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The purpose of this study is the creation of supply strategy for the case company. The 

study explores the connection between overall strategy of the firm, supply strategy, and 

the underlying theories behind supply strategy. Literature is reviewed in order to discover 

the elements of supply strategy. Because most previous research is written from the point 

of view of large enterprises, this study looks for differences between large companies and 

SME’s in terms of supply strategy. The purchases of the case company are subject to a 

portfolio analysis, which is then used to create the supply strategy. This is a case study, 

where theme interviews were used for data collection. 

Research literature was used to identify the elements of supply strategy. These are make 

or buy -decisions, centralization and decentralization of purchases, size and location of 

the supply base and whether collaborative or competitive approach is used with suppliers. 

Research literature showed no difference between small and large enterprises in terms of 

the elements of supply strategy. The empirical results show that purchasing in SME’s is 

necessarily centralized, and that the lack of resources highlights the role of interpersonal 

relationships in supplier development. A supply strategy based on building relationships 

with suppliers is presented to the case company. The central idea is to utilize the supplier 

network to support the case company’s overall strategy that relies on innovativeness and 

creating new products. The work is of interest to anyone interested in supply strategy, as 

well as practitioners in small and medium-sized firms. 
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Tutkimuksen tarkoituksena on hankintastrategian luominen pienyritykselle. Tutkimuksessa 

selvitetään hankintastrategian yhteyttä yrityksen strategiaan yleensä, ja 

hankintastrategian taustalla vaikuttaviin tekijöihin. Kirjallisuutta tutkitaan 

hankintastrategian elementtien selvittämiseksi. Useimmat aiemmat tutkimukset on 

kirjoitettu suurten yritysten näkökulmasta, joten työssä selvitetään eroja suuryritysten ja 

pk-yritysten välillä hankintastrategian osalta. Kohdeyrityksen hankinnoista tehdään 

portfolioanalyysi, jota käytetään hankintastrategian luomisessa. Kyseessä on 

tapaustutkimus, jossa käytetyt tiedot kerättiin kohdeyritykseltä teemahaastattelujen avulla.  

Tutkimuskirjallisuudesta tunnistettiin hankintastrategian osat. Näitä olivat make or buy -

päätökset, hankintojen keskittäminen, toimittajien määrä ja sijainti, sekä kilpailullisen tai 

yhteistyöstrategian valinta kanssakäynnille toimittajien kanssa. Tutkimuskirjallisuudesta 

havaittiin, että suurten ja pienten yritysten välillä ei ole eroa hankintastrategian 

elementtien osalta. Tulokset osoittivat, että pienyritysten hankinnat ovat aina enemmän tai 

vähemmän keskitettyjä, ja resurssien vähäisyys korostaa henkilökohtaisten suhteiden 

merkitystä toimittajasuhteiden kehittämisessä. Kohdeyritykselle ehdotetaan 

toimittajasuhteisiin perustuvaa hankintastrategiaa, jonka keskeisenä ajatuksena on 

käyttää toimittajaverkostoa tukemaan yrityksen uusiin tuoteideoihin ja innovointiin 

perustuvaa yleistä strategiaa. Tutkimus on hyödyllinen hankintastrategiasta kiinnostuneille 

sekä pk-yrityksille. 
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1. INTRODUCTION 

 

Purchasing has traditionally been viewed simply as means to provide the raw materials 

and components needed for production. Since the 1980s, there has been increasing 

research focus on purchasing and its strategic role in the firm, and as a part of a firm’s 

success (Ellram & Carr, 1994). More recently, strategic supply management has been 

found to correlate with a firm’s competitive advantage and overall firm performance 

(Yeung, 2008). It seems clear, then, that having a supply strategy and recognizing the 

strategic nature of supply management are important or perhaps even critical for 

continued success (Lintukangas, Kähkönen & Virolainen, 2013). Most large companies 

are focusing on supply management as an important part of the firm’s strategy and this 

has been reflected in research on the subject. 

There is a large body of research concerning strategic supply management. However, 

little focus has been given to the needs of small and medium enterprises. There is some 

research on how small and medium enterprises can adapt to supply chain management 

challenges (Vaaland & Heide, 2007 and Arend & Wisner, 2005). Most research is from the 

point of view of larger companies, while small businesses are still purchasing in a more 

traditional style. Small and medium enterprises would benefit from expanding and 

planning their sourcing in the long term, but doing so with limited resources is difficult. In 

this age of growing need for accountability and sustainability in the supply chain, small 

businesses are in a vulnerable position. There are rarely enough resources to make sure 

the supply chain is functioning as expected or agreed, or to develop supplier relationships 

in a way that larger companies are able to. 

This thesis seeks to connect the dots in terms of effective supply strategy and the needs 

of small businesses. There are clearly benefits to doing this effectively, but also some 

pitfalls that stem from limited resources and from a lack of experience and expertise. 

Rather than being a comprehensive guide, this thesis is a case study of a small Finnish 

family business that has done international purchasing for a number of years, but so far 

with little long-term planning or strategy. The aim is to study purchasing literature to find 

out what the elements of supply strategy are. The findings will then be applied to the 

context of our case company to see what parts of supply strategy are useful for smaller 

firms, and how the case company has organized its supply strategy. The strategy needs 
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to be effective but also simple, so that it is applicable to varying supplier relations and 

situations.  

1.1. Research questions and objectives 

Purchasing in small companies can often be just that, a function that takes care of having 

enough materials for whatever the company is producing at a given time. However, 

purchases might still account for a large percentage of annual turnover, and should 

probably be handled more professionally. The objective is to find the elements of supply 

strategy, and thus see what the current situation in the case company is in terms of 

strategic sourcing. Since the focus is on a small company, the strategy should be based 

on simple and effective tools. Most literature on supply strategies and supply chain 

management is written from the perspective of large multinational enterprises. This thesis 

seeks to apply these to a small company’s context. 

The main research question is: 

How to form a supply strategy for small and medium-sized businesses? 

These sub-questions are used to better answer the question: 

What are the main elements of supply strategy? 

What are the main differences in supply management strategies for small 

companies when compared to large enterprises? 

 

The literature consists of supply management literature, which forms the basis for most 

current supply strategy thinking. The elements of supply strategy can be identified from 

the research, and these will be reviewed along with other relevant literature to create a 

theoretical backbone for the thesis.  

1.2. Research methods 

The research uses qualitative methods. Qualitative research is exploratory by nature, and 

is normally chosen when the subject of the research or the theory base is not very well 

known (Creswell, 2003, 74-75). The research gap shows that in this case, the subject has 

not been very thoroughly researched earlier. The data is collected by interviewing key 

personnel in the target company. Interviews provide information on current supply chain 
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management or purchasing practices within the company. In addition to the interviews, 

some purchasing data from the case company’s enterprise resource planning (ERP) 

software is used in the portfolio analysis.  

Qualitative research was chosen for this study, because it best matches the research 

situation. Marshall (1985) and Marshall and Rossman (2010) note that qualitative 

research is used to study complex phenomena and processes, processes that are not 

very well known, phenomena whose variables have not been identified, and phenomena 

that cannot be studied experimentally. In this case, even though the elements of supply 

strategy are known, the aim for the study is to gain knowledge about the case company, 

which encourages the use of qualitative methods. Usually, the purpose of a study can be 

either mapping, explanatory, descriptive or forecasting purpose (Hirsjärvi, Remes & 

Sajavaara, 2007, 134). Typically, a case study is selected in order to illustrate an issue 

(Creswell, 2013, 102). The issue that is illustrated here, is how the elements of supply 

strategy are present in the case company’s purchasing practices. In a wider context, the 

case illustrates how small firms can engage in strategic supply management. 

1.3. Limitations 

In general, supply strategy and overall strategy are closely connected. Supply strategy is 

an extension for the overall strategy of the firm, but general strategy study is outside of the 

scope of this work, although the relation and effects are recognized. The present work will 

create a basic framework for the case company’s supply strategy, although an in-depth 

analysis of the supply market is outside of the research scope. 

This thesis is not an exhaustive guide for small-business supply strategies, the focus is on 

the case company, and the purpose is to be useful for them. Therefore, generalization of 

the findings might not be sensible. However, the elements of supply strategy are the same 

in any firm, and will be useful for practitioners. Small businesses are diverse with no 

common characteristics in organization or types of operation. That said, the obvious 

common factor among small businesses is the size and thus considerations arising from a 

lack of resources might well be applicable for a larger number of small companies as well.  

1.4. Literature review 

Supply strategy has been an area of active research for the last 20 years, but as 

mentioned, little has been written from the point of view of a small business. A couple of 

articles have considered the compatibility of small businesses and supply chain 
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management. Some researchers suggest that small firms should avoid methods adopted 

by larger companies, while other methods are compatible with smaller firm size as well. 

Some case studies also exist of small companies using strategic supply chain methods for 

their benefit. So far, SME’s seem to be somewhat neglected in literature. The literature 

review presents the studies that are relevant to the thesis, and that have been written 

considering smaller firms.   

Managers of SMEs have been divided in adoption of supply chain management practices. 

On the other hand, it seems to give “vertical integration benefits without its formal 

ownership costs”. On the other hand, the adoption of supply chain management has seen 

companies lose their differentiation benefits. Arend and Wisner (2005) found that supply 

chain management (closer integration within the supply chain to add value) adoption was 

negatively linked to SME performance. The SME implementation was found to be less 

deep than that of large enterprises, which may be part of the problem. The writers also 

found that SMEs studied failed to use supply chain management in a strategically 

beneficial way, strengthening traditional SME weaknesses. This suggests that while 

adoption of supply chain management is not automatically beneficial, it is also not 

necessarily a disadvantage, even for the SME. (Arend & Wisner, 2005) 

Supply chain management and development challenges SMEs in new ways, which may 

create problems. Vaaland and Heide (2007) study different supply chain management 

systems and their adoption in SMEs and found that firm size affects the perceived 

importance of different planning and control methods. It seemed that SMEs generally had 

a more conservative attitude towards adopting new technology into their SCM process as 

all the tools are electronic system -based. This study was only focused on planning and 

control methods, which are not the only ways to implement supply chain management. 

The study leaves open how structures or business processes may or may not differ 

between SMEs and large enterprises. It is also noted, that large enterprises seem more 

technologically driven when compared to SMEs, which means that SMEs have a hard 

time competing by means of effective supply chains. (Vaaland & Heide, 2007) 

Bordonaba-Juste and Cambra-Fierro (2009) have a more positive example of a SME 

adopting more strategic purchasing orientation in the Spanish wine industry. The case 

company is a winery, that coordinates a network of several even smaller suppliers (grape 

producers). In this case, the SME was successful in adopting an IT system controlling the 

grape producers’ harvesting schedules based on the variety of grape and other factors. 

The case study illustrates that despite other research showing a technology gap, the SME 
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is still capable of adopting appropriate technological solutions to supply chain issues, and  

can benefit from this. In this case, the SME clearly benefits from adopting supply chain 

management practices. Clearly the context as well as the measures taken are important 

when determining if the SME can benefit from more strategic purchasing. (Bordonaba-

Juste & Cambra-Fierro, 2009). 

While most research views offshore outsourcing as means for reducing manufacturing 

costs for large companies, there may be benefits for SMEs as well, according to another 

study. The study focused on the outsourcing of administrative and technical services by 

SMEs. These were linked to the SMEs ability to compete in international markets. 

Although cost reduction is still the main driver for offshore outsourcing, it is also 

associated with intentions of expanding overseas relations. It was found that outsourcing 

of services is positively connected to the extent of a company’s internationalization and 

international competitiveness. In addition to the traditional aim of cost reduction (which 

often does not materialize), firms may see more gains through organizational learning 

along with better access to networks and capabilities. According to the writers, these other 

gains can actually be even more useful. The findings here may be specific to SMEs, 

because the motivation for the outsourcing often stemmed from scarcity of resources. The 

different motivations for larger companies might lead to different results. (Di Gregorio, 

Musteen & Thomas, 2009) 

Strategic sourcing partnerships have been receiving plenty of attention from researchers. 

The idea is to cooperate so that both parties can gain advantages. One key element of 

this cooperation is supplier development, where the buyer offers some resources (training 

is a typical example) to the suppliers so that suppliers can improve. However, small 

companies do not have such resources, and as such might not be able to benefit from 

partnerships. In addition, small companies are often highly dependent on their suppliers. 

Often partnerships take the form of single-sourcing, where the buyer focuses solely on 

single source. The same is not true on the supplier side, which leaves the buyer 

vulnerable. This risk is not easily handled by smaller companies. (Ramsay, 1996) 

Small and medium enterprises vary greatly in their purchasing practices: some are 

progressive, while others do not hold purchasing as a priority. Strategic purchasing is not 

very common, as formal purchasing planning was uncommon in SME’s. This lack of 

formalized approach does not signal a lack of management sophistication, however. 

Purchasing is a priority to SME’s, especially in high-tech fields. The firms were researched 

based on the adoption of strategic purchasing, supplier evaluations and analysis of 
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supplier capabilities. It was noted, that purchasing is an important strategic tool for small 

firms because of their small size: resources that are unavailable internally, must be 

acquired externally. (Pressey, Winklhofer & Tzokas, 2009) 

Supplier development is an activity that can be used to reduce the risks associated with 

purchasing. Relationships with suppliers are developed by the buying company through 

committing to suppliers. Supplier development is an approach to purchasing, which 

recognizes that the competitiveness of the buying company is not possible, if its suppliers 

are not themselves competitive. Supplier development is not dependent on company size, 

and is relevant to small firms as well. Small firms should embrace the idea in order to 

remain competitive with larger companies. Supplier development is based on trust and 

long-term thinking among other things, not equal firm size. (Quayle, 2000)  

Supplier selection and evaluation is an area where small and large firms have some 

differences. Usually, it is expected that smaller firms have overall less structure, and less 

formal processes in this regard. However, supplier selection criteria such as quality, cost, 

design capabilities and current technology, were held equally important by small and large 

firms. Small firms are less likely to utilize a formal review process of supplier performance, 

and more likely to do ad-hoc evaluations on suppliers. Despite a more formal approach 

used by large companies, small firms use similar evaluation criteria. Small firms may use 

informal evaluation process effectively, because there are often personal relationships 

that are effective in conducting business with suppliers. (Pearson & Ellram, 1995) 

Small firms might be expected to engage in some forms of cooperative purchasing, but it 

was found that most firms do not. Those that do, are not doing it very well, using 

adversarial strategies instead of co-operating. Small firms are also worried about power 

imbalances, as the firm’s critical resources might span firm boundaries as is often case. It 

was found that large firms increasingly expect smaller firms to act in a cooperative 

manner, despite possible concerns over power relations. SME’s will have to adopt more 

cooperative approaches. The adoption requires both systems and strategies. Small firms 

can be divided into three groups based on having either systems, strategies or both in 

place. Deliberate group has systems and strategies, and is deliberately fostering a 

cooperative approach. Close-but-adversarial type firms have the systems, but strategies 

are lacking, while the emerging type firms have the strategy but no systems. As small 

firms grow larger, the systems need to be in place, and emergent type firms will move into 

one of the other categories. (Mudambi, Schründer & Mongar, 2004) 
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1.5. Key concepts and theoretical framework 

Small business is a word that is used to categorize small companies. The meaning 

varies depending on the context. The European Union defines firms with less than 250 

employees (and less than 50 million euro turnover) as medium-sized, less than 50 

employees (10 M€) as small, and firms with less than 10 employees (2 M€) as micro 

companies (EU, 2016). For this thesis, the definition of “how small is a small business” is 

not very significant. The defining question for this purpose is the amount of resources a 

company has in their purchasing function. In research, small businesses are often 

grouped together with medium-sized companies, referred to as SME’s (Small and 

Medium-sized Enterprises).  

