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Executive Summary 


The  increased  strategic  importance  of  the  purchasing  function  has  led  to  the  creation  of 
 various frameworks and tools to aid practitioners in developing sourcing strategies that not only are 
 more  cost  efficient,  but  that  are  also  aligned  to  the  objectives  of  an  organization.  Nonetheless, 
 literature fails to address the application of such frameworks and tools in the agricultural industry. 


Given  the  fact  that  agricultural  commodities  can  be  just  as  important  in  terms  of  spend  as  non-
 commodities and commodities, this thesis seeks to explore the matter further. The frameworks of 
 the  strategic  sourcing  process  outlined  by  Handfield,  Giunipero,  and  Patterson  (2011),  the 
 purchasing  portfolio  matrix  founded  by  Kraljic  (1983),  and  the  Supplier  Dutch  Windmill  model 
 developed  by  Van  Weele  (2009)  were  identified  as  relevant  frameworks  and  tools  used  for  the 
 development of sourcing strategies. Thus, the purpose of this thesis is to explore the theoretical roles 
 that  these  frameworks  and  tools  can  play  in  determining  sourcing  strategies  for  agricultural 
 commodities.  


Reviewing the literature led to the creation of a theoretical framework, in which the step of 
 strategy development within the strategic sourcing process outlined by Handfield et al. (2011) was 
 extended. The theoretical framework was then compared to the strategic sourcing process done in 
 practice by Coop Trading. Coop Trading has only recently started using similar natured frameworks 
 and tools and this enabled the motivations, advantages, and disadvantages of using these models to 
 emerge.  Findings  reveal  that  Coop  Trading  does  not  fully  utilize  its  version  of  the  purchasing 
 portfolio matrix to determine sourcing strategies and the general purpose of the matrix is unclear. 


This also applies to how the company links the product portfolio matrix to its version of the Dutch 
 Windmill  model.  The  mismatch  between  theory  and  practice  could  serve  as  a  basis  for  the 
 challenges  that  Coop  Trading  is  facing  in  developing  sourcing  strategies  for  complex  categories. 


Furthermore,  the  manner  in  which  these  models  are  applied  largely  changes  on  a  buyer  basis. 


Consequently, recommendations are given to Coop Trading in order to optimize the application of 
the framework and tools. Moreover, this thesis recommends that further research is conducted on 
the  development  of  sourcing  strategies  for  agricultural  commodities  in  addition  to  how  the 
application of similar natured frameworks can change on a buyer basis.  
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1. Introduction 



1.1 Background and Motivations 


      Over  the  past  decades  the  purchasing  function  has  outgrown  its  former  operational  and 
 supportive focus and has gained a more strategic outlook. The reasons for this includes increased 
 spending on the acquisition of goods and services and competitive advantages emerging through the 
 strategic understanding and exploitation of the purchasing function (Monczka, Trent & Handfield, 
 1998; Gelderman & Weele, 2005). 


In  fact,  reducing  purchasing  expenditures  can  lead  to  substantial  improvements  of  profit 
 margins,  however  this  also  requires  a  greater  synchronization  of  the  purchasing  function  with  the 
 rest  of  the  operations  of  an  organizational  structure  (Agndal,  Axelsson  &  Melin,  2005).  More 
 specifically, a shift from procurement to supply management implies that purchasing is viewed as a 
 strategic  unit  that  needs  to  be  aligned  to  the  overall  corporate  strategy  and  objectives  of  an 
 organization. 


Due  to  the  increased  strategic  importance  of  purchasing,  it  can  generally  be  assumed  that 
 purchasing,  business,  and,  corporate  strategies  are  interrelated  (Apostolova,  Kroon,  Richter,  & 


Zimmer, 2015). This means that the purchasing strategy can trigger changes in the other strategies 
 and that an alignment is not solely determined in a top-down manner, but rather cross-functionally 
 (Apostolova et al., 2015). Thus, achieving such an alignment can be challenging to implement and 
 there  is  no  dominant  framework  outlining  how  this  can  be  accomplished.  Consequently,  although 
 purchasing  as  a  strategic  function  has  gained  significant  importance,  literature  mainly  highlights 
 generic sourcing strategies and decision-making processes for non-commodities and commodities, 
 which purchasing managers can rely on. 


Great  focus  has  been  given  to  the  purchasing  of  non-commoditized  goods  within 
procurement  literature.  Jones,  Raper,  Whipple,  Mollenkopf,  and  Peterson  (2007)  define  non-
commodity  goods  as  products  that  are  characterized  by  value-added  elements  and  are  highly 
differentiated and distinguishable. On the other hand, commodities are often regarded as products 



(7)that are interchangeable, uniform and meet standard grading requirements when traded (Jones et al., 
 2007).  The  authors  claim  that  non-commoditized  goods  usually  receive  greater  attention,  due  to 
 increased complexities and costs (Jones et al., 2007). 


      Specifically, within the agricultural industry, the lack of decision-making frameworks for the 
 development  of  clear-cut  sourcing  strategies  for  agricultural  commodities  is  even  more  apparent. 


Nonetheless,  agricultural  commodities  may  also  be  equally  as  important  especially  in  terms  of 
 spend,  depending  on  the  buyer  and  company  in  question.  Furthermore,  ensuring  that  agricultural 
 commodities  are  delivered  at  the  right  time,  place,  and  price  has  never  been  more  pressing  and 
 challenging, since buyers often source huge shares of their products from markets that are not only 
 consolidated,  but  also  highly  competitive  (Da  Silva  &  Rankin,  2013).  Overall,  in  an  agricultural 
 commodity  industry,  buyers  face  the  pressures  and  tradeoffs  of  securing  supply  and  improving 
 profits,  service,  and  quality,  while  maintaining  stable  and  reduced  prices  (Jones  et  al.,  2007;  Da 
 Silva & Rankin, 2013). 


Nonetheless,  several  step  by  step  frameworks  are  available  for  the  development  of 
 commodity  and  non-commodity  sourcing  strategies.  Specifically,  Handfield,  Giunipero,  and 
 Patterson  (2011)  propose  a  five-step  decision-making  process  that  entails  conducting  market 
 research for identifying potential suppliers, determining which sourcing approach to utilize, and the 
 measurement tools needed to evaluate the performance of suppliers. However, the authors stress that 
 the strategy development process can vary to a large extent and that it depends upon specific supply 
 markets (Handfield et al., 2011). 


Literature  further  proposes  various  tools  that  can  specifically  be  used  for  the  strategy 
 development step in the strategic sourcing process outlined by Handfield et al. (2011). An approach, 
 which has emerged over the years is of the purchasing portfolio matrix, which can contribute to the 
 strategic segmentation of goods and services by differentiating the way products are treated, usually 
 based upon importance and supply risk. More specifically, purchasing portfolio matrices combine 


“two  or  more  dimensions  into  a  set  of  heterogeneous  categories  for  which  different  strategic 
recommendations are provided” (Gelderman & Van Weele, pg. 19, 2003). Ultimately, a purchasing 
portfolio matrix prescribes a set of strategic guidelines for each given group of products usually in 



(8)terms of the number of supply sources, management of supplier relations, and exploitation of buying 
 power  (Kraljic,  1983).  Furthermore,  Van  Weele  (2009)  identified  certain  shortcomings  of  the 
 purchasing portfolio matrix including its lack of focus on how supplier perceptions affect buyer and 
 seller relationships and ultimately the development of sourcing strategies. To compensate for this, 
 Van  Weele  (2009)  developed  the  Dutch  Windmill  model,  which  takes  into  account  a  buyer’s 
 attractiveness in the eyes of supplier and relative value of the product being sourced.  


