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The main purpose of this Master’s thesis is to build a holistic understanding of home 

electronics store procurement, category management, and to find ways to make it more 

efficient. The aim of the study is to find out how to strategically manage procurement 

categories. In addition, look at category management, Kraljic’s portfolio model, and find 

ways to develop a strategic approach to home electronics stores. This study was 

conducted as a qualitative case study and empirical data were obtained by interviewing 

procurement representatives from four different case companies in the same industry. 

The results of this study show that the procurement strategy can be formulated in many 

ways. This thesis emphasized that it can be built with category management by utilizing 

various tools such as Kraljic’s portfolio model. The portfolio model is moving towards 

more strategic procurement and is resource efficient in retail and its utilization is well 

suited for finding and identifying problems and opportunities but creating a workable 

and effective strategy also requires many other factors. Procurement can be carried 

out centrally or decentrally. The choice of method depends on the characteristics of 

the goods procured and whether it is a strategic procurement or a more tactical 

purchase, the environment also has a major impact on the choices and a particular 

solution. 
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Tämän Pro Gradu -tutkimuksen päätarkoituksena on rakentaa kokonaisvaltainen 

käsitys kodin elektronikka liikkeiden hankinnoista, kategoria johtamisesta ja löytää 

tapoja tehostaa sitä. Tutkimuksen tavoitteena on selvittää miten strategisesti hallita 

hankintakategorioita. Lisäksi tarkastella kategoria johtamista, Kraljicin portfolio mallia 

ja löytää tapoja kehittää strateginen lähestymistapa kodin elektroniikka liikkeisiin. 

Tämä tutkimus toteutettiin kvalitatiivisena tapaustutkimuksena ja empiirinen data 

hankittiin haastattelemalla neljän eri kohdeyrityksen hankinnan edustajia samalta 

toimialalta. Tämän tutkimuksen tulokset osoittavat, että hankinastrategia voidaan 

muotoilla monin tavoin. Tässä opinnäytetyössä korostettiin, että se voidaan rakentaa 

kategoria johtamisella hyödyntämällä erilaisia työkaluja, kuten Kraljicin portfolomallia. 

Portfoliomalli on suunta strategisempiin hankintoihin ja on resurssitehokas 

vähittäiskaupassa ja sen hyödyntäminen sopii hyvin ongelmien ja mahdollisuuksien 

löytämiseen ja havaitsemiseen, mutta toimivan ja tehokkaan strategian luominen vaatii 

myös paljon muita tekijöitä. Hankinnat voidaan suorittaa keskitetysti tai hajautetusti. 

Menetelmän valinta riippuu hankittujen tavaroiden ominaisuuksista ja siitä, onko kyse 

strategisesta hankinnasta vai taktisemmasta ostosta, myös ympäristöllä on suuri 

vaikutus valintoihin ja tiettyyn ratkaisuun. 
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1. Introduction 
 

Globalization is changing the competitive position and making the market 

international, which in turn has shaped consumers' needs to become 

increasingly diverse. At the same time, supply chain management is constantly 

adapting to this business environment and has become a critical competitive 

factor for organizations. Most companies spend more than half of their sales 

revenue on purchasing products and services (Larson 2001). Johnson (2010) 

stated that procurement professionals are the pumping heart in every supply 

chain, economic times have made this even clearer. The right procurement 

decisions can ensure the profitability of the entire supply chain, and the 

profitable purchasing decisions and strategic choices that lead to growth can be 

understood by understanding the industry's market, customer needs and future 

industry trends.  

 

The market is constantly changing, so customer requirements and needs must 

be recognized and understood. The goal is to meet customer requirements and 

needs by establishing a link between the members of the product manufacturing 

and delivery channel (Essig 2011). Customer value, quality of products and 

services, ongoing collaboration with suppliers, and increased awareness of 

sustainability are issues that have become significant not only in the 

procurement process but also in influencing cost structure. 

 

The role of procurement has changed tremendously over the last decade. 

Strategic procurement has become one of the key factors in an organization's 

competitiveness. Azadegan, Patel, Zangoueinezhad & Linderman (2013) also 

stated that the cost of procurement can be up to 50% of the total expenditure of 

organizations and therefore the procurement strategy should have a prior 

position in the organizations. Purchasing is more focused on direct material 

suppliers and supply chains than indirect purchasing (Kaufmann, Meschnig & 

Reimann 2014). This is due to the fact that indirect purchasing is considered to 
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be less important strategically and with lower transaction volumes (Puschmann 

& Alt 2005). 

 

The retail supply chain is a challenging business environment of its own. The 

nature of the retail industry is characterized by extremely intense competition 

and an ever-changing, large variety of products. In addition to these factors, 

seasonal variations, trends, and opening hours make sales sensitive to 

fluctuations and thus complicate supply chain operations (Salam, Panahifar & 

Byrne 2016).  

 

To achieve customer satisfaction and a profitable business model, an 

organization must be able to optimize its inventory levels and procurement 

process to minimize risks and uncertainty (Larson 2001). Rapidly evolving 

technology and competitive markets are also leading to many major changes in 

existing supply chains. The modern supply chain has evolved into a complex 

network that needs to consider both suppliers, industry and customers (Fang, 

Liao & Xie 2016). 

 

1.1 Objectives and research questions 

 

Recently, more and more tools have been developed to respond to changes in 

the procurement capabilities of organizations. The purpose is to investigate the 

suitability of Kraljic's portfolio model for strategic management of retail product 

groups. Efforts can also be made to improve the direction of work and strategies 

in the management of commodity groups and to develop transparency and 

functionality throughout the selection process. (Gelderman & van Weele 2005) 

The most important tool for this work is the Kraljic’s portfolio model. This model 

is being studied from different angles as the research progresses. 
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The main purpose of this master’s thesis is to build a holistic understanding of 

home electronics store procurement and find ways to make it more efficient. 

The aim of the study is to find out how to strategically manage procurement 

categories. It is also intended to look at category management, Kraljic’s portfolio 

model and find ways to develop a strategic approach to home electronics stores. 

 

The product categories of retail stores are examined from the perspective of 

purchasing portfolio analysis and the results are intended to provide a basis for 

strategic direction within the product groups. A successful strategy must 

effectively address the strategic needs of the company, serve the customer 

base, and meet the challenges of managing the product groups being procured. 

The research will be conducted as a qualitative study and will use the responses 

of those responsible for retail products and their procurement. The basis for the 

research is provided by the literature presented in the theoretical sections and 

recent research. 

 

Main research question: 

 

How procurement categories can be strategically managed in home 

electronics stores? 

 

In addition, two sub-questions were formed for the main research question, 

which aim to open up and answer the main research question more precisely. 

 

Sub-questions: 

 

What kind of strategic actions can be used to manage procurement 

categories? 
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How can Kraljic’s portfolio model be applied in strategic procurement 

category management in home electronics stores? 

 

 

1.2 Delimitations and key concepts 

 

It is important to determine first the current state of procurement in each 

organization in order to begin planning for any changes. To limit the scope of 

the topic, the research has been done from a procurement perspective. 

 

The thesis focuses on strategic procurement and category management in 

home electronics stores. Procurement management and category management 

are considered from the perspective of purchasing portfolios. Applied Kraljic’s 

portfolio model seeks to clarify the strategic role of home electronics business 

product groups as part of corporate procurement and the overall organization 

strategy driven from a customer needs perspective. 

 

The research is carried out as a qualitative study, the aim of which is to provide 

the most comprehensive description of the phenomenon being studied. The 

material for qualitative research is collected from the actual situation and the 

primary sources of data collection. More specifically, the research is carried out 

as a case study, which is one of the information acquisition strategies of 

qualitative research (Metsämuuronen 2003). It selects one or a few cases to 

investigate, most often a business or part of it. (Koskinen, Peltonen & Alasuutari 

2005) 

 

The empirical part of this thesis explores the procurement of four different 

companies. The empiricism of the study has been implemented through four 

semi-structured thematic interviews. As part of a semi-structured thematic 

interview, the topics and questions are pre-selected, but the interview also 
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provides an opportunity for free discussion as well as specific questions. The 

answers are therefore given in your own words. (Koskinen et al. 2005) The body 

of the interview is formed on the basis of the findings made in the literature 

review. The thesis interviewed companies involved in the supply side of 

workers. The interview research is the most suitable for the topic to be studied, 

as the purpose is to find out the procurements of the companies interviewed 

and how they can be strategically managed. Examining the topic qualitatively 

makes it possible to examine several different factors simultaneously and to 

illustrate the phenomenon more broadly. (Hirsjärvi, Remes, Sajavaara & 

Sinivuori 2009)  

 

Key concepts: 

Procurement & Purchasing 

Procurement and purchasing are both definitions for the buying processes. It is 

important to identify and define the differences in meaning between the two 

concepts. When it comes to purchasing, the focus is on the activity that makes 

operational buying. Procurement is seen from a broader perspective.  

 

Purchasing is the management of the company's external resources and is 

linked to the procurement process. (Spencer 2008) All the commodities, 

services, information, and capabilities that a business needs to develop and 

maintain its incoming business on the best possible terms. Van Weele (2010), 

for its part, defines procurement as all the measures needed to manage supplier 

relationships, in a manner that serves and aligns with the overall corporate 

strategy. 

 

Supply management 

Supply management is such a broad concept that it incorporates both the logic 

of the supplier market and the mapping of new sources of supply. Supplier 

market management also strongly involves developing supplier collaboration 
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and innovation, as well as strategic reflection on sourcing and reducing supplier 

base. Summed up, it is a matter of systematically managing the supplier market, 

with the aim of taking advantage of the existing supplier market and developing 

it in the desired direction (Pajunen & Muhonen 2015). 

 

According to Stock & Boyer (2009), supply chain management is the 

management of information and material flows, as well as the network of 

dependencies, which are made up of stakeholders such as suppliers, sourcing, 

production, logistics and marketing with the aim of creating a smooth flow of 

materials, services and information. The supply chain is the production 

distribution network. Governance is about creating integration, process 

optimization, operational efficiency and creating sustainable competitive 

capabilities. (Kuei, Madu & Lin 2011) 

 

Strategic procurement 

Strategic procurement is a process that includes the planning, implementation, 

evaluation, and control of a procurement strategy, and guides practical 

operational decision-making in procurement toward the organization's ability to 

meet its long-term strategic goals (Suvittawat 2017). In the scientific literature, 

strategic aspects of procurement include supplier selection, networking, and 

depth and form of supplier relationships (Iloranta & Pajunen-Muhonen 2015). 

