliance, the strategic and operations considerations are
established to select suitable partners. This occurs by (1) determining the selection criteria, (2)
searching for partner candidates by establishing a small pool of candidates and (3) then
making the final selection.

Co-structuring of the partnership or strategic alliance: During this activity, both organisations agree to
form a partnership or strategic alliance, and establish the operational expectations and
arrangement. This is drawn up in a memorandum of understanding and publicised among the
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work force of all organisations involved. The performance measures must also be identified
and a feedback mechanism put in place to ensure continuity.

Implementing and administering the partnership or strategic alliance: Implementation must then
commence by concluding operational modifications. Dispute resolution aspects must also be
addressed.

Assessing the partnership or strategic alliance: The partners must continuously assess the alliance in
a formal manner and review the original goals. The partners must then determine if the
alliance will be sustained, modified or terminated.

Terminating the partnership or strategic alliance: Termination arrangements should be considered
and established in the outset of the relationship – to enable both parties to execute such an
event in a suitable manner (Crouch et al 2002).

● Evaluating a partnership or strategic alliance

It is important to continuously evaluate the strategic effectiveness of a supply chain
partnership or alliance, especially the manner in which the agreement achieves the
expectations and requirements set out from the start. Table 4.7 sets out the six most
important aspects to consider.

TABLE 4.7

Evaluation considerations of a partnership or strategic alliance

Adherence… to the operational standards and service level satisfaction
established.

Operational
cooperation…

measured in terms of information access and fluidity, and the
level to which the partners integrate their communication and
production systems to allow joint decision-making in real-time.

Partner coordination… as a substantive measure of partnership effectiveness relating to
character-based trust and cooperation between individuals.

Organisational compati-
bility and style…

and the sustainable length of the partnership or alliance
relationship.

Power imbalance… which can result in the partnership or alliance operating without
mutual benefit.

The level of strategic
coordination…

by the degree of joint planning of new products that takes place
and whether the partners share similar organisational goals.

Source: Crouch et al (2002:25)

● Maintaining buyer/supplier partnerships

Partnerships between industrial buyers and industrial sellers are becoming more common all
over the world. However, evidence suggests that many of these relationships do not reach
their full potential because of actions taken or not taken by the partners. While some
partnerships are doomed to failure from the beginning, many fail because the partners do not
have a process established to maintain the relationship. This section offers a model for
developing and maintaining buyer/supplier partnerships. The development portion of the
model consists of four stages: (1) buyer’s expectations, (2) seller’s perceptions, (3) mutual
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understanding and commitment, and (4) performance activity. However, certain problems in
the performance activity stage can place the relationship in jeopardy and move the
partnership to another stage: (5) corrective action. The model continues by illustrating three
approaches to mitigate these performance problems and bring stability back to the
relationship: (1) operational unilateral adjustment, (2) operational bilateral adjustment, and (3)
managerial bilateral adjustment. The key to a stable, mutually beneficial buyer/supplier
partnership over time is to understand how problems may enter a relationship and how they
can best be eliminated.

In the following section, the four stages in developing partnerships are discussed:

Stage 1: Buyer’s expectations

A primary reason for buying organisations to develop partnerships with suppliers is to
become more competitive. A competitive advantage can be enhanced by contributions from
suppliers in areas such as quality, cost, delivery, product development, product and process
innovations, and productivity. Through partnerships, buyers induce selected suppliers to
become contributors to the buying organisation’s competitive posture. This approach requires
the supply function and the individual buyer to deal with suppliers in a fundamentally
different way. Instead of diversifying risk by spreading purchases over a number of suppliers
and switching from one supplier to another to obtain desirable performance, a partnership
concentrates efforts with one supplier to continuously improve performance in critical areas.

For a seller to become a contributor to a buying organisation’s competitive posture, it is
imperative that buyers consciously formulate and develop expectations of performance and
contributions the partner will make to the buying organisation’s competitive position. These
expectations are linked to the strategic intent of the organisation, and should be clear enough
to create a precise image of how buyer and seller will contribute to each other’s competitive
advantage. Precise expectations define the type of working relationships a buyer desires from
its supply partner and determine the degree of commitment required to achieve the desired
results. Unless these expectations are clearly communicated to a prospective partner, a great
potential exists for misperceptions by either party. Moreover, if left unchecked, this could lead
to problematic deviations within a partnership after it is established.

Once a potential partner’s performance expectations have been formulated and understood,
they should be translated into specific selection and subsequent performance criteria. These
criteria will vary depending on a buyer’s expectations for the specific purchasing situation at
hand. Most partnering arrangements, however, require a careful assessment of things such as
the organisation’s basic management philosophy, and managerial attitudes toward quality,
collaborative problem solving, and so on, because these less tangible factors often can be
more important than specific operational criteria. In such cases, a buyer may have
performance expectations requiring the potential supplier to have (1) strong top management
commitment, (2) a desire to work toward continuous improvement, (3) a focus on elimination
of production process variation, (4) a desire for open and candid communication, (5)
knowledge of the buyer’s business, products and their applications, and (6) the capability to
deliver within time and cost constraints. By linking performance expectations with the buyer’s
understanding of a seller’s managerial attitudes and its performance requirements, the buyer
can construct concise requests for proposals, conduct informative on-site visits, evaluate
supplier capabilities, and establish the necessary performance criteria.
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In other words, buyers must know their needs and expectations before developing a
partnering arrangement, and these must be communicated unambiguously to the potential
partner. The result should be a mutually precise understanding that establishes the foundation
for a successful relationship that will lead to the achievement of both organisations’ strategic
intent.

Stage 2: Seller’s perception

A seller’s perception and knowledge of its targeted customers’ needs should drive its
operational and strategic decisions. Additionally, a clear perception of a specific buyer’s needs
and expectations facilitates a seller’s response to a proposal request. The more accurately the
seller understands the buyer’s expectations, the more likely it is that the proposal will match
the actual requirements of the buyer. However, in today’s business environment of shifting
priorities, numerous false starts and conflicting communications, sellers often lose sight of
buyers’ expectations. Suppliers may not always understand what types of activities and levels
of performance are necessary to match or exceed a buyer’s expectations. This lack of
understanding can have a detrimental effect on the proposal developed, negotiations
conducted, and the performance executed by the seller during the critical period of
relationship development.

The seller’s perceptions of a buyer’s expectations are partially based on communications,
history or experience, and the buying organisation’s credibility. For example, a buyer may say
that quality and delivery are primary requirements, yet decisions may appear to be based
largely on price. The seller may be aware of this divergence of rhetoric from action and
respond to a proposal request accordingly. The more a purchaser communicates its needs and
expectations and the more consistently it executes its intentions and requirements, the clearer
the seller’s perceptions of the purchaser become, thus facilitating a strategic match of the two.

Stage 3: Mutual understanding and commitment

Awareness and detailed knowledge of each partner’s requirements and expectations are
necessary to achieve a mutual understanding of performance requirements for a partnership.
This essential background information is obtained through an exchange of information about
the partners’ technical abilities, operational capabilities, and managerial philosophies. The
partners must express a genuine commitment to the relationship and a corresponding desire
to work toward its continuous improvement. It is on this foundation that partners can begin
to reconcile differing expectations, establish measurements and corrective action plans,
eliminate waste, and move to a higher level of competitive advantage. Without this mutual
exchange of information, the partners are destined to operate in a system with (1) conflicting
measurements, (2) inappropriate definitions of customer service, (3) inaccurate performance
status, (4) ineffective information systems, (5) discrimination against certain customers, (6)
poor coordination, (7) inappropriate shipping methods, and (8) organisational barriers.

There are numerous avenues for information exchange between a buyer and a supplier. These
include on-site visits, exchanges of proposals, fact-finding meetings, and sales interviews.
Within the context of a partnership, the exchange of information must occur between those
individuals who will be involved in the partnership (e.g., executive management, purchasing,
marketing, production, quality assurance, research and development). Open and candid
communication flow at all levels, and across functional areas, of the two organisations is
essential for successful partnership development. Negotiations must give way to dialogue if
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collaborative relationships are to be successful; the sharing of information holds these
relationships together.

After a series of successful dialogues, the purchaser and the supplier should have a thorough
understanding of each other’s requirements and expectations, along with appropriately
designed mechanisms to ensure the commitment and execution of a continuous improvement
programme. Such a programme should include a formal acknowledgment of each other’s
responsibilities in the relationship (e. g., achieving a certain level of quality, providing
production schedules, maintaining a certain delivery schedule, offering training, transferring
technological innovations etc.). To perform effectively, each participating individual must have
a precise understanding of his or her specific role in the relationship and must understand
how it contributes to the success of the partnership – ultimately adding value for the final
customers. Otherwise, the relationships may break down into task ambiguity and role myopia.

Stage 4: Performance activity

During this culminating stage of the partnership, the roles of each participant usually become
organisationally clearer and clearer. As each organisation successfully fulfils its responsibilities,
the original expectations usually are reinforced, leading to the development of satisfaction and
mutual trust. Successful fulfilment of the partnership’s performance requirements is shown in
the model as performance feedback to the buyer’s expectations (stage 1) and the seller’s
perception (stage 2). However, failure to adequately discharge one’s responsibilities can create
a performance deviation that may result in dissatisfaction, and if left unresolved, might
threaten the viability of the partnership. When such a deviation occurs the partnership model
shows performance feedback going to stage 5, corrective action. In this stage, the deviation is
addressed with the objective of stabilising the performance activity. Consequently, it is
essential that each of the partner’s participating personnel know specifically what is expected,
and what they can expect from their counterparts. Failure by any one of them in fulfilling
their tasks or responsibilities as they relate to the partnership will disrupt the performance
activity and necessitate the use of a corrective action available in stage 5 of the model.

Even though a partnership is effectively providing mutual benefits to the partners, all buyer/
supplier relationships are subject to possible performance problems that can be detrimental
to either or both of the two organisations. Correspondingly, a corrective action stage is
necessary to mitigate performance problems. When a variation from expected performance
occurs, the stability in stage 4 of the relationship can be lost and that may jeopardise the
viability of the partnership. Such variations often result from ambiguous responsibilities or
unanticipated events in the partnership environment. At this point, the contribution of the
relationship to the participants may be questionable, and in turn may threaten the mutual
commitment and trust essential to effective operation of the partnership (Landeros, Reck &
Plank 1995:3–13).

4.2.6 Joint ventures
A joint venture is a separate entity formed by two or more parent organisations and owned
by them. This might be created for reasons similar to those of partnerships, such as reducing
risk, developing new products or improving operational efficiency. However, here there is no
need to depend on the cooperation of individual organisations to achieve success as direct
influence can be exerted through ownership.
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They are, however, more expensive to set up and to manage. The issue of trust is nonetheless
less important because all the organisations involved will have the ability to control the joint
venture, delivering a product or service that is significant to them and thereby improving their
competitive advantage.

Performance measurement against vital key organisational objectives is of vital importance in
this circumstance as products or services delivered by the joint venture will probably
influence the individual organisation’s competitive advantage.

4.2.7 Internal provision
If it seems as though the relationship with a key strategic supplier cannot be amended,
internal provision becomes a viable proposition. Internal provision occurs where an
organisation decides to make provision for certain products and services itself by vertical
integration (making or providing an item or service internally which was previously bought
externally) – rather than relying on the supply market. The business unit put in place becomes
part of the organisation – with its objectives and applicable measuring systems. Internal
provision is therefore the opposite of outsourcing (buying or providing an item or product
externally, which was previously made internally).

Internal provision has a number of advantages:
● there is maximum control
● the goals of the business unit providing the product or service are in line with the
organisation

● sharing of common systems
● supply capacity is ensured
● supplier’s profit margin is excluded from the cost

SUMMARY
It is very important to structure a buyer/supplier relationship correctly from the outset of the
interaction between the buying organisation and supplier. We were focussed on three aspects
in this regard. Firstly, we established what the standing is between the buying organisation and
the supplier. This was done for forming new relationships, as well as evaluating the buying
organisation’s existing relationships with its suppliers. We then distinguished between the
eight typical types of buyer/supplier relationships (spot purchases, regular trading, call-off
contracts, fixed contracts, partnerships, strategic alliances, joint ventures and internal
provision). It stands to reason that the buying organisation will not establish the same type of
relationship with all suppliers because of the diverse nature of goods and services it acquires.
Lastly, we highlighted the importance of the correct type of contract with the supplier in
order to support the specific type of buyer/supplier relationship envisioned by the buying
organisation.
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SUMMARY OF TOPIC II

This brings us to the end of Topic II. Study unit 3 was concerned with providing an under-
standing of the establishment of buyer/supplier relationships from the perspectives of both
theory and practice. This was done by explaining the different supplier relationships models
(the Cox model; the Bensaou model and the IMP model), and highlighting their practical use-
fulness to purchasing, sourcing and supply professionals.

Study unit 4 confirmed that it is important to structure a buyer/supplier relationship correctly
from the outset of the interaction between the buying organisation and supplier. We focussed
on three aspects in this regard. Firstly, we explained the establishment of the status of a rela-
tionship between the buying organisation and the supplier. We then distinguished between the
eight typical types of buyer/supplier relationships (spot purchases, regular trading, call-off
contracts, fixed contracts, partnerships, strategic alliances, joint ventures and internal provi-
sion). It stands to reason that the buying organisation will not establish the same type of
relationship with all suppliers because of the diverse nature of goods and services it acquires.
Lastly, we highlighted the importance of the correct type of contract with the supplier in order
to support the specific type of buyer/supplier relationship envisioned by the buying
organisation.

Topic III will focus on the manner in which the buying organisation can ensure performance
from all its suppliers by changing and improving buyer/supplier relationships.
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INTRODUCTION
Organisations exist and operate in a rapidly changing environment. They are subjected to
constant change and to survive and remain competitive they must adapt and change. This is
because change is the only viable reaction to any business opportunity. Buying organisations
expect their suppliers to change in step with itself, moving forward collectively, with common
goals and objectives. If this happens, organisations in a close relationship with other
organisations such as a supplier can regard each other as strategic asset and they can harness
all resources and creativity in a holistic manner. In order to achieve this goal, organisations
need to understand the changes. In this study unit, we will explore the concept of change and
the management of change by identifying the sources or forces of change, reactions to change,
communication in change and the implementation of change and change control.

Often buyer-supplier relationships are structured in such a manner that it seems to resist
change. According to Lysons and Farrington (2006:237) it is a truism that good supplier
relationship management is not reactive but aims to anticipate and respond to future
contingencies.

Study this study unit in the study guide, as there is no prescribed book for this
module.

LEARNING OUTCOMES

After working through this study unit, you should be able to:
– briefly explain change and change management
– list the sources of change
– summarise different reactions to change
– highlight the correlation between change and communication
– explain the implementation of change
– explain the concept of change control
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KEY CONCEPTS

You will find the following key concepts in this study unit:
√ change management
√ sources of change
√ forces of change
√ reaction to change
√ communication
√ behaviour
√ change control

5.1 INTRODUCTION TO THE MANAGEMENT OF CHANGE
The aim of the supply chain concept is to add value to all the organisations involved.
Unfortunately, convincing suppliers to become part of this approach is not an easy task as
different organisations rarely share the same goals and objectives. It is however possible, once
the internal stakeholders of the hub organisation (in this instance from the buying
organisation’s perspective) and the external shareholders (such as supplier and customers in
the supply chain) buy-in into the concept. How is this achieved?

It can be achieved by firstly ensuring that the buying organisation itself is geared to respond
to internal changes in a constructive manner. However, merely responding to changes is not
enough, changes should be driven to incorporate greater efficiency, eliminating wasted effort
and eradicating irrelevant activities that do not contribute to the organisation’s bottom-line in
any manner. Then focus can shift to include responsiveness to external changes, including
changing market conditions, new business opportunities, new technology, more convenient
distribution channels and more demanding customer expectations.

5.2 SOURCES OF CHANGE
As noted above, resistance to change should be expected. According to Emmett and Crocker
(2006:163) change is one of the constants of modern life; the only certain aspect of the future
is that it will be different – a future of stable turbulence. It is in dealing with this uncertainty
in the future that managing change becomes a key management task. Managing change
involves the full and complete management repertoire.

There are many sources of change such as:
● political changes, for example trade agreements
● economic changes, for example currency fluctuations and inflation levels
● social changes, for example lifestyles and increased leisure
● technological changes, for example ICT
● legal changes, for example legislation
● organisational changes, for example takeovers, closures and new start ups

Some of these may well sponsor the adoption of better supply chain relationships. Lysons and
Farrington (2006: 174) identified four basic types of change that particularly affect purchasing
and supply management and therefore, also to buyer-supplier relationships:
● technology changes, such as IT and e-procurement
● changes in product or service purchasing, for example, purchasing was traditionally mainly a trans-
actional process, concerned with obtain items for production or other internal use,
increasingly involved with strategic issues
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● administrative changes and the move from discrete purchasing ‘departments’ to functional
procedures, such as the scanning, screening and selection of cross-functional sourcing
teams

● changing human resources needs, such as the need for trained purchasing professionals
● changing business relationships which arise from acquisitions, mergers, joint ventures and part-
nership alliances

5.3 REACTION TO CHANGE
Change can be dramatic and can, if handled wrongly, be traumatic enough to cause a
company to fail. Change will almost always influence people at some time. The impact will
vary, but all those involved will experience and go through more or less the same stages,
usually however, at different times. Table 5.1 shows the stages involved with some typical
responses. Stage 1 commences when a person first hears about the change.

TABLE 5.1
Stages of reactions to change

Stage Comments “Here” to “there”

(1) Shock, immobilised “They cannot do it” Past orientation

(2) Denial ‘We will never do it” Past

(3) Frustration and defensive “It is just too difficult” Past

(4) Acceptance and discarding “I might try” Past/future

(5) Testing “Let’s try” Future

(6) Search for meaning “It seems to work” Future

(7) Integration “I can do it” Future

People’s attitudes to change will therefore vary in any group of people. These attitudes can be
emotional and wide ranging. It can vary:
● from stimulating to resisting
● from exciting to denying
● from dynamic to fear
● from anticipation to anger
● from enthusiastic to stress
● from exciting to concern
● from challenging to worry
● from opportunity to certainty
● from visionary to staying with the current situation

It is critical to appreciate that all people will go through such emotional responses, but they
do it differently and at different times. Managers need to be alert to such variations and to
manage them effectively, remember that people have to cope and deal with changes one at a
time.

Resistance to change can however be minimised when:
● it is agreed by all
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● it is owned by individuals
● it is supported by management
● it follows culture and values
● it decreases current problems
● it increases new experiences and interests
● emotions are understood by management
● reactions are allowed to be discussed with management
● it does not cause personal security to be threatened

The dynamics of change are found in any change situation. There are two forces dynamically
involved, the driving and the restraining forces.

Examples of driving forces are:
● job enrichment
● upgrading
● broadening
● more responsibility
● more reward
● more status
● better conditions
● easier work

Examples of restraining forces are:
● de-skilling
● no discretion
● changed jobs
● more difficult work
● degrading
● no promotions
● redundancy

One force represents the “foot on the gas”, while the other one represents the “foot on the
brake”. A key action therefore is to identify the driving forces (and the backers) and the
restraining forces (and the blockers) in a change situation. Next is to recognise that if we
move forward by increasing the driving forces, then resistance may well increase to maintain
the balance. Consequently, the best way to move forward is by analysing the restraining forces
and trying to minimise their impact.

Buyer/supplier relationships need to take both internal and external changes into account to
strategically position the offered product or service to satisfy the customer’s latest wants and
needs, generating additional revenue and profits. This means that both the buying
organisation and its network of suppliers need to be responsive.

A natural inclination for the buying organisation may include the following, which is not
promoting supplier relationships:
● push as much risk as possible downstream to the supplier network
● paying minimum prices although greater returns are available on the market
● giving the suppliers only the necessary information they need to directly respond to the
changes in the marketplace
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However, in the ‘hostile’ changing world, suppliers will want to do the following, which are
not good for relationships between the supplier and the buyer (which is his customer):
● defer as much risk as possible to the buying organisation
● make the most profit they can
● get as much intelligence as they can for their own benefit to maximise profits and to lock
the buying organisation into business with them

Both the buying organisation and the supplier put their competitive position in danger, if they
continue to operate with such diverse, independent and conflicting strategies. It is however
the natural reaction in uncertain times. A great degree of integration might be the most
extreme solution – but is exactly what is sometimes required in the supply chain context. This
approach can lead to a sharp increase in initial costs, but will render larger cost savings on a
long-term basis.

5.4 CHANGE AND COMMUNICATION
Communicating involves sharing information between people, up and down and side-to-side,
with the objective being to prevent misunderstanding. The dictionary defines communication
as “the process of conveying, imparting or exchanging information”.

Unfortunately, much of what passes for communication is actually one way and no attempt is
made, either, to check on whether it has been understood, as demonstrated by one FTSE 100
company who renamed all their notice boards “communication boards”. (The former
description was the correct one.) In order for communication to be effective, it is not
sufficient simply to transmit a message; it must be received and understood.

Managing change is a skilful process, and a key skill in dealing with change is communication.
It has been said that communication and change are synonymous as people are fearful and
uncertain and therefore need to be communicated with clearly.

This communication will involve the following:
● Do not “tell” propaganda, but “sell” proper communication.

– Inform at all stages
– Ask questions to uncover feeling
– Listen carefully to answers
– Use written communications only where appropriate. Concentrate mainly, on face-to-
face methods

– Consult wherever possible
– Admit any mistakes and learn from them
– Celebrate individuals and group success
– Be as open as you can

Communication is not a once-off exercise but is continual: during change, communication
should be continuously. It is critical to involve people – communicate, listen, give people
chance to air objections and give people time to adapt.

5.5 THE IMPLEMENTATION OF CHANGE
In a supplier-buyer relationship communications within the organisations and across to the
other organisation in the relationship is of vital importance. Continuous communication
about changes in the environment that cause risks and opportunities for both parties should
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regularly be reviewed and communicated between the buying organisation and supplier. A
close relationship and open communication channels, and particularly trust (refer to previous
chapter) should govern buyer-supplier relationships in uncertain times.

We have previously mentioned that changes should take place in organisations and in
relationships because of a changing environment. Kurt Lewin, a behavioural scientist, argues
that the process of implementing change involves three basic steps (illustrated in figure 5.1)
Lysons and Farrington (2006:176):

Step 1: Enabling people or organisations to be willing to change (unfreezing).
Step 2: Changing selection of techniques to implement change.
Step 3: Reinforcing and supporting the change so that it becomes a relatively permanent part

of organisational processes (refreezing).

FIGURE 5.1

The change process (Lewin’s model)

Phase 1
Unfreezing

Phase 2
Changing

Phase 3
Refreezing

Recognition of need for
change

Overcoming resistance to
change

Techniques for changing peo-
ple, tasks, structure,

technology
Overcoming resistance to

change

Trying out changes
Modifications where

required

Source: Lysons & Farrington (2006:176)

Numerous writers have produced step-by-step guides for the implementation of change but
we regard it as suffice to outline the extension of Lewin’s model by Kotter and Schlesinger.
They suggest an eight-step process for the successful implementation of change – the first
four steps being directed at the defrosting of a hardened status quo (or culture), steps five and
seven introduce new practices and the last step corresponds to the first process, ‘refreezing’,
which helps to make them stick.

The eight steps are (Lysons and Farrington (2006:176–177):

Step 1: Establishing a sense of urgency – recognising the need for the enterprise or a function
within the enterprise to change if it is to achieve and retain competitive advantage or
cope with crises and opportunities.

Step 2: Creating the guiding coalition – creating and empowering a group to lead change are en-
couraging the group to work as a team.

Step 3: Developing a vision and a strategy – ‘vision’ in this context means having a clear sense of
what the future requires and the strategies required to turn the vision into reality.

Step 4: Communicating the change – vision using every available communication media to create
an awareness of the visions and strategies to employees and others affected and se-
cure their cooperation and involvement.