However,  literature  largely  fails  to  cover  the  application  of  the  strategic  sourcing  process 
 including the purchasing portfolio matrix and the Dutch Windmill model in determining the most 
 optimal sourcing strategy within the agricultural industry. Furthermore, the conditions that lead to 
 the  application  of  such  decision-making  frameworks  and  tools  for  buyers  purchasing  agricultural 
 commodities is unclear. Consequently, the underlying reasons and factors for choosing one sourcing 
 approach over another is also ambiguous. 



1.2 Research Purpose 


Taking into consideration the deficiencies and ambiguities mentioned above, the purpose of 
 this master thesis will be to explore the theoretical role that the strategic sourcing process, especially 
 in terms of the purchasing portfolio matrix can play in determining sourcing strategies in an agri-
 business context. More specifically, this master thesis seeks to utilize literature and theory to extend 
 the strategy development step within the strategic sourcing process, so that it can can be used by 
 buyers  in  developing  appropriate  sourcing  strategies  for  different  agricultural  commodities.  This 
 will explicitly concern the usage of the purchasing portfolio matrix. 


To  test  the  relevance  and  robustness  of  the  contributions  made  to  theory,  the  extended 
strategy  development  step  will  be  compared  to  the  recent  implementation  CT’s  version  of  the 
purchasing portfolio matrix and Dutch Windmill model in determining sourcing strategies for two 
different agricultural product categories. These two categories will be delimited to frozen potatoes 
and  dairy  items,  since  these  categories  each  differ  in  terms  of  spend  and  agricultural  specific 
characteristics and such significant differences should in theory affect the manner in which sourcing 



(9)strategies are determined. Furthermore, the motivations, advantages, and disadvantages for adopting 
 a strategic sourcing framework by CT will be explored. 


CT is a sourcing company that serves the retailers of Coop Norway, Denmark, SOK Finland, 
 and  Sweden.  CT  operates  in  a  market  that  not  only  is  price  sensitive,  but  also  quality  driven  and 
 differentiated  in  terms  of  customer  demands  and  preferences.  Thus,  CT  must  ensure  the 
 competitiveness  of  the  purchasing  function,  while  ensuring  harmonization  in  terms  of  efficiency, 
 customer preferences, and product design. Overall, it is hoped that the differences and similarities 
 that  emerge  as  a  result  of  the  comparison  will  serve  as  valuable  recommendations  for  CT  and 
 similar natured companies when developing sourcing strategies for agricultural product categories. 



1.3 Research Questions 


1.  How  can  the  strategic  sourcing  process  including  the  specific  tools  of  the  purchasing 
 portfolio matrix and the Dutch Windmill model theoretically contribute to the determination 
 of sourcing strategies within the agricultural industry? 


2.  How  does  Coop  Trading  utilize  product  portfolio  and  supplier  view  matrices  to  determine 
 strategic sourcing strategies and how does it compare to theory? 


a.  What has motivated Coop Trading to implement a strategic sourcing framework in 
 developing  sourcing  strategies  and  what  are  the  advantages  and  disadvantages  of 
 applying theoretical models to practice?  


3.  To  what  extent  can  the  outcomes  of  comparing  theory  to  practice  be  used  to  optimize  the 
 strategic  sourcing  process  and  serve  as  recommendations  for  companies  sourcing 
 agricultural commodities? 



1.4 Master Thesis Design and Overview 
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2. Literature Review  



2.1 The Purpose of the Literature Review 


The overall objective of the literature review is to establish the significance of the general 
 field of study and to identify a place where new contributions could be made. More specifically, this 
 literature review firstly seeks to highlight the definition of strategic sourcing and how it how it has 
 developed  over  time.  Due  to  the  fact  that  the  purchasing  function  has  received  more  strategic 
 attention, managers are increasingly relying on frameworks to develop their sourcing strategies. As 
 a result, the strategic sourcing process proposed by Handfield et al., 2011 will be outlined. 


 Specifically, purchasing portfolio matrices within the third step of strategy development can 
 be used to determine different sourcing strategies. Thus, the conditions, applications, disadvantages, 
 and  advantages  of  different  purchasing  portfolio  approaches  will  be  reviewed.  Finally,  literature 
 presents various sourcing approaches that can be used within the agricultural industry and these will 
 be outlined in order to serve as the foundation for the theoretical framework where the purchasing 
 portfolio matrix will be extended.  



2.2 The Definition of Strategic Sourcing 


In  literature  the  term  “strategic  sourcing”  is  complex  and  widely  defined.  It  has  emerged 
 over time as a response to ongoing technological developments and market competition. One of the 
 earliest  definitions  of  strategic  sourcing  is  found  in  Walker’s  article  from  1988  where  strategic 
 sourcing  is  stated  to  be  “an  approach  to  the  make  versus  buy  decision,  based  on  transaction  cost 
 theory,  where  the  focus  is  on  the  strategic  nature  of  the  asset  and  the  level  of  specialization  in 
 determining the outcome of the decision.” 


Monczka  and  Trent,  pioneers  of  strategic  supply  management  and  purchasing,  wrote  the 
article  “Evolving  Sourcing  Strategies  for  the  1990s”  in  1991  in  which  they  propose  a  number  of 
different sourcing strategies. According to these authors the need for strategic sourcing has resulted 
from the evolvement of the purchasing function (Monczka & Trent, 1991). As firms continuously 
strive to improve quality and service while reducing product cost and enhancing value, the strategic 



(11)importance  of  purchasing  cannot  be  overlooked  (Monczka  and  Trent,  1991).  In  fact,  Monczka, 
 Trent, and Handfield (1998) claim that an average manufacturer spends 55 cents out of every dollar 
 earned  on  the  acquisition  of  goods  and  services.  It  can  thus  be  concluded  that  not  only  has  the 
 sourcing  function  outgrown  its  former  operational  focus,  but  that  it  clearly  contributes  to  a 
 company’s corporate competitive advantage (Schneider & Wallenburg, 2013).  


 Monczka and Trent (1991) continuously back up this statement by emphasizing that the role 
 of  the  supplier  has  shifted  from  simply  providing  operational  support  to  the  buying  firm  to 
 becoming a critical source contributing to the firm’s overall performance objectives. Furthermore, 
 Monczka  and  Trent  (1991)  argue  that  the  role  of  purchasing  has  similarly  shifted  from  being  a 
 passive function to one that supports the strategic objectives of the firm and thus greater emphasis is 
 place upon the supplier and the development of sourcing strategies. 


Anderson and Katz (1998) also attempt to define the concepts of strategic sourcing. Initially 
 these  authors  deem  that  a  sourcing  strategy  answers  the  fundamental  question  of  how  to  buy  and 
 that  it  must  be  aligned  with  the  company’s  capabilities.  For  some  companies  that  have  the 
 capabilities  to  make  or  provide  the  service  internally,  the  sourcing  strategy  considerations  are 
 closely intertwined with the make or buy decision (Anderson and Katz, 1998). When exploring the 
 literature about strategic sourcing, it becomes clear that the range of strategic options is wide and in 
 order to overcome the different dimensions of strategic choices Anderson and Katz (1998) propose 
 categorizing the company’s buys into four potential levels of procurement pathways namely, buy for 
 less, buy better, consume better, and sell better. 


Strategic sourcing can furthermore be viewed as an expression that has gained foothold in 
the light of managerial trends and has drawn attention towards core competencies and outsourcing 
other  activities  in  order  to  gain  and  retain  competitiveness  (Sislian  and  Satir,  2000).  In  addition, 
Quinn and Hilmer (2004) highlight the significance of taking core competences into account when 
making  strategic  sourcing  decisions.  Thus,  the  authors  have  developed  a  strategic  sourcing 
framework that resolves around a decision matrix based on (1) competitive edge derived from the 
activity, (2) strategic vulnerability introduced by outsourcing, and (3) transaction cost incurred due 
to outsourcing (Quinn and Hilmer, 2004).  