 

Category management 

Dussart (1998) describes category management as a process that manages 

categories as strategic business units, generating economic added value by 

focusing on adding value to the customer. The basis for category management 

consists of strategic procurement, procurement market management and 

change management. Category management (CM) is challenging for retailers 

who sell thousands of products in hundreds of categories, especially those who 

lack the resources and ability to manage all of them intensively (Gooner, Morgan 

& Perreault 2011). 
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Retail management 

Retail management is considered as the final step in the purchasing process, 

which involves delivering the product to the final customer. The final customer 

will take the product for personal use. The person who sells the product to the 

final customer is called the reseller. The reseller has the closest contact with the 

end user to whom the product is directed. Retail management techniques have 

varied extensively over the years. This is due to the impact of technological 

advances and the fact that people's requirements change over time. The 

change in the retail market has brought the distance between producers and 

final customers. (Yadav & Singh 2012) 

 

Purchasing portfolio model (Kraljic) 

Kraljic (1983) presented a consistent portfolio approach to strategic 

procurement management. Called Kraljic's portfolio model, the idea was to 

minimize delivery risk, weaknesses and achieve the best value for money. The 

matrix was divided into two variables to classify the products to be purchased, 

according to the horizontal axis delivery risk and the vertical axis increasing 

earnings effect. The Matrix approach also aims to help companies define their 

purchasing strategy and provide guidance. (Ferreira, Arantes & Kharlamov 

2015) 

 

 

1.3 Conceptual framework 

 

Below figure is presented the conceptual framework of this study, in which 

strategic procurement category management is the main concept and what it is 

consist of.  
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Figure 1. Conceptual framework 

 

Strategic procurement, category management and purchasing portfolio models 

create the theoretical setting for this thesis. Kraljic's portfolio model serves as a 

tool in the thesis. The theoretical section will form the base for the empirical 

study. 

 

 

1.4 Literature review 

 

The literature review is based on the academic literature on strategic 

procurement and category management. Category management research has 

recently focused heavily on the alignment of corporate procurement strategy 
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and corporate business strategy. This hierarchy and coherence of strategies are 

aimed at increasing competitiveness. The material collected for writing the 

thesis and understanding the sources included both English and Finnish 

publications. 

 

A complete business strategy provides guidance for purchasing strategies that 

are implemented at the category level. Business and procurement strategies 

are topics that have been the subject of a long and extensive discussion in the 

literature; different perspectives on strategy development and implementation 

have evolved over time. (Whittington 2001) 

 

Category management is not only related to the subject of procurement but is 

also a very important and studied concept in the context of marketing and sales 

(Timonen 2001). As in this work, category management focuses on retailing, 

publications and research directly related to category management also focus 

on retailing. Category management has attracted considerable interest and 

activity in retail since the 1990s (Dhar 2001). 

 

Category management is presented as a systematic strategy to maximize 

profitability and improve customer value (Panaihfar, Heavy & Byrne 2015). 

Category management is a strategic option for procurement management. It 

includes both upstream operations to increase demand in the categories and 

backdoor operations in order to improve coordination of all supply management 

and logistics with suppliers. (Dhar 2001) Category management is an interactive 

business process whereby retailers and industrial work together and collaborate 

to manage categories in the same way as strategic business units. (Van Weele 

2010) 

 

Although portfolio management is not a new procurement method (Kraljic 1983), 

its scientific research is relatively limited. However, many authors have written 

about portfolio aspects of managing procurement relationships. In this economic 
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climate, where organizations are simultaneously facing an environment of 

turmoil and technological advancement, it is necessary to pay more attention to 

the portfolio aspect. (Wagner & Johnson 2004). 

 

 

1.5 Structure of the thesis 
 

The entire thesis is built around researched procurement theory and material 

collected from home electronics store professionals. The first chapter introduces 

the background to the research and introduces the related concepts. In addition, 

it will define research questions and objectives. Previous research, delineations, 

and concepts relevant to research will also be clarified to make progress easier 

in later chapters. 

 

Second chapter analyzes strategic procurement in the retail industry, examines 

the importance of procurement strategy, the role of procurement organization, 

supplier management, and retail as an operating environment. 

 

Third chapter deals with procurement at the category level. A strategic approach 

to category management is sought, considering selection factors, which strongly 

influence the retail conceptual framework. 

 

The fourth chapter focuses on portfolio literature, or more specifically, on 

procurement portfolio models and Kraljic's strategic matrix. Strategic measures 

deriving from portfolio models are being pursued, followed by a review of the 

role of portfolios in the business world and the development of models. 

 

The fifth chapter moves to the empirical part, which presents background 

information, how the data was collected and how it was analyzed, presents the 

reliability of the work and case companies.  
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The sixth chapter reviews the research results collected through interviews. 

Background to procurement and procurement strategy in the case companies. 

Category management of the case companies and comparing purchasing 

portfolio model in case companies. The last chapter presents the conclusions 

of the study and the topics for further research. 
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2. Strategic procurement in retail industry 
 

The term procurement can be defined as "managing external resources in such 

a way that the procurement of all goods, services, capabilities, and information 

necessary for the management and management of the company's main and 

ancillary activities is secure" (Van Weele 2005). The concept of procurement 

thus encompasses all the activities a company undertakes to obtain from a 

supplier of a product or service to its final destination, including the right quantity 

of products or services, at the right price and from the right source. (Van Weele 

2005). Later, Iloranta & Pajunen-Muhonen (2015), in their book, defined 

procurement as: “Procurement is the management of an organization’s external 

resources. The operation, maintenance, management and development of an 

organization require different products, services, as well as different skills and 

knowledge from outside the organization, different external resources. The 

procurement seeks to tap into the potential of the supplier market so that the 

end customer's needs are met in the desired manner that maximizes the overall 

business benefit.” In the simplified sense, procurement is part of a strategic 

effort to ensure that the company always has access to external resources that 

best meet a particular need. 

 

Strategic management in the business context is not a new research topic. The 

strategic approach to business began about 90 years ago from now, when its 

development began with one branch of microeconomics known as the industrial 

organization. At the organizational level, the role of the strategy is to collectively 

determine the direction, growth potential and stability of the company, while 

underlining how the company intends to compete in the industry in the long term 

(Parnell 2010). Procurement is therefore considered to be an important link in 

the value chain and one of the most important areas of an organization's 

resource management, which makes it natural to define procurement as 

strategic. 
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Strategic procurement can be defined as the process of designing, evaluating, 

controlling and implementing a strategy, as well as managing sourcing 

decisions and steering activities so that the company can achieve its long-term 

goals. (Carr & Smeltzer 1997) For example, the status and visibility of 

procurement in the company, the ability to participate in strategic decision-

making, the knowledge and skills of procurement staff, the risk-taking capability 

of the procurement function, and resources such as electronic procurement 

systems. (Paulraj, Chen & Flynn 2006). The procurement strategy is defined as 

the schematic plan that is implemented when procurement experts conduct the 

procurement process, guided by internal and external industry constraints. 

 

2.1 Procurement strategy  

 

When business strategy and procurement strategy go hand in hand, the 

procurement strategy has the ability to define the baselines for category 

management. So, it can be said that procurement strategy also has a significant 

responsibility when it comes to category management. (Luzzini, Caniato, 

Ronchi & Spina 2012) A procurement strategy usually includes decisions about 

procurement behavior. Table 1 lists the most common procurement strategy 

issues. 

Table 1. Decision related to procurement strategy (Van Weele 2005)  

 

1. Make- or buy decision 

2. Supplier base 

3. The structure of procurement organization 

4. Cost management 

5. Global or national procurement 

6. Standards and quality certificates 

7. Logistics 
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According to Porter, an organization can achieve a strategic competitive 

advantage through two completely different approaches. The first is cost 

management, where the company aims to win the competition by offering the 

lowest prices. The second is to differentiate their strategy, which is to create a 

promise of value creation that significantly differentiates them from other 

competitors. (Porter 1985) Ellram and Carr agreed that the three most important 

elements of strategic procurement are: Developing a clear strategic objective 

for the commodities to be procured, aligning the procurement strategy with the 

strategy of the entire organization, and coordinating procurement strategies 

across all departments of the organization. (Ellram & Carr 1994) 

 

Later, Porter's idea of the procurement world was broadened, and a similar 

conclusion was reached. The procurement company had to focus either on 

producing the cheapest solution for its customers, which also reduced their 

costs or, alternatively, on trying to differentiate the solution they offered in order 

to increase their customers' profits. (Terpend, Krause & Dooley 2011) 

 

Van Weele (2010) drew similar conclusions but added his own third alternative 

to cost competitiveness and differentiation. The third strategic option was the 

focus strategy, where the company aims to serve only a well-defined set of 

customers in the most optimal way. Thus, the company focuses only on 

examining and learning the business model and operational requirements of its 

customer base, providing its customers with a precise solution. In summary, 

procurement strategy is part of the strategy for selecting suppliers and 

managing supplier relationships as part of an organization's competitive 

advantage strategy. (Terpend et al. 2011) 

 

The idea of pursuing a procurement strategy has also been criticized. According 

to Ramsay & Croom (2008), actively developing a procurement strategy and 

seeking internal status enhancement leads to a mindset whereby so-called 

operational routine tasks such as contract negotiation, ordering, invoice 
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processing, and database maintenance are primitive and require no attention. 

Despite this criticism, the potential of strategic procurement to improve overall 

company performance and deliver a sustainable competitive advantage is 

strong. (Chen, Paulraj & Lado 2004).  

 

2.2 Procurement organization 
 

When considering the structure of a procurement organization, procurement 

activity can be organized in a centralized, decentralized or a combination of 

these, ie hybrid. (Trautmann, Bals & Hartmann 2009) Figure 2 illustrates how 

centralized and decentralized procurement differ. 

 

 

 

Figure 2. Centralized vs Decentralized 

 

The left side of Figure 2 illustrates the idea of centralized procurement, that is 

the responsibility of a single predefined entity, where procurement is done by 

procurement professionals. Therefore, procurement is not carried out by 
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employees who are not adequately trained for procurement. The right side 

illustrates decentralized procurement. In decentralized procurement, different 

departments of the company manage their own procurement independently. 