Supply Chain Management is defined as “an integrative philosophy to manage the total 

flow of a distribution channel from the supplier to the ultimate user” (Ellram & Cooper, 

1990). The definition is used because it was one of the early definitions for the concept, 

and highlights the more strategic viewpoint that was brought along into general view at the 

time. Simply looking at purchasing and logistics was replaced by a more comprehensive 

view, where these were more closely tied to the overall strategy. 

Supply Management is defined as “the strategic management of external and internal 

resources and relational competencies in the fulfilment of commitments to customers” by 

Cox & Lamming (1997, 62). This can be contrasted with the traditional view of purchasing 

merely as the management of flows of goods and services. The ultimate goal of supply 

management is to contribute to end-user satisfaction (Cousins & Spekman, 2003). What 

follows is that supply managers will have a more active role in the organization throughout 

the production process. 

Supply strategy is often used synonymously with Purchasing strategy or Sourcing 

strategy. It is defined as referring to “specific actions the purchasing function may take to 

support its objectives” (Ellram & Carr, 1994, 17). Lintukangas et al (2013, 398) note that 

supply strategy should be integrated into the other strategies of the firm, and that these 

strategies can vary from one purchasing situation to another, based on the item that is 

purchased and a host of other factors. 

The theoretical framework is visualized in Figure 1: 
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Figure 1: Theoretical framework 

The theoretical framework consists of overall business strategy of the firm, that the supply 

strategies support. The elements of supply strategy were identified in research, with the 

purpose of finding out how the case company reflects these elements in its purchasing. 

The portfolio model brings the perspective of purchased items and their effect on strategy 

decisions. The figure can be read from top to bottom, so that the overall strategy of the 

firm is the starting point. If purchased items are used as the starting point, the decisions 

are made considering the portfolio classification, which might also be a valid process for 

supply strategy formulation. 
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2. SUPPLY STRATEGY 

 

Supply strategy is often used synonymously with the concepts of purchasing strategy or 

sourcing strategy. It is defined as referring to “specific actions the purchasing function may 

take to support its objectives” that might include for example standardization of materials 

or components within the company (Ellram & Carr, 1994, 17). Kocabasoglu and Suresh 

(2006) define supply management as the process of planning, implementing, evaluating 

and controlling strategic and operating purchasing decisions for directing all activities of 

the purchasing function toward opportunities that are consistent with the firm’s capabilities 

and to achieve its long-term goals.  

Strategic purchasing refers to the alignment of the objectives of both purchasing and the 

whole organization, with a more proactive approach to management of suppliers. The 

adoption requires some key activities, such as a formally written long-range purchasing 

plan, with provisions for different types of relationships established with suppliers. (Carr & 

Pearson, 1999) 

From the traditional view of purchasing as simply the management of inputs for the firm, 

there has been a move towards overall management of the supply process (Cousins & 

Spekman, 2003, 19-20). Thus, different names have been used in research. Supply chain 

management as a concept has been known in literature since the 1980s, but has its roots 

in even earlier research (Cooper, Lambert & Pagh, 1997, 3).  Cooper & Ellram (1993, 13) 

view Supply Chain Management as “lying between fully vertically integrated systems and 

those where each channel member operates completely independently”. Supply chain 

management became the term used instead of purchasing or logistics management for 

researchers. Later, supply chain management has been replaced with supply strategy or 

sourcing strategy or strategic sourcing, that seem to be used somewhat synonymously. 

The difference is, that supply chain management is more focused on the dyadic 

relationships whereas supply management has a broader focus (Shin, Collier & Wilson, 

2000) This highlights a more integrated approach towards material management, in which 

a company seeks to make all parts of the purchasing process work together with the 

overall strategy of the firm. Ellram and Carr (1994) note that there are three different kinds 

of purchasing strategy: specific strategies employed by the purchasing function, strategies 

that purchasing uses to support the entire company’s strategies and using purchasing as 

a strategic tool for the company. This relationship between supply strategy and overall 
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strategy for the company has been discussed in literature quite a bit (for example Ellram & 

Carr, 1994 and Watts, Kim & Hahn 1992).  

Nollet, Ponce & Campbell (2005) note that supply management is now required to 

develop useful strategies for value creation to the customers. It is no longer enough to just 

purchase what is required, as supply function needs to be responsive, proactive and 

innovative as they help build competitive capabilities (Nollet et al, 2005, 137). Ahtonen 

and Virolainen (2009, 265) note that the theoretical basis for supply decisions (and thus 

supply strategy) can be created through transaction cost economics and the resource-

based view, which are traditionally theories from the study of strategic management 

highlighting the close relationship between supply strategy and the overall strategy for a 

company. The overall formation of supply strategy is shown in figure 2. The figure also 

illustrates the overall structure of the thesis, as all elements of supply strategy are present.  

Figure 2: The formation of supply strategy (Ahtonen & Virolainen, 2009, 270) 

 



19 
 

Figure 2 illustrates the relationship between supply strategy and overall firm strategy. The 

overall business strategy along with other strategies should act as background for the 

supply strategy (Ahtonen & Virolainen, 2009, 270). The formation starts ideally with the 

make or buy decision, that the firm makes based on its own core competences, but other 

starting points can be used, depending on the situation (Ahtonen & Virolainen, 2009, 270). 

Supply strategies vary between different purchasing situations: each unique situation 

requires its own strategies, that need to be tailored to the type of product that is being 

purchased (Lintukangas et al, 2013, 398). Other starting points could be item 

classifications, such as the portfolio model that is explored in the present work. When 

starting with a portfolio analysis, the categories of purchased items become the source for 

different strategic choices. Despite different starting points, all the bases listed in figure 2 

should be covered in the process. 

2.1. Transaction Cost Economics 

Transaction cost economics was first discussed in the 1930s. Coase (1937) maintained 

that companies exist to minimize the costs of doing business (such as discovering what 

the prices should be, contract negotiations and so on.). Thus, transaction costs are the 

costs of carrying out a transaction, be it between firms or within a company (Hobbs 1996, 

16). Basically, when the marginal costs of using the market are higher compared to the 

cost of running the company, transactions are organized inside of the company and vice 

versa (Coase 1937). Hobbs (1996, 17-18) gives four concepts that form the foundation for 

transaction cost analysis and cause them:  

1. Bounded rationality – Even if people intend to make rational decisions, their 

capacity to evaluate all possibilities is limited and therefore in complex situations 

the decisions may be suboptimal. 

2. Opportunism – Businesses and individuals will seek to exploit situations for their 

own advantages, and this can be a risk when organizing transactions.  

3. Asset specificity – When partner to an exchange has invested resources to this 

exchange that have no alternative uses and thus, the partner that has made this 

investment can be held hostage by the other partner. The investing partner has 

already spent the resources, and might be forced to lower the price for example, to 

get any return for the investment. 

4. Informational asymmetry – Many transactions are characterized by imperfect or 

asymmetrical information. This asymmetry arises when some party has 
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information that is not publicly available to the others. This might lead to 

opportunism either before the transaction depending on the circumstances. 

These transaction costs are a major driver in forming a supply strategy. This analysis 

helps companies make decisions on whether to outsource parts of the production or not. 

Williamson (1981) sees 3 levels of analysis for transaction costs: 

1. The overall structure of the company – how should the company be arranged. 

2. Operating parts – which activities should be performed outside of the firm and 

which within the firm. 

3. The organization of the human assets within the company 

From a supply strategy point of view, the critical level is the second level. Williamson 

(1979) gives also 3 dimensions for describing transactions: frequency, investment 

idiosyncrasy (asset specificity) and uncertainty.  

Usually transactions that have low idiosyncrasy are organized through markets, whereas 

more customization either falls into contracting situations (partnerships) or vertical 

integration, especially when uncertainty is high (Willamson, 1979). According to 

Williamson (1981, 555) asset specificity is the most important dimension for describing 

transactions. Williamson (1981) continues to state that large investments are indeed a 

large part of asset specificity, but even more important is whether these investments are 

specialized to a particular transaction. If investments are large but not specialized, it 

seems reasonable to expect that companies could find other buyers easily. If assets are 

not specific, markets have the advantage in production and governance costs 

(Williamson, 1981, 558). However, as asset specificity increases, the market option has 

higher governance costs and is usually not competitive with internal procurement 

(Williamson, 1981, 558).  

Uncertainty can be described as the inability to predict issues occurring during the trading 

relationship (Williamson, 1979). Uncertainty can be external or environmental: this refers 

to uncertainty in the market, such as technological change or changes in demand (Ellram 

& Billington, 2001, 16). Williamson (1979) predicts that increasing environmental 

uncertainty should increase the likelihood of vertical integration, as companies seek 

protection from volatile supplier markets. “The second issue, internal or behavioral 

uncertainty, reflects the idea that the organization really does not know what it wants, or 

the situation involving the transaction is such that the contracting parties have no 

assurance that the other party has actually fulfilled its obligation or performed as agreed 
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(Ellram & Billington, 2001, 16). This is related to the trustworthiness of the trading partners 

and the amount of trust within the trading relationship. If a company cannot trust its 

suppliers, vertical integration will seem like a better idea. 

2.2. The Resource-Based View 

Penrose (1959) was the first to examine the firm as a group of resources that would 

explain the growth of the firm as opposed to the more traditional environment-based or 

product-based views. Resources can be defined as anything that could be either a 

strength or a weakness for the firm, as well as being tied to the firm in the medium or long 

term (Wernerfelt, 1984, 172). Resource-based view of the firm is a concept used in 

strategic management literature that highlights the nature of firms as bundles of 

resources, and credits their success or failure to certain resources that are the source of 

competitive advantage (Barney, 1991). Transaction cost economics have been driving 

supply strategy for companies (Kotabe & Murray 2004, 9). Along with the traditional 

“internal or external” sourcing debate, Murray (2001, 49-52) brings up the resource-based 

view of the firm as an explaining factor to global sourcing. The argument is that the 

supplier relationships can act as resources that are a source of competitive advantage. 

Wernerfelt (1984) also recognized some resources that could be more valuable than 

others (such as customer loyalty or production experience), but more complete way to 

classify resources based on their value for the firm took some time to develop.  

Resources that act as a source of competitive advantage can be recognized by their 

attributes. These attributes are: 

1. valuable, as in neutralizing threats or exploiting opportunities  

2. rare among competitors  

3. imperfectly imitable  

4. Not substitutable  

Resources are valuable when they empower the firm to improve its efficiency and 

effectiveness. Rarity means that the advantage-giving resources or strategies are not 

implemented by other firms. If the resource is common, there would be no competitive 

advantage to be had because the competition would employ the same resources. 

However, valuable and rare resources must also be imperfectly imitable, because 

otherwise the competition will acquire the same resources for themselves. The source of 

imperfect imitability can be unique historical circumstances, causal ambiguity (unclear link 

between advantage and the resource) or social complexity (for example teams or other 
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management structures). If the resource in question is substitutable, it cannot be a 

sustainable source of competitive advantage. Resources can be substitutable with similar 

resources, but also with very different ones. One example would be a charismatic leader 

giving strategic guidance and a formal planning process giving the guidance both arriving 

at the same recommendations by different methods. (Barney, 1991) 

Companies with superior resources will enjoy better profits due to lower average costs as 

long as some conditions apply: superior resources must be in limited supply, there must 

be limits to competition both after the position has been gained but also before it is gained 

(too high costs beforehand prevent profits), and finally these resources must be immobile 

(Peteraf, 1993, 180-185). These tools for identifying the advantage-giving resources are 

used to give companies direction on what to outsource and what to focus on. However, 

competitive situations tend to develop fast. Advantageous resources might not be so 

advantageous in three or five years’ time. Teece, Pisano and Shuen (1997) developed the 

concept of dynamic capabilities to answer to the changing landscape where resource 

value is not constant. Dynamic capabilities are defined as “the firm’s ability to integrate, 

build, and reconfigure internal and external competences to address rapidly changing 

environments” (Teece et al, 1997, 516). Competitive advantage is seen to be stemming 

from routines operating within the firm, shaped by its internal processes (Teece et al, 

1997, 528). Products are manifestations of competences, and as such, should not be the 

main focus area inside the firm (Teece et al, 1997, 529). Dynamic capabilities approach 

highlights the processes that create the products within the company, rather than the 

products themselves. From a supply strategy point of view, this highlights the nature of 

supply management as a resource and a capability, rather than a servant of the product-

line. Purchasing can procure resources that serve as a source of competitive advantage 

by identifying and developing unknown suppliers, by enclosing known suppliers or through 

buying in a hard-to-imitate manner (Ramsay, 2001, 260-261).  

2.3. Make or buy decisions 

Make or buy -decisions refer to the decisions made within companies on whether to 

produce within the company, or whether to outsource. Ellram and Billington (2001, 16) 

define outsourcing as “the transfer of the production of goods or services that had been 

performed internally to an external party”. For a long time, this has been a major 

consideration when companies are considering their supply strategy. Traditional theory 

states that when transaction costs are higher than the cost of production, the production 

stays within the company (Coase, 1937). Later research has identified two strategic 
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choices for the company: focus resources on your core competencies, and outsource 

those that are not core competencies nor strategically critical (Quinn & Hilmer, 1994). The 

key in focusing on areas where differentiation can be achieved (core competencies), is 

knowing what the main value drivers are: customer intimacy, product leadership or 

operational excellence all create value, but are not easily achievable together as they 

“tend to pull in different directions” (Leavy, 2004). Quinn and Hilmer (1994, 43) list the 

benefits for correctly combining core competencies and outsourcing: internal resources 

give maximum returns when they are focused on what the firm does best, well-developed 

core competencies are barriers to competition, suppliers’ capabilities are fully utilized, and 

risks are reduced through lower capital investment requirements and shorter cycle times. 

Core competencies are based on the competitive advantage-giving resources that each 

company has. When companies correctly identify their own valuable resources, they can 

seek companies with other complementary resources of their own to act as suppliers. This 

is at the root of the make or buy analysis for companies. This is also a compelling 

argument against vertical integration in some cases, because not using external suppliers 

also denies access to the suppliers’ resources. 

Vertical co-ordination or integration can be viewed as a continuum, where at the other end 

are spot markets, and full vertical integration is at the other (Hobbs, 1996, 19). Full vertical 

integration refers to the traditional in-house production, “where products move between 

various stages of the production-processing-distribution chain as a result of within-firm 

managerial orders rather than at the direction of prices” (Hobbs, 1996, 19). Spot markets 

are as close to the perfect markets as is practically possible, such as stock markets or 

purchases of food from a marketplace (Hobbs, 1996, 19). Blomqvist, Kyläheiko & 

Virolainen (2002) call the hybrid options between vertical integration and markets 

partnerships. The continuum of different options is presented in figure 3: 
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Figure 3: Continuum of partnership options (Ahtonen & Virolainen, 2009, adapted from 
Blomqvist et al. 2002) 

Figure 3 shows that different options are optimal in different situations. Transaction cost 

economics are used as the explaining factor.  

 

2.3.1. Market option 

Using the market option is usually referred to as outsourcing. Williamson (1981) describes 

vertical integration as a failure of the market system, so it could be inferred that market 

option is often chosen in a case where the markets are efficient. These cases are typified 

with low transaction costs and high management costs, if the activity was performed 

within the company (Blomqvist et al, 2002, 6). Blomqvist et al (2002, 3-5) differentiate 

between static transaction costs (searching, planning, negotiation, monitoring and 

enforcement) and dynamic transaction costs (incurred when transferring capabilities over 

the firm’s boundaries, such as training or negotiating). Market option or outsourcing is 

often chosen because of the desire to lower costs (Leavy, 2004). High transaction costs 

negate these savings and thus the market is not functioning correctly. Using the markets 

has a number of benefits for the company. These include taking advantage of economies 

of scale, reducing supply risk, less investment in specific assets, increased variety, high-
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power incentives and increased efficiency through competition among suppliers 

(Blomqvist et al, 2002, 9). 