(12)The objective of such a sourcing matrix is to identify the level of control the organization 
 needs  to  exercise  on  the  particular  activity.  Literature  has  presented  similar  strategic  sourcing 
 frameworks  over  time  and  three  out  of  four  frameworks  reviewed  by  Sislian  and  Satir  (2000) 
 consider competitive advantage as a crucial factor for making sourcing decisions. Another recurring 
 factor  is  the  organization’s  capability  of  performing  the  activity  versus  that  of  the  suppliers  or 
 competitors (Sislian and Satir, 2000). Consequently, Sislian and Satir (2000) have developed their 
 own  strategic  sourcing  framework  as  an  attempt  to  incorporate  all  of  the  crucial  factors.  The 
 framework  considers  the  factors  of  competitive  advantage,  demand  flexibility,  process  capability 
 and maturity, as well as strategic risk (Sislian & Satir, 2000).  


More specifically, Rendon (2005) describes strategic sourcing as taking an approach to the 
 selection  of  suppliers  while  considering  the  alignment  of  the  sourcing  strategy  with  the  corporate 
 strategy. According to Rendon (2005), the concept of strategic sourcing takes point of departure in 
 supply  management.  Supply  management  has  been  described  as  a  new  management  concept  that 
 integrates the company’s purchasing, engineering, and quality assurance functions with the supplier, 
 working  together  as  one  team  early  in  the  procurement  process  to  further  mutual  goals  (Rendon, 
 2005). 


Furthermore,  Rendon  (2005)  points  out  that  strategic  sourcing  is  the  aspect  of  supply 
 management  which  provides  some  of  the  most  value-added  benefits  to  the  organization.  In  his 
 article,  Rendon  (2005)  deals  with  one  specific  example  of  strategic  sourcing,  namely  the 
 development of a commodity sourcing strategy, and emphasizes that this is just one application of 
 strategic  sourcing.  In  general,  it  is  implied  in  literature  that  the  application  of  strategic  sourcing 
 ranges widely depending on different industries and company specific factors.  


Overall, it has proven to be challenging to determine one general application of the functions 
 of strategic sourcing and thus the term strategic sourcing has been left broadly defined to the reader. 


Moreover,  when  reviewing  the  literature  on  strategic  sourcing  it  is  evident  that  the  concepts  and 
 definitions have emerged over time as a response to a constant development.  


Additionally, Schneider and Wallenburg (2013) claim that the definition and progression of 
sourcing as a strategic function has been slow and unclear. Johnson and Leender (2001) assert that 



(13)this  is  primarily  because  of  the  challenge  in  aligning  sourcing  functions  with  corporate  and  other 
 functional  strategies.  Additionally,  the  fact  that  the  role  of  procurement  has  advanced  from 
 assuming  a  more  singular  and  financially  driven  shareholder  view  to  an  increasingly  multi-
 stakeholder  and  resource  based  focus,  has  dramatically  increased  the  variables  needed  to  be 
 considered  when  aligning  the  procurement  function  to  a  firm’s  corporate  strategy  (Schneider  & 


Wallenburg, 2013). Overall, Schneider and Wallenburg (2013) deem that an alignment is necessary 
 in  order  to  fulfill  both  functional  and  corporate  objectives  and  that  this  requires  an  effective  and 
 efficient organizational setup of the purchasing function. 


Kocabasoglu and Suresh (2006, pg. 4) further state that “although the concept of strategic 
 sourcing is fairly recognized, managers are still challenged by the roadblocks of implementation.” 


Additionally, Kocabasoglu and Suresh (2006) point out that strategic sourcing is a multidimensional 
 concept. This relates to the preliminary statement of this section that the term “strategic sourcing” is 
 complex  and  widely  defined  and  thus  the  objective  in  the  following  sections  are  to  present  and 
 discuss some of the frameworks and tools that can be used to develop specific sourcing strategies. 


As a point of departure the strategic sourcing process proposed by Handfield et al. (2011) will be 
 elaborated upon.  



2.3 The Strategic Sourcing Process 


The  process  of  sourcing  is  deeply  rooted  in  the  initial  decision  faced  by  many  companies 
 about  whether  to  make  or  buy.  Once  it  is  decided  to  buy,  different  considerations  regarding  the 
 sourcing process arise. Handfield et al. (2011) refer to the process of deciding where to source from, 
 as well as decide the structure and type of relationship that should be established with the supplier 
 as strategic sourcing. Handfield et al. (2011) argue that a sourcing strategy is typically focused on a 
 category of products or services. 


Firstly, it can be outlined that the strategic sourcing process is a decision-making framework 
 used  to  identify  which  suppliers  should  provide  a  group  of  products  or  services  (Table  1). 


Additionally, the strategic sourcing process identifies the type of contract that should be included, 
which  performance  measurement  tools  to  deploy  for  evaluating  suppliers,  and  the  proper  level  of 
price, quality, and delivery arrangements (Handfield et al., 2011). 



(14)   Over the past decade literature has presented several different frameworks defining the steps 
 in  the  strategic  sourcing  process.  This  thesis  will  take  point  in  the  most  recent  framework  by 
 Handfield et al. (2011) which has also been employed throughout the Supply Chain Management 
 Master program at the Copenhagen Business School (CBS). According to Handfield et al. (2011), a 
 strategic  sourcing  process  or  category  strategy  is  a  five-step  procedure  to  developing  a  sourcing 
 strategy that includes: 


1.   Build the team 
 2.   Market research 
 3.   Strategy development 
 4.   Contract negotiation 


5.   Supplier relationship management 


Table 1: Strategic Sourcing Process


Source: Handfield et al. (2011)


Step 1: Build the Team and the Project Charter 


      According  to  Handfield  et  al.  (2011),  the  strategic  sourcing  process  commences  with  the 
action  of  building  a  team.  Handfield  et  al.  (2011)  propose  that  a  category  team  can  comprise  of 
personnel from operations, product design, process engineering, marketing, finance, and purchasing 
departments. Personnel from different departments can cross-functionally add to the versatility and 



(15)thus  enable  the  team  to  make  more  comprehensive  sourcing  decisions.  It  is  emphasized  that  an 
 important task when forming a sourcing team is to critically consider who to engage in the team, as 
 well as develop a compelling reason for why each member should be involved in the project.  


Handfield  et  al.  (2011)  emphasize  that  the  personnel  involved  should  have  a  stake  in  the 
 project  and  furthermore  be  familiar  with  the  commodity  being  evaluated.  In  order  to  properly 
 manage  the  range  of  stakeholders,  it  is  suggested  to  map  out  their  needs  and  success  criteria 
 (Handfield  et  al.,  2011).  Once  established,  the  sourcing  team  should  then  define  the  scope  of  the 
 category strategy, publish a project charter, and develop a work plan and communication plan. 


Step 2: Conduct Market Research on Suppliers 


The second step when developing a sourcing strategy encompasses understanding the market 
 and  its  suppliers  and  Handfield  et  al.  (2011,  pg.  209)  state  the  purpose  of  this  step  is  “to  fully 
 understand  the  purchase  requirement  relative  to  the  business  unit  objectives.”  This  step  implies 
 collecting  different  types  of  information,  however  before  the  actual  research  process  is  initiated, 
 Handfield  et  al.  (2011)  suggest  performing  a  thorough  supplier  spend  analysis  to  determine  past 
 expenditures for each commodity and supplier, as well as the total expenditures for the commodity 
 as a percentage of the total. The spend analysis should in this case be performed on a category basis 
 enabling the sourcing team to drill down to a more granular level and identify the specific business 
 units  that  are  purchasing  the  products  or  services,  and  which  suppliers  they  are  currently  using 
 (Handfield et al., 2011).  


