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The purpose of this Master’s thesis is to study supplier relationship management from the
resource-based view as an effective method for acquiring, harnessing and maintaining
competitive advantage. The main objective is to discover how to create competitive
advantage through effective and professional supplier relationship management. This study
provides an insight to case company where supplier relationships are systematically
managed with the aim to engage suppliers to strategic initiatives and gain competitive

advantage through management of external resources.

The empirical study shows that professional and effective supplier relationship management
remains vital for the long-term performance and existence of the organization. Competitive
advantage is gained when suppliers are managed in a way that enables superior knowledge
sharing, product development, access to new markets, technologies and innovations,
continuous improvement of processes and operations, and mitigation of supply risks. Thus,
supplier relationship management should be developed and crystallized to respond to
requirements of competitive market environment, while internal resources must be allocated

the best possible way to deliver sustainable value.
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1. INTRODUCTION

Globalization and increased market competition force companies to seek other means of
increasing their competitive edge (Hafeez et al., 2002). Competition is transforming from
individual company level to be considered at supply chain level, and according to Hughes
(2008) “companies need to reorient themselves to systematically identify and capitalize on
ways to create value with their suppliers”. Achieving a superior understanding on most
effective supply chain management practices has become essential to success in increasingly
complex business world of today. (Prajogo et al., 2010). As the strategic criticality of
supplier relationship management (SRM) increases in competitive global business
environments, the value of trust, collaboration and partnerships becomes relevant.
Procurement Leaders (2013) argue that if a company is not leading the supply network, then
another company is likely to do so, generating a question of leaders and followers within the
competitive future markets. Despite the strong evidence in benefit of the required SRM
capabilities for profitability and survival on the long-term, the overall SRM maturity level
of companies remains low. This research is significant simply because no company operating
in competitive international business environment can afford to neglect the importance of
SRM and competencies required to professionally and effectively manage its external
resources. SRM is needed for succeeding in the market, operationally and in the eyes of the

customer.

Kéhkdnen and Lintukangas (2012) state that there is a clear need for more studies on the role
of supply management in company performance and competitive advantage. In academic
discussion the focus is turning from the masculine competitive approaches to more
collaborative approaches on supplier relationships, and considering suppliers as potential
and capable partners capable of providing added value as industry experts via sharing market
knowledge, conducting product development and providing innovative solutions. (Chandra
& Kumar 2000; Forker & Stannack 2000; Cova & Salle 2000; Gadde & Snehota 2000). The
theoretical contribution of this research is to deepen the understanding of practical
implications and relationship between SRM and competitive advantage, and to provide a
professional case review to the topic. The study is positioned to create linkages in SRM
studies and resource-based view (RBV) theory, while addressing the practical implications

through case example. RBV provides a relevant theoretical frame to the study, addressing



the topics of competitive advantage explained through resources, relational competence and

capabilities consisting of learning mechanisms and routines (Lintukangas, 2009).

1.1 Research questions and objectives

As the importance of SRM for long-term survival and competitive edge on the global
environment can be recognized, the main research objective is to discover how effective and
professional supplier relationship management can facilitate the creation of competitive
advantage. The aim of this study is first to approach the topic through existing theories and
studies, and then mirror these to the case company and practical implications. Based on the
objectives set out for this research and the identified theories, the main research question is

formulated as follows:
How to create competitive advantage through supplier relationship management?

To support the main research objective, supporting objectives are set out. The secondary
objectives are to define the desired outcomes and challenges of SRM, define most effective
SRM practices, and find out how to implement and measure SRM. In order to answer the
main research question, additional sub-questions have been set out. The sub-questions are
formulated as follows:

RQ1: What are the desired outcomes and challenges of SRM?
RQ2: What SRM practices are seen most effective?
RQ3: How to measure SRM and supplier performance?

Desired outcomes can be defined as potential benefits and targets for SRM, which relate to
competitive advantage as a broad concept, answering in which versatile ways companies
have decided to build their market position and edge. Challenges on the other hand, are
important to recognize in order to overcome these possible and foreseen barriers for
successful implementation and achieving the desired outcomes. When aiming for the best
possible outcomes, best practices need to be identified for SRM process as a whole, and for
tackling foreseen issues on each step of the way. Effectiveness of the practices is the key,
when success of SRM is measured in the degree to which desired results are produced. It has
been said that measurement is needed in order to be able to manage and follow-up on
improvement, and therefore, performance measurement is at the core of SRM and assessing

the effectiveness of the actions against strategic initiatives of the company.



1.2 Theoretical framework

This section draws a picture of the theoretical framework set up and provides a frame and
limitations for the research. The theoretical framework, pictured in Figure 1, has been limited
to resource-based view, competitive advantage and supplier relationship management
theories. RBV was developed during the 1990s and thereafter has become a dominant
paradigm in strategic planning of companies. Barney's 1991 article "Firm Resources and
Sustained Competitive Advantage" is widely cited in the emergence of the resource-based
view. In relation to RBV’s statement that companies can generate long-term competitive
advantage by acquiring, managing and nurturing valuable, rare, non-substitutable and
inimitable resources, Porter’s 1985 “The Competitive Advantage: Creating and Sustaining
Superior Performance® is widely cited. Competitive advantage results when a company
implements a value-creating strategy that is not being implemented by any current or
potential competitor in the market (Barney, 1991). The resource-based theories have been
extended and the chapters cover external resources. SRM was recognized during the late
1990s (proposedly as a response to customer relationship management (CRM)) and
thereafter has become a cornerstone of strategic sourcing. Vast majority of the research has
been conducted in the last decade, which can be seen in the literature references. Kraljic’s
1983 “Purchasing Must Become Supply Management” segmentation matrix is widely cited
in the identification of strategic suppliers to focus SRM efforts on — although the matrix did
not propose as sophisticated and systematic management approaches back in 1983. Wide
range of SRM literature could be found and was utilized in the theoretical framework,
including Moeller et al. (2006), Day et al. (2008), Park et al. (2010), Lambert and
Schwieterman (2012), Schuh et al. (2014), and private consulting companies’ suggestions as
practical implications built on professional interviews and case studies. The selected theory
base is essential for conducting the research.
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Figure 1: Thesis Framework

The framework includes the main theories and resource-based view perspective. The figure
reflects that individual resources are harnessed into sustainable competitive advantage
through their combination and exploitation, and efficient and professional SRM. Main

research themes include:

(1) market environment

(2) competitive advantage; impact of SRM on competitive advantage
(3) resources; competencies

(4) SRM best practices

(5) performance management

(6) desired outcomes; drivers; barriers and challenges, and

(7) SRM maturity; competences; further development.

1.3 Limitations

There are limitations to this research that need to be acknowledged. The empirical data was

collected from one case company, representing a single phenomenon. The case company is



not the one with the greatest nor the weakest purchasing power in its industry, which may
have an impact on how SRM is considered in the case company. The considerations may
vary greatly across companies depending on their position, negotiation power, historical
supply base, ownership structure, size and economic cluster, and therefore it may be difficult
to imitate the results of this research to all companies practicing SRM.

The empirical data was collected from the case company representatives working among key
and strategic supplier relationships. Therefore, the vast majority of the supplier relationships
falling into other segments were not considered in analysis of SRM practices. It should be
considered that supplier management exists on operational and tactical level within the case
company, and in supply management context in general. The supplier company
representatives were not interviewed, and therefore the results reflect the case company
approach and insight to topic. The findings should be considered in line with the previous.
As the research was conducted as a single case study, it limits the opportunities for

generalization of the findings (Stuart et al., 2002).

Some key topics of this thesis, including resources and supplier relationship management,
are changing in their nature and therefore this research can be considered only valid for the
time being and as the topics evolve and new findings are made it might not be timely and
relevant afterwards (Kandampully, 2002). What are considered as core or strategic resources
today, might variate in the future as business environments evolve and more intangible
resources are identified and harnessed into corporate use on a regular basis. Supplier
relationship management is still taking its form and there are contradictory strategies and
approaches companies have decided to follow. Therefore, what efficient and professional
SRM is considered as today, might in 10 years be far more developed as the digital tools,
competition and business environments change along with mega trends shaping the world of
procurement. In addition, the research time limitations include the present time and leave

out the past sentence.

On thematic level, power relations, dependence, supplier on-boarding, category
management, category strategy, selection of supply strategy and quality management are left
out from the study. Governance is discussed with lighter focus as there exists several well-
established studies on effectiveness of different approaches and models, to mention Dyer
and Singh (1998) and Clauss and Spieth (2016). Supplier selection is discussed in the context

of selecting suppliers for SRM programmes, however.



On the theoretical background, RBV was seen as the most suitable one for the specific
context of the thesis and choose of perspective, as it supports the very core of SRM, how to
acquire, manage and nurture resources to gain sustainable competitive advantage. Game
theory (GT) and transaction cost economics (TCE) are left out as when talking about SRM,
as the assumption is that companies have already analyzed the circumstances that provide
reasoning for the closer relationship type, relying their decision making on corporate policies
and guidelines that ultimately reflect the principles of TCE and GT. This thesis does not
address organizational competencies and capabilities in depth, and therefore the sister
concept of RBV, dynamic capabilities (DC), is left out. Resource Dependency Perspective
(RDP) is out-scoped, as the perspective addresses the question of interacting with other
parties in control of necessary resources, yet does not address how to manage relationships,
as SRM theories do. As supply strategies, power and dependence themes are ruled out, RDP
was not seen as fit for the purpose as RBV was, due to RDP’s underlying nature of

approaching the topic via dependence and power balance perspectives.
1.4 Definitions

This section defines the main concepts present in this research. The main concepts are
resource-based view, supplier relationship management, competitive advantage and
resources. The brief definition and introduction of the concepts follows. A more throughout
introduction will follow in the theoretical part of this thesis.

Resource Based View (RBV) is a theoretical framework that explains how companies
develop and sustain competitive advantage through acquisition and control over resources
(Eisenhardt & Martin, 2000). Companies are seen as collections or bundles of resources, and
their growth is dependent on their ability to exploit the acquired resources (Penrose, 1959;
Ray et al., 2003) that should be difficult for the competitors to imitate (Ray et al., 2003).
RBV relies on resources and capability to co-create value and develop value-adding
deliverables and processes (Mele, Colurcio & Russo Spena, 2014).

Supplier Relationship Management (SRM) is a proactive and multidiscipline approach to
managing external resources and supplier relationships, while generating broad vision in
supply decision making. SRM is connecting the company’s internal supply organization with
the global market (Lintukangas, 2010). Schuh et al. (2014) approach SRM by defining it as

a cross-functional top-management function that encompasses all interactions between the



focal company and the supplier, driving positive supplier behaviors, and enabling focal
company to leverage its size by coordinating cross hierarchies, divisions and functions. SRM
provides the framework for companies to manage, evaluate and develop their supplier

relationships to ensure joint initiatives are successful (Herrman & Hogson, 2001).

Resources are defined as specific physical, legal, human, reputational, social, financial and
organizational assets (Hunt, Lambe and Wittman, 2002; Barney, 2001; Dollinger, 1995) that
can be utilized for implementation of value-creating strategies and competitive advantage
for the company (Barney, 1991). Though this generation of value resources lead into
competitive advantage for the company (Barney, 1991). Survival of the organization in the
competitive market environment can be partially explained through its ability to ensure the
continuous supply of vital resources (Pfeffer & Salancik, 1978). The more an organization
relies on unique resources in its success, the more dependent it is from them (Lintukangas
2009).

Competitive advantage can be defined as the ability to perform at higher level than market
competitors, gained through attributes and resources. Competitive advantage is the leverage
a company has over its peers. Competitive advantage results when a company implements a
value-creating strategy that is not being implemented by any current or potential competitor
in the market (Barney, 1991). A product or service must offer value to ensure the company
successful in the market. Success comes to firms that can deliver a product or service in a
manner that is different, meaningful, and based on their customers' needs and desires
(Richards, 2018). Porter (1985) identifies three generic strategies companies can utilize in
competitive environments, including cost leadership, differentiation and focus strategies,
created to enhance and achieve competitive advantage over competitors.

1.5 Structure of the study

The thesis is organized as follows (Figure 2). First, the background of the research is
introduced along with research questions and objectives. Key concepts are defined along
with setting out the theoretical framework. Limitations for the research are being addressed
in the first chapters. Second, to develop a research framework, organizational resources are
addressed through theoretical background, the resource-based view. External and
complimentary resources are discussed along with competitive advantage. Third, supplier

relationship management is defined along with desired outcomes and challenges. The third



chapter addresses the best practices of efficient SRM along with managing supplier

performance.

The theoretical research framework is followed by the empirical part. After the research
methodology and data collection have been described, the empirical findings and results are
introduced. The fifth chapter is discussion on between the findings and theoretical
background covering the research objectives. After answering the research questions, the
reliability and validity of the research are being addressed. The thesis research results are
concluded in discussion of findings and their implications, along with proposals as the future

avenues.

*|INTRODUCTION

eBackground, researc questions and objectives, definitions, theoretical framework,
limitations

*ORGANIZATION'S RESOURCES

*Resource-based view, extended RBV, external and complementary resources,
competitive advantage

*SUPPLIER RELATIONSHIP MANAGEMENT

eDefinition of SRM, best practices, desired outcomes and drivers, challenges and
barriers, measuring supplier performance

*EMPIRICAL FINDINGS
*Methodology and data collection, findings and results

*DISCUSSION

eComparison of findings, answering research questions, validity and reliability,
conclusions

Figure 2: Structure of the Thesis
2. ORGANIZATION’S RESOURCES

There are several definitions for resources. They can be legal, humane, reputational,
organizational physical or financial (Hunt et al., 2002; Barney, 2001; Dollinger, 1995), and
include capabilities, processes, characteristics and the information and knowledge the

organization has control over (Daft, 1983). One of the definitions explains resources as



stocks of available factors that are owned or controlled by the firm (Amit & Schoemaker,
1993).

Resources can be divided into tangible and intangible resources, tangible ones being physical
and concrete as intangible ones being harder to define and more abstract (Hall, 1992).
Intangible resources can be intellectual property rights, trade secrets, contracts and licenses,
databases, personal and organizational networks, market knowledge, employee knowhow,
reputation of products and company, superior productivity, organizational culture, logistical
competence, design, brand, patent, innovativeness, relationships with strong market players
at certain market areas, power and skills (Mele et al., 2010; Hall, 1992; Kahkdnen, 2012;
Hafeez & Essmail, 2007; Hall, 1993). Barney (1991) divides resources into (1) physical
capital resources, including physical technology, equipment and facilities, geographical
location and raw materials, (2) human capital resources, including experience, intelligence,
relationships, training, judgment and insight, and (3) organizational capital resources,
including reporting structures, control mechanisms, coordination systems, formal and

informal planning, and informal relations.

There is a shift in importance from natural, tangible resources to mental, intangible
resources, meaning that physical resources, such as facilities and equipment, are becoming
less vital compared to knowledge resources (Kandanpully, 2002). Allee (2003) supports the
previous by stating that intangible resources, that are dynamic in their nature, are becoming
crucial for companies’ economic success. Knowledge has changed to exist in intellectual
assets rather than physical ones, says Peters (1994). Hansen et al. (1999) emphasize that
managers should focus on learning how to manage existing knowledge instead of focusing
on knowledge that is behind the success of the company. Wernerfelt (1984) defines resources

as anything that acts as a strength or the weakness of the specific organization or its activities.
In this chapter, the resource-based view is discussed along with its extensions.
2.1 Resource-based view

Penrose (1959) defines resource-based view (RBV) as strategic leadership theory that aims
to explain the success of the organization from the resource point of view. It is a theoretical
framework aiming to understand how organizations gain and sustain competitive advantage
over time through acquisition and control over resources (Eisenhardt & Martin, 2000).

Resource-based view states that organizations resources and capabilities are its most
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valuable attributes in competitive environments, that should steer strategic decision making.
The theory relies on generation of competitive advantage and activities that are valued by
the customers (Porter & Millar, 1985). Through utilization of resources, the organization
executes its strategy, that improves its efficiency and leverage. The theory relies on
organization’s ability to create value-adding processes and deliverables (Mele, Colurcio &
Russo Spena, 2014).

According to the RBV (Wernerfelt, 1984; Prahalad and Hamel, 1990; Barney, 1991; Hall,
1992), strategic assets and core competencies are what define the uniqueness of any
company. Core competencies, relationships, capabilities and assets are seen as elements of
RBYV, supporting the process of building competitive advantage over time. (Kogut & Zander,
1992; Christensen, 1996). The aforementioned factors nurture each other and provide
opportunities for exploiting synergies (Russo Spena et al., 2010). Relationships enable
competitive advantage for a company over its competitors (Kogut & Zander, 1992). Close
collaboration enables the use of external resources (Barney, 1991; Penrose, 1959). RBV
states that companies should be able to adapt over time as the competitive advantage once
acquired will diminish due to competitors starting to imitate the value-adding resources or
deliverables (Doherty & Terry, 2013).

Core competency can be seen as the vital capacity that enables the organization to deliver
value for their customers. Core competencies can be seen as the knowledge base of the
company that is realized in effective use of resources and relationships. Ability to exploit
existing knowledge, technologies, networks and relationships is a competitive advantage
generating competence (Kandampully, 2002). Core capacity is defined by improving,
combining and complementing the resources, including knowledge, networks, technologies
and relationships, in a way that it supports the value creation purpose (Prahalad & Hamal,
1990; Kandampully, 2002).

Capabilities are one of the basic elements of RBV (Lintukangas & Ké&hkonen, 2010).
Capabilities can be defined as needed skills, knowledge and abilities of the company to
deliver a certain function or process (Hafeez & Essmail, 2007). On individual level
capabilities are skills or characteristics needed to perform an activity, while on
organizational level capabilities refer to the capability to be efficient in performing the
activity (Hafeez & Abdelmeuid, 2003). Capabilities are considered as the company’s ability

to exploit, deploy and combine resources by using organizational processes to achieve
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targets (Amit & Schoemaker, 1993; Foss & Eriksen, 1995; Makadok, 2001). Capability is
the company’s ability to perform coordinated activities by utilizing organizational resources
to achieve the desired results (Helfat & Peteraf, 2003). The synergetic blend of the strategic
resources is the basis for the strategic capital of the company (Amit and Schoemaker, 1993;
Peteraf, 1993), which is a prevailing source of competitive advantage. Capabilities can
therefore be defined as processes of development and carriage of resources (Amit &
Schoemaker, 1993), that enable the resources to interact with each other (Barney, 1991).
Capabilities are seen as vital determinants of overall performance level and profitability
(Amit & Zott, 2001). Core competencies are results of collective learning processes and
manifested in business processes and activities. They are strategically flexible and dynamic
in their nature, and an integral part of organizational learning and competence building

processes. Core competencies contribute to success of the business. (Hafeez et al., 2002.)

As in resources, competencies can be divided into tangible and intangible assets of the
company (Hafeez & Essmail, 2007). Intangible competences are critical for value creation
and value-adding activities of the company (Gafeez & Abdelmeguid, 2003). Companies
differentiate from competition by their unique competencies, capabilities and resources, and
therefore creating linkages to external resources supports building competitive advantage
(Penrose, 1959; Barney, 1991; Gulati, 1998). Company’s capability to ensure the continuity
of the supply of the needed resources can explain its long-term survival to some extent
(Lintukangas, 2010). Barney and Clark (2007) introduce that resources can lead to a
competitive disadvantage when not exploited properly. Resources alone are not seen to
provide competitive advantage but the very capabilities to exploit them (Grant, 1991) and
combine them with each other in a value-adding way (Harrison & Hakanson, 2006). This
supports the statement that acquiring and controlling resources is not sufficient alone, as the
effective combination integration and exploitation is the value creating factor (Warnier et
al., 2013).

In supply chain and supplier relationship management context, management skills are seen
as personal traits (Giunipero and Pearcy, 2000; Faes et al., 2001) and technical knowledge
(Carr and Smeltzer, 2000). Management practices are internal observable activities that can
be measured, while management competence is a hidden capability to structure, develop and
manage the supply base in line with business priorities (Das & Narasimhan, 2000).
Lintukangas and Kahkonen (2010) define capability of supplier relationship management to
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be the organization's capacity and ability to manage its suppliers and perform its internal
activities and responsibilities related to supplier relations in order to achieve the desired

outcomes.

In harnessing and combination of resources, technology has provided new opportunities.
Technological development enables organizations to create value through innovations and
via interacting with their customers, suppliers and each other. Innovations require new
knowledge which supports in adaptation of new technologies. The actual value of a resource
iIs reliant on the knowledge and information the organization holds at the time, being the
base for any activity aimed to add. Value of the resource can adopt and change over time,
and in the future the resource could be valued differently. (Kandampully, 2002; Peters, 1994)
Porter (1985) describes companies as sets of technologies embodied in knowledge and
information, which deliver and translate into products or services. Kandampully (2002)
divides resources into three segments: knowledge, technology and networks. Technology is
the driver and enabler for expanding organizational competencies and capabilities
(Kandampully, 2002).

