CHAPTER TWO
PERSPECTIVES ON THE ORGANIZATIONAL BUYER

Manufacturers & Geographics
· Half are located in eight states
· Important implications:
· First, can concentrate marketing efforts
· Second, with distribution centers in large volume areas rapid delivery is possible
· Third, sales personnel  may not be tied to specific geographic areas
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Classifying Commercial Enterprises
· NAICS organizes business activity into economic sectors and identifies groups of business firms that use similar production processes.
· Result of NAFTA.
· Replaces SIC system.

North American Industrial Classification System
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Purchasing Function Goals
· To address the needs of business customers of all types.
· May have to juggle a number of different objectives that clash.

The Goals of Purchasing:
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Total Cost Considerations of a Product or Service
· Factors that drive total cost.
· Acquiring and managing costs.
· Quality, reliability over the life cycle.
· The value a firm/ customers.

Levels of Procurement Development and Pathways to Savings/Revenue Enhancement 
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Segmenting Purchase Categories
1st Point, each firm has a unique portfolio.
2nd Point, more attention on purchases having the greatest impact on revenue generation or the greatest risk to performance.

Segmenting the Buy:
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Procurement Complexity Considerations
· Technical complexity.
· Scope of supply chain coordination required.
· Degree to which life cycle costs are relevant.
Purchasing Managers & Performance
The Weighted –Point Plan
· The buying organization weights each performance factor.
· Organization assigns relative importance to performance factors.
· Is more objective and flexible than the categorical method.
Government Contracts “Programs”
1. Compliance, requires government contractors maintain affirmative action programs.
2. Set-aside, a percentage of the contract is set aside for small minority businesses.
3. Minority, subcontracting- may require major contractors subcontract a certain percentage of the contract to minority firms.
Two Types of Contracts
1. Fixed-price contracts
a. A price is agreed to before contract is awarded and payment is made at conclusion of work.
b. Provides for the greatest profit potential.
c. Poses greater risks.
2. Cost-reimbursement contracts
a. Reimbursement for allowable costs may be allowed and sometimes a number of dollars above costs as profit is allowed.
Government Procurement
1. Defense-said to be the largest enterprise in the world (DOD).
2. Nondefense-procurement is administered by world wide variety of agencies.

Two Procurement Strategies
1. Formal Advertising—the government solicits bids from suppliers, and usually the lowest bidder is awarded the contract.
2. Negotiated Contract—used to purchase products or services that are not differentiated on price alone, competition is common.
Source:
Business Marketing management 8th edition, Michael D.Hutt, Thomas W. Speh 
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Goal

Description

Uninterrupted Flow of Materials
Manage Inventory

Improve Quality

Developing and Managing Supplier
Relationships

Achieve Lowest Total Cost

Reduce Administrative Costs

Advance Firm’s Competitive Position

Provide an uninterrupted flow of the materials,
supplies, and services required to operate the
organization.

Minimize the investment in inventory.

Maintain and improve quality by carefully evalu-
ating and choosing products and services.

Find competent suppliers and forge productive
relationships with supply chain.

Purchase required products and services at lowest
total cost.

Accomplish the purchasing objectives at the low-
est possible level of administrative costs.

Improve the firm’s competitive position by re-
ducing supply chain costs or capitalizing on the
capabilities of suppliers.

sourcs:  Adapted with modifications from Michael R. Leenders and Harold E. Fearon, Purchasing and Supply Management
(11th ed. Chicago: Irwin, 1997), pp. 34-37 and Robert J. Duffy, “Trail Blazing,” Purchasing Today (April 1999), pp. 45-52.




image3.png
Levels of Procurement Development and Pathways to Savings/Revenue Enhancement

Levels of Procurement Development
1. leveraged Buy: 2. Linked Buy: 3. Value Buy: 4. Integrated Sell:
Volume Supplier-Buyer Valve Commercial Synergy
Consolidation /Supply Integration/Linked Cost Management/Optimization
Base Optimization Minimization

Leverage Points:

* e supplier fixed costs
more fully

* Exploit competitive
supply base structure

Leverage Points:
o Improved coordination/forecast
accuracy and predictability
* Optimized logistical flows/value .

added roles

Leverage Points:
« Increased and early supplier
involvement in solution design
Reduced complexily/simplified
specifications

Leverage Points:

* Integrate multicompany
products/services and channel
portfolio

* Introduce creative risk sharing

* Leverage buyer's share * Streamlined transactional * Increased standardization * Exploit supplier capabilites and
* Enhanced negotiation and information flow * Clarified response fime objectives potential

contracting skills « Elimination of redundant/ « Rationalized requirements * Manage complex channel
* Broader consideration of terms nonvalue added activities * Controlled consumption rates relationships

and condifions. * Improved supplier cost productivity * Performance incentives fo achieve * Crossufilize infrastructure and

* Commitments to enable supplier total cost productivity opert resources among
investments multiple parties in the value chain
IMPACT
Buy for Less Buy Better Consume Better Sell Better

Pathways to Cost Savings and Revenue Enhancement

SOURCE:

Reprinted from Matthew G. Anderson and Paul B. Katz, “Strategic Sourcing,” The International Journal of Logistics Management, 9, no. 1 (1998), p. 4, Figure 3. Website at www.ijlm.org.
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Segmenting the Buy

High

* Advertising * Critical components Highest
* Telemarketing * Highechnology Customer
o Branded finished goods products and services | <€—|  Value

Woviiion . Omso‘:vc‘ed i Impact

\mpact/ manufacturing functions

Fs

Rk | Office supplies « Materials

/ o Travel o Logistics
* Benefits programs \
How much impact « Professional services

How complex are the cost
drivers of the purchose?

- « Technology/design
Procurement Complexity High + Supply chain integraiion
« Lifecycle management

could the purchase
have on corporate  Low
revenues over fime? o

sounce: Reprinted from Matthew G. Anderson and Paul B. Katz, “Strategic Sourcing,” The International Journal of Lgistics Management, 9, no. 1
(1998), p. 7, Figure 8. Website at www.jlm.org,