Once  the  category  spend  analysis  is  in  place,  the  team  should  proceed  with  collecting 
 information  about  the  marketplace,  as  well  as  the  requirements  of  their  internal  customers. 


According to Handfield et al. (2011), this includes external market research identifying information 
 on  key  suppliers,  available  capacity,  technology  trends,  price  and  cost  data,  environmental  and 
 regulatory  issues.  Also,  interviews  with  stakeholder  to  determine  their  forecasted  requirements  is 
 recommended as a part of this research process. 


Handfield et al. (2011) highlight that data can be collected in numerous ways and that there 
are multiple sources of market and supplier information available in order to acquire good market 



(16)intelligence.  However,  the  key  to  collecting  accurate  information  is  to  triangulate,  which  implies 
 exploring, comparing, and contrasting data from multiple sources before validating it (Handfield et 
 al., 2011). Lastly, Handfield et al. (2011) present different data representation tools useful for the 
 category  team  to  portray  and  explain  the  current  situation  as  a  visual  stepping-stone  for  the  final 
 sourcing decision. These representation tools can include Porters Five Forces, SWOT analysis, and 
 Supplier Analysis. 


Step 3: Strategy Development 


Once the purchasing team has collected adequate information about the supply market, the 
 forecasted spend, and the stakeholder requirements it is ready to proceed with the third step of the 
 strategic  sourcing  process  (Handfield  et  al.,  2011).  In  order  to  ultimately  be  able  to  make  an 
 effective decision, the team needs to convert all of the data into valid knowledge and apply some 
 meaningful tools to structure the information accordingly (Handfield et al., 2011).  


Handfield  et  al.  (2011)  state  that  the  specific  goal  of  the  strategy  development  step  is  to 
 classify the suppliers and define a sourcing approach. Particularly the action of defining a sourcing 
 approach  is  essential  to  the  development  of  a  sourcing  strategy  for  a  specific  commodity. 


Subsequently,  it  is  highlighted  that  one  of  the  most  commonly  used  tools  in  this  process  is  the 
 purchasing portfolio matrix which will be thoroughly reviewed in a separate section. 


Once having completed the portfolio analysis, the sourcing team must engage in the category 
 and evaluate individual suppliers in relation to their suitability in order to narrow down the list of 
 suppliers.  In  addition,  Teng  and  Jaramillo  (2005)  sustain  that  the  way  existing  suppliers  are 
 evaluated  becomes  critical  in  the  management  and  implementation  of  supply  chain  operations. 


Ultimately, the objective of a supplier evaluation is to make supplier recommendations and identify 
 opportunities to leverage the category.  


In addition to the models described above, Handfield et al. (2011) identify different criteria 
 that companies may use to assess potential suppliers for a successful match. Firstly, Handfield et al. 


(2011) advise companies to be aware of the process and design capabilities possessed by a potential 



(17)supplier. One way to reduce time required to develop new products is to use qualified suppliers that 
 are able to perform product design activities themselves. 


Secondly,  management  capability  is  highlighted  as  a  valid  feature  with  the  supplier  and 
 according  to  Handfield  et  al.  (2011,  pg.  218),  “assessing  a  potential  supplier’s  management 
 capability is a complicated, but an important step.” More evident is the need to assess a potential 
 supplier’s  financial  condition  and  cost  structure  and  this  usually  occurs  during  the  evaluation 
 process.  By  assessing  different  financial  ratios  that  determine  whether  a  supplier  can  invest  in 
 resources,  pay  its  own  suppliers  and  workforce,  and  continue  to  meet  its  debt  and  financial 
 obligations,  the  company  will  be  able  to  determine  if  the  supplier  can  be  financially  trusted  as  a 
 continuously source of supply (Handfield et al., 2011). 


As the last part of step three in the strategic sourcing process Handfield et al. (2011) argue 
 that once the different suppliers are evaluated, it is necessary to develop a supplier selection model. 


Such a model provides the company with the ability to rank supplier across multiple of the proposed 
 criteria above and it can be especially helpful in identifying which suppliers are providing superior 
 performance, and which are not (Handfield et al., 2011). One main supplier selection method is the 
 analytical  hierarchy  process  model  (AHP)  (Teng  et  al.,  2005).  The  AHP  model  is  a  robust  and 
 simple model that defines hierarchical relationships among factors chosen by decision makers such 
 as flexibility, quality, and cost. 


Step 4: Contract Negotiation 


The  fourth  step  in  the  strategic  sourcing  process  includes  implementing  the  strategy 
developed  in  step  three  and  negotiating  win-win  contracts  with  the  selected  suppliers.  The 
negotiation process is initiated with an analysis of market and pricing issues so that a fair price for 
both parties can be agreed upon (Handfield et al., 2011). Before going into the actual negotiation 
with  a  supplier,  the  sourcing  team  should  have  prepared  a  negotiation  plan  and  an  ideal  contract 
template.  In  case  the  negotiation  process  with  the  recommended  supplier  does  not  progress  as 
planned, the buyer should also have a contingency plan. Finally, the negotiation is conducted, and 
the contract is signed (Handfield et al., 2011). 



(18)In some cases, companies have drafted a list of preferred suppliers who have the priority of 
 receiving new business opportunity before others. According to Handfield et al. (2011) a preferred 
 supplier  has  previously  proven  its  performance  capabilities  and  therefore  this  particular  supplier 
 receives  preference  during  the  supplier  selection  process.  The  book  distinguishes  between 
 competitive  tendering  and  negotiation  as  methods  for  final  supplier  selection  when  there  is  not  a 
 preferred  supplier.  Competitive  tendering  will  be  addressed  in  the  subsequent  section  when 
 discussing  specific  strategies  that  can  be  applied  within  the  agricultural  industry.  Handfield  et  al. 


(2011) allude that the negotiation process is a more expensive and interactive approach compared to 
 competitive tendering. Conclusively, it is emphasized that negotiation with a supplier should only 
 be conducted when the buyer feels confident about the level of planning and preparation put forth 
 (Handfield et al., 2011). 


Step 5: Supplier Relationship Management 


One  might  be  led  to  believe  that  the  strategic  sourcing  process  ends  once  the  contract  is 
 signed, however according to Handfield et al. (2011) that is insufficient. Typically, one member of 
 the initially assembled sourcing team will continue to work with the supplier assuming the role of a 
 supplier  relationship  manager  (Handfield  et  al.,  2011).  It  the  buyers  job  to  make  sure  that  the 
 sourcing strategy is continuously reviewed and updated so that it is remains aligned with the stated 
 objectives and potential changes in the market. In addition, the buying firm should aim to monitor 
 the  performance  of  suppliers  based  on  predetermined  and  agreed  upon  criteria  such  as  quality, 
 delivery  performance,  and  continuous  cost  improvement  (Handfield  et  al.,  2011).  Handfield  et  al. 


(2011)  propose  using  a  supplier  scorecard  as  a  tool  for  monitoring  supplier  performance,  so  that 
 deficiencies in performance can be noted, discussed, and acted upon. 


Conclusively,  the  strategic  sourcing  process  is  a  theoretical  tool  proposed  to  develop  a 
sourcing strategy that enables companies to manage the supply for a specific category of products or 
services.  However,  Handfield  et  al.  (2011)  highly  emphasize  that  this  step-by-step  approach  is 
relatively general and that it describes the actions to follow only when proposing and executing a 
strategy.  Lastly,  it  is  stressed  that  “the  actual  outcomes  of  the  commodity  strategy  development 



(19)process  may  vary  considerably,  depending  on  the  specific  commodity  and  the  supply  market” 


(Handfield et al., 2011, pg. 232). 



2.4 Strategy Development through the Purchasing Portfolio Matrix  


As  previously  mentioned,  in  the  third  step  of  strategy  development,  data  is  converted  into 
 meaningful  knowledge  and  structured  through  the  usage  of  tools  such  as  purchasing  portfolio 
 matrices to enable sourcing managers to make effective decisions.  