2.2 Extended resource-based view

Barney (1991) defines four variables for resources that deliver competitive advantage:
companies should look for “VRIN” resources, that stands for valuable, rare, inimitable and
non-substitutable. Barney (1991) defines value of the resources as the first criteria for
delivering competitive advantage. In order to be valuable, resource should be able to utilize
possibilities within the environment and mitigate threats. Uniqueness of resources leads into
competitive advantage. Core competencies are critical for survival of the company as they
deliver value for customers (Prahalad & Hamel, 1990). Identification of “VRIN” resources
is an effective method for identifying and forming core competencies, increasing the
likelihood for building competitive advantage. (Dobrzykowski et al. 2010; Barney, 1991;
Mishra, 2017.) Peteraf (1993) supports the previous by introducing four variables that should
be covered in order for the resource to act as a driver for sustainable competitive advantage.
These variables are heterogeneity, imperfect mobility, ex post and ex ante limits to
competition. Heterogeneity provides the company increased profits and therefore
heterogeneous resources are as such valuable for the company (Peteraf, 1993).
Heterogeneously refers to rareness of the resource too, which is a pre-condition for provision

of competitive advantage. If the resource is not rare, it cannot form a base for competitive
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advantage as competitors have access to it. (Barney, 1991; Peteraf, 1993.) Such
heterogeneous resources are personnel and knowledge-based resources (Peteraf, 1993).
Strategic resources are not easy to imitate when related to inter-organizational processes
(Warnier et al. 2013). Imperfect mobility refers to resources that can be sourced from the
market but are more valuable for companies who have control over them. Such resources are
heavily linked to a certain company, its business model and other resources of the company.
Imperfect mobility can also refer to extremely high transaction costs when transferred from
one company to another. (Peteraf 1993.) Dyer and Singh (1998) identify isolating
mechanisms that preserve the relational rents generated through effective inter-
organizational collaboration: (1) inter-organizational asset connectedness, (2) partner
scarcity, (3) resource indivisibility (co-evolution of capabilities) and (4) the institutional

environment.

Ex ante limits to competition follow from having preferential and asymmetric information
about the future value of resources controlled, and such advantage may be static in its nature
and may not lend itself to the cultivation of future rent-generation opportunities
(Kraaijenbrink et al. 2010). Ex post limits to competition are related to heterogeneity of the
resources and refer to creating limitations to competition over the same customers and
returns, and therefore maintaining competitive advantage in the long term (Peteraf 1993).
Through ex post limits to competition, companies are able to increase the productivity of
productivity of the resources they have acquired and protect them from imitation through
isolation mechanisms. (Kraaijenbrink et al. 2010.) Resource features that support the
creation of ex post limits to competition include inimitability and non-substitutability, that
Barney (1991) too recognizes. (Peteraf, 1993.) Historical conditions, causal ambiguity and
social complexity make resource inimitable and non-substitutable. Inimitability and non-
substitutability refer to high cost and effort should a competitor pursue similar resource.
Resources that were developed over long time span or due to historical events are harder to
imitate. such as recognized brands or corporate image. Valuable resources could have been
acquired a long time ago when they were easily accessible or inexpensive, such as central
location of the facility. (Barney, 1991) Warnier et al. (2013) complete the previous by stating
that strategic resources may be available on the market, but their availability in terms of price
can make them impossible to acquire for most companies. Strategic resources are well
available for the companies who can acquire and generate them in the most profitable way.

Therefore, even strategic resources can be available for imitation or in the market, but access
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to them is dependent on company’s actual possibilities to generate and acquire them.
(Warnier et al., 2013) Causal ambiguity refers to difficulty to identify cause and effect
relationship between particular resources and generation of competitive advantage. Social
complexity refers to resources being based on specific development process that is
inimitable, organization culture or interpersonal relationships. Example of this would be
capabilities built on silent knowledge and knowhow, that are developed through
collaboration and learning within the organization. (Barney, 1991) Procurement
organizations, supply management systems and inter-organizational relationships are not
identical among companies and are difficult for competitors to imitate. These factors
improve capabilities of both companies engaged in supply relationship. Therefore, such
resources enable organizations to generate sustainable competitive advantage along with
above normal returns on their investments in the specific marketspace, positively impacting

on business performance. (Yeung, 2008.)

Resources should fit into the organization’s processes and business model. If this criterion
is not met, organization will most likely not be able to utilize the resource in generation of
competitive advantage. (Barney, 1991.) Strategic alignment is required between the
resources that have positive correlation with performance of the organization. Strategic
resources should be evaluated, analyzed, verified, combined and assisted with proper toolset
and practices to follow up their exploitation. (Battagello et al., 2016). Dynamics of the way
the competitive advantage is created within the company, financial performance and track
record of a certain resource can be difficult to explain and verify through financial reporting
and managerial accounting, as financial performance is based on how resources are exploited
and combined with each other, Battagello et al. (2010) argue. Strategic resources should be
effectively audited, and in order to be consistent and not detached from business reality, the
audit process should involve estimating the business performance driven by strategic assets,

and intangible ones in particular (Battagello et al. 2010).

RBV emphasizes strategic VRIN resources (Foss & Ishikawa, 2007), as introduced earlier.
Despite the focus on VRIN resources, it is important to note that there are general resources
needed for the functioning of the organization, although they are not used to gain competitive
advantage nor create value in the market (Barney, 1991). Lockett et al. (2008) support the
statement by arguing that lack of recognition for versatile resource types can be seen in the
RBV context. Majority of the literature based on RBV does not address inter-firm
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relationships, such as relationships between companies and their suppliers. Several
extensions on the generical RBV have been proposed due to this dissatisfaction with a solely
company-internal resource perspective. These extensions allow suppliers to be regarded as

part of a company’s external resource base. (Steinle & Schiele, 2008.)

Extended resource-based theory is proposed with an emphasis on the importance of the non-
strategic “ordinary resources” and “junk resources” utilized by organizations, that are left
out from the general RBV perception (Warnier et al., 2013). As VRIN resources exist within
organizations that possess competitive advantage, there is not much research on all the other
resources of the organizations who are not in such position. Strategic resources are rare yet
studied more than any other type of resources. Vast majority of the companies does not
possess superior competitive advantage nor strategic resources, and therefore certain
criticism should be addressed to the primarily importance of VRIN resources. Consideration
should also be extended to include the productivity expectations, the price and the actual

productivity of the resource. (Warnier et al., 2013.)

Warnier et al. (2013) divide resources into three categories; strategic resources, ordinary
resources and junk resources. Strategic resources are vital for gaining and maintaining
sustainable competitive advantage and higher performance level. Strategic resources are
considered to have positive impact on performance and their expected return on investment
(ROI) in terms of productivity is high. Warnier et al. (2013) consider ordinary resources as
neutral from the performance level point of view, and junk resources having potentially
negative impact on performance. Although strategic resources are drivers for competitive
advantage, the other two can also provide temporary advantage for the company (Warnier et
al., 2013).

Companies that possess competitive advantage through VRIN resources in most cases have
control over ordinary resources too. Ordinary resources are common, frequently used and
easily available for most companies in the market because of their neutral performance
impact. Their ROl in terms of productivity is equal to their cost in the market and therefore
generally does not lead to competitive advantage. From company operations perspective
ordinary resources are important. Sometimes the portion of ordinary resources is even higher
than the portion of VRIN resources. Lack of ordinary resources can lead into great

disadvantage for the company and disable value-creating processes. (Warnier et al., 2013.)
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Junk resources are generally ignored as they are not considered as valuable and may have a
negative impact on the company performance with negative ROI in terms of productivity
compared to their cost. Such resources may even harm value creation processes. (Warnier et
al., 2013.) West and DeCastro (2001) introduce the concepts of resources weakness and
distinctive inadequacies, meaning the inability to leverage and extend a particular set of
resources, or the possession of the wrong kinds of resources, to the discussion. They support
the criticism towards more simplified views that focus solely on the strength factors and
overlook equally important insights related to competitive advantage arising from the
weakness factors. Although company operations would be flowing as planned, it does not
mean that significant value would not be destroyed in the process. Therefore, the presence
of resource weakness and distinctive inadequacy are valuable to a company to identify and
understand, so preventive actions can be taken against these factors that can harm the
creation or sustainability of the competitive advantage. Resources weakness and distinctive
inadequacies can be important to acknowledge in the mitigation of erosion of existing
advantage and management of the possible inability to gain advantage. As the ability to
identify, organize, and coordinate resources and capabilities is believed to be critical for
company success, so is the ability to identify and coordinate actions to mitigate resource
weaknesses. It is also important to acknowledge, that companies might not fully understand
the reasons for loss of advantage or inability to gain advantage, as long as one set of abilities
is not complemented by the other. (West & DeCastro, 2001.)

Junk resources are well available at low cost. In most cases they are unable to deliver
competitive advantage. Companies are trying to get rid of their junk resources. Despite the
fact that junk resources are not viewed as beneficial, even the most competitive companies
have them. Ordinary resources may become junk resources through changes in technologies,
market situation or competition. Vice versa, entrepreneurs may become interested in junk
resources if they possess an ability to create something valuable out of them and turn them

into ordinary or strategic resources. (Warnier et al., 2013.)

Kraaijenbrink et al. (2010) criticize the RBV’s high emphasis on VRIN resources, and state
that VRIN criteria is not always necessary nor sufficient to explain how company acquires
sustainable competitive advantage. Warnier et al. (2013) argue that none of the three
resource types, strategic resources, ordinary resources and junk resources, should be

underestimated or ignored as the combination of the resources is a way to value creation.
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Performance level of the company may be explained through utilization and combination of
different types of resources, of which together may become more valuable than alone as
seemingly unvalued and undesired resources (Warnier et al., 2013.) Kraaijenbrink et al.
(2010) state that RBV does not consider the synergies within resources as source of
sustainable competitive advantage or how different types of resources may contribute to
competitive advantage in different ways. Although RBV recognizes different types of
resources, it treats them all in the same way. Kraaijenbrink et al. (2010) suggest to amend
the perception of RBV to cover differences among resource ownerships and types of
resources, including static, dynamic, tangible, intangible, financial, human, technological,

deployed, in reserve, perishable and nonperishable.

Complementary resources along with capabilities support value creation, state Amit and Zott
(2001). Barney and Clark (2007) argue that complementary resources are critical for the
companies to operate even though they do not directly support building competitive
advantage and might have even negative impact on value at times. Company does not control
complementary or potential resources but has access to them. The action of transforming
complementary or potential resources into benefit is called value creation. (Lusch, Vargo &
Wessels, 2008.) Bowman and Ambrosini (2000) introduce three concepts of value that are
not considered in RBV: perceived use value (the perception of value by a customer), total
monetary value (the amount of money a customer is prepated to pay), and exchange value
(what is actually paid). Value of resources can appear a priori, by assessing value at the
moment of resource selection, whereas the value of capabilities appears only post hoc, after

resources are deployed (Makadok, 2001).

There is a shift in focus from internal resources to external resources to maintain competitive
edge on market environments (Zhang & Chen, 2008). Companies should operate closely
with other market actors to gain the access to external resources and competencies
(Wernerfelt, 1984). External resources are seen as critical as companies can no longer build
competitive advantage, create value or meet the ever-increasing needs and expectations of
the customers on their own (van der Valk & Wynstra, 2005). Companies differentiate from
their competitors by their unique resources, capabilities and competencies, and therefore,
gaining access to differentiated resources facilitates generation of competitive advantage.
Collaboration enables the access, that in other circumstances would be unavailable.
(Penrose,1959; Barney, 1991; Gulati, 1998).
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According to Granovetter (1985), knowledge-based resources can be defined as resources,
including non-economic characteristics, such as status, power and sociability. Through
exchange of knowledge-based resources, companies can improve their power position in the
market. Therefore, the importance of social capital should not be neglected as an important
dimension of resources, as it consists the available network assets and acts as a funnel
through which resources become available. (Nahapiet & Ghoshal, 1998; Burt, 1992.) Low
social capital of the company may lead to weakening of its relationships, resulting in no

advantage or effect in the market (\Vainio, 2005).

Company may choose to seek advantage by creating assets that are specialized in relation to
the assets of its supplier (Klein et al. 1978). Three types of asset specificity can be identified:
(1) site specificity, (2) physical asset specificity and (3) human asset specificity (Williamson,
1985). Site specificity stands for situation where successive production stages that are
immobile in their nature are located in each other’s vicinity (Dyer & Singh 1998). Site
specific investments can reduce transportation, inventory and coordination costs (Dyer
1996). Physical asset specificity stands for transaction-specific capital investments, such as
customized equipment, that tailor processes to fit to certain exchange partners (Dyer & Singh
1998). It allows product differentiation and can improve product quality by improving its fit
or integrity (Clark & Fujimoto, 1991; Nishiguchi). Human asset specificity stands for
transaction-specific know-how generated through learning within long-term relationships
(Dyer & Singh, 1998). Specialized knowledge and capabilities increase as supply partners
gain experience on working together and share specialized information and know-how,
(Dyer & Singh, 1998) allowing them to communicate efficiently and effectively which
reduces misunderstandings and errors resulting in increased quality and speed to market
(Asanuma, 1989; Dyer 1996). Companies with experience on collaboration can be found to
be more desirable partners and likely to generate value in relationships (Gulati, 1995;
Mitchell & Singh, 1996). This leads to the next chapter, that discusses sustainable

competitive advantage.
2.3 Competitive advantage

Competitive advantage is gained through the strategic deployment of resources, capabilities
and/or competencies. In order to attain competitive advantage, company must tactically
maneuver and exploit the forces driving market dynamics. (Hafeez et al., 2002). Utilizing

internal and external resources in the most efficient way through cooperation is obligatory
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for long-term success. (Kandampully, 2002) Ability to exploit existing knowledge,
technologies, networks and relationships supports generation of competitive advantage
(Kandampully, 2002). Building and maintaining fruitful supplier relationships has become
crucial to companies to remain competitive in the market (Prajogo et al. 2010). Therefore,
when sourcing and purchasing is managed strategically, it becomes a value adding resource
to the company (Carr & Pearson, 1999) and for meeting the needs of their customers via use
of external resources (van der Valk & Wynstra, 2005). Companies must learn from other
companies and adapt their resources to create value and achieve competitive advantage
(Grant & Baden-Fuller, 2004). The variety of strategic resources enables competitive
advantage to be gained (Amit and Schoemaker, 1993).

Sources of competitive advantage can be ordered based on their durability. Supply
advantages, as part of market-based advantages, often represent low durability. Demand
advantages with certain economies of scale can lead into strong entry barriers to market.
Peteraf (1993) and Maury (2018) mention position that is secured through government-aided
protection and regulation as one of features that make resources unique and inimitable, such
as the licenses, trademarks, intellectual property and patent rights. The result of entry barriers
is reflected in firm profitability persistence and market share stability (Greenwald & Kahn,
2005). The lower competition experienced by companies operating within markets secured
by barriers results in higher market share stability and profitability. The ability to defend
ones market share from competitors over time can be regarded as a measure of a sustainable

competitive advantage. (Maury, 2018.)

The outcome of competitive advantage is more straightforward to assess than the sources of
the competitive advantages (Maury, 2018). Outcomes of sustained competitive advantage
can be defined by long term profitability and above average performance in the long run
(Porter, 1985). Company is seen to have competitive advantage over its competitors when it
can create more economic value (Maury, 2018). Sustainable competitive advantage is
achieved by companies with superior access to technological resources and capabilities,
while strong market positions can translate into temporary competitive advantages. It is
possible to achieve sustainable competitive advantages measured by sustained superior

performance yet it is very rare. (Maury, 2018.)

Barney (1991) defines the of competitive advantage as a results of a company implementing

value-creating strategy that no other current or potential competitor is simultaneously
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implementing. According to Dyer & Singh (1998), companies must do something
specialized or unique to develop a competitive advantage. Porter (1985) identifies three
generic strategies companies can utilize in competitive environments, including cost
leadership, differentiation and focus strategies, created to enhance and achieve competitive
advantage over competitors. Cost leadership is a company’s ability to provide a product or
service at a lower cost than its competitors, providing price value for its customers via
transfer of cost benefit to them. If the company is able to provide the same specifications
and quality product but sell it for a lower price, this gives the company a competitive
advantage over its peers. Lower material, labor, manufacturing and facility costs result in
higher profits as companies are still making reasonable profit. Differentiation is when
company’s products or services are different and stand out from the competition, including
higher quality and other benefits that increase the customers’ willingness to pay extra. Strong
research, development and design thinking will be needed to create innovative and value-
adding products and services. (Porter 1985.) According to the RBV (Wernerfelt, 1984;
Prahalad and Hamel, 1990; Barney, 1991; Hall, 1992) the intellectual capital is a critical
source of competitive advantage as its components represent a cornerstone of a concept of
strategic resource (Amit and Schoemaker, 1993; Peteraf, 1993; Barney et al., 2001). Focus
strategy is aimed to target fewer markets rather than pleasing the wider audience, used often
by small businesses with limited resources and need to focus their efforts in a serving the
needs of a certain niche. Focus strategy can be called segmentation strategy, as it includes
identification of segments based on their demographic, behavioural and physical elements.
According to Porter, as the segmentation has been conducted, the company should decide to
take the differentiation or cost leadership approach as focus strategy alone will not result in
sustainable long-term success. Porter highlights the importance of choosing a clear strategy,
as executing several strategies will likely result in incomplete implementation and will not

deliver competitive advantage. (Porter 1985.)

The literature on the competitive advantage theories (Porter, 1980; Prahalad and Hamel,
1990; Barney, 1991; Grant, 1991; Peteraf, 1993) indicates that the target of reaching the
highest business performance includes the development of effective strategic measures. The
selection of such factors may guide companies towards excellent economic results mirrored
to their competitors and, eventually, drive value creation. The assessment of strategic capital

should be primarily based on the identification and categorization of the factors that have
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the ability to drive competitive advantage through improvements in value adding processes.
(Battagello, 2016.)

Several studies connect competitive advantage arising from the assembly and exploitation
of resources, capabilities and competences (Prahalad and Hamel, 1990; Grant, 1991, Teece
et al., 1997; Eisenhardt and Martin, 2000; Medcof, 2001; Kandampully, 2002). Medcof
(2001) argues that competitive advantage generates from having control over resources that
are unique and create value, which ultimately translates as high levels of performance and
success. West and Decastro (2001) introduce the importance of dynamic processes
facilitated by management, as managerial abilities are a critical element in developing
competitive advantage and understanding how the company could attain growth and

competitive position (Penrose, 1959).

Prahalad and Krishnan (2008) state that traditional sources of advantage, including access to
capital, raw materials, technology or physical location, will lose their importance because
accessing them is becoming easier for the competitors. Kogut and Zander (1992) argue that
competitive advantage arises to the extent that managers create higher order organizing
principles. Such principles should be implemented to the assembly and integration of
resources (West & DeCastro, 2001.). Company management should identify and evaluate
resources (Barney, 1991), and carefully assess which resources to utilize and how (Prahalad
and Hamel, 1990). Competitive advantage will depend on a company’s approach to business
processes that can seamlessly connect resources to end users, and that can manage the
increasing need for efficiency and flexibility, Prahalad and Krishnan (2008) continue. Stalk
et al. (1992) argue that success in the market is dependant on transforming the company's
key processes into strategic capabilities that enable consistent and superior provision of

value.

It has been recognized for decades that supply management and sourcing decisions have an
impact on company performance (Carter and Narasimhan, 1996), and that impact on has
increased remarkably in addition to the recognition given to the strategic importance of the
function (Carr and Smeltzer, 1997, Yeung, 2008). Lewis (1995) argues that competitive
advantage does not appear only within company internal capabilities but more in the
relationships and connections it has with external organizations. Carr and Smeltzer (2000)
state that strategic supply management influences on financial performance positively, and

therefore, capabilities related to supply management impact on business performance
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(Tracey et al., 2005). According to Kraaijenbrink et al. (2010), company has sustainable
competitive advantage only when it controls resources that have higher future value and
access to such resources is limited for its competitors. No company exists without
sustainable competitive advantage, which refers to the correlation between resources
deployed and the outcome necessary to overrule transaction costs, frictions and efficiencies.
Therefore, the organizational capability to sustain competitive advantage can be linked to

professional management of supply and supplier relationships.

Itis increasingly important to understand and recognize inter-organizational relationships as
drivers for competitive advantage (Dyer & Singh, 1998). Building successful buyer—supplier
relationship is critical for attaining competitive advantage as it enables the benefits that are
unlikely to arise from transactional relationships (Rajendran et al., 2012). When parties are
willing to make relation specific investments and combine resources in unique ways,
productivity benefits are possible in the value chain (Williamson, 1985; Asanuma, 1989:
Dyer, 1996). Companies who combine their resources in unigque ways may generate
relational rents and competitive advantages over their competitors who are unable or
unwilling to do so (Dyer & Singh, 1998).

Dyer and Singh (1998) recognize potential sources of interorganizational competitive
advantage: (1) relation-specific assets, (2) knowledge sharing routines, (3) complementary
resources/capabilities, and (4) effective governance. The aforementioned can be categorized
as determinants of relational rents. Relational rents can be defined as profit in an exchange
relationship, that is jointly generated through idiosyncratic contributions of the specific
relationship, and cannot be achieved in isolation (Dyer & Singh, 1998). Sub-processes
facilitating such relational rents are (1a) duration of safeguards and (1b) volume of interfirm
transactions, (2a) partner-specific absorptive capacity and (2b) incentives to encourage
transparency and discourage free riding, (3a) ability to identify and evaluate potential
complementarities and (3b) role of organizational complementarities to access benefits of
strategic resource complementarity, (4a) ability to employ self-enforcement rather than third
party enforcement governance mechanisms and (4b) ability to employee informal versus

formal self-enforcement governance mechanisms. (Dyer & Singh, 1998.)