Step 5: Empowering broad-based action – removing obstacles, changing structures or systems and
encouraging new approaches.
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Step 6: Generating short-term wins – strategies usually involve some shorter-term goals as the
achievement of these goals provides encouragement to sustain people in their efforts
to attain longer-term objectives.

Step 7: Consolidating gains and producing more change – reinvigorating the process with new proj-
ects, themes and change agents.

Step 8: Anchoring new approaches in the culture – stabilising change at the new level and reinforc-
ing it by means of such supporting mechanisms as policies, structure or norms.

There are also those who criticize these ‘step’ models of change (such as the one outlined
above) on the following grounds:
● they assume that organisations act in a rational predictable way, while the reality is that they
consist of a diverse range of people with diverse ideas and opinions about the right course
of action

● step models assume that change management can be reduced to a number of discrete, se-
quential steps and that change has an identifiable beginning and end, while the reality is
that it is uncertain, unpredictable and contingent and “we cannot expect the processes and
final outcomes of change to map out clearly before us”

● step models fail to recognise that the creative and critical skills required by managers to
successfully engender change cannot be captured in “a few rules or simple recipes for
success”

They, therefore, concluded that, rather than offering simplistic n-step accounts, writers should
recognise that their models need to incorporate some of the complexities of real life. Step
models are dishonest and paint an inaccurate and oversimplified picture of the change process.

Probably the best approach is to recognise the importance in all change situations of
communicating the need for change, consultation with all affected by the change and
commitment to the successful implementation of change by all involved. In any event,
learning organisations do not suddenly adopt strategic change but, rather, are perpetually
seeking it.

5.6 CHANGE CONTROL
Contracts that preclude changes are counterproductive to identifying and reacting to new
opportunities for either the buying organisation or its supplier network. It is unrealistic to
believe that one can deflect any changes, but it is imperative to control the way changes are
contended with between the buying organisation and the supplier. Change control aims to
ensure that all changes are assessed and approved by management before their
implementation.

The aims of change control are:
● minimal disruption to services
● deduction in back-out activities
● economic utilization of resources involved in implementing change

Change control is a formal process used to ensure that a product, service or process is only
modified in line with the identified necessary change. It is particularly related to software
development because of the danger of unnecessary changes being introduced without
forethought, introducing faults into the system or undoing changes made by other users of
the software. Later it became a fundamental process in quality control. A change ‘freeze point’
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was introduced to suspend any further changes until after the completion of the initial project.
Change control is also formally used where the impact of a change could have severe risk
and/or financial consequence. Typical examples from the computer and network
environments are the upgrade of operating systems, network routing tables or the electrical
power systems supporting such infrastructure, not forgetting changes to the contract itself.

Open communication is needed between buyers and suppliers in a change control situation.

SUMMARY
Change is the only constant remaining in business, and in a strategic supply management
environment the capability to make rapid alternations to a contract, as well as the buyer/
supplier relationship, is vital. However, with change comes stress, which can lead to a loss of
focus and be detrimental to both the buying organisation and the supplier involved. As such,
organisations must avoid distractions from their core business because of changes brought
about by establishing a formal relationship, and be prepared to implement such changes to
the mutual benefit of both organisations. Study unit 5 attempted to clarify the concept of
managing change by establishing the sources of change, the forces for change, reactions to
change, communicating change; the implementation of change and change control.
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INTRODUCTION
The establishment of a new or the transformation of an existing buyer/supplier relationship
is by no means complete once the changes are negotiated and implemented, and the contract
is compiled and signed. This only constitutes the starting block when managing the buyer/
supplier agreement in a performance-based manner. This is not true for all types of buyer/
supplier relationships; however, as the management effort will increase with the increased
complexity of the contract.
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Let us then explore the gist of supplier contract management in a strategic supply
management environment. The study unit will focus on the definition of supplier contract
management, explaining the use of the contract lifecycle and answering the question: “Why
the need for supplier contract management?”

We will cover several ways to respond to the challenges brought on by supplier contract
management, as well as improving the management of supplier contracts. We will then outline
the best practice supplier contract management strategies, and distinguish between the
benefits and risks of supplier contract management. Lastly, we will focus on the organisation
of supplier contract management, and the supplier contract management functions.

Study this study unit in the study guide.

LEARNING OUTCOMES

After working through this study unit, you should be able to:
– define the concept supplier contract management in your own words
– summarise the use of the contract lifecycle
– explain why there is a need for supplier contract management
– distinguish between the ways to respond to the challenges of
– supplier contract management
– identify ways of improving the management of supplier contracts
– outline the best practice supplier contract management strategies
– list and discuss the benefits of supplier contract management
– list and discuss the risks involved in supplier contract management
– analyse the organisation for supplier contract management
– identify and summarise the supplier contract management functions involved in every

level of supplier relationship management with the aim of a schematic diagram

KEY CONCEPTS

You will find the following key concepts in this study unit:
√ supplier contract management
√ supplier contract lifecycle
√ visibility into contract
√ contract management
√ long-term supplier performance
√ short-term supplier performance
√ supplier opportunism
√ captive supplier
√ compliance management
√ performance management
√ long-term programmed performance

6.1 DEFINING SUPPLIER CONTRACT MANAGEMENT
Buying organisation must appoint a supplier relationship team (or contract management
team) with the skills necessary to optimally manage all their longer-term contracts with
strategic suppliers on a day-to-day basis. As soon as a contract has been negotiated and signed,
it is the responsibility of the supplier relationship team to ensure that all of the agreed terms
and conditions are fulfilled. They must also resolve any conflict that might ensue from the
breach of the agreement. It is therefore important for them to know exactly what supplier
contract management entails.
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It is important to note from the outset that every type of buyer/supplier relationship as
discussed in study unit 4 is not underpinned by the same type of contract. It is clear that a
buying organisation will refrain to commit the time, effort and cost involved to establish an
intricate contract for a clear spot purchase. In this instance the simple agreement (generally
referred to as a purchase order) will be executed and terminated in a short period.

The use of contracts in business relationships has long been the lifeblood of a business, as the
contracts provide the terms, pricing, and service levels of customer, partner and/or supplier
relationships. Contracts provide a framework by which an organisation manages and mitigates
risks in its supplier relationships. As a result, contracts have become the living breathing
documents that control the dynamics of everyday business in an ever-increasing fashion.
More and more buying organisations are attempting to put all purchases made under the
structured framework of a written agreement. They even attempt to eliminate spot purchases
(many once-off or small amount purchases), by consolidating the spending on spot purchases
(be it products or services) under a contract with a particular supplier of a variety of products
and services.

Where a buying organisation and one of their large suppliers decide to establish a strategic
partnership or alliance, it needs to be supported by a constructive buyer/supplier relationship
process. The business objectives, processes and procedures of the different organisations may
vary considerably and will influence the manner in which they approach the agreement in the
execution and maintenance phase. A clear, written agreement is required to outline the nature
of the agreement and constitute the scope of the relationship between the parties.

According to Hassim, (2007:28) supplier contract management is the formalisation of a
supplier/buyer arrangement where one party supplies a range of products/services (i.e.
commodities) to the other, whereby the terms of business are documented in a structured
document(s) that provides clarity on the legal obligations of each party. Management of this
formalised relationship allows an organisation a degree of control over the deliverables and
performance requirements.

Contract management requires the systematic management of contract creation, execution,
compliance and analysis to maximise performance and minimise risk. With the increase in the
complexity of doing business coupled with the increase in transaction volumes and value in an
ever-tightening regulatory framework has resulted in businesses taking note of the importance
of proper management of contracts with their suppliers. Most organisations manage their
contracts through a decentralised, paper based approach using ad hoc spreadsheets or
databases. This exposes the enterprise to significant risk.

We can thus define contract management as safeguarding the implementation of a reciprocal
agreement between all parties to require the fulfilment of their contractual obligations to
ensure that immediate action can be taken to effectively and efficiently manage any changes
that may occur.

6.2 USING THE CONTRACT LIFECYCLE
The adoption of a contract lifecycle model assists in following a structured approach to
supplier contract management. Understanding the lifecycle of a contract is crucial to
managing it effectively (Hassim 2007:28). Contract lifecycle management (CLM) allows for
enhanced visibility, control, and performance in the areas of meeting and complying with
regulatory requirements, risk management, and cost control. This requires companies to
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improve the processes and tools they use to manage the various activities involved in contract
management, from contract creation to performance measurement.

According to Hassim (2007:28) international research by bodies such as the IACCM and
Aberdeen provides significant insight to the lifecycle of a contract and can be described as follows
(it is also illustrated in figure 6.1):
● Creation, including negotiations and collaboration; document redlining and approval; en-
suring use of standardised contract templates and clauses; and enforcing business
oversight and controls.

● Activation, including establishment of a central repository for all contract information.
This repository should be searchable, and integrate directly with key transactional systems
in order to make contracts ‘active’.

● Compliance, including proactive tracking of internal usage of preferred suppliers and con-
tracted pricing, as well as monitoring and auditing of contract terms, changes and
performance, to ensure regulatory compliance.

● Analysis, including the active enforcement of spending against budgets; and balancing or-
ders between preferred suppliers, to optimise usage and returns; also, term analysis of
contract performance and attributes to determine budgeting, sourcing, supplier manage-
ment and risk strategies.

FIGURE 6.1

Supplier contract lifecycle stages

Source: Hassim (2007:29)

6.3 WHY THE NEED FOR SUPPLIER CONTRACT MANAGEMENT?
With the continuous drive to provide and improve shareholder value and competitive
advantage, organisations are required to take stock seriously, of how they manage their
contracts with suppliers. This is further re-enforced by organisations facing pressures to
improve risk management and mitigation by gaining more control and insight into their
contracts. The on-going increase in the complexity of the regulatory environment, both
internally and externally, is requiring organisations to ensure that compliance with all
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regulatory requirements is maintained. In addition, supplier contracts are increasing in
complexity due to issues such as globalisation, outsourcing, and intricate partnerships.

Poor supplier contract management attracts a host of unnecessary strains on the business and
procurement in particular. According to Hassim (2007:29), the following are symptoms of poor
contract management:

● Fragmented Procedures

− Increased individualistic buying
− Increased supply and financial risk (potentially impacting on the quality aspects of the
product/service procured)

− Under-leveraged spending

(Approximately 40% of companies either lack formal procedures for creating and managing
contracts or use approaches that vary across their organisations.)

● Labour-intensive processes

− Long sourcing and contracting cycles (adds to costs)
− Less spend under contract management
− Non-competitive negotiations

(At most companies, contracting cycles are executed in a series of disparate and largely
manual activities. The Aberdeen Group’s Research has found that it takes 20 to 30 days, on
average, for a company to create, negotiate, and finalise a contract after the initial sourcing
cycle is complete.)

● Ineffective compliance monitoring and management

− Increased individualistic buying
− High purchase price variance (paying more for products/servicing)
− Missed rebates
− Missed supplier discounts
− Poor visibility into contracts
− Poor compliance as contract terms not fully understood
− Inconsistent and risky terms
− Limited visibility to spending (not maximising spend)

(Nearly half of companies continue to store at least a portion of their contracts in paper
format or in disparate systems/databases, limiting their ability to locate contracts, let alone
monitor and manage compliance, access revenues and rebates, and analyse performance.)

● Inadequate performance analysis

− No view of commodity category performance
− Violations of policy and regulations
− Under-leveraged spending
− Little caution on supplier risk

The above list provides good insight into the importance of supplier contract management –
a key area within strategic sourcing. Suppliers that are not properly managed will seek ways to
maximise this position, often to the detriment of the organisation in question. The challenges
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of poor supplier contract management may also result in the development of frustration, as
efforts to evaluate contract performance prove to be more than a simple challenge.

6.4 WAYS TO RESPOND TO THE CHALLENGES OF SUPPLIER
CONTRACT MANAGEMENT

Companies of all sizes in countries are experiencing the challenges of supplier contract
management across the globe. Some companies are responding better than others due to
many factors, including their size, processes, systems, people and macroeconomic elements.
Research conducted by global research firms in the purchasing and risk space have identified
a number of actions that would provide assistance in responding to these challenges. These
actions will certainly improve contract management efficiency and performance:

● Standardising contract management processes and methods

This includes implementing policies that enforce the use of standard risk-assessed and
approved contract ‘language’ and templates. An examination of the enterprise contract
management (ECM) programmes of many companies has found that, while many companies
have defined processes and protocols for contract negotiations, few have well-defined roles,
responsibilities, or processes for contract administration. In many cases, contracts and related
compliance are only reviewed as contracts come to term. Such an approach to contract
administration can lead to countless factors, including incorrect pricing, late payments, missed
service milestones and revenue opportunities, insufficient certifications and insurance, and
increased risk.

● The adoption of technology

In conjunction with standardisation, the adoption of technology proves to be of great value
and really makes the processes efficient. Establishing a formal programme to manage supplier
contracts is a critical step; however, it is not enough. Technology plays a key role in enhancing
visibility into contracts, which is one of the factors that impede effective management of
supplier relationships and performance. The ability to search through contracts and having
visibility into pricing, terms, clauses etc., is critical to gaining control and managing supplier
contracts. Technology is also a key element of monitoring and tracking contract compliance
and performance.

● Securing executive support

Without the support of top management (executive management), little can be achieved in the
business. This support is vital if companies want to improve their levels of compliant
purchases. With high-level support, people are likely to adhere to their organisation’s various
policies and procedures. Input and buy-in from executives and other key stakeholders, a clear
vision, objectives, and a set of matching targets should be established for the contracting
process and contract process capabilities. These must also reflect the higher-level business
objectives and strategies.

● Performance measurement

Performance measurement forms an essential activity that allows companies to measure
improvements in the performance of suppliers. This will be discussed in more detail in study
unit 7.
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The following three areas are of importance:
− Transactional compliance – This refers to internal operational compliance (e.g. employee’s use
of preferred suppliers, pricing accuracy, service execution and payment accuracy)

− Process compliance and performance – Compliance with pre-established protocols, governance
and pre-approved contract language. Also measuring the efficiency and accuracy of con-
tract process, such as contracting cycle times by contract type and group and completeness
and accuracy of records in the contract database

− Regulatory compliance – Be sure to track all financial, environmental, and industry-specific
regulations and reporting requirements. Ensure that contract language, administration and
reporting comply with regulations. The impact of Broad Based Black Economic Empow-
erment with specific reference to Preferential Procurement and BEE Sector Charter
Compliance should be considered

6.5 GUIDELINES FOR IMPROVING THE MANAGEMENT OF
SUPPLIER CONTRACTS

With the on-going need to ensure that suppliers are effectively managed, the need for
formalising the business relationship through contracts is imperative. To ensure effective
management of supplier contracts, the following few guidelines are suggested:
● contract procedures – Clearly define and communicate procedures and protocols for the
complete contracting process and contract administration

● Stakeholder support – Ensure proper executive and stakeholder support for both contract
management initiatives and automation investment

● Internal collaboration – Increase collaboration among internal stakeholders, especially pro-
curement and finance. This will ensure that all internal stakeholders work in a cohesive
manner for the benefit of the business, its customers and suppliers – a necessary ingredient
for success

● Reporting – Define information and reporting requirements comprehensively for contract
management. This will permit visibility on consumer performance coupled with early iden-
tification of supplier issues

● Investment management – Make appropriate mid- to longer-term investments in procure-
ment contracts management process capabilities. By planning and investing in suppliers
accordingly, the business will be able to manage its capacity more effectively

● Usage of tools – Adopt advanced tools for better reporting, analysis and risk management.
Using tools and technology will allow a more informed approach to managing supplier re-
lationships and the supply chain. This will result in savings in the long term, coupled with
more improved supplier relationships

6.6 BEST PRACTICE SUPPLIER CONTRACT MANAGEMENT
STRATEGIES

Through on-going research, the Aberdeen Group uncovered the interesting characteristics
common to organisations that demonstrated the greatest return from their contract
management initiatives.

These organisations apply the following practices:
● continually develop and enforce standard processes for contract management
● use commercially available contract management solutions, with emphasis on having capa-
bilities to store, search, and retrieve critical contract information
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● use risk-assessed contract language, wherever possible, to streamline and improve effi-
ciency of the contracting process

● perform regularly scheduled audits and performance checks using pre-defined metrics to
measure improvements in compliance and overall contract performance. In addition, they
conduct regular monitoring and tracking of supplier contracts

● identifies contract management ‘champions’ and secure strong executive and stakeholder
support to drive adoption and internal contract compliance

● selection team that was responsible for gathering contract management system require-
ments and preferences from each division and communicating the intent and progress of
the programme

6.7 BENEFITS OF SUPPLIER CONTRACT MANAGEMENT
Supplier contract management is the enabler for a multitude of benefits, if it is executed
properly. A few of these benefits are detailed in this section, which is mostly based on the
work of Moore (2002:272–276):

6.7.1 Monitoring the buying organisation’s responsibilities
The buying organisation is required to monitor and control its own performance by
identifying all terms and conditions under the contract that drive the supplier’s ability to
perform. This might include the sharing of information with the supplier in order for them to
plan effectively. Otherwise, the supplier might call upon a delay and disruption claim to
impose a change in contract stipulations due to a breach of contract on the side of the buying
organisation.

6.7.2 Monitoring the supplier’s responsibilities
The buying organisation’s responsibilities directly affect the supplier’s responsibilities. If the
buying organisation live up to all the expectations put forward in the contract, they can
allocate resources to access the performance of the supplier in terms of the standards set
regarding the set schedule (time), assigned value of purchase (money), and specifications
(quantity/quality).

6.7.3 Get superior short-term supplier performance
The management of a contract ensures that a supplier honours the contractual obligations set.
This entails that the supplier at least obtains the minimum level of product or service
functionality required in a short period. In this time, the supplier will merely ensure that the
product or service is adequate, not enough to enhance the buying organisation’s competitive
position.

6.7.4 Get superior long-term supplier performance
Generally, the buying organisation will only achieve long-term supplier performance if a series
of rights, rewards and remedies are stipulated in the contract. This is achieved by asking a
series of strategically driven questions, such as: Are the suppliers committed to the buyer/
supplier relationship beyond the confines of the contract? Is the supplier sharing their
accurate cost structure?
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If the buying organisation is succeeding in the management of the long-term supplier
performance, they should reap the following benefits:
● assurance of continued supply, especially in an environment where the product or service
is prone to severe supply disruptions

● access to supplier technology, which might not have been available to the buying organisa-
tion and can result in a more competitive position for both parties

● access to cost/price information, enabling the buying organisation to create incentives for
the supplier as they are able to determine the value of the product provided or service ren-
dered more accurately

● volume leveraging, driving the supplier towards a higher rate of performance improvement
as a result of possible capital investment, additional assistance to accelerate the learning
curve effect and improved commitment on behalf of the supplier

6.8 RISKS SUPPLIER CONTRACT MANAGEMENT ENCOUNTERS
The following primary questions must be considered when considering contract management:
● What is the potential for opportunism by the buying organisation or the supplier?
● Is this the right supplier to engage in a longer-term arrangement?
● Is there a fair distribution of risk and gains between the parties involved?

It is necessary to take a closer look at these aspects as dealt with by Monczka et al (2010:338–
339).

6.8.1 Supplier opportunism
The buying organisation must constantly be aware of the fact that a supplier can become
complacent and lose motivation to maintain or even improve performance as the contract
progresses. Performance deterioration can be observed in a variety of ways, such as higher
prices, lower quantity and quality and increased cycle time. Again, it is important to build in
appropriate rights, rewards and remedies to entice the supplier to perform as expected over
the longer-term agreement.

It is part of contract management for the buying organisation to identify what the adequate
supplier performance is, how performance measurement will take place and the corrective
steps to be taken if the supplier fails to deliver on its contractual obligations. More than this, it
is to motivate suppliers toward continuous improvement of their efforts.

6.8.2 Selecting the wrong supplier
There are obvious risks involved with selecting the wrong supplier. This can be because the
best available supplier was not correctly identified, by a lack of adequate research on the part
of the buying organisation pertaining to a supplier’s past performance, capabilities, financial
stability, technology and commitment to the relationship.

Once a contract is in place with a specific supplier, it is very difficult to switch suppliers.
Therefore, the buying organisation must allocate sufficient resources used for investigative
purposes prior to the signing of a contract.
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6.8.3 Supplier volume uncertainty
Successful contract management considers the needs of both parties. The buyer must
consider a number of issues from the supplier’s perspective. The first is volume uncertainty,
especially when a new product or supplier is concerned. Initially a buyer indicates that a
certain purchased volume level can be expected, however this might never be achieved as a
result of possible over forecasting of requirements, lack of marketability of the final product
or service, competition in the market place and other environmental considerations.

6.8.4 Supplier abandons other business
Contracts might lock the suppliers’ ability to serve the buying organisation’s competitors and
lead to lost profitable business opportunities. It can also lead to a lack of capacity on the
supplier’s part to take on more customers and expand their business.

6.8.5 Buyer is unreasonable
Another risk involving contracting might be the likelihood of the buyer making extraordinary
demands once the contract has been signed. Unforeseen customer demands typically result in
higher costs that the supplier may or may not be able to recover under the terms of the
agreement.

6.9 ORGANISING THE FUNCTIONS AND CONTROL IN SUPPLIER
CONTRACT MANAGEMENT

After the buying organisation’s management is convinced that critical high-order supplier
contract management functionality is required to monitor and enhance supplier performance,
two questions arise:
● What should be managed within the contract?
● Who should be responsible for managing the contract?

Unfortunately, there is not only one correct answer to these questions and often constitutes a
source for heated debates within organisations. This can be assigned to the IT department,
the purchasing office or even a separate department tasked only with the implementation and
contract management activities. This decision will depend on a number of factors, including
the skill levels of key staff within a certain functional area of the organisation.

In many organisations, contract management never gets off the ground because responsibility
is not assigned to a specific department or individual. It is understood that the first step in any
contract management situation is to assign responsibility for it. This should be done in writing,
with a clear delegation of executive authority (Moore 2002:277–278).

Contract management sets the foundation for different levels of supplier relationship
management according to Moore (2002:278–292). Too often suppliers are not managed to
obtain the minimum requirements set forth in the contract. Without the proper tracking,
buying organisations often do not realise that they are being defrauded. Proper administrative
management of the contract allows the buying organisation to move into performance
enhancement and finally into the ability to use the supplier management function for
organisational competitive advantage. In this section, we will attempt to give you an overview
of the different levels of supplier relationship management, as well as the contract functions
necessary to complete the objective of each (Refer to figure 6.2):
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Level 1: administration
Level 2: compliance management
Level 3: performance management
Level 4: long-term programmed improvement

FIGURE 6.2

Contract management functions and levels

Source: Moore 2002:279

6.9.1 Administration
The starting point for contract management is to simply know what is going on. Several
functions can fall under this level, and they are not any less important than any other contract
management function. They are in fact the foundation of the contract management endeavour.

● Document management

Significant amounts of data are required concurrent with the supplier’s performance. Training,
operation and maintenance manuals, design reviews, architecture, scheduling, financial reports
and logistics schedules are a few of the documents that may be required by contract. Failure
to effectively manage these documents can lead to a buying organisation not receiving
adequate service levels from its suppliers as it does not only take time and money to get these
documents in place if they are not, but tracking of these documents is potentially vital for the
completion of a project. Should a request for clarification, a compliance demand or other
notice go unanswered; a project can completely miss its objective.
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● Financial management

Purely from a cash-flow perspective, the buying organisation should try to keep its money as
long as possible during performance of a contract. This does not only make fiscal sense, it
also sustains leverage during contract performance. Nevertheless, suppliers will want as much
money as fast as possible. Structuring payment competently is thus of vital importance, as
well as tracking that payments are made as scheduled. Most complex deals are negotiated with
a financial profile that correlated performance to cash flow. Set milestones are verified before
payment is made.