2.4.1 Theoretical Objectives of Purchasing Portfolio Matrices  


Purchasing  portfolio  matrices  are  2X2  matrices  that  can  serve  as  a  starting  point  in 
 positioning  commodities  in  different  segments  and  when  elaborated  and  tailored  can  provide 
 sufficient guidance for developing effective purchasing and supplier strategies (Gelderman & Van 
 Weele,  2003).  This  is  due  to  the  fact  that  not  all  products  and  buyer-seller  relationships  will  be 
 treated  and  managed  the  same  way  and  thus  purchasing  portfolio  matrices  are  tools  that  enable 
 managers to cope with segmentation as a basis for designing commodity strategies for differentiated 
 product categories (Gelderman & Van Weele, 2002).  


The  following  section  will  firstly  outline  the  background,  application,  conditions, 
 advantages, and disadvantages of the founding purchasing portfolio matrix developed by Kraljic in 
 1983. Subsequently, alternative applications of the purchasing portfolio model by Van Stekelenborg 
 and Kornelius (1994), Olsen and Ellram (1997), and Gelderman and Van Weele (2002; 2003) will 
 be  presented.  This  selection  of  studies  derives  from  combining  the  overviews  on  purchasing 
 portfolios developed by Dubois and Pedersen (2002) as well as Gelderman and Van Weele (2005). 


The  alternative  approaches  will  be  aggregated  and  illustrated  in  Appendix  1.  By  chronologically 
 examining  these  various  studies  it  is  hoped  that  literature  sheds  light  on  the  development  and 
 applications of the purchasing portfolio matrix.  


The founding matrix developed by Kraljic (1983) as well as the most prominent purchasing 
portfolio  models  which  literature  has  presented  over  time  will  be  utilized  as  the  theoretical 
foundation for this paper. To take into account buyer perceptions of suppliers and interdependencies 



(20)between the two parties, the Dutch Windmill model developed by Van Weele in 2009 will also be 
 outlined. Lastly, the purchasing portfolio matrix developed by Kraljic (1983) will be extended by 
 taking into account the elaborations proposed by Gelderman and Van Weele (2002; 2003) as well as 
 the specific sourcing approaches that can be used to purchase agricultural commodities.  


2.4.2 The Kraljic Purchasing Portfolio Matrix  


In  1983,  Kraljic  questioned  the  routinized  purchasing  function  of  companies,  which  had 
 been  shaped  during  a  relatively  stable  era  and  environment.  More  specifically,  Kraljic  (1983) 
 deemed  it  necessary  to  re-evaluate  and  change  the  purchasing  of  non-commodity  and  commodity 
 materials  and  components  from  an  operational  to  a  strategic  perspective.  Making  the  purchasing 
 function  strategic  would  enable  the  purchasing  department  to  mitigate  against  supply  chain 
 disruptions, take advantage of technological opportunities, and contribute to sustained advantages in 
 competitive markets (Kraljic, 1983).  


In order to accurately develop supply strategies Kraljic (1983) prescribes managers to follow 
 a  four  step  approach,  which  will  also  enable  the 


identification and collection of relevant data and the 
 development of future supply scenarios. Specifically, 
 the  first  step  entails  the  classification  of  purchasing 
 materials  in  terms  of  (1)  profit  impact:  volume 
 purchased,  percentage  of  total  purchase  cost,  or 
 impact on product quality or business growth and (2) 
 supply  risk:  availability,  number  of  suppliers, 
 competitive  demand,  make-or-buy  opportunities, 
 storage risks, and substitution possibilities.   


Such a classification will yield non-critical, bottleneck, strategic, and leverage categories, for 
which managers can use to segment differing types of materials to be purchase (Figure 2) (Kraljic, 
1983).  Kraljic  (1983)  deems  that  such  a  segmentation  will  enable  managers  to  discern  attractive 
novel  opportunities  and  critical  vulnerabilities  and  thus  improve  their  understanding  of  the 



(21)appropriateness  of  differing  supply  strategies  for  commodity  and  non-commodity  materials  and 
 components.  


Step two entails an assessment of the supply market in terms of the “availability of strategic 
 materials  in  terms  of  both  quality  and  quantity,  and  the  relative  strength  of  existing  vendors” 


(Kraljic, 1983, pg.113). The buyer then evaluates its own requirements and ability to obtain desired 
 supply terms through firstly, supplier capacity utilization, that is the risk of supply bottlenecks and 
 its  suppliers’  breakeven  stability  (Kraljic,  1983).  Other  factors  such  as  the  uniqueness  of  what  a 
 supplier  has  to  offer,  which  has  implications  upon  supply  scarcity  and  number  of  substitutable 
 suppliers, as well as annual volume purchased and expected growth in demand should be considered 
 (Kraljic,  1983).  Past  variations  in  capacity  utilization  of  main  production  units  to  judge  the 
 flexibility  of  existing  suppliers  and  the  potential  costs  in  the  case  of  non-delivery  and  inadequate 
 quality should also be taken into account.  


The  third  step  requires  managers  to 
 position  the  segments  and  materials  into  the 
 purchasing  portfolio  matrix  (Figure  3).  Kraljic 
 (1983) deems that the matrix plots will enable a 
 company  to  determine  its  purchasing  strength 
 vis-a-vis  the  supply  market  and  key  suppliers. 


Accordingly,  when  a  company  has  a  dominant 
 market stance and the suppliers’ strength ranges 
 from  medium  to  low,  a  purchasing  strategy 


based on exploitation should be pursued through favorable pricing and contract agreement (Kraljic, 
 1983). However, excessive aggressive exploitation might lead to damaged supplier relationships and 
 cause unfavorable counter-reactions on the part of the supplier (Kraljic, 1983).  


On  the  other  hand,  if  suppliers  are  in  a  stronger  position  than  the  buyer,  then  the  buyer 
should  diversify  its  supply  options  by  for  instance  considering  backward  integration  or  investing 
more in supplier research and relationships (Kraljic, 1983). However, if the stronger position of the 
supplier presents limited risks and benefits, a defensive strategy would be costly and not particularly 



(22)useful. In such cases, Kraljic (1983) recommends a balance strategy, where aggressiveness is used 
 in a careful and calculated manner. Ultimately, the strategies that emerge from Kraljic’s purchasing 
 portfolio  matrix  are  to  a  large  extent  based  upon  the  power  positions  of  both  parties  involved,  in 
 other  words  the  more  dominant  party  will  and  should  bargain  for  preferential  treatment  and  the 
 weaker  counterpart  will  most  likely  have  to  give  in,  in  order  to  obtain  what  is  required  (Kraljic, 
 1983). 


The last step considers specific action plans based upon the generic strategies outlined above 
 for the materials plotted in the portfolio matrix. The action plans for each strategy are the following 
 (Kraljic, 1983): 


I.  Diversification:  


A. Short  term: consolidate  supply  position  by  concentrating  fragmented  purchased 
 volumes in a single supplier, accept high prices, and cover full volume requirements 
 through supply contracts;  


B.  Long  term: reduce  risk  of  single-sourcing  by  searching  for  alternative  suppliers 
 and/or materials and consider backward integration.  


II.  Exploit: 


A. Spread  volume  over  various  suppliers,  exploit  price  advantages,  increase  spot 
 purchases, and decrease inventory levels.  


Additionally,  Kraljic  (1983)  through  this  step  also  urges  managers  to  map  out  a  range  of 
 supply  scenarios  to  ensure  both  short  term  and  long  term  strategies.  This  step  also  prescribes 
 managers  to  “define  respective  risks,  costs,  returns,  and  strategic  implications”  as  well  as  the 
 objectives, steps, responsibilities, and contingency measures of each supply scenario (Kraljic, 1983, 
 pg.  115).  Overall,  Kraljic  (1983)  deems  that  the  ultimate  result  will  be  a  “set  of  systematically 
 documented  strategies  for  critical  purchasing  materials  that  specify  the  timing  of  and  criteria  for 
 future action” (Kraljic, 1983, pg. 115).   