Yeung (2008) argues that it will be difficult for companies to develop a close and interactive
buyer—supplier relationship under traditional, market-based mechanisms. Arm's-length

market relationships on the other hand, can be characterized having (1) nonspecific asset
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investments, (2) minimal information exchange, (3) separable technological and functional
systems within each firm that are characterized by low levels of interdependence (i.e., no
joint product development through multifunctional interfaces), and (4) low transaction costs
and minimal investment in governance mechanisms (Williamson, 1985, cited in Dyer &
Singh, 1998). Under market relationship conditions it is easy to change a supplier with little
penalty as other suppliers provide virtually identical products and services. Therefore, arm's-
length market relationships are not rare or difficult to imitate. Such relationships are
incapable of creating relational rents as there is nothing idiosyncratic about the exchange
relationship that enables the parties to generate profits above what other seller-buyer
combinations could generate. The only advantage companies can achieve in arm’s length
relationships is differential advantage if the buyer holds a greater bargaining power. (Dyer
& Singh, 1998.)

Thus, Dyer and Singh (1998) propose that supplier relationships generate competitive
advantages only as they move away from the characteristics of market relationships. Watts
etal. (1992, cited in Carr & Pearson 1999) argue that competitive, short-term profit-oriented
approach to supplier management is not in line with the strategic long-term planning process
of a focal company, and for that reason higher focus is needed on establishing more
collaborative and strategically managed relationships. It is important to onboard and engage
suppliers into mutual targets and desired outcomes. The competitive advantages of supplier
relationships seem to fall into four categories: (1) investments in relation-specific assets; (2)
substantial knowledge exchange, including the exchange of knowledge that results in joint
learning; (3) the combining of complementary, but scarce, resources or capabilities through
cross-functional interfaces, which results in the co-creation of unique products, services, or
technologies; and (4) lower transaction costs than competitor alliances, owing to more
effective governance mechanisms (Dyer & Singh, 1998).

Lintukangas (2010) sums up, that company’s capability to ensure the continuity of the supply
of the needed resources can explain its long-term survival to some extent. In other words,
strategic supplier relationship management is an effective process to support business
continuum and profitability. An average of 50-80% of the total costs of the company is
allocated into purchased products and services (PwC, 2013; Prajogo et al., 2010).
Considering this, the meaning and importance of SRM is discussed in detail in the following

chapters.
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3. SUPPLIER RELATIONSHIP MANAGEMENT

This chapter has been divided into six parts as described in Figure 3, first one being ‘defining
SRM’, the second one covering motives for practicing SRM, including benefits and desired
outcomes, the third one covers SRM best practices, with SRM process and supplier
segmentation chapters, the fourth one covers drivers for SRM, including required
competencies as enables of SRM, the fifth one covers challenges and barriers for SRM, , and

finally, the sixth one covers performance management.

Figure 3: Structure of chapter 3
3.1 Defining SRM

Hughes (2008) defines SRM as (1) systematic, enterprise wide assessment of suppliers’
assets and capabilities with respect to overall business strategy; (2) determination of what
activities to engage in with different suppliers; and (3) coordinated planning and execution
of all interactions with suppliers in order to maximize value realized though those
interactions. SRM provides an opportunity to make best use of supply base for competitive
advantage (Schuh et al. 2014). SRM aims for building competitive advantage ecosystem and
to pursue value through growth and innovativeness beyond cost optimization (Schuh et al.
2014; Johnson et al., 2004). The innovative solutions brought to market drive profit, revenue,
and supply chain and operations cost reduction while securing quality, hence supporting
creation of competitive advantages (Garter Consulting, 2001). Companies face the challenge
of managing imaginative processes and using imagination more efficiently than its
competitors, that enables the company to realize the strategic disjunction between resources
and the unique market and competitive environment in which it operates. Building
competitive advantage therefore includes acquiring, mobilizing, deploying, energizing and
retaining imaginative people. (Kraaijenbrink et al. 2010.) SRM involves several people with
various competencies and skills, who are typically active in different organizational entities

throughout the company (Kaiser & Buxmann, 2011).

SRM includes widening the scope of interaction with key suppliers beyond fulfillment of
transactions to cover joint research and development initiatives, sharing of knowledge and

strategic information about market trends and joint forecasting, to mention. SRM entails
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elimination of interactions that consume remarkable resources but do not deliver value, for
instance creating detailed specifications and instructions for a supplier how to deliver.
(Hughes, 2008.) Therefore, SRM focuses on maximizing the value of supply base by
providing an integrated and holistic set of management tools and methods focused on the
interaction between the parties (Choy et al., 2003). SRM includes engagement of required
capabilities to manage complex interactions, strategically, as part of the overall relationship

steering, rather than through functional silos that involve suppliers (Hughes, 2008).

Schuh et al. (2014) introduce, that SRM includes supplier selection, performance and risk
management, coordination of supplier communication, improvement initiatives that exceed
the contractual commitments and maximizing value across the whole network and
ecosystem. SRM drives supplier behavior, manages the relationships between the company
and its suppliers, and coordinates divisions, functions and activities of the company in
relation of its supply base (Schuh et al.,2014). SRM manages preferred suppliers and finds
new ones while reducing costs, pooling buyer experience, making procurement predictable
and repeatable and extracting the desired outcomes of supplier relationships (Herrmann and
Hodgson, 2001).

SRM enables companies to ensure their joint initiatives are successful by assessing,
managing and developing their supplier relationships (Herrman & Hogson 2001).
Procurement Leaders (2013) conclude that SRM “is the first and foremost an approach used
for engaging with suppliers on a level that reflects the priorities of the customer organization
and how best these needs can be achieved”. Companies need to identify strategy-wise their
most important suppliers, nurture and develop business relations with them, and increase
company competitiveness by utilizing the synergies of mutual business activities
(Lintukangas & Kahkonen, 2010). “SRM should also deliver value for the supplier,

otherwise you will never become a customer of choice”, PwC (2013) advices.

Procurement Leaders (2013) define that SRM is not a software tool to replace real world
management, not an approach limited to development actions only, not a quick-win solution
that can be fully implemented on a short time span, and not something that can be adopted

without an organizational change in mindset.
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3.1.1 Supplier development and collaboration

Organizations are aware that they do not have the resources or the means to finance all their
activities on their own. Companies collaborate with suppliers to gain access to their unique
knowledge, capabilities, talent and ideas, which is one of the key objectives of SRM. Even
the activities that were considered as key contributors to competitive advantage and were
core in-house activities are now qualified for outsourcing, therefore the role of SRM in
sustainable competitive advantage is critical. (PwC, 2013.) SRM focuses on joint value
creation, trust, open dialogue and collaboration with limited number of key suppliers. Krause
et al. (1998) state that SRM focuses on improving relationships and collaboration between
the customer and supplier, creating additional value and profit for several parties. Day et al.
(2008) support the previous by defining SRM as “structured cross-company process that
enhances value capture between customers and suppliers”. These development actions can
be described as efforts to improve the relationship and performance in a measurable way,

Krause et al. (1998) continue.

The key concept in relationship approach is related to the collaboration and sharing of
resources, physical or intangible as well as the aim of gaining competitive advantage through
improvements in product and process redesign, making both companies more efficient in the
supply of the end product (Cousing, 2002). Cooperation between parties leads to increased
sharing of knowledge, information and other resources that may lead to value creation and
achieving advantages over competitors (von Hippel, 1977). Hughes (2008) proposes
collaboration to be defined as companies working together to achieve common objectives,
and/or companies working actively to help each other achieve their individual objectives.
Supplier development can be described as collaboration between the focal company and its
supplier in order to get towards the mutual objectives, improved results and profitability and
greater value-add by developing their collaboration and performance via systematic supplier
development process (Dalvi & Kant 2015; Lambert & Schwieterman 2012). According to
Hughes (2008), deploying the power of collaboration is a result of two major changes: (1)
changing the scope of interactions with key suppliers, and (2) transforming the manner of
interaction into treating the most important suppliers as partners rather than vendors. Yeung
(2008) identifies expectation of relationship continuity and effective buyer—supplier

communication as antecedents to supplier development.
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Hughes (2008) defines attributes of least and most collaborative supplier relationships. The
least collaborative relationships consist of: (1) low level of trust seen as fear of opportunistic
behavior; (2) relatively little information sharing about plans, priorities and capabilities; (3)
focus on maximizing short-term, unilateral value as evidenced by metrics and decision
making, (4) differences in goals, expertise and strategies, that produce friction and
undermine trust; and (5) conflicts are resolved on the basis of who has most leverage from
time to time. The most collaborative relationships consist of: (1) high level of trust seen as
confidence that company’s actions will be fair and take partner interests into account; (2)
high degree of transparency about plans, priorities and capabilities; (3) focus on maximizing
long-term value and ensuring success of the other party; (4) differences are respected and
leveraged as a source of value creation and innovation; and (5) conflicts are resolved on the
basis of merits, and partners seek and apply objective criteria aimed at producing fair and

reasonable outcomes. (Hughes, 2008.)

RBYV states that company should protect rather than share its valuable proprietary know-how
to prevent knowledge spillovers that could eliminate the achieved competitive advantages.
In collaborative relationship, an effective strategic approach may be to systematically share
valuable know-how with suppliers and willingly accept certain knowledge spillover to
competitors, in return for access to the valuable knowledge that underlies in supply base.
The aforementioned strategy is effective only if the expected value of the combined inflows
of knowledge from supply base exceed the expected erosion of advantages due to spillovers.
(Dyer & Singh, 1998.) Regular exchange of resources and knowledge supported with social
capital is the basis for the development of the value co-creating systems (Vainio, 2005).

The expectation of continuity reduces uncertainty for the supplier, which fosters the
investment in relation-specific resources (Dyer & Singh, 1998; Dyer & Hatch, 2006) and
enables planning for the future and extending their strategic innovation orientation
(Bouncken et al., 2007). Trust and commitment is linked to collaboration, and commitment
indicates the desire to maintain a valuable relationship (Primo, 2010). Suppliers will increase
their flexibility in order to achieve mutual goals (Hartley Y Choi, 1996) and contribute to
problem solving in unforeseen situations (Dyer & Chu, 2003). The more willing the
company and its supplier are to invest in the relationship and contribute to collaboration, the

more deeper and mutually-beneficial the relationship becomes (Moeller et al., 2006).
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Understanding different business models significantly improves the possibilities for co-

producing value in supply relationships (Huemer, 2006).

Trust is critical for understanding effective working in supply networks (Pilbeam et al.,
2012) and an essential factor of inter-organizational relationships (Simpson & Power, 2005).
Trust based relationships can drive higher efficiency (Gereffi & Lee, 2016) and facilitate
supplier development, integration and coordination (Caniato et al., 2013). Individual and
closely tied social relationships can overcome the decision-making uncertainty (Primo,
2010) and reduce transaction costs and nurture trust and informal networks that enable flow

of information (Samaranayake, 2005).

The key aim of supplier development is to improve profitability on long-term (Lambert &
Schwieterman 2012). The positive outcomes of supplier development efforts can include
better product availability, lower costs, improved delivery performance and improved
quality. In order to manage development process successfully and focus efforts in areas of
highest potential for improvement, the company should identify key areas for supplier
development, which can include specific suppliers, products, services or relationships.
(Krause et al. 1998.) Close relationships with key suppliers support extensive sharing of

information and joint research and development, processes and products (Ashby, 2016).

Companies that are most successful in collaborating with their suppliers show deeper
understanding on what a good relationship is built on and in particular what is required to
maintain, nurture and sustain such relationship. These companies invest significant amount
of time systematically nurturing and managing their supplier relationships, that includes
building trust, investing in mutual understanding (culturally, operationally and strategically)
and ensuring that the crucial interpersonal interactions that effect on interfirm collaboration
are maintained with commitment to fair business practices, respect towards the other and

joint problem resolution. (Hughes, 2008.)

3.2 Motives for SRM

Securing value-adding product offering and availability for the end customer has become a
challenging task to succeed in due to fluctuations in demand and supply, material scarcity
and seller preferences. Changes in business environments have become more difficult to
forecast due to the globalization of demand and supply markets, increasing customer and

consumer expectations, shorter product lifecycles, cost pressure and pressure to behave like
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a good corporate citizen (PwC, 2013). Through SRM, companies aim to manage fluctuations
through integrated forecasting and planning, hedging, substitution and simplification of
products. Objectives to initiate and embrace SRM include potential to leverage supplier
capabilities, deliver cost efficiencies, improve supply chain security and reduce supply risks,
become the key customer for the supplier, improve supplier relationships, guarantee
compliance and sustainability in sourcing, increase responsiveness of the supply chain, and

manage and better forecast price changes. (PwC, 2013.)

SRM allows sourcing function to operate at a strategic level and generates value add in terms
of efficiency, productivity and innovativeness by managing the relationship in a cooperative
way and facilitating closer key partner relationships (CIPS, 2018). Increase of innovative
power, reduced working capital, reputational damage mitigation, closed-loop supply chain
management, shorter time-to-market, improved supplier service level and product quality
were identified as additional objectives (PwC, 2013). Lambert and Schwieterman (2012)
summarize that the objective of SRM is to “identify key product and service components,
provide criteria for segmenting suppliers, provide supplier teams with guidelines for
customizing the product and service offering, develop a framework of metrics, and provide

guidelines for sharing process improvement benefits with suppliers”.

Procurement Leaders (2013) mention reduction of total costs, developed value-added
capabilities, increased ability to differentiate, managing suppliers as carefully as managing
oneself and becoming a customer of choice to supply market as objectives of SRM, among
other. A company has a customer of choice status with its supplier, if the supplier offers the
buyer preferential resource allocation. Being a preferred customer results in receiving better
treatment than others. The supplier may offer innovations, dedicate employees to new
product development, customize products according to the customer specifications, or enter
into an exclusivity agreement. The supplier might also provide privileged treatment in the
event of supply disruptions and if bottlenecks occur due to constraints in production
capacity. This is an advantage when a company competes of a valuable supplier for its

attention and resource allocation. (Steinle & Schiele, 2008.)
3.2.1 Benefits and desired outcomes

Versatile benefits and desired outcomes for initiating SRM can be identified throughout the

literature, which are listed in Table 1 below.



Table 1: Benefits of SRM

Benefit

Continuous supplier evaluation and performance improvement,
continuous assessment and improvement of SRM activities
Higher profitability, increased revenue, business continuum.

Facilitation of investments into relationship

Minimization of transaction costs (incl. cost of sourcing, new
supplier evaluation & selection, contract negotiation &
management or the cost of in-house operations or ownership)
Improved financial/cost performance, higher ROI

Cost savings (incl. cost of materials and components, lower
process costs)

Improved knowledge sharing and information flow, information
processing quality, quantity and speed

Access to unique capabilities, materials, resources, knowledge,
talent, technologies, and more sustainable products
Leveraging scale with suppliers

Increased trust between parties, reduced risk of opportunistic
behavior, loyalty

Improved coordination, improved communication with the
suppliers

Higher level of collaboration

Improvement in capabilities
Higher likelihood for or access to innovations

Improved visibility, estimation and planning Improved logistics
integration
Reduced inventory levels

Improved on-time delivery

Competitive advantage

Increased value creation

Orientation towards meeting strategic goals, establishing of
partnering strategies
Increased market share

Access to new markets and products

Improved product availability and offering

Increased responsiveness

Improved flexibility and ability to meet customer demand by
rapid product cycles and new product introduction

Improved performance/efficiency, increased supply chain
performance

Elimination of non-value adding activities, next-generation
architecture covering multi-enterprise processes

Increased success rate of projects

Shorter production cycle times

Higher operational efficiency, performance and timeliness in
terms of product availability, better delivery speed, on-time
deliveries and enhanced reliability
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Source
Dalvi & Kant, 2015

Melody et al 2002; Herrman & Hogson, 2001; Nokkentved, 2007;
Lintukangas, 2010
Dyer & Chu, 2000, cited in Hartmann et al., 2001

Dyer & Chu, 2000, cited in Hartmann et al., 2001; Carr & Pearson,
1999; Nokkentved, 2017

Prajogo et al. 2010; Carr & Pearson, 1999; Melody et al., 2002

Herrman & Hogson, 2001; Nokkentved, 2007; Dalvi & Kant, 2015;
PwC, 2013; Yeung, 2008

Herrman & Hogson, 2001; Dyer & Chu, 2000, cited in Hartmann et
al., 2001; Carr & Pearson 1999; Pradhan & Routroy, 2013, cited in
Dalvi & Kant 2015; Li et al., 2012, cited in Dalvi & Kant 2015;
Chan & Kumar 2007, cited in Dalvi & Kant, 2015; Nokkentved,
2007

PwC, 2013; Dalvi & Kant, 2015; Prajogo et al. 2010

Herrman & Hogson, 2001;

Carr & Pearson 1999; Pradhan & Routroy, 2013, cited in Dalvi &
Kant 2015; Li et al., 2012, cited in Dalvi & Kant 2015; Chan &
Kumar 2007, cited in Dalvi & Kant, 2015; Melody et al. 2002;
Martin & Grbac, 2003

Carr & Pearson 1999; Pradhan & Routroy, 2013, cited in Dalvi &
Kant 2015; Li et al., 2012, cited in Dalvi & Kant 2015; Chan &
Kumar 2007, cited in Dalvi & Kant, 2015; Gunasekaran et al. 2001,
cited in Melody et al. 2002; Herrman & Hogson 2001
Nokkentved, 2007; Gunasekaran et al. 2001, cited in Melody et al.
2002; Herrman & Hogson 2001

Dalvi & Kant, 2015

PwC, 2013; Dalvi & Kant, 2015; Prajogo et al. 2010

Gunasekaran et al. 2001, cited in Melody et al. 2002; Herrman &
Hogson 2001; Prajogo et al. 2010
Herrman & Hogson, 2001; Nokkentved, 2007; PwC, 2013

Dalvi & Kant, 2015; PwC, 2013; Yeung, 2008; Prajogo et al., 2010

Herrman & Hogson, 2001; Nokkentved, 2007; Dalvi & Kant 2015,
Choy et al., 2007; PwC, 2013; Dyer & Chu, 2000, cited in
Hartmann et al., 2001; Yeung, 2008;

Huemer, 2006; Day et al., 2008; Hughes, 2008; Kahkonen &
Lintukangas, 2012; Zhang & Chen 2008, cited in Lintukangas 2010
Dalvi & Kant, 2015

Herrman & Hogson, 2001; Nokkentved, 2007
Dalvi & Kant, 2015; PwC, 2013

Liker & Choi 2004, cited in Dalvi & Kant, 2015; PwC 2013,;
Prajogo et al. 2010

Liker & Choi 2004, cited in Dalvi & Kant, 2015; PwC 2013,;
Krause and Ellram, 1997, cited in Dalvi & Kant 2015; Prajogo et al.
2010; Larson & Kulchitsky, 2000; Martin & Grbac, 2003

Prajogo et al. 2010; Herrman & Hogson, 2001; Nokkentved, 2007;
Choy et al, 2003; PwC, 2013; Gunasekaran et al. 2001, cited in
Melody et al. 2002; Herrman & Hogson 2001

Herrman & Hogson, 2001; Dalvi & Kant, 2015; PwC, 2013; Yeung,
2008; Prajogo et al. 2010

Herrman & Hogson, 2001; Choy et al., 2003

Sjoerdsma & van Weele, 2015
Herrman & Hogson, 2001; Nokkentved, 2007, Yeung, 2008

Yeung, 2008; Prajogo et al. 2010; Larson & Kulchitsky, 2000;
Martin & Grbac, 2003; PwC, 2013



Benefit
More efficient, streamlined processes

Improved quality of services and products, improved supplier
outcomes
Increased customer satisfaction, improved custromer service

Corporate responsibility, sustainability, environmental
efficiency in products and processes

Mitigation of effects of quality issues, product defects,
engineering changes, non-compliances in service provision
Muitigation of risks, incl. reputational, image and brand risks,
currency and price fluctuation risks, supply chain risks and
vulnerability and exposure to disruptive events

Improved reliability, reduction of uncertainty in supply chain
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Source

PwC, 2013; Yeung, 2008; Herrman & Hogson, 2001; Choy et al.,
2003
Prajogo et al. 2010; Dalvi & Kant, 2015, PwC, 2013

Herrman & Hogson, 2001; Nokkentved, 2007; Dalvi & Kant, 2015;
PwC, 2013; Yeung, 2008; Prajogo et al. 2010
Herrman & Hogson, 2001; Nokkentved, 2007; PwC, 2013

PwC, 2013; Shokri et al. 2010, cited in Dalvi & Kant 2015; Yeung,
2008

Herrman & Hogson, 2001; Nokkentved, 2007; Chaudhuri &
Holbrook, 2001, cited in Melody et al. 2002; PwC, 2013; Shokri et
al. 2010, cited in Dalvi & Kant 2015; Moeller et al., 2006

Liker & Choi 2004, cited in Dalvi & Kant, 2015; PwC 2013;
Krause and Ellram, 1997, cited in Dalvi & Kant 2015

Day et al. (2008) and Moeller et al. (2006) highlight the considerable opportunities that exist

for maximizing overall value and relationship quality with the selected key suppliers through

SRM. Value creation occurs between, as well as within, firms in supply relationships, states

Huemer (2006). Figure 4 (PwC 2013) illustrates the impact of strategic sourcing, and after a

certain breakthrough point, impact of systematic SRM on value creation on vertical axis,

over a certain period time on horizontal axis. Contract management can commit to

sustainable value creation only up to some extent, yet SRM results in breakthrough in

operational and financial performance and supports value creation beyond traditional cost

management.