● Asset management

All assets (moveable and immoveable) must be coordinated, tracked and delivered by either of
the two parties as is instructed in the contract. Firstly, the assets must be identified and
documented. The primary responsibilities of the administrator for assets are to: (1) develop an
on-going accounting and inventory of all assets acquired by either party under contract; (2)
develop or implement an existing identification system; (3) ensure that the assets are properly
marked and (4) create a database that lists information such as the date acquired, location of
asset, value of asset etcetera.

● Change management

Change management was discussed in great length in study unit 5. What is important to note
however is that controlling constant change in this environment is paramount for success.
The idea is to create processes to allow change to occur with the least cost and the greatest
competitive impact. This can be implemented by (1) the administration of a requirements
baseline and (2) a contract change mechanism that makes the implementation of change a
routine process.

6.9.2 Compliance management
Comparing the baseline with actual performance provides the mechanism for ensuring that
suppliers are complying with the requirements of the contract. This provides the bare
necessities to determine if a buying organisation is getting what they paid for. The
comparison also provides the baseline to measure change proposals to determine if there are,
in fact, changes and to what degree the original scope of the contract has to be changed. This
function touches on the foundation of the routine administration management setup as it
aims to use information assimilated for performing the monitor-measurement-feedback loop
that is the essence of compliance management.

The measurement of performance against a baseline is where contract management and
performance management complements each other. The following tools can be used to
ensure that compliance management is executed with a project baseline:
● Work breakdown schedule (WBS) – a tool to break the project into manageable tasks. This
can include a WBS dictionary to provide additional descriptive information about what
each task entails.

● WBS network diagram – a tool that uses the work breakdown schedule and illustrates the
relationship between individual tasks to ensure completion of tasks further down the line.
In other words, identifying interdependencies between tasks and the critical path when
combined with the schedule.

● Responsibilities matrix – each function in the requirements document should be placed
under the authority of an employee in the buying organisation. It is beneficial for every
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party involved to identify the responsible person by name and have their contact details
readily available.

● Requirements matrix – this tool combines the work breakdown schedule, task description
and the identification information from the responsibilities matrix with the required due
dates indicated in the schedule. It is a reformatting of the scope document to automate no-
tification around event-driven requirements in the contract. This is thus also used for
monitoring changes.

● Performance measurement baseline – This tool combines requirements, schedules and
budget forecasts under the contract into a performance baseline. By using this baseline
and comparing it to actual performance, it is possible to predict outcomes based on earned
value measurement – a comparison between the estimated budgets and the actual expense
for tasks in terms of cost and effort.

● Risk management assessment – this tool looks at each task, or logical grouping of tasks,
and makes predictions about things that could go wrong. By assessing the impact (low to
high) and the likelihood of occurrence (low to high), the project management team can de-
termine where to add resources to ensure schedules and milestones are met and to have
contingency plans in case they are not.

● Supplier performance management plan – a plan to compile the results from the tools
listed above, as well as procedure guidelines for the management of the contract, handling
of changes, checking status performance and updating the plan itself.

It is important to note that not all tools are necessary for every project undertaken within the
framework of a contract. The value of the project and its criticality to the buying organisation
is again two aspects that must be taken into consideration when deciding how much or how
little effort will be committed to the supplier agreement.

6.9.3 Performance management
The process of performance management starts on the same basis as the monitor-
measurement-feedback loop essential to compliance management. It is aimed at getting more
out of the supplier than the minimum, but rather focusing on adequate performance. It is
preferable to define expectations in a contract with a supplier clearly from the outset. The
better the requirements are defined and documented, the better the chance that a supplier will
understand and comply with the obligations created by the contract. However, in some
instances problems will arise.

Performance-based contracting or incentive management is a term that describes the creation of
agreements where clear specifications pertaining to the supplier’s compliance to the
contractual obligations are set out in the written document. If the supplier executes all these
obligations in a satisfactory manner, the supplier is rewarded in some manner. Should the
supplier however not comply with certain aspects, remedies are suggested to avert subsequent
problems that are sure to arise in the buyer/supplier relationship.

There can be positive or negative consequences for under performance or excellent
performance for nearly any remedy or reward technique created and incorporate in an
exchange. Both should be available tools. Too often, the focus is only placed on remedies, and
that usually means liquidated damages. Simply stated, that the supplier is penalised or praised
in monetary terms by adding or subtracting payment under the contract. The problem with
liquidated damages is that more often than not the supplier retrieves these costs from the
buying organisation as they are in a position to pre-empt the potential risks. Certainly, the
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buying organisation does not want the supplier to increase his price or purposefully build
unrealistic objectives into the contract schedule to increase his profits.

Moore (2002:309–314) suggests that there is a better way. All the requirements of a contract
can be related to three basic scope elements: time, money and quality. Using these
requirements, remedies-and-rewards can be created that codifies acceptable and unacceptable
performance. In the final analysis, money might be the best motivator for the supplier.

● Time

Creative remedies and rewards are the best choice in situations where there is a detailed
programme schedule and the buying organisation has access to that schedule. A milestone
schedule can then be compiled, where interim tasks completion steps are set out. This will
allow the buying organisation to monitor performance against the milestones executed, and
intervene immediately if a slight breach of contract is suspected. Instead of attaching these
milestones to liquidated damages, a buying organisation can include clauses such as (1) a
deliverable action plan to remove any schedule obstacles remaining for the delayed task; (2) an
impact analysis describing whether the delayed task was on the critical path, and if so, what
the overall schedule impact is predicted to be; or (3) a requirement for additional efforts to be
expended by the supplier to get back on schedule by using measures such as overtime or
additional labour. This will force the supplier to deliver the product or service timeously, and
to incorporate extra measures if they are not on schedule without being able to add them to
their price structure.

● Money

A direct conflict of objectives between the buying organisation and the supplier exists if
money becomes involved in an agreement. The buying organisation aims to purchase as much
products or services with as little cost involved as possible, while the supplier wants to spend
more as a justification to earn more. This causes friction that can ultimately lead to substantial
problems in the execution of the contract. The contract must therefore be written with
incentives for the supplier to manage costs and mechanisms for the buying organisation to
measure, monitor and provide feedback on performance. Negotiations in this regard must be
continuous and on-going remedies must be implemented if the supplier’s prices become
extreme. A reliable manner in which to document this is to set an index for cost elements
managed under the contract.

● Quality

Quality is the most difficult aspect to monitor. It is quantitative by nature and often forms the
entire focus of remedies and rewards under the contract, as cutting service levels is the easiest
way for the suppliers to exceed the schedule and cut costs. Qualitative measures are needed to
ensure that a supplier continues to perform on time and at a certain cost level throughout the
duration of the performance. It is therefore important to also include a service level
agreement (SLA) with the supplier to enable the buying organisation to monitor and measure
against certain specifications, and check with end users if the supplier is performing according
to the set specifications.

6.9.4 Long-term performance improvement
If a buyer is not happy with a supplier’s performance there can be no positive relationship
between them. Contract management is an organised way to assure that suppliers perform as
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expected and that there is continuous and open communication with suppliers about their
performance. Therefore, contract management is vital for a good relationship with suppliers.

This module focuses more on endeavours to improve performance by the supplier over the
long term. Buying organisations seldom experience ultimate performance of suppliers from
the outset or continuously during the life cycle of the contract. Therefore, contract managers
should try to get suppliers to continuously improve during the life cycle of the contract.
Moore suggests utilising a buying organisation’s strategic management philosophy for
interacting with its supply base, with the aim of identifying their critical suppliers, integrating
these suppliers with their business as strategic assets and working together for continuous
improvement of mutual value such as improvements in cost, quality, service, technology,
enhanced competitive stature and increased shareholder value for all organisations involved.
(Does this sound familiar? Just compare this with the definitions of supply chain management
(SCM) and supplier relationship management (SRM).)

FIGURE 6.3
The continuous improvement performance life cycle

Source: Moore 2002:313

SUMMARY
This study unit introduced you to supplier contract management in a strategic supply
management by focusing on the definition of supplier contract management, explaining the
use of the contract lifecycle and answering the question: “Why the need for supplier contract
management?” We covered several ways to respond to the challenges of supplier contract
management, as well as improving the management of supplier contracts. We then outlined
the best practice supplier contract management strategies, and distinguished between the
benefits and risks of supplier contract management. Lastly, we focussed on the organisation
of supplier contract management, and the supplier contract management functions.

The next study unit will move beyond contract management by concentrating on ensuring
supplier performance.
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INTRODUCTION
In the previous study unit, we have discussed supplier performance management as part of
contract management. In this study unit, we will focus on supplier performance management.

Supplier performance management is the process of measuring, analysing and managing supplier
performance to improve quality, reduce costs, mitigate supply risk and drive continuous
improvement in the supply base. According to Bagheri (2008) that all sounds very
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straightforward and simple until you try to get the program up and running for the first time.
How does an organisation that has never measured a supplier’s performance accomplish this
task?

Supplier performance management is not merely a scorecard and survey. Supplier
performance management spans the continuum of the supplier relationship management
process. From identifying qualified suppliers for sourcing events to measuring adherence
against contracts, invoice payments or on-time delivery, supplier performance management
enables an organisation to have a clear line of sight into the performance of suppliers. That is
something a scorecard – although it is a valuable component – cannot do alone.

The danger of a poorly designed or executed supplier performance management programme
is the failure to realise potential savings or watching those savings deteriorate over time. The
purchasing, sourcing and supply department may have conducted a successful negotiation or
online event. However, if your hard won savings are leaking away, it is all for nothing.

Fundamentally, supplier performance management (just like any performance measurement)
has three main components: (1) goal setting, (2) measurement against the goals and (3) a
feedback mechanism to provide performance improvements over time. It takes something
more, though, than merely going through the motions of monitor-measure-feedback to
ensure continuous improvement. It requires incentives to motivate suppliers – either negative
incentives if the performance does not meet the minimum requirements established as the
baseline, or positive incentives, if the supplier exceeds expectations (Moore 2002:297–298).

As previously indicated, in this study unit supplier performance management will be the focus.
The path from supplier contract management to performance management will shortly be
discussed. An outline the supplier performance management model will be provided. We will
discuss the methods of evaluating supplier performance, overview the development of
suppliers and encourage the use of supplier awards. We will continue the discussion by listing
the seven foundational principles of supplier performance management and end of by
explaining how to leverage the suppliers for continuous improvement.

Study this study unit in the study guide.

LEARNING OUTCOMES

After working through this study unit, you should be able to:
– summarise the development from supplier contract management to managing supplier

performance
– outline the supplier performance management model
– provide an in-depth discussion on the evaluation of supplier performance
– summarise supplier development
– put supplier awards in perspective
– list the seven foundational principles of supplier performance management
– list the steps in the supplier leverage plan of action

KEY CONCEPTS

You will find the following key concepts in this study unit:
√ managing supplier performance
√ key performance indicators
√ quantitative supplier evaluation approaches
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√ subjective method
√ survey method
√ comparative method
√ weighted-point method
√ percentage-based method
√ cost-based method
√ supplier scorecard
√ supplier certification
√ conditional suppliers
√ certified suppliers
√ preferred suppliers
√ ISO9000
√ ISO14000
√ ten Cs of effective supplier evaluation
√ supplier development
√ supplier awards
√ supplier leverage plan of action
√ a SWOTanalysis

7.1 FROM SUPPLIER CONTRACT MANAGEMENT TO MANAGING
SUPPLIER PERFORMANCE

Study unit 6 touched on supplier contract management’s role in providing a baseline for
supplier relationship management. With the base-line established by the supplier contract
management functions of administration and compliance management, the buying
organisation can monitor the status of the contracted effort; measure progress and
performance against the standard agreed to; and provide feedback to the supplier for
correcting deficiencies or preventing problems before they arise. If we refer back to figure 6.2,
we can see that an organisation moves from the administration of a contract past pure
compliance measurement to expecting more than the minimum from suppliers in terms of
performance measurement. In figure 6.2, it is clear that performance management includes
both incentives management and relationship management. We will therefore also look at
rewards (incentives) in this study unit.

7.2 A SUPPLIER PERFORMANCE MANAGEMENT MODEL
In study unit 6, we established that performance-based contracting requires performance
standards be it in terms of time, money or quality that the supplier understands. Complex
buyer/supplier relationships often set satisfactory performance as a range and not a specific
point. Managing these relationships necessitates remedies to manage corrective measures
should it be needed or rewards to encourage excellent supplier performance (as already
indicated in the previous study unit). Let us focus on the latter for a moment. ‘Structuring
rewards’ demands of the buying organisation to implement a few steps in order to administer
it in such a manner that it is reasonable and fair.

This section is based on the incentive based performance management model presented by Moore
(2002:314–316) and consist of four steps:
● Identify the key performance indicators (KPIs)
● Create the incentives
● Negotiate the performance milestones upon which the incentives are based
● After the contract is awarded and performance starts, hold periodic award-fee events
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7.2.1 Identify the key performance indicators (KPIs)
It is important to note that not all obligations created by a contract require a performance
incentive. Additional resources are required to administer a performance-assertive agreement
and therefore only those critical to the success or competitive posture of a buying
organisation should be offered incentives. It is therefore important to identify the key
performance indicators against which an organisation will be measured. This is discussed in
greater length in section 7.3.2.

7.2.2 Create the incentives
It is necessary to indicate exactly what the proposed incentive scheme will consist of before
final negotiations with the involved supplier are over. Ensure that you involve the supplier in
the creation of the incentive model, as to ensure that they understand that this can be fully
utilised if, and when, they perform on higher levels than expected.

7.2.3 Negotiate the performance milestones upon which the incentives
are based

Both parties need to clearly identify and agree on the performance milestones on which the
incentives are based. This can deter any misunderstandings at a later stage. Specific
occurrences should be identified. Let us say a supplier of an urgently required specialised
product delivers the product designs before the scheduled time, the organisation will be
entitled to a R5000 bonus. This will be discussed in study unit 8.

7.2.4 After the contract is awarded and performance starts, hold periodic
award-fee events

After the milestones have been identified on which the supplier’s performance will be
measured, regular meetings between the buying organisation and the supplier should take
place to verify the positive execution thereof. This will also serve as an early warning system
to enable the buying organisation to detect any breaches of contract at an early stage. We will
pay closer attention to this in study unit 10.

It is therefore clear that getting performance out of suppliers means monitoring performance,
measuring performance against a baseline and providing performance feedback to the
supplier. However, going through this monitor-measurement-feedback loop is not sufficient
for sustained performance or continuous improvement. It requires incentives that motivate all
parties involved to either take corrective measures to get back on track, or additional steps to
further enhance performance thereby sustaining survival for both organisations in these hyper
competitive times.

7.3 EVALUATING SUPPLIER PERFORMANCE
7.3.1 Why evaluate supplier performance?
There are various reasons for the evaluation of supplier performance being important,
according to Lysons and Farrington (2006:384):
● Evaluation can significantly improve supplier performance. When properly done, supplier
performance management can provide answers to questions such as the following.
– Who are the highest-quality suppliers?
– How can relationships with the best suppliers be enhanced?
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– How can supplier performance be incorporated into total cost analysis?
– How can buyers ensure that suppliers live up to what was promised?
– How can feedback be shared based on experience with a supplier?
– How can underperforming suppliers’ problems be tracked and fixed?

● Evaluation assists decision making regarding when a supplier is retained or removed from
an approved list

● Evaluation assists in deciding with which suppliers a specific order should be placed
● Evaluation provides suppliers with an incentive for continuous improvement and prevents
performance ‘slippage’

● Evaluation can assist in decisions regarding how to distribute spend for an item among
several suppliers to better manage risk

7.3.2 What to evaluate?
Traditionally, the key performance indicators (KPIs) for the evaluation of supplier
performance have been price, quality and delivery. While these are still basic to supply
evaluation, such developments as just-in-time, lean manufacturing, integrated supply chain
and e-procurement have made the fuller evaluation of supplier relationships an important
consideration. Such relationships include such qualitative factors as intercompany
communication and high levels of trust, which are not easy to assess other than subjectively.
Apart from subjectivity, qualitative evaluations are often subject to ‘halo effects’ – which is the
tendency to bias in favour of particular supplier due to irrelevant considerations, such as the
friendly approach of its sales representatives. There is, however, an element of subjectivity in
all evaluation systems.

The number of KPIs that may be used is almost limitless. According to Lysons and
Farrington (2006:384), a USA survey reported 142 evaluation items, which they arranged
under 19 categories criteria. They include: (1) quality and process control; (2) continuous
improvement; (3) facility environment; (4) customer relationship; (5) delivery; (6) inventory
and warehousing; (7) ordering; (8) financial considerations; (9) certifications and (10) price.

Based on these criteria, suppliers should concentrate on quality issues first – especially the
ability to meet customers’ order requirements – followed by continuous improvement and
innovation efforts. Importantly, while not completely ignoring pricing issues, suppliers may
want to place less emphasis on price when attempting to secure and retain customers.

7.3.3 Quantitative approaches to supplier evaluation
The aim of quantitative ratings is to provide a sounder basis for evaluation than subjective
ratings. The main problems of quantitative ratings relate to the following:

The high cost of collecting the data on which ratings are based. Quality ratings, for example,
require data relating to the costs of defect prevention, detection and correction, involving
considerable sub-analysis of what is involved under each heading. This problem has, however,
been largely overcome by the development of appropriate software. Such programs collect
and process quality and delivery performance data from all or specified suppliers (the latter
are normally suppliers of critical or high-cost items identified on an A, B, C or Pareto basis).
From the data, ratings and reports are provided monthly, quarterly or at other required
intervals.
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Ratings may give the impression of scientific accuracy whereas, in fact, they are no more
accurate than the assumptions on which they are based.

Supplier performance is often affected by circumstances outside the control of the vendor.

There are several common supplier-rating methods, of which six are set out in table 7.1.

TABLE 7.1
Common supplier performance rating methods

Advantages Disadvantages Application

Subjective method

Generally designed as questionnaires with a numerical rating scale (say 1–5), completed by a
number of reviewers

● Easy to develop and
administer

● Can be completed by
an unlimited number
of reviewers

● After first survey, method loses its
impact

● No objective basis and ratings may be
subject to ‘halo’ effect and short-term
memory

● If 5 evaluators can answer 10 ques-
tions for 50 suppliers on a quarterly
basis, there will be 10,000 data entry
points annually to enter into the
database

● Usually first at-
tempt at a rating
system

● A simple ap-
proach for a small
business with a
small supplier
base

Survey method

A purchased service in which a research organisation contacts a number of other customers
and obtains their views on the performance of the supplier

● Easy to implement
● Research organisation
provides regular
updates

● Expensive
● Quality of data collected may be poor
and depends on the source from
which information is collected

● Evaluation is based on the experience
of other companies

Large corporations

Comparative method

Supplier is evaluated independently by evaluators on agreed factors such as price, quality,
delivery etc. Individual ratings are then tabulated and a final rating awarded by the value

team
● Speed – can be used
to quickly evaluate a
supplier on a short-
term basis

● Easy to develop
● May take the suppli-
er’s historical
performance into
consideration

● Relative importance of various rating
factors not considered

● Not applicable to long-term evalua-
tion of supplier performance

● Dependent on subjective opinions of
the evaluators

● Easily ‘rigged’ by an evaluator to give
desired outcome

● Traditionally used
to compare multi-
ple suppliers
prior to the award
of a contract or
select from an ap-
proved list

● May be used in a
manner similar to
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Advantages Disadvantages Application

the subjective
method

Weighted-point method

A weighting factor is established for each of the areas that indicate the value of the area in
relation to each of the other factors. A score is then assigned to each factor that indicates
the supplier’s performance. The score is multiplied by the weight and then averaged

● Excellent tool for
proposal evaluation

● Allows evaluators to
take all factors into
account, yet provides
the facility to empha-
sise the importance
of one factor over
another

● Less useful for long-term evaluation
as evaluators may lose interest

● Data entry may become excessively
time-consuming Labour-intensive.
The information has no objective ba-
sis and may be based on short-term
memory

Used primarily as
tool for the long-
term rating of
suppliers

Percentage-based method

Percentage systems measure the percentage of quality defects or late deliveries – if a supplier
has made 8 late deliveries out of 64, that supplier would be given a rating of 121/2 or 13,

for example

● Easy to accumulate
data

● Provides compliance
targets and expecta-
tions, such as
“excellent” – 95–100
percent; versus
“good” – 90–94
percent and
“acceptable” – 85–89
percent

● Data may be accurate but mis-
leading on the number of
receipts or types of problems
encountered by a particular
supplier

● Doesn’t reflect the severity of
quality problems

● Does not accurately reflect lev-
el of on-time performance. If 1
delivery in 100 is late 3 days, or
60 days, a percentage-based sys-
tem will still give a percentage
of 1 percent.

Initially the percentage
method was applied to
quality and later expanded
to include delivery
performance

Cost-based method
Evaluates supplier performance on total non-productive costs associated with each

supplier’s performance.
Non-productive costs are estimated costs of non-compliance, such as cost of rejection –
R200 returning suppliers – R75-R150. These are added to actual cost performance index =

Purchase order price + Non- productive cost/ Purchase order price

● Suppliers are held re-
sponsible for their
actions

● Difficult to build internally
● Difficulty of determining non-
productive cost ranges

Used to evaluate the per-
formance of individual
suppliers as well as per-
formance trends of the
supplier base
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● Promotes supplier
improvement more
rapidly than other
methods

● Provides suppliers
with the level of de-
tail they need to
understand the issues
and additional costs
associated with their
performance

● Suppliers have great-
er motivation to
improve their
performance

Source: Lysons & Farrington (2006:386–387).

One of the most important supplier evaluation tools as summarised in table 7.1 is the
weighted-point evaluation system:

Step 1: Select the key dimensions of performance mutually acceptable to both customer and
supplier.

Step 2: Monitor and collect performance data.
Step 3: Assign weights to each of the dimensions of performance based on their relative im-

portance to the organisation’s objectives. The weights for all dimensions must sum
to 1.

Step 4: Evaluate each of the performance measures on a rating between zero (fails to meet
any intended purpose or performance) and 100 (exceptional in meeting intended pur-
pose or performance).

Step 5: Multiply the dimension rating by the importance weight and sum to get an overall
score.

Step 6: Classify suppliers based on their overall score:
● Unacceptable (less than 50): Supplier is dropped from further business.
● Conditional (between 50 and 70): Supplier needs development work to improve
performance but may be dropped if performance continues to lag.

● Certified (between 70 and 90): Supplier meets intended purpose or performance.
● Preferred (greater than 90): Supplier will be considered for involvement in new
product development and opportunities for more business.

Step 7: Audit and perform on-going certification review.

7.3.4 Supplier scorecards and certification
Supplier ratings are usually presented in the form of a scorecard that provides objective
measurements of performance and indicates the supplier’s conformance to requirements. The
term ‘scorecard’ is borrowed from the academic report card on which pupil performance is
measured in terms of several subject grades and other performance indicators, such as
homework, attendance, class participation and class behaviour. Scores for each performance
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indicator are then aggregated to give an overall grade that provides feedback that should act
as an incentive to improvement.

A balanced scorecard is a concise report with a set of measures that show the organisational
performance of an organisation. Because each measure is associated with one or more
expected values, managers are able to monitor organisational performance. The power of
information systems means that supplier relationships may increasingly be measured in the
context of the balanced scorecard approach. With proper measurements, it then becomes
possible to embed outcomes onto key performance indicators. Performance indicators such
as product prices, delivery performance, customer satisfaction and percentage of defects and
errors on delivered products are, as stated earlier, usually weighted to indicate their relative
importance, such as:

TABLE 7.2

An example of a supplier scorecard

Performance indicator Rating X Weight = Weighted score

Technology 80 0.10 8.00

Quality 90 0.25 22.50

Responsiveness 95 0.15 14.25

Delivery 90 0.15 13.50

Cost 80 0.15 12.00
Environmental 90 0.05 4.50
Business 90 0.15 13.50

Total score 1.00 88.25

It is clear that the aim of any of the supplier evaluation system mentioned above is to certify
the suppliers within the buying organisation. The internal certification ranking most often
used was highlighted in step 6 of the weighted-point supplier evaluation system above and is
worth repeating here:
● Unacceptable (a score less than 50): Supplier is dropped from further business.
● Conditional (a score between 50 and 70): Supplier needs development work to improve per-
formance but may be dropped if performance continues to lag.