(Joyce 2006) 

 

In the past, procurement used to be organized in large organizations in a very 

centralized way, as centralized procurement can save and increase cost 

efficiency. However, in recent decades, the trend has largely been to dismantle 

centralized procurement organizations and decentralize procurements into 

lighter, self-contained, and agile profit centers. Such activities allow for better 

consideration of the needs of the end user or customer, as the interaction with 

the suppliers is direct. (Wu & Lin 2012; Van Weele 2005)  

 

However, centralization is recommended when the organizational units have 

many common needs and are geographically close to each other. It is more 

useful when procurement is demanding and requires special expertise and 

when suppliers have a strong negotiating position. Centralization is also useful 

when the structure of the industry strongly advocates the importance of volume 

and economies of scale and requires centralized monitoring when prices are 

constantly volatile. (Van Weele 2010) 

 

Van Weele (2010) recommends decentralization when clients have a major 

influence on a firm's procurement decisions, when units are geographically 

distant, or when their needs are very different. Also, when procurement tasks 

are simple and supplier market fluctuations are small, and when units are large 

enough to have enough bargaining power on their own. However, the choice 

need not be merely centralization or decentralization. According to Iloranta & 

Pajunen-Muhonen (2015), a kind of hybrid procurement model has gained 

popularity in recent years. Such a decentralized and centralized model is closer 

to the centralized one, but its idea is to operate with less bureaucracy and give 

more freedom to business units. In most cases, this type of model is the best 
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solution, as extreme centralization or decentralization is hardly ever the best 

approach. 

 

One of the disadvantages of centralized procurement is related to unit decision-

making processes, which can limit decision-making on strategically important 

issues. Perfect decentralization also has its downsides. If the business units of 

the organization need a lot of the same products and services, decentralization 

is not recommended. In addition, decentralized procurement makes 

procurement development difficult and may increase the duplication of 

procurement tasks (Iloranta & Pajunen-Muhonen 2015). 

 

 

2.3 Supplier management 

 

Supplier management is a broad concept that includes supplier market 

management, supplier collaboration development, and understanding of logic, 

which also includes search for innovation and strategic consideration of 

procurement. It is a matter of systematically managing suppliers in order to 

exploit the existing supplier market and develop it in the desired direction 

(Pajunen-Muhonen 2015).  

 

The importance of supplier management as a strategic tool is widely recognized 

at both practical and theoretical levels (Choi & Krause 2006). The more the 

organization has the competencies and abilities to manage the supplier market, 

the better the company's chances of profitability (Ateş, Wynstra & van Raaij 

2015).  

 

Segmentation criteria based on supplier market characteristics play a key role, 

as supplier market conditions and the logic of competition determine the choice 

of leverage in relation to a supplier (Iloranta & Pajunen-Muhonen 2015). In 
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supplier management, the focus, instead of focusing on price reduction 

measures, must be broadened to include purposeful management of suppliers 

through appropriate control mechanisms and metrics. (Wagner & Johnson 

2004) 

 

As previously mentioned, knowledge of the supplier market can achieve a 

competitive advantage, although apparently competitors have exactly the same 

ability to buy and negotiate prices with suppliers. A strong understanding of 

supplier markets helps you identify potential cost-efficient markets, new 

technologies and innovations ahead of your competitors. By knowing the 

potential of the supplier market, the company knows what shifts and where it 

should be directed (Iloranta & Pajunen-Muhonen 2015) 

 

Proactive and new opportunity-driven utilization of the supplier market can 

deliver long-term results, as many successful companies have shown. Finding 

new or alternative suppliers develops supply market intelligence and makes 

supplier selection more systematic. Seeing the potential of the supplier market, 

customizing customer needs and core competencies in your organization for 

the best combination may open doors to entirely new products, services, or 

business models. Therefore, the identification of new opportunities is central to 

the overall management of the supplier market (Iloranta & Pajunen-Muhonen 

2015). 

 

In the past, procurement was guided by the fact that the delivery will be arranged 

in the right place, which includes getting the products at the right time, in the 

right quantities, at the right price, from the right supplier. This is a very passive 

and reactive view of procurement and is still the view of many leaders. It is clear 

that in advanced organizations, day-to-day purchasing only take up a short time 

of daily working time. Most of the time is spent and most of the work is on 

managing supplier markets and developing existing supplier relationships. This 
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is called a proactive procurement method that aims to influence change and 

steer it in the desired direction (Iloranta & Pajunen-Muhonen 2015). 

 

Proactive research is important for successful supplier selection. Market 

research can identify potential suppliers. Market research requires a clear plan 

of roles and timelines to find the optimal suppliers using the right research 

methods. It is important to get to know your suppliers beforehand and find out 

how the company operates, what is vision, support and commitment to the 

relationship. 

 

 

2.4 Retail industry 

 

The retail industry includes extremely fierce competition and an ever-changing, 

large variety of products. In addition, at least seasonal and trend fluctuations 

make sales sensitive to fluctuations and thus complicate supply chain 

operations.  To achieve customer satisfaction and a profitable business model, 

an organization must be able to optimize its inventory levels and procurement 

process to minimize risks and uncertainty. Rapidly evolving technologies and 

competitive markets are also leading to many major changes in existing supply 

chains. The modern supply chain has evolved into a complex network that 

needs to consider suppliers, industry and consumers (Fang et al. 2016). 

 

 

Figure 3. General retail supply chain 
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In recent years, Finnish retail has focused strongly on improving its efficiency 

and has sought to identify areas where costs could be saved and productivity 

improved. However, losses have been part of normal trading. It has been 

accepted that some of the products for sale are perishable, damaged or stolen 

before being sold. The situation has been under control if the loss has remained 

tolerable. Losses include all products purchased for retail sale for which the full 

price cannot be obtained due to their obsolescence, all purchased raw materials 

which cannot be used in the manufacture of the products, unsold and lost 

products.  

 

Over the last two decades, global trade has undergone significant changes 

when viewed at a global level. The liberalization of intra-EU trade and other 

trade agreements has allowed for the free movement of goods and capital 

across borders, which has been one of the factors influencing change in global 

trade. The globalization of information technology and the Internet has also 

changed commerce, as information on the products and offerings of various 

companies is available on the Internet easily. Thus, the Internet has brought 

sellers of products and services closer to consumers, which has contributed to 

increased global commerce. In addition, the Internet has created new 

businesses that focus on selling products exclusively through the Internet. All 

these changes have increased the number of companies and, as a result, 

increased competition in the retail industry. (Panigrahi, Kar, Fen, Hoe & Wong 

2018)  

 

In the retail industry, this wider change is reflected in various changes, one of 

the most important of which is the increase in Internet commerce. E-commerce 

is becoming more common in commerce year after year. (Pan, He & Wang 

2014) Today, consumers can buy the products they need from almost anywhere 

in the world and order them home via the Internet. 
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Moriarty & Moran (1990) explored the need for different distribution channels 

from a marketing perspective and concluded that companies will need different 

marketing channels, so companies must also offer their products in different 

marketplaces. 

 

There are three ways for retail companies to adopt the Internet in their activities. 

The lowest way to adopt the Internet is to use it as a communication platform 

for consumers to inform consumers about products. The second way to adopt 

is to set up an electronic shop alongside a physical store, where both offer the 

same to consumers. The most profound way of deploying the Internet in retail 

is through a trading platform that combines products from multiple companies 

into a single online service, giving the site a much broader portfolio than a single 

company. (Ellis-Chadwick, Doherty & Hart 2002) 
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3. Strategies behind category management 
 

The chapter on category management is intended to define more precisely what 

category management is, to clarify its importance in retail business and what 

steps are included in the category strategy process. In order to understand the 

category management as a whole, it is also necessary to consider selection 

management and its impact on category management. Procurement consists of 

very different products and services that are purchased from very different 

supplier markets. Different procurements have different economic and business 

significance for a company, so different procurement needs to be approached 

differently and different factors are emphasized (Iloranta & Pajunen-Muhonen 

2015) 

 

3.1 Defining category management 

 

Category Management is an interactive business process in which suppliers 

and the retail jointly and collaboratively manage categories in the same way as 

strategic business units are managed (Van Weele 2010). The word category, in 

this context and in the retail context, refers to a group of goods and in 

procurement concept has come as different companies seek a way to 

strategically manage their procurement (Gelderman 2010). A category can be 

defined as a group of products that are perceived by the consumer as closely 

related or substitutable. The idea is to look for similarities between different 

procurement targets, group the procurement targets, and centralize the 

procurement of the formed groups, which can be managed as a whole (Cousins 

2008; Van Weele 2010; Agrawal & Smith 2015).  

 

Category management is an appropriate procurement strategy for noncritical 

products. The unit prices of noncritical products are low and therefore it is not 

possible to make big savings on their purchase by using time to compete. 

Category management aims to make noncritical product procurement as easy 
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and fast as possible, reduce the number of suppliers and reduce the cost of 

noncritical procurement as much as possible. (van Weele 2014) 

 

Generally, categories are created and designed on a need-based basis, 

primarily considering the needs of the users of the products collaborated with 

the company and the wishes of the end customers. Management is often 

considered successful when it is able to best support the achievement of the 

company's business goals (Sakki 2009).  

 

In the retail industry, consumer needs and purchasing behavior play a central 

role in defining categories. In addition, procurement organizations must also be 

able to consider the aspect of internal management and guidance, where 

strategic and operational compatibility are key factors. Compatibility refers to 

the extent to which a product group is compatible with the supplier, major 

customers, and the product group they manage. The greater the degree of 

compatibility, the more the decision-making processes of the supplier and the 

customer can be considered in alignment (Timonen 2001). 

 

 

3.2 Category management in the retail industry 

 

The retail value chain consists of three different areas, responsible business 

practices, supply chain efficiency and customer value creation. At the same 

time, these are the main goals of the retail value chain. Retail should operate 

equally efficiently and in a balanced way in all areas in order to create a 

competitive advantage. Responsibility means environmental responsibility, 

taking people into account and the ethics of the company's operations. This 

means that actors throughout the value chain must act responsibly to avoid 

mistakes. Neglect and violations affect the reputation and operations of the retail 

business, as information about errors spreads rapidly. (Koistinen, Lammi & 

Raijas 2009) 
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Consumers are more price conscious than ever because of the easy availability 

of information and the ease of comparing prices. Today, trends are influencing 

the retail industry to face constant pressure. With the tightening of household 

budgets, traders who base their business models on a limited range and at 

competitive prices for large items will benefit. At the same time the product 

groups based on which the consumer sets his / her image and base his / her 

purchasing decision must be regarded as distinct from competitors. (Santasalo 

& Koskela 2015) It is critically important to find the right balance between basic 

selection and customer-centric differentiation. In this case, the business 

strategy of the retail company plays a dominant role. 