While using the markets offers all kinds of benefits, it also has its own risks. Leavy (2001) 

names the risk of opportunism and the risk of losing key capabilities that could be useful 

for the company in the future. Risk of opportunism is reduced if there is a chance that the 

suppliers’ capabilities could be recreated within the company (Leavy, 2001). It is of course 

difficult to predict what capabilities might be key capabilities in the future, but companies 

should be careful not to lose key skills while trying to gain short-term cost savings (Lei & 

Slocum, 1992). Long-term planning in this form is even harder, but then again, all 

companies need to have some ideas for the future, even in the long term. Outsourcing is 

probably unwise in immature markets, where the technology is still very much in 

development (Leavy, 2001). When the winning technology has not yet been picked, it can 

be beneficial to develop the technology internally. 

2.3.2. Vertical integration 

As Williamson (1981) notes, vertical integration means that the market has failed in a 

sense. The market has failed when transaction costs are high. Figure 3 shows that vertical 

integration or hierarchies are often chosen in a situation where the costs of management 

are low. Low management costs mean that organizing production internally would be 

easy. The likelihood for internal production grows when uncertainty is high, asset specific 

investments are required, and when the danger of opportunism is high (Blomqvist et al, 

2002). Transaction frequency is also a factor: if the transaction is frequent, supplier and 

buyer want to do continuing business, favoring markets, but infrequent transactions might 

be more vulnerable to opportunism and are therefore often organized within the firm 

(Hobbs, 1996, 20).  

According to Quinn and Hilmer (1994, 48) the key issue when deciding between 

insourcing and outsourcing is whether a sustained competitive advantage can be 

achieved by performing the activity internally (cheaper, better or with some unique 

capability), and if the company can perform the activity uniquely well. If the customers also 

value the advantages the company has over others, then the activity should be insourced 

(Quinn & Hilmer, 1994). If the activity is insourced, the decision needs to be backed up 

with continued R&D, personnel development and training, and infrastructure that should at 

least match the investments done by the leading suppliers (Quinn & Hilmer, 1994). If the 

activity that is considered is in some way connected to the firm’s core competencies, it 
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may be beneficial in the long run to use vertical integration, if the resources mentioned 

above are available. 

Blomqvist et al (2002) call the benefits of vertical integration management or firm-internal 

benefits. When the firm is utilizing its own resources or capabilities, it can build on 

accumulated learning and exploit economies of scope that arise when using internal 

resources. Internally firms are also able to exploit any innovations that would increase 

their competitive advantage, or even exploit monopoly power if the company has it. It 

should also be noted that ownership can guarantee effective management and control of 

resources that could not be guaranteed when outsourcing. When firm boundaries are not 

crossed, communication is usually more efficient than when crossing the boundaries. 

(Blomqvist et al, 2002) 

2.3.3. Hybrids, partnerships and obligational contracts 

In the continuum of vertical integration, the middle ground is where management costs, 

asset specificity and competencies are “somewhere in the middle”. The middle ground 

can be referred to as partnerships or hybrids. Parker & Hartley (1997) list the basic types 

of partnerships: purchasing from subsidiaries, joint ventures, partnership sourcing, supply 

networks and preferred supplier systems. These go from more vertically integrated to less 

integrated. Traditional approach to buyer-supplier relations is based on two premises: that 

the relationship is best managed through the market mechanism where first, suppliers 

compete with each other, and second, the buyer and supplier also compete for their share 

of the profit margin (Leavy, 2001). Partnerships are often the best fit when transactions 

are recurring, asset specificity is quite high but the assets are not limited to single use 

(Williamson, 1981).  Blomqvist et al (2002) argue that the profits gained from partnerships 

can be higher than those gained from independent investment. This is because the 

partnership enables the parties to combine the benefits of economies of scale as well as 

economies of scope, and in the best case can give the both benefits of markets and 

benefits of vertical integration (Blomqvist et al, 2002). Ellram and Billington (2001) also 

note that partnerships are useful when the supply chain is concentrated at some node: 

long-term relationships and cooperation might be required in order to access the node in 

question.  

Using partnerships has a lot of potential benefits for companies. They allow companies to 

focus on their core competencies while keeping the companies’ own position in the value 

chain. Firms are able to share knowledge in a coordinated manner, and create incentives 
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for coordination. Assets are separately owned, so the risk is also divided between 

partners. Partnership also encourages investment to relation-specific assets, making all 

parties more committed to the relationship. If economies of scale and scope can be 

utilized, companies should also benefit from improved quality and shorter time to market. 

(Blomqvist et al, 2002). 

The risks in using partnerships are usually related to loss of control and increased 

dependence or growing costs (Ellram & Billington, 2001). For example, long dependence 

on a partner might reduce the willingness to invest in new technologies, leaving the firm 

vulnerable and stagnant. Costs of partnerships can also be hard to estimate. Choices 

between different governance modes are usually based on subjective estimates, because 

the effects of different choices are difficult, if not impossible to quantify beforehand 

(Blomqvist et al, 2002). This is indeed one of the problems with transaction cost analysis: 

the transaction costs are hard to separate from other managerial costs or production 

costs, or otherwise difficult to measure (Hobbs, 1996, 20).  

Some researchers have criticized partnerships and the perceived profits from partnership 

arrangements. Parker and Hartley (1997, 119) note that with partnership sourcing, it may 

be less easy to gain win-win outcomes for all parties, than with competitive contracting. 

There are some variables that have an effect on the outcome of partnership sourcing and 

whether it is functioning: information, power, trust, joint learning (and public procurement if 

applicable) (Parker & Hartley, 1997, 121). Informational asymmetry may well lead to 

opportunistic behavior, but this could be avoided, if inter-organizational trust is present 

(Blomqvist et al, 2002, 12). Trust is a key facilitator in any partnership, and without trust 

any partnership suffers from high transaction costs (excessively careful contracts or other 

shields from opportunism) and the partnership’s viability decreases. 

2.4. Centralization, decentralization and consortium sourcing 

Finding the optimal degree of centralization has been a subject of much study, as it is a 

big part of supply strategy. According to Arnold (1999, 168) organizational problems in 

global sourcing are “dominated by the question of the degree of centralization”. 

Decentralization refers to the variation in the elements of purchasing, such as different 

departments purchasing on their own or using different procurement processes. The 

opposite term is of course centralization. It can be a risk but also an opportunity: 

decentralization can help enter new markets and cross new borders, but too small buying 

units can be inefficient, and thus centralization is often favored. (Arnold, 1999) 
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This balancing act is one of the key elements of supply strategy. Usually coordination or 

centralization is thought to be the logical step when professionalizing the supply function 

(Faes, Matthyssens & Vandenbempt, 2000, 541). Cavinato (1999) states that in later 

stages of purchasing development, purchasing should act as “brokers” between the 

internal and external networks of the firm, linking these. This would speak for more 

centralized control, if the networks are supposed connect through the supply function. 

Faes et al (2000, 541) list three main “global purchasing synergies” which could also be 

called centralization benefits: 

• Economies of information and learning: purchasing knowledge sharing, knowledge 

of markets and internal coordination within the firm. 

• Economies of process: common way of working, which is the same for all suppliers 

as well as benchmarking and training similarly so that processes are compatible 

everywhere. 

• Economies of scale: more volume means more purchasing power along with 

reducing the number of suppliers, standardization across the firm’s functions and 

synchronization of requirements. 

Centralized purchasing is also the easiest way to ensure that the same purchasing 

strategies are followed throughout the organization while lessening administrative work 

related to creating guidelines or policies (Matthyssens & Faes, 1996). Arnold (1999, 173) 

notes that centralized purchasing creates economies of scale by bundling demand and 

economies of scope by establishing a central purchasing process. Matthyssens and Faes 

(1996) list the top benefits of co-ordinated purchasing approach: improved distribution of 

information, improved market negotiation strategy, cost savings, more impact on 

monopolistic supply markets and improved insight in market and cost structures. Market 

insight is however dependent on the type and location of markets. Too much 

centralization can also reduce market knowledge. If the firm’s market is not too 

decentralized, centralized purchasing will be beneficial in this way. 

Faes et al (2000, 541) note that too little centralization will dissipate purchasing 

competences so much, that a functioning supply strategy can be altogether prevented. 

Centralization is a traditional way of improving the purchasing function, but it can also act 

as a barrier for developing purchasing, because it encourages measurement and 

development in the wrong terms (head count, budget or procedure rather than purchasing 

innovation for example) instead of strengthening a more strategic orientation (Cavinato 
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1999, 79). Another benefit of centralized purchasing is the clear view of authority on 

different questions as well as responsibilities (McCue & Pitzer, 2000, 402).  

Organizations should centralize their sourcing operations differently in different 

circumstances. Arnold (1999) developed a model for finding the optimal degree of 

centralization for companies that are organized in different ways based on their 

internationality and structure. Central purchasing model is useful when the organization 

does not have too much international operations, and the functions are already somewhat 

centralized. Centralization also makes more sense when there is a low ratio of global 

sourcing activity that would benefit from more decentralization. Coordination model makes 

use of economies of scale similarly to the central purchasing model. The coordination 

model refers to the idea of coordination among different regional business units, 

combining benefits from centralization with local knowledge and market know-how. The 

outsourcing model is the most decentralized of the three models. It is used for companies 

that are internationally oriented but also decentralized. This model usually has a specific 

international trading organization that acts in its own separate market fields. The study is 

significant, because it gives recommendations for how centralized the organization should 

be, given degrees of internationalization and organizational centralization of activities. 

(Arnold, 1999) 

McCue and Pitzer (2000, 402) note that a fully decentralized purchasing function is one 

where there is no need for a special purchasing department at all. It is more useful for this 

thesis to use decentralized purchasing to describe a situation where the purchasing 

function is decentralized to separate locations but not so much that there is no specific 

purchasing department. Decentralization of purchasing has some key benefits, 

Matthyssens and Faes (1996) list some arguments in favor of decentralization: 

1. Local management are responsible for costs, so the purchasing should also be 

their responsibility 

2. Local buyers and users are in close cooperation ensuring a good fit with 

requirements 

3. Being able to choose local suppliers can lead to better and faster service, shorter 

delivery times, better contract terms and bring goodwill from the local community 

4. Local buyers are also more motivated this way 
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Ahtonen and Virolainen (2009, 267) note that companies usually utilize a combination of 

both centralization and decentralization because neither extreme is usually the optimal 

choice for companies. 

Decentralization and centralization are the ends of a continuum (Matthyssens & Faes, 

1996). Somewhere in the middle of this continuum is consortium sourcing. Purchasing 

consortium is also referred to as cooperative purchasing, group purchasing, buying offices 

or pooled purchasing (Tella & Virolainen 2005, 162). It is defined as horizontal 

cooperation between independent organizations that pool their purchases in order to 

achieve various benefits (Tella & Virolainen, 2005, 162). This form of sourcing 

organization should be especially useful from the point of view of SME’s, since smaller 

companies can thus gain benefits that are usually reserved for larger organizations, 

especially in terms of economies of scale.  

Consortium sourcing can be defined as a combination of symbiosis and strategy: this 

reflects the change towards more strategic thinking in purchasing as well as the symbiotic 

relationship of the companies in the consortium (Essig, 2000, 16). Essig (2000, 16) also 

notes that consortia are only successful, if the cooperative structure is a symbiotic one, 

combining the companies at similar levels in the supply chain. Otherwise the economies 

of scale cannot be easily realized. Two most important economic effects that consortium 

sourcing utilizes are lower transaction costs (reduced number of transactions and thus 

transaction costs are reduced) and economies of scale (more market power means lower 

purchasing prices) (Essig, 2000, 17-18). Tella and Virolainen (2005, 162-163) comment 

that consortium sourcing is actually a form of partnership or hybrid governance between 

markets and hierarchies. Companies in the consortium remain as separate entities and 

are not fully vertically integrated, but they combine purchasing power using hierarchical 

steering (Essig, 2000, 18). 

Main motives for the formation of purchasing consortia are transaction cost economics, 

the experience curve and game theory. As mentioned, purchasing consortia are a hybrid 

form of governance. As Essig (2000, 18) notes, transaction costs are reduced because 

the number of transactions is reduced. Another way in which transaction costs are 

affected by consortium sourcing is in terms of asset specificity. Consortium itself may be 

considered an asset specific investment, although it reduces asset specificity because of 

lower initial investment required. Experience curve predicts that increasing production 

should reduce the costs of the production process. The reduction might be caused for 

example by economies of scale, better use of human capital or other organizational 
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learning. Purchasing consortiums effectively increase the purchasing “output” by pooling 

together purchases, and this should yield savings through material or other costs. Game 

theory is a classic explanation for cooperation motives and benefits, and can be applied 

also to sourcing consortia. In the long run, it could be more beneficial for companies to 

stay in the consortium, instead of trying to go past the consortium towards the supplier 

because continued use of supply consortium is probably the most favorable outcome for 

all parties. Trust is a key component in a working purchasing consortium because it 

enables the cooperation to continue. Most of the benefits are realized only through 

continued cooperation. (Tella  & Virolainen, 2005) 

2.5. Number of suppliers 

Companies need to find themselves the optimal number of suppliers, which is a major 

strategic decision. At one extreme, single sourcing means choosing just one supplier, 

whereas in the other end of the spectrum is multiple sourcing which is the most usual 

situation for companies (multiple suppliers are involved in a single product) (Van Weele, 

2005, 162). This choice is used as a risk management tool as well as a cost-saving tool. 

Most companies might benefit from using less suppliers and leveraging their purchases 

more effectively, but the matter is not straightforward. The issue of supplier location is also 

important. Large companies do their purchasing globally, but more and more SME’s are 

also taking advantage of larger supply markets. Sourcing locally might be a way to lower 

transaction costs through more effective supplier management and better control, but 

quality might not be as good and costs might be higher than in the global supply market. 

When using global supply markets, long distances make controlling the supplier more 

difficult and the responsiveness of the supply chain might suffer. One solution to this that 

has been offered has been the reduction in the number of suppliers. Large supply bases 

are seen as ineffective utilization of resources (Cousins, 1999). When the number of 

suppliers is large, also the number of transactions happening increases along with 

transaction costs. Cousins (1999) writes about supply base rationalization, meaning 

mostly supply base reduction. However, supply base rationalization might result in either 

an expanded or reduced supply base, depending on circumstances (Sarkar & Mohapatra 

2006, 150). The optimum size of the supply base is mostly decided by looking into supply 

risk (Sarkar & Mohapatra, 2006, 150). The best-known solution is Kraljic’s (1983) portfolio 

approach, that identifies availability, number of potential suppliers, storage risks and the 

possibility of substitution as the main supply risks. 
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According to Cousins (1999, 146) supplier reduction has been focused on savings and 

prices, but not necessarily costs, and large supply bases are viewed as inefficient. The 

strategy could be called “external cost focus”, which works by leveraging the supply 

activity with the reduced number of suppliers, gaining economies of scale and reducing 

internal management resources in the supply chain (Cousins, 1999, 151). However, this 

can lead to increased costs in the medium to long term, when the benefits from short-term 

leveraging have been realized (Parker & Hartley, 1997). Firms should also be careful to 

think of the effect supplier reduction will have on the supplier market: a tactically reduced 

supplier base might not be able to respond to increased demand for example (Cousins, 

1999, 147).  

Research has identified the success factors where the benefits can be realized, even if 

they might not be realizable in the long term. One barrier for supplier reduction has been 

the lack of historical data, and information systems are also required for spend tracking. 