● Certified (a score between 70 and 90): Supplier meets intended purpose or performance.
● Preferred (a score greater than 90): Supplier will be considered for involvement in new prod-
uct development and opportunities for more business.

If we refer back to table 7.2, we can see that based on the total score of 88.25 this supplier
will be considered as a certified supplier by the buying organisation. Today, according to Wisner
et al (2012:85), external certifications such as ISO9000 and ISO14000 have gained popularity
globally as a natural extension of an organisation’s internal supplier evaluation and
certification programme.

● ISO9000

In 1987, the International Organisation for Standardisation (ISO) developed ISO9000, a
series of management and quality assurance standards in design, development, production,
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installation and service. In 1992, the European Union adopted a plan that recognised
ISO9000 as a third-party certification; the result is that many European companies prefer
suppliers with ISO9000 certification. Therefore, US companies wanting to sell in the global
marketplace are compelled to seek ISO9000 certification. ISO’s eleventh international survey
showed that 510 616 ISO9000 certificates had been awarded in 161 countries up to the end of
December 2001. This represents an increase of nearly 25% over the same period in 2000. In
the United States, 37 026 certificates had been issued up to the end of 2001, representing
7,25% of the worldwide numbers. The ANSI (American National Standards Institute)/ISO/
ASQC (American Society for Quality Control) Q9000 standards are the US equivalent of
ISO9000. Obtaining the ISO9000 certification provides further verification that the supplier
has an established quality management system in place. For example, Ford’s Q1 process
requires suppliers to be ISO9000 certified.

● IS014000

In 1996, ISO14000, a family of international standards for environmental management, was
first introduced. Interestingly, by the end of 2001, there were 1 645 ISO14000 certificates in
the United States, representing only 4,5% of the 36,765 certificates issued globally in 112
countries. The ISO14000 certification numbers pale in comparison with those for ISO9000.
The benefits of investing in an environmental management system based on ISO14000
standards include reduced energy and other resource consumption, decreased environmental
liability and risk, reduced waste and pollution, and improved community goodwill. As such,
investment in environmental management systems is likely to increase in the future. A survey
carried out by the ISO14000 information centre indicates that 32% of respondents will
require their suppliers to have ISO14001 certification within the next two years, and 15% will
require it within two to five years. Additionally, as more organisations are certified in
ISO14000, they are likely to pass this requirement on to their suppliers in the future. For
example, Ford is one of the first automakers to certify its global manufacturing facilities (106
facilities in 25 countries) under ISO14001, including 43 European production facilities. Ford
currently requires its suppliers to have at least one manufacturing site certified to ISO14001.
Ford of Europe offers ISO14001 awareness training programmes to assist suppliers in
meeting this objective.

7.3.5 Service levels
Service levels are performance requirements that are usually divided in contracts for
outsourcing and the provision of internal support services. Service levels should be:
● reasonable – as unnecessarily high service levels may entail higher charges and focus the at-
tention of service providers on those aspects of service that they monitored on with
possible reduced attention on those that are not

● prioritised by the customer – that is, customers should identify the aspects of a service that are
important and prioritise them in order along an agreed scale. Computer software errors
may be categorised as (1) critical; (2) major; (3) urgent; (4) important and (5) minor. A
three-point scale might be criteria that are (1) most important, (2) important, (3) less
important

● easily monitored – this means avoiding the specification of levels that are subjective, intan-
gible or incapable of quantification, such as “the provider will furnish a high level of
service”, which is meaningless

● readily understood by the staffs of both customers and providers
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Let us focus on service level agreements for a moment. Naomi Karten is an expert in the field.
On her website http://www.nkarten.com/sla.html, she explains exactly what a service level
agreement is:

“If you want to better manage your customers’ expectations, a service level agreement
(SLA) may be worth considering. An SLA is a negotiated agreement designed to create a
common understanding about services, priorities and responsibilities.
Although an SLA is an excellent expectations-managing mechanism, it is important to
manage your own expectations of what it can realistically accomplish. Unfortunately,
some people view an SLA as a complaint-stifling mechanism or a quick fix to a troubled
relationship; however, using it for such purposes, creates more problems than it solves.
Instead, think of an SLA as:
− A communications tool. The value of an agreement is not just in the final product; the
very process of establishing an SLA helps to open up communications

− A conflict-prevention tool. An agreement helps to avoid or alleviate disputes by providing
a shared understanding of needs and priorities. And if conflicts do occur, they tend to
be resolved more readily and with less gnashing of teeth

− A living document. This is one of its most important benefits. The agreement is not a
dead-end document consigned to the Forget Forever file. On a predetermined fre-
quency, the parties to the SLA review the agreement to assess service adequacy and
negotiate adjustments

− An objective basis for gauging service effectiveness. An SLA ensures that both parties use the
same criteria to evaluate service quality

● Service elements

To be effective, a service level agreement must incorporate two sets of elements: service
elements and management elements. The service elements clarify services by communicating
such things as:
− the services provided (and perhaps certain services not provided, if customers might rea-
sonably assume the availability of such services)

− conditions of service availability
− service standards (such as the time frames within which services will be provided)
− the responsibilities of both parties
− cost vs service trade-offs
− escalation procedures

● Management elements

The management elements focus on such things as:
− how service effectiveness will be tracked
− how information about service effectiveness will be reported and addressed
− how service-related disagreements will be resolved
− how the parties will review and revise the agreement

● When is an agreement not an agreement?

Both service and management elements are necessary if an SLA is to be effective; yet in many
of the SLAs I have reviewed the management elements are lacking. The result, typically, is an
SLA that has not been functioning as the parties had hoped. Even with attention to both sets
of elements, a successful agreement requires much more than simply plugging the elements
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into an SLA template. The process of planning, establishing, and implementing an agreement
is typically a many-month process of information-gathering, analysing, documenting,
presenting, educating, negotiating, and consensus-building – and the process must involve
customers. If customers are not part of the process, it is not an agreement!

The assumption that creating an SLA is a start-today, done-tomorrow process is the most
common misconception among participants in my SLA seminars. Before initiating an SLA
effort, be sure you appreciate the effort involved and have both the time and the know-how
to proceed. Even more importantly, think carefully about whether an SLA is really what you
need. Most organisations can significantly improve their ability to manage expectations with
some relatively simple service improvements. One such improvement is to create service
standards and to document and communicate them. Having done so, you are one step closer
if you decide to establish an SLA.

7.4 SUPPLIER DEVELOPMENT
According to Wisner, Tan and Leong (2012:80), supplier development is defined as “any
activity that a buyer undertakes to improve a supplier’s performance and/or capabilities to
meet the buyer’s short- and/or long-term supply needs.” Supplier development requires
financial and human resource investments by both partners and includes a wide range of
activities such as training of the supplier’s personnel, investing in the supplier’s operations,
and on-going performance assessment. A survey by Purchasing Magazine showed that nearly
44 percent of the organisations surveyed had supplier evaluation systems, but what is
surprising is that 47 percent did not have programmes to assist suppliers in improving their
performance. This indicates that there are still many organisations that do not practice
supplier development. As organisations outsource more and more parts, a larger portion of
costs lie outside the company in a supply chain and it becomes increasingly difficult to achieve
further cost savings internally. One way out of this dilemma is for organisations to work with
their suppliers to lower the total cost of materials purchased. Organisations that are able to
leverage their supply base to impact their total cost structure will have a competitive
advantage in their markets.

A seven-step approach to supplier development follows (Wisner et al 2012:89):
(1) Identify critical products and services: Assess the relative importance of the products and serv-

ices from a strategic perspective. Products and services that are purchased in high
volume, do not have good substitutes, or have limited sources of supply are considered
strategic supplies.

(2) Identify critical suppliers: Suppliers of strategic supplies who do not meet minimum per-
formance in quality, on-time delivery, cost, technology, or cycle time are targets for
development.

(3) Form a cross-functional team: Next, the buyer must develop an internal cross-functional
team with a clear agreement for the development initiative.

(4) Meet with top management of supplier: The buyer’s cross-functional team meets with the sup-
plier’s top management team to discuss details of strategic alignment, supplier
performance measurement, improvement, and professionalism.

(5) Identify key projects: After the promising opportunities have been identified, they are eval-
uated in terms of feasibility, resource and time commitment, and expected return on
investment. The most promising projects are selected.
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(6) Define details of agreement: After agreement has been reached on the development
projects, the partners must jointly decide on the metrics to be monitored such as per-
centage improvement in quality, delivery, and cycle time.

(7) Monitor status and modify strategies: To ensure continued success, management must
actively monitor progress, promote exchange of information, and revise the strategy as
business conditions warrant.

7.5 SUPPLIER AWARDS
It is not sufficient to evaluate and assess suppliers on how well they perform with respect to
the metrics jointly agreed upon. Companies should recognise and celebrate the achievements
of their best suppliers. Award winners exemplify true partnerships with respect to continuous
improvement, organisational commitment, and excellence. As award-winning suppliers, they
serve as role models for other suppliers.

For example, Ford Motor Company’s World Excellence Award is a comprehensive global
supplier awards programme that annually recognises Ford’s global suppliers based on three
performance metrics: quality, cost, and delivery. These metrics are jointly developed with
Ford’s suppliers.

The Gold Award is for suppliers such as AK Steel Corporation (United States), Denso
Corporation (Thailand), Doktas Dokumculuk Ticaret Ve Sanayi AS (Turkey), and Kawasaki
Steel Corporation (Japan), who meet the excellence requirements in all three areas of quality,
cost, and delivery. The Silver Award is given to suppliers that meet the quality excellence
requirement and either the cost or the delivery excellence requirement. Past winners in the
quality and cost category include Getrag SPA (Germany) and J Walter Thompson Publicidade
Ltd. (Brazil); and winners in the quality and delivery category include Acumuladores Titan,
CA (Venezuela), SDS Shanghai GKN Driveshaft Co., Ltd. (China), Dupont Automotive
(United States), and Johnson Controls, Inc., SA (Argentina). The Recognition of Achievement
Awards are given to suppliers who have made a significant contribution in Ford’s key
initiatives of High Mileage Improvement, Environmental Leadership, Warranty Reduction
Programme, New Consumer-Focused Technology, and Customer Driven Six-Sigma Supplier
Achievement. Overall, for 2001, Ford handed out nine Gold, twenty-one Silver, and twelve
Recognition of Achievement awards to suppliers in fifteen countries.

In South Africa, there are a number of organisations sponsoring supplier award initiatives.
Here are a few examples:
● The Shell Pan-African Supplier Awards
● Mondi Packaging South African Annual Supplier Awards
● Toyota South Africa Awards
● Woolworths Supplier Awards
● The Logistics Achiever Awards

7.6 THE SEVEN FOUNDATIONAL PRINCIPLES OF SUPPLIER
PERFORMANCE MANAGEMENT

With proper business alignment, supplier performance management can manage risk, drive
efficiencies in your supply base, enhance supplier relationships, and maximise performance on
both sides. It can even boost revenue by freeing up resources for improving products,
customer satisfaction and other functions that more directly influence the bottom line.
Managing and rating suppliers also allows you to monitor your supply base and in-state on-
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going improvements. Certainly, adopting any new management practice and related
technologies incurs upfront costs. However, the cost of tolerating an inefficient supply chain
can cost much more. It can cost you the ability to compete. It can cost you market share.

Conversely, to achieve the benefits of supplier performance management in spite of the cost
incurred you will have to employ the following seven principles (Rubinson & Jablecki (2008)):

● Principle 1 – Know your end game

Then set metrics only for the elements that bring you there. Supplier performance
management success, however, depends on establishing the right KPIs to accurately measure
supplier performance.

● Principle 2 – Face facts

This may require some sensitive change management tactics. It is important that employees
understand that supplier performance management provides a more accurate assessment than
their history with the supplier. For best results, hold your KPIs steady for 12 to 18 months.
Otherwise, you risk frustrating employees and alienating your suppliers.

● Principle 3 – Be firm

Ensure that suppliers understand your programme, its goals and its benefits before you
implement it. Be clear that your company will enforce corrective action for problem areas and
that there will be consequences for those suppliers that do not take action to improve.

● Principle 4 – But work with (not on) suppliers

At the same time, try to avoid the teacher-student relationship. Collaborate. Involve suppliers
in the process whenever possible. Some organisations get good results when suppliers are
allowed to rate themselves.

● Principle 5 – Assign supplier performance management owners

Implementing supplier performance management requires assigning owners to manage
certain suppliers. While supplier performance management is a centrally managed practice, it
requires decentralised execution. At the end of the day, your business unit managers are the
ones running the scorecards. Train supplier performance management owners on not only
the software, but the methodology as well.

● Principle 6 – Drive on-going improvement, reset metrics

The output of the last performance review and its subsequent action plan should be the input
to a supplier’s next review period. As the top-level strategic goals of your organisation change,
so should the top-level criteria against which you measure suppliers.

● Principle 7 – Automate wherever possible

Look for supplier performance management solutions that automate surveying and scorecard
functions to minimise required resources. Supplier performance management solutions also
exist that capture supplier data in a single repository, rather than disparate systems. The most
effective solutions use process workflow to ensure users follow consistent processes and
involve the right stakeholders. On-demand solutions are one cost-efficient option.
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7.7 LEVERAGING SUPPLIERS FOR CONTINUOUS
IMPROVEMENT

In the context of supplier relationship management, we have now covered most of the
aspects involved with ensuring supplier performance management, focusing on the contract
management functions on the various levels of supplier relationship management from pure
administration of contracts, through compliance management and performance management
to long-term programmed performance of suppliers. One central theme was noticeable
throughout the discussion thus far. It is imperative to structure the buyer/supplier
relationship in such a manner that both parties have some level of influence. Leverage is
specifically important to the buying organisation, as not all relationships go as well in actual
performance as originally intended, and leveraging of the supplier’s performance under the
obligations created by the agreement becomes necessary more often than not. Again, this
does not occur automatically and must be managed in a proactive, structured manner.

This section will focus on the leveraging of suppliers. Firstly, we must choose a specific
project and assign a team to identify the leverage prospects. Then we must do a SWOT
analysis to determine the strengths, weaknesses, opportunities and threats associated with the
leverage prospects. A strategy must be developed to take advantage of the viable leverage
prospects. Documentation of the whole process is very important to guarantee that the
implementation of leverage targets set can be measured, and the success thereof ascertained.

The steps in leveraging suppliers will be discussed in the following sections. As a summary,
they are as follows:

Step 1: Identify the project and form the team
Step 2: Identify leverage
Step 3: Execute a SWOT analysis
Step 4: Develop and execute a strategy towards corrective measure

7.7.1 Identify the project and form the team
The starting point for leveraging suppliers encompasses the selection of specific projects and
its suppliers to be leveraged by a designated group of employees. This will allow for a more
structured approach for supplier leveraging, as specific teams are responsible for the
leveraging of particular suppliers. If the buying organisation has never engaged in such an
exercise, it is advisable that they launch this through a pilot project. This will allow the buying
organisation to overcome:
● an unwillingness to take risks in sustaining buyer/supplier relationships
● mismatches between the capabilities that are expected and those that are available from
suppliers

● misunderstanding about how each supplier organisation really operates
● difficulty in assigning the profit share resulting from supplier leveraging fairly

Team members must be open-minded and capable of taking advice from non-traditional
sources. It must be said that including employees that doubt the concept of supplier leverage
as team members can lead to more productive results, as they tend to stimulate reasoning and
allow for clear justifications for most leveraging possibilities.
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7.7.2 Identify leverage
When faced with a situation where a supplier is not performing, the immediate question is
always the same: “What can one do to make them perform?” The question is only asked after
the buying organisations become aware of what a supplier is doing or (more aptly) not doing.
There are two ways in which a buying organisation can prompt the supplier to improve its
performance. Firstly, it can urge the supplier to perform based on respect, concern, dedication,
attention and cooperation. Unfortunately, this approach is not very effective as the supplier is
placed under no real pressure to perform.

Secondly, and most often, the answer to this question compels a buying organisation to use an
approach of influence, power, control, force, and respect for position, pull and weight. In
other words – identify the leverage. Stated simply this typifies the following statement made
to an underperforming supplier: “You will comply with the strategy that requires your
performance – or else!”

The words “strategy that requires your performance” is crucial in this instance. The buying
organisation can only revert to true leveraging of suppliers if they have (1) compiled a
structured relationship with a supplier detailing what is expected of them and (2) have
knowledge pertaining to the various sources of leverage that exists. We have now covered the
management of a structured agreement with a supplier in-depth, but need to review the
sources used by a buying organisation to identify leverage.

● Leverage from the contract

The obvious place for the buying organisation to start looking for leverage, when faced with
incompetence of or any violation by a specific supplier, is the contract that was concluded
between the parties. The terms and conditions of the contract can provide a solid foundation
for leverage, hopefully not only focussed on liquidated damages but also on the statement of
work. This can only be true if the contract was designed with creativity and forethought.
Nothing is as effective as the written document to outline the specific duties of a supplier and
specific remedies if these duties are under dispute. Alternative dispute resolution provisions
are essential in this instance.

● Leverage from the marketplace

There is a variety of market-based avenues for gaining leverage. If the buying organisation is
large enough, the supplier can be influenced by the buying power of the entire organisation.
The threat of losing a large portion of its business can compel the supplier to increase its
performance levels. The supplier will also take action if the buying organisation puts a request
for proposals (RFP) out in the market for the same requirements as they are currently
providing. Another manner in which a buying organisation can coerce a supplier to cooperate
is to allude to the potential for expanding the supplier’s sales. The reverse of this is also true.
If the supplier is aware that his non-performance will be made public in the marketplace, it
may provide incentive to improve its performance to rather avoid the bad publicity.

● Leverage from the relationship

Not all disputes between buying organisations and suppliers require extensive leveraging if a
successful buyer/supplier relationship exists. Sometimes it is enough to just involve the
management executives, who conducted the initial negotiations, in the resolution process to
put smaller issues into perspective. This however has its limits as aspects such as the change
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of senior management in either of the two organisations. However, the relationship should
not be dismissed as a source of leverage without careful consideration.

● Leverage from the law

Recourse through the legal system should be considered as the buying organisation’s last
resort. However, taking legal action early in a dispute can eliminate various problems. Again,
the contract comes into play with clauses determining exactly what can be constituted as just
cause for a dispute and scenarios, which can lead to the default termination of a contract.
Under the threat of termination or at least partial termination, the buying organisation can
obtain useful leverage to compel the supplier to increase its performance.

● Leverage from the finances

Leverage can also be derived from the ability to negotiate additional payment to enforce the
desired level of performance from a supplier. This will most often take place when a product
or service you require is not included in the scope of the contract. It can however occur
under the umbrella of the contract to ensure that a supplier delivers as scheduled. The
supplier must be evaluated attentively before the buying organisation can consider this action,
as it may be found that the supplier simply cannot perform.

7.7.3 Execute a SWOTanalysis
Each of these leverage prospects has their own strengths and weaknesses. Also presents its
own opportunities and threats. To determine which of these leveraging prospects are viable to
pursue in the supplier relationship management context, a SWOT analysis must firstly be
executed. The SWOT analysis follows only after possible leverage points and the application
thereof have been clearly distinguished.

[A SWOT analysis is a tool designed to be used in the preliminary stages decision making.]

Limitations associated with the SWOT analysis includes:
● The analysts’ existing positions and opinions are incorporated in the foundation of the
instrument.

● Threats can be viewed as opportunities depending on the circumstances of the viewers.

Now it is time to identify the viable leverage opportunities based on the information gathered
on each aspect.

7.7.4 Develop and execute a strategy towards corrective measures
So far, in the supplier leverage plan of action we have established the following:
● a specific project, with certain suppliers
● a team to drive the supplier leverage for those particular suppliers
● identified supplier leverage possibilities pertaining to those suppliers
● identified the strengths, weaknesses, opportunities and threats of each of the identified lev-
erage prospects

● identified the viable supplier leverage prospects

It is now time to address the strategy that the buying organisations will follow when
attempting to take corrective measures. This entails that the buying organisation considers the
worst possible scenario associated with the viable supplier leverage prospects and plan for
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that contingency. The following are some of the questions that must be answered when
creating such a strategy: (1) What are the targets to be reached with the leveraging of the
suppliers?; (2) What are the step-by-step actions (based on the leverage opportunities) the
buying organisations is going to take in dealing with the supplier leverage opportunities?; and
(3) What are the step-by-step actions in the worst case scenario?

In finalising the strategy, it is important to consider:
● Using the “You will comply with the strategy that requires your performance – or else!”
approach can initially lead to disagreements with the supplier. This can be solved through
negotiations between the involved parties. Sometimes negotiations can already lead to the
desired effect – improved supplier performance.

● To obtain improved supplier performance, the buying organisation should be willing to
bluff. If this means that they must advertise a re-quest for proposal in the market to get
the attention of the supplier, so be it. Any action that will send a clear message to their
supplier is worth the risk.

● However, the buying organisation should not bluff if they are not willing to follow through.
Empty threats are the surest way to lose any leverage that the buying organisation might
have had.

● The buying organisation’s actions/reactions set out in the strategy should escalate. Every
step taken should intensify the influence exerted over the supplier to coerce them to im-
prove their supplier performance. This could stretch from a letter informing the supplier
of the buying organisation’s intentions up the termination of their contract.

● It is sometimes wise to involve the buying organisation’s legal team. They should again not
threaten the supplier with legal action, if they are not willing to see it through.

● The buying organisation must be aware of and even anticipate the supplier’s intentions.
This will allow them to stay one-step ahead of their supplier at all times.

Implementation of the developed strategy is of paramount importance to achieve the
objective of improved supplier performance. The systematic supplier leverage strategy will
lead the buying organisation to improved supplier performance through a programmed
approach. If the performance improves, the buying organisation can scale back. If it does not,
they must be prepared to go to war (Moore 2002:365–367).

7.7.5 Document the process
To extract the full benefit of this supplier leverage plan of action, the team should document
the whole process. This will allow them to ascertain exactly how they determined the
leveraging prospects, how they decided on certain viable leveraging possibilities and outline
the strategy that they intend to follow to achieve the proposed supplier leverage.

The aim of the documentation of all these aspects is to create a baseline against which to
assess whether the implementation of the leveraging options was successful or not. It also
guides future efforts and ensures that mistakes made in establishing the leverage strategy is
not repeated. These documents must be communicated across the spectrum of the buying
organisation as it can also provide key lessons learnt for other teams busy with the same
exercise.
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SUMMARY
In this study unit, the supplier performance management was the focus. The path from
supplier contract management to performance management was discussed. An outline of the
supplier performance management model was provided. We discussed all the aspects
concerning the evaluation of supplier performance, overviewed the development of suppliers
and encouraged the use of supplier awards. We concluded the discussion by listing the seven
foundational principles of supplier performance management.

The next study unit looks at the termination of buyer/supplier relationships.
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INTRODUCTION
The way buyers and new suppliers communicate with each other may set the tone for a future
relationship. Through the life cycle of supply contracts, buyers and suppliers should
continuously engage in negotiations to ensure the continuation of the relationship. It is
therefore necessary to include this study unit on negotiations in this module on supplier
relationship management.

These days many of us use Internet search engines, such as Google, as a starting point when
researching any issue. Typing in “negotiations” delivered a staggering 54 500 000 results
worldwide, proving that we are living in an era of negotiations. South Africa and the world
have changed around us and are still changing rapidly, because of and by means of
negotiations. Negotiation is a fact of life. A global culture has emerged which emphasises
negotiation instead of confrontation. The entire world seems to agree and subscribe to this
cultural movement, ensuring that negotiations are truly an intriguing field of study.