The  Kraljic  purchasing  portfolio  matrix  is  considered  to  be  the  foundation  of  purchasing 
 strategy and is still regarded as the dominant approach in operational professionalism (Gelderman & 


Van Weele, 2003). In fact, as highlighted by Syson (1992), Kraljic’s matrix represents the ‘the most 



(23)important single diagnostic and prescriptive tool available to purchasing and supply management” 


(Gelderman & Van Weele, 2003). Gelderman and Van Weele (2002) further highlight that Kraljic 
 purchasing portfolio is utilized by large companies such as Shell, Alcatel, Philips, Akzo Nobel, Océ, 
 and  Siemens.  In  a  survey  on  Dutch  companies  it  is  discerned  that  50  percent  of  the  responding 
 managers in small companies claimed to be utilizing the purchasing portfolio matrix and 85 percent 
 of the managers for the larger companies (Gelderman & Van Weele, 2002).  


Although Kraljic (1983) does not explicitly apply the purchasing portfolio model, he does 
 highlight  the  significant  implications  that  various  established  companies  experienced  when 
 strategically analyzing and changing their purchasing strategies. The firms used in his study include 
 office equipment and auto manufacturers as well as petrochemical, welding materials, and electrical 
 equipment producers.  


Kraljic  also  (1983)  outlines  some  conditions  which  need  to  be  met  in  order  to  effectively 
 develop appropriate sourcing strategies. Such conditions include, greater integration through cross-
 functional relations, top-management involvement, systems support, and the upgrading of staff and 
 skill requirements (Kraljic, 1983). Additionally, Gelderman and Mac Ronald (2008) highlight that 
 the  Kraljic  purchasing  portfolio  model  has  been  developed  from  the  point  of  view  of  a  well-
 developed industrialized logistics infrastructure. 


Overall, the generic nature of the model has resulted in its wide application both in terms of 
 industry  and  for  commodity  and  non-commodity  goods.  Nonetheless,  research  does  allude  to  the 
 fact that users of the matrix are usually well established buyers that can rely on adequate systems 
 and  capabilities  in  order  to  implement  the  model.  The  main  advantage  of  the  matrix  is  that  it  is 
 relatively simple and straight-forward and its generic nature allows customizability. 


2.4.3 Limitations of the Kraljic Purchasing Portfolio Matrix  


Despite  the  widespread  usage  and  importance  of  the  Kraljic  purchasing  portfolio  matrix, 
Gelderman and Van Weele (2003) outline a number of limitations of the matrix. Firstly, the authors 
question the dimensions of profit impact and supply risk and specifically the measurement of these 
dimensions through factors and weights (Gelderman & Van Weele, 2003). Their research alludes to 



(24)the importance of weighing each factor, but that this can also result in high levels of subjectivity 
 (Gelderman & Van Weele, 2003). Gelderman & Van Weele (2003) then evince the issues related to 
 demarcation  and  question  the  distinction  between  high  and  low  supply  risk.  Overall,  besides  the 
 issues  related  to  measurement,  the  authors  challenge  the  appropriateness  of  making  simple 
 recommendations by decompressing an array of complexities into two dimensions.  


Next, Gelderman and Van Weele (2003) claim that the Kraljic purchasing portfolio matrix 
 largely  disregards  the  suppliers’  intentions,  reactions  and  possible  strategies.  Consequently,  the 
 matrix  is  prone  to  cause  mismatches  between  buyers  and  sellers  and  that  partnerships  are  only 
 possible  if  the  strategic  intent  of  both  parties  is  clear  and  taken  into  account  when  devising  a 
 strategy (Gelderman & Van Weele, 2003).  


Additionally, the matrix lacks insights on the effects that power dynamics in buyer and seller 
 relationships can have upon strategies (Gelderman & Van Weele, 2003). Lastly, the matrix does not 
 prescribe  any  guidelines  for  movements  within  the  matrix  and  specifically  if  the  given  strategies 
 allow  such  movements  (Gelderman  &  Van  Weele,  2003).  The  matrix  also  does  not  outline  the 
 conditions  and  the  manner  in  which  such  movements  should  be  implemented  (Gelderman  &  Van 
 Weele, 2003).  


2.4.4. Alternative Purchasing Portfolio Models 


Van Stekelenborg and Kornelius 


According to Van Stekelenborg and Kornelius (1994), literature fails to provide guidelines 
 for  the  application  of  sourcing  strategies  in  various  supply  situations.  Previous  literature  on 
 purchasing  and  supply  has  mainly  been  focused  on  identifying  ideal  types  of  buyer-supplier 
 relationships.  However,  Stekelenborg  and  Kornelius  (1994)  imply  that  these  ideal  types  of 
 relationships lack the inclusion of a link to specific situations and thus cannot be used to determine 
 which purchasing principles to apply in what supply situation.  


Stekelenborg and Kornelius (1994) highly claim that there is a need for prescriptive models 
and  as  a  result  present  a  framework  that  consists  of  different  types  of  supply  situations  in  which 
each  type  is  linked  to  a  specific  purchasing  strategy.  The  aim  of  such  a  framework  is  to  support 



(25)decision  makers  in  coping  with  the  diversity  in  supply  situations.  Stekelenborg  and  Kornelius 
 (1994)  emphasize  that  even  though  the  framework  is  originally  developed  for  the  use  in  an 
 industrial environment, it can just as well be useful in other fields where purchasing is important.  


Ultimately,  Stekelenborg  and  Kornelius  (1994)  use  the  need  for  internal  market  demand 
 control as well as the need for external supply market control to distinguish between four types of 
 supply  situations.  The  axes  in  this  matrix  have  been  slightly  remodeled  compared  to  the  original 
 purchasing portfolio matrix proposed by Kraljic. The need for control of the internal market demand 
 is deployed on the vertical axis, while the horizontal axis represents the level of control needed in 
 the external supply market (Stekelenborg and Kornelius, 1994). The four types of supply situations 
 are  referred  to  as:  (1)  Plain  supply,  (2)  Internally  problematic  supply,  (3)  Externally  problematic 
 supply,  and  (4)  Complicated  supply.  The  authors  allude  that  by  positioning  purchased  goods  or 
 services  in  the  matrix,  it  is  possible  to  develop  a  purchasing  strategy  for  each  supply  situation 
 highlighted. As a result, the organization is able to identify which purchasing activities to focus on 
 and the actions of controlling “can be directed towards the characteristics of the supply situation that 
 are causing a high control need” (Stekelenborg and Kornelius, 1994, pg. 315).  


Lastly,  it  is  emphasized  by  Stekelenborg  and  Kornelius  (1994)  that  positioning  purchased 
 goods and services require thorough insight in almost all processes within the buying firm and thus 
 it is recommended that the purchasing department is not assigned with the task of performing the 
 purchasing  portfolio  analysis  alone.  Furthermore,  Stekelenborg  and  Kornelius  (1994)  highlight 
 some  of  the  different  factors  underlying  the  need  for  both  external  and  internal  market  demand 
 control. These factors are compiled and presented in Appendix 2. 


Olsen and Ellram 


The  purchasing  portfolio  model  proposed  by  Olsen  and  Ellram  (1997)  builds  upon  an 
identified  scarcity  in  literature  with  regards  to  buyer-supplier  relationships  in  relation  to  strategic 
sourcing.  More  specifically  a  normative  portfolio  model  has  been  developed  to  assist  the 
management of different types of supplier relationships (Olsen and Ellram, 1997).  