Well-functioning information systems will give management an accurate before and after 

picture of any savings gained through supplier reduction. Cross-functional teams have 

been used for good effect in getting all stakeholders on board in supplier reduction 

programs. Obviously, choosing the right suppliers is critical when the number of suppliers 

is being reduced. The remaining suppliers need to be able to deliver the same volumes 

and be able to respond to varying demand as well as a larger number of suppliers. 

Communication is also critical, so that the potential benefits are known throughout the 

company. Cross-functional teams are a significant help here. Reduction of the supply 

base aims usually towards win-win relationships. Firms seem to aim towards either long-

term partnerships or increased leverage among their suppliers. Final success factor is key 

management support. Key management is not necessarily the same as top management, 

but rather the key personnel for the supplier reduction project. (Ogden, 2006) 

Single sourcing is the most extreme way to reduce the number of suppliers. It refers to a 

situation where an item is sourced from a single supplier. These are often used, when 

close relations between the supplier and the buyer are required (Ahtonen & Virolainen, 

2009, 268). According to Cox (1996, 64) single sourcing is an alternative to vertical 

integration because of the blurring of ownership and power relationships, and is useful 

when the items sourced are of medium asset specificity and high strategic importance to 

the buying firm. Single sourcing refers to a situation where, even though single supplier is 

used, there are alternatives to that supplier, whereas sole sourcing usually refers to a 

situation where the buying company is forced to use a certain supplier, creating a 

monopolistic situation where the supplier has more power in the relationship (Ahtonen & 
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Virolainen, 2009, 268). Sole sourcing is not a desirable situation for the buyer, because 

they will probably be paying extra just because of the monopoly power of the supplier. In 

single sourcing, the threat of switching suppliers will balance the power somewhat, even if 

the supplier still has more power when compared with multiple sourcing for example. 

In multiple sourcing, multiple suppliers are used, and these compete with each other. The 

traditional wisdom has been to use multiple suppliers for best results in terms of quality 

and cost. There are two main advantages with using multiple sourcing: reduced 

dependence on individual suppliers (in case of delivery problems or even keeping up with 

technological developments) and competition among suppliers (usually lower price levels 

but also quality and service improvements can be obtained by having competing 

suppliers) (Gadde, Håkansson & Persson 2010, 200). Similarly, Porter (1985) gives the 

following advice towards using multiple suppliers: 

- Increase bargaining power by using a number of suppliers that ensures 

competition but your firm remains an important buyer. 

- Divide purchases between suppliers that are competitors with each other. 

- Give different suppliers different amounts of orders at different times to avoid 

creating entitlement. 

- Try to find new suppliers to test prices and see what technology is offered in the 

market.  

This advice certainly encourages to reduce the number of suppliers, but only to a level 

where the buying firm is a significant customer to each supplier. There is, however no 

mention of any relationship building or partnerships that are now a major feature in 

literature. The multiple supplier approach certainly avoids extensive dependence on 

single supplier. Combination of high level of coordination and the competitive pressure 

means that multiple suppliers can provide greater performance at lower total costs 

(Richardson & Roumasset, 1995, 349). Comparison between the advantages of single 

and multiple sourcing is presented in table 1.  
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The amount of asset specificity in a single sourcing relationship is a significant factor. If 

the asset specific investments are high enough, the supplier can provide low performance 

without any real threat of the buyer switching suppliers (Richardson & Roumasset, 1995). 

This has led some firms to seek options that would reduce the vulnerability and loss of 

bargaining power in single sourcing relationships. Some see the answer to be parallel 

sourcing. Parallel sourcing refers to a situation where two or more suppliers are single 

source suppliers for similar components (Richardson, 1993, 342). An often-used example 

would be the braking systems for cars: one supplier provides the brakes for one model, 

while the other supplier supplies for another model. This means that parallel sourcing 

enables firms to form close relationships with the suppliers in the same way as in single 

sourcing, and benefit from the relationships. However, the firms are able to avoid the 

dependency issues and compare supplier performance, while subtly making the suppliers 

compete with each other for the next set of orders (Richardson, 1993, 342). According to 

Table 1: Benefits of single and multiple sourcing (Hines, 1995, 19. Based on Baily and 
Farmer, 1982). 



35 
 

Gadde et al. (2010, 205) parallel sourcing is in certain situations a way of combining the 

benefits of both single and multiple sourcing. 

Hines (1995) refers to parallel sourcing as network sourcing. Parallel sourcing seems to 

work best in certain context of industry, that is high reliance on a high purchased content 

of parts made uniquely for the buyer in question (or high asset-specificity), and the 

networks themselves might not be transferable to other situations (Hines, 1995, 23). 

Parallel sourcing as a concept is based on experiences from the Japanese auto industry, 

where suppliers and car manufacturers form tight integrated networks (Richardson, 1993). 

Therefore, it seems that parallel sourcing might be somewhat situational in its usefulness, 

as Hines (1995) suggests. However, the idea can certainly be useful even for a smaller 

firm. If purchases are pooled together to fewer suppliers, even a small firm can be a 

lucrative customer for the suppliers. In the long run, a credible threat to switch suppliers 

along with the long-term relationship can be a basis for successful supplier relationships 

(Richardson, 1993, 349). 

2.6. Location of the supply base 

In addition to the number of suppliers, the suppliers’ geographical location should also be 

considered by the firm in their supply strategy. Global sourcing has received lots of 

attention from researchers, and for good reason. The goals are twofold: first, cost 

reductions are pursued through sourcing from low-wage countries and secondly, firms 

look for competitive advantage by finding suppliers that offer better quality or technology 

compared to domestic options, and lastly there is also an undertone that global sourcing 

can act as a way to enter into new markets by first establishing relations with suppliers 

(Steinle & Schiele, 2008, 3). Trent & Monczka (2003, 615) see the pursuit of global 

sourcing as a way that firms try to respond to critical customer pressures: price or cost 

reduction, responsiveness to customer needs, product delivery and customer service. 

Well executed global sourcing strategy can bring these benefits to firms.  

Figure 4 shows the different levels of global sourcing that firms may find themselves at. 

The writers differentiate between international purchasing and global sourcing, so that 

global sourcing refers to deep worldwide integration of supply strategies and functions 

(Trent & Monczka, 2005). This means that companies need to do more than just purchase 

from international suppliers in order to gain all of the advantages from using global 

markets to select their suppliers. Thus, global sourcing in its true meaning might just be 

out of reach for some, especially smaller firms. 
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Steinle & Schiele (2008) suggest that there may be a limit to how much global suppliers 

should be used, and that in some cases local supplier clusters might me the preferable 

option to using global suppliers. Clusters refer to geographically close groups of 

interconnected companies and other institutions in a particular field that are linked 

together (Porter, 1998, 199). These companies that are in close relations with each other, 

can benefit from good local suppliers and won’t necessarily need to do global sourcing. 

Clusters are relevant to the global vs local sourcing debate, because competitive global 

suppliers can be easily found from their own clusters, and the existence of a local supplier 

cluster might make global sourcing unnecessary (Steinle & Schiele, 2008, 5). Cluster 

research indicates that firms are actually forced to globalize because of deficiencies in 

local supply, and this might lead to them being at a disadvantage when trying to access 

suppliers elsewhere (Steinle & Schiele, 2008, 5). Purchasing from a local supplier might 

give a number of benefits even if a world class cluster is not nearby. Some of these are 

ensured delivery, shorter delivery times, lower transportation costs and better 

communication and coordination (Ahtonen & Virolainen, 2009, 268). Steinle & Schiele 

(2008, 12) note that for standard materials low-wage country sourcing is normally a viable 

way to reduce costs, but technology sourcing for example can require more careful 

consideration, because it is difficult to become a preferred partner for overseas suppliers. 

In strategic items, it might be easier to stay local. Firms should carefully consider the type 

of purchase they are making when deciding between global or local sourcing. It should be 

noted that different benefits can be achieved through different methods.  

 

 

Figure 4: The international sourcing continuum (Trent & Monczka, 2005, 28) 
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2.7. Collaborative or competitive supply strategy 

Competitive versus collaborative strategy is a selection between two forms of sourcing 

relationship types. Depending on the situation, both are needed for a company to realize 

the most profit from a relationship. The choice is based on the firms overall strategic goals 

in terms of its market and value positioning objects. (Cox, 1996, 66-69) 

Companies need to decide whether to pursue collaborative relationships with their 

suppliers, or whether to focus on traditional “arm’s length” -relationships. Collaborative 

relations are located “in the middle” in the continuum of partnership options (Figure 3) 

between vertical integration and markets. Significance of relationship management is 

highlighted because more and more attention is paid to outsourcing, and because 

relationships are highly significant to the performance of buying firms (Gadde et al, 2010, 

135). The discussion of collaboration versus competition is closely tied to previously 

discussed decisions considering partnerships and make or buy -decisions and the 

transaction cost analysis.  

In general, low asset specificity items are outsourced through arm’s length contracts and 

with competitive market signals (Cox, 1996, 62). Arm’s length spot transactions are 

usually fairly simple in nature. Blomqvist et. al (2002, 6) give a transaction cost based 

listing of when the market option is preferred: when uncertainty and complexity are minor, 

the danger of opportunistic behavior is small, there are many potential sources available 

and the transaction does not require specific investments. Market option is the classic 

example of arm’s length-type of relationship, as partnerships often are not very well 

functioning with a competitive or adversarial undercurrent. Often market exchanges are 

characterized as “win-lose” relationships, but this can be misleading simply because in 

market conditions both buyer and seller voluntarily complete the transaction, and should 

thus both be satisfied with the exchange (Parker & Hartley, 1997, 119).  

Cox (1996, 64) uses the term “adversarial leverage” for market relationships, highlighting 

the fact that the recipient of leverage is in a power-dependent situation. There are multiple 

sources of supply, and the power is based on the fact that the prime mover can almost 

certainly switch suppliers (Cox, 1996, 64). This is of course a good thing from the prime 

mover’s perspective, if not for the suppliers. Lately competitive supply strategy has been 

replaced in research by the idea of longer-term partnerships and collaboration, as there 

are some downsides to adversarial relationships. Lamming and Cox (1995) list the 

following as downsides to competitive supply strategy: arm’s length relationships, frequent 
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risky and costly tendering, reliance on price, spot contracts and contingent claim 

contracting which is costly, multi-sourcing, lack of trust, reluctance to share information 

and adversarial attitudes (“win-lose”). Some of these are valid points, such as lack of 

information sharing and adversarial attitudes, but it is difficult to see how multi-sourcing 

could be considered simply a negative, as has been discussed in the section about the 

number of suppliers. It has been shown that suppliers might actually be much more at risk 

from margin erosion because there is more often a degree of price setting in partnerships 

than adversarial relationships (Parker & Hartley, 1997, 124). This is an interesting finding, 

because normally partnerships are supposed to bring “win-win” outcomes. Margin erosion 

is certainly not one of these outcomes, and is actually not in the best interest of either 

partner in the long term. 

When asset specificity is high, and the sourcing decision is close to the firm’s core 

competencies, vertical integration is the preferred choice (Cox, 1996). However, when 

there are determinants that speak for both insourcing and outsourcing, hybrid solutions or 

partnerships are preferred (Blomqvist et al. 2002, 6). There are many levels to partnership 

relationships. These are illustrated in figure 5:  

 

Figure 5: Step ladder of external and internal contractual relations (Cox, 1996, 63) 
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In a situation of medium asset specificity and complementary competences, companies 

tend to form collaborative partnerships. Lowest end refers to items that are of little 

strategic importance to the buying company, and with each step the importance rises. 

Preferred suppliers are simply a pre-selected (through some sort of accreditation) group of 

suppliers that the company uses for certain purchasing needs. Single sourcing is simply a 

way to reduce transaction costs even further when compared to preferred suppliers. 

Network sourcing refers to a situation where first-tier supplier forms a partnership with the 

buying company, and the first-tier supplier also develops its own partnerships with second 

tier suppliers. This chain is passed down the supply chain, creating a chain reaction of 

reduced transaction costs within the entire supply chain. This form of network is difficult to 

control and is not viable in many situations, but is a good example of what can be 

achieved through collaborative rather than adversarial attitudes. Strategic alliances are 

traditionally referred to as joint ventures. These are relationships that are long-term in 

nature, and usually all parties have some ownership claim on the final product or service. 

(Cox, 1996) 

Collaborative relationships have not been as widely adopted as might be expected, as 

buyers have been wary of growing too dependent on suppliers, and are also quick to 

revert to competitive methods (Spekman & Carraway, 2006, 10). The benefits of 

collaboration seem to be the type that will be realized in the long run, rather than short 

term. Indeed, the collaborative form of economic exchange is only viable when all parties 

share common values, and remain in the organization over a long period of time (Forker & 

Stannack, 2000, 32). This is not enough to guarantee a successful collaboration. 

Investments are required in site specific (successive stages in supply chain that are in 

close proximity to each other) and human specific assets (accumulated through “learning 

by doing” in customer-specific operations) that create trust between the partners, which 

leads to better performance (Handfield & Bechtel, 2002). Trust, along with customer focus 

is the fundamental enabler, that holds the collaborative relationship or partnership 

together, enabling the relationship to continue even under different challenges (Spekman 

& Carraway, 2006, 17-18). 

Forker & Stannack (2000, 32) also present goal incongruence and performance ambiguity 

as explaining factors for the birth of collaborative “clans” or partnerships: when goal 

incongruence is high, it means that one party has differing and incompatible goals when 

compared with other parties, and performance ambiguity refers to the difficulty of 

assessing levels of performance. Effective partnerships require high performance 

ambiguity and low goal incongruence (Forker & Stannack, 2000, 32). If performance was 
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easily measurable, one might expect markets to be just as effective as partnering. Some 

researchers have questioned the validity of partnerships as a means for organizing a 

firm’s supply base. Some criticism has been levelled at partnerships, notably because 

they have been proposed as a mean to fit all situations. Parker & Hartley (1997, 124) state 

that the case for partnership sourcing over adversarial competition is not as clear cut as 

has been postulated, and that firms need to be aware of both adversarial and 

collaborative forms in order to succeed. Collaborative partnerships are not one-time deals, 

but require continuous improvement of the traits that made the firms become partners in 

the first place, namely competitive quality, performance and cost (Minahan, 1998). 

Perhaps oddly, in adversarial market exchange -relationships, better shared 

understanding among trading partners was reported than in collaborative partnership 

context (Forker & Stannack, 2000, 37). The researchers go on to speculate that this might 

be because of too drastically reduced supply bases, that have caused opportunistic 

behavior (Forker & Stannack, 2000, 37). This goes on to show the need for a balanced 

approach to supplier relationship management. Adversarial relations need to be balanced 

with partnerships instead of pursuing solely one over the other. 

Ahtonen & Virolainen (2009, 269) note that competition is actually taking place between 

networks instead of individual companies, and thus companies are forced to form 

networks, which consist of several collaborating companies. The traditional value chain 

model by Porter (1985) is extended by the value net model (Ahtonen & Virolainen, 2009, 

269). Kothandaraman & Wilson (2001, 383) lay out the logic well: companies create value 

through their core capabilities, but these are not easily expanded in the complex business 

environment, so to add value, firms must find partners and manage these partnerships so 

that all parties profit from them. Thus, firms will not be competing against each other, but 

other networks that create value for customers (Kothandaraman & Wilson, 2001, 383-

384). These value nets are interesting also from the point of view of sme’s, because 

forming networks might enable smaller companies to enter new markets and create more 

value for their customers. The mechanism in value creation can be explained using the 

firms’ relationships and core capabilities: the core capabilities of the member firms 

together create the superior customer value (Kothandaraman & Wilson, 2001, 384). 