Today, everyone negotiates. The remarkable progress achieved through negotiation in the
political and social arena has stimulated demand from commerce and industry for knowledge
of negotiation processes and negotiation skills. This is particularly prevalent in the modern
sourcing and supply field where professionals have to influence and motivate, as part of their
daily activities, a diversity of people often of different language groups and cultures. They
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have to balance conflicting aspirations within their own organisations and that of its suppliers
through the enormous potential of negotiation.

It is hence necessary to take an in-depth look at what negotiation entails. As the topic has
been repeatedly covered in previous modules, I will restrict this discussion to a definition of
negotiation, the approaches and classification of negotiation. We will also answer the
question: “What is effective negotiation?” and list some alternatives to negotiation. Lastly, we
will provide an overview of the negotiation process.

Study this study unit in the study guide.

LEARNING OUTCOMES

After working through this study unit, you should be able to:
– define the concept of negotiation
– distinguish between collaborative and adversarial negotiations
– grasp the ethics of negotiation
– to identify various types of negotiation by classifying the objectives, relationships, styles

and content of negotiation situations
– understand what effective negotiation is
– identify all the available alternatives to negotiation
– define and illustrate the negotiation process for various situations

KEY CONCEPTS

You will find the following key concepts in this study unit:
√ collaborative negotiations
√ adversarial negotiations
√ negotiation ethics
√ negotiation objectives
√ negation relationships
√ power

8.1 WHAT IS NEGOTIATION?
Negotiation has been defined by numerous sources. Evaluate the five typical examples as
listed in table 8.1 and highlight the most common characteristics of negotiation.

TABLE 8.1

Definitions of negotiation

Negotiation is …

“… a process of interaction between parties directed at reaching some form of agreement
that will hold and which is based upon common interests, with the purpose of resolving
conflict, despite widely dividing differences” (Spoelstra & Pienaar, 1996).

“the process of working out a mutually satisfactory agreement.” (McGinnes, 1998)

“… exchange for value”
“… a process whereby agreement is sought” (Baily, Farmer, Jessop & Jones, 2005).
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Negotiation is …

“… any form of verbal communication in which the participants seek to exploit their rela-
tive competitive advantages and needs to achieve explicit or implicit objectives within the
overall purpose of seeking to resolve problems that are barriers to agreement“ (Lysons &
Farrington, 2006).

“… an interactive process between two or more parties seeking to find common ground on
an issue or issues of mutual interest or dispute where the involved parties seek to make or
find a mutually acceptable agreement that will be honoured by all the parties concerned”
(The Negotiation Experts, www.negotiation.com, 2007).

After carefully considering all of the above definitions, we can see that negotiation can be
one of the following:
● To move or shift a belief, a position or course of action by creating a new set of values and
behaviour by providing relevant and believable information

● A discussion of two or more parties’ respective wants and needs which aims for a mutually
satisfying agreement

● To create a need to obtain a product or service in exchange for something of value (Haile,
2007)

Negotiation is not merely a process of mutual concessions made in order to ensure an
agreement, but rather an attempt to find a creative formula for attaining the objectives of
both parties. It is important to realise that there are many definitions of negotiation, and that
all of them are inadequate in some way. If sourcing and supply professionals view all their
negotiations as a process and not an event, this could affect the way in which they negotiate.

It could mean that those in sourcing and supply acknowledge the long-term aspect of their
work, and therefore deal with people in such a way that long-term relationships could be
established. It may also mean that differences are viewed as challenges and that buyers focus
on creativity to overcome those differences. It is further of vital importance to realise that
organisations and individuals who have differences could in many ways be dependent on each
other in the same way that the concept ‘positive’ is dependent on the concept ‘negative’. Thus,
in some ways, a buyer is dependent on a supplier or a seller, and a seller is dependent on a
buyer. We can to some extent act on our own, but in many ways, we are dependent. Buyers
seldom have their own supply lines and sellers seldom have their own channels of marketing
and selling. Thus although they may be somewhat competitive in their approach they should
still realise that they are also dependent on others because they are often in business with
others. Hence, there are extremes to which anybody can negotiate, and if there are no gains
for both sides, most negotiations will reach a stalemate and fail.

8.2 APPROACHES TO NEGOTIATION
The structure of negotiations differs from one situation to the next depending on the nature
of the buyer/supplier relationship (discussed in study unit 4), the position of power occupied
by the various parties and the measure in which one or both of the parties are committed to
reaching an agreement.

Power and the negotiating party’s perception of their and their ‘opponent’s’ power may
influence the outcome of the negotiations. Supplier relationship teams often frame
themselves as having more or less power in negotiation. In many simulations, supplier
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relationship teams usually seem to outperform sellers on average. In other words, even when
someone is framed as a buyer he/she outperforms someone framed as a seller in a simulated
situation. In real life, the reverse may be true – buyers feel that they have no power when they
are highly dependent on a supplier for a crucial service. Exactly the situation associated with
supplier relationship management.

Supplier relationship teams can derive their power and/or their perception of the power of
the other side from various sources.
● The power of possession is an important power base that can be established by creating per-
ceptions of wealth, connections, abilities and strong demands. Employees from large
organisations may sometimes feel they have more power when they negotiate with a small
organisation, especially if the small organisation has to compete with others for the con-
tract from the buying organisation. Depending on supply and demand, the buyer and
supplier may, however, be very dependent on each other. Power can also be derived from
the size of the organisation or the financial resources of the buyer.

● The concept of parity (equality) in power refers to the situation in which opposing parties find
themselves unable to increase their negotiating power. In most cases, buying organisations
should attempt to achieve at least some sort of parity in power so that the other side realise
that it will be detrimental to them to try to increase their power base and to become more
flexible.

● Power can be real or perceived. There does not seem to be much difference between real
and perceived power. In other words, if someone thinks that the other has power, this is as
good as having real power. Sometimes buying organisations believe that they have no
power, while in fact their assumptions are unrealistic and unfounded.

There are different bases of power such as legitimate power, personal power, the power of
punishment, the power of reward, coalition power and the power of expertise and others that
may be important in the perception of power in negotiation.
● Legitimate power in buying refers to a situation in which a supplier relationship team may
have the legitimate mandate to make decisions and place orders while a seller may not have
the mandate to adjust the written contract that the buyer is looking for. These differences
in power make it difficult to negotiate

● Lack of expert power may cause a feeling of dependence and of being powerless and could
give the side with the expertise more power in negotiation. Often one side has more infor-
mation than the other which can also lead to a power advantage

● Coalition power is the source of power where suppliers or buying organisations may be part
of an organised buying or selling group that will give them more power (e.g. Koopkrag,
Fabcos, Eskom, the agricultural co-operations and taxi associations). Although they may
be small operators, they cooperate with other small suppliers and create more negotiating
power for themselves in the process

● The power of reward and the power of punishment are both important sources of buying power.
Buying organisations build in rewards for performance by suppliers. Depending on the
size of the reward, the buying organisation may have even more or less power. In the same
way punishment can be extremely manipulative, because some buying organisations are
able to cause huge losses to suppliers, if the suppliers are not able to perform according to
contract

In this framework, negotiation will focus on the issues pertaining to supplier relationship
management, specifically associated with the power of reward and the power of punishment
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in those circumstances where suppliers perform either beyond expectations or not adequately
at all.

Most researchers agree that negotiations can be approached in either a collaborative or an
adversarial manner. These terms are sometimes known as a constructive approach (referring
to collaborative outcomes for both parties, in other words, a win-win result) and a competitive
approach (referring to adversarial outcomes or win-lose results).

Lysons and Farrington (2006) briefly discuss each of the approaches as follows:

8.2.1 Collaborative (or constructive) negotiation
As the name indicates, the parties endeavour to reach a compromise by creative problem-
solving in which both parties gain and without one party having to lose. Collaborative
negotiation rests on the following foundations:
● Parties are regarded as collaborators rather than adversaries, and a result would be more
willing to share concerns, information and expectations

● In any business transaction both parties have the right and the obligation to set specific
objectives for the transaction, and the emphasis is on obtaining shared objectives

● Strategy is based on openness, and a high level of trust in the perceived partner
● Strategies are predictable, while flexible – aiming to reach the agreement acceptable to the
other party

● Parties refrain from counterproductive behaviour, such as threats
● The approach is essentially friendly and non-aggressive, downplaying hostility and giving
credit to constructive contributions made by either party to the negotiations

● The risks and costs resulting from one or both parties’ objectives also imply the obligation
to take measures that will provide protection for the other against these risks and costs

● Responsibilities, costs and risks should be discussed frankly and in a business-like way dur-
ing the negotiations

● The desired outcomes of the negotiations are made known so that there are no hidden
agendas and issues are clearly understood

● The best outcome of negotiation is an agreement reflecting the stand of both parties on all
the points of dispute

● The object of negotiation is to achieve a transaction that will permit optimum benefit to
both parties by imaginative, creative, logical ideas and approaches

● The key attitude is “How can the respective goals of each party be achieved so that both
win?”

● If an impasse occurs, this is regarded as a further problem to be solved, possibly by the in-
tervention of higher management or an internal or external mediator or arbitrator

The object of collaborative negotiation is obviously to ensure sound long-term relations
between the purchasing enterprise and its various stakeholders, including suppliers. However,
there are situations that could hinder win-win negotiations. If any of them are present, the
likelihood of collaborative negotiations fades.
● An unsatisfactory past relationship between (or among) the parties
● A belief that the issue (or issues) can only be resolved if one party gains at the expense of
the other

● The ‘mixed-motive’ of most negotiators where both parties want to achieve their goals
while maintaining an on-going relationship with the other party. This makes it difficult for
pure collaborative negotiations to occur
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● Win-win negotiators are vulnerable to the tactics of win-lose negotiators. This means that
many negotiators will be reluctant to lower their barriers first (McGinnis 2004)

8.2.2 Adversarial (or competitive) negotiation
Adversarial negotiation has specific characteristics that distinguish it from collaborative
negotiation. It is an approach that is primarily focussed on:
● Parties being regarded as adversaries, as a result all viewpoints, cost data and information
supplied by the other party are unreliable and therefore subject to verification

● In any business transaction each party upholds the right and the obligation to set their
own specific objectives for the transaction, and the emphasis is on obtaining those objec-
tives at the adversary’s expense

● Strategy is based on secrecy, and a low level of trust in the perceived partner
● Strategies are unpredictable, based on various ploys designed to outmanoeuvre the other
party

● Because the basic premise is that each party is pursuing only its own interests, all parties
use ploys and unacceptable business practices that will make it justifiable for the others to
act in exactly the same way

● The approach is essentially hostile and aggressive, where antagonism in team negotiations
is enhanced when members of the team may seek to outdo their colleagues

● The other party in the negotiating situation is the opponent whose sole aim is to accept as
little responsibility as possible in respect of risk, cost and obligations

● The desired outcomes of the negotiations are often misrepresented so that the adversary
does not know what the opponent really requires the outcome to be

● The best contract that can be negotiated is one that puts maximum obligation on the other
party and entails minimum accountability for oneself

● One of the objectives of negotiation is to prevent the other party from achieving its goals
● The key attitude is “We win, you lose”
● If an impasse occurs, the negotiation may be broken off

It is very important to develop a plan to guide the collaborative negotiation team when faced
with a win-lose negotiating strategy. The win-win negotiator can:
● Ignore it. This will sometimes help the other party understand that you are not interested in
win-lose bargaining

● Discuss whether a win-lose strategy is in both parties’ interest. Here you may be able to sell
the other party on the merits of moving toward a win-win strategy

● Confront the other party. Politely, but firmly, explain to the other party that you under-
stand their tactics but are not interested in participating in win-lose negotiations

● Respond with a win-lose strategy. While this may amplify the conflict, it may be the appro-
priate response when the other party is not willing to participate in win-win negotiations
(McGinnis 2004)

It is sometimes important to try not to classify negotiation too rigidly and too narrowly,
because this often limits the ability of sourcing and supply professionals to thinking broadly
and creatively about many aspects of their work. Most negotiations occur along a continuum
between pure win-win and pure win-lose. The emphasis on collaborative and adversarial
bargaining may vary among issues, or at various stages of negotiations. For example, a series
of negotiations may begin on a win-win note, then emphasize win-win for some issues and
win-lose for other issues, then move towards a relatively win-win orientation, as the possibility
of agreement becomes apparent (McGinnis 2004).
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8.2.3 Can negotiations be ethical?
Negotiation ethics is an aspect of the wider subject of purchasing ethics. This topic is
considered here because ethical perspectives largely determine whether a particular
negotiation is adversarial or collaborative. Commonly held assumptions reflect negatively on
the ethics of the negotiation tactics of car salespeople, lawyers, horse traders, and other
people who have a reputation of trying to influence folks into reaching agreements by
misrepresenting facts. This kind of stereotyping has attached itself to people from different
countries, ethnic groups, or even professions, such as mentioned above (Cohen 2004).

According to Lysons and Farrington (2006), researchers list the following arguments that
negotiation cannot be completely ethical:
● it is commonly believed that success in negotiation is enhanced by the successful use of de-
ceitful tactics, such as bluffing and outright misrepresentation

● negotiators have the responsibility of obtaining the best results for those they represent
● what is ethical is affected by cultural factors, such as bribery and deception that be accept-
able in some global negotiations, that “When in Rome, do as the Romans do”

● self-interest is the most powerful of all motivations – few negotiations can be wholly
altruistic

● ethical negotiation is an idealistic concept that does not work in practice sharing informa-
tion may put a negotiator at a disadvantage

Negotiation is about many things. One of its central elements is convincing others to accept
the accuracy or reality of information that will influence their decision. Most negotiators
know that it is, indeed, possible to influence people by lying to them. However, good
negotiators also realise that when other parties find out they have been on the receiving end
of lies, the lying negotiator’s credibility is irreparably damaged. There are a number of reasons
for it being possible to gain from deceptive tactics:
● information asymmetry is great – the greater the information disparity between the two
parties, the greater the opportunity one has for profitable deception

● verification of such details as long-term maintenance costs and performance is difficult
● the intention to deceive is difficult to establish – it is hard to distinguish it from a mistake
or an oversight

● the parties have insufficient resources to adequately safeguard against deception
● interaction between the parties is infrequent – deception is more likely in one-off
relationships

● ex-post redress is too costly – the deceived party may, however, prefer to make an effort,
even when the costs exceed the expected compensation

● reputable information is unavailable, unreliable or very costly to communicate
● the circumstances are unusual in a way that limits inferences about future behaviour and
deceptions are unlikely to damage future negotiations because they occur in distinctly dif-
ferent circumstances

● one party has little to lose (or much to gain) from deception – a negotiator may not be
concerned about the prospect of being caught, providing that it does not occur before the
deal has been closed

According to Lysons and Farrington (2006), the researchers Crampton and Dees state in their
paper entitled “Promoting Honesty in Negotiation”, published in the Journal of Business Ethics
in 2002, that they could not recommend a single strategy that will work effectively to promote
honesty in all negotiations, but they make the following suggestions:
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(1) Assess the situation. This involves considering the incentives for deception. What incen-
tives are there for suppressing or misrepresenting information? What is known about
the principles of the other side? What is the competence and character of the other side?

(2) Build mutual trust. In most cases, the incentive for deception in negotiation is defensive. It
arises from the fear that the other party will unfairly exploit any weakness. This also in-
volves building mutual benevolence, creating opportunities for displaying trust and
demonstrating trustworthiness.

(3) Place the negotiation in a long-term context. Caveat emptor is reasonable advice for negotiators.
Select negotiating partners wisely, verify when you can, request bonds and warranties,
get important claims in writing and, where applicable, such as in IT and outsourcing ne-
gotiations, it may be advisable to hire a skilled intermediary.

Ethical negotiation can only take place in a climate of trust. Ascertaining whether such a
climate exists requires negotiators to answer two questions – “Can the other party trust us?”
and “Can we trust them?” Each party can answer the first question with some certainty,
although they should be aware of self-deception. Not until both sides have established a
working relationship can a certain answer be given to the second question. In the interim,
both sides should show diligence in obtaining information to provide assurance that the other
party will negotiate ethically.

Negotiation is not a competitive sport. In competitive sports, the object is to end up winning
the game, the race, or the event. Negotiators who focus on treating other parties as
opponents run the risk of ending up with reluctant counterparties to whatever agreements
may be reached. Unless all the parties are fully committed to their agreement, it may well fall
apart; in those circumstances the negotiation has failed.

The ethics of negotiation should be based on several understandings:
● Reluctant partners make undependable partners – so treating negotiation partners with re-
spect and honesty simply makes common sense

● Negotiators need to recognise up front that the only reason to use negotiation to resolve a
conflict, agree on a project, or conclude a sale is because other parties may be able to add
value an individual or a single company cannot do acting alone

● Transparency in the negotiation process is far more likely to bring about buy-in than hid-
den agendas or tricky manoeuvers

● Other parties have feelings

Thus, the Golden Rule of treating others as you would wish to be treated has the bottom line value of
increasing other parties’ enthusiasm about negotiating with you as well as their enthusiasm
about the ultimate agreement. Good negotiation ethics, such as honesty, transparency, respect
for others, are all genuinely pragmatic approaches to use. A negotiator’s reputation is not
unlike that of a restaurant: if you have a bad meal, you are not likely to return. And a
negotiator with whom others do not want to deal is effectively out of business.

8.3 CLASSIFICATION OF NEGOTIATION
The nature of negotiations can differ significantly, depending on the classification of variables
such as the objectives or outcomes of the negotiations, the relationship between the parties,
the different styles of negotiation and the content that needs to be addressed. It therefore
makes sense that the characteristics of negotiation rely on the type of negotiations conducted,
e.g. to achieve a new political dispensation for public procurement, to secure a new contract,
or a repurchase situation.
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The classification of the abovementioned variables will assist parties to decide in what kind of
situation they find themselves, to plan their negotiation process, strategies and tactics in a
more meaningful way.

8.3.1 Classifying objectives
The approach to negotiation was discussed in section 8.2. We distinguished between
collaborative and adversarial negotiation, and identified the objectives associated with each.

Essentially, collaborative negotiations will take place when the objective of the negotiation
team is a stable, long-term relationship focussed on creative solutions to mutual problems.
Adversarial negotiation will only be appropriate where no on-going relationship or the
potential for one exists or is desired (in other words, the deal is a one-off) or a quick, simple
solution to a disagreement is required (Lysons & Farrington 2006).

8.3.2 Classifying relationships
Relationship is an important variable in negotiation. Relationships in negotiations can be
classified in:
● Co-operative negotiation. This kind of negotiation turns conflict into a partnership with-
out either party entering into the competitive mode – win or lose is thus irrelevant

● Continuous negotiation focuses on an on-going relationship between parties that has to be
maintained throughout negotiation itself and into the future, regardless of difficulties and
problems

● Intermittent negotiation takes place when a problem arises that may threaten the current
excellent relationship between the parties

● Crisis negotiation occurs when one party elicits a confrontation by creating a crisis before
negotiation starts

Relationship goals are concerned with the outcomes relating to how well those involved in the
negotiations are able to work together once the process is completed and how well their
respective organisations may work together. Some areas for relationship goals include
partnership sourcing, preferred supplier status, supplier involvement in design, development
and value analysis and sharing of technology. This should be regarded as an important part of
all purchasing negotiations. Often there seems to be a lack of awareness of the importance of
the effect of present actions on the future. Some sourcing and supply professionals seem to
be experts in victimisation and intimidation. Many stories are told about buyers and sellers
and the way in which they ‘intimidate’ each other to ‘trick’ the other into acceptance. Many
manipulative actions have only a short-term effect.

Sourcing and supply professionals should realise that in many ways negotiation is all about the
establishment of a relationship and nothing else. If a relationship is such that it fosters
understanding and a realisation of why people are together, the fact that they need each other
to survive and the fact that they should be sensitive to each other’s needs over the long term,
can often help enterprises to survive difficult times. It is well known that the Japanese often
adopt the approach that because of a strong relationship, they help their suppliers through
difficult times by ordering goods they do not need, just to help them survive. However, they
also expect their suppliers to understand that sometimes they cannot adhere to buying
contracts when they are experiencing tough times. Thus, some contracts are known to have
lasted for 50 years and are still going strong because of the strength of the relationship that is
negotiated.
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There is an increasing emphasis on buying ‘value’ and on long term relationships, strategic
alliances, partnerships and long term contracts with important suppliers. Therefore, sourcing
and supply professionals should move away from a short-term attitude during negotiation
with suppliers.

8.3.3 Direct and indirect negotiations
The kind of contact (be it either direct or indirect) that a negotiator deals with could have an
important impact on the outcome.
● Direct (explicit) negotiations refers to face-to-face contact, enabling open communication,
making demands, stating preferences, asking for information, offering proposals and mak-
ing concessions. In doing so, parties manoeuvre, use tactics and follow strategies that are
observable by an onlooker

● Indirect (tacit) negotiations involve the use of representatives to conduct the negotiation proc-
ess on behalf of any party. Nowadays, sourcing and supply professionals negotiate
indirectly in many different ways. Technology and computerisation have added various in-
direct forms of communication that can be utilised in addition to direct face-to-face
contact. As you know, buyers often negotiate over the telephone and it would be interest-
ing to calculate the percentage of agreements reached telephonically compared to those
reached face-to-face. Apart from telephonic communication, the computerisation of the
sourcing and supply environment has added communication media such as e-mail and the
internet. The postal services are seldom used these days, and it is most uncommon to re-
ceive orders through the post and to communicate by writing letters. Most buyers are
linked up with their sellers and obtain immediate information on computer screens about
ranges of products and prices. The question that buyers need to answer here is: How can
we utilise the computer medium to improve our negotiation ability? In also indicates that
negotiation involves far more than mere face-to-face direct contact over a table. It involves
the establishment of a network; it includes sound information that is within easy access of
any potential buyer. It includes products that are well defined and clearly described, even
on e-mail or the internet. It also means that sellers’ and buyers’ organisations should be
geared to react quickly and be able to handle decisions made through the computerised
network.

8.3.4 Classifying content
Negotiation can also be defined according to content characteristics or substance goals. The
possible content issues in the sourcing and supply arena are legion and depend on the
requirements relating to a situation. Most negotiations will be about high-value items (in other
words the 15 to 20 percent that constitutes the major portion of inventory investment).

Price negotiation is the most common type of sourcing and supply negotiation. The factor
under discussion is the supplier’s selling price, including the impact of quantity, quality and
services performed. Figure 8.1 provides some examples of issues to be negotiated relating to
price.
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FIGURE 8.1
Examples of price content of negotiation

Source: Lysons & Farrington (2006:551)

Cost negotiation focuses on the cost of final quotes. Typically, these are labour, materials,
overheads, administrative costs, profits, the methods of production and others. The amount
of knowledge and preparation necessary for this type of negotiation is considerably greater
than that needed for price negotiation. However, the benefits are usually correspondingly
greater. They also hold that this type of negotiation is more common in Japan where the
emphasis is more on transparency in negotiation. In other words, the seller views the buyer as
his partner to a greater extent, and trust is developed to the extent that the buyer is involved
in everything the seller does. The seller therefore virtually opens up his books to the buyer,
giving him all the detail, all costs and benefits relying on the buyer’s ethics to agreeing on an
accepted profit on top of costs.
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FIGURE 8.2
Examples of contractual content of negotiation

Source: Lysons & Farrington (2006:551)

Negotiation of contract represents quite a number of negotiations nowadays and is in fact
renegotiations at which price and cost in relationship are negotiated continuously every year
on fixed dates. Figure 8.2 provides some examples of contractual issues to be negotiated.

Other aspects may also become important when negotiating an agreement. Delivery, for
example, can become of vital importance especially in the fast moving consumer goods
industry. Figure 8.3 identifies some delivery issues for negotiation.