Value

SRM driven by

innovation,
/| sustainability
. and leagility

-~

\ No contract
management

|

I s

Time

Figure 4. Impact of Supplier Relationship Management on value creation (modified from

PWC, 2007)
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Opportunities for value creation and interaction that require competencies across several
functions, include engaging in joint product development, sharing and aligning technological
roadmaps and re-engineering business processes to achieve efficiency (Hughes, 2008).
Ké&hkonen and Krapfel et al. (1991) argue that the added value of a relationship varies based
on the ability and willingness of the exchange partner to provide sufficient demand for
outputs, in contrast to establishing beneficial relationships with alternative partners.
Lintukangas (2012) propose that the underlying value-creation potential of supply
management (in general) lies in the knowledge accumulation built on relational exchange
covering the collaborative supplier relationships and inter-firm learning, an understanding
of end-customers' needs and supply management being as a strategic asset of firm. Value co-
creation in SRM has a positive impact on service capabilities, providing suppliers new ways
to obtain competitive advantage (Zhang & Chen 2008, cited in Lintukangas 2010). Focus
should be on strategically important triple value creation, which will also have positive
effects on the competitiveness, performance and competitive advantage (K&hkonen &
Lintukangas, 2012).

Fynes and de Burca (2001) argue that companies should pay more attention to supplier
impact in service development, as the importance of effective SRM increases the more
complex products, services and technologies are being outsourced. Companies which aim to
involve supplier early in their innovation processes, should actively manage the relationships
to increase the success rate of their projects (Sjoerdsma & van Weele, 2015). Early
involvement of supplier and joint problem-solving leads to the early identification of quality
related problems (Yeung, 2008). Service providers that deliver complete solutions have
critical influence on the concept, product and process innovativeness, as service provider’s
innovation potential represents purchaser’s innovation success (Hartmann et al. 2001).
Sjoerdsma and van Weele (2015) support the previous by stating that there is a relationship
between relationship quality and knowledge transfer, more innovative ideas and solutions,

and positive new product development project outcomes.

3.2.2 Financial performance impact

Several studies support the argument that SRM has a positive impact on financial
performance (Carr & Pearson, 1999; Melody et al., 2002), and that longer-term cooperative
relationships lead to higher profitability and ROl (Melody et al. 2002). Cost reduction is one
important objective of SRM, despite of the fact that it is seemingly conflicting with the focus
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on value creation. The key difference between traditional cost saving efforts is that in SRM
the achieved benefits are realized and shared with the partner. (PwC, 2013.) Herrman and
Hogson (2001) mention cost savings as benefits of SRM, which are driven by streamlined
processes, better information flow, reduced inventory levels, leveraging scale with suppliers
and improved efficiency when non-value adding activities are being eliminated. SRM can
provide reductions in the cost of materials and components, lower process costs, lower risks,
intangible values (such as image benefits and sustainability), flexibility in responding to
changes in customer demand, and faster cycle times improving customer satisfaction and
therefore increasing competitive advantage, revenue and market share of the company
(Herrman & Hogson, 2001; Nokkentved, 2007).

Hughes (2008) concludes the two benefits by introducing a model how value is created
eventually through: (1) top line revenue contribution, driven by shared market insights, new
product development, access to new technologies, infrastructure, business relationships and
new markets; and (2) bottom line savings, driven by investments, joint demand management,
capital expenditure avoidance, preferred customer pricing, reduction of redundant activities
and designing lower cost alternatives for production. The two are supported by joint demand
forecasting, information exchange, cycle time reductions and mitigation of serious adverse
events. Lambert and Schwieterman (2012) address that SRM impacts on economic value
add by (1) improving sales through improved products and order fill rates; (2) reducing cost
of goods sold through improved manufacturing processes, reduced material cost and
improved productivity; (3) reducing total expenses through reductions in labor and
warehousing costs, optimization of physical network/facilities, reduced order management
and information system costs, and reduced general overhead and administrative costs; (4)
reducing inventory value and (5) reducing fixed assets through improved utilization and

rationalization, and improved investment planning and deployment.
3.3 Best practices for SRM

When the maturity and readiness for SRM in many companies seems to stay rather low, now
it is the ideal timing for companies to take leadership position within their industry, cluster,
and supplier network in terms of SRM, to become early adopters and customers of choice
that harness the strategic benefits on the long-run. The strategic positioning of preferred

customers will be settled now - not after all the competitors have set the ground rules and
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preferred practices for industry SRM. This chapter addresses the best practices and process
for SRM.

3.3.1 SRM Process

SRM facilitates efficient management of the supply base, extended visibility to existing and
potential markets, selection of the fit strategies for each purchase category and supplier
relationship, continuous monitoring, evaluation and measurement of performance across
relationship and service touchpoints, and empowerment of the people taking part in

relationship steering by transforming their roles and responsibilities (Nokkentved, 2007).
SRM activities include the following, according to Trent (2005):

e Assigning managers for relationships, including executive ones for most critical
relationships

e Providing timely and complete feedback on supplier performance

e Assessing formally supplier’s perception of the buyer as a customer

e Meeting with supplier to understand their relationship expectations and inviting
suppliers to participate in executive buyer-supplier council

e Embracing trust building activities

e Supporting cooperative cost management approaches

e Providing resources to develop supplier performance capabilities

e Embracing supplier improvement proposals with joint sharing of savings

e Involving suppliers to product planning and development

e Implementing SRM information systems

e Inviting suppliers to participate in joint development workshops

e Developing longer-term agreements that provide value for both

Lambert and Schwieterman (2012) divide SRM process into strategic and operational
processes. Strategic processes include strategic decision making, supplier selection and
evaluation, as operational processes include financial decision-making, manufacturing and
process development. Strategic sub-processes define and describe the entire process and
these sub-processes allow one to establish a strategy for the integration of SRM process
between the relationship parties (Croxton et al., 2001). The strategic side of SRM process
identifies the targeted products and service components, establishes criteria for supplier

segmentation, enables suppliers to tailor their offering, determines framework of the metrics,
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as well as develops an appropriate mechanism for sharing the process improvement
advantages between the parties (Lambert & Schwieterman, 2012). Strategic sub-process
includes (1) reviewing corporate, marketing, manufacturing and sourcing strategies; (2)
identifying criteria for segmenting suppliers; (3) providing guidelines for the degree of
differentiation in the product and service agreement; (4) developing framework of metrics;
and (5) developing guidelines for sharing process improvement benefits with suppliers
(Lambert & Schwieterman, 2012). Operational sub-processes refer to the executive phase of
SRM and actualize the process after it has been established on the strategic phase (Croxton
et al., 2001). Seven operational SRM process steps introduced by Lambert and
Schwieterman (2012) are set out below in Figure 5, combined with a five-step process for
successful SRM, introduced by Day et al. (2008).

Program planning and project S e

governance
Formation of strategic supplier Prepare the supplier/segment
management teams management team
Facts and data baselining strategic Internally review the
suppliers supplier/supplier segment
Creation and approval of relationship Identify opportunities with the
strategies suppliers/supplier segment
Supplier engagement, mobilization Develop the product/service
and work streams agreement and communication plan

Implement the product/service
agreement

Measure performance and generate
supplier cost/profitability reports

Figure 5: Process for successful SRM

First step in the SRM process defined by Day et al. (2008) is program planning and project
governance, which includes (a) developing vision, strategy, and business case; (b) gaining

top management support; (c) setting governance and decision-making; and (d) conducting
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investment planning and resource allocation. As the first step Lambert and Schwieterman
(2012) would differentiate suppliers, that includes (a) performing supplier profitability
analysis or total cost analysis, and (b) assessing potential growth, strategic value and drivers.
Supplier segmentation as a multi-criteria decision-making problem is discussed later on in

this chapter.

Second step defined by Day et al. (2008) is formation of strategic supplier management
teams, which includes (a) naming leaders of the strategic relationship projects; (b) forming
cross-functional teams; (c) educating and building skills; and (d) obtaining internal
stakeholder commitment and involvement. As concrete levers for change, PwC (2013)
advices to create company-wide awareness of what SRM is and why it is crucial for the
organization, to develop clear, shared and inspiring vision of measurable benefits and
consequences, and assign executive sponsorship and ensure their role in the governance
structure. Dedicated resources are critical for success: full-time relationship managers should
be assigned and people who take part in the relationship empowered (PwC, 2013). Lambert
and Schwieterman’s (2012) second step is in line with Day et al.’s, that is preparing the
supplier / segment management team, which includes the following activities: (a) identify
account/commodity manager, and (b) select team members. Each team is dedicated to a
specific supplier relationship and meets regularly with their counterpart. In the case of
supplier segments, the team manages a bundle of suppliers and develops and implements the
PSA for the segment. Each team consists of a team manager and a cross-functional group of
members. (Lambert & Schwieterman, 2012.) SRM is a business-wide programme supported
by cross-functional teams (PwC, 2013). The given agreement size does not define the size
of a team or people resources needed for SRM alone but is accompanies with the type of
contract, the subject of the contract and the activities that are kept in-house, as well as the
delivered quality and know-how level of the commissioned suppliers (Kaiser & Buxmann,
2011).

Traditionally, the key point of communication and engagement have been the sales and
procurement professionals in relationship management, focused mainly on driving financial
initiatives, as in SRM the business functions engage with relevant counterparts creating
value to the end-customer, while sales and procurement professionals steer the relationship
towards mutual objectives, focused on function-level value creation (PwC 2013). Is has been

identified as one of the objectives of SRM is to streamline communication and supplier
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information-sharing processes, to achieve informed decision-making along with cost-

efficient and timely execution.

Third step by Day et al. (2008) is facts and data baselining strategic suppliers, which
includes (a) gathering and reviewing needed internal and external information; (b) gaining
external insights into business drivers and strategies; and (c) developing performance
metrics. This third step is in line with Lambert and Schwieterman’s steps 3 and 4. Third step
by Lambert and Schwieterman (2012) is internally reviewing the supplier / supplier segment,
which includes the following items to be evaluated: (a) product purchased, (b) sales growth,

and (c) criticality of the supplier.

Fourth step is identifying opportunities with the supplier / supplier segment, which includes
the following opportunities to be assessed: (a) sales opportunities, (b) cost reduction
opportunities, and (c) service improvement opportunities (Lambert & Schwieterman, 2012).
PwC (2013) advices to ensure business alignment and relationship ownership through SRM

value mapping that is steered by business objectives.

Fifth step by Lambert and Schwieterman (2012) is developing product / service agreement
and communication plan, which includes the following activities: (a) outline and draft the
PSA, (b) gain commitment of the company functions, (c) gain supplier acceptance of the
PSA, and (d) agree on communications / continuous improvement plan. Fourth step by Day
et al. (2008) is creation and approval of relationship strategies, which includes (a) forging a
structured approach towards the relationship strategy; (b) strategically aligning the
relationship initiatives; (c) building a case for benefits and ROI; and (d) assessing
appropriate ways of motivating and rewarding strategic partners. Effective management
requires strong supplier relationship and integration of information and material flow
through different stages. Informal governance systems can resolve challenges such as lack
of common understanding, lack of control and differing approaches. (Kauffman, 2002,
Samaranayake, 2005, Burgess & Singh, 2012.)

Sixth step is implementing the product / service agreement, which includes: (a) developing
and following the implementation plan, and (b) meeting regularly with key customers.
(Lambert & Schwieterman, 2012) Once an agreement has been signed and the supplier has
started to fulfill its contractual obligations, monitoring and controlling of supplier
performance need to be carried out (Kaiser & Buxmann, 2011). The integration of strategic

sub-processes between the relationship parties can take place through the dialogue and
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negotiations over the PSA (Oghazi et al., 2016). The aim of the PSA is to address the major
business drivers of both the organization and the supplier (Lambert & Schwieterman, 2012).
An agreement should be achieved over various aspects such as the metrics for the
performance measurement and mechanisms for profit sharing in the event of improvements.
During the negotiations, the relationship parties should have a team-orientation to enable the

maximization of mutual benefits. (Oghazi et al., 2016.)

In Lambert and Schwieterman’s (2012) model the seventh step is measuring performance
and generating supplier cost / profitability reports, which includes (a) measuring by supplier
and for the supplier, revenue, costs, profitability and quality, and (b) reporting performance.
Fifth step in Day et al.’s (2008) process is supplier engagement, mobilization and work
streams, which includes (a) detailed planning of launch mobilization and work streams; (b)
identifying cost-reduction and performance improvement options; (c) value maximization
initiatives; and (d) conducting joint governance and review of initiatives at each stage of the
program. Progress and realization of the targets should be tracked and communicated to
stakeholders, and materialized financially (PwC, 2013). The integration of the operational
sub-processes includes joint monitoring and performance measurement during the PSA
implementation for more precise and comprehensive control (Oghazi et al., 2016). This
integration encompasses sharing of the resources and knowledge, and is not just
informational, but also organizational because of the requirement for exchange of ideas,

trust, and joint performance measurement (Forslund & Jonsson, 2007).

Park et al. (2010) provide an integrative SRM framework, that includes establishment of the
purchasing strategies, supplier selection, collaboration through supplier involvement,
supplier assessment and development, and continuous improvement of the relationship,

performance and processes, as set out in Figure 6 below.
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Figure 6: Integrative SRM framework (modified from Park et al. 2010)

The integrative SRM framework by Park et al. (2010) aligns with the previous process
descriptions, yet highlights the criticality of continuous improvement, which develops the
SRM system through continuous assessment and enhancement. This continuous
improvement strategy involves the performance of plan-do-check-act (PDCA) cycles based
on information. The aim is to continuously improve the system, process and people, and
mitigate pressure from fierce competition, reduce cost and time, and improve productivity.
Continuous improvement strongly reflects the company culture, and therefore is used to

pursue the cultural changes for the company's innovation and improvement.

Park et al. (2010) propose a framework to continuously improve the plan, system, people,
and process by performing five activities: (1) planning for SRM system improvement; (2)
operating the system in accordance with the plan; (3) evaluating the SRM system; (4)
evaluating operating members who work in the system; and (5) implementing the improved

plan.
3.3.2  Supplier segmentation

Kéhkonen and Lintukangas (2012) state that the responsibility of supply management is to
seek potential collaborative, to identify opportunities for collaboration and value co-creation,
and to determine the nature of the supplier relationship. Supplier management emphasizes
the value of long-term relationships with a handful of suppliers to enable improved

coordination and sharing of information, knowledge and skills (Choi and Kim, 2008). SRM
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optimizes and strengthens supplier relationships as each supplier received different treatment
strategy based on their strategic value (Gartner Consulting, 2001). Companies become more
careful in selecting suppliers for long-term relationship and integration in the hopes of
developing supplier capabilities to be part of their competitive resources (Krause et al.,
2000). Durable relationships that are based on trust can contribute to superior performance
(Narasimhan et al., 2008).

Companies should concentrate their highest-quality resources and strongest teams on the
suppliers with the greatest impact, Day et al. propose (2008). SRM efforts should be focused
only on the selected handful of suppliers that have higher value of transactions, need for
relationship management and potential to impact on the competitiveness and customer value
creation if managed successfully (Schuh et al. 2014). Specialized technology suppliers can
have a direct impact on competitive advantage in their role as strategic suppliers for a
company (Steinle & Schiele, 2008). Elmar (2013) suggests that companies should prioritize
the external services for further quality management and supplier development actions based
on the perceived risk associated with quality failure, purchasing volume and usage of the
service. Hughes (2008) differentiates an important supplier by the quality of its
product/service, will and capability to innovate, and factors that help the company
differentiate in the marketplace. Herrman and Hogson (2001) support the previous by
defining strategic partnership covering the following characteristics: (1) aligned targets, (2)
commitment to long-term business relationship, (3) ability to react to changes in market
demand and end customers, and (4) joint initiatives to continuously deliver additional value

to end customers.

Schuh et al. (2014) recommend that focal company should focus their SRM efforts only on
the selected handful of suppliers that have higher value of transactions, higher need for
relationship management and higher strategic potential to impact positively on the
competitiveness of the focal company if managed successfully. Transaction costs between
the parties are optimized if the relationship type is considered in relationship management
decisions (Krapfel et al. 1991).

Kraljic matrix is one of the most used tools to segment products and services and apply the
best possible supply strategy. The products and services are divided based on their (1)
strategic importance in terms of the value added by product and/or service, share of total

costs and the impact on profitability; and (2) complexity of the supply market in terms of
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supply scarcity, pace of technology and/or materials substitution, entry barriers, logistics
cost or complexity, including monopoly or oligopoly conditions. Items are categorized as
noncritical (routine), leverage, bottleneck and strategic ones. Strategic products and services
deserve high focus and the management of the category includes detailed forecasting,
development of long-term relationships, risk mitigation, contingency planning and
consideration of in-house manufacturing. (Kraljic, 1983.) Therefore, also SRM can be
considered as most suitable to be focused on strategic suppliers. Lambert and Schwieterman
(2012) introduce an augmented matrix model (Figure 7) with an introduction of category

characteristics, and supply risk and value add factors to guide in the segmentation of

suppliers.
ry 5

Factors to Bottleneck Stratl?glc
consider: Lowpotential to add value Long-term profitable growth
Product, service, Few suppliers Critical to competitive advantage
quality, Quality, service issues Small number of suppliers
continuity, Regulatory requirements Difficulty of replacement
capacity, Non-standard specifications Unique specifications
complexity of Likely to stop production if not Focus on development
specifications, available Loading edge processes used
social
responsibility,
supplier’s ':‘2
relationship with o )
competitors, % Segmentation
financial stability, o
industry u:"n
dynamics,
environmental Routine Leverage
issues, Low potential to add value Best value providers
availability of Many suppliers Respond to price movement
SUital?lE Standard specifications Several suppliers
suPplfem’ Ease of replacement Potential disruption in
supplier also a Competitive pressure replacement
customer . : - :

Simple market management Some differentiation in

specifications

Potential to Add Value

Factors to consider: Innovation and technology, intellectual property, supply chain
process integration, minority/women-owned business, global presence, competitive
pricing, cost management, volume/spend, compability/strategic alignment, access to
assets and capabilities, impact to cost, quality, delivery, profitability, our
attractiveness as a customer

Figure 7: Supplier segmentation matrix (modified from Lambert & Schwieterman, 2012)

Several researchers that criticize the use of simplistic portfolio models with designing more

complex service relationship strategies. SRM supplier selection and strategy formulation is
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a multi-criteria decision-making problem with both quantitative and qualitative factors,
where the perception of supplier’s potential, strategic targets, competencies and long-term
benefits, together with past performance and expected competitive advantage should be
assessed (Dalvi & Kant 2015). Companies should customize the segmentation process and
grid taking company and sector specific requirements into account (PwC, 2013). The
selection of suppliers should be as dynamic as the co-development of the complex services
they provide is, which is addressed in Figure 7 through factors to consider that are dynamic
in their nature and require continuous assessment and market analysis. Approach to
managing supplier relationships needs to be changed depending on the unique purchase
situation and the external contingencies, and the best-fit relationship type should be

developed considering governance model and relational design (Hartmann et al. 2001).

Hartmann et al. (2001), and Lambert and Schwieterman (2012) would include supplier
capabilities (process capabilities, support capabilities, service level and management
capabilities), supplier’s resource base (capital, assets, human resources and access to
information), profitability, reliability, stability, R&D and innovation potential, supplier’s
network, ability to create value, environmental and social responsibility to aspects to
consider in supplier selection and prioritization. Lambert and Schwieterman (2012)
complete the list with consideration of purchase volume, capacity availability, growth
potential, complexity of specifications, sophistication and/or compatibility of the supplier's
process implementation, supplier's technology capability and compatibility, and the culture
of innovation at the supplier. Park et al. (2010) would consider the level of trust and
communication, and supplier’s innovativeness and design expertise. Additional factors to
consider according to Park et al. (2010) would include the relative attractiveness of a supplier
and the strength of the relationship. Relative supplier attractiveness is influenced by financial
and economic status, performance, and technological, organizational, cultural, and strategic
factors. Strength of the relationship on the other hand is influenced by economic factors, the
character of the exchange relationship, cooperation between the buyer and the supplier, and

distance between the buyer and the supplier. (Park et al. 2010)

Day et al. (2008) support a segmentation approach that identifies suppliers that are
strategically important, critical to success and possess capability for value creation beyond
performance to contract and transactional measures for performance. These suppliers are

referred to as "breakthrough partners”. Initiatives at this strategic level should be capable of
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generating and maximizing value for both parties against mutually identified and agreed
value opportunities. The suppliers that fall under second segment are very important, and
there are high expectations for interdependence, close integration and continuity of such
relationships. These suppliers are referred to as "development suppliers”. Initiatives at this
level are targeted for continuous development and investment in time and resources.
Relationships with development suppliers have potential to significantly increase value and
improve operational performance, while possibly leading to the co-development of new

improvement opportunities. (Day et al., 2008.)

Distinction between breakthrough partners, development suppliers and the others falling
outside of the two categories creates a needed focus for SRM programmes. Below the two
top categories are “performance suppliers” that have significant service-delivery and
bottom-line impacts. Performance suppliers require active supplier performance
management. Top management attention and resources should be allocated to major
breakthrough and improvement projects with capabilities to maximize value with the top

strategic suppliers (also referred to as “super suppliers”). (Day et al., 2008.)

After the suppliers have been differentiated, the value maximization from the handful of
strategic relationships requires systematic execution in practice, with the right leadership and
change management programs to guide execution (Day et al., 2008). Change leadership and
specific SRM training is required for cultural change that appreciates the value opportunities
of supplier partnerships (PwC, 2013). SRM includes formulation of unique purchasing
strategies, that can be either chosen from cooperative or competitive point of view (Parker
et al. 2010; Forker and Stannack 2000). Hughes (2008) describes strategies for managing
supplier relationships: (1) the hard approach with focus on substantive dimension, (2) the
soft approach with focus on procedural dimensions, and (3) principles collaboration with
coherently integrated management of procedural and substantive dimensions. First approach
focuses on maximizing value today employing such tactics that will likely damage
relationships, while the second sacrifices current business value in the expectation of greater
future returns. The third approach highlights mutual accountability and balanced dependency
between partners, translating that the parties are actively committed to each other’s success.