 

Obviously, no organization can own everything and sell it to everyone, in each 

company, management must define the boundaries of its core business and the 

associated line solutions with respect to assortment. The biggest factor 

influencing the decision is what product groups the customer expects to find 

from the sale of the business. A group of goods may also be subdivided into 

subdivisions of products known as product groups. A product group can have 

several product groups. The goal of assortment management, i.e. the 

management of product groups and products within a product group, is to find 

the right and most profitable composition for each product group and to find the 

right amount of products for the category. (Sakki 2009) The selections are made 

centrally and change several times a year depending on, for example, the 

season, season or trends. The core selection should be uniform and decision-

making centralized with the leading central unit.  

 

However, it is natural for different chains to have slightly different selections 

within the same organization. Often, the range tends to swell up to a critical 

level. In such cases, it is advisable to apply activity accounting, such as Activity 

Based Costing analysis, which clearly indicates the number of products that are 

profitable. In fact, the cost of many products is higher than the gross margin 

(Sakki 2009). 
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Sales space consisting of shelves is a limited resource, which may have a major 

impact on the scope of selections. As previously said, from a costing point of 

view and from the point of view of the purchasing organization, the selection 

should be centralized. This is often true in single-chain stores, as a common 

basic set is the single largest source of efficiency. The more the business logic 

of the retailer and its partner or supplier responds to the consumer's purchasing 

behavior, the greater the degree of compatibility in the definition of product 

groups. Then the overall picture, from categories to small sub-categories, is a 

prerequisite for customer-driven management. The ideal outcome is a win-win 

situation for both trade and consumers. (Timonen 2001) 

 

In retail, the aim is to coordinate the supply chain through efficient consumer 

response (ECR). The ECR can be said to be the retail equivalent of just-in-time 

(JIT) guidance. In the ECR, retail suppliers and members of the distribution 

chain work closely together to meet consumer demand and needs. The benefits 

of ECR include range optimization, joint forecasting, and demand-driven 

product complementarity. 

 

The basic range of categories must be supplemented with optional or level of 

trade choices. Sales information is used to influence the content of the selection. 

The sizes and locations of different stores also affect the fact that different stores 

rarely have the same selection. For this reason, the abundance of choice in 

central stock tends to expand beyond a critical limit, whereby a company must 

focus on identifying profit-making and non-profitable products (Sakki 2009). 

 

 

3.3 Category strategy process 
 

Category management is based on the business strategy of the company and 

its goals. Category management helps procurement personnel to specialize in 
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a specific area and further develop their expertise in that area. Rather than 

focusing on negotiating and managing the details of individual products, the idea 

of category management is to manage the entire product group as one strategic 

entity, trying to maximize its productivity at the aggregate level (Agrawal & Smith 

2015). Category strategy is a wise approach to managing a product group that 

is in line with the corporate strategy of the entire organization. The process is 

used to develop and analyze external environment, internal demand, supply 

capabilities, and operational risks. (Gelderman 2010) The result is an intact 

overall view and a procurement strategy that covers all categories. 

 

Categorizing procurement is a way to help an organization manage its 

procurement as a whole. It also helps to better allocate resources and time, and 

to focus expertise and diversify where it is needed. Categorization is considered 

to be the cornerstone of modern procurement management and the starting 

point for strategic development. The key goal for most organizations is to 

maximize results with the least amount of resources available. (Iloranta & 

Pajunen-Muhonen 2015). 

 

The main new tool in strategic procurement is the category strategy process. 

This process provides a conceptual model of how to reconcile the needs of 

different sourcing with the characteristics of different supplier markets to choose 

the solutions that best fit and support the company's strategy. There is a holistic 

approach to different operational models, involving experts from different 

departments of the organization, who open up their perspective on the 

challenges of different businesses as part of the overall process. Iloranta & 

Pajunen-Muhonen (2015) defined the course of the stepwise categorical 

process. According to the researchers, the process of developing a category 

strategy can be divided into eight different steps. 
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Table 2. Category strategy process.  (Iloranta & Pajunen-Muhonen 

2015) 

 

1. Define categories 

2. Analyze purchase history 

3. Identify supplier markets 

4. Consider the need again 

5. Identify opportunities, create, and innovate 

6. Outline the category strategy 

7. Find suppliers, get to know and rate 

8. Implement, follow, rate and rethink 

 

 

The key to defining a category is to make the delimitation so that it guides 

suppliers to the most intense competition. In the worst case, too narrow a 

delimitation can only lead to one or two suppliers, thus easily transferring power 

to the supplier. On the other hand, a too broad delimitation combines unrelated 

and divergent purchases, thus weakening category leadership. 

 

The second step is analyzing the purchase history, which collects, and 

documents information related to history, need, forecasts, and user experience. 

It is important to consider, for example, what kind of prices have been paid, from 

whom, what is good and bad in the current situation. Third, the supplier market 

is mapped to find out what's available, what kind of suppliers, and where in the 

world. Also consider what kind of cost level and service.  
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Fourth, the need to rethink, which can be the biggest single source of 

performance improvement. Allowing users, the freedom to make purchasing 

decisions will increase both their purchase and maintenance costs. 

Consideration should be given to how the definition should be made in order to 

ensure proper competition and how needs can be standardized and what is 

really needed.  

 

One key part of the process of creating a category strategy is the fifth step, 

which is to identify opportunities, creating and innovating. At this step, we are 

considering what could be better, how to reach new opportunities, new supplier 

markets or new added value. The Kraljic matrix can be used to superficially 

evaluate history and form the basis for a new approach. It is also essential to 

actively involve the departments that are actively involved in the team so that 

everyone is involved in the process and that resistance to change does not 

develop.  

 

The outline of the category strategy, i.e. the operating model, is made after 

analysis and innovation, which is started to be developed and tested. This is 

just an outline, because at this point, some of the assumptions in the outline 

may turn out to be wrong, so you must go back to thinking about a better outline 

of the category strategy. It is essential to consider what kind of suppliers to 

purchase and how to cooperate. By actively looking for and evaluating suppliers 

and constantly mirroring your own needs, the goal is clear. 

 

The seventh step is the process of finding suppliers, which involves negotiating 

with existing and new supplier candidates and possibly concluding new 

contracts. Once you have successfully implemented a category strategy 

process, you should not lock it in for too long. Continuous monitoring of 

competition and markets is important and at the same time, it is worth 

considering a possible reform of the strategy process.  
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Implementation, following, rating, and rethinking is the final step in the 

categorical strategy process. Implementation culminates in negotiations with 

both existing and new suppliers and changes made because of new types of 

contracts. 
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4. Portfolio models in supply management 
 

It is not possible to talk about procurement categorization without mentioning 

different portfolio models. This chapter starts with portfolio development, then 

focuses on the use of portfolios in business and their role in strategic 

procurement. Finally, we analyze the Kraljic’s portfolio model and what steps it 

involves. 

 

Purchasing portfolio models are tools designed to sort your procurement targets 

into meaningful, manageable categories. The portfolio emerged from the 

observation that different needs and interests could be categorized according 

to different risk factors, and the resulting entities could be strategically 

managed. Initially, the idea behind the portfolio was to act as a risk mitigation 

mechanism, Markowitz (1952) introduces portfolio theory for the first time in the 

context of economic literature as an opportunity to manage capital investment. 

The idea was further refined, and in the model presented by Sharpe (1963), 

risks should be viewed in terms of how they affect portfolio balance and overall 

productivity. The model was believed to lead to a reduction in risks and 

ultimately to elimination. Research into and exploration of new portfolio models 

among researchers has continued to be intense, and over the decades, the 

theory has been applied to the strategic management of an increasing number 

of business areas. 

 

Various purchase portfolio models have gained general acceptance and are 

being utilized in corporate operations (Gelderman et al. 2005). Campbell & 

Cunningham (1983) developed customer-focused portfolio models, while Sheth 

& Parvatiyar (1995) created industry relevant portfolio models. They have been 

used by management to achieve a more efficient allocation and use of 

resources. Portfolio analyzes, suitable for both strategic and tactical use, also 

provide an effective framework for managing supplier relationships (Zolkiewski 

& Turnbull 2002). 
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Purchasing portfolios have been compared and studied in several studies, for 

example, Gelderman researched and compared purchasing portfolios in his 

thesis. Studies and surveys have shown that purchasing portfolios are one of 

the most used procurement tools for business companies. (Gelderman 2003) 

 

 

4.1 Purchase portfolio models 

 

Procurement management has been scientifically studied for the need to find 

different ways to help buyers classify their purchases and thus manage a larger 

number of suppliers. This need to help buyers find strategic direction for their 

purchases has led to the emergence of multiple portfolio models and their 

exploitation. (Crittenden 2000; Gelderman et al. 2005; Terpend et al. 2011).  

 

Procurement management and purchasing portfolios aim to strategically 

manage the supplier market. The goal of strategic management is to influence 

the balance of power between a company and its supplier market. Indeed, Van 

Weele (2010) emphasizes that this balance of power should happy to act in 

favor of the purchasing party. If the balance of power is the other way around 

and the buyer suffers a dependence relationship, it can lead to unfavorable 

business situations. 

 

 

4.1.1 History 

 

The first and by far the most well-known of sourcing portfolios is Kraljic's (1983) 

portfolio model, which he introduced in his work "Purchasing Must Become 

Supply Management" in 1983. Various portfolio models have been presented to 

combine procurement categories, procurement strategy and business strategy. 

Most of these are based on the portfolio model presented by Kraljic. 
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Inspired by the Krajlic model, portfolio models have emerged, such as Olsen & 

Ellram (1997) and Bensaou (1991). Olsen & Ellram (1997) made additions to 

the model and used it as a basis for their own model. They otherwise kept the 

matrix unchanged but made the definition of supplier market complexity more 

buyer-centric and called it a challenge to manage their purchasing situation. 

Both models are descriptive and are based on a three-step process designed 

to help organizations organize their procurement. 

 

The development of completely new procurement portfolio models also began 

in the late 1990s. One approach was based on the classification of suppliers 

according to the importance of the supplier relationship. The focus of this model 

is on the power relationship between buyer and supplier (Kumar 1996). Portfolio 

analysis and portfolio management are primarily aimed at identifying the factors 

that are central to achieving a competitive advantage. A major advantage in the 

portfolio perspective over other models is its focus on interdependencies, while 

effectively allocating resource decisions to the right portfolio components. This 

dependency management also makes management decision-making easier, as 

it can take into account all the different swaps created by decisions and their 

end results (Zolkiewski & Turnbull 2002). 