FIGURE 8.3
Examples of delivery content of negotiation

Source: Lysons & Farrington (2006:551)
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Understanding ‘packaging’ and ‘progressive summarisation’ may be important for buyers
because they are often confronted with a ‘take it or leave it’ offer from sellers, or in some
cases, have to deal with small parts of a problem one by one, and only when all the parts have
been put together, can a decision be reached. Sometimes they have to be extremely creative in
creating a ‘package or formula’ that is acceptable to both sides at the table.

8.4 WHAT IS EFFECTIVE NEGOTIATION?
Most would say it is something out of a classic movie. In a smoke-clouded room, a
blockbuster business deal is taking place. Parties from either side of the table eye each other,
trying to see what is behind those eyes. Terms and limitations are tossed out as feelers. Each
party is making discreet phone calls and having side conferences to play the cat-and-mouse
game required during the ‘old’ negotiation drama. The idea was to get a better deal than your
sales counterpart, and authority, power struggles, and emotional haggling were the tools.

Enter the 21st century, however, and a new look for negotiations. Negotiations will be fuelled
by data, not emotions. In its extreme case, the negotiation almost becomes a non-issue. When
measurable price, benchmark, and contract objectives are universally known, thanks to shared
information much less time is spent in negotiation and more is spent in formulating a plan or
process for executing those goals. Many say that negotiations have historically been a
somewhat ineffective process, as both parties are likely to have ‘left something on the table’.
The more data available, the less likely that will happen (Duffy and Cavinato, 2000).

Effective negotiation has the following characteristics, according to Lysons and Farrington
(2006):
● substance issues are satisfactorily resolved (in other words wise agreement have been
reached that is satisfactory to all parties)

● harmonious working relationships are preserved or enhanced (fosters rather than inhibits
good interpersonal relationships)

● efficient negotiations using no more time or money than necessary

8.5 ALTERNATIVES TO NEGOTIATION
Bailey, Farmer, Crocker, Jessop and Jones (2008:249) highlight that some alternatives for
negotiation are:
● Persuasion. Encourage the other side to accept the merits of a particular case with no con-
cessions from yourself

● Giving in. Accept totally what the other side offers
● Coercing. Insist that the other side meet your demands ‘or else’
● Problem-solving. Remove the difference so that there is no need to negotiate
● Force. Removing the object of the conflict or the competitor by strong-arm means
● More subtle forms of force, such as verbal threats
● Mediation or arbitration. Communicating through ‘third parties’
● Ignoring the fact that the conflict exists

8.6 THE NEGOTIATION PROCESS
In a supplier relationship management context, two-party negotiation usually begins with a
buyer’s request from suppliers in order to attain either different performance or corrective
measures regarding current performance. The process develops as the negotiator considers
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the requests and reactions; and prepares for discussion of important issues that might arise
during the meeting. The negotiation process ends with the resolution of all issues, which have
arisen. Most experts agree that it is useful to consider negotiations as a process consisting of
various phases. Some negotiations concern a single issue and are relatively straightforward.
Consider a situation where all aspects of an agreement are agreed, except for the price per
unit. The buyer is tasked solely with the objective to negotiate a lower price. Other
negotiations can be far more complicated and consist of a multiple issues relating to price,
cost, contracts and delivery (Lysons & Farrington, 2006).

Across the continuum of complexity, however, the negotiation process consists of the
following basic phases, as illustrated in Figure 8.4: (1) prenegotiation, (2) the actual
negotiation, and (3) postnegotiation.

FIGURE 8.4

The negotiation process

Source: Adapted from Baily et al (2008:250)

The time and funds spent on the different phases will depend on the complexity of the
negotiation situation at hand. Essentially, they include the following:
● Various decisions are made in the prenegotiation phase. This includes aspects relating to
the negotiators, the venue, gathering intelligence, determining objectives, strategy, tactics
and practicing the actual negotiation

● The actual negotiations phase takes place once all parties have completed their preparation.
This involves various stages, techniques, behaviour and ploys

● The postnegotiation phase involves drafting a statement detailing the agreements reached,
selling the agreement to the constituents of both parties, implementing the agreements
and establishing procedures for monitoring the implementation of the agreements and
dealing with any problems along the way

The first phase, prenegotiation, is separately, individually performed by both the purchasing
firm and the supplier. The approach differs during this phase – the purchasing firm’s
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approach is that of obtaining optimum value in the purchasing process and takes place in
accordance with overall purchasing policy and strategy. However, the supplier’s approach is
that of marketing policy and strategy, and therefore focuses on product, price, marketing
communication and distribution objectives. It is specifically because there are differences in
the purchaser’s and supplier’s objectives that the second (the actual negotiation) and third
(postnegotiation) phases of the negotiating process occur jointly. In the last two phases, the
endeavour is to negotiate the transaction to the mutual benefit of the parties concerned.

SUMMARY
A vast amount of literature has emerged on the theory and practice of negotiation and the
topic continue to provide scope for a considerable amount of research and publication. Good
theory, however, only becomes valuable if it is mirrored in practice. Use the information in
this study unit to work through activity 8.3. Consult alternative sources if you need to clarify
some aspects. Use the reading list provided at the end of the study unit as a guide!
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SUMMARY OF TOPIC III

Topic III addressed the ins and outs of changing and improving supplier relationships. Study
unit 5 attempted to clarify the concept of change management by discussing the supply chain,
change management, change control and strategic alignment through the implementation of
various programmes by the buying organisation involving their suppliers. Ultimately aiming to
understand how the buying organisation can obtain true competitive advantage from
suppliers.

Study unit 6 introduced you to supplier contract management in a strategic supply manage-
ment by focusing on the definition of supplier contract management, explaining the use of
the contract lifecycle and answering the question: “Why the need for supplier contract man-
agement?” We covered several ways to respond to the challenges of supplier contract
management, as well as improving the management of supplier contracts. We then outlined
the best practice supplier contract management strategies, and distinguished between the ben-
efits and risks of supplier contract management. Lastly, we focussed on the organisation of
supplier contract management, and the supplier contract management functions.

Study unit 7 continued by placing supplier performance management in perspective. The path
from supplier contract management to performance management was discussed. An outline
of the supplier performance management model was provided. We discussed all the aspects
concerning the evaluation of supplier performance, overviewed the development of suppliers
and encouraged the use of supplier awards. We concluded the discussion by listing the seven
foundational principles of supplier performance management.

Study unit 8 covered negotiations as part of supplier relationship management. It started with
a definition of negotiation. We explained the approaches and classification of negotiation. We
also answered the question: “What is effective negotiation?” and made a list of some alterna-
tives to negotiation. Lastly, we provided an overview of the negotiation process.
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It takes too many resources to continuously search for new suppliers (and customers for that
matter). Therefore, according to modern management practices organisations should try to
keep suppliers (and customers). Decisions to terminate a contract or a relationship with a
supplier should therefore not be taken lightly. Building a sustainable, mutually beneficial
relationship with a supplier takes a vast amount of resources (time, money and effort) as we
have mentioned above and in the previous study units. It also requires work to renegotiate
and select a new supplier; and to build a new relationship and a new measurement system.
Subsequently, before implementing a termination plan, the first action should be preservation.
What can be done to preserve the relationship? Yet, if all of the options have been exhausted
to preserve the relationship and the group discussions, meetings, and memos have been
completed, it is time to move forward with a termination plan. No buyer/supplier
relationship can or should be expected to last forever as organisations operate in a dynamic
environment. The ending of a buyer/supplier relationship does not necessarily mean failure
and there may be positive as well as negative outcomes for one or both of the parties involved.

This study unit will address the issue by focusing on reasons for terminating a buyer/supplier
relationship, the process of termination, timing, relationship aspects, legal considerations and
succession issues.
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Study this study unit in the study guide.

LEARNING OUTCOMES

After working through this study unit, you should be able to:
– list some of the typical reasons cited for terminating a buyer/supplier relationship
– discuss settling contractual disputes before termination of relationships is considered
– discuss the process of termination of a buyer/supplier relationship
– put timing of the termination in as a supplier relationship perspective
– discuss the relationship aspects involved when terminating a buyer/supplier relationship

or contract
– list the legal considerations to take into account when terminating a buyer/supplier

relationship
– compile a checklist of the succession issues to take into account when terminating a

buyer/supplier relationships

KEY CONCEPTS

You will find the following key concepts in this study unit:
√ termination of relationships
√ contractual disputes
√ legal considerations
√ succession issues

9.1 REASONS FOR THE TERMINATION OF BUYER/SUPPLIER
RELATIONSHIPS

First, supplier termination should not be a surprise. By conducting regular performance
reviews and frequent communications with suppliers, the supplier should know how it is
performing. Terminating suppliers can be stressful, yet it can be done professionally. The goal
is to create a seamless transition from the previous to the new supplier without jeopardising
customer service, creating financial impacts, or affecting the organisation’s reputation. While
unavoidable at times, care should be taken to soften any bitterness or hostility on either side.
Both parties may need each other again in the future. Keep the process cordial, business-like,
and impersonal. It is also important to sustain confidentiality as much as possible because
leakage of information can lead to premature decisions and reactions driven by emotion
instead of by common business sense by both the supplier and the customer.

Lysons and Farrington (2006:238) describe how it is possible to detect that a relationship is
changing: A primary tip-off that the nature of the relationship is changing can be seen in
requests made by you or by the supplier. Are multiple requests necessary before action is
taken? Are requests necessary for items or service that used to be offered without asking?
Perhaps the request is granted, but the requester feels like he or she is cashing in on his or her
favour with each request. When you start to work out issues and compromises and you get
the impression that your partner is short-changing you all the way, you know your alliance is
ending.

Although collaborating principles and objectives can be well outlined at an organisational level,
success is often dependent on individuals. All individuals for both organisations must be
committed and resistance can begin on either side of the fence. If the problems have roots in
the purchasing and supply organisation, at least the purchasing supply manager will be able to
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take an active part in determining the cause and correcting it. If the problem seems to stem
from the supplier organisation, the outcome is a bit more unpredictable.

In practice, most buyer/supplier relationship break-ups derive from:
● inadequate understanding of what ‘partnership’ means
● rapidly changing circumstances that cause one or both parties to revise the priorities and
concentrate on achieving their own organisational objectives a: expense of the partnership,
including:
– changes in business direction(s) – an existing partnership may no longer have consensus ei-
ther the purchasing or supplier organisation has shifted its strategic direction

– product obsolescence – the product or service provided by the supplier is becoming obso-
lete without any replacement options

– the supplier is unable to meet service levels – certain objectives basic to the partnership can no
longer be met

– short-term attitude – either partner may consider that the long-term benefits partnership
have not been realised sufficiently quickly or have been insufficient warrant a continued
commitment to a particular supplier/purchaser

– economic factors – a supplier has become ‘at risk’ financially, with the danger of initial
liquidation

– external economics – a recession may force suppliers to cut back on product development,
training and other resources, such as product engineers, and, consequently will be un-
able to meet the continuous improvement objectives of the partnership

– mergers and acquisitions, such ventures can create new business models for either the pur-
chaser or supplier

– corporate divestiture may create a situation where, because parts of the business have been
sold, the organisation can no longer provide a product or service

– instability and inconsistency, acquisitions or disposals of companies or rapid changes in key
personnel or organisational philosophy often adversely affect years of previous relation-
ship-building based on trust and stability

– In the last analysis, however, successful partnerships can only be built if trust and coop-
eration exist between purchaser and supplier

9.2 SETTLING CONTRACTUAL DISPUTES BEFORE
TERMINATION

Many times relationships need to be terminated too early due to contractual disputes. All
contracts (and for that matter – relationships), no matter how carefully prepared and worded,
can be subject to some form of dispute or disagreement. Probably the most common source
of disputes is in the interpretation of contracts or the non-performance of one of the parties.
Taking legal action should be the last resort for settling disputes due to the cost and
uncertainty attached to it.

9.2.1 Non-legal action
The simplest way to resolving a contractual disagreement is face-to-face negotiations between
the two parties. Other factors surrounding the dispute can be brought into consideration by
the parties, even though these factors are not directly involved in the dispute. For example, if
a buyer and supplier disagree on the interpretation of a contract’s terms for delivery, they
might be able to compromise by adjusting other conditions such as price or scheduling. The
option face-to-face discussion is exhausted when both parties recognise that they are unlikely
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ever to agree on a solution by themselves. At this point, both parties probably have an
emotional reaction to their lack of success, such as frustration, disappointment and anger.
This reaction may then prevent further rational analysis of the disagreement, and it becomes
very difficult to negotiate without assistance form outside parties – perhaps using arbitration.

9.2.2 Arbitration
The use of an outside arbitrator, or third party, to help settle a dispute is becoming
increasingly popular. When properly designed arbitration can protect the interest of both
parties to a dispute, generally giving a reasonable solution, relatively inexpensively, quickly and
in private. This is such a popular option that purchasing managers routinely include an
arbitration clause in the terms and conditions. The decision of the arbitrator (usually a judge)
is binding on both parties.

9.2.3 Other forms of conflict resolution
Mediation is also a popular option. Instead of making a decision, the arbitrator actively seeks
for a solution and promoting reconciliation. Looking at the facts and the cases of both parties,
he tries to get agreement on a solution that reconciles the interests of both parties. Mediation
is not binding and the parties reserve the right to make a final decision themselves.

Another alternative is dispute prevention. This should be a key element of collaborative business
relationships such as long-term contracts and strategic alliances. When parties initially design a
contract, they include specific processes to prevent disputes form escalating. These processes
typically involve a progressive schedule of negotiation, mediation and arbitration followed by
litigation as last resort. By working closely together in the mechanics of dispute resolution,
both sides appreciate what is involved – and are more likely to reach early settlement.

9.3 THE PROCESS OF TERMINATION
Terminating a supplier is a project and should be treated as one. A buyer/supplier
relationship manager should serve as the project leader. Tasks need to be performed in an
orderly fashion. Resources will need to be assigned and schedules need to be developed.

Some of the tasks would include:
● form a transfer team
● develop a termination strategy
● gain executive sponsor approval
● select a replacement supplier
● develop a transition plan
● ramp up a new supplier
● de-ramp the current supplier
● deplete inventories
● clear invoices
● inform clients
● communicate with the current supplier
● communicate with the stakeholders and business units
● terminate the supplier transactions

It makes sense that communication is of utmost importance when terminating a buyer/
supplier relationship. The closer the time to termination of the contract, the more difficult it
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is to retain confidentiality. Eventually, the internal customers will need to know what is
happening. A professional communication programme should be created and executed ahead
of the ‘rumour mill’. Communication plans need to be targeted for executive sponsors,
stakeholders and committees. Depending upon the sensitivity and context of the termination,
corporate communication professionals should be engaged in the process. This is especially
important if the news media would find this event important.

Change happens. Goals diverge. A speedy and equitable handling of transition issues is the
primary objective. List clearly what the supply management organisation needs from the
supplier: namely, to stop work as instructed, agree to the contract termination, and terminate
subcontracts promptly. It is also expected that the supplier protect and ship back property,
advice the supply management organisation of legal or other sub-tier issues, submit settlement
charges promptly, and work jointly on inventory disposition at the lowest cost to both parties.

Recognise in turn what the supplier needs from the supply management organisation. Primary
considerations are likely to be: a fair presentation of facts surrounding termination, prompt
settlement of outstanding charges, and assistance with inventory disposition in recognition of
the supply manager’s contribution to those same inventory levels (via poor forecasts et cetera).
Remember, both the supply manager and the supplier need to set a reasonable timeframe for
transition. If the supply management organisation was a large portion of the supplier’s
business, see what can be done to come up with viable suggestions on filling the capacity gap
that will be left. Lastly, create a contract closeout checklist, a formal review of all the details
and issues showing responsibility and a completion date, so there are no lingering questions
(Campbell and Pollard, 2002).

9.4 TIMING
Lysons and Farrington (2006:237) state that, whenever possible, the timing of the termination
should be synchronised with the expiration of the agreement currently in force. Giving too
much advance warning to a supplier can lead to deterioration in service. Conversely,
termination may not come as a surprise to a supplier that has received regular negative
feedback on performance. Decisions may also have to be made on whether the termination
should be immediate or gradual. Such decisions may be governed by terms and conditions
relating to termination in the current agreement.

9.5 RELATIONSHIPASPECTS
Terminations may be amicable or hostile. Campbell and Pollard (2002) refer to the three Ps
that can aid in minimising possible hostility encountered in the termination process:
● A positive attitude needs to be maintained. Both businesses will survive apart and recrimina-
tions at this stage help no one. Rather than face continued frustrations, the supply
management organisation is ending the relationship now. If in the future circumstances
change on either side, the organisations may want to try again.

● A pleasant tone can be more effective than harsh words. Supply man-agers are not trying to
insult anyone personally or professionally. It is natural that both sides feel a sense of failure,
like a person would during a divorce.

● Professional justification is essential. It is not a personal issue (unless the owner of the organi-
sation is also responsible for the poor performance). The supply manager’s responsibility
is to deliver the best value to the organisation in order to attract and retain customers. If
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an employee were not meeting expectations, he or she would be terminated. The buyer/
supplier relationship is no different.

9.6 LEGAL CONSIDERATIONS
Among such factors are:
● the financial consequences of terminating the agreement in some cases, it may be possible
to negotiate a settlement, in others the contract will be specific

● confidentiality agreements where such agreements are part of the contract terms, the con-
tract must be honoured for the prescribed time

● intellectual property issues drawings, designs prepared during the agreement, computer
software and so on

● capital property issues especially in relation to materials or capital equipment located at the
supplier’s site

● security issues is necessary to change passwords or security codes shared with the other
party to the agreement

● obtaining clear signed records of any settlement employee rights

9.7 SUCCESSION ISSUES
Before deciding to terminate, it will be necessary to ensure that steps have been taken ensure
a continuity of supplies. This will entail:
● discussion with internal customers regarding groups, systems and projects that be affected
by the change of supplier

● reflecting on the lessons learned from the terminated relationship
● conducting market analysis to determine other supplier options
● preparing specifications (possibly revised)
● selection of a new supplier – an important factor will be the potential
● supply reputation for trustworthiness
● negotiation of a relationship agreement

SUMMARY
This study unit took a closer look at the termination of buyer/supplier relationships, by
focusing on the reasons for termination, the process of termination, timing, relationship
aspects, legal considerations and succession issues. Following the steps and recommendations,
terminating a buyer/supplier relationship professionally will, in the end, produce the
attributes that supply management groups and organisations intended.

Those attributes include:
● an orderly exit
● no visible disruption to customers
● minimal waste and expense
● clear understanding of the cause
● at the very worst, it will be a learning experience for all concerned
● clear, signed records of settlement
● both sides may say in retrospect, “Well, I won’t make that mistake again.”
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Because of thinking through the options and creating a professional plan of separation,
supply managers can disprove the old maxim that ‘marriages are made in heaven, but the
divorce is the very devil’.
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INTRODUCTION
Supplier relationship management creates an environment of mutual understanding between
the buying organisation and the supplier. It allows the expectations of both companies to be
managed in accordance with pre-set service level agreements. The supplier will be in the
position to know that the success of continual supply rests in the ability to meet and exceed
the buying organisation’s expectation. A partnership of sustainable business development and
continuous improvement will be the result.

It is when there is no supplier relationship management application in a buying organisation
that business is conducted without measurable criteria, and the relationship is formed
between individuals that hamper the ability of new suppliers whom are agile and cost effective
in process to compete on equal footing. This hampers organisations from bringing fresh new
ideas and innovation.

In order to create value from contracts or tenders awarded purchasing, sourcing and supply
professionals must look at how to manage suppliers after the contract award. In the South
African context, buying organisations often ignore this important element of relationship
between seller and buyer. The buying organisations treat suppliers at arm’s length or leave the
relationship to individuals instead of managing suppliers holistically to the delivery of their
products or services.

In most cases, buying organisations are only active when they go out on a tender to look for
products or services. Then after the tender has been awarded, and the contract signed the
supplier is left on its own, and is only reviewed when the contract expires or when there is a
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performance issue with supply deliveries. This is because some organisations treat buyer/
supplier relationships as low priority in the whole scheme of things.

It is common knowledge that where supplier relationship management is not in place, buying
organisations are overcharged, paid without delivery, paid without proper inspection, and so
forth. This is because the relationship is not managed or left to individuals who most of the
time cannot measure deliverables in accordance with a service level agreements, or have too
much on their plate and therefore managing supplier relationships is just another extra load.

It is important that supplier relationship management is done properly with clearly
measurable criteria and must be managed similar to a marketing division where they focus on
customer relationship management. It is lamentable to find that purchasing, sourcing and
supply professionals are not quietly involved in setting these criteria as most of the buying
organisation focus its efforts on tenders, contracting, and evaluation, and leave this important
element to an individual or the department that uses the product or service without using a
cross-functional input in managing supplier relationship management. It is imperative that
buying organisations start to incorporate supplier relationship management as a key strategic
process of their procurement and supply strategy to ensure that there is vibrant competition
in the market that will improve the overall supply chain to the mutual benefit of all
organisations involved (Petje 2008:1).

Study unit 10 will show you exactly how a buying organisation can adopt a generic supplier
relationships management process to achieve infinite benefits to the mutual advantage of both
itself and its supply base. We will highlight some lessons learnt from launching the supplier
relationship management process, and provide examples of South African organisations
employing the supplier relationship management process.

Study this study unit in the study guide.

LEARNING OUTCOMES

After working through this study unit, you should be able to:
– outline a generic supplier relationship management process with the aid of a diagram
– explain the lessons learnt from launching the supplier relationship management process

KEY CONCEPTS

You will find the following key concepts in this study guide:
√ supplier relationship management process

10.1 A GENERIC SUPPLIER RELATIONSHIPS MANAGEMENT
PROCESS

We have now addressed all the major aspects concerning supplier relationship management:
(1) what is supplier relationship management? (2) forming and structuring buyer/supplier
relationships; (3) changing and improving buyer/supplier relationships and (4) ending buyer/
supplier relationships.

You may wonder – how do all these initiatives get absorbed by the buying organisation in
order to reap the benefits, whether your objective is to save money, boost quality, and/or
achieve tighter regulatory compliance. In section 1.2.3, we highlighted that many purchasing,
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sourcing and supply professionals regard supplier relationship management as purely a
technological solution. Although there are wonderful hi-tech tools that can be utilised by any
organisation willing to pay for it, the tool alone will not drive strategic sourcing – and
certainly not the supplier relationship management concept in an organisation.

It is imperative to launch a supplier relationship management course of action within the
buying organisation, contemplate the tangible procedure and then only continue to choose
and procure a tool if it would ease the implementation and endurance of the designed buyer/
supplier relationship process. It is of paramount importance to acknowledge the following
true words by Noland (2004:1): “Supplier relationship management is not just an automation
tool. It is not just a consultant delivered solution set. It is not just supplier development.
Supplier relationship management is a broad based management methodology describing how
an organisation interacts with its strategic supply base. It is a philosophy about buyer/supplier
relationships that is driven from the boardroom and shared throughout the organisation by
the rank and file members.”

We reiterate that supplier relationship management is a process that requires knowledge, a
cultural change and careful premeditation. In this section, we will be evaluating a generic
process that can be implemented by an organisation to achieve effective and efficient supplier
relationship management. Schematically, this process is depicted in figure 10.1.