(Hughes, 2008.) This approach reflects the spirit of collaborative SRM.

Typically, the more complex and close to core competence services were concerned, the

preference is for long-term, cooperative, relationship-oriented strategies. For simpler, “bulk”
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services that do not have a direct impact on core business processes, transaction-oriented,
competitive strategies are preferred. (Agndal et al. 2007.) Park et al. (2010) characterize
competitive strategy having focus on efficient processing, competitive bidding, system
contracting and short-term contracts. Relationships are buyer-dominant while KPIs are
highly focused on costs, material flow management and functional efficiencies. In
competitive strategy set-up many suppliers are available. Park et al. (2010) characterize
cooperative strategy having focus on collaboration, supplier development, partnering and
long-term contracts. Relationships are supplier-dominant or strategic partnerships, while
KPIs are highly focused on long-term availability, cost management and reliability. In
cooperative strategy set-up few suppliers are available. (Park et al., 2010.)

3.4 Drivers for SRM

Sustainability, resilience and innovation are seen as key drivers for SRM value creation, but
require long-term orientation (PwC, 2013). The following factors are critical for succeeding
in SRM efforts; benefits measurement, strategic coherence with the supplier and internally,
top management commitment, proper governance structures, control and compliance
mechanisms, continuous people development, dedicated budget and resources, enabling
technologies and business case and ROl (PwC 2013). Similar companies can learn from each
other more effectively (Steinle and Schiele, 2008). Without sufficient communication, there
cannot be any relationship build-up, Sjoerdsma and van Weele (2015) argue. In order to
develop a fruitful partnership and to reach the joint objectives between the partners,
companies must preserve business communications associated with the positive atmosphere
of discussions, interdependence and shared constructive expectations (Larzelere & Huston,
1980).

Clear business case creates the appetite to implement SRM, helps to follow-up progress and
translate the impact into the balance sheet (PwC, 2013). Day et al. (2008) state that key
benefit of business-wide SRM is that it usually results to attractive returns on investment,
which may convince top management to support the SRM initiative with resources,
including staff and funding. High potential areas for maximizing value in buyer-supplier
relationship through SRM include product/service innovation, speed-to-market, improved
service and quality, and reduction in total cost (Day et al. 2008).
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The role of trust is highlighted throughout the literature and research on the topic of SRM as
a relevant success factor. “SRM is focused on joint value creation based on trust, open
communication and collaboration with a limited number of key suppliers”, PwWC (2013)
states. When relationship parties have high levels of trust in each other, they are likely to
pursue more co-operative negotiations and open communication (Sjoerdsma & van Weele,
2015). Cousing (2002) introduces, that managers view as trust the certainty of knowing
suppliers will do what they said that they would, having faith, having willingness to
participate, having understanding towards the other party and being predictable. Moorman
et al. (1993) define trust as “willingness to rely on an exchange partner in whom one has
confidence”. The concept of trust can be defined by using three categories: (1) contractual
trust, (2) goodwill trust and (3) competence trust. Contractual trust stands for the trust that
the supplier will adhere to the points of the contract, explicit and implicit agreements, as
agreed. Goodwill trust stands for the trust that the other party will, if required, perform tasks
in excess of the agreed terms and conditions. Competence trust stands for the trust that the

other party has the ability to deliver what the contract requires. (Sako, 1990.)

Sjoerdsma and van Weele (2015) identify six organizational level constructs that determine
relationship quality, which include (1) satisfaction with attained results, (2) relationship
specific adaptations and investments, (3) loyalty in terms of tendency to maintain and
continue the relationship, (4) reputation in terms of perception about fairness, honesty and
concern of a firm, (5) attractiveness as a customer/supplier, and (6) performance, capabilities
and competencies. In addition, they identify seven individual level constructs that determine
relationship quality, which include (1) trust, (2) commitment, (3) information and knowledge
sharing, (4) cooperation and coordination in terms of mutual adjustment and alignment of
expectations, organization and responsibilities, (5) communication, (6) transparency, and (7)
flexibility in terms of the willingness to make changes to accommodate the counterparts
needs. (Sjoerdsma & van Weele, 2015.)

Hughes (2008) recognized that partnering with key suppliers requires a high degree of
coordination across several functions and a transformation in how the functions approach
and interact with suppliers. Information-sharing and tight coordination delivers relationship
efficiency. Coordination stands for the pattern of interactions, decision-making and
communication among functions involved. The coordination of flows (materials,

information and financial) facilitates value creation among participating companies. In
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addition, planning is regarded as major component of managing supply relationship and is

seen to impact remarkably on supply chain efficiency. (Huemer, 2006.)

Day et al. (2008) identify key characteristics of a successful SRM implementation, which
include careful identification of the value to be unlocked, creation of a robust operational
plan, and development of the leadership competence to deliver the plan. Several change-
management initiatives must be addressed as part of the leadership and capability
development initiative to leverage the full potential of SRM. These include business model
change, enterprise-wide competence development and total mindset change. (Day et al.,
2008.) The most successful companies in SRM focus not only on the procedural dimension
but are sophisticated in analyzing and adjusting processes, policies and management systems
to facilitate effective collaboration on organizational and interpersonal levels. Creating an
environment in which interaction with suppliers is optimally enabled and encouraged to
support collaborative behaviors is a strong driver for SRM. Adjustment of processes and
formalization of new ones is required to serve the structure of interactions, including:
supplier assessment and selection, development of sourcing strategies, supplier
development, negotiation and contracting, joint planning, coordination of operations,

performance measurement systems and escalation and resolution paths. (Hughes, 2008.)
3.4.1 Competencies as enablers of SRM

The competencies in supplier management and effectiveness of SRM programmes determine
the profitability and competitiveness of the company, differentiation in customer experience
from its competitors, and the perceived experience and quality of the service to end-customer
(Cusumano & Takeishi 1991, cited in Carr & Pearson 1999; Schuh et al. 2014). Moeller et
al. (2006) conclude by arguing, that a company that has established SRM practices

successfully would simply have a better supplier base.

Capability to do key supplier relationship management is a core requirement for increasing
the level of supply chain management implementation within a company, argue Teller et al.
(2016). Addressing the challenges of successful SRM implementation requires properly
supported relationship strategies and excellent people to drive the relationships, processes
and work streams forward (Day et al., 2008). Companies should also focus on managing the
informal relationship with the supplier to maximize the leverage of knowledge and

capabilities of suppliers (Sjoerdsma & van Weele, 2015). Specific relationship management
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capabilities act as drivers for successful SRM. According to K&hkdnen and Lintukangas
(2012), capabilities in a supply chain context help to create superior performance as well as
customer value. The key elements of such capability include buyer-seller relationship
management, network understanding, developing the network position, and strategy
development and execution (Narasimhan et al., 2001; Knight et al., 2005). Specific SRM
capabilities are required to be able to operate effectively with the suppliers (Lintukangas &
Ké&hkonen, 2010). The competence requirements for SRM leaders are moving away from
reliance on technical and functional competences into a broader set of more challenging
leadership attributes (Day et al. 2008). “Capabilities of a project leader are decisive for the

success of early supplier involvement”, argue Sjoerdsma and van Weele (2015).

PwC (2013) distinguishes three categories of competencies that need to be incorporated into
SRM competency framework, and balanced within organizational teams: (1)
technical/functional competencies, including spend management, category management,
supplier and market analyses, sourcing and supplier selection, negotiation and contracting,
project management and risk management skills, (2) relational competencies, including
communication, influencing, emphatic power, leadership and coaching, change
management, team building, mediation, visioning and personal development skills, and (3)
developmental competencies, including innovation, sustainability, operational excellence,

supplier orientation and continuous improvement skills.

Functional competencies can be seen as the key to successful supply management, which
include negotiation skills, market analyses, cost and risk management. In addition to
previous, successful SRM requires strong influencing, leadership and change management
competencies. Executive level ownership secures sufficient resource allocation, alignment
with corporate objectives, and the mandate to solve issues and make change (PwC, 2013).
Processes, tools, technology, and techniques have critical role in SRM, although in terms of
added value leadership and team capabilities overrule. The strategic supplier management
capabilities are evolving and require different leadership profile and continuous investments
in people development. (Day et al., 2008.) The value opportunity in business model change
lies in the potential of linking multiple strategic supplier activities (Day et al., 2008), and by
actively managing the supplier relationship, organizations can improve the knowledge
transfer among relevant business functions (Sjoerdsma & van Weele, 2015). Developing and

embedding enterprise-wide and specific function-tied competencies and processes, wherever
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there is contact with strategic suppliers, is required to capture the considerable value
opportunities of SRM. While the functional and technical competencies remain relevant,
there is a requirement for application of proper leadership, visioning, and influencing
strategies that refine value propositions and align them with the business needs. This broader
mandate to define, build, and embed the necessary capability across the organization exceeds
developing the required skills among a handful of managers. (Day et al., 2008.) It is
important to keep in mind that the behaviors of each project team member have a strong
impact on the total quality of the supplier relationship and the overall collaboration
(Sjoerdsma & van Weele, 2015).

Hughes (2008) states that people development is a necessary part of building collaborative
relationships, as supplier relationships depend heavily upon the quality of interactions
between individuals. Hughes (2008) identifies five cross-organizational core competencies
for effective collaboration: (1) ability diagnose problems by identifying each party’s
contributions to an outcome or situation rather than making accusations; (2) ability to explore
and learn from different approaches and opinions rather than focusing on right and wrong;
(3) ability to develop solutions and maximize joint value by identifying needs, objectives
and barriers of each party instead of haggling over positions and trading concessions; (4)
ability to resolve conflicts through application of relevant criteria by setting useful case
examples for the efficient conflict resolution in the future, rather than through coercion,
bribes or threats; and (5) ability to manage strong emotions in a way that they do not hinder
collaboration and effective problem resolution.

3.5 Challenges and barriers for SRM

As the available studies and literature indicate, managers seem to identify several barriers
for succeeding in SRM and the overall maturity of companies in SRM remains low. Day et
al. (2008) support the statement by arguing that there is lots of confusion related to how to
proceed along the path of SRM in practice. Despite the significant evidence on the benefit
of closer relationships and stated aim to increase the level of collaboration with suppliers,
most companies continue to prefer arm’s length relationships and treat their key supplier’s
in relatively similar ways they treat their commodity suppliers (Hughes, 2008). In addition,
despite the expected benefits, many companies face challenges in developing, implementing
and operating partnerships (PwC, 2013). Companies should address the potential barriers to

SRM integration to reach the objectives of the integration, Oghazi et al. (2016) argue.
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Versatile barriers for successful SRM have been gathered in Table 2 below.

Table 2: Barriers for Successful SRM

Barrier/challenge

Cost/lack of proper integration
Undesirable impact on flexibility

Lack of willingness

Lack of common performance measurement, methods and tools

Security barriers, perception of risk, fear, unpredictability, chance of failure
Lack of commitment to relationship, initiatives and other party's success

Lack of trust, lack of willingness to make long-term commitments or risky
arrangements

Lack of communication and key information sharing
Lack of internal alignment, lack of clear SRM strategy and communicated
objectives

System restrictions

Lack of proportioned formality

Over-formality (causing withholding of information)
Opportunistic behavior

High focus on costs/sales objectives instead of value

High focus on short-term optimization through easily quantifiable measures
Lack of external alignment, incompatible strategic objectives
Lack of transparency about needs and priorities

Late supplier involvement, lack of respect for supplier expertise
Overly rigid RFP and bidding processes

One sided agreement language

Distant/lacking senior management support

KPIs focused solely on operational issues

Lack of rigorous programme management

Lack of formal SRM procedures and harmonized way of working with standard

SRM toolkit

Lack of formal supplier selection and measurement

Large company size (inflexibility and slowness of the responses to the external

changes and uncertainties)
Small company size (lack of management techniques, negotiation power,
economies od scale, ability to select suppliers, technical expertise)

Legacy of past behavior to deal with, reputation, e.g. of using information about

partner as leverage at the negotiation table

Tendency to make unrealistic commitment to win contracts

Lack of relationship-building and process skills (needed to employ effective
governance mechanisms, make relationship-specific investments or create
knowledge-sharing routines)

Lack of training, competencies and capabilities

Internal and external collaboration challenges with complex power and
dependency issues

Ignorance of soft skills required to manage relationships, lack of mutual
understanding and empathy

High focus on competing instead of collaborating

Source

Oghazi et al. 2016; PwC, 2013; Lee & Whang,
2000; Cousins and Menguc, 2006; Hughes, 2008

Oghazi et al. 2016;

Oghazi et al. 2016;

Oghazi et al. 2016; Mostaghel et al., 2012; Faisal
et al., 2007; Gunasekaran and Ngai, 2004
Oghazi et al. 2016; Cousins, 2002; Hughes, 2008;
Faisal et al., 2007; Dos Santos & Smith, 2008;
Oghazi et al. 2016; Hughes, 2008; Ellram, 1995;
Hughes, 2008

Oghazi et al. 2016; Hughes, 2008; Ellram, 1996;
Neuman and Samuels, 1996, Sohal et al., 2001;
Cousins, 2002;

Oghazi et al. 2016; Hughes, 2008; Ellram, 1997,
PwC, 2013; Lee & Whang, 2000; Pohlen &
Coleman, 2005; Lee & Whang, 2000

Oghazi et al. 2016; Hughes, 2008; Day et al,.
2008; PwC, 2013

Oghazi et al. 2016;

Mohr & Sohi, 1995; Oghazi et al., 2016
Oghazi et al. 2016;

Cousins, 2002

Hughes, 2008; PwC, 2013

Hughes, 2008; PwC, 2013

Oghazi et al. 2016; Day et al., 2008; PwC, 2013
Hughes, 2008

Hughes, 2008

Hughes, 2008

Hughes, 2008

Hughes, 2008; PwC, 2013

PwC, 2013

PwC, 2013

PwC, 2013; Bemelmans et al., 2012

Bemelmans et al., 2012
Das et al. 2006
Yeung, 2008

Hughes, 2008; Day et al. 2008
Hughes, 2008

Eisenhardt & Schoonhoven, 1996; Larson, 1992;
PwC, 2013
Eisenhardt & Schoonhoven, 1996; Larson, 1992;
PwC, 2013

Day et al., 2008

PwC, 2013
PwC, 2013
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Some researchers argue that large companies may be slower in adopting organizational
innovations such as strategic supply management, most others suggest otherwise, proposing
that large companies are able to implement strategic initiatives much more easily because of
their stronger negotiation power over their suppliers, economies of scale, ability to select
their suppliers and manage their performance, and technical expertise necessary to develop
a long-term cooperative relationship with their suppliers. Larger company size may enable
the organization to adopt new management techniques as large companies are more likely to
have the strategic mindset, technical know-how, and human resources to practice advances
supplier management philosophy (Yeung, 2008). Conclusions could be drawn that smaller
organization size can act as a barrier for successful SRM implementation as the economies
of scale, bargaining power, technical experience, strategic mindset and human resources may
be limited. Yeung (2008) however overrules the previous statements, by arguing that modern
supply management is a process of mutual orientation regardless of company size,

highlighting the interactive learning factor between the companies.

Oghazi et al. (2016) identify barriers for SRM sub-process integration. Many companies that
have implemented formal SRM programmes have done it negligently, being unwilling or
uncapable to transform the important strategic relationships as required (Hughes, 2008).
Barriers to strategic sub-process integration include: suppliers exaggeration over the
information regarding their capabilities, when identifying criteria for segmentation, the key
supplier may be reluctant to offer its highest production and service capabilities, when
providing guidelines for the degree of differentiation, supplier and manufacturer may not
agree upon the contract clauses or the supplier has unrealistic requirements, when developing
framework of metrics, the supplier intends to lower the standards of metric to ease its own
operation and responsibilities by providing underrated data about its production and service
capabilities, and when developing gainsharing processes, there may occur difficulties in
connecting the supplier's improvement of the certain processes to the respective profit that
the manufacturer earns. Barriers to operational sub-process integration include: when
differentiating suppliers the supplier may be reluctant to provide certain information
regarding its activities and capabilities because of the confidentiality concerns, when
preparing a management team there occurs to be limited resources for SRM, when
identifying joint opportunities the supplier may be reluctant to share its knowledge,
resources, and transportation facilities at the high capacity due to the lack of trust and/or

commitment, and when measuring performance an integrated supplier may intend to cover
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its own deviations of the performance by referring it to the further suppliers' tiers. (Oghazi
et al., 2016.) Hughes (2008) recognizes the lack of alignment within customer and supplier
organizations too, which he identifies as a major SRM barrier for collaboration and value
creation. To tackle the challenge, it is required that various functions across the
organizationspeak the same language and work in coordinated manner to maximize the value

of key supplier management (Hughes, 2008).

According to Oghazi et al. (2016), parties can tackle majority of the barriers through the
implementation of the mechanism that provide the supplier the sense of belonging, that
feeling encourages the supplier to align its goals with the customer and generates the goal
congruence. Challenges in sub-process implementation can be tackled by: (1) having
accurate and comprehensive assessment, including capacity evaluation, of the partner at the
initial phase to avoid the potential risk of supplier not meeting expectations, and avoiding
suppliers who would have to exploit their maximum production capacity to serve the
customer, (2) drafting solid agreements that encompass and consider potential changes in
relationship and volumes, (3) having a coordinated and capable internal function to lead
agreement negotiations and to develop a solid plan can increase the bargaining power of the
customer, (4) applying internal measurement along with the joint performance measurement
with the supplier for higher control may avoid uncertainties in roles and responsibilities
when it comes to deviations, along with ensuring both parties systematically monitor and
control the PSA implementation, (5) in the event of difficulties in connecting the supplier to
joint efforts, motivating supplier to offer its best by agreeing upon gain-sharing mechanisms
with the supplier for the improvement that results from the respective supplier's
performance, and (6) in the event of confidentiality concerns, providing supplier with
information regarding the respective operations, advanced knowledge, technology and/or
skill in order to establish stronger relationship and increase the sense of belonging of the
supplier. Once the supplier aligns its goals with the customer and has a feeling of belonging,
the supplier will commit to the operations. To achieve this commitment, the customer should
provide the supplier with relevant financial, technological and knowledge transfer related
incentives. (Oghazi et al., 2016.)

PwC (2013) identifies several issues for successful SRM and proposes best practices on how

to overcome them, as set out in Table 3.
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Table 3: SRM Issues and best practices (augmented from PwC, 2013)

Issue
People involved in SRM lack the required competencies

SRM-related training and courses are not offered

Organizational culture is focused on short-term results as seen
in KPIs

Too much focus is on operational measures

Customer measures/controls the supplier

Creating scorecards is seen as time-consuming and error-prone
exercise

”One size fits all” strategy is utilized for supplier management
SRM is not integrated within the company

Lack of formal business process resulting inefficiencies
Organization does not have a complete overview of all sources
of risks

Risk management equals putting down fires and solving issues

Risk prioritization and action mitigation do not take place
Strong emphasis on cost reduction
Objectives and way-of-working between SRM participants is

not aligned
Lack of executive commitment

SRM is perceived as a procurement topic, lack of business
ownership

SRM is mispositioned ans seen as operational/tactical activity
Unclear roles and responsibilities, lack of capacity and diffuse
communication

IT is seen as a solution not as an enabler

Lack of supplier analytics undermines the power position

Organization encounters difficulties in sharing data

Best practices

Developing competency framework that covers technical, relational and
developmental competencies

Developing a training programme that is aligned with SRM competency
framework

Showing exemplary behavior and following co-creation approach that
encourages understanding and commitment

Value mapping drives performance management including indicators
that measure the quality of the relationship

Developing a joint balanced scorecard that includes performance
indicators for both

Automating the creation of performance scorecards

Developing a future-oriented segmentations process that is driven by the
value driver

Incorporating SRM into the target operating model so it will be
integrated with other processes

Harmonizing SRM process and developing accompanying toolkit and
templates

Performing a joint risk analysis with business and supplier

Developing comprehensive risk management approach that is
incorporated in planning and control cycle
Financially materializing risks based on the estimated impact of events

Letting the business define value and desired outcomes through
structured value mapping

Making SRM strategy and objectives explicit, while prioritizing internal
alignment over external one

Developing business case to build trust and credibility, performing
benefits tracking

Procurement managing SRM programme while business owning the
partnership, using cross-functional teams

Assigning executive sponsor that owns SRM programme with specific
targets

Developing and implementing a dedicated governance structure for
SRM programme and supplier relationships

Explaining the role and contribution of information systems and
mapping current issues

Enhancing spend management, contract compliance and performance
reporting

Defining critical information requirements and deploying open systems
to collaborate

3.5.1 Challenges of not being the customer of choice

Competitive problems may arise for companies which cannot rely on their local supply base

but must approach suppliers anchored in remote clusters (Steinle & Schiele, 2008).

Latecomer to the marketspace may find that potential partners with the necessary

complementary strategic resources have already entered into relationships with competitors.

This problem may occur when entering into foreign markets, or regional/economic clusters,

where may be only few local companies with the necessary knowledge, contacts and

distribution network required to facilitate market entry or successful operations in the

location. (Dyer & Singh, 1998.) Due to history of embedded relationships, mutual adaptation
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by the actors, and social and technical barriers it might be difficult for a foreign company to
enter and employ a socio-technical system referred to as a cluster compared to a competitor

already located in the same cluster. (Steinle & Schiele, 2008.)