 

It is important to note that Kraljic's original matrix has been developed to look at 

the groups of goods and services to be procured, not the suppliers (Iloranta & 

Pajunen-Muhonen 2018). Table 3 on the next page summarizes the most 

important purchasing portfolio models. 
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Table 3. Purchasing portfolio models (1983-2015) 

Author Dimensions Description/summary 

Kraljic (1983) Vertical:  

Profit impact 

Horizontal: 

Supply risk 

With natural scarcity and political instability threatening the 

supply of materials, organizations must learn to adopt 

strategies and understand the complexity of the market. It is 

possible to develop a way to manage and protect against 

supply risks. 

 

Ollsen & 

Ellram (1997) 

Vertical:  

Difficulty of 

managing the 

purchase situation 

Horizontal:  

Strategic importance 

of the Purchase 

Introduces a three-step portfolio model based on managing the 

company’s procurement and supplier relationships. Strategic 

planning and procurement strategy are important for managing 

your entire supplier portfolio. 

 

Bensaou 

(1999) 

Vertical: 

Buyer’s specific 

investments 

Horizontal: 

Supplier’s specific 

investments  

Academic literature calls for a move towards long-term 

strategic partnerships with external business partners. While 

strategic partnerships create new value, it is expensive to 

develop, nurture and maintain them. Relationship portfolios are 

based on the level of tangible and intangible investments 

between the company and its supplier. Different relationship 

needs to be profiled to get the best return on these 

investments. 

 

Van Weele 

(2014) 

Vertical:  

Profit impact 

Horizontal: 

Supply risk  

The latest book on purchasing and supply chain management 

theory and practice. Applying a flexible management 

perspective including risk management and strategic planning. 

 

Cox (2015) Vertical:  

Supply market 

complexity 

Horizontal: 

Purchasing 

importance 

The study presents current thinking on how to manage 

category management and develop procurement strategies. 

The article criticizes the old way of thinking and offers a new 

approach to developing procurement strategies and strategic 

supply management. 
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4.1.2 Usage and benefits 

 

Purchasing portfolio models are tools designed to sort your procurement targets 

into rational, manageable categories, and it's important to consider their 

complexity or simplicity. The use of portfolios should not be too differentiated 

from the actual surrounding situation and should be designed within the 

company with as many employees as possible. It is always good to support the 

use of portfolio models with other models and understand the limitations of 

portfolio models. Purchasing portfolio approach can also be used to better 

allocate limited resources. (Olsen et al. 1997)  

 

Portfolios are a powerful tool for coordinating otherwise loose strategic business 

units. They allowed the organization to increase its bargaining power and 

increase internal synergy. Luzzini et al. (2012) concluded that the portfolio 

model is a useful tool for differentiating procurement strategy at lower levels of 

the organization. This made it easier, for example, to define different strategies 

for different product groups or supplier groups. Gelderman & Van Weele (2002), 

on the other hand, found the benefits to be more thought-provoking at a time 

when procurement strategies were being rethought. Wagner & Johnson (2004) 

highlighted the benefits of supplier relationships, as the portfolio could well 

account for the different dependencies and actual barter scenarios when 

considering relationships. 

 

Studies that identified portfolios as good tools were more qualitative, while more 

critical studies were on portfolios that value theoretical and conceptual weights. 

(Gelderman et al. 2005) 
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4.2 Kraljic’s strategy matrix 

 

Kraljic (1983) was the first to introduce a coherent portfolio approach to strategic 

procurement management. It can be considered as an essential tool for 

strategic procurement segmentation and applicable across all industries, 

looking at procurement by product and service group. According to Kraljic, what 

kind of strategy should be used for a particular product or group of products 

depends on the two dimensions in which the products to be purchased are 

classified; profit impact on the vertical axis and supply risk on the horizontal axis. 

The matrix, called the Kraljic portfolio model, is therefore designed to minimize 

supply risk and maximize the benefits of purchasing power. 

 

Van Weele (2005) suggests that the same procurement matrix is also a useful 

tool for categorizing suppliers. Often, suppliers and their products fall into the 

same category in a four-field matrix, so that the same tools can be used to 

control them. The Kraljic matrix is used by numerous companies regardless of 

industry or company size. 

 

The economic or strategic importance of a product or service can be derived 

from three variables: skills, economics and image (Olsen et al. 1997). 

Considerations include total cost, purchase volume, percentage of costs, or 

impact on business (Van Weele 2005). Acquisition risk, in turn, is influenced by 

product characteristics, supplier market characteristics and the environment 

(Olsen et al. 1997). For example, availability, number of potential suppliers, 

supplier exchange costs, supplier market structure or number of alternative 

products can be used as criteria (Van Weele 2005). With the above dimensions, 

it is possible to form a 2x2 matrix containing four categorized quadrants: 

leverage, noncritical, bottleneck, and strategic items. Every quadrant of four 

fields needs its own strategic approach to the management of the associated 

commodity group. Matrix breakdowns are best suited as a tool for the planning 

and strategy process, which is a great tool for defining and describing strategic 

goals and desired directions for change. 
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Figure 4. Categories and recommendations modified from Kraljic (1983) and 

Gelderman & van Weele (2005) 

 

It is worth trying to formulate the product and service group entities under 

consideration so that procurement management is as meaningful and rational 

as possible. Supplier-specific categorization is also possible, but it changes the 

four-dimensional dimensions. It is easiest to describe the importance and 

impact of the product or service group to be procured in terms of the annual 

value in euros (vertical axis). Another dimension is the control of the supplier 

market, which takes account of management difficulties and the risks involved. 

The degree of competition and the number of suppliers in the market determine 

the dominance of the supplier market vis-à-vis the buyer. (Iloranta & Pajunen-

Muhonen 2018) 

 

According to Nieminen (2016), controllability is made difficult by, for example, 

the monopoly or oligopoly situation in the market, and furthermore, there may 

be high barriers to entry to the supplier market. Obstacles can be, for example, 

the high upfront investment required or logistical costs. For example, it is not 

profitable to transport the product over long distances if the value of the product 
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in relation to weight is low. Iloranta & Pajunen-Muhonen (2018) report that there 

is a free and competitive market on the left side of the matrix, while on the right 

there are product and service groups with either one or two suppliers in practice 

in a monopoly position vis-à-vis the buyer. 

 

The matrix can be made more detailed through the vertical and horizontal axes, 

if you want to get a more accurate view that is more appropriate to your industry. 

The product and service group's impact on profit is often sufficiently reflected in 

the annual amount spent on the procurement. However, the most important 

thing is to distinguish between major and minor purchases, but in some cases 

it may be essential to consider the impact of the product or service group on 

profitability, customer satisfaction, the image of the end product, or something 

similar. The difficulty of the supplier market can often be determined with 

sufficient precision by subjective measures, such as considering the existence 

of available alternative suppliers. A more accurate level can be sought by using 

the number of supplier options as a horizontal axis. 

 

In some situations, a supplier's strong position may be based on more than just 

a number of suppliers, which may require a deeper reflection on the scale. 

Criteria for market challenges include technology requirements and risks, the 

difficulty of switching suppliers, and the importance of cost and logistics costs. 

It is also very important to take into account any major changes in the horizontal 

axis as the market situation fluctuates with business cycles. There may be a 

buyer's market in a quiet period, but the opposite is true in an upswing. (Iloranta 

& Pajunen-Muhonen 2018) 

 

4.2.1 Leverage items: 

 

Leverage items consumption and purchasing volumes are large and there are 

many alternative procurement channels and suppliers in the supplier market. 

Often, the products and services in this quarter make up the largest 
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organization's procurement, although their share of total procurement titles may 

be small. Suppliers in this category can also be competed aggressively. Indeed, 

Van Weele (2010) emphasizes the importance of competitive tendering in this 

product group. He argues that, given the large number of supplier candidates 

and buyer power, a proactive purchasing strategy should be followed, which 

identifies all possible options and analyzes the profitability between them. The 

right strategy implementer is a traditional method purchasing manager who 

takes a remote and cool approach to suppliers, only serving the interests of their 

own organization. Electronic marketing tools are best suited for different 

exchanges, auctions and reverse auctions. (Iloranta & Pajunen-Muhonen 2018) 

 

4.2.2 Noncritical items: 

 

Purchases of noncritical products and services consist of lower value and 

multiple purchases, and there are many competing suppliers in the market. 

There are no major risks involved in purchasing these products and their 

financial impact is not significant in the company. This procurement group is 

characterized by the size of the costs of the procurement process in relation to 

the value of the procurement. However, the goods purchased may be 

indispensable and lack of them may result in a more expensive loss of working 

time. (Iloranta & Pajunen-Muhonen 2018) Thus, goods should always be 

available, as the product group includes cheap raw materials, office supplies 

and workwear. Van Weele (2010) emphasizes the effectiveness of purchasing 

for this product group, as most of the company's purchases are in the noncritical 

product group, and about 80% of buyers' time is spent on noncritical purchases. 

The value of the products to the company is low and, in this case, care should 

be taken to ensure that the products have the simplest procurement process 

possible. 
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4.2.3 Bottleneck items: 

 

The relative volume of congestion products and services is low and there is 

often only one supplier. The value of the products to be procured may also be 

low, but the absence of such products creates a bottleneck in the name of 

production and can, at worst, stop all production. Bottleneck situations can often 

arise in product development and design when seeking a competitive 

advantage by selecting a new component for a product from a single supplier. 

In this case, the supplier in question is in a so-called monopoly position, and 

when a machine breaks down, ordering its spare parts can be both difficult and 

expensive. As the component is a key component of the product, one cannot 

expect a strong position in price negotiations. Dependency can only get worse 

year by year, as can the price of a component. (Iloranta & Pajunen-Muhonen 

2018) For bottleneck products, the company should either strive to standardize 

sourcing or look for alternative solutions to the sourcing (Olsen et al. 1997). 

 

4.2.4 Strategic items: 

 

Strategic items are critical to the company's operations and success, and the 

product category includes purchasing that has both a high financial impact and 

a high risk of purchasing. In other words, the volume of products is high, they 

contain high technology, are often tailored to the user company and there is only 

one potential supplier (Van Weele 2005). In addition, group purchases are often 

complex sub-assemblies, requiring service and maintenance services 

throughout their life cycle. Switching to a new supplier is, if at all, a laborious 

and time-consuming process.  