FIGURE 10.1
A generic supplier relationship management process

You will recognise quite a number of the steps from previous study units. It is important to
combine all these concepts into a process, we will provide a summary of each important step
in the supplier relationship management process, and if it was already dealt with earlier, we
will refer you back to the section in which it was originally discussed. Before going into detail,
we would like to summarise the steps in the supplier relationship management:
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Step 1: Create a supplier relationship management team
Step 2: Develop a supplier relationship management programme
Step 3: Determine which suppliers to involve first
Step 4: Measure supplier performance
Step 5: Restructure buyer/supplier relationships
Step 6: Leverage supplier for continuous performance
Step 7: Monitor supplier performance

10.1.1 Create a supplier relationship management team
We established in section 2.3.5 that the creation, training and authorisation of one or more
dedicated supplier relationship teams are probably the most important tasks in the supplier
relationship management process. Preferably, these supplier relationship team members
should have no other responsibilities, but this is not always possible. Some of the supplier
relationship team’s responsibilities include: involvement and education of suppliers;
elimination of waste, providing the monitor-measure-feedback loop and documenting the
supplier relationship management process in order to gain internal buy-in from senior
executives – along with the managers and stakeholders in the business units who need to
participate.

The structure of such supplier relationship teams will vary from organisation to organisation.
It is advisable that these teams consist of members who are experts in various functions to
ensure an optimal knowledge foundation. At a minimum, each of the following disciplines
should be represented – either on a full- or part-time basis: end user, a legal expert, a
purchasing, sourcing and supply professional, a financial expert, a technical expert, a technical
writer, a representative from senior management and other members can be added based on
the requirements of a particular situation.

Overall, the supplier relationship team is authorised to contribute to and drive the supplier
relationship management effort on behalf of the buying organisation, as this is not an
automatic process by any means. Largely because suppliers are inclined to become
complacent and deliver unsatisfactory service levels as more and more time lapses without
any intervention by the buying organisation.

10.1.2 Develop supplier relationship management programme
● Choose a supplier relationship model

The supplier relationship management team needs to then choose a supplier relationship
management model to implement within their organisation as was discussed in section 3.2.
Three of the supplier relationship models include: (1) The Cox model – creating a stepladder
of external and internal contractual relationships based on the transaction cost theory and
resource-based theory; (2) The Bensaou model – identifying four buyer/supplier relationship
profiles (market exchange, captive buyer, captive supplier and strategic partnerships) by
answering two basic questions: “Which governance structure or relational design should an
organisation choose under different external contingencies?” and “What is the appropriate
way to manage each different type of relationship?” and (3) the IMP model – evaluating the
buyer/supplier environment according to four basic elements; the interaction process; the
interacting parties, the interaction environment and the atmosphere.
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● Determine organisational stages of supplier integration

In this step, the supplier relationship management team should also be sensitive to the
manner in which they will go about establishing a buyer/ supplier relationship – in other
words, integrate the supplier with the buying organisation. We know that a relationship is
formed according to hierarchical levels, ranging from a single exchange to the portfolio of
relationships of one particular enterprise.
− Actions: individual initiatives by the buying organisation, such as a telephone call or plant
visit, that may relate to products, information, money or social contacts.

− Episodes: groups of interrelated actions, such as a negotiation encompassing a number of
actions.

− Sequences: larger and more extensive entities of interactions. This level may be defined in
terms of a contract, product, campaign or project. A sequence, in enterprises, can also be
related to the presence of a significant human action in either of the organisations.

− Relationships: comprised all the sequences, which, in turn, comprise all related episodes and
actions in one particular relationship between two organisations.

− Partner base: the relationship portfolio of a particular enterprise – that is all the relationships
that a particular enterprise has at a particular time.

The formation of long-term personal relationships usually develops by going through the
same stages. Thus, a meeting (action level) may develop into a friendship (episode level),
courtship (sequential level) and marriage (relationship level). Each level is normally of a
longer and more permanent duration than the preceding one.

10.1.3 Determine which suppliers to involve first
Now that the supplier relationship management team has its set values, vision and objectives
and a specific supplier relationship management process was developed, the buying
organisation can proceed to determine which suppliers to involve in the programme first.
This can be done by analysing the buying organisations spend and segmenting the suppliers.

● Analyse spend

The supplier relationship team’s first task is to analyse the buying organisation’s spend by
categorising their purchases on products and services. This is done by arranging the current
products and services on the supply positioning model, as discussed in section 1.1, by
comparing the complexity of the purchase to the monetary amount spend on the product or
service. This is done to answer the following questions: (1) What is being bought? and (2)
How much does it cost?

If we refer back to the supply positioning model (figure 2.2), it is clear that all products or
services coming into an organisation can be categorised as either one of the following:
− Routine products or services, a low level of risk and complexity associated with the item or serv-
ice for the organisation in relation to the low value spend allocated to the item or service.
Substitution of these products and services is possible as alternative suppliers and even al-
ternative products and services are available. Usually this category includes products or
services with standard specifications.

− Bottleneck products or services, a high level of risk and complexity associated with the item or
service for the organisation in relation to the low value spend allocated to the item or serv-
ice. Substitution of these products or services is difficult due to a number of reasons,
including monopolistic markets, high barriers to enter these markets and geographical or
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political complexity. Usually this category includes products or services with unique
specifications.

− Leverage products or services, a low level of risk and complexity associated with the item or serv-
ice for the organisation in relation to the high value spend allocated to the item or service.
Substitution of these products and services are possible as alternative suppliers and even
alternative products and services are available. Usually this category has standard item or
service specifications.

− Critical products or services, a high level of risk and complexity associated with the item or serv-
ice for the organisation in relation to the high value spend allocated to the item or service.
Substitution of these products or services is difficult due to a number of reasons, including
monopolistic markets, high barriers to enter these markets and geographical or political
complexity. The high value of spend in comparison with total spend constitutes the strate-
gic importance of these products and services to the profitability and operations of the
buying organisation.

The most important aspects pertaining to a spend analysis include the following:
● focus on obvious high spend items first
● allow sufficient time and resources for the planning of conducting a spend analysis
● spend must be understood and consolidated
● identify the overall manifestations of purchasing, sourcing and supply impact
● ensure stakeholder involvement, be it internal or external
● validate the data with the stakeholders concerned

Once products and services are categorised as either bottleneck, routine, leverage or critical
purchases the supplier relationship team can do a diagnostic of the total spend on these
categories by using a Pareto analysis (also known as an ABC analysis). A Pareto analysis is
done to determine the importance of the different products and services in these four
categories in terms of monetary value to an organisation. The Pareto analysis can only be
done after a thorough investigation is launched concerning aspects such as price, demand for
different inventory items, delivery times and the particular problems relating to the
purchasing of different items and services.

Using this information as background, the organisation’s purchases can then be classified into
three classes in relation to the monetary value of investment in the products or services. This
analysis divides products and services into categories based on the investment made in
monetary value in relation to the percentage of items or services compared to the total
amount of products and services purchased. By placing all the products and services in the
correct order, three clear classifications can usually be found:
● Class A products or services represent approximately only 10% of the total number of
items, but 80% of the monetary spend

● Class B products or services represent approximately 30% of the total number of items,
but only 20% of the monetary spend

● Class C products or services represent approximately 50% of the total number of items,
but only 10% of the monetary spend

Class A is illustrated by figure 10.2.
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FIGURE 10.2
Class A of the Pareto analysis plotted as a graph

● Segment the suppliers

The supply strategy and buyer/supplier relationships will differ substantially from one
purchase to another. By effectively and efficiently analysing the spend of the buying
organisation the various products and services are categorised as either bottleneck, routine,
leverage or critical representing Class A, B or C products in the scope of the organisation’s
spend. We have thus now answered the questions posed: (1) What is currently being bought?
and (2) How much does it cost?. The supplier relationship team can now use these categories
and classes as a guide to answer a third question: “who is supplying it?”

What does the supplier relationship team want to achieve here? By stratifying the suppliers,
they can determine which to bring into the supplier relationship management program first.
Ideally, the buying organisation should start with a small number of strategic suppliers. They
must consider running a pilot programme in a business unit or well-understood commodity
with a handful of suppliers that grows over time. The goal is to focus on those that deliver the
highest value and align most closely with company goals and culture. This phased approach
provides the buying organisation with the experience to successfully implement supplier
relationship management process across the board. Best-in-class organisations manage
roughly 25 per cent of their suppliers under the supplier relationship management process
and historically show much higher performance gains than those managing less than 25 per
cent of their supply base.

It is important to note that the objective of this exercise is not to complete the
strategic sourcing process all over again. In most cases complete supplier registers,
summarising all suppliers of a particular buying organisation, already exist. These
registers can then be used to select the strategic suppliers to involve in the supplier
relationship management endeavour and the team can move on selecting the key
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strategic suppliers and implement the negotiation process. However, in some
instances no such data exist. It is therefore necessary to retrace the steps of
identifying, screening and researching strategic suppliers. This is explained based on
research conducted by Crouch et al (a) (2002:57–70).

Remember that we established in study unit 1 that supplier relationship management shifts
the focus to the maintenance of buyer/supplier relationships through the buying
organisation’s efforts, in order to obtain superior performance from the suppliers for the span
of their association.

Remember that we have also established in study unit 1 that by using the supply positioning
model the direct suppliers can be divided into various tiers such as Tier I (Critical), Tier II
(Bottleneck), Tier III (Leverage) and Tier IV (Routine).

We have now established that it would be wise to start the supplier relationship management
programme by involving only a few suppliers strategic to the success of the buying
organisation. Moore (2002:4) suggests the strategic suppliers “… are those who can exert
extreme influence over some strategic aspect of your business. They are those who can,
through non-performance or malfeasance, seriously impair or destroy your ability to operate.
Or, they are those who can, through superior performance, leverage you to a higher level of
competitiveness or success.”

We can therefore conclude that the strategic suppliers of the buying organisation will include
Class A suppliers categorised as Tier I (Critical) and Tier II (Bottleneck) because they provide
products and services that can exert extreme influence over some strategic aspect of the
buying organisation’s operation, and involve substantial amounts of money. Implementing the
supplier relationship management process can become quite complex and time-consuming,
especially since it involves suppliers of products and services that are strategic to the buying
organisation. In other words, where complexity and risk to the organisation is high and the
level of expenditure is relatively substantial. Clearly, the buying organisation would therefore
not employ all of its strategic suppliers to pilot the process. It is hence important to screen as
many strategic suppliers as possible to accentuate those suppliers who will be least likely to
meet the requirements set by the supplier relationship team before embarking on a more
comprehensive analysis.

Concisely, strategic suppliers should be screened in order to:
● quickly establish whether or not they are worthy of full consideration so as not to waste
time researching and appraising suppliers who will never be selected, and

● reduce the number of involved strategic suppliers to a manageable number according to
the organisation’s allocated resources.

The most important aspect to remember in this respect is that screening criteria should be
easily accessible. However, you could also enlist more than one screening session. Eliminating
a few strategic suppliers based on elementary information. Then reconvene after more
information was collected on the remaining suppliers and again eliminating the obvious
choices. Repeat the process as many times as necessary.

Selecting the key strategic suppliers of the buying organisation for the supplier relationship
management pilot project constitute those who have preferably not been delivering superior
performance throughout their association with the buying organisation. It should be
necessary for the buying organisation to make considerable changes to enable the supplier to
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deliver the required and ultimately superior performance. Changes must be made in the first
instance to the buyer/supplier relationship (as discussed in study unit 4), and secondly, to the
supplier performance management practices employed on those suppliers.

This reasoning is based on the following premises:
● It is important to correct the performance and motivation of the key strategic suppliers of
the buying organisation who are not performing in order to obtain adequate performance
levels of all strategic suppliers. Thereby creating a platform from which a continuous im-
provement programme can be launched.

● Starting with the more difficult strategic suppliers first, will ensure that the supplier rela-
tionship team can fine-tune the process to such an extent that the full launch will not be as
problematic.

● Correcting the performance of these strategic suppliers have the possibility to yield more
tangible returns, upon the presentation of which the buy-in of other strategic suppliers
(and the unconvinced internal stakeholders of the buying organisation) is more easily ob-
tained when the full supplier relationship management programme is launched.

10.1.4 Measuring supplier performance
● Choose a supplier performance evaluation model

The supplier relationship management should now have ranked the suppliers in sequence
order to determine which will be involved in the newly developed supplier relationship
management programme first. Once this is done, they will draw attention to the measurement
of the supplier performance by choosing an supplier evaluation model to be employed within
the buying organisation such as the one outlined in section 7.1: (1) Identify the key
performance indicators (KPIs); (2) create the incentives, (3) negotiate the performance
milestones upon which the incentives are based and (4) after the contract is awarded and
performance starts, hold periodic award-fee events.

● Evaluate supplier performance and certification

They will then proceed to evaluate the suppliers (according to either the subjective method,
survey method, comparative method, weighted-point method, percentage-based method or
the cost-based method as outlined in table 7.1). The buying organisation can then establish
the supplier certification as discussed in section 7.2. Internal classification of this is either: an
unacceptable supplier, a conditional supplier, a certified supplier or a preferred supplier; and
external certification entails ISO9000, ISO14000 or Black Economic Empowerment aspects.

10.1.5 Restructure buyer/supplier relationships
● Apply supplier contract management functions to either reconstruct existing buyer/supplier

relationship or terminate old and establish new buyer/supplier relationship

Once the key strategic suppliers have been chosen, the supplier relationship team should
evaluate each of them individually and adapt the generic supplier relationship management
process to suit their specific circumstances. This should however be done very restrictively as
the supplier relationship team would strive to implement as homogeneous process as possible
to obtain the same results in every situation with the aim to integrate the supplier with the
buying organisation as one of their strategic assets. The supplier contract management aspects
discussed in study unit 6 should now be employed to correct the buyer/supplier relationship
or terminate it (as discussed in study unit 9) and establish a brand new relationship with a
different supplier.
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● Negotiate the supplier performance milestones upon which the incentives are based

Only then do the supplier relationship team involve the strategic supplier directly, by
identifying the negotiable issues pertinent in each individual situation. This was outlined in
study unit 8. The negotiation process will then be employed to negotiate the supplier
performance indicators upon which the incentives were based.

10.1.6 Leveraging supplier for continuous performance
Now that all the buyer/supplier relationships are in place, we can continue by identifying
leverage within the relationships. Section 7.7 assisted you in understanding this endeavour by
focusing on the leveraging of suppliers. Firstly, we must choose a specific project and assign a
team to identify the leverage prospects. Then we must do a SWOT analysis to determine the
strengths, weaknesses, opportunities and threats associated with the leverage prospects. A
strategy must be developed to take advantage of the viable leverage prospects.
Documentation of the whole process is very important to guarantee that the implementation
of leverage targets set can be measured, and the success thereof ascertained.

10.1.7 Monitoring supplier performance
We have now reached the stage of the supplier relationship management process where the
buying organisation has exhausted all avenues for continuous improvement regarding it
supply base. There are however still two ways of ensuring that the mutual benefit to the
organisation and the supplier is maintained:

● Develop suppliers

We know based on the discussion in section 7.4 that supplier development is defined as any
activity that a buyer undertakes to improve a supplier’s performance and/or capabilities to
meet the buyer’s short- and/or long-term supply needs. Supplier development requires
financial and human resource investments by both partners and includes a wide range of
activities such as training of the supplier’s personnel, investing in the supplier’s operations,
and on-going performance assessment. A seven-step approach to supplier development
follows: (1) Identify critical products and services; (2) identify critical suppliers; (3) form a cross-functional
team; (4) meet with top management of supplier; (5) identify key projects; (6) define details of agreement and
(7) monitor status and modify strategies.

● Award suppliers

We also established in section 7.5 that it is not sufficient to evaluate and assess suppliers on
how well they perform with respect to the metrics jointly agreed upon. Companies should
recognise and celebrate the achievements of their best suppliers. Award winners exemplify
true partnerships with respect to continuous improvement, organisational commitment, and
excellence. As award-winning suppliers, they serve as role models for other suppliers.

● Continuously managing change

Unfortunately, convincing suppliers to become part of this approach is not an easy task as
different organisations rarely share the same goals and objectives. It is however possible, once
the internal stakeholders of the hub organisation (in this instance the buying organisation) and
the external shareholders buy into the concept. How is this achieved?
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● Establish sources and forces of change, and determine reaction to change

This aspect was discussed in section 5.2 and 5.3. Change management can be achieved by
firstly ensuring that the buying organisation itself is geared to respond to internal changes in a
constructive manner. However, merely responding to changes is not enough, changes should
be driven to incorporate greater efficiency, eliminating wasted effort and eradicating irrelevant
activities that do not contribute to the organisation’s bottom-line in any manner. Then focus
can shift to include responsiveness to external changes, including changing market conditions,
new business opportunities, different product technology, more convenient distribution
channels and more demanding customer expectations.

● Implement change

Numerous writers have produced step-by-step guides for the implementation of change. The
following are eight generic steps for the implementation of change:

Step 1: Establishing a sense of urgency recognising the need for the enterprise or a function with-
in the enterprise to change if it is to achieve and retain competitive advantage or cope
with crises and opportunities.

Step 2: Creating the guiding coalition creating and empowering a group to lead change are en-
couraging the group to work as a team.

Step 3: Developing a vision and a strategy ‘vision’ in this context means having a clear sense of
what the future requires and the strategies required to turn the vision into reality.

Step 4: Communicating the change vision using every available communication media to cre-
ate an awareness of the visions and strategies to employees and others affected and
secure their cooperation and involvement.

Step 5: Empowering broad-based action removing obstacles, changing structures or systems and
encouraging new approaches.

Step 6: Generating short-term wins strategies usually involve some shorter-term goals as the
achievement of these goals provides encouragement to sustain people in their efforts
to attain longer-term objectives.

Step 7: Consolidating gains and producing more change reinvigorating the process with new proj-
ects, themes and change agents.

Step 8: Anchoring new approaches in the culture stabilising change at the new level and reinforcing
it by means of such supporting mechanisms as policies, structure or norms.

10.2 LESSONS LEARNT FROM LAUNCHING THE SUPPLIER
RELATIONSHIP MANAGEMENT PROCESS

As with any process, there might be substantial adjustments to the supplier relationship
management process after it is launched within the buying organisation. This can be due to a
number of reasons. According to Moore (2002:358–362) the most important might be that
the buying organisation operates in the real world, with real world problems.

These problems include for example:
● Commodity buyers who were out of their depth could have compiled the incorrect con-
tract shaping the buyer/supplier relationship

● The company failing at their own customer commitments because of the suppliers’ failure
to perform
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● Senior management pressuring the supplier relationship team to juggle: solving the prob-
lem, making the supplier perform, not missing the schedule deadlines, not litigating and
staying within the budget

● The supplier’s reasons for not performing are almost always attributed to the buying or-
ganisation – information, equipment or access was supposedly supplied late by the buying
organisation

This can lead to the fact that you can win the battle with the supplier, but lose the war for
adequate performance maintenance. In the buyer/ supplier relationship endeavour the buying
organisation might achieve a combination of the following:
● Maintain the buyer/supplier relationship without additional cost and succeed in obtaining
the required performance.

● Maintain the buyer/supplier relationship without additional cost and fail to obtain the re-
quired performance.

● Maintain the buyer/supplier relationship with additional costs, although succeed in obtain-
ing the required performance.

● Ultimately ending the buyer/supplier relationship, after additional costs were incurred and
they failed to obtain the required performance.

In fact, there are many degrees of possible permutations of these four general outcomes. The
buying organisation could end up paying a little, pay a lot or pay a whole lot. In doing so they
might initially meet one, two or all their objectives. The supplier relationship team can now
reconvene and fine-tune the buyer/supplier relationship management process.

SUMMARY
This study unit ends the content of the module, Supplier relationship management
(MNP3703). I hope you found the module appealing and intriguing! We urge you to
constantly update your knowledge on the subject by reading websites and articles containing
information on the subject. Good luck with your supplier relationship management
endeavours!
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Addendum: Activities for study
units

Activity 1.1
Read the following two reports and then put the use of supplier relationship systems
in perspective:

“mySAP supplier relationship management
A solution to manage spend for continuous profitability

In today’s market, it is becoming increasingly difficult to purchase affordable materials from
suppliers while continuing to deliver quality products or services to your customers. However,
if you can reduce the costs associated with purchases, you can boost profitability – without
being forced to generate more sales or sacrifice the quality of your product.

That is where mySAP Supplier relationship management (mySAP SRM) comes in. mySAP
SRM increases supply chain visibility and automated processes. Connecting the entire supply
base and giving you unprecedented insight into global spend. Therefore, you can cut the cost
of purchased goods and services.

Reducing costs through collaboration studies shows that companies that nurture collaborative
relationships with their supply base consistently outperform companies that do not. Rather
than pressure individual suppliers for marginal cost reductions, companies need to embrace
suppliers and build sustainable, workable relationships across the entire supply base.

With mySAP SRM, you can handle the complete supply cycle – from strategy to execution –
to help you optimise supplier selection, increase collaboration, and compress cycle times.
Moreover, with the unique advantages of consolidated content and master data, mySAP SRM
helps you make and execute decisions that align with corporate strategy.

Leveraging the powerful capabilities of the SAP NetWeaver, mySAP SRM seamlessly
integrates with both third-party and SAP solutions, including SAP Global Trade Services
(SAP GTS) and mySAP Business Suite solutions, such as mySAP Product Lifecycle
Management (mySAP PLM). This gives you the functionality and flexibility to maximise
buyer/supplier relationships. And, together with other SAP solutions tightly integrated by the
SAP NetWeaver platform, mySAP SRM can support your new product development and
introduction (NPDI) process.”
Source: http://www.sap.com/solutions/srm/

“SAS Supplier relationship management

Some organisations spend as much as 60 percent of revenue to acquire the goods and services
necessary to conduct business. Given this number, the pressure being felt by procurement
professionals to cut spend is hardly surprising. However, how is it possible to reduce supplier
spend while simultaneously improving supplier relations and collaboration?
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The answer is a strategic sourcing system that provides the information to let procurement
departments:
● Create complete spend transparency.
● Develop a comprehensive, accurate profile of the supplier base.
● Identify opportunities for optimal sourcing of materials, equipment and services.
● Consolidate and prioritise suppliers based on quality, performance and on-time delivery.
● Ensure contract compliance and reduce maverick spending.
● Ensure the quality of purchased items.
● Ensure appropriate levels of supply.

It is clear that performance management of the suppliers is the key to supplier relationship
management.

With the increasing awareness of the importance of supplier relationship management the
management systems were developed. With SAS Supplier relationship management (SRM),
procurement departments can gain a better understanding of their purchases, suppliers and
performance in order to make better strategic sourcing decisions. Using this comprehensive
solution, companies can reduce enterprise spend, consolidate and prioritise suppliers, reduce
supplier risk and align procurement strategies with corporate goals.

SAS delivers supplier intelligence through an integrated set of data management and analytic
applications that work with existing operational data and systems to gather, analyse and
leverage all aspects of supplier data and purchasing history, thereby optimising strategic
sourcing and achieving significant cost savings.

Consisting of four fully integrated components, SAS Supplier relationship management allows
you to maintain the flexibility you need to focus on your greatest problems today and then
expand into other areas of improvement:
● SAS Procurement Scorecard helps you set, measure and manage procurement strategies
that are aligned with corporate goals based on information from all the procurement sys-
tems throughout the enterprise. You can create and maintain scorecards for individual
suppliers and the entire procurement organisation, measuring performance against pro-
curement-specific key performance indicators (KPIs). These capabilities help you reduce
total spend and supplier risk, and ensure supplier quality, on-time-delivery and
performance.

● SAS Sourcing Data Quality provides accurate, detailed, comprehensive information to
help you reduce commodity spend without increasing risk. SAS uses repeatable, automated
coding based on industry standards and can readily accept any classification system. Nor-
malise your supplier information for more accurate measurement. Leverage third-party
information for supplier enrichment and ensure your suppliers are accurately and consis-
tently named.

● SAS Sourcing Strategy provides capabilities for supply base optimisation. Optimise your
total supplier portfolio through weighted supplier ranking based on criteria most impor-
tant to you. Operations research techniques also add balance and flexibility to the supplier
evaluation process. You can rank suppliers based on portfolio, supplier type, quality, price,
financial viability, on-time delivery and technology advancement. SAS will then make rec-
ommendations on how to distribute your spend among the right suppliers to best meet
your business goals.