Cluster theory states that achieving preferred customer status among suppliers is easier for
companies located in the same regional or national cluster than it is for foreign companies
attempting to access a distant supplier. Within a cluster, close buyer—supplier relationships
can develop, which are difficult for foreign firms to imitate. This theoretical approach
emphasizes the existence of limitedly available, regional resources, that enable companies
located in the region to develop competencies that are out of the reach of isolated companies.
Companies engaged in clusters can benefit from an increased availability of complementary
products and services and have better access to suppliers, specialized workforce in the local
labor pool, specific information and knowledge, and public institutions. Similar companies
can learn from each other more effectively. The additional and relational competencies result
from the combination of these resources and in the interaction in the network of companies.
(Steinle & Schiele, 2008).

Technical disadvantages can arise, as complex materials or services tend to be adapted to
their environment, in an extreme form generating a “technology adoption paradox” with
materials having a cultural content and thus fitting best in their environment of origin. A
company trying to enter a foreign cluster may have to adapt to technologies and try to
simulate the environment in which they perform best. Otherwise, the company may gain
fewer benefits from the technology than its competitors within the cluster. Foreign
companies may be left out from the preferential treatment given to cluster members.
Membership of a strong regional—-sectoral cluster provides advantages and ultimately higher
profitability. Companies in clusters may become more profitable than their isolated
competitors in the same industry based on their combined result of higher productivity and
innovative power. A buyer anchored in the same cluster as the seller has a higher probability
of achieving or maintaining customer of choice status than a new foreign buyer trying to
enter the cluster, as domestic relationships seem to be assessed more positively compared to
their peers. Vice versa, the barriers of achieving preferred customer status with international

suppliers may limit global sourcing options. (Steinle & Schiele, 2008)

To conclude, the challenges of working with a supplier from a remote cluster and becoming

their customer of choice, compared to working in a same economic or geographical region,
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can raise the importance of professional SRM as a way to improve one’s position, bind the
supplier to certain service level and mitigate of the undesirable effects. Companies can try
to develop strategies to become a more attractive customer. This can be attempted, for
example, by testing beta versions of supplier’s products, offering new technologies to the
supplier, engaging in open knowledge sharing based on a long-term commitment, helping
the supplier penetrate new markets (Christiansen and Maltz, 2002; Ellegaard et al., 2003) in

a form of providing the supplier extended visibility or recommendations.
3.6 Performance management

In competitive marketspaces where competition has shifted from company level to supply
chain level, suppliers play a major role by having an impact on the overall performance of
the supply chain (Prajogo et al. 2010). Improvement of SRM includes systematic
management of supplier performance through corrective actions on identified non-
compliances against expected performance level (Dalvi & Kant 2015). Kahkoénen and
Lintukangas (2012) state, that supply management is responsible for finding suppliers that
can offer the resources, capabilities and competences the company requires, and therefore
having access to external resources is an indicator of successful supply management. The
following chapters cover supplier performance management and supply management

performance.
3.6.1 Managing supplier performance

Performance measurement provides companies useful information on how to plan and
manage activities (Cousins et al., 2008). Measurement results can stimulate and direct action
as well as behavior of the suppliers (Leenders et al., 2006), and therefore, companies should
measure what is important to them (Fogg, 2009). Performance is measured to ensure
performance goes in line with agreed targets, identify potential for improvement and indicate
any arising disadvantages (Fogg, 2009). Regular monitoring of the success of SRM
initiatives is required to increase the effectiveness of SRM. In order to measure performance
and success of the targeted SRM activities, goals must be set. (Lintukangas & Ké&hkonen,
2010.) Dalvi and Kant (2015) identify continuous assessment and improvement of SRM
practices resulting in improved supplier capabilities and performance, together with
improved operational performance of several participants. Supplier assessment has a

positive relationship with quality performance and competitive performance (Prajogo et al.
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2010), and three major dimensions of operational performance, namely quality, delivery,
and cost (Prajogo et al.,, 2010). Handfield (2009) identifies various categories of
measurement, including: cost-effectiveness, quality performance,
time/delivery/responsiveness, sustainability end environmental responsibility, strategic
performance and technological innovations, and continues that there should be subjective or

objectives measures for each.

Supplier assessment strategy has a direct positive impact on performance improvement of
the customer (Krause et al., 2000). Despite the previous, Hughes (2008) argues that majority
of SRM programmes end up as a bundle of administrative activities that have very little to
do with improvement of collaboration or delivery of tangible benefits, as they are launched
without formalized business case with clear targets to be achieved. “Setting performance
standards and balanced scorecards lays the foundation for a long and productive
relationship”, Day et al. (2008) state. Therefore, identifying the expected benefits of each
relationship facilitates the needed focus to each team's activities and supports the total
business case of the program. Defining guiding principles and transparent frameworks for
benefit sharing with suppliers drives collaboration and mitigates disagreement. (Day et al.,
2008.) Four components are considered as essential for a successful reward system: (1)
performance metrics, (2) desired values and behaviors, (3) monetary and (4) non-monetary

rewards (Kaiser & Buxmann, 2011).

According to Hughes (2008), majority of companies utilizes metrics and steering
mechanisms for their key suppliers that are relatively similar to ones they use for their
commodity suppliers. Short-term incentives steer the performance and results,
systematically limiting the collaboration and creating constraints to investments in time,
effort and capital. Even companies with SRM programme and supplier scorecards in place
tend to focus on short-term objectives and simplistic indicators rather than steering the
realization of sustainable total value. (Hughes, 2008.) PwC (2013) proposes the use of
performance management system that is based on strategy maps, with mission, vision and
strategy communicating what to focus on, and balanced scorecards with KPIs constructed
based on value drivers. Several functions, with differing ideas, desired outcomes and ways
to operate, need to be engaged into comprehensive assessment of long-term objectives,

challenges to tackle, and on how to best leverage supplier capabilities and expertise (Hughes,
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2008). Without such necessary investments in collaboration opportunities for added value

cannot be realized, Hughes (2008) argues.

PwC (2013) professionals identify several issues when it comes to performance
measurement in the SRM context, including strong emphasis on cost reduction, no
synchronization between objectives and way of working of the SRM actors and lack of top
management commitment. As best practices, they propose to let the business function define
what value means to them through structured approach of value mapping and developing
business case to build trust and credibility for benefits tracking. PwC (2013) professionals
propose value mapping that drives performance management and includes indicators to
measure quality of the relationship, as a best practice for tackling the challenge of focusing
too heavily on operational measures. Value mapping allows companies to incorporate value
drivers that contibute to revenue growth, asset utilization and risk reduction. Business and
procurement should understand each other first before setting targets for partners. Internal
dialogue on organization key capabilities and what is expected of suppliers should be the
first step of SRM value discussion. Business objectives for SRM should be explicit and easy
to communicate throughout the organization. PwC (2013) identifies an issue of a buying
company measuring and controlling the supplier with no real collaboration and proposes
development of a joint balanced scorecard that includes indicators for both parties as a best

practice solution.

To conclude, Fogg (2009) states that the main purpose of measuring supplier relationship
performance is to develop the relationship, trust, commitment and loaylty from both buyer

and supplier.
3.6.2 Supply management performance

In addition to performance management of the suppliers, it is critical to measure supply
performance and effectiveness of the SRM efforts, to maintain the competitive edge in the
marketspace. Stannack (1996) defines supply chain management power of the company as
the ability to optimize the actions of suppliers according the desired performance targets of
a company. SRM capability of the procurement organization has a positive effect on
measuring and monitoring supply management performance, and the stronger the SRM
capability is, the more thoroughly firms are monitoring and measuring their supply

performance. There are versatile ways how to define and measure performance, although it
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is not always clear what the drivers of performance are. Therefore, the drivers of
performance need to be investigated and frequent monitoring is required to integrate SRM
into the high level strategy and increase its effectiveness. The more aware procurement
professionals are of the performance outcomes and influencing forces of supply management
performance, the more holistic performance monitoring is. (Lintukangas & Ké&hkdnen,
2010.)

Supply management performance can be divided into efficiency and effectiveness (Van
Weele, 2002). Efficiency refers to usage and optimization of the utilization of the firm's
resources, describing that the greater the volume of outputs for a given volume of inputs is,
the greater the efficiency is (Ritchie & Brindi, 2008; Lintukangas and Kahkonen, 2010).
Buyer-supplier efficiency focuses on the alignment and optimization of joint processes
(Gunasekaran et al., 2001) and can be associated with cost decrease, process lead times,
defects or greater output at the same time or cost (Ostroff & Schmitt, 1993; Mdller &
Térronen, 2003). Effectiveness refers to the the degree to which the planned outcomes are
achieved (Ritchie & Brindley, 2008). Planned outcomes can be set on price and cost control,
quality, supplier development, logistics, delivery reliability and inventory policy (Chao et
al., 1993; Van Weele, 2002). Buyer-supplier effectiveness focuses on joint value creation
(Dyer & Singh, 1998) through the combination of resources, knowledge transfers, and new
problem solving perspectives (Dyer & Nobeoka, 2000; Clauss, 2012). and can be associated
with joint innovation development (Athaide & Klink, 2009; Bosch-Sijtsema & Postma,
2009; Song & Thieme, 2009; Lau et al., 2010 ; Clauss, 2012; Jean et al., 2014 ) and the
ability to adapt to unforeseeable events (Poppo & Zenger, 2002). Internal stakeholder
satisfaction must be part of the evaluation of overall supply management performance
(Young and Varble, 1997; Van Weele, 2002), and should cover personnel, procedures and
policies, management and information systems (Lintukangas & Kahkonen, 2010). The three
measures can be divided to the financial and non-financial ones (Gunasekaran et al., 2001):
effectiveness measures mostly have clear monetary value and are therefore financial,
efficiency and internal customer satisfaction measures struggle to express performance in
monetary value and utilize more abstract evaluations (Lintukangas & Kahkonen, 2010).
Lintukangas and K&hkonen (2010) conclude that “the overall performance is constructed

from the optimization of effectiveness, and efficiency, and internal customer satisfaction”.
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Supply management performance measures have traditionally included quality of purchased
material, on-time delivery, realized cost compared to target cost, level of achievement of
inventory goals and internal customer satisfaction in the previous studies (Hemsworth,
Sanchez-Rodriguez and Bidgood, 2005; Sanchez-Rodriguez, Hemsworth and Martinez-
Lorente, 2005). Yet, the quality and usefulness of the existing supply performance indicators
varies considerably. Only a few accurate and relevant measures could give the needed
information on the current state of supply performance. Management capability helps
professionals keep the monitoring on an appropriate level. The collision between short-term
price orientation and long-term reliable supplier relationships still exists, and may depend
on executive interests and perception of the significance of supply management for overall
competitiveness, as well as the level of appropriate capabilities. Low capability limits the
assessment of supply management performance, and the effect of capability is found to be
stronger in case of monitoring nonfinancial measurements. Developing non-financial
measures requires holistic view on supply management and its reflections to business.
(Lintukangas & Kahkonen, 2010.)

To conclude, Hughes (2008) highlights the impact of perceptions, and that net value in a
relationship is a combination of what interactions the parties engage in as well as the manner
in which individuals who represent the companies interact. When evaluating (internal)
stakeholder satisfaction and quality of the supply management, the impact of subjective
assessment needs to be considered when monitoring the results and using them as a basis of
decision-making and feedback (Lintukangas & Kahkonen, 2010). Perceptions and beliefs
about the other party are formed by the collective experiences, and this impacts on the
interactions and how they interact, i.e. the efficiency and effectiveness of the executed
interactions. Over time the value produced through the interactions impacts on beliefs about
each other, creating a feedback loop that further affects on the scope and nature of future
interactions. (Hughes, 2008.) Therefore, the joint efforts, how other party is seen as,
experiences, and continuous assessment of the value produced further impacts on the future
of the relationship. The aforementioned can be applied to supplier performance assessment,

as well as to internal supply performance assessment and serving business stakeholder needs.
4. EMPIRICAL FINDINGS

In this chapter the research findings are discussed. The findings and discussion are based on

Microsoft (MS) Forms questionnaire and 15 interviews with professionals working in
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different positions and functions, closely with key suppliers. First, methodology of this
research is provided, and second the data collection methods are explained. Third, the
research findings are introduced in line with the key themes of the thesis: resources and
competitive advantage, SRM best practices, and desired outcomes of and barriers for
succeeding in SRM.

4.1 Methodology

Case study can be defined as “an empirical inquiry that investigates a contemporary
phenomenon within its real-life context when the boundaries between phenomenon and
context are not clearly evident and in which multiple sources of evidence are used” (Yin
1989, cited in Halinen and Tornroos, 2005). In order to achieve a deeper understanding on
the topic through this research, the qualitative case study has been limited to concern a single
case. The method provides an opportunity to collect and analyze qualitative data through
industry professional interviews. Case research provides a many-sided view of a situation in
its context (Halinen and Tornroos, 2005). The qualitative research method has been chosen
in the search of new information and findings behind the answers, to assess the non-
quantitative data that was available from the case company (Hirsjarvi et al. 2013). The results
are based on the case company’s interviews and Microsoft Forms -questionnaire, meaning
that this is a real life single case study where scientific theories and results are mirrored
against the real situation. According to Alasuutari (2007) qualitative research method
enables the analysis of data from different approaches and levels, enabling deeper findings
to appear. Yin (2003) supports the previous by stating that qualitative method fits with the
research questions that require explanatory answers. The single case study based on the
interviews provides insightful background, consequence and reason explanations based on
the questions that cannot be answered with a positive or negative response, which leads to

deeper understanding of the research problem (Kahkdnen, 2011).

The questions were defined in advance to align them with research questions. Semi-
structured interviews were utilized as the main data collection method, as it is considered as
the best way to acquire rich and throughout data for the empirical study (Eisenhardt and
Graebner, 2007).
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4.2 Data collection

The empirical data was collected by questioning and interviewing the company
representatives, representing at minimum a managerial level, to acquire a throughout
understanding of the desired outcomes and challenges, along with supported SRM practices.
First, a Microsoft Forms questionnaire was sent to 36 case company professionals working
closely with key suppliers, with 17 questions. Structured questionnaire had ample room for
open answers. The questionnaire response rate was 33,33%. The questionnaire contained
open questions, multiple-choice questions and a few number scale questions. The
questionnaire was analyzed after receiving responses. Second, 15 professionals, referred to
as key supplier relationship leads, were selected for the semi-structured interviews based on
their category and role in the organization. The relationship leads for further interviews were
selected across the purchase categories to provide a more diverse and holistic insight. The
interviews were conducted face-to-face in case company office. The face-to-face discussion
allowed additional or complementary questions to be asked. The empirical data was
collected during July-August 2018. The interview lengths varied from 43 minutes to 60

minutes, covering 17 main questions and some sub-questions.

Case company and identities of the interviewees remain confidential in this thesis and all

parties were informed about this in the beginning of the interview and questionnaire.

The data was analyzed initially by aiming to find patterns in the responses and drawing
conclusions on the questionnaire results. Averages and medians were calculated from
number scale questions to achieve a general understanding how interviewees see the current
maturity, internal competence level, adequacy of internal guidelines and manuals, and
satisfaction in current supplier relationships and performance. In addition, the aim was to
find differences in questionnaire responses, to further understand why differences occur in
how SRM is conducted and viewed within the company. The interview data was further
analyzed to understand the current state within the company and find possible avenues for
further development, such as unifying desired outcomes with company strategy, leveraging

best practices and breaking down possible barriers.

The interviews were audio-recorded and transcribed for the sake of reliable interpretation
when working on the data analysis and conclusions. This enabled the use of translated word

for word quotes in the analysis and discussion of this research. Translation of the interview
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material can have an impact on the reliability of the research, as during the translation the

original meanings and perspective could have been adopted.
4.3 Findings and results

In this chapter the findings and results are introduced based on the primary data collected
through the interviews and questionnaire. Yin (2003) argues that reliability of the research
can be improved if the data was categorized. Therefore, aligning with the categorization of
the interview questions, this chapter is divided into main topics: (1) market environment, (2)
competitive advantage; impact of SRM on competitive advantage, (3) resources;
competencies, (4) SRM best practices, (5) performance management, (6) desired outcomes;

drivers; barriers and challenges, and (7) SRM maturity; competences; further development.

Similarities and trends were identified between the interview responses and interviewees
approached to the topic. Different functions viewed the themes and their importance from
their perspective, which could be seen in the responses and brought depth to the outcomes
and analysis. Responses of the interviewees representing the procurement function were
more similar compared to other, due to interviewees being more familiar with the topic and
SRM activities. In addition, there were differences in respondents’ experience on SRM in

years, which had an impact on their views.
4.3.1 Market environment

To assess the topic of competitive advantage and success of case company’s SRM initiatives,
market environment must be understood. Market situation, negotiation power and
dependence vary greatly based on category, geographical area and scope of business.
Interviewees positioned the company from weak, to moderate to “customer of choice” based
on its purchase volume and negotiation power. In commodity (both product and service)
market the case company position was seen as stronger with plenty to unlimited supplier
options. The strength of case company in its domestic market was recognized throughout the
interviews, and interviewees referred to their company being the customer of choice several
times. Interviewees stated that higher growth rate could even cause issues, and therefore
recognized the importance of dividing spend among vendors to avoid suppliers becoming

too dependent and secure sustainable supply, as capacity restrictions may occur.

In global market environment, in a more creative, brand and customer experience related

categories, the case company was seen as a recognized and tempting partner to work with.
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Giving attention to choosing the right sized companies to work was seen as important. In
certain markets where the case company had been present, known for decades and an
industry forerunner in setting up operations, the negotiation position was seen as excellent.
Throughout the rest of the categories, in this global context, the case company was seen as
small to medium sized in its volume and negotiation power. Severe supply and capacity
restrictions were recognized, and case company’s relatively low volumes created challenges
in the markets, even as far as to finding a partner to operate with. In oligopolistic markets
with handful of suppliers able to provide the product/service the position was seen as weak,
as there was a limited supply base with entry barriers, existing contractual arrangements and
pre-defined ground rules. Network companies (some representing case company rivals)
control their subsidiaries which represent a remarkable number of critical vendors. In several
markets it was recognized that as maturity increases, companies begin to compete on these

best resources, suppliers and aid in developing their own business further.

Despite the weaker position, possibilities for leverage were identified: as a medium size
company it is possible to act as a pilot customer to try out in a flexible and agile manner new
ideas and innovations with, which makes their market position better. Due to this reason and
controversially to previous statements, company position was seen as rather good even in
the more challenging markets. The case company was seen as agile, flexible, reliable,
trustworthy, innovative and a “forerunner” in its industry, €.g. in adopting new technologies.
“As a customer we take exceptional care of our leased equipment, follow up the agreement,
our credit worthiness is strong, and reliability and cultural factors speak for us”, one of the
interviewees stated. As small and agile the case company can fit in the middle of larger

suppliers’ production/delivery slots and this flexibility creates enormous synergies.

Wide scope of services and co-development strengthens the market position. With
monopolistic/oligopolistic suppliers the chosen strategies included developing the
relationship and increasing the scope and volume (therefore increasing the case company
value as a customer), instead of trying to avoid "vendor lock-in". By bundling volumes, the
case company has been able to leverage their negotiation power. Disrupting the market and
utilizing SRM and collaborative approaches have provided security in the event of capacity

restrictions.
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It was recognized, that a network of versatile suppliers and partners was needed, from small
“niche” suppliers to “one stop shops”. Several markets were seen to consolidate, which

requires added attention to relationships and their management.
4.3.2 Competitive advantage, Impact of SRM on competitive advantage

Interviewees identified, varying by their functions, that competitive advantage the company
possesses is competence related advantage, solid operational performance, strong growth
potential and mission statement, excellent growth management capabilities, excellent image
of quality and safety in the market, overall core subject matter expertise, strong procurement
related capabilities and strategic decision-making skills, strategic inimitability, collaborative
relationships within network and no foreseen restrictions for further growth and
development. From an employer perspective the case company had excellent reputation and
was able to provide sustainable employment opportunities, having a high rate of long careers
and committed personnel with superior experience on industry. Interviewees saw that their
industry in general is a very interesting and unique one, and therefore attracts partners and
professionals.

Additional drivers for competitive advantage were good management skills and
technological implementation know-how due to high complexity of the case company and
experience on harnessing innovations. Interviewees mentioned that their company was
digitalized on high levels even on the operational side. Small, flexible and agile company
size, open culture, ability to re-define company-internal processes and quick decision-
making layers could be turned out into competitive advantage, as case company could easily
position itself as the pilot or launch customer for new technologies and innovations, having
a reputation of being a digital forerunner. Excellent reputation, low level of bureaucracy,
low power distance low hierarchy culture, trustworthiness, strong personal relationships and
reliability in payments history was seen as competitive advantage in the supply market,
which should not be taken for granted within the industry. The good reputation could be
further turned into reference value. It was mentioned that to the company size their footprint
was larger, being visible and trusted in the top forums, and therefore gaining executive level
attention form larger suppliers for joint initiatives too. It was identified that competitive
advantage cannot be achieved solely relying on internal resources, but through the

exploitation and combination of external and complementary resources.
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Interviewees saw professional SRM impacting on competitive advantage positively by being
able to stay on top of the competitive market set-up, improving availability and disruption
management, managing quality issues, providing superior information on financial
structures, providing better understanding on capacity restrictions, ensuring strategic
alignment, understanding ranking among supplier’s key customers, improving the
aforementioned ranking, facilitating joint innovation and product development, providing
higher transparency to long-term planning, improving negotiation position, and enabling
possibility for customization of products and services to serve end-customers better. Being
closer to supplier’s organization enables understanding and active follow-up of dynamic
environments. Truly understanding inter-organizational changes and their impact on market
dynamics is not possible without systematic SRM and governance, an interviewee argued.
Interviewees agreed that their business was based on partnering, and if partners could not be
managed with combination of hard agreements (formal governance) and soft management
skills (relational governance), full potential for competitive advantage could not be
harnessed. SRM was seen as a path to truly collaborative relationships that exceed the
obligations agreed upon in SLAs, including characteristics of co-creation of entirely new

services, concepts and business models.