 

Strategic procurement poses the greatest challenges to the procurement 

organization, as traditional competitive tools do not work at all in the absence of 

alternatives. Building a close supplier relationship is the only way to manage 

such a strategic relationship. Extensive collaboration with a supplier requires 

diverse and new skills from individuals as well as unconventional approaches 
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across the organization. In addition to social skills, technical and commercial 

expertise is required, as strategic procurement is the most complex and 

demanding of an organization's procurement. Electronic marketing tools are 

often welcomed to facilitate collaboration across organizational boundaries. 

(Iloranta & Pajunen-Muhonen 2018) According to Olsen & Ellram (1997), the 

procurement of strategic products should be managed by establishing long-term 

cooperative relationships with the supplier, emphasizing the supplier's early 

involvement in product development and focusing on maintaining consistent 

quality. 

 

4.3 Overall critique 

 

Kraljic's portfolio model has developed into one of the most significant 

purchasing and supply chain management tools, whose popularity among both 

companies and academics is undeniable. Despite its popularity, the Kraljic 

model, along with other portfolio models, has been severely criticized 

(Gelderman et al. 2005). Criticisms have been leveled at, among other things, 

the limitations of strategies, as in practice multiple strategies have to be used in 

one category (Gelderman et al. 2005; Olsen et al. 1997). It should be noted that 

researchers who criticize portfolio models mostly base their conclusions on 

theoretical and conceptual studies, while supporters of portfolio models rely on 

quantitative case studies (Gelderman et al. 2005). 

 

Purchasing portfolio models have sparked much discussion among 

researchers. Different results have been obtained from the models and their real 

benefits, and many have questioned their functionality (Gelderman et al. 2005; 

Luzzini et al. 2012). Indeed, Terpend et al. (2011) state that in their study, 

Kraljic’s portfolio model is more outline in nature because it is based on the 

assumption that all purchases in a classified category could be approached with 

the same strategy and that this strategy would significantly improve 

performance. Cox et al. (2004) criticize purchasing portfolio models as one-

dimensional because they generally focus only on the commercial benefit of the 
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buyer rather than on the focus being equally on evaluating the interests of the 

supplier. Cox (2015) later refined his critique by calling purchasing portfolio 

analysis static and non-dynamic. 

 

Despite the criticism, the implementation of portfolio models has been found to 

have a positive relationship with, for example, the professionalism and position 

of procurement (Gelderman et al. 2005). It is also important to remember that 

the design process of portfolio analysis with its category work gives companies 

even more than the use of the portfolio model itself (Olsen et al. 1997). 
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5. Empirical study 
 

This thesis has been carried out as a qualitative study. The aim of qualitative 

research is to form the most comprehensive possible description of the 

phenomenon under study. Its starting point is to describe real life. Data for 

qualitative research are collected from real situations and the persons who act 

as the primary sources of data collection. Qualitative research is also 

characterized by the uniqueness of the cases, which must be considered when 

examining the results. (Hirsjärvi et al. 2009).  

 

The data collection method of the study has been a semi-structured interview, 

i.e. a thematic interview. The topics and questions of the thematic interview are 

pre-selected, but the questions do not have an exact form or order. Interviewees 

can answer questions in their own words and suggest new questions, which is 

why a thematic interview is freer than a structured interview. (Koskinen et al. 

2005) In addition, the thematic interview considers the fact that individuals' own 

interpretations of the topic are central. (Hirsjärvi et al. 2009) The thematic 

interview survey is the most suitable for the research topic, as the purpose is to 

find out how procurement categories can be strategically managed in home 

electronics stores. The qualitative study of the topic makes it possible to 

examine several different factors simultaneously and to illustrate the 

phenomenon more broadly (Hirsjärvi et al. 2009). 

 

5.1 Background  

 

Case companies were selected based on several criteria. The selected 

companies had to operate in the retail sector. In addition, act in the company's 

procurement. The selection was also based on the criterion of companies that 

offer mainly home electronics products. This criterion was set to eliminate an 

overly broad target group. Because strategic procurement category 

management are the basic idea of this study, which includes retail stores, 

grocery stores did not remain among the potential case companies. 
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5.2 Data collection 
 

Four interviewees have been selected for the study. Interviewees were selected 

by asking volunteers from eight companies operating in the retail sector, seven 

of which focus on selling home electronics products. Four people from different 

companies agreed to be interviewed. The interviewees in this study have been 

selected on the basis that they work in procurement roles, are part of the 

category management of the company, and are responsible for the sale or 

selection of products. The interviewees are shown in Table 4. 

 

Table 4. Interviewees 

 

Company Person Title 

Company 1 Interviewee 1 Division Manager  

Company 2 Interviewee 2 Sales Director 

Company 3 Interviewee 3 Category Manager 

Company 4 Interviewee 4 Sales Manager 

 

 

The framework of the interview for the interview was prepared in advance, the 

questions dealt with the company's business, procurement strategy and 

procurement category management. Although the body of the interview was 

drafted in a structured way, as the interview progressed, various topics could be 

discussed in more depth. The interview questions are available in Appendix 1. 

The interviewees were sent questions in advance, which helped them to get 

acquainted with the interview questions and answers in advance. It was agreed 

with the interviewees that the interviewees will remain anonymous and that the 

interview material will only be utilized in the master’s thesis in question. One of 

the interviews was conducted face-to-face, one by telephone, and the rest by e-

mail. In terms of time, the interviews and answering questions lasted several 
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hours. The necessary interviews were recorded and then transcribed. After 

spelling, the interview materials were structured according to the themes of the 

responses, which helped to compile the research results. 

 

 

5.3 Reliability of the study 

 

When assessing the reliability of a study, it must be assessed whether the study 

material, the research results and the study as a whole are reliable. The 

reliability of a study means whether the processing and analysis of the study 

material has been reliable. The data collection of the empirical part of the study 

was conducted in the form of interviews, of which one of the interviews was 

conducted face-to-face, one by telephone, and the rest by e-mail. Interviewees 

were allowed to answer interview questions freely, which allowed them to 

present diverse and personal views on the topic. Thus, the method of data 

collection did not limit the response.  

 

The reliability of the study was also enhanced by the fact that the interviewees 

were treated anonymously in the study, which helped to ensure that the 

interviewees' responses were not limited by answering under their own name. 

Reliability was also increased by the fact that each interviewee has a long 

experience of procurement and related work tasks. The study sought to gain 

multidimensionality by interviewing companies from the same industry. 

Although the interviewees work in the retail sector and act on the procurement 

side of the company, differences in job roles and responsibilities may have had 

an impact on the perception of interview-related issues. 
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5.4 Case companies 

 

As a basis for research results, it first makes sense to go through the responses 

of the interviewees regarding companies operating environment, organizational 

structure and strategic focus. 

 

The case companies of this study operate both in the Finnish retail industry and 

internationally. Procurement professionals in this study have worked in many 

different roles and at different stages of retail industry’s evolution, so they have 

an understanding about how the business environment and its circumstances 

affects retail business. 

 

Company 1 is a retail market leader and have hundreds of employees and 

outlets. They focus on increasing customer satisfaction, increasing market 

share and improving profitability.  

 

“We are depending on how much retail customers are spending in 

purchasing. What is happening in national and international economy, 

like trade war between China, USA, and EU.  We have operations in 

Russia, what is happening in there, their economic development, who 

the trade restrictions will effect on exporting there.” (Interviewee 1) 

 

Company 2 have around 50 employees. They Import and distributor of gods in 

several product areas. They are focusing on brands with high brand value. 

 

 “Therefore, we are still in the race, direct import of private label products 

don´t directly compete with our brands.” (Interviewee 2) 
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They got four product groups and owns four shops. All the product categories 

are at the same business unit. Unique product portfolio can be considered a 

clear distinguishing factor from competitors, and they work with long term goals, 

to have a good partnership customers.  

 

“The import and distribution level have challenges due to direct import. 

Some factories supply direct to the retail; therefore, we need to have a 

good value adding service, this need to be cost effective and fast.” 

(Interviewee 2) 

 

Company 3 is a home appliance chain that belongs to an international 

purchasing group. The products mainly include consumer electronics, including 

home appliances, data and telecommunications accessories and ancillary 

services. They operate in the Finnish retail market, where there are several 

international and national competitors. 

 

“Each merchant operates their own company; this is a local specialty 

service. We invest more in-home appliances than most of our 

competitors. The best local service.” (Interviewee 3) 

 

Company 3 has about 200 employees. The company's focus will continue to be 

on trade concentration and digitalization. 

 

Company 4 operates as a reseller of home technology, electronics, and related 

services in Finland and three other Nordic countries. In Finland, they have about 

800 employees. The product range includes home technology, consumer 

electronics, information technology, telephones, and subscription services, as 

well as kitchens and electrical contracts for sale. 
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The home technology market consists of home technology and electronics 

specialty stores, hypermarkets and e.g. telephone and data operators. There is 

also a so-called Pure player who operate mainly online only. 

 

“We operate multi-channel in both physical stores and e-commerce, with 

each country having a nearly similar local organization in charge of 

operations and operations.” (Interviewee 4) 

 

Company 4 each product line has a sales manager and depending on the 

product line, a product manager, or a product specialist. The product lines are 

responsible for product pricing, availability, and marketing. 

 

“Our stores are run by store managers, assisted by assistant store 

managers. The department heads are responsible for running a certain 

product line and sales development in our stores.” (Interviewee 4) 

 

The distinguishing factor of the company 4 is the electronic price tags, which 

follow the pricing of the market and are updated four times a day. Thus, it offers 

customers the same cheap price in both stores and online store. 

 

The long-term challenge is the intensifying and globalized competitive situation 

in home technology and electronics. The concept is strongly based on 38 stores, 

but new, fast gamers are likely to appear on the market in the digital world and 

network in the future. 
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6. Empirical findings and analysis 
 

Chapter six reviews the interviewees ’responses and research findings. First, 

the interviewees' views on the company's business model, organization and 

strategic direction are opened. Next, we go through the procurement strategy in 

the case companies followed by the category management of the case 

companies. The last chapter compares the models used in the case companies 

and reviews suitability, pros and cons, and improvements. 

 

 

6.1 Background to procurement in the case companies 
 

 

Company 1 have category organization, who is responsible for customer 

demand analyze, chain concepts, marketing and sales pricing i.e. demand 

market. Procurement management is responsible for marketing, vendor 

analyzing and purchasing. 