● SAS Spend Analysis helps you reduce enterprise spend across suppliers and commodities
by providing increased visibility into procurement information. Leverage corporate buying
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power for cost-savings and identify ways to buy more effectively from valued suppliers.
This component helps you build a basis for more strategic buyer/supplier relationships.

Source: http://www.sas.com/solutions/srm/

Feedback on Activity 1.1
Although these are wonderful tools that can be utilised by any organisation willing to pay for
it, the tool alone will not drive strategic sourcing and certainly not supplier relationship
management concept in an organisation as ‘relationship’ means a connection between two or
more people or persons. Human interaction is vital to any relationship. It is imperative to
launch a supplier relationship management course of action within the buying organisation
and contemplate the tangible procedure and then only can a tool be considered to enhance
the implementation and endurance of the designed buyer/supplier relationship process.

Activity 2.1
List some typical traditional cultural beliefs or ‘influencers’ that might influence
attitudes and behaviour of men and women, respectively?

Feedback on Activity 2.1
Men are encouraged from birth to:
● be tough
● be strong
● be in control
● not back down
● give as good as you get
● show no weakness
● win if you can, never mind the cost

Women are encouraged from birth to:
● be gentle
● to follow
● be compassionate
● put others before themselves
● to share
● not to argue
● not to get angry

Activity 2.2
Can you provide characteristics of the following management styles:
(1) an autocratic and aggressive manager,
(2) a procrastinator and passive manager and
(3) a charismatic and assertive manager?

Feedback on Activity 2.2
An autocratic and aggressive manager:
● drives and pushes people but is not a leader

http://www.sas.com/solutions/srm/


● has a single viewpoint
● is a one-way communicator
● is demanding – ‘do it my way, now’
● takes fixed ‘my way’ positions with a contest of will
● makes threats and applies pressure

A procrastinator and passive manager:
● abdicates from taking decisions
● uses group viewpoints
● is indecisive and believes they are always democratic
● ‘what do you all want to do, whenever’
● changes positions easily and avoids any contest
● makes offers and yields to pressure

A charismatic and assertive manager:
● pulls more than pushes
● is a two-way communicator
● is followed naturally as a leader
● makes concessions – ‘I think this, what do we think’
● solves problems and explores interests
● views partnerships and reasons
● looks for objective criteria and yields to principles not pressure

Activity 3.1
There are various other models of supplier relationships in addition to those
described above. To practising purchasing, sourcing and supply staff, models of
supplier relationships often appear academic and remote from the realities of day-to-
day purchasing. There are, however, several reasons for purchasing students and
practitioners to study such models. Can you compile a list of these reasons?

Feedback on Activity 3.1
The use of models in supplier relationship management (according to Lysons & Farrington,
2006, pages 234 to 235):
● They increase awareness of the large number of variables that impact supplier
relationships

● Reflecting on them provides us with a deeper understanding of relationships in general
and of an individual relationship in particular

● Relationships are the results of interactions
● Interactions do not take place within an emotional vacuum – they must have some “emo-
tional setting” that sets the scene for relationship development, generally referred to as the
relationship atmosphere or climate

● Atmosphere is derived from the perceptions of the parties to the interaction: “This leads
to the belief that there is a ‘good’ or ‘bad’ relationship atmosphere conducive to the posi-
tive or negative development of the relationship and subsequently to the nature and quality
of future exchange episodes between the actors”

● So the study of such variables and concepts as power/dependence, cooperation/competi-
tion, trust/opportunism and expectations may lead to a better understanding of the causes
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of buyer/supplier antagonism or conflict and the need for adaptations in the perceptions
of both sides

● Reflecting on such models provides an understanding of the importance of a supplier to a
particular purchaser and vice versa and the risks, benefits and opportunity costs of such
relationships

● The use of such models assists in developing appropriate strategies, such as single or multi-
ple sourcing, making or buying and the reasons for such strategies

● They enable purchasing, sourcing and supply professionals to find a balance between the
internal resources of their organisation and the external resources possessed by the
supplier

● They enable purchasing, sourcing and supply professionals to clarify what they want from
a given supplier – in some cases, the purchaser wishes to use the supplier’s ability to design
or assist in the design of a special product, in others, the purchaser wishes to utilise the
supplier’s ability to provide a standardised product at a competitive price

● As Bensaou states, models can indicate the factors contributing to both successful and un-
successful buyer/supplier relationships

Activity 4.1
Tabulate the characteristics of a successful partnership or alliance by listing the
characteristic in column A, and providing a short description thereof in column B.

Feedback on Activity 4.1
Characteristics of a successful partnership or strategic alliance

COLUMN A COLUMN B
Mutual interdependence A genuine interest by both parties in the other’s success and

a sense of mutual obligation

High levels of trust A belief that both parties will honour the commitment
made

High degree of interaction on
various organisational levels

The development of close personal relationships by includ-
ing the supplier as an extension of the buying organisation

High levels of information
sharing

An increased availability of information to improve the
quality of decision-making

A focus on costs, and not
prices

A focus to determine and understand both the buying or-
ganisation’s and the supplier’s costs, with a mutual
agreement to eliminate or reduce it

Establishing joint teams to
address specific problems

The development of solutions that are optimal for both
parties by joining forces

Investing in the relationship The belief that the relationship are adequately long term to
realise investments made by both parties

Source: Adapted from Crouch et al (2002:25)



Activity 5.1
List as many internal and external changes as you can, which can affect a buying
organisation.

Feedback on Activity 5.1
There are obviously an infinite number of possibilities to list in this answer. I have provided
you with a few examples to put you on the right track.

Internal changes

1) The CEO suddenly resigns because of questionable corporate governance exercises.
2) Restructuring of the entire organisation is taking place.
3) A new information technology driver, such as SAP, is adopted.

External changes

1) The global financial crisis is continuing to influence South Africa’s economy.
2) The uncertain political stability of South Africa and neighbouring countries.
3) A substantial increase in fuel prices.
4) A resultant increase in interest rates.

Activity 6.1
Tabulate the benefits of and risks encountered by contract management.

Benefits Risks

Feedback on Activity 6.1
Some examples you could have used for the benefits of and risks encountered by contract
management, include:

Benefits Risks
Unlocking hidden value Supplier fails to deliver

Increasing competitiveness Inadequate quality after a certain period
elapsed
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Benefits Risks
Lowering costs Increased costs

Sharing risks and rewards Breach of contract resulting in substantial
legal fees

Activity 6.2
Evaluate the following problems that might occur without the application of proactive
supplier contract management, and provide guidelines suggesting how the scenario
could have been prevented or if not, solved.

Problem 1:

A buying organisation has an existing contract with a supplier for a product or service,
and identifies an opportunity for increased sales by using this specific product or
service. The buying organisation negotiated the added demand with the supplier and
the supplier makes initial investments to comply. The parties have an exclusive
arrangement. Problems of poor reliability and service performance on the part of the
supplier arise. Arguments within the buying organisation then result as the
procurement camp wants to attempt to solve the problems and the operation camp
wants to find a new source altogether. Neither of the teams are however able to deliver
documents proving the performance problems with the supplier, and after
consultation of the contract they realise that little performance standards are written
into the contract.

Problem 2:

Products, software and services acquired from the supplier fail to meet the required
acceptance tests and are eventually reengineered out of the buying organisation’s
product. This creates significant cost and reduction problems and a delay in getting
the buying organisation’s product to market. A special committee appointed by the
buying organisation investigates, and concludes that the supplier failed to meet
several early deadlines under the agreement, such as meeting dates and design
documents. Documentation is available to indicate several complaints by the buying
organisation, but they continuously accept late or faulty consignments from the
supplier.

Problem 3:

The buying organisation’s purchasing, sourcing and supply department, or their IT
department have no processes in place to track complex arrangements for multiple
parties to work simultaneous obligations on the same project. Certain key facility
alterations, hardware upgrades and so forth are therefore delayed, if it is implemented
at all. As a result, the buying organisation is unable to accept delivery under the
contract and these key issues are tackled on an emergency basis.



Feedback on Activity 6.2

Problem 1:

This situation could have been easily solved by identifying performance measurements to be
included in the written contract from the outset, providing a baseline for performance
measurement. Another aspect in this scenario is that neither team could produce
documentation proving the performance problems with the supplier, which indicated poor
document management and control. You can elaborate on this answer by including several
other corrective measures.

Problem 2:

The specific supplier has also failed to comply with early deadlines. If the payment was
structured effectively to require the buying organisation to verify certain milestones before
payment this problem could have been prevented. The buying organisation also allowed the
situation to deteriorate by accepting the consignments as the supplier delivered it, whether it
was up to the agreed standard or not.

Problem 3:

It has been stressed in study unit 1 that it is very important for the buying organisation to
ensure that the communication between departments is effective and efficient.
Communication will ensure that there is one platform from which the buying organisation
will handle supplier problems, no matter which department is involved. It will also ensure that
the buying organisation delivers on its contractual obligations.

All these problems could have been prevented if the first two levels of contract management
in terms of supplier relationship management was adequately executed, namely administration
(including documentation management and control, financial management, asset management
and change management) and compliance management (monitoring, measurement and
feedback).

Activity 6.3
In performance-based contracts, more often than not, remedies and rewards are
offered in monetary terms. Why do you think this is?

Feedback on Activity 6.3
A few reasons for this may include:
● It is difficult to justify nonfinancial rewards and remedies as the benefits are often qualita-
tive and difficult to measure.

● It is harder to administer and requires more management resource.
● The extended performance goal is often set as the minimum but adequate goal.
● Acceptance criteria are difficult enough to determine, and incentive criteria even more so.

These reasons for focussing on negative incentives and avoiding positive performance
incentives present objectives with a legitimate basis that should be addressed. Both negative
and positive incentives have their place in the structuring of an agreement that call for
exceptional performance. It is however, important that targets for each should represent
either an avoidable or achievable challenge, as well as a clear point where each is put in effect.
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The only limitation in the application of remedies and rewards in a contract is the limits of the
involved parties’ imagination at the outset of a deal. Creativity in developing remedies and
rewards is essential for performance outcomes to move from only acceptable to outstanding
(Moore 2002:305–308).

Activity 6.4
Arrange contract management in a schematic diagram according to the functions
(activities and tasks) and the various levels of supplier performance measurement.

Feedback on Activity 6.4

Source: Moore 2002:279

The schematic diagram summarises the contract management functions (activities or tasks) to
be used under the various levels of supplier relationship management. It is important to note
that the successful execution of each level forms the basis for the implementation of the next.
Exceptional administration of a contract by utilising the contract management functions of
document management, financial management, asset management and change management,
will go a long way in establishing the monitor-measurement-feedback loop used in
compliance management. In turn, optimal compliance management will ensure outstanding
performance management. The correct implementation of all of these will then create a
sound foundation for the overall aim of long-term programmed or continuous improvement.

Activity 7.1
Read about supplier development experiences in a few articles.

List some of the examples of positive supplier development experiences that you
identified.



Feedback on Activity 7.1
Some examples of positive supplier development experiences are documented here according
to Wisner et al (2012:90):
● By tracking supplier performance over time, Honeywell is able to observe trends and to
catch problems early. Honeywell has implemented their six-sigma-plus programme aimed
at eliminating variations in processes to meet required specifications with no more than 3.4
parts per million (ppm) defective and to apply lean manufacturing techniques to eliminate
waste and to synchronise suppliers’ activities. Recently, Honeywell implemented the six-sig-
ma-plus initiatives with their suppliers. For example, Wong’s-CMAC, a supplier of
Honeywell, based in Mexicali, Mexico, was experiencing chronic quality and lead- time
problems. With Honeywell’s assistance, the supplier was able to improve its quality from
3.2 sigma (44,565 ppm defective) to six sigma. This increase in performance resulted in
Wong’s-CMAC being considered for a new line of business, assembling printed circuit
boards, currently done by its parent company, Wong’s Electronics of China.

● Siemens Medical Solutions (SMS) established a supplier development programme to help
suppliers enhance their quality performance. This is important because SMS’s products re-
quire FDA approval and their suppliers must have very high quality. It is not unusual to
see SMS’s quality experts examining a supplier’s quality system when there is a quality
problem and then providing suggestions for improvement. SMS also conducts various
seminars for their suppliers. A survey carried out by SMS’s purchasing departments at a va-
riety of locations provided useful information on the problem areas as well as things that
were done well in some departments. When a best practice – such as purchasers working
with engineers – was found in a department, this information was conveyed to the other
business units. Other results from the survey indicated limited communication among the
medical groups and a lack of supplier involvement in new product development. Address-
ing these problem areas and working closely with their suppliers have been rewarding for
SMS. Over a three-year period, SMS reduced its supplier base by 50 percent to 2,500, intro-
duced new products to market quicker, and cut manufacturing lead times significantly.
SMS is now able to manufacture SONOLINE ANTARES, their newest ultrasound prod-
uct, in hours compared to days for previous generations of this equipment.

● John Deere has numerous supplier development success stories. For example, the Con-
struction and Forestry Division worked closely with a supplier of sheet metal and plastic
products to reduce cost and improve quality and delivery performance simultaneously. The
outcome is the application of cellular manufacturing techniques that resulted in a 40 per-
cent reduction in cycle time, 40 percent reduction in inventory, 75 percent reduction in
rework costs, 50 percent reduction in scrap, 40 percent reduction in indirect labour, and 9
percent reduction in direct labour.

Activity 7.2
Identify and describe a prominent buyer/supplier relationship in your own working
environment. Then evaluate the sources of supplier leverage and identify possible
leverage points.

Feedback on Activity 7.2
This question is referred to as an open-ended question. The gist of the answer will be
depending on the specific buyer and buyer/supplier relationship, which you have identified
and described. Make sure that your reasoning is correct by providing a clear background of
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the chosen buyer/supplier relationship. Identify all the parties involved in the buyer/supplier
relationship, what type of relationship it is and the scope of the activities involved stipulated
under contract. Also, refer to the market in which the organisations are operating and add a
synopsis of their financial situation.

Activity 7.3
Use the same buyer/supplier relationship as in Activity 7.2 and conduct a SWOT
analysis for each leverage possibility.

Leverage possibility:

Strengths Weaknesses

Opportunities Threats

Feedback on Activity 7.3
This is quite a task. It requires you to do some further research pertaining to the organisations
involved and the market they operate in. It is sensible to take each clearly defined leverage
possibility and construct a separate matrix to indicate the strengths, weaknesses, opportunities
and threats. Your answer will depend on your research.

Leverage possibility:

Strengths Weaknesses

Opportunities Threats

Activity 8.1
The concept of cost negotiation was mentioned above. In this form of negotiation,
buyers sometimes benefit by breaking up the cost of tendered quotes and negotiating
each part of the quote separately, resulting in huge benefits to the organisation.

How would a negotiator go about breaking up the separate issues of cost negotiation?

Feedback on Activity 8.1
If, for example, costs are negotiated separately, buyers often have to deal with factors such as
direct material costs, direct labour costs, overheads in general, administrative costs and profits.



The direct materials cost is the net cost of the raw materials used by a seller. This includes all
the factors buyers use in determining costs such as freight charges, discounts, inspection costs
et cetera. Direct labour costs are the portion of the payroll cost paid to workers directly
involved in converting the raw materials into a finished product. The method of determining
exactly which workers is the ‘direct labour’ may differ from one organisation to the next. If a
seller intends to include the cost of engineering and production control in direct labour, the
buyer should make sure that the seller has accurate time reports which allocate the time to a
job, and that the seller is not charging the buyer again for this time in general administrative
expenses.

A portion of the seller’s overall manufacturing costs, factory overheads, is usually al- located
to every product produced. These rooting costs are in addition to the cost of labour and
materials. Buyers can examine the allocation and details of overheads to ensure that they are
not paying too much.

The elements of factory overheads include things such as:
● indirect material costs: expenditures for supplies, lubricants and other materials needed to
operate a factory

● indirect labour costs: labour costs accrued as a result of downtime, vacation allowances,
supervision et cetera

● payments for power, light, heat and rent
● expenditures for maintenance and repair of machinery and buildings
● insurance premiums for manufacturing facilities
● taxes in all forms
● depreciation of machinery and equipment
● other manufacturing expenses such as training time, bonuses, telephone calls et cetera

General and administrative expenses are those operating expenses for the company that are
not clearly identifiable. These generally include the operation of departments such as
accounting and purchasing, management information services and executive management.

Many suppliers calculate a standard selling cost for each unit of product. If buyers do not
negotiate these cost items separately, they easily find that they are subsidising the price of
other buyers in the market.

Activity 8.2
Identify an example of negotiation in your own environment. Which approach was
used in the specific situation – collaborative or adversarial?

Feedback on Activity 8.2
A simple example of negotiation in the sourcing and supply arena is the low prices paid to
farmers for their products. Richard A. Levins’ paper “Negotiation, Supply Management and
Farm Income” illustrates the possibilities negotiation holds very effectively.

Take the time to read the following excerpts. Try to identify the topics discussed in this
chapter. Use a pencil and write down the answers to the following questions. Is the
negotiation approach collaborative or adversarial? Give reasons for your answer. Classify the
objectives, relationships, styles and content associated with the negotiations. Is effective
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negotiation suggested? What alternatives to negotiation could you propose? Can you identify
the various phases of the negotiation process?

“As I write this, milk prices are ridiculously low. Hog farmers are still reeling from the eight-
cents-a-pound fiasco of a few years ago. Grain and cotton farmers routinely face prices so low
that government payments have become a way of life. Is there anything farmers can do about
low prices, or are they doomed to run on an efficiency treadmill until they finally drop from
economic exhaustion?”

“Negotiating and supply management are two important marketing tools for farmers to
consider. The two strategies are commonly used in business.”

“When farmers talk about changing farm prices, the discussion immediately turns to supply
management. Most often, the difficulties with supply management are front and centre.
Supply control won’t work unless almost everyone participates, so the issue of farmer
independence immediately comes into play. Then there is the fairness issue – those who don’t
participate in supply management will receive the same benefits as those who do participate.
Because of this, there will always be a temptation to jump ship. Many farmers think that only
government involvement will make supply management successful, but they don’t like
government direction of business practices. In addition, our current affection for free trade
policies makes supply management even more difficult than it would have been a few decades
ago.”

“Negotiating Is Easier to Put in Practice

Imagine that a group of farmers hired a professional negotiator to meet with their buyers.
Let’s further suppose that the negotiator was successful in negotiating a better price for those
who had hired him or her.”

“Here is an example of how farmer price negotiating might work. I offer it only to make the
ideas in this paper more concrete, and not to suggest that there are no other ways the process
might be implemented. Suppose a farm organisation employed negotiators, and the members
had access to the service of those negotiators. Membership fees of one sort or another would
pay the expenses of the organisation and its professional negotiators. At the time members
were ready either to sell their products, or to renew contracts to produce products for another
business venture, the negotiators would become involved. Ideally, they would represent a
group of members who were all dealing with the same buyer or contractor. The negotiator
would work with the buyer or contractor to gain terms that are more favourable for the
farmers being represented. The benefit negotiated might show up directly as a higher price, or
perhaps as a lump sum payment establishing each farmer represented as a ‘preferred supplier’,
or in any number of other ways. The important thing to remember is that it would go to
members and no others. The negotiator would not represent all farmers, nor would he or she
try to bargain the price of all farm products or the terms of all contracts.

Once the first round of bargaining was completed, the negotiator would report to the
members represented in that particular negotiation. Any gains would immediately go to the
members. If the gains were too small, or nothing was gained, the negotiator would report that
to the members as well. He or she would also report to the members on ways they might
strengthen their position. For example, would the members be willing to take their business
elsewhere? Would the members be willing to sell less than the amount being asked? Do the
members have any legal avenues they might pursue? Are there ways to involve more farmers
in the negotiating? These suggestions would come directly from the bargaining process and



would change with time and circumstances. The members would then have a decision to make.
They could settle for what (if anything) was gained, or they could authorize the negotiator to
go back with information on what the members were willing to do. Not all members may be
willing to do what is recommended. If so, the negotiations would continue only on behalf of
those willing to take additional actions, and only those members would participate in any
further gains.

Notice that negotiating would be a continuing process, not a one-time deal. This is to be
expected, however. Bargaining a good price for a car gets you very little the next time you buy
one. You have to start over. The same will be true in pricing farm products. The buyers
usually have full-time staff that do nothing but make sure that purchases are made on terms
most favourable to the buyer. To be treated fairly, farmers will need similar, and constant,
representation. Sometimes it will be successful, and sometimes not.”

Activity 9.1
Scan your local or national paper or do an internet search – can you provide an
example where the buyer/supplier relationship has been terminated?

Feedback on Activity 9.1
Payment dispute ends medical waste contract

A dispute over non-payment of the rental of a refrigerated container with medical waste
inside on Wednesday caused a hospital group in East London, Afrox Healthcare, to end its
medical waste-removal contract with a nationally based company immediately.

This drastic step came after an electrician last Friday cut the power supply to a container in
which medical waste, including body parts, had been stored. Afrox Healthcare corporate
communications manager Marietjie Shelley said the hospital group only heard about the feud
over the rental of the container between the waste-removal group and the container company
on Wednesday.

Shelley said Afrox Healthcare has also been unhappy with the slow collection of medical
waste from its hospitals in East London by Evertrade Medical Waste, the company that is
contracted by the health-care group. Shelley said East London is the only centre where
Evertrade uses a holding site, Container World in this case, to store medical waste. In all other
centres, medical waste is taken directly to disposal areas and incinerators.

She said last Friday a routine meeting was held between Afrox Healthcare’s infection control
and safety, health, environment and quality coordinator, Erica Bezuidenhout, services
manager Shirley de Beer, and Evertrade at Container World’s site on the West Bank. She said
no one had told the Afrox Healthcare representatives of any problems between Evertrade and
Container World over the non-payment of rental for the refrigerated container.

Shelley said Evertrade collects three types of medical waste from the hospitals. The waste is
disposed in yellow containers, which contain infectious waste such as bandages; red containers,
which contain anatomical waste such as body parts; and small yellow containers, which
contain sharp waste such as needles. She said the containers are sealed at the hospitals and
taken to the site where the waste is put either in a refrigerated, sealed container under lock or
in a small building with freezer container capacity. Shelley said the waste is collected every
second day from the hospitals and removed by Evertrade from the site for final disposal on a
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weekly basis. She said, however, that Afrox had been unhappy with the collection service
from the hospitals over the past two weeks.

This issue has been discussed by Afrox Healthcare national safety, health, environment and
quality manager Yolanda Burger with Evertrade’s head office. Shelley said Afrox Healthcare
has always been very concerned about medical waste disposal and safety. She said both
representatives from the municipal health authority and the Department of Water Affairs and
Forestry, who have visited the site, have expressed their satisfaction.

After hearing on the grapevine that an electrician had been instructed by Container World to
cut the power supply to the container, Afrox Healthcare immediately ended the East London
contract with Evertrade. Shelley said Millennium Waste has been contracted in the interim to
take over the contract and its representatives had been on site on Wednesday to remove the
medical waste. This arrangement will remain in place until February. Afrox Healthcare has put
out the contract to tender and five companies are on the shortlist.”
Source: http://www.mg.co.za/article/2004–12–16-payment-dispute-ends-medical-waste-contract

Activity 10.1
Screening criteria will differ from organisation to organisation, depending on the type
of business it is involved in. Identify a general list of screening criteria for identifying
key strategic suppliers of a buying organisation involved in the manufacturing sector.

Feedback on Activity 10.1
Screening criteria for strategic suppliers, out of the buying organisation’s perspective operating
in a manufacturing arena, may include:
● What type of agreement is currently structured with the supplier?
● Does the supplier’s product/service currently still meet our requirements?
● Does it comply with our minimum level of quality in accordance with our agreement?
● Does it offer the minimum /maximum quantities we require?
● Do they deliver in accordance with our agreement?
● What was the price variance over the period of association?
● Are there any unresolved disputes between the supplier and ourselves?
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