Considering competitive advantage from the reputational perspective, interviewees
considered that what values the company brand represented, their suppliers and people
needed to represent too. SRM was seen as vital for company performance and success, as it
enables following up of the agreed and steering supplier focus. The more active the
interviewees considered to be in SRM, the more in control of the performance they would
be. “SRM needs to be continuously improved in order to steer the suppliers so they keep
developing their services, providing best value for money and that their performance is

systematically measured”, one of the interviewees stated.
4.3.3 Resources; Competencies

The interviewees recognized internal and external resources, intangible and tangible ones.
Intangible company internal and cross-organizational resources were highlighted over the
other ones throughout the interviews. Key company internal resources were related to
people, their capabilities, functional skills and management experience. Internal

competencies included professional management, SRM and project management skills.
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Market understanding and operations management competence was highlighted as important

internal resource (for both: business units and procurement).

Key company external resources that were brought up and that the company needed to ensure
were operationally critical services, materials, systems and technologies, of which price and
availability fluctuations could have a critical impact on operations. “On several areas we can
yield if needed, but operations go always first.”, an interviewee stated. Interviewees
recognized that at the end of the day, their services and products are built through their
suppliers and agents, and therefore the role of external resources is remarkable. Interviewees
mentioned requirements for the external resources, that included high level of quality,
functionality, experience of provision, good service level, design orientation, consistency,

differentiation, sustainability, and fit to values.

According to interviewees, some resources were harder to acquire and manage than the
other. Many of the interviewees stated that this was due to entry barriers, unideal negotiation
position, power dependencies, market situation, clustering and limited capacities.
Throughout the interviews, it was recognized that country and industry specific legal
expertise as valuable resource was hard to acquire, in addition to sourcing and SRM
professionals with both contractual and functional competence. Industry expertise was
highlighted in general throughout the interviews. It was seen on several categories that
domestic market was unable to provide sufficient level of competence to support in the
global competition and expansion. Competencies in sustainability were seen as critical
resources for long-term survival and license to operate, that are harder to acquire from the
market. Innovative partners who have ability to innovate and co-create concepts are seen as
critical resources in the future. There were seen no restrictions for technical resources due to

case company being seen as reliable partner to work with.

Internal competencies play a great role in transforming external and complementary
resources into valuable assets and competitive advantage, as resources are relatively similar
and accessible for the competitors in the market. Great people, innovative thinking, market
understanding, and leadership skills are needed. An interviewee saw that change and
transformation competences were on a good level with strong track record. In addition, he
identified strong ‘drive’ and cultural change, which could be seen in great level of internal
diversity. In order to manage external resources successfully - especially when making great

outsourcing decisions, a certain number of managers with substance matter understanding
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needed to be assigned for steering of the relationship, optimally to the same extent the
company had once activities were managed in-house, several interviewees stated. The case
company had experienced challenges in service implementation due to all competence being
outsourced and internal know-how not existing anymore. Internal competence was thereafter
increased to have true understanding on the management of the service. “Knowing how to
lead a supplier is entirely different from knowing the actual operational work and managing
practical integrations and changes in systems and processes”, interviewee stated. Business
owner and relationship lead were seen as critical resources to be seen as united towards the
supplier, to manage the big picture and escalate open items in line with the relationship

targets.

“Processes do not carry, but it’s the people who deliver the services and value”, stated one
of the interviewees. Therefore, it is important to recognize the role of competences. As core
competences, the interviewees identified technical and business expertise, market and
subject matter understanding, financial competencies, flexible adaptation of new
technologies with dynamic decision-making chain, procurement competencies, active SRM,
project management skills, and agreement negotiation skills. Negotiation, relationship
management and soft skills were highlighted due to high rate of outsourced services
compared to competitors with a higher rate of in-house operations. SRM related

competencies are discussed later in this chapter.
4.3.4 SRM best practices

Key principles for relationship management in case company included ethical and
progressive approach, focus on continuous improvement, having measurable and clear
business objectives, treating suppliers with respect and trust, fostering proactive
communication and collaboration, embracing frame agreements and governance structures
upon which people-lead relationships are built on, professional management on all levels,
top-management engagement and managing partners with the same importance as own
resources. Case company SRM processes included (1) supplier on-boarding, with sub-steps
of supplier segmentation, nominating steering team and relationship lead, defining
objectives, agreeing on SRM tools, defining KPIs and their reporting methods and supplier
integration, (2) managing the relationship, with sub-steps of status revision, organizing
improvement actions, auditing KPIs, defining action list and agreeing on meeting practice,

and (3) contract renewal/supplier exit, with sub-steps of terminating or renewing contract,
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analyzing lessons learned, ensuring continuum of the company processes and disconnecting

supplier.

On the supplier on-boarding phase, it was recognized that business units and procurement
should be aligned in defining their objectives, choosing the fit strategy through supplier
segmentation, criticality and innovation potential. Supplier on-boarding and internal
organization is needed at the very beginning of the relationship, as implementation gets more
difficult the more time passes. SRM was seen as a continuous prioritization process of
assessing if key supplier and partner input is relevant and purposeful. Management team
with subject matter experts should be engaged to define specifications and objectives for
supplier relationship, according to interviewees. Robust contract acts as a base for the
relationship, it was stated. It was seen as important to amend the agreement as the
relationship developed, to avoid leaving money on the table, keep track and mitigate risks in

dynamic settings.

On-going dialogue through hierarchical governance model that fits the purpose was
highlighted with elements of formal and informal governance, and operative, strategic and
executive tears. Frequent meeting practices, functional counterparts to facilitate the dialogue,
clear responsibilities, pre-defined and joint agenda, and rolling action item list with timelines
are supported and help in keeping required level of formality and structure. Case company
governance structure examples included (1) executive level with EB participants, agenda
related to steering of long-term objectives for the collaboration and escalation of critical
issues, (2) steering team level with relationship lead and account management participants,
agenda related to contract management, steering operative performance and projects, (3)
product development and performance monitoring level, with project specific organization
members, agenda related to development and management of corrective actions, and (4)
operational/transactional level, with an agenda related to monitoring day-to-day operative
performance and transactions. Steering team would lead all actions between the
organizations, with their responsibilities in target setting, defining joint business plans, KPI
management, continuous improvement actions, resolving conflicts and facilitating escalation
(if needed), and taking actions based on supplier risk analysis. Case company meeting tools
included robust agenda, meeting minutes after each meeting, annual clock for meetings,
identification of relevant participants, and proactive communication of action points and

minutes. Agenda included account and contract management, future outlooks, sharing of
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information, development initiatives, project specific updates and joint review to align
strategic targets. Joint review boards were mentioned, where areas for development and
investment are identified and partner is kept informed strategically. It was recognized, that
preparation, managing the market field and having internal alignment before the governance

meeting was key for efficiency.

Escalation methods and warranty management were strongly recognized, as a functioning
governance structure aligns initiatives on right level between the parties, and solves issues
before they need to be escalated to executive level. To facilitate smooth escalation process,
it is critical to ensure requirements are communicated, understood and defined, and that there
is daily communication and feed-back loop on performance and operational issues.
Partnerships and performance are lead in everyday actions, interviewee stated. In problem
resolution, the role of personal relationships and human connection was highlighted.

Along with the earlier mentioned activities the interviewees recognized proactive dialogue
and professional collaboration on personal level as the best practices for SRM. The
importance of trusting personal relationships, creating the feeling of responsibility towards
the other party and value of informal relationship management (ad hoc calls, outside office
activities), was introduced. “SRM needs to be in line with our values - open, transparent and
sustainable. Suppliers are also our customers, and our purpose is to be tempting customer,”
one of the interviewees stated. Building up a relationship on top of a healthy one was seen
as an important parameter along with understanding the power balances (your position and

value for supplier).

Interviewees provided examples on most effective methods and tools based on their
experiences. Clear governance structure was recognized by everyone. Business function
should know the agreement too, as the supplier provides the service to the business owner
and therefore they should be on top of what has been agreed and what they are paying for.
Looking into the future with clear 3-5 year plans, continuity and cadence were highlighted
throughout the interviews, along with building healthy and balanced relationships with
carefully selected suppliers. Finding balance between well-negotiated agreement and softer
approach to value creation was seen as critical element of SRM. If SRM is not systematic or
continuous effort, the value add will start to diminish, an interviewee stated. Sense of
ownership was recognized to steer success of SRM initiatives at the end of the day. Dynamic

relationships require continuous leadership and management, and dynamic internal resource
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allocation as well, an interviewee recognized. As a good practice, interviewees proposed
having an annual clock for each relationship. It was seen as valuable to create an environment
for transparent and open communication, along with giving positive feedback on well-
managed disruption and problem resolution instead of approaching through the negative.
Several interviewees praised giving back., good intentions, positive approach and being
generally nice to supplier, the type of a person they want to help. Exit management was seen
to be at its best, when issues or mismatch in strategic alignment could be solved in good

spirit, either filling in the gaps or exiting the relationship in mutual understanding as friends.
4.3.5 Measurement and monitoring of performance

Clear measurement and monitoring of performance against agreements and
strategy/expectations was seen as critical element of SRM. The current target setting and
expectations for the key suppliers were linked to meeting defined target levels, maintaining
the growth and drive in the relationship despite of any market changes, solving challenges
together through dialogue, cost efficiency (maintaining current level), improving customer
experience (internal and external), strategic coherence and alignment, punctuality and on-
time performance, proactive provision of development proposals, customized solutions,
sustainability, trustworthiness, flexibility, reliability, open communication and
professionalism was expected of suppliers. Joint initiatives, sharing of information,
collaboration, seamless inter-organizational alignment, innovations, access to new
technologies and clever use of big data, were additional supplier expectations, SRM

catalyzing the collaboration.

The interviewees listed their current relationship targets, as set out in Figure 8 below.
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Relationship Targets

Shared investments !

Health and safety J
Sustainability J

Support in growth )
Integrated planning =]
Value creation d
Quality Management g
Continuous improvement )
Innovation and product development g

Operational efficiency & reliability )
Customer experience '
Cost efficiency g

Figure 8: Relationship targets

In addition, supporting growth, sustainability initiatives and technological and digital
development were mentioned as relationship targets. Responding to end customer needs,
application of industry best-practices, provision of information on industry trends and
changes, living up to partnership, new product and concept development, and technological

innovations were additional expectations.

Cross-functional strategy work was seen as the key to superior SRM by the interviewees.
Corporate strategies were aligned through annual target setting day, targets enrolled
thereafter to procurement, key supplier selection, partnering decisions, performance
measures and joint initiatives with selected key suppliers. It was seen as critical to ensure
the company was working with such partners who can commit to same strategic initiatives,
and that they understand customer objectives and keep up the continuous development of
services. Keeping suppliers informed about changes in priorities was important to steer the
performance towards the right direction. It was seen as important to identify partners who
were not responding to strategic requirements through relationship mapping and annual

reviews against future outlooks.

As best practice for measuring SRM performance, it was proposed that steering team would
define and implement the set of KPIs for monitoring and improving performance, setting
necessary processes for collecting KPI information, frequently reviewing KPI results and
defining improvement actions to follow. Joint KPIs should be relevant for the partner,

business/operations of the customer, aligned with corporate strategy and must-win-battles.
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Continuous assessment of the performance along with agreement that enables escalation of
issues and steering the performance were seen as vital for success. Challenges were seen in
correct adjustment of target levels in line with severability and business impact of the
relevant measure, and identifying the correct measures to support value creation and product

development.

Versatile and weighted KPIs for supplier performance include: quality in terms of
punctuality, on-time performance, number of errors in service, performance and reliability,
customer satisfaction (internal and external) and net promoter score, transaction costs,
disruption management, warranty management, and ancillary sales, to mention. It was
proposed that measures should be developed for assessing experience of the people working
with the supplier, and maturity of interactions and processes between customer and supplier.
There were no measures or follow-up for SRM performance and effectiveness, but success

seen as in the phase how potential relationship issues are solved.

Performance-based bonus systems in supply/service agreements are supported, in addition
to supplier awards and irregular benefits. Among some of the interviewees incentives with
high focus on collaboration were seen stronger driver compared to penalties. Some saw
penalties as more effective and incentives being only ad hoc reward mechanisms. Monetary
penalties are not always as constructive or motivating as they were intended, and the
sanctions may hurt the relationship. Monetary penalties were not seen as the most effective
performance driver by many of the top management, ‘forgiving’ penalties on the other hand
was acting as collaborative tool. Defining correct level of sanctions is critical, and should
always reflect the criticality of the issues and exposure. Focus should be on continuous
improvement and it is recognized that too heavy penalties do not motivate. It was recognized
that some suppliers hide the risk of penalties into prices, making the penalties ineffective.
To conclude, the effectiveness of the mechanisms was seen to be dependent on the culture

and industry. Healthy industry competition was seen as a strong performance driver.

Interviewees mentioned as best practice to be firm but fair, and keep in mind how to become
the most tempting customer to work with and to support when problems occur. Instead of
traditional mechanisms, adjusting the scope of service was utilized as a performance
mechanism according to interviewees. Scope could be diminished if supplier was not
meeting targets or widened if there was a track record of superior performance and high

potential. In addition, reference value and recognition was mentioned as strong incentive. In
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comparison, threat of reputational damage due to nil performance acts as a penalty for weak
performance in small industry circles. Some interviewees saw no need for separate
incentives, as added growth and success is enjoyed together. Providing ad hoc incentives for
team members can create higher level of commitment and facilitate closer personal

relationships.
4.3.6 Desired outcomes, drivers, barriers and challenges

On policy level, it has been stated in case company that desired outcomes of SRM include
cost competitiveness via enabling optimal total cost of ownership and value creation over
contractual requirements, improved customer experience via steering supplier capabilities
and competencies, operational excellence via mutual commitment to professional service
level and continuous exceeding of expectations, and compliance with regulations via
ensuring operations are performed in line with regulations and systematic risk management.
The case company interviewees stated that they utilized SRM for completing their own
organization and resources with external capabilities to their fullest, harnessing suppliers
actively to receive lacking solutions and surprisingly positive outcomes. Majority of the
interviewees stated that their organization embraced SRM to ensure they are getting the level
of service they agreed upon and are paying for, to better serve end customer, achieve cost
efficiency (for supplier and customer), higher quality and operational excellence, to facilitate
supplier innovation process, leverage potential, gain access to supplier networks (with
network information, market knowledge and best practices to share), ensure strategic
alignment, support new product development, put the right pressure on the supplier to
commit to the “big picture” and mitigate risks. It was recognized that effective SRM supports
agreements that often have gaps and loop holes. Interviewees stated that they wish to keep
close distance to understand, steer and continuously improve performance and service level.
SRM was seen as a tool for maintaining preferred customer status and collaborative

relationship in a win-win way even in the periods of downturn.

Business continuity with operations critical suppliers was seen to have a direct impact on
own production. Additional desired outcomes were improving ranking among supplier's
customers (which reduces the risk of disruptions and limited capacity) and acting as a
platform for continuous improvement of products and services. The interviewees recognized
that the more interesting customer they were the better their negotiation position and power

would be.
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In interviewee’s functional roles, they wanted to achieve transparent and reliable planning
of costs (translated into meeting their budgets) and closer personal relationships with
suppliers that would ultimately result in improved products and services and leaner
processes. As the case company and its industry are moving away from transactional
partnerships to more long-term relationships, SRM is embraced to co-develop products and
services, helping the case company overcome the challenges of their small-medium size, to
gain supplier attention, to translate strategy to supplier provided products and services, and
to drive strategies on customer interfaces where suppliers are present. Longer term
agreements and partnering was seen to result value add and innovations compared to best
terms and prices received through competitive tendering. Innovations and sustainability
were mentioned too. SRM at its best was referred to as extraction and creation of higher
value through multiplying sourcing potential by systematic process to find new suppliers,
receive valuable market knowledge, tools to manage existing relationships and avoid

downstream issues.

SRM was seen to provide systematic approach to prioritization and resource/time allocation
(supplier segmentation) and adjusting communication on all levels based on supplier value
and criticality. Interviewees viewed SRM as facilitator of long-term relationships that reduce
the cost of collaboration by leaner/integrated processes and ways of working, continuous
identification of savings, harnessing innovations and ideas, and problem resolution at early
stage. SRM was seen as a tool for resolving conflicts and escalating issues at a right level.
“SRM is the tool for keeping us close enough to our suppliers in order to avoid dispute

resolution through court at its worse”, an interviewee stated.

“At the end of the day, SRM is responsibility towards shareholders for efficiency, continuity
(contractually, knowing market price level and maintaining sense of quality), and ensuring
professional management of resources and partners, as we operate on thin margins.

Ultimately it is ensuring ROI” an interviewee stated.

Interviewees recognized benefits of SRM, as set out in Figure 9, below.
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Benefits

More attention from supplier

Access to new markets

Reduction of inventory, logistics optimization
Aligned product development

Sustainability

Higher responsiveness to customer demand
Improved risk mitigation

Improved customer satisfaction

Improved on-time delivery and punctuality
Leaner processes

Access to new technologies and innovations
Cost reduction

Improved quality

Figure 9: Benefits of SRM

Along with the foreseen benefits of ensuring the continuum of the relationship, steering of
strategic initiatives, improved cost efficiency, managing disruptions, issue resolution, access
to market trends, joint product development, extending value creation potential, growing
together, higher levels of transparency, and getting into a ‘win-win’ set-up instead of keeping
the traditional roles of buyer-supplier mindset, the interviewees provided examples of their
most successful SRM initiatives. In the first example of successful initiative in terms of
achieved benefits, an interviewee mentioned quicker disruption management, that was
achieved through systematic SRM and governance structure on several levels (bi-annual
executive meeting): supplier had taken a new larger account and this caused quality and
punctuality issues as the case company fell from the list of top customers, on operational
level the problems had lasted for months, in executive meeting the problem was brought up
and actions were agreed upon, two weeks later the problem was resolved in this correct
forum. The second example was on joint recruitment campaign, where right people with
right competencies were attracted to work for the supplier due to opportunity to work with
the case company account, which represented a true win-win situation with possibility to
expand supplier’s capabilities to serve the customer while providing reference/brand value
to supplier in their search of professionals. The third example was on setting up formal
processes for innovation management and trend scouting, that have led to several technical
innovations, improved availability and quicker access to new products over competitors, and

immediate help in improving service processes to meet customer needs better. The
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interviewees referred to innovation forums and funds between customer and supplier, and
within the industry, to enable access to new design thinking and newly developed

technologies.

It was identified that proper SRM was the tool to solve the issue of how to deliver the very
same experience through suppliers employees, acting in customer interface with no real
differentiation from the company’s own personnel towards customer. Additional examples
of successful initiatives were related to inviting supplier’s employees to work in the same
physical facilities to enable personal relationships, improved knowledge sharing, faster
communication and problem resolution. In addition, key partners were provided a reference
right to extend their business and increase their sales, while the customer benefitted from the
relationship in other ways (e.g. lower prices, share on added sales, acting as a launch

customer).

Interviewees recognized drivers and success factors, as set out in Figure 10, below.

Drivers, Success Factors

Clear relationship plan ===
Power balance, healthy relationship as pre-requisite ™=
High level of trust by the supplier ===
Cultural alignment ===
Expected ROl and business case ===
Strategic coherence internally and with supplier ==
Good personal relations (people business)

Benefits measurement

Joint target setting '

Sufficient budget and resources '

Proper governance structure

Figure 10: Drivers and success factors of SRM

The interviewees recognized the following drivers and success factors for SRM: clear
strategy, dedicated account managers that enable "big picture™ understanding, willingness
and need for sharing information, systematic approach and momentum in terms of
accustoming suppliers to SRM. Integration and alignment between procurement and
business units were mentioned, as too high input from procurement alone was seen to lead

into low business engagement. This alignment was seen as key driver as it engages both to
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joint targets. As the most critical success factor, the interviewees recognized the hard
business realities and having a healthy and balances relationship to start building SRM
practices on. “It is difficult to talk about joint development and collaboration, if costs are in
imbalance and business realities are not secured for both supplier and customer”, an
interviewee stated. The interviewees recognized as driver for successful SRM the people
who make it work or not, with personal integrity coding that needs to match to counterparts
one. People between the organizations are the key to successful relationships. One of the
interviewees stated that “nice people like to help nice people”. Proper strategy that is clear
and well-communicated was seen as critical element for successful SRM, to steer all
performance and actions. SRM is a tool to execute strategy. One of the interviewees
recognized that both are needed, people and strategy to drive SRM, as one could not work

without the other.

Interviewees recognized barriers and challenges, as set out in Figure 11, below.

Challenges; Barriers

Lack of prioritization skills
Lack of management system, process and established... ===
Lack of firm/robust management approach ===
Weak contract
Power imbalance ===
Lack of proper SLA/KPIs for driving their performance T —————————
Lack of strategic coherence S

Focus is in competitive approach instead of...

Lack of stakeholder involvement in SRM

Lack of time .

Lack of SRM competencies and skills ”

Limited engagement and commitment from top... ’

Figure 11: Barriers and challenges of SRM

The interviewees recognized the following challenges and barriers for SRM: supplier
focusing too much on short term instincts (optimizing their margin) instead of securing
relationship continuum, transactional management approach, brain leakage as managing
supplier markets and supplier relationships is inter-personal, and closer level of collaboration
resulting to challenges in maintaining the formality that allows systematic governance of the

performance and relationship.