 

“So category organization is responsible for what kind of offering we will 

have and from there comes also the demand for products and price 

levels.” (Interviewee 1) 

 

Both procurement managers and demand planners are placing purchasing 

orders. At the moment there are no limitation regarding purchasing. In company 

2 usually the decisions regarding new products are taken by sales director and 

managing director. This process starts with a trial marketing, to find out what 

kind of competition there is on market. Normal purchase decisions are taken by 

the account manager. Company 2 have two systems one of which help 

purchase and another to help maintain the stock levels.  
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“We do not have a limit for the value of purchase, but if it’s very high, we 

usually have a look into this together with account manager.” 

(Interviewee 2) 

 

In the company 4, the purchasing organization is centrally responsible for 

procurement. The purchasing organization is divided in the same way into 

product lines, such as a local organization. Locally, the product lines negotiate 

and match the local range that best meets the market and demand of that 

country. 

 

“Because our concept relies heavily on cost efficiency as well as fast 

inventory turnover, each product line has an inventory value budget that 

is closely monitored.” (Interviewee 4) 

 

The core business in Company 2 includes Import and distribution. Sales 

company to provide re-sellers. Both to the B2B market and mainly to the retail-

market. They have not really divided the cost.  

 

“We have two persons mainly doing the purchase. They are also involved 

with the sale. The purchase is done mainly by the Account manager” 

(Interviewee 2) 

 

Company 4 core business is the retail of electronic home appliances, but in 

recent years the range has also expanded strongly to new businesses, such as 

electric car chargers, smart home products and kitchens. 

 

In Company 1 procurement and category management is divided into two 

product groups:  
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1. Home entertainment  

2. Home appliances and toys  

Category management is planning the offering into each retail chain, according 

to that assortment planning they are responsible for buying product for each 

chain. 

 

 

Figure 5. Company 1: Centralized Procurement 
 

 

In Company 2 procurement and category management is divided into four 

product groups: 

 

1. Stationery  

2. Tools 
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3. Gifts 

4. Sport equipment’s 

 

Decisions regarding new products are taken by Sales director and Managing 

Director. Process starts with a trial marketing, to find out what kind of 

competition there is on market. Purchase is done mainly by the two procurement 

Account Managers. Company 2 do not have a limit for the value of purchase, 

but if it is very high, they need to be looked at more closely. 

 

 

Figure 6. Company 2: Centralized Procurement 
 

In Company 3 procurement and category management is divided into three 

product groups: 

1. Consumer electronics (entertainment) 

2. Household appliances 

3. Data and telecommunication accessories and related services 
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Company 3 have a centralized procurement organization where decisions are 

made on nationwide marketing, store core selections and contracts. They 

provide products that are part of their core business, i.e. as a chain, they do not 

invest outside core business. The retailer may make decisions about non-core 

products in its own company and possibly expand the chain beyond the product 

groups offered. 

 

In Company 4 procurement and category management is divided into five 

product groups: 

1. Home appliances 

2. Small machines 

3. Consumer electronics (entertainment) 

4. Information technology 

5. Phones 

 

Figure 7. Company 4: Centralized Procurement 



60 
 

 

Company 4 is constantly striving to find a more cost-effective as well as cheaper 

way to procure products, especially the development of logistics and speed play 

a key role. 

 

When asked about importance of procurement, in general, retail markets show 

what the sales prices are and then procurement is the way to make profit. As a 

co-op company 1 will offer benefits to customer owners, they “everyday low 

price”, so the procurement plays a critical part in success. In Company 2 

procurement are the most important issue for the entire organization as well as 

in Company 4 where procurement plays a key and important role in measuring 

the profitability of the company as a whole, as this affects a large part of the 

results of countries and stores. 

 

Company 1 global top management is engaged to organization’s procurement 

quite well, the importance of procurement is rising so they will pay more 

attention in the future. Company 2 global top management is also engaged well 

to organization’s procurement. The same applies to company 4, where top 

management also includes a representative of the supply side, so the 

procurement point of view and opinions influence in making decisions. 

Company 3 considers the efficiency of purchasing really important. 

 

“Without centralized purchasing, product group management, marketing 

and contracts, our retail industry will not be able to survive.” (Interviewee 

3)  

 

The interviews revealed that it is important that procurement and top 

management interact strongly. It is difficult to say whether there should be even 

more or less cooperation. However, many thought there should be more 
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engagement and collaboration within top management and procurement 

professional, due the importance of procurement in economic success.  

 

 

6.2 Procurement strategy in the case companies 

 

Procurement strategy consists of different focus areas, which were sought to be 

clarified by interviewing certain types of question. 

 

Company 1 has centralized procurement department, where another company 

handles stores and delivers a major part of consumer goods. Chain 

management teams handle procurement decisions at company. They have a 

partner who is a subsidiary, which specializes in the procurement, customer 

service and logistics of grocery goods. 

 

They monitor e.g. following points:  

• Product availability 

• Price changes 

• Inventory level 

• Vendor performance 

• Claims (product, delivery, and invoice) 

 

Company 2 stock levels and the turnover of the stock is constantly measured. 

Company 3 mission is to improve profitability, increase turnover, focus on key 

suppliers. Numbers are the best way to measure, i.e. sales, profitability, and 

turnover. The purpose of the company 4 purchasing organization is to procure 

products at the most competitive price and in the right quantity, at the right time, 

optimizing inventory turnover. The purchasing organization also has exact 

inventory value budgets to keep track of. 
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Company 1 make the purchasing against product sales forecast, especially 

domestic and EU area, where there are reasonable delivery times. When 

purchasing from far east, it is needed to consider minimum order quantity 

products, delivery times, mode of transportation and cost of warehousing. 

 

“So, we need to make a lot of decisions when planning purchases” 

(Interviewee 1)  

 

Company 2 aim to have a stock level as low as possible. They try to have goods 

sold within two months what means a turnover of six times annually. In 

Company 3 different target groups and price groups are considered. In company 

4, one indicator is stock turnover, i.e. how many times the stock balance 

circulates during the year and how many days the product is in stock. Another 

important measure, of course, is profitability, the product's margin, which is how 

much the product leaves when selling a profit. 

 

Link between organizational strategy and procurement strategy is made to meet 

the company strategy in company 2. Company 3 organizational strategy and 

procurement strategy go hand in hand, and also need to consider the structure 

of the supply chain. In Company 2 category strategies are used, because they 

have so different product categories and their market share varies a lot between 

them. Company 3 got both buyer-supplier and category strategies, strong 

supplier strategy in some product groups and in some the category is 

considered. Chain management, buyers, selection groups and a board of chain 

merchants is involved in strategy development. In Company 2 development of 

procurement plans and strategies is made by procurement management. 

 

 “He is involved in making development of procurement plans and 

strategies, assisted by sales developer. We use different tools to work 

with procurement strategy and purchases.” (Interviewee 2) 
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In company 4, marketing in particular is tightly linked to procurement, both in 

strategy and in operational role. Everyone in the procurement teams closely 

follows the purchasing strategy of the entire product line. The company's main 

strategy comes from group management, which the purchasing organization 

monitors and, if necessary, adjusts its own purchasing strategies. 

 

In retail, customer needs guide the entire supply chain. Based on customer 

needs, strategically most important, less important, and noncritical product 

groups are formed for companies. The procurement strategy should aim to 

respond to these choices from customers, therefore the procurement strategy 

should be constantly considered. 

 

 

6.3 Category management of the case companies 

 

As previously discussed, Company 1 procurement and category management 

is divided into two groups. Category management is planning the offering into 

each retail chain and according to that assortment planning procurement 

management are responsible for buying product for each chain. 

 

“We follow how each retail chain is doing economically and the success 

is measured from this angle” (Interviewee 1) “We valuate the cost of 

different groups and how much input it needs.” (Interviewee 2) 

 

Company 3 uses part of the category management but does not take full 

advantage of it. Suppliers are categorized, but groups are not as category 

management could utilize. Five product lines with several dozen sub-product 

groups, in addition to these, the services can be found as a separate entity. In 

Company 2 products are divided by category and brand. in company 4, the 
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products and services are divided into product groups under product lines. For 

example, in household appliances, washing machines are divided into their 

own, smaller product groups based on whether the product needs to be filled 

from the front or the top. Different product groups have different roles, for 

example, consumer goods are sought to be sold in large quantities and 

volumes, sometimes at the expense of even the best possible gross margin. 

 

“In certain product groups, the profitability and margin of the main product 

itself may be lower if it can be assumed that the customer will continue 

to purchase supplies or services related to the product.” (interviewee 4) 

 

When asked who is responsible for the results of these categories, retail chain 

managers and category group managers in charge of the company 1. In 

company 2 the main responsible person is the commercial director, so in this 

case sales director itself. In company 3 the product line leader is responsible 

that is, in practice, the category manager is responsible for its own product lines. 

At the company level, the purchasing organization is responsible for the 

process, locally the responsibility lies with the country-specific product line 

organization in the company 4. 

 

The interviews revealed that companies 1 and 2 consider each product group 

to be important, in particular, for company 1, which operate in so many product 

areas. Company 2 further pointed out that it is good to consider important the 

ones which creates the most profit. Company 3 has clear differences and the 

most important to them are large appliances. Company 4 has the most important 

product groups within each product line, which usually account for the majority 

of product line sales as well as profitability. 

 

“In household appliances, washing machines and dishwashers could be 

said to be “more important” product groups than wine cabinets, which 

have lower sales and a much smaller market.” (Interviewee 4) 
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Company 3 do not have an official classification to categories of goods that are 

considered the least important, but interviewee 3 says it would be good to divide 

them as well in order to do the right productive work. For company 1 every 

process is similar to all categories.  

 

“We build our assortment against the customer demands and one of the 

biggest reasons is the decreasing sales volume.” (Interviewee 1) 

 

Less important categories of goods for the Company 2 are considered the ones 

which creates smallest profit and usually has a weak brand value. These ones 

need to be treated as automatically as possible. “No need for input”. How a 

supplier prices a product has a big impact on the company 4, as well as what 

role the product plays in the selection, if a similar product can be found but more 

cheaply from another supplier, the product is easy to drop out of the selection. 

 

“Suppliers can also offer exclusive designs to us, where a product with 

the same design label and features is not encountered elsewhere in the 

market, in which case price competition is less fierce.” (Interviewee 4) 

 

Factors collected from all responses which affects the product deleting or 

adding to selections were profitability, availability, supplier strategy, consumer 

behavior, innovation and roof marketing.  