Möller, Rajala & Svahn (2005, 1275) note that networks cannot really be managed in the 

full meaning of the word, where one party has full control of the other’s resources and 

actions. Networks still need to be managed in some way, as these value nets are not the 

naturally occurring type of network, but rather created intentionally and will thus need 

management (Möller et al., 2005, 1274). Networks can be classified in several ways. 
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Achrol & Kotler (1999, 148) divide networks into four categories: internal networks that 

reduce hierarchy and open firms to their environments, vertical networks that maximize 

productivity in serially dependent functions, intermarket networks that seek to leverage 

horizontal synergies, and opportunity networks that are organized around market 

opportunities or customer needs and are supposed to find the best solutions for these. 

These can all be viewed as different kinds of value nets. Business nets can also be 

classified by their level of stability and determination: current business nets are simply 

networks that are currently functioning to create value, they operate in well-known 

industries and the actors and technologies are also known, whereas business renewal 

nets are more about fine-tuning existing value systems, and finally emerging business 

nets are systems where new and old actors can create new value through some radical 

changes (Möller & Rajala, 2007, 899). Möller et al. (2005, 1277-1278) present value nets 

in terms of either vertical or horizontal value creation where firms network either through 

their competitors (horizontal) or in the traditional value chain (vertical) or through a 

combination (multidimensional). Figure 6 is a representation of different types of strategic 

nets or value nets. The management of value nets depends on the net structure: when the 

value system is more structured, the network can be influenced through agenda setting, 

but in looser nets self-management is the order of the day (Möller et al. 2005, 1282). 

 

 

Figure 6: Different types of value nets (Möller et al. 2005, 1277) 
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Firms need to consider their networks when creating a supply strategy. As has been 

discussed, core competencies and capabilities have a big impact on supply strategy 

formulation. The value net approach is also equally important, because networks can 

provide important capabilities and resources for the firms, that they would not be able to 

produce by themselves. Ahtonen & Virolainen (2009, 270) highlight that the value net is 

activated by the end customers and their demand, and is capable of responding well to 

changing customer preferences. This kind of capability might be hard to achieve for a 

single company, especially for one that is not directly associated with the end customers.   

2.8. Portfolio model for purchasing decisions 

Portfolio models give managers information on how to organize sourcing in different 

relationships. At this point it is clear, that all supplier relationships cannot be managed in 

the same way, and different supply strategy solutions should be used for different supplier 

relationships. Kraljic’s (1983) matrix has been the first and most widely used example, 

where the suppliers are classified on the basis of supply risk and profit impact into four 

categories, as shown in figure 7. The use of purchasing portfolio models has been linked 

with increased professionalism and sophistication in the purchasing function, and has 

been thought to work well by practicioners (Gelderman & Van Weele, 2005, 25). With the 

portfolio approach, users can be as thorough as is fitting for the organization. In smaller 

firms, it can be used as a fast approach, almost like a rule of thumb, but the portfolio 

model is also a valuable tool for more in-depth strategy formulation.  

Figure 7 shows the basic item categories. In the first are leverage items where the supply 

risk is relatively low, but the profit impact is high. In the leverage item category, the full 

purchasing power of the company should be exploited, as the value of purchases is high 

and thus the buyer has the opportunity for leverage (Kraljic, 1983). Leverage purchases 

should be properly leveraged across product lines, identifying the particular value added 

through these items (Olsen & Ellram, 1997, 105). Hadeler and Evans (1994, 3) suggest 

global trading in order to find the best deals for this category. The second category with 

both high profit impact and high supply risk are strategic items. Caniëls and Gelderman 

(2005, 221) note that strategic items are a considerable supply risk, because they can 

often be purchased only from one source, which is why often partnerships are built around 

the strategic items. It has been believed that partnerships will balance the power in the 

relationship because the mutual dependence is high, but actually the buyer seems to be 

the more dependent one in these kind of relationships (Caniëls & Gelderman, 2005, 221-

222, 226).  
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Figure 7: The Kraljic purchasing matrix (Gelderman & Van Weele, 2002, 31) 

 

Third item category are non-critical items. These are low-value, low-risk items that are 

maybe things like office supplies or other items of low consequence that all businesses 

need. In this category, useful measures can be things like product standardization or 

volume optimization (pooling of orders) and inventory optimization (Kraljic, 1983, 112). In 

some cases, it might be useful to try to move from non-critical category to the leverage 

category (through order pooling, for example) as this might provide lower overall costs 

(Gelderman & Van Weele, 2002, 34). Bottleneck items are the final category, where profit 

impact is low, but the supply risk is high. These purchases could be managed more 

effectively, if the company could standardize the purchases or find substitutes (Olsen & 

Ellram, 1997, 105). Caniëls & Gelderman (2005, 222) also suggest that the power 

imbalance could be addressed by keeping extra stocks and other contingency planning. 

Kraljic (1983, 112) also notes that spending extra in this category might be the only way to 

ensure volume. For bottleneck items, sometimes creating closer relationships might be a 

way to ensure supply (Hadeler & Evans, 1994, 4). 

In the Kraljic matrix, the first step in the process is to classify items based on their profit 

impact, which can be done in terms of volume purchased or impact on product quality or 



44 
 

business growth. Supply risk is analyzed in terms of availability, number of suppliers, 

storage risks and the possibilities of substitutes. The next step is the market analysis, 

where the supply market is analyzed and the relative bargaining power compared to 

suppliers is weighed. Then the company positions itself according to the previous 

analysis, using reverse marketing and coming up with strategies for each category. After 

this the firm develops action plans to realize the strategic ideas. (Kraljic, 1983) 

In other models, the basic idea seems fairly similar, to split suppliers according to some 

criteria in order to give all suppliers and categories the proper attention. Olsen & Ellram 

(1997) create a portfolio model with strategic importance and the difficulty of managing the 

purchasing situation (one factor is external and the other internal) as the two classification 

dimensions. Similarly, with Kraljic’s version, one dimension is internal to the buying 

company, while the other is external. In Bensaou’s (1999) model the external and internal 

criteria that are used to classify relationships are buyer’s and supplier’s specific 

investments: when both have high specific investments to the relationship, a strategic 

partnership can be formed and when the investments are low, market exchange occurs. 

When buyer has made high investments but the supplier has not, the buyer is “captive” 

and vice versa (Bensaou, 1999). Even if the dimensions are different to Kraljic’s version, 

the relationships seem to be similarly managed in all parts of the portfolio (partnerships 

are found on both models, and market exchange and non-critical items seem 

synonymous) so that when the supplier is captive, Kraljic suggests leveraging the 

situation. When the buyer is captive, Kraljic calls the situation a bottleneck, a situation that 

should be remedied. As other researchers have highlighted different areas in their 

portfolio models, the Kraljic matrix has not been made irrelevant. 

Studies have shown several benefits to the portfolio approach. The portfolio approach has 

been successfully used to coordinate the sourcing activities of different business units, 

creating synergy (Gelderman & Van Weele, 2002). Supplier relationship management is 

another area where the portfolio approach has been identified as useful as firms consider 

their relationships in a larger setting, considering interdependencies and tradeoffs more 

thoroughly than with the traditional style of treating each relationship in isolation from 

others (Wagner & Johnson, 2004). Olsen & Ellram (1997, 103) see portfolio models as a 

way to make decisions about resource allocation to different relationships, in order to use 

scarce resources most effectively. According to Gelderman & Van Weele (2005) the use 

of portfolio models has also been associated with a higher level of professionalism in the 

purchasing function. It is important to manage different relationships in suitable ways. It 

could also be useful to share the classification with suppliers, as this provides common 
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ground for improving the relationship (Lilliecreutz & Ydreskog, 1999). Portfolio approach 

can give firms ideas for example on whether to pursue partnership with a certain supplier 

or whether to utilize some other strategies. In a bottleneck situation, it can be a bad idea 

to pursue leverages, simply because there is no leverage to be had in that situation, and 

aggressive methods might even antagonize suppliers.  

Not all voices have been only positive in tone. Despite the many strengths, portfolio 

models have considerable weaknesses as well. It is difficult to classify many components 

into the correct categories, and there is also the problem with specifications: for the best 

end results, the specifications should be done based on the product category so that non-

critical items are not over-specified, and more complex items are done in the correct step 

of the value chain (Nellore & Söderquist, 2000). The concepts “supply risk” and “profit 

impact” are also hard to nail down: almost every purchase has an impact on the firm’s 

profits, and similarly the amount of risk can be hard to operationalize (Ramsay, 1996). 

Similarly, Olsen & Ellram (1997) note that the relative importance of the factors is a 

subjective matter, but also at the same time perhaps the most important part of the whole 

portfolio model. The model is not very useful if every purchase is considered equally 

important and it can be difficult to make the cut. Others have criticized the portfolio models 

of being too simplistic, and not capturing the reality of complex relationships within the 

firm’s networks well enough (Dubois & Pedersen, 2002). 
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3. RESEARCH PROCESS 

 

The theoretical background will be applied to the case firm’s situation. In the theoretical 

part, the elements of supply strategy were found. In the empirical part, the aim is to find 

out how these elements are applied in the case company. The context of the small firm 

can give an idea on what elements of supply strategy are compatible with a small firm, 

even if the results as such are specific to the case company. The case study method is 

chosen because there is fairly little existing research on supply management in small 

firms, and small firms are not really similar with each other, so they are not easily grouped 

together. 

3.1. Data collection and analysis 

Typically, case studies use multiple methods for data collection, such as interviews, 

observations and documents among others, to get an in-depth picture of the case that is 

studied (Creswell, 2013, 98-100). In this case, the data was collected by interviews, as 

well as from the case company’s ERP system, although no direct access was provided. 

The case company’s representative provided purchasing data as requested. The 

interviews were theme interviews, where preselected themes were discussed without any 

specific structure such as preselected questions or their ordering, so that all relevant 

themes are covered during the interview (Eskola & Suoranta, 1998, 86). The interview 

themes are listed in appendix 1. In addition to the theme interviews, another interview 

session was held where the case company’s product manager went through the item 

classification with the researcher. The results of this session are shown in appendix 2. 

The interviews were done both in person and as phone interviews, and were recorded for 

easier referencing during the research process. When analyzing interviews, it should be 

noted that the answers are quite situational, and the interviewees might give different 

answers to the same questions at different times (Hirsjärvi et al, 2007, 202). Interviews 

should not therefore be generalized too much. Creswell (2003, 186) notes that the 

researcher’s presence in interviews might also bias responses. This is due to the fact that 

interviewees might be tempted to give “right” answers instead of being completely truthful. 

In this case, the case company’s representatives would have little incentive to not answer 

truthfully. After all, the point of the research is to be useful for the case company, and this 

would not be helped by inaccurate answers. 
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3.2. The case company 

The case company is a small family business that currently has 4 employees, with an 

annual turnover that has fluctuated between 0,5 and 1,5 million euros in recent years. The 

company was founded in 1960. Previously the main business was the sale of furs and fur 

products, but this has evolved into more varied products and service activities. Currently 

the main fields of activity are the old fur business, sales of fur parts to clothing 

manufacturers (such as linings or frills et cetera.), interior decoration products, fashion 

accessories and purchasing services for other companies in their areas of expertise. The 

case company is self-described world class in the sourcing and selection of natural 

materials (i.e. furs and leather) and finding new uses for them. These could also be 

named the case company’s core competencies that underpin their strategy. The business 

has undergone a change in the last years, not only focusing on various products, but also 

towards selling their expertise and services as well. The case company is in different parts 

of different value chains, as the lines of business are quite diverse in nature. The value 

that is added by the case company also varies by product line. In most cases doing a 

larger part of the refining and value adding process would mean larger stock sizes and 

more complex operations for the small firm, and is not always prudent. 

The firm has often been the first to move into new fields, finding new opportunities as is 

typical with SME’s. Some markets that the company operates in, are highly competitive in 

nature (fashion and clothing accessories would be an example). The competitive situation 

has changed significantly in the previous years, so that areas where there was previously 

little competition, have seen new entries. The line of business for the company make 

purchasing a process that requires skill and experience, as the raw materials usually have 

big variances in quality, even when using the same supplier. 

Thus, there is a lot of silent knowledge and experience involved in most purchasing 

decisions as the suitable materials for each use are chosen. The materials are often 

picked by hand, as this is the only method where the different qualities of the raw material 

can be noticed. This is the case especially when referring to the traditional fur items that 

still form a part of the company’s business, but also when talking about beanie hats or the 

lamb skin piece carpets. Luckily, the selection of these materials is at the core of what the 

case company does, and one of their core competences according to the interviewees. 

This knowledge has been built up over decades within the company over two generations 

of ownership.  
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4. EMPIRICAL FINDINGS 

 

The case company’s overall strategy is based on creating new products and finding new 

market opportunities, and the purchasing acts in support of these goals. Purchasing has 

been a key function in the case company, so much so that the company has begun selling 

purchasing services for larger firms that require specific types of raw materials. Ellram & 

Carr (1994) list three kinds of purchasing strategy: strategies employed by the purchasing 

function, strategies that purchasing uses to support the entire company’s strategies and 

using purchasing as a strategic tool for the company. The case company, like many other 

small businesses, does not have a separate purchasing department as such. The 

purchasing activities are handled mostly by the company’s product manager, although 

other employees can make some purchases as well, depending on the situation. It could 

be argued, that the smaller size makes it easier for companies to adopt the integrated 

approach to purchasing i.e. supply management rather than plain purchasing, which has 

been the target of researcher’s attention (Watts et al, 1992 and Nollet et al, 2005 for 

example). 

Ahtonen & Virolainen (2009, 265) noted that transaction cost economics and the 

resource-based view form the theoretical basis for supply decisions and supply strategy 

as well. This is illustrated in Figure 2. The case company’s core competencies according 

to the company themselves are the sourcing of natural materials and creating new 

products from the materials as mentioned above. These have the attributes of a source of 

competitive advantage (VRIN resources) as described by Barney (1991). They are clearly 

valuable, because the company has existed and done business around them for decades. 

They are also rare: although competition exists, the product manager does not see the 

same levels of ingenuity or ability in creating new opportunities. It has taken the case 

company decades to achieve the experience and “touch” required, so these capacities are 

not easily imitable. There are really no substitutes (at least yet) that could replicate a 

trained eye or hand in this case. It could be argued, that the case company is purchasing 

in a manner that is hard to imitate, that Ramsay (2001, 260) mentions as a prerequisite for 

purchasing to be a source of competitive advantage. However, it should be noted that 

these are transferable skills in the sense that they are tied to people and would be lost if 

key personnel left. This risk is mitigated somewhat by the case company’s nature as a 

family business. 
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As a small company, the case company often purchases the materials themselves, as this 

is one of the core competencies, but may choose to outsource the assembly or sewing to 

another firm. The process and the supply chains vary quite a bit between different 

products and product lines. The main product lines for the case company as well as a 

general description on what the supply chain for each product looks like is presented in 

table 2. Normally, the case company does not sell the products directly to the end 

customers except in some rare cases. 

 

Table 2: The main purchased items by product line in the case company 

Product or item Description of purchasing process 

Sheep skins (interior design) Purchased from processing and treatment 
companies. Currently 4 suppliers 

Beanie hats and other 
accessories (fashion) 

Case company sells a prototype or model and the 
manufacturing is outsourced. Currently 4 suppliers. 

Recycled plastic carpets Case company develops the product and the 
manufacturing is outsourced, raw material is sourced 
by the case company. Currently 1 supplier, but good 
supplier availability. 

Sheep skin piece carpets Carpet is made of squares of sheep skin that are 
purchased, and the case company handles the 
sewing and sales. Currently 1 supplier with high 
switching costs. 

Hood linings The case company purchases the fur, that will then 
be processed by another supplier and used in coats 
and other items. Raw material has dozens of 
suppliers, but the processing only 2. 

Cable protectors The leather is a standard product that is purchased, 
and then cut and possibly also sewn within the case 
company. The product is new so the process is not 
entirely clear yet. There are several suppliers 
available. 

Product logos Small but important part of products. Only a few good 
suppliers and different suppliers are used for metallic 
and fabric logos. 
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The elements of supply strategy, and their application to the case company’s product lines 

are reviewed in the following sub-chapters. The information presented was gathered 

during the interviews. 

4.1. Make or buy decisions 

Vertical integration and make or buy decisions can be viewed as a continuum, where at 

the other end are spot markets, and full vertical integration is at the other (Hobbs, 1996, 

19). Between these are the hybrid options that Blomqvist et al (2002) call partnerships. 

This continuum is illustrated in figure 3. In the case company, the effect of transaction cost 

economics has been recognized, especially when deciding on what parts of the value 

chain or value net the firm tries to capture. This was illustrated when the product manager 

noted that a “reasonable level of value added” should be pursued, rather than trying to 

increase it. The reason being that more value added usually results in larger stock sizes 

and more parts in inventory among other costs. These costs of vertical integration are 

weighed against the cost of using the markets. Key to choosing between markets and 

hierarchies are core competencies, as their correct identification gives benefits (see Quinn 

& Hilmer, 1994), one among which is the mentioned lowering of capital investments which 

the case company recognizes as the pursuit of “reasonable added value”. 

In general, it was seen as more beneficial to avoid too much vertical integration as this 

creates internal oversight costs and extra workload that might be spent elsewhere more 

profitably. As a small company, the case company often purchases the materials 

themselves, as this is one of the core competencies, but may choose to outsource the 

assembly or sewing to another firm. This is indeed true for most of the main products. 

Currently the actual manufacturing is done within the company only for the sheep skin 

piece carpets, as the actual sewing requires special expertise that is not easily found 

outside of the company. According to the interviews, there are currently plans to produce 

the cable protectors also within the case company, if the demand for them is high enough. 

The product is currently being launched, so there is no certainty over its popularity. 

The company operates in a field with a well-functioning supplier market, that keeps the 

transaction costs rather low (see Blomqvist et al, 2002 for discussion). If the market did 

not function well enough, vertical integration would be more popular choice because of the 

high transaction costs. Leavy (2004) notes that markets are used in order to lower costs, 

but this is of course not the outcome when transaction costs are high. The case company 
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often has only a couple of suppliers per product line, because of the specialized expertise 

required from the suppliers, but still the market option is more cost-effective when 

compared with vertical integration. 

It seems that things like lack of resources and personnel make the small business much 

more selective about vertical integration, at least in this case. This is a good thing, 

because it keeps the firm’s core competencies at the center of attention. Quinn and Hilmer 

(1995) name the central issue when deciding between insourcing and outsourcing when 

they state that the decision should be based on whether sustained competitive advantage 

can be achieved by performing the activity internally and whether the company can 

perform the activity uniquely well. This advice seems to strike a chord within the case 

company. In their product lines, the core competence approach has been followed 

thoroughly. All the manufacturing of the products presented in table 2 are mostly 

outsourced, apart from picking the materials as that is one of the core competences 

whereas the outsourced parts are not. The product manager of the case company noted 

that when a firm operates with little resources, it highlights the importance of the core 

competencies when making the decisions between markets and vertical integration. This 

might be seen as beneficial to smaller firms. In a large corporation, it is much harder to 

focus on core competencies as the company might have much more operations going on 

and more departments and so on. If the firm has ten employees, it is much more careful in 

choosing what to do with the limited resources. 

4.2. Partnerships 

Partnerships have been criticized in literature for not being as good a solution for sourcing 

as has been suggested (for example Parker & Hartley, 1997) or in fact being unsuitable 

for smaller firms (Ramsay, 1996). This criticism stems from the fact that small companies 

are unable to invest in the partnerships to develop the suppliers, but might also become 

overly dependent on the supplier in a partnership. There is also the matter of power 

imbalance. The small business might be too vulnerable in a partnership situation because 

even if the small firm is single-sourcing from its partner, the supplier usually has other 

customers (Ramsay, 1996). Thus, the small firm is never as important to the supplier as a 

customer, as the supplier is to the small buyer. Partnerships often involve a single-

sourcing situation, so that the partner is the only supplier for a certain item for the buying 

company (Caniëls & Gelderman, 2005, 221). Of course, the partnership probably would 

not succeed, if both parties don’t commit to the relationship. Usually this means single-

sourcing from the purchasing firm’s point of view. 
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The overall careful sentiment was certainly present in the case company. According to the 

interviews, the extent of partnership pursuits has so far been limited to some joint 

purchasing with other firms, and cooperation around some trade shows. Joint purchasing 

was done previously when the fur product trade was fairly localized in the Finnish market, 

so that companies in different cities could cooperate. The firms were not really direct 

competitors either, so the joint purchases made sense. The other form of cooperation has 

been around trade shows, where smaller companies might share the costs of a booth for 

example. The cooperation has been short-term and temporary in nature generally. When 

it comes to partnerships, there was a careful sentiment in the case company. It was felt 

that full strategic partnerships might result in too much dependency on the supplier, in 

accordance with Ramsay’s (1996) views. In this case, the suppliers are usually larger 

companies, which might result in power imbalance. Currently there were no plans to 

create partnerships around any of the products. 

4.3. Centralization, decentralization and consortium sourcing in the case 

company 

In small firms, the decision making is always more or less centralized, at least when 

compared to larger firms. The benefits of decentralization stem from locality and 

localization in the supply function, such as using local suppliers, but also from close 

responsibility – the local management makes the decisions and bears the responsibility as 

well (Matthyssens & Faes, 1996). These benefits apply also to small firms, because all 

purchasing is done close to the actual production. However, small firm purchasing is often 

also fairly centralized, because the decision-making is done by only a few individuals. In 

this case by the product manager, most of the time. It could be argued, that purchasing 

function in a small firm can combine the benefits of decentralized and centralized 

purchasing, because of the small firm’s characteristics.  

The key benefits from centralization according to Faes et al (2000, 541) are the 

economies of information and learning, economies of process, and economies of scale. In 

a small firm, these can be achieved quite easily, as the number of people handling the 

purchasing is usually small. Economies of scale can be more difficult to attain, though, 

because the numbers are small. Perhaps the most realistic way to remedy this is 

cooperation with other SME’s through joint purchasing, as the case company has 

successfully done in the past. Centralized purchasing also enables all purchases to be 

done according to the firm’s purchasing strategy, ensuring maximum effectiveness 

(Matthyssens & Faes, 1996). Decentralization might dilute the purchasing strategy as 
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more people are involved with differing agendas, even in different countries in case of 

larger companies. 

In SME’s, the decision making is normally done close to the production, when it comes to 

purchasing. There is little risk in losing the benefits of local decision-making and 

decentralization as listed by Matthyssens and Faes (1996) above. In between these 

extremes are forms of consortium purchasing (cooperative purchasing, group purchasing, 

buying offices or pooled purchasing) (Tella & Virolainen, 2005). In the case company, 

group purchasing or pooled purchasing has been utilized previously, when the competitive 

situation was different (all firms operated in their own areas) so that this was possible. 

Currently this form of cooperation is not seen as sensible, because the case company 

purchases more manufacturing services instead of raw materials as was the case 

previously. For raw material purchasing, there have been plans for a purchasing office in 

China, that could be utilized by other firms as well. Indeed, the company has previously 

had its own employee in China, that handled logistics and supplier relations for the case 

company, as these can be more effectively managed through personal contact with the 

suppliers. 

The benefit for SME’s in the consortium approach comes secondarily from the reduction 

of the amount of transactions and thus reduced transaction costs, but mainly from pooling 

purchases together from more than one firm, so that the consortium can become a more 

significant customer for the suppliers (Tella & Virolainen, 2005). The case company is 

currently not utilizing any purchasing consortia. For SME’s, the benefits from consortium 

sourcing could be significant, if there are enough other SME’s that use similar services or 

raw materials, so that the amount purchased becomes high enough for economies of 

scale. Even if the consortium members are competitors, the system should work as long 

as mutual trust exists, because long-term cooperation is beneficial for all of the consortium 

members (Tella & Virolainen, 2005). According to the product manager, however, there 

are not enough firms doing similar purchasing that the consortium approach could be 

utilized. Consortium opportunities should be searched as the case company launches new 

products and starts new projects. For example, the case company could utilize its 

expertise and knowledge of the raw materials and act as a hub for the purchasing 

consortium. Currently, the company is offering purchasing services to other companies. 

This could be expanded to create purchasing consortia of either the customers, or so that 

the case company is also a part of it. 
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4.4. Size of the supply base 

The number of suppliers is both a risk-management and cost-saving tool for companies. 

In the case company, the selection of suppliers is mostly based on the expertise of the 

supplier. In many product lines, the supplier selection must be done between only a 

handful of companies, in many cases three or four. According to the product manager, 

there are only a handful of European firms that are capable of the required quality, and 

using firms outside of the EU would increase transaction costs and bureaucracy. Cousins 

(1999) notes that large supplier bases can be seen as ineffective utilization of resources, 

and that usually the supplier base should be reduced. This is often the case especially 

with bulk items, where the availability of suppliers is not an issue. Currently, the case 

company uses a differing number of suppliers for each product line. These are presented 

in table 2. The main strategy in the case company is to balance between pooling enough 

purchases to be as significant a customer as possible for the suppliers, while avoiding 

dependency that might increase supply risks at some point. 

Single sourcing is an alternative to vertical integration according to Cox (1996), where the 

firm only uses one supplier to supply certain items. Currently the case company uses 

single sourcing for the recycled carpets and the sheep-skin piece carpets. In the case of 

the recycled plastic, the production is likely to utilize more suppliers in the future. There 

are no plans for single sourcing partnership for this product. The sheep skin piece supplier 

is a more permanent solution. The switching costs are fairly high in this relationship, so 

the case company is motivated to remain in the relationship. When the switching costs are 

high, the situation is close to sole sourcing where the buying company is forced to use the 

supplier. According to the interview, there has been no indication of a too large power 

imbalance affecting the relationship, however, so there have been no plans to switch 

suppliers in this case. The sheep skin pieces also need to be of a high quality, and the 

limited availability of suppliers capable of providing this quality is also an issue that needs 

to be considered.  

The other product lines for the case company involve multiple suppliers, as listed in table 

2. There is limited scope for supplier reduction, because of the low number of suppliers 

used already. This was explained by the desire to pool purchases, so that the case 

company might be a more notable trading partner. By focusing on a limited number of 

suppliers, the case company is able to have some leverage, and become a more 

important trading partner for its suppliers. This is especially important because most of the 

case company’s suppliers are much larger firms. Gadde et al (2010) note that the main 



55 
 

benefits in multiple sourcing are reduced dependence on individual suppliers, and 

competition among suppliers. Despite the number of suppliers used, case company is 

somewhat dependent on its suppliers because of the quality requirements. Interviews 

showed that these requirements limit the number of suppliers that are available effectively.  

Literature highlights the benefits that come from using multiple suppliers through 

competition, so that the multiple suppliers should provide better performance at lower 

costs when compared with single sourcing (see for example Porter, 1985 or Richardson & 

Roumasset, 1995). For the case company, the competition among its suppliers is limited, 

because there are a limited number of suppliers as explained above. This might make it 

harder to realize the benefits of multiple sourcing, as the market situation is different with 

only a few suppliers. When using multiple suppliers, a single supplier can’t afford to 

become complacent, which ensures competitive prices and quality (Hines, 1995, 19). 

However, when the supply market is an oligopoly, as it is for the case company, all the 

suppliers might become somewhat complacent unless they are direct competitors. 

According to the interviews, the case company is in reasonable position, though, because 

the costs of switching suppliers are not high in most product lines, and buyer’s specific 

investments in the relationships are low. Richardson (1993) states that a credible threat to 

switch suppliers combined with long-term relationships is a basis for successful supplier 

relationships. The case company seems to be following this advice closely, based on the 

evidence. 

Gadde et al (2010) suggest that parallel sourcing could be a way to combine the benefits 

of both single and multiple sourcing. In the case company, many product lines are 

managed in a way that could be described as parallel sourcing. The product manager 

stated that they liked to keep one supplier “in reserve” while another supplier gets the 

orders, and these might change annually or in case of issues with one supplier. This 

arrangement seems to be combining the benefits of both multiple and single sourcing that 

are listed in table 1. When using the same few suppliers, the transaction costs are usually 

reduced as the relationship develops, but the credible threat of switching is present, giving 

the benefits of competition. The concept of parallel sourcing was developed in an entirely 

different field, the Japanese auto industry (Richardson, 1993). Despite this, the case 

company is using a very similar system successfully. Hines (1995) notes that parallel 

sourcing should work best when there is a high purchased content uniquely designed for 

the buyer, i.e. high asset-specificity. The case company finds itself in this sort of a 

situation, where many products are either entirely manufactured by the suppliers or at 

least delivered with majority of the work done. Perhaps parallel sourcing could in certain 
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circumstances be an alternative to partnerships, that is more convenient and useful for the 

small firms as well. 

4.5. Location of the supply base 

It has been pointed out, that local supplier clusters should provide better performance 

compared with using global supply markets (Steinle & Schiele, 2008). In the interviews, it 

was noted that these supplier clusters exist in the case company’s line of business: 

according to the product manager, certain knowledge has a habit of gathering in a certain 

area, as firms with complementary capabilities are focused next to each other, making it 

easy to purchase from the firms in the cluster. As mentioned, the case company requires 

some very specialized skills from its suppliers that are not easily found outside of these 

certain locations. The case company itself is not located in these clusters, but is rather 

using them from another country. Steinle & Schiele (2008) note that firms located outside 

of the cluster might be at a disadvantage when trying to access the firms within the 

cluster. The case company might not be at a position where it has maximum benefits from 

the cluster, and they are not in a very strong negotiating position either. 

Figure 4 presents the international sourcing continuum, that is used to illustrate the 

differences between domestic purchasing, traditional international purchasing and global 

sourcing. Trent & Monczka (2005) highlight the strategic nature of global sourcing, and the 

fact that one cannot really engage in global sourcing without integrated worldwide 

locations. This definition would seem to indicate that small firms cannot gain the reported 

benefits from global sourcing, i.e. cost reduction, responsiveness to customer need, better 

customer service and ensured product deliveries (Trent & Monczka, 2003, 615), but must 

rather make do with what is called international purchasing. In the interviews, international 

purchasing was described as an integral part of the case company’s supply strategy and 

the company’s overall strategy as well. 

The case company has benefitted from international supply markets for decades already, 

and they are a necessary part of their product lines. As mentioned above, the case 

company has previously had a purchasing office in China, although the office is no longer 

active. Having a local presence and local knowledge was described as highly useful and 

important, and the case company is currently considering starting a similar function again, 

if the right circumstances can be created. In the future, an office in another country could 

also be used to expand the company’s consulting side. Currently, purchasing services are 

being sold domestically to other firms, but selling these services also in China (where the 
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case company has existing networks and contacts) or some other country could be a 

good opportunity for the case company. 

4.6. Collaborative and competitive supply strategies of the case company 

In the case company, the supplier relationships are seen as a source of competitive 

advantage, so it is no surprise, that there is great value placed on functioning supplier 

relationships. Cox (1996) calls for companies to utilize both collaborative and competitive 

strategies when managing supplier relationships, depending on the situation. The 

discussion on whether to utilize competition or collaboration is closely tied to make or buy 

-decisions and transaction cost analysis as discussed above. In the case company, the 

product manager utilizes mostly a mix of these two, that is referred to as parallel sourcing 

as explained above. Competitive purchasing practices can be utilized in product lines with 

several suppliers (see Table 2.), but might not be as useful if the number of possible 

suppliers is low. This is the case in about half of the case company’s product lines. Even 

when the number of possible suppliers is higher, the case company has been reluctant to 

employ competitive strategies like getting bids from different suppliers or reverse auctions. 

The feeling in the case company is that there is not much savings to be had by using 

competitive strategies. More savings would be realized through well-functioning 

relationships that would save time and effort. Another factor is of course the case 

company’s small size. Few companies would be willing to accept lesser margins for a 

small customer. On the other hand, this would actually speak for arm’s length 

relationships, because of a higher degree of price setting found in longer relationships and 

partnerships (Parker & Hartley, 1995). 

Despite the risks, the case company often has little choice but to establish cooperative 

relationships with its suppliers, because supplier availability is limited. Figure 5 shows that 

collaborative partnerships are formed when the firms have complementary competencies, 

and asset specificity is neither high nor low. These can vary between alliances and using 

some preferred supplier system. In the case company, the preferred supplier might 

sometimes be chosen just based on personal chemistry, as this makes the relationship 

smoother and lowers transaction costs. The case company has also undertaken what can 

be described as attempts at supplier development, despite limited resources. Ramsay 

(1996, 16-17) has noted that small firms are probably incapable of investing in the 

development of their suppliers in criticism of supply partnerships. In the case company, 

the development has not really involved financial commitments, but has been about 

educating the suppliers about the case company’s way of doing business. Usually 
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relationships are easier to manage if both parties have somewhat compatible philosophies 

and values. It is of course hard to quantify the success of such an approach, but it might 

be a more suitable way for small firms to develop suppliers. 

This philosophy towards supplier relations highlights the meaning of personal chemistry, 

as mentioned above. The product manager’s idea has been to develop meaningful 

relationships with the supplier’s personnel, so that the trading relationships are improved 

as well. Functioning relationships with the suppliers are seen as a source of competitive 

advantage in the case company, but the approach is maybe not the most usual. These 

relationships are utilized as a source of new ideas and in product development. With good 

personal relationships with a number of suppliers, new product development is easier 

when the case company is able to get the suppliers onboard in new projects. This is an 

important part in the company’s ability to come up with new products and ideas, as these 

could not be realized without the supplier network giving feedback and supporting the 

case company. Having good relations with the suppliers also works the other way. 

Suppliers themselves generate new product ideas for the case company to use as it sees 

fit. This two-way relationship is facilitated by cultivating relationships with the company’s 

suppliers.  

This sort of relationship-based approach fits in well with the value net approach presented 

by Kothandaraman and Wilson (2001), where the main idea is that it is actually value 

creating networks that are competing against each other, rather than individual 

companies. The case company uses its relationships to its advantage, and acts as a hub 

firm for the network, bringing together the expertise of several companies in addition to 

their own. Small firms on their own are not capable of acquiring new core capabilities, and 

developing them is costly and time-consuming. Thus, the SME benefits greatly from 

realizing the power of the network approach. The case company seems to have taken 

note of this when it comes to organizing its supply situation. Different kinds of value nets 

are presented in Figure 6, where the case company’s situation could be classified either 

as a multi-tier supplier net or R&D cooperation network. Certainly, the supplier network is 

used as a source of ideas and feedback when developing new products, rather than just 

as a source of raw materials. 

4.7. Portfolio analysis of purchasing 

As a part of the case study, a portfolio model was used to classify the case company’s 

purchasing activities. There are several different portfolio models used for classifying 
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purchases. The classic model by Kraljic is represented in figure 7. The case company has 

not previously used category planning or portfolio management in their sourcing. Portfolio 

model was introduced, because it was deemed to be a tool that would be useful especially 

for smaller firms. Despite criticism that has been presented against portfolio models, (such 

as difficulty of classification and ambiguity of the variables, see for example Nellore & 

Söderquist, 2000; Ramsay, 1996) it is a useful tool when a firm needs something that 

would make it easy to compare different purchasing situations with one another. In fact, 

the criticism of too much simplicity could also be described as a strength. A simple tool is 

easy to use, and suits different situations even if it might lack the final finesse that larger 

firms require. In a small firm, a simple portfolio analysis is a lot better than no analysis at 

all, as has been previously the case in the case company. The portfolio analysis should 

give a useful way to consider the different elements in supply strategy when purchasing 

individual items. 

The model that was chosen in cooperation with case company was introduced by Olsen 

and Ellram (1997). The factors used for dividing purchases are the strategic importance of 

the purchase, and the difficulty of managing the purchasing situation. The factors are 

comprised of several elements, which are presented in table 3. The classification was 

done in cooperation with the case company’s leadership, so that each factor was 

considered for each of the company’s product lines.  

Table 3: Elements of the portfolio factors (Olsen & Ellram, 1997, 104) 
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Internally, the firm needs to consider its core competencies, the economic factors and the 

purchase’s effects on the firm’s own image. Externally, the product or service that is 

purchased needs to be considered, along with the conditions within the supply market and 

environmental factors. These factors also echo the different elements of supply strategy 

that have been previously presented. The different factors were rated on their relative 

importance and weight between 0 and 5 with 0 meaning the factor is not relevant to the 

product, and 5 meaning greatest relative importance. The mean ratings from the factors 

were used to get values for a product line’s estimated strategic importance and difficulty of 

managing the purchasing situation. Olsen and Ellram (1997, 105) note that this part of 

implementation is subjective, while also being the most important part when building a 

portfolio model. As mentioned above, this has been one major criticism levelled at 

purchasing portfolio models in general. However, when the correct stakeholders are 

queried, even the subjective evaluations can be useful for a company, as long as the 

subjectivity is kept in mind when interpreting the results. The evaluation is presented in 

appendix 1 for closer inspection. 

Figure 8 shows the final position for each product line in the portfolio presented earlier in 

figure 7. Each line is discussed briefly to highlight the key reasons for their respective 

positions in the model, with complete evaluation available in appendix 1.  
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Figure 8: The portfolio model 

 

Sheep skins have been a large part of the case company’s product portfolio for quite 

some time. There is a constant search for new uses for sheep skins. The company’s long 

history with them has accumulated knowledge within the firm, making them a fairly 

profitable product line that is always adapting. However, the supply market is quite 

concentrated, especially if the highest quality is required. According to the product 

manager, “decent” quality skins are fairly easy to find and buy, but if the project requires 

especially high-quality skins, transaction costs can be quite high when trying to obtain 

them. These combine to create a product that is both highly important strategically, but 

also quite difficult to manage, and thus in the strategic category. 

In case of the beanie hats and such accessories, the company uses four different 

suppliers, that produce hats with adequate quality. These fashion accessories provide a 

large added value for the case company, and are thus an important product line. 

However, the products are placed in a tricky market situation where some major 

customers have recently decided to stop selling the case company’s accessories. High 

uncertainty makes the purchasing situation quite difficult to manage, because demand is 

hard to forecast. Beanie hats and other accessories are thus placed in the strategic 

category. 
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As mentioned above, carpets made from recycled plastic are a new product for the case 

company. The product is a fine example of how the firm’s core competences help create 

new products, and represents a big part of the case company’s future hopes. The case 

company’s knowledge and technological strength are increased, because the new product 

presents the company with a new learning curve, that will bring benefits as knowledge is 

accumulated. So far, the product’s novelty has made the supply market situation 

uncertain. The case company uses a single supplier, but other options could be available 

with reasonable switching costs. The case company’s supply strategy resembles parallel 

sourcing, in that they are using single supplier with another company “in reserve” so that 

suppliers can be switched should the need arise. The carpets are in the strategic category 

mainly because of their perceived potential in the future.  

Sheep skin piece carpets have been the product that gained the case company’s brand 

more recognition by winning a design award as mentioned above. Currently low volumes 

have made the product less important, and the supplier relationship is also fairly 

straightforward according to the interviews. The case company uses only one supplier for 

the skin pieces, though, and changing the supplier would incur large switching costs. 

Despite this, supply situation is easy to manage as long as the supplier stays the same. 

This combined with the declining importance of the product places sheep skin piece 

carpets in the non-critical category. 

When making the hood linings, the case company has dozens of available suppliers to 

choose from when ordering the raw material. The processing of the raw material, however 

can only be done by few suppliers. The supply market is fairly stable, so that suppliers’ 

bargaining power is limited. The product manager of the case company noted that there 

are large variances in quality between different suppliers. The product itself is high 

enough in volume and value that it can be considered important for the case company. 

Ease of managing the purchasing situation along with the product’s profit impact place the 

hood linings into the leverage category. 

Cable protectors are another new project that the case company is working on. The first 

idea was to make leather cable protectors for welding cables, as it was found that leather 

would have ideal properties in this application. Other possible uses are also explored, 

making the cable protector an interesting prospect for the case company. The welding 

application requires more attention towards the safety aspects of the product, but leather 

has naturally suitable properties in this sense. There are plenty of available suppliers, and 

the material required is fairly basic, so overall the purchasing situation is fairly easy to 
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manage despite the high uncertainty. The cable protectors are also placed in the leverage 

category for these reasons. 

The last significant product that is purchased are the product logos that need to be 

attached to finished products. These are used especially in fashion items, such as beanie 

hats and other accessories. The logos are only valuable because the brand itself brings 

value to what would otherwise be just an ordinary scarf or hat. The purchasing situation is 

very difficult to manage, because the logos need to be at the right place at the right time. 

There are plenty of available suppliers, but the coordination has been easier with some 

suppliers that the case company has chosen to use. Little added value combined with the 

time-consuming purchasing management make the logos a bottleneck product. 

The portfolio model can be used as a tool to guide decisions considering resource 

allocation towards different products and supplier relationships as Olsen and Ellram 

(1997) suggest. A small firm should benefit from more effective resource allocation, as 

resources are limited. The case company should also benefit from the portfolio model as a 

tool for supplier relationship management as Wagner and Johnson (2004) suggest. The 

case company is rather interesting, because each purchased product forms its own 

product or product line, as most manufacturing activities are outsourced. This means that 

the portfolio model can be used also to help make more strategic choices about focus 

areas for the company or alternatively if some products should be discontinued altogether. 
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5. DISCUSSION 

 

In this chapter, each element of supply strategy will be reviewed in terms of their 

application in the case company, and key findings are presented. These are compared 

and reviewed considering the study’s theoretical framework and literature on the subject 

that has been introduced above.  

5.1. Elements of supply strategy in the case company 

The case company has used their core capabilities as a guide for what to make 

themselves and what to buy, as suggested by Quinn and Hilmer (1994). The idea is to 

focus on the aspects the case company does uniquely well, or in this case also avoiding 

things that would create unnecessary workload without much benefit. The case company 

echoes the same thinking as Pressey et al (2009), when they note that small firms acquire 

externally those resources that are not internally available. This thinking has led the case 

company to outsource much of their production, as pretty much every product line’s actual 

manufacturing is outsourced. The case company is able to execute this strategy, because 

the market is functioning quite well, although there are exceptions. Williamson (1981) 

refers to high transaction costs as a failure of the market. High transaction costs would 

indeed make the case company’s current strategy quite difficult if not impossible to 

execute. 

The case company seems even reluctant to capture more of the added value by 

insourcing, as this would increase the complexity. Many of the product lines involve 

specialized equipment for raw material treating and other such things that would require 

investment. The benefits of vertical integration (learning, economies of scope, innovations 

developed in the firm) as described by Blomqvist (2002) are not enough to change the 

situation. For small firms, these benefits might not be enough to justify the the investment 

and risk that is often associated with insourcing. Arend & Wisner (2005) found that the use 

of supply chain management methods (that should give “vertical integration benefits 

without its formal ownership costs) was even negatively linked with SME performance. 

This would suggest that the make or buy decisions made in small firms, are made with 

somewhat different criteria than in larger companies. This might stem from the fact that 

SME’s are not able to integrate the supply chain as well as larger firms (Arend & Wisner, 

2005). The case company also has some way to go in integrating its suppliers, based on 
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the interviews. This could be accelerated by taking more advantage of communication 

methods, such as the firm’s intranet. 

The case company has been conservative in utilizing partnerships or other hybrid 

governance forms so far. On the surface, it might seem that all forms of cooperation would 

be useful for small firms, as this would compensate for lack of resources that small size 

brings. Ramsay (1996) on the other hand suggests that the power imbalance along with 

increased dependence on the suppliers makes partnerships undesirable for small firms. 

The thinking in the case company has followed in similar paths. In theory, partnerships 

should allow firms to focus on their core competences (Blomqvist, 2002) and would be 

interesting for SME’s that could use each other’s strengths in this way. Sourcing 

partnerships, however need to be at least somewhat balanced. If the supplier is much 

larger than the buyer, the relationship might not work. In the case company, cooperation 

has been limited to some trade shows and such so far. 

Benefits of centralization include economies of information and learning, economies of 

process and economies of scale (Faes et al, 2000). Decentralization benefits are based 

on locality, from using local suppliers (access to local networks) but also from local 

responsibility (Matthyssens & Faes, 1996). In a small firm, the purchasing function might 

be able to combine both benefits. Small firms often aren’t very decentralized in terms of 

supply decisions, and the usage of local suppliers is common. In a small firm, 

centralization benefits are also easier to unlock, because of close communication inside of 

the firm. In the case company, two people normally make all of the purchasing decisions, 

making it possible to gain the economies mentioned above. A small firm might not achieve 

economies of scale very easily, as this might require large purchases that are unrealistic 

from the SME’s point of view.  

Another way to combine benefits of decentralization and centralization would be 

consortium sourcing, which can be useful for small firms. As purchases of several firms 

are pooled together, small firms should be able to achieve economies of scale they 

otherwise could not access. According to Tella and Virolainen (2005) this arrangement 

works even if the participating firms are competitors, as long as trust exists, because 

continued cooperation is beneficial to both companies. The case company’s product 

manager noted that there are not enough companies purchasing similar products for a 

purchasing consortium to make sense. The case company should actively seek 

opportunities for forming purchasing consortia around their product lines or new products. 

Successful consortium sourcing is only possible if the companies are in a symbiotic 
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situation and at the same level of the supply chain with each other (Essig, 2000). As 

mentioned, the case company already offers purchasing services to other companies, and 

has expertise in selecting suitable raw materials for different applications. If the case 

company cannot find enough companies purchasing similar items, it might be also 

possible to act as a broker for a consortium of other companies purchasing leather or fur 

products, as this is one of the case company’s strengths. The case company is often 

developing new products, and should stay on the lookout for consortium opportunities as 

new product lines require different items to be purchased. 

In many of the case company’s product lines, the supplier is chosen from a limited number 

available, as the company’s quality requirements are not met by many suppliers. The 

consensus among researchers seems to be that the number of suppliers should usually 

be reduced, while the term used is actually supply base rationalization (Cousins, 1999; 

Sarkar & Mohapatra, 2006) which might mean either reduction or increase in the number 

of suppliers, depending on the situation. The number of suppliers used in the case 

company is found in table 2. It can be noted, that there is not much scope for supply base 

reduction for the case company. The strategy has been to pool purchases, so that the 

case company would be a significant customer for a small number of suppliers, rather 

than be insignificant to many suppliers. For all product lines, apart from the sheep skin 

piece carpets there are multiple available suppliers, even if only a few are used. This 

mitigates the risk involved in using only a few suppliers.  

Access to local supplier clusters is one of the key benefits of local sourcing. If a local 

cluster does not exist, firms might face trouble when trying to access clusters of suppliers 

globally (Steinle & Schiele, 2008). The existence of these clusters has been noticed in the 

case company, as certain products or expertise are found only from certain areas. The 

expertise in material treatment has also its own clusters. The case company has not faced 

any difficulty in accessing the clusters based on their location, even if the case company 

itself is not located within these clusters. This might be difficult to estimate from the 

outsider position, however. It is entirely possible that firms within the same cluster have 

benefits compared to the case company. To gain better access to local clusters, a 

purchasing office could be useful, as the case company had in China previously. A 

purchasing consortium with their own supply office would be an ideal situation from the 

case company’s point of view, if the other firms for such a consortium could be found 

although this seems unlikely. Di Gregoria et al (2009, 983) note that main benefits of 

outsourcing are indeed access to networks and capabilities and organizational learning, 
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rather than efficiency gains. The case company gets access to competitive manufacturing 

through their outsourcing activities. 

The case company has consciously built relationships with its suppliers, so that good 

relationships save time and effort. Considering the classification presented by Mudambi et 

al (2004), the case company could be termed an emergent type, as they value 

relationship-building without other systems supporting cooperative purchasing with their 

suppliers. It could be argued, that the collaborative approach is partially forced upon the 

case company, as the number of viable suppliers for some of the product lines is quite 

small. In terms of the step ladder of relations presented in Figure 5, the case company 

operates mostly a preferred supplier system or in some cases single sourcing is used.  

5.2. The purchasing portfolio model 

The portfolio model has been criticized for being based on subjective evaluations (Olsen & 

Ellram, 1997) and the difficulty of defining what “high” and “low” mean in terms of profit 

impact or supply risk (Ramsay, 1996). Despite this, the portfolio analysis reveals important 

things about the case company’s product lines. Olsen and Ellram (1997) note that it is a 

tool for guiding resource allocation towards different products and supplier relationships. 

Even if the analysis is based on subjective evaluation, it is still useful. In the case 

company, it can be used as a tool to guide supplier relationship management, so that 

different relationships are given the proper treatment. It could also serve as a tool for 

assessing the different product lines, in terms of their relative importance and the amount 

of time and other resources expended with them.  

Product logos are the only bottleneck product for the case company. Creating closer 

relationships with the suppliers as Hadeler and Evans (1994) suggest, could create a 

situation that is easier to manage, if the supplier agrees to work with the case company to 

resolve the coordination issues. As the purchased amounts are small, this relies on 

personal relationship to make coordination easier. The relationship approach is also 

highlighted by Olsen and Ellram (1997, 105) as a solution to improve the bottleneck 

situation. The ideal situation from the case company’s point of view would be getting 

product logos from bottleneck category to non-critical items, so that managing the 

situation would be easy. 

The case company has three product lines in the strategic segment: sheep skins, beanie 

hats and other accessories and recycled plastic carpets. The suggested approach here 

are strategic partnerships and otherwise closer relationships (Olsen & Ellram, 1997 as 
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well as Hadeler & Evans, 1994 and Van Weele, 2005), in order to ensure long-term supply 

and good supplier performance. However, the size difference of suppliers when compared 

to the case company might make these partnership arrangements unwise, as Ramsay 

(1996) suggests. Olsen and Ellram (1997, 105) highlight joint development of products 

and services and keeping long-term value focus, so that the supplier is viewed as an 

extension of the firm and importance is placed on managing the relationship. The case 

company has already been doing this with supplier relations, but should consciously focus 

on improving relationships with the suppliers of strategic items, even if actual partnerships 

are not formed. Improved relationships could lead to the situation being easier to manage, 

moving some products from the strategic sector to leverage items. 

Leverage items are easily managed purchasing situations that have high strategic 

importance. For the case company, these are cable protectors and hood linings. As the 

cable protectors are a new product, the situation described here is sort of an ideal 

scenario, where the product has been well received. While the literature suggests 

leveraging volume in this category, it seems quite unlikely for such a small firm to have 

actual leverage over its suppliers, as these are larger firms in general. Perhaps the items 

in this category could be described as reasonably profitable, without many management 

problems. Hadeler and Evans (1994) call this category the global trading -category, as 

firms should seek suppliers for these items globally to get the best deals. This advice is 

valid for our case company as well, because the items themselves are not hard to obtain, 

nor are there significant differences in quality between suppliers.  

The final category are non-critical items, where the case company places its sheep skin 

piece carpets. Of course, this category includes all kinds of products and services that 

firms purchase, such as office supplies or cleaning services. These are left outside of our 

analysis, since they are not involved in the case company’s purchasing strategy. In the 

non-critical category, purchases should be standardized and the number of suppliers 

reduced, while spending little time managing the relationship (Olsen & Ellram, 1997, 105). 

The case company has complied, using only single supplier for the sheep skin piece 

carpets. The product line’s declining importance shows in its position in this category. 

Gelderman and Van Weele (2002) suggest moving items from non-critical category to 

leverage category, but this is again difficult for small firms in general. In this case, there is 

little leverage to be had from the single supplier, because there is no credible threat of 

switching supplier. In any case, the case company has already been focusing on other 

product lines. 
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5.3. Use of portfolio model in the case company 

Previously, the case company has not used any portfolio model to manage their 

purchasing. After analyzing the case company’s own products and creating the portfolio of 

purchased items, the portfolio models move on to analyzing the supply market and current 

supplier relationships. Kraljic (1983) focus on the relative bargaining powers of suppliers 

when compared with the buying company. Olsen and Ellram (1997) analyze the supplier 

relationships through supplier attractiveness and the strength of relationship between the 

buyer and the supplier. This step of analyzing the supply market is critical before forming 

action plans based on the portfolio model. The creation of action plans for different 

categories and the supplier analysis is outside of the scope of this thesis, although brief 

commentary on them is provided. The case company can proceed with analysis of the 

supply market and the formation of action plans on the basis of the present work, if it so 

chooses. 

The Kraljic portfolio model provides instructions on how to proceed from the basic portfolio 

analysis towards an analysis of company strength relative to supplier strength: when 

company strength is higher than supplier strength, the firms should exploit the situation by 

pressing for price reductions and keeping low inventories, whereas when the opposite is 

true, firms should diversify by searching for new suppliers or considering internal 

production (Kraljic, 1983, 114-115). It could be argued, though, that company strength is 

hardly ever high when small firms are considered. This leaves small firms unable to reap 

the benefits that large firms can get from exploiting their market position in larger profits. 

Olsen and Ellram (1997) analyze supplier relationships in terms of relative supplier 

attractiveness and strength of relationship: when the supplier is attractive but relationships 

strength low, the firm should strengthen the relationship, whereas in the opposite situation 

changing suppliers is the recommendation. This analysis is much more relevant to a small 

firm, as even small firms are capable of switching suppliers when the situation calls for it. 

In cases between the two extremes, Olsen and Ellram (1997, 108) suggest maintaining 

strong supplier relationships, which is useful for all categories of purchases that are 

presented in Figure 7. The case company has been building relationships with its 

suppliers for some time, as mentioned. Taking into account the portfolio analysis, the case 

company’s supplier development efforts could be focused on those suppliers where the 

case company’s strategic aims are. Strong supplier relationships will also strengthen the 

case company’s ability to develop new products from the materials that the firm has been 

working with. It is also equally important to reduce the effort spent on other relationships, 
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as this time could be spent more profitably elsewhere. For the case company and other 

small firms, the portfolio analysis should provide insight on how to manage scarce 

resources effectively. 

5.4. Supply strategy for the case company 

The basic elements of supply strategy, along with the information provided by the portfolio 

tool are used together to create a supply strategy framework for the case company. The 

framework presented here should be accompanied by analysis of supply market, as 

presented by Olsen and Ellram (1997), for example. Figure 2 will be used to illustrate the 

case company’s supply strategy, as all elements of supply strategy are listed there. Based 

on figure 2, the company’s supply strategy is written out in a similar format in figure 9, and 

explained below. 

Figure 9: Supply strategy in the case company, adapted from Ahtonen & Virolainen (2009, 
270) 
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Nollet et al (2005) note that supply management is required to create strategies that help 

create value for the customers, and this innovativeness required from firms expands to the 

firms’ supply functions as well. This view of purchasing and suppliers as a source for 

innovativeness was used as foundation for the supply strategy presented in figure 9. The 

strategy also relies on good relationships with suppliers, that the case company has been 

building over time. On top is the overall strategy of the firm: to create new products and 

find new market opportunities through innovativeness and good knowledge of the natural 

materials. Supply decisions are made with this in mind. Make or buy decisions are based 

on what the company’s core competencies are, along with the idea of “reasonable value 

added” that the company has been using. Due to the nature of the case company, the 

common decision is to buy, as internal production is only sensible in a limited number of 

cases. When outsourcing production, good relationships with suppliers are important 

because of the small size of our case company. When the case company cultivates 

relationships and develops suppliers through them, they are also focusing on their core 

competencies. Innovativeness, knowledge of materials and new product development are 

not useful competencies if the case company cannot use its suppliers to create these 

products. In this light, focusing on developing relationships makes a lot of sense for the 

case company.  

As mentioned, there are some clusters of expertise among suppliers that the case 

company has identified. These should be taken into consideration more actively in the 

case company, when deciding which suppliers to use. The case company might be able to 

expand its core capabilities through cooperation with suppliers that have the right 

capabilities (see Kothandaraman & Wilson, 2001). Competition has been increasingly 

taking place between networks (Ahtonen & Virolainen, 2009), and the case company 

could also adopt a network approach to its supplier relationships. In practice, this could be 

accomplished through promoting information exchange with suppliers, and also by 

focusing on those suppliers that are actually able to contribute to the case company’s 

strengths. If a supplier is not useful partner in new product creation, or does not contribute 

by being innovative in its own processes, the case company should avoid using these 

suppliers. Closer relationships with suppliers would benefit the case company through 

feedback on new product ideas and help developing them. If the case company and its 

suppliers realize the value of the network approach, the case company is able to use its 

strengths even more. 
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As stated, the case company has been somewhat reluctant to search for partnerships with 

its suppliers. Certainly, partnerships or otherwise close relationships have their problems 

(price setting, margin erosion, see Parker & Hartley, 1997) or power imbalance due to the 

size differences (Ramsay, 1996). The strategy states that partnerships could be used, but 

this needs to be done carefully and with much consideration on the case company’s part 

because of the reasons mentioned above.  
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6. CONCLUSIONS 

 

The aim of this thesis was to see how small firms could use and develop supply 

strategies. The literature on the subject is focused on larger firms, but seems to be 

applicable to small firms as well. The background for supply decisions was found from 

transaction cost economics and the resource based view of the firm. These create the 

basis for the elements of supply strategy. The basic elements of supply strategy were 

identified in literature. Interviews were used to find out how the case company applies 

these elements to its purchasing. This was combined with a portfolio analysis of the case 

company’s purchasing to create a framework that can be used as a basis for supply 

strategy in the case company. 

6.1. Answers to research questions 

Two sub-questions were used to help answer the main research question. The first sub-

question was: 

What are the main elements of supply strategy? 

The main elements of supply strategy were identified in literature: make or buy decisions, 

centralization and decentralization, size and location of the supply base and utilization of 

competitive or collaborative strategies. The second sub-question was: 

What are the main differences in supply management strategies for small 

companies when compared to large enterprises? 

The main differences stem from the limited resources that small firms have at their 

disposal. Small firms might not be able to utilize partnerships or develop their suppliers in 

the same way that large companies can (Ramsay, 1996). This does not mean, that 

collaborative strategies are not useful for smaller firms, though. The case company has 

built relationships with suppliers by investing time and energy into these relationships. 

These relationships act as a feedback channel for new product ideas and enable the case 

company to be innovative. When considering centralization of the supply function, small 

firms are almost always centralized. Small firms have an easier time balancing local 

knowledge and order volume because of their size. Small firms also need to approach 
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make or buy decisions somewhat differently. Vertical integration poses challenges and 

risks that small firms might not be able to tolerate. No other significant differences were 

found when comparing supply strategy in small and large firms. Most literature on the 

subject does not suggest many differences, because the small firm perspective has not 

really been explored as a separate research subject. Because the present work is a case 

study, these conclusions of differences between small and large firms could be somewhat 

different in another context. Perhaps a further study of a larger number of companies 

could provide more insight to these differences.  

The main research question was: 

How to form a supply strategy for small and medium-sized businesses? 

Overall, the formation of supply strategy does not differ too much between small and large 

firms apart from the points made above. Supply strategy can be created by considering all 

of the elements of supply strategy along with portfolio analysis. This is how the strategy 

framework presented in figure 9 was created for the case company. When compared to 

larger firms, small firms seem to have an advantage in focusing on core competencies. 

When resources are scarce, it is easier to keep focus on what the firm does best, although 

this is obviously not the case in every small firm. The lack of resources can also bar small 

firms from some profitable ventures that could be more easily accomplished by a larger 

company. As mentioned, vertical integration is one such example: a small firm cannot 

easily start the production of some previously purchased item, even if the supply market 

conditions would encourage vertical integration. 

6.2. Implications for the case company 

In addition to the strategic framework presented in chapter 5.4, the case company could 

benefit from an analysis of suppliers and the supply market. This was not possible within 

the present work. Apart from that, a more strategic outlook on purchasing, and how the 

overall strategy of the firm is linked with purchasing would be the most important message 

for the case company. If purchasing is viewed as supply management and an extension to 

the overall strategy, the case company could more easily choose what supplier 

relationships to focus on and which items or product lines should be prioritized. 
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6.3. Validity and reliability 

The research was conducted as a case study, where the data was gathered through 

interviews and observation. As a case study, the idea is to gather as much information 

about a specific subject and its relationship with its environment through different 

channels (Hirsjärvi et al, 2007, 130-131). The stated aim of this study was to find how the 

different elements of supply strategy are present in the case company, and how they are 

applied. Interviews were the main data collection method, which may lead to some biased 

information as interviewees might not be willing to paint themselves or the company in 

negative light. Despite this, the data that was collected is useful and reliable enough to be 

used in the case company as a basis for supply strategy. This research has been 

somewhat exploratory in nature, as there has been little previous research on small firms’ 

strategic supply management. The present work contributes to the body of research on 

SME purchasing and supply management. 

6.4. Further research suggestions 

The relationship between supply strategy and the overall strategy of the firm has been 

explored quite thoroughly in literature. The elements of supply strategy have also been 

established in previous research. However, there is still little research from the SME point 

of view. A further study with more participating firms might be useful. SME’s are not very 

similar with each other, and the results from this study might not be very useful for other 

SME’s. 

Small and medium-sized firms are usually grouped together, but further research could be 

made on the differences of small and medium-sized companies in terms of strategic 

supply management. The case company is a small firm with under 10 employees, but how 

does it compare to a firm with 30 or 150 employees, that are also small or medium in most 

definitions. It would also be interesting to find out the relative importance of each element 

of supply strategy to firm performance. Surely some decisions carry more weight than 

others. This information would be especially useful again for the smaller firms, that might 

need to choose what elements of strategy they focus on. 
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APPENDIXES 

Appendix 1: Interview themes 

Interview themes: 

1. General company information 
a. turnover 
b. number of employees 
c. systems used for supply management 
d. level of competition 
e. information about competitors 

2. general supply management practices in the case company 
a. purchasing process – what items are purchased 
b. logistics and value added at different stages 

3. overall company strategy 
a. role of supply management (are purchases based on demand or supply) 
b. how is company strategy reflected in purchasing 

4. elements of supply strategy 
a. make or buy 

i. how these questions are approached 
b. partnerships 

i. opportunities, fit for small firms, general thoughts 
c. centralization vs decentralization 

i. relevance to small firm 
d. location of suppliers 

i. choice between local and international 
ii. criteria in choosing 

e. number of suppliers 
i. supply base rationalization 
ii. single or parallel sourcing? 

f. collaboration vs competition 
i. supplier development and small firm resources 

5. portfolio model 
a. item classification 
b. has something comparable been in use? 
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Appendix 2: Factor weight evaluation:  
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