(26)Olsen  and  Ellram  (1997)  emphasize  that  many  versions  of  the  purchasing  portfolio  model 
 have been presented over time and that the general concepts of the model have suffered from much 
 criticism.  Especially  the  complexity  of  the  dimensions  used  to  categorize  the  elements  in  the 
 portfolio has been heavily discussed and Olsen and Ellram (1997) emphasize the importance of the 
 portfolio model’s capability to incorporate all important variables. Furthermore, it is highlighted that 
 portfolio models can have a tendency to result in strategies that are independent of each other and in 
 general portfolio models fail to depict the interdependencies between two or more items. Lastly, it is 
 emphasized  that  portfolio  models  have  been  criticized  for  lacking  guidance  on  how  to  choose 
 among resulting strategies (Olsen and Ellram, 1997).   


Olsen and Ellram (1997) recommend a multi-step approach to analyze a company’s supplier 
 relationships. The aim of this section is not to go into depth with the different steps, but rather the 
 alternative application of purchasing portfolio models and thus only the first step will be elaborated 
 upon. The first step includes an analysis of the company’s purchases as well as the application of a 
 portfolio matrix. The matrix specifically considers the strategic importance of the purchase (x-axis) 
 and the difficulty in managing the purchase situation (y-axis) (Olsen and Ellram, 1997). Olsen and 
 Ellram  (1997)  have  identified  and  assessed  some  of  the  underlying  factors  relative  to  each 
 dimension chosen and these are presented in Appendix 3. 


In order to categorize the purchases in the portfolio model Olsen and Ellram (1997) propose 
to  assign  weights  to  each  of  the  factors  in  Appendix  3  based  on  the  perceived  importance  of  the 
factor  to  the  company’s  operation.  Overall,  the  model  focuses  primarily  on  manufacturing 
companies  purchasing  a  variety  of  products  and  services  and  that  such  specific  conditions  are 
viewed as a current limitation to the model. Also, the model cannot evade the general weaknesses of 
portfolio  models  with  regards  to  the  risk  of  dimension  complexity,  lack  of  focus  on  the 
interdependencies  between  the  products  categorized,  and  shortcomings  in  providing  guidance  on 
how to choose which products to focus on.  



(27)2.4.5  The  Purchasing  Portfolio  Matrix  through  the  Perspectives  of  Gelderman 
 and Van Weele 


In  relation  to  the  abovementioned  limitations  of  the  Kraljic  purchasing  portfolio  matrix, 
 Gelderman and Van Weele (2003) propose a set of additional practical considerations, which they 
 deem  should  be  incorporated  into  purchasing  portfolio  matrices.  The  authors  explicitly  highlight 
 which  measurement  methods  are  possible  and  which  supplier  strategies  are  feasible,  including 
 additional strategic movements of commodities within the matrix (Gelderman & Van Weele, 2003).  


Based  on  an  in-depth  multiple  case  study  on  three  Dutch  industrial  firms,  Gelderman  and 
 Van  Weele  (2003)  firstly  found  that  the  generic  nature  of  the  Kraljic  approach  allows  for 
 customization  and  that  measurement  issues  are  handled  in  a  variety  of  ways.  Specifically,  that 
 measurement or positioning methods and the selection of supply purchasing strategies can vary in 
 accordance to differences in supply chain positions, market conditions, customer requirements, and 
 overall business strategies (Gelderman & Van Weele, 2003). Overall, the authors found through the 
 case studies that the positioning of items is succeeded by a review process and a reflection of the 
 consequences and that whichever measurement method is chosen usually leads to subjectivity and 
 limitations.  


Measurement Methods 


Nonetheless, the authors evince that the measurement approaches of the consensus, one-by-
 one,  and  weighted  factor  score  methods  can  be  used  (Gelderman  &  Van  Weele,  2003).  The 
 consensus  method  is  considered  to  be  a  process  of  discussing  and  reasoning  in  order  to  reach  a 
 consensus  on  the  prioritization  of  the  variables  and  factors  to  be  measured  and  ultimately  the 
 positioning of items in the matrix. The consensus method has proven to be popular since it allows 
 for  critical  discussions  and  differences  of  opinions  to  emerge  (Gelderman  &  Van  Weele,  2003). 


However, such a method might not be the most suitable approach in terms of replicability and it can 
be  argued  that  discussions  should  be  done  in  a  cross-functional  manner  so  that  holistic  and 
sustainable outcomes can be generated.  



(28)On  the  other  hand,  the  one-by-one  method  entails  the  selection  of  one  key  variable  per 
 dimension. For instance, in terms of profit impact, financial value is often used and regarding supply 
 risks, the number of possible suppliers is considered (Gelderman & Van Weele, 2003). This method 
 has also gained popularity, since it can be used in a fast, unambiguous, and simple manner and this 
 is due to the fact that extensive quantitative data and advanced information systems are often not 
 necessary (Gelderman & Van Weele, 2003). Another advantage is that it allows for comparability 
 between other categories and matrices that utilize the same variables selected and thus the one-be-
 one method can easily be used for the identification of possible strategic movements within a matrix 
 (Gelderman & Van Weele, 2003). However, additional information in terms of products, suppliers, 
 and  markets  is  often  required  in  order  fully  taken  into  consideration  potential  opportunities  and 
 threats (Gelderman & Van Weele, 2003). 


The  last  measurement  method 
 considered by Gelderman and Van Weele 
 (2003) is the weighted factor score, which 
 allows  for  complete  customization  in 
 terms  of  factors,  weights,  and  scores. 


Specifically, the authors explain that total 
 scores per dimension are calculated in an 
 additive model and that the multiplication 
 of  scores  and  weights  leads  to  the 
 generation of sub-scores, which are added 
 to  a  single  value  (Gelderman  &  Van 
 Weele,  2003).  It  is  assumed  that  a  lower 


score  on  a  factor  can  be  compensated  by  a  higher  score  of  another  factor,  however  practitioners 
 need to question whether this is appropriate especially in terms of risk through the availability of a 
 single supplier (Gelderman & Van Weele, 2003). Additionally, a large number of quantitative data, 
 that  can  be  hard  to  obtain  might  be  necessary  (Gelderman  &  Van  Weele,  2003).  Lastly,  a  large 
 number of factors and weights may blur the overall picture and objectives to be reached (Gelderman 


& Van Weele, 2003). 



(29)Overall,  despite  the  limitations  and  advantages  of  each  measurement  method,  Gelderman 
 and Van Weele (2003) propose a set of key questions that practitioners need to ask themselves when 
 deciding  which  approach  to  use.  This  includes  the  level  of  objectiveness  required,  the  number  of 
 key  factors  to  consider,  the  available  time  at  disposition,  and  the  level  of  customization,  and 
 flexibility needed.  


2.4.6 Strategic Movements within the Matrix 


In addition to the measurement and positioning of items, Gelderman and Van Weele (2003) 
 outline  what  commodity  and  supplier  strategic  movements  are  feasible  and  the  conditions  that 
 should  be  met  in  order  to  make  such  movements  happen.  As  a  first  step,  the  authors  find  that 
 portfolio-based  objectives  can  be  set  on  the  item,  category,  and  matrix  level  but  that  the  cases 
 studies reveal that objectives are most commonly formulated on the item level.  


However, formulating objectives on a category level directly applies to the four quadrants 
 and  managers  can  for  instance,  seek  to  decrease  the  number  of  items  in  a  bottleneck  quadrant  or 
 instead  seek  to  increase  the  value  of  all  leverage  items  by  reducing  the  value  and  number  of 
 strategic  and  non-critical  items  (Gelderman  &  Van  Weele,  2003).  In  order  to  determine  such 
 strategic  directions  additional  information  in  terms  of  an  overall  business  strategy,  supply  market 
 conditions, and performance capacities and intentions of suppliers is often required (Gelderman & 


Van Weele, 2003). 