 

In general, the aim is to divide the product groups in each company into logical 

entities. Companies appointed product manager should be able to procure the 

entire product group holistically, and the role of the purchasing manager is to 

assist in procurement domestically and internationally, if necessary. The 

difference between a purchasing manager and a product manager is that the 
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purchasing manager is not responsible for product groups. The purchasing 

manager is a bidding expert and assists with purchasing. It is therefore the 

responsibility of the purchasing manager to handle and conduct the bidding 

process at the request of the product manager. 

 

 

6.4 Comparison on portfolio models in case companies 

 

In this part of the study, it was clarified whether companies have previous use 

of portfolios, if so, their main purpose and whether Kraljic or some other model 

has been utilized. In addition to this, the suitability of the models, the challenges 

and what could be improved are assessed. 

 

Company 1 do not actively use portfolio analysis, but it turned out that some 

ideas are in use when they make the decisions. Company 2 does not use the 

Kraljic’s portfolio model. They have a constant analysis on what they do. The 

turnover of stock is one value, slowly turning stock. The important of maintaining 

constant value checks, keeps the company 2 aware of possible problems. They 

have the frequency on weekly, monthly- and quarter bases. The dimensions are 

customer promise and a service level.  

 

“This means, to have existing stock all the time. To have a product to 

an assortment gives us the trust of selling out. We need to be on the 

pulse, to know its rotation all the time.” (Interviewee 2) 

 

Factors are Delivery time, MOQ´s, service level of the factory, trust, from where, 

how many re-sellers have the product listed. Company 3 uses a modified six-

point model from Kraljic’s model to build selections. This allows for a profitable, 

efficient, and low capital-intensive selection. 
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“We do this every spring, making maximum use of important groups, well 

before the start of the season, but in such a way that all possible 

information is available.” (Interviewee 3) 

 

 

Profit impact and supply risk dimensions are replaced with development of 

turnover, development of gross margin, development of total margin in product 

group, profitability figure and concentration of purchases. Quadrant names used 

is turnover, concentration of purchases, range coverage, volume for individual 

products and development of market share. 

 

“Bottleneck this year could be, for example, the availability of goods or a 

sudden increase in sales in some groups.” (interviewee 3) 

 

In the company 4, building the selection is strongly based on the different role 

of the products, the brand's suitability for the market and, net pricing. 

 

“Net pricing and brand suitability will largely determine whether a product 

is included in the local range.” (Interviewee 4) 

 

 

6.4.1 Suitability and Challenges 

 

The introduction of the portfolio model is a strategic release of the company, it 

can be described as a process that needs to be constantly monitored. This 

means that a product or grouping of suppliers once made is not the end of the 

process, but the goal is to live in time and change the categorization as 

customers, situations and the environment change. The portfolio model can be 

used for business model, offering and pricing, marketing communications and 
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sales organization, as a basis for planning and implementation. Many 

companies survive with fairly simple categorization when others need it to 

control its operations in a multi-layer structure. 

 

Interviewee 1 explained that they have to make a lot of decisions when planning 

purchases. The supply is taken care of by the category organization and through 

it also comes the demand of product and price levels. For this reason, it would 

be a good idea for a company to take advantage of a portfolio model to more 

accurately categorize products that the company has in large quantities. 

Especially when the goal is better product margins, batch purchases when 

possible, price advantage, process streamlining, and supply chain efficiency. 

The Kraljic model or a similar model would be suitable to control the wide range 

of products. It would make it easier to categorize products and track products 

purchase prices, costs, quality and capacity. Possibly also to control total 

offering, possible changes, suppliers pricing structures and supply chain costs. 

 

Company 2 has several metrics to help be aware of potential future problems, 

inventory exchange is an important part of the business, and metrics are 

customer promise and service level. The company does not have any model in 

place to categorize products and assess profit impact or supply risk. A portfolio 

model would suit the company to guide a wide range of products and place high 

quality products and value brand in their own categories, importance in order to 

facilitate business. 

 

Company 3 has applied the Kraljic’s model and modified it into a six-point model. 

This model is well suited for the products for which it has been utilized. In the 

previous questions, it became clear that the company has several different 

product groups, and the rest of the questions revealed that the role of the 

products is determined by the type of product in question. When analyzing a 

product, the brand, features and price of the product are considered. These 

points have been considered from the perspective of the individual consumer. 
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The model has been perceived as useful, but the aim is to use it also for the 

least important categories of goods.  

 

Company 4 and the interviewee in question have no previous experience with 

portfolio models and are not currently in use. As previously shown, the company 

4 building the selection is based on the different role of the products, the brand's 

suitability for the market and, net pricing. At least no major problems have yet 

been encountered, but in the future, it would make sense to consider how 

building the selection is going and whether there would be use for the portfolio 

model. 

 

The use of purchasing portfolios is usually associated with the professionalism 

of procurement in companies. For companies, whose procurement unit does 

not have any kind of procurement tool in use and does not have verifiable 

portfolio expertise, it would be advisable to think about how to proceed in the 

future. 
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 7. Conclusions 
 

This chapter presents the results of this study. The results of the study are 

presented in summary by answering the main and sub-research questions. The 

aim was therefore to find out how procurement categories can be strategically 

managed in home electronics stores. 

 

First, the results of the main research question are presented. It then introduces 

the sub-research questions and examines them according to theoretical and 

empirical research. 

 

Main research question: 

How procurement categories can be strategically managed in home 

electronics stores? 

 

The management style and strategy are influenced by the importance of the 

procured group of goods to the most important customer sector and business, 

as well as the importance of the categories to the business in the long term, in 

which case the future vision can also be taken into account. From a 

management perspective, these factors determine the distribution of resources 

among the groups of goods to be procured. 

 

If mismanaged, even a large group of goods in terms of turnover creates 

problems throughout the supply chain and the end result can be very 

unprofitable in terms of total costs. In turn, less commercially important groups 

of goods can be financially very profitable if properly managed. 

 

Utilizing the portfolio model gives management a clear picture of the importance 

of different consumer goods groups for business. The model can also be used 
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to determine the challenge of the product supplier market. Product groups can 

be categorized by portfolio. The portfolio model can therefore be used to 

strategically categorize products, and Kraljic's purchasing portfolio model is a 

good and illustrative tool for categorizing product groups. Applying the model 

has a positive effect in outlining companies purchasing and procurement 

strategy. The portfolio model is a direction for more strategic procurement and 

is resource efficient in the retail sector. 

 

However, companies should also not forget the supplier market challenge of 

product groups. The small number of potential suppliers or customer 

preferences for product group brands are often factors that add to the challenge. 

As a case study, the work is of informative benefit to procurement professionals 

and provides a practical reflection on the products sold and other goods to those 

responsible for the company. 

 

 

What kind of strategic actions can be used to manage procurement 

categories? 

 

The first sub-research question clarified what kind of strategic actions can be 

used to manage procurement categories? Procurement can be carried out 

centrally or decentrally. The choice of method depends on the characteristics of 

the goods procured and whether it is a strategic procurement or a more tactical 

purchase. It has often been found that a centralized structure is more efficient 

than a decentralized one, but it is now clear that the environment also has a 

major impact on choice and a particular solution. 

 

The literature presents that the primary key to improving procurement efficiency 

is to build a procurement strategy that is managed by the company’s 

management and the procurement side. The procurement strategy can be 
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formulated in many ways. In this thesis, it was pointed out that it can be built 

using category management, utilizing various tools such as Kraljic’s portfolio 

model. This portfolio model divides consumer goods into four different 

categories for which a unique approach can be designed and recommended. 

Utilizing the portfolio model is well suited to finding and perceiving problems and 

opportunities, but more action is needed to create an operational and effective 

strategy. 

 

 

How can Kraljic’s portfolio model be applied in strategic procurement 

category management in home electronics stores? 

 

As we go through the answer in more detail, it is important to understand the 

industry-specific differences. In several industries, portfolio analysis measures 

the importance of the product to be procured to the business in relation to the 

complexity of purchasing the product. However, in a fast-paced retail sector, 

this does not make sense, as there is a huge number of products and products 

are constantly changing as suppliers change or new products enter the market. 

However, it would be good to divide the products into clear entities in the 

industry. From the customer's point of view, these entities are groups of goods 

consisting of similar or closely related products. 

 

Product group is a clear and sufficiently stable entity for the implementation of 

the Kraljic’s model. Most resources should be allocated to the further 

development of the practices and models of the categories assessed as 

strategic products. It is also a good idea to consider more detailed category-

specific strategies for leverage products. Groups of products categorized as 

non-critical and bottleneck, on the other hand, should avoid considering more 

specific strategies, as the resources used for them may easily outweigh the 

potential benefits to be achieved. 
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In conclusion, Kraljic's initial strategic advice is relatively generic and does not 

allow detailed measures to be defined. That is why companies are applying the 

model more company specific. Thus, the model is not necessary in the business 

of companies, but it is nonetheless recommended. 

 

 

7.1 Discussion and suggestions for future research 

 

The work was clarified by using only the word procurement that is used in all 

situations and the word purchasing when talking about buying. So, the terms 

sourcing and acquiring were not mixed at all. 

 

The purpose of the work was not to open the companies' product range, but to 

look at the background of procurement, how procurement tools are used in 

companies and how important strategic procurement is considered. Also, an 

overview of the possible use of portfolio models and a reflection on the benefits 

it brings. 

 

This type of procurement research could also be conducted as a quantitative 

study. Especially if the work deals with only one case company. There are several 

possible further research topics and strategic procurement and category 

management can be found in quite a lot of academic literature. Procurement in 

the retail sector has not been so much studied in the past. There will certainly be 

more research on this in the future as well. It would be interesting to explore more 

the influence of procurement and supply chain on sales and marketing decision 

making. In what ways could procurement and the supply chain most effectively 

influence selection management, sales and marketing to minimize a company’s 

overall costs. 
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Appendix 1. 

Interview   

▪ Background information of the organization  

 

1. Brief introduction of the company, main business?   

2. Products, markets and operating environment?  

3. Organizational structure? -Business units / departments  

4. Strategic focus? How is your organization different from your competitors? 

The customer promises?  

5. Number of employees?  

6. Annual sales?  

7. What kind of challenges does your company face right now? Generally, and 

/ or in long term?  

 

 

▪ Background to procurement  

 

1. What kind of procurement organization do you have? How to decide what 

products your company provides? Who has the