77

Power imbalance was not seen as a problem, the interviewees considered that attention and
top management focus from supplier is received when enough effort is put onto relationship.
Despite the recognition given to soft and collaborative management skills, lack of empathy
and consensus was not seen as an issue either, as some highly competitive approaches were
identified. Other interviewees recognized these behaviors. More senior interviewees had
realized SRM would not be about getting the best price but truly understanding how to help

your partners win as well.
5. DISCUSSION AND CONCLUSIONS

In this final chapter the conclusions are provided. The empirical findings are discussed
against the theoretical background, research questions are being answered, and avenues for
further development and research are identified.

5.1 Comparison of theoretical and empirical findings

The aim of this chapter is to mirror the existing studies and theories into the case findings
resulting a deeper understanding of the current state of and practices supported in the case

company.

Case findings support the existing theories in terms of SRM processes, activities and best-
practices. Similarities were found in benefits, drivers, challenges and barriers for SRM, some
of which were highlighted clearly over the other: (1) benefits of cost reduction, improved
quality, technical innovations and improved customer satisfaction, (2) drivers of proper
governance structure, healthy and trusting relationship, top management support and
competent relationship leadership, and (3) challenges of limited internal alignment and
cross-functional strategy work and high focus on short term gains and costs instead of
collaboration and long-term value. SRM theories focus on key and strategic suppliers,
however the extended RBV recognized the value of complementary and low-value
resources. Empirical research recognized the need for systematic management of such
external resources, suppliers, falling outside the key supplier segment. They were seen as
important resources for the daily operations and business development, and therefore also
their management should be paid attention to. Such volume or commodity supplier may
evolve into key suppliers or may turn into strategic assets through everyday innovation,
process development and market findings. Throughout the categories, focusing on value-

adding SRM activities was highlighted as an item for continuous improvement.
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The empirical findings emphasized the people behind the processes, and jointly developed
cross-functional strategies that guide SRM, and thereafter the performance measures and
relationship target-setting that corresponds to strategic business objectives. The theoretical
frame was concerned about the structural governance processes and activities, yet the
empirical findings were more focused on relational governance mechanisms, personal
relationships, genuine willingness to collaborate, and having the right “fit” between the
relationships leads steering the inter-company collaboration. SRM was recognized as a path
towards greater inimitability in terms of causal ambiguity and social complexity, gained
through specific working processes (with unique cause and effect relationships) and
interpersonal relationships. Empirical findings saw SRM being critical for access to new
technologies in the future and facilitating innovation processes between the parties, as
throughout the theoretical framework the focus was more on operational efficiency,
disruption avoidance and risk management. In addition, the empirical findings highlighted
the importance of systematic assessment of changes in market environment, and reacting to
changes in selection of partners and setting of targets. Exit management was referenced in
theoretical framework as a process that ensures risks are covered in transition of
services/production, yet the complex nature of relationship change management was

highlighted throughout the empirical research to avoid “burning bridges”.

Majority of the interviewees considered that not enough time and resources was committed
to SRM, partly due to weak to moderate recognition for SRM. Although more time and effort
should be used in steering meeting preparation, analyzing and segmenting the counterpart
team and their roles. As the relationships get more fruitful and complex, SRM requires more
resources and capabilities. Processes set out in theoretical frame emphasized the assessment
of market environment and preparation of segments to understand relationship objectives, in
reality this was not supported due to lack of resources, or resources to be tied in too many
project simultaneously. Theoretical framework identified this as barrier for SRM, and
empirical research proposed that the root cause was focusing on non-value adding activities

with no structured agenda and inadequate preparation for steering meetings.

If sufficient resources and momentum are lacking, it might be challenging to realize
initiatives. Some saw as the root cause not having dedicated vendor manager allocated for
the relationship. In certain categories, there was even a strong commitment to SRM, but
development of the SRM itself (including processes, market/supplier analysis and internal
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strategy work) would require more emphasis. The rest considered that enough resources
would be available within the organization for SRM, but the issue would lie in the SRM
related roles, responsibilities and activities to be divided in an efficient way to allocate
resources better. It was recognized by several interviewees that although lot of time is used
on SRM, it was not very structured.

Conclusion could be drawn, that roles and responsibilities and ways of working should be
clarified, and only purposeful activities focused on — while formulating a model for Lean
SRM. Hughes (2008) too recognized this importance of elimination of interactions that
consume critical resources but do not deliver added value, as a part of SRM. Leaner
processes, working smarter, and combining activities to deliver more value with less
resources was seen as a solution in the empirical findings, although prioritization was seen
challenging at times in terms of identifying the areas with greatest value creation
opportunities. Need for “lean SRM” was recognized, but the issue of how realize the benefits
through the lighted model and avoid the "half way implementation” risk was raised in the
empirical findings. The theoretical frame does not recognize lean SRM models as an
individual concept. In addition, modular SRM model was proposed based on relationship

ambition level and capabilities.

It was also recognized that in order to leverage SRM practices within the company and
ensure continuum of the programme well-begun, it is vital to ensure SRM recognition and
capabilities are maintained and continuously improved despite the key person changes.
Interviewees recognized that it was important to identify required SRM competencies, as
roles and expectations for managing supplier relationships and harnessing potential have
changed. Overall understanding on SRM coverage and competence needs to be increased
systematically. When discussing competence requirements for SRM (based on theoretical
findings), the interviewees identified competencies in measuring relationship and
performance, leadership and management skills, communication skills, functional
capabilities and subject matter understanding, contractual and legal expertise, negotiation
skills, relational competencies (internal and external), skills in facilitation of co-creation and
collaborative dialogue, motivational skills in engaging and using assets innovatively, supply
market understanding, technical and operational knowledge, strategic thinking, and cross-
category experience in sourcing. It was recognized that both soft sills and hard approaches
are needed, along with knowing how to give constructive feedback instead of complaining
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internally, which leads to poisonous atmosphere. According to interviewees, managers
participating in SRM should have the competencies to manage and develop relationships in
systematic ways, to mitigate risks proactively, to prioritize resources according to business
criticality and to manage supply base capabilities to contribute to business objectives and
operations. “Within procurement, it is key to be curious, diplomatic, good with numbers,
understand the big picture but not afraid of details, and possess good multi-tasking skills,”
an interviewee argued. “The attitude has to be right, skills can be taught,” she continued.
Persistence, courage in decision-making and disrupting market, recognizing windows of
opportunity, smart thinking and project/supplier lifecycle management skills are needed. It
requires courage to make decisions regarding partnerships, and to rely on supplier expertise.
“SRM is a strategic key competence itself, once handled well”, stated one of the

interviewees.

Majority of the interviewees hoped for more training with slight adjustments on the existing
policies and guidelines, training sessions to be more interactive workshops with real case
examples to work on. Internal strategy work, and clarification of processes, roles and
responsibilities was needed to release more time for critical and value adding activities with
the correct group of strategic and high potential suppliers. The research supports the work
of Hughes (2008) and Day et al. (2008), and raises discussion on the fundamentals that still
need to be in place (after a decade of fruitful discussion and research) in order to succeed in
SRM and achieve desired maturity levels. On paper, the case company maturity was
excellent, and the interviewees recognized all of the recommended practices, process steps
and tools for effective SRM. Guidelines for SRM were documented and communicated,
although last SRM training was provided several years ago. However, the interviewees
identified several areas for improvement SRM related guidelines and policies. The internal
policies were seen as too heavy and confusing at times. Interviewees hoped to have a
concrete implementation and action check list and templates for SRM. It was seen as
beneficial to have a standard way of working and structured model that would be followed
throughout the categories and therefore SRM status and progress could be benchmarked
within the company. Guidance was requested for facilitating and implementing the process
and governance for not leaving money on the table. Conclusions could be drawn, that
although on paper the maturity was high, company seemed to struggle with the “360”
implementation of shared way of working throughout the relevant categories and key

relationships.
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Maturity was seen to be on a good level in terms of top management support and recognition,
having good contracting and specification competence, and having SRM established
throughout the categories in general. Maturity gaps were seen in structured, coordinated,
aligned and consistent way of doing SRM throughout the functions. It was identified that
there were no common, clear supplier requirements. Inconsistency was identified in
definition and measures for selection of partners and suppliers to focus on. Interviewees
recognized that more sophisticated analysis should be conducted for key and strategic
partner identification and revision from time to time, along with check list for whether to
implement SRM or not. This is in line with findings of chapter 3.3.2 that proposes that
simplistic portfolio models are not adequate for multi-criteria decision-making.

Internal relationship target-setting and cross-organizational strategy work and planning was
seen as an area for further development. Several interviewees raised up that procurement
function should be seen as an early-to-be-involved partner for business instead of contract-
oriented cost efficiency and compliance function. SRM performance in terms of its
efficiency and effectiveness as such was not recognized as an area for measurement in the
empirical research. In theoretical framework measuring the success of SRM programmes
was left for little attention and the focus was more on the supplier performance measurement.
This could leave room for further investigation., in terms of function-internal success rate

assessment.

Terminology wise the literature rarely refers to “procurement” in the SRM context, as the
focus in on “strategic sourcing” and “external resource management”. The interviewees
proposed the name of the procurement function to be changed to reflect this strategic nature,

as procurement traditionally refers to acquisition of resources and cost management.
5.2 Answering the research questions

In order to answer the research questions, it was required to familiarize with theoretical
background on RBV, competitive advantage and SRM. After, collecting the data from
professionals working closely with key suppliers and SRM through questionnaire and
interviews, and analyzing the data, research questions could be answered on a satisfactory

level of detail.
The main research questions for the research was:

How to create competitive advantage through supplier relationship management?
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Summarized answer to the main research question is provided at the end of this chapter, after
addressing the sub-questions that supported finding answer to the main one. The sub-

questions were answered as follows:
RQ1: What are the desired outcomes and challenges of SRM?

The desired outcomes of SRM are highly linked to competitive edge and specific market
requirements, and therefore aligned with strategic initiatives of the company. SRM is utilized
as a coordinated way of aligning external resources with company internal targets and seeing
suppliers as an extension of the company, contributing to business and operations. Key
challenges to tackle are linked to (internal and external) alignment and engagement,
prioritization of objectives, effective allocation of resources, and seeing above the
competitive approaches and short-term gains.

RQ2: What SRM practices are seen most effective?

Setting up a structured governance model with operational, strategic and executive tiers, and
effective mechanisms for following up the realization of the initiatives and performance
were seen to facilitate the continuum of the programme and relationship despite of market
and key people changes. Robust yet flexible agreements form a base and safeguards for the
collaboration. Dynamic relationships and supply environments require sense of ownership,

competent leadership, continuity in management, and dynamic internal resource allocation.
RQ3: How to measure SRM and supplier performance?

Adjusted KPIs for supplier performance must be aligned with company strategy and agreed
jointly with supplier to ensure commitment. Processes for collecting KPI information,
frequent performance reviews, steering mechanisms (e.g. contractual penalty and incentive
systems, inter-personal feeling of obligation) and adjustment of target levels and sanctions
in line with severability and business impact were supported. One must be firm but fair in
managing performance. Theoretical nor empirical research did not fully address the question
of measuring internal SRM performance, apart from the monetary savings and phase in

which milestones and objectives are achieved.

To conclude all of the above-mentioned answers to the sub-questions, the answer for the
main research question can be summarized as follows. Creating competitive advantage

through SRM requires continuous assessment of the dynamic market requirements (and how
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current partners position and contribute in line with those), structured governance and ways
of working, internal alignment and team work (in terms of supplier on-boarding, cross-
functional strategy work and definition of relationship objectives), great leaders to steer the
initiatives, and carefully assigning scarce resources into purposeful and value-adding
relationship activities. Resource integration is done via collaboration and therefore, the
management, leadership and exploitation capabilities of the company makes it unique and
different from its rivals, which results in competitive advantage. By effectively,
systematically and professionally managing valuable external resources, in a way that the
value created together with suppliers becomes inimitable and rare, competitive edge is
achieved. Professional SRM and close key supplier relationships enable: access to unique
resources, technologies and critical market knowledge (including weak signals of upcoming
trends and changes in market dynamics) that might be out of reach otherwise in arm’s length
relationships; and enable mitigation of effects of severe disruptions in competitive global
market spaces.

As companies can no longer survive alone in truly global market environments, it is
necessary to secure the continuum of the operations and understand the dynamic
environments and their trends through suppliers acting as respected advisors and industry
professionals. The most valuable finding of the research might be, that it is not a question of
how to create competitive advantage through SRM, but how to ensure survival and success
in the competitive environments through SRM. In addition to addressing the research
questions, the case company representatives saw the research as valuable in terms of
understanding the internal dynamics between procurement and business units, and how to

unravel prejudices, challenges and barriers for greater collaboration.
5.3 Validity and reliability

Reliability of the research means the similarity of or variation in the research outcomes
should the research be conducted again. Reliability stands for authenticity and truthfulness
of the research, mitigating the impact of environmental factors and randomness. The validity
of the research means how well the research answers the research questions and objectives
set out. (Metsdmuuronen, 2007; Yin, 2003.) Using several data sources and documenting all
the steps in the research increases the validity of the research (Stuart et al. 2002).
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Pre-questionnaire provided satisfactory overall understanding, while the semi-structured
interviews provided enough in-depth data. All interviewees received a briefing and list of
questions before the interview to mitigate the risk of misperceptions and allow them to
prepare properly for the interview. As the questionnaire results were documented as they
were received, and interviews were audio-recorded and partly transcribed, the reliability was

increased and the researcher could analyze the results based on the gathered information.

The interviews were translated from their original language to English, that would impact
on the reliability of the interpretation and discussion.

5.4 Conclusions

As the strategic criticality of SRM increases in competitive global business environments,
the value of trust, collaborative partnerships and strong networks becomes relevant.
Procurement Leaders (2013) argue that if a company is not leading the supply network, then
another company is likely to do so, making it a question of leaders and followers within the
competitive future markets. SRM maturity and common perception of best practices seems
to remain rather inconsistent, now it is the window of opportunity for companies to take
leadership position within their industries and supplier network in SRM to become early
adopters and preferred customers that gain the strategic benefits on the long-run about their
strategic positioning and can set the ground rules for SRM within their cluster.

The managerial contribution of this research aims to raise discussion on SRM as an
effective method of harnessing competitive advantage. The findings and conclusions of
this study were targeted to improve the case company SRM and identify the best practices
to be leveraged throughout the company. The research supports the work of Hughes (2008)
and Day et al. (2008), and raises discussion on the fundamentals that need to be in place in
order to succeed in SRM. The future discussion should be focused on internal alignment in
terms of cross-functional strategy work and continuous development of the valuable
competencies. Based on the research, it was identified that systematic increasing of SRM
awareness is needed, and an SRM competence development programme was planned with
interactive workshops and case examples. Achieving a broader understanding on SRM and
implementing it in a purposeful way, can allow the function to better serve strategic
initiatives of the company and create added value systematically. Challenge to be tackled

is, the re-definition of SRM practices and processes to meet the dynamic future market
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requirements. Lack of future SRM capabilities and the inability to leverage and extend a
particular set of resources in changing environments results in distinctive inadequacies for

the company.

A vast majority of SRM programmes end up as bundles of administrative activities that have
very little to do with continuous improvement of the partnership or delivery of desired
benefits (Hughes, 2008). The constraints in time allocation between the SRM and supplier
development activities, and other functional activities, combined with seemingly doubtful
attitude towards the value generation opportunities of SRM, would indicate that too much
focus of the limited time available is used on these administrative activities. There is a clear
need for leaner SRM models that focus solely on the value-add and desired outcomes for
both parties in their unique environment and transactions. The concept of leaner, modular
model for SRM could potentially deliver a broad range of the desired benefits with less
organizational resources tied to SRM governance. This being said, we need to remember
that there are no quick wins in SRM as it is a long term strategic initiative of the company,
built on trust, mutual goals and collaboration instead of measuring supplier performance
only. The key is in focusing on the correct measures and having clear roles and
responsibilities between the management teams of each counterpart. The challenge for firms
to tackle is, how to utilize their internal resources the best possible way to deliver the most
value in supplier relationships and collaboration. Suitable level and most effective tools for
SRM should be chosen after a careful evaluation of the external market factors, cross-
functional strategies, category specific factors and supplier relationship potential (in terms

of innovation, end-customer value and competitive edge).

In the organizations where SRM maturity is high, the sourcing professionals should keep
challenging their stakeholders and the established practices, in order to seek unexpected
benefits, and new ways of collaborating with their key partners, as the markets too keep
continuously evolving and disrupting. New avenues for competitive advantage through
strong supplier network must be found in order to maintain one’s market position through
market disruption. Suppliers with ordinary resources should not be forgotten, as with proper
management and follow-up of market trends they may evolve into key suppliers with
strategic assets and provide truly competitive edge. This could be even a strategic decision

of an organization to start focusing on the resources no other company is paying attention to
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the same extent, aiming for unique value creation through superior commitment of medium

sized suppliers and early identification of weak signals of future industry trends.

The thesis writer sees dynamic capabilities in ever-changing market environments as crucial
for sustainable competitive advantage and adopting SRM capabilities to market changes.
Therefore, the writer sees opportunities for future studies on dynamic SRM competencies
and capabilities. Avenues for further research are proposed as follows: Lean SRM, modular
SRM, extended SRM (junk and complementary resources), dynamic SRM process in
changing environments, SRM performance measurement, dynamic capabilities in external

resource management
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APPENDICES

Appendix 1. Interview questions

MS Forms Supplier Relationship Management Questionnaire
GENERAL

1. Department, role, experience on SRM (years), number of supplier relationships to
lead — open question

2. How often do you meet with your main supplier? — a) annually b) half-yearly c)
quarterly d) monthly

3. How much time do you use on SRM activities on a monthly basis? — option list

4. How satisfied are you with the current relationship status and performance? — 1-10

DESIRED OUTCOMES; TARGETS; MANAGEMENT PRACTICES

5. Why SRM? What is the aim of company’s SRM programme? — open question
6. What are your supplier relationship targets related to?

e Cost efficiency

e Customer experience

¢ Continuous improvement
e Quality

e Operational efficiency

¢ Innovation and product development
e Value creation

e Integrated planning

e Shared investments

e Health and safety

e Other?

7. How do you manage relationships? What do you see as the best practices for SRM
and governance in terms of realizing the benefits? — open question

BENEFITS; DRIVERS; CHALLENGES

8. What are the benefits of SRM based on your experiences?

e Leaner processes

e Improved quality

e Cost reduction

e Improved risk mitigation

e Improved on-time delivery and punctuality

¢ Reduction of inventory, logistics optimization
e Sustainability

e Access to new technologies and innovations
e Access to new markets



11.
12.
13.
14.

Improved customer satisfaction
Higher responsiveness to customer demand
Other?

What are the drivers and success factors for SRM?

Top management support

Strategic coherence internally and with supplier
Benefits measurement

Proper governance structure

SRM manual

Continuous people development and training
Sufficient budget and resources

Enabling technologies

Expected ROI and business case

High level of trust with supplier

Joint target setting

Other?

. What are the challenges and barriers you face in SRM?

High focus on costs instead of value

Lack of SRM competencies and skills

Lack of strategic coherence

Procurement and business are not aligned

Lack of stakeholder involvement in SRM

Open communication and information sharing is challenging
Risk of opportunistic behavior

Power imbalance

Focus is in competitive approach rather than collaborative approach
Soft skills are ignored or lacking in relationship management
Limited engagement and commitment from top management
Lack of mutual understanding and empathy

Lack of trust

Other?

MATURITY; COMPETENCIES; SRM MANUAL

How would you rate current SRM maturity in company? — 1-10

What would you name as the key competencies required in SRM? - open
How would you rate the internal competence level related to SRM? — 1-10
If you responded 7 or lower, in which areas would you like to receive more
training? - open



15.

16.
17.

How would you rate the SRM manual (e.g. in line with your informative needs,
actual practices and market environment)? — 1-10

If you responded 7 or lower, how would you develop the manual? - open
Additional feedback regarding SRM, if any? - open

Interview Questions for Relationship Leads

10.

11.

MARKET ENVIRONMENT; RESOURCES; COMPETITIVE ADVANTAGE

What is the market situation in your category like?

What is your company position like based on its purchase volume and negotiation
power?
What are the key resources your company needs to ensure?

Are some resources harder to acquire and manage than the other? Why?
What are the competitive advantages your company is possessing? What are the core

competencies in your area?

How do you see professional SRM impacting on competitive advantage?

SRM DESIRED OUTCOMES, DRIVERS, CHALLENGES, BARRIERS

What does your company want to achieve with SRM? What do you want to
achieve?

Benefits: please provide examples of most successful initiatives in your area.

Here are the drivers and success factors based on MS Forms, which ones do you
recognize?

Here are the challenges and barriers based on MS Forms, which ones do you
recognize?

SRM BEST PRACTICES

How do you manage relationships? What activities are included?

What do you see as the best practices for SRM and governance? Please provide
examples on most effective methods and tools based on your experiences.

SUPPLIER PERFORMANCE
What are the most valuable aspects in your current relationship? What are the
biggest issues?

What are the current targets and expectations for your suppliers? How do you align
these with corporate strategies?




12.
13.

14.
15.

16.

17.

How do you measure SRM performance? Which KPIs are used?

Which incentives and penalties are applied?

SRM MATURITY, COMPETENCES

What do you see as the greatest maturity gaps? Where maturity is on a good level?

What competencies are required in SRM? What competencies should be
developed?

FURTHER DEVELOPMENT

Please explain in your own words, how would you develop SRM guidelines and
policies at your company.

Do you think enough time and resources is currently committed to SRM? Are
internal and external SRM responsibilities and activities evenly distributed?