Overall,  the  objectives  above  imply  the  pursuit  of  either  holding  the  current  quadrant 
 positions of items or shifting to other positions within the matrix. Gelderman and Van Weele (2003) 
 in general deem that holding a position “implicitly means that current circumstances are taken for 
 granted”  or  because  the  buyer  is  convinced  that  this  is  currently  best  position.  In  other  cases, 
 holding  a  position  “might  be  accepted,  because  there  are  no  realistic  possibilities  for  change” 


(Gelderman  &  Van  Weele,  2003,  pg.  213).  Nevertheless,  the  strategic  implications  for  either 
holding  or  moving  between  quadrants  usually  varies  in  terms  of  current  quadrant  positions,  the 
quadrant being pursued, and certain conditions (Figure 4).  



(30)Regarding, bottleneck items, the question of whether standardization is possible or not is an 
 important consideration. For instance, the authors deem that if standardization is not possible then a 
 capacity deal should be pursued where purchases are concentrated to an approved supplier and thus 
 an  improved  bottleneck  position  can  be  achieved  through  reduced  supplier  risk  and  a  better 
 negotiation position (Gelderman & Van Weele, 2002). 


However,  if  standardization  is  possible  then  a  shift  from  the  bottleneck  to  non-critical 
 quadrant can be attempted through standardization and pooling of purchasing requirements, which 
 leads to the de-complexed products and enhanced buying power (Gelderman & Van Weele, 2002). 


Overall, such changes should lead to lower level of supply risk and supplier dependence and thus a 
 shift to the non-critical quadrant or to the leverage quadrant, depending on the increase of buying 
 power. 


Buyers may also face the case of having to hold the position of bottleneck items when no 
 other options are feasible and this essentially entails accepting the dependence of a supplier through 
 supply  assurance  (Gelderman  &  Van  Weele,  2003).  Some  actions  in  holding  such  a  position  can 
 include combining risk analyses with contingency planning, long-term contracting, and the usage of 
 safety stocks (Gelderman & Van Weele, 2003).  


Similarly,  non-critical  items  can  be  shifted  to  the  leverage  quadrant  if  standardization  is 
 possible  and  thus  the  pooling  of  large  quantities  can  be  achieved  through  for  instance  a  vendor 
 managed inventory system or an e-auction process (Gelderman & Van Weele, 2003). This should 
 result  in  an  overall  reduction  of  costs  and  an  increase  of  buying  power.  However,  if  a  product  is 
 unique  to  a  business  unit  then  pooling  should  not  be  pursued  and  instead  a  form  of  individual 
 ordering through for instance a purchase card is more appropriate (Gelderman & Van Weele, 2003). 


This will result in a holding position of the non-critical quadrant, but the possibility of a reduction of 
 indirect purchasing costs (Gelderman & Van Weele, 2003).  


In terms of the leverage quadrant, the holding position is pursued when available suppliers 
do  not  possess  the  required  capabilities  and  qualifications  for  co-design  and  thus  a  partnership  of 
convenience  based  on  efficiency  and  supply  chain  optimization  is  developed  (Gelderman  &  Van 
Weele,  2002).  However,  holding  a  leverage  position  could  also  entail  aggressive  supplier 



(31)management via approaches such as competitive bidding (Gelderman & Van Weele, 2003). On the 
 other hand, if a limited amount of suppliers do possess the required capabilities for co-design and 
 there is a presence of a sufficient level of trust between both parties then strategic partnerships may 
 be developed (Gelderman & Van Weele, 2002). This entails the identification of key buying criteria 
 as well as the performance of suppliers on the criteria identified meet external benchmarks in terms 
 of price. 


Lastly,  in  terms  of  the  strategic  quadrants,  if  current  suppliers  do  meet  price  performance 
 criteria and co-design requirements, then a holding position is maintained in the form of maintaining 
 strategic partnerships. It must be underlined that strategic partnerships should only be maintained if 
 they ensure competitive advantages and if there is a form of mutual commitment and trust between 
 the two parties (Gelderman & Van Weele, 2003). However, in some cases the holding position in a 
 strategic  quadrant  is  pursued  due  to  involuntary  locked-in  situations,  as  a  result  of  monopolistic 
 supply  market  and  high  switching  costs  (Gelderman  &  Van  Weele,  2003).  On  the  other  hand,  if 
 such  conditions  do  not  exist  and  current  suppliers  do  not  meet  required  performance  standards  a 
 process of reducing dependence, terminating the partnership, and searching for new suppliers might 
 be necessary (Gelderman & Van Weele, 2003). 


Gelderman and Van Weele (2003) deem that a portfolio approach can be extremely useful in 
 positioning  commodities  in  different  segments  and  in  developing  differentiated  purchasing 
 strategies, but that such an approach should be supplemented by continuous critical reflections and 
 discussions,  as  well  as  additional  information  when  required.  Ultimately,  although  the  authors 
 evince  the  usefulness  of  a  portfolio  approach  they  also  highlight  that  there  is  “no  simple, 
 standardized blueprint for the application of the portfolio analysis” (Gelderman & Van Weele, 2003, 
 pg. 215).  


The advantages of Gelderman and Van Weele’s extended purchasing portfolio model is that 
it  prescribes  the  additional  information  which  is  often  required  by  managers  to  fully  exploit  the 
model and the measurement methods which can be used when prioritizing the factors within each 
dimension. Their model also highlights the necessary conditions for strategic movements, which can 



(32)take place within the matrix. However, the model still does not fully take into account the positions 
 and intentions of suppliers.  


Lastly, the conditions that apply to the Kraljic purchasing portfolio matrix are still valid for 
 this  matrix,  although  this  extended  model  does  require  greater  sophistication  of  the  purchasing 
 function  in  terms  of  professionalism  and  exposure  of  the  purchasing  domain  within  the  overall 
 company (Gelderman & Van Weele, 2005). Specifically, the authors deem that the application of 
 the  purchasing  portfolio  model  requires  “skills  extending  beyond  traditional  administrative 
 competences”  and  that  the  position  of  purchasing  function  within  the  organization  needs  be  clear 
 (Gelderman  &  Van  Weele,  2005,  pg.  25).  On  the  other  hand,  the  study  questions  whether  the 
 purchasing  portfolio  matrix  could  serve  as  a  catalyst  for  spurring  greater  sophistication  and 
 increasing  the  strategic  nature  of  the  purchasing  function  through  cross-functional 
 acknowledgement  of  the  challenges  and  opportunities  of  purchasing  and  supplier  management 
 (Gelderman & Van Weele, 2005). 



2.5  Analyzing  Buyer-Seller  Interdependencies  through  the  Dutch  Windmill Model 


Building upon the analysis done by Kraljic in 1983, Van Weele (2009) concludes that four 
 generic  supplier  strategies  emerge  from  the  purchasing  portfolio  analysis.  The  strategies  include 
 partnership,  competitive  bidding,  securing  supply,  category  management,  and  e-procurement 
 solutions and are summarized in Appendix 4. 


However, Van Weele (2009) deems that the purchasing portfolio alone is not sufficient in 
developing buying and supplier strategies and that in order for buyers to effectively implement the 
strategies  mentioned  above,  buyers  must  firstly  acknowledge  their  relative  position  and 
attractiveness  in  the  eyes  of  the  suppliers.  Accordingly,  Van  Weele  (2009)  firstly,  categorizes 
suppliers in terms of each quadrant and claims that when dealing with strategic suppliers a balance 
of power may differ among buyer and suppliers, but that a partnership can be achieved. In terms of 
leverage suppliers, since products are substitutable and there are often many alternative competing 
suppliers that a buyer can rely on, a buyer of leverage items usually retains a dominant position.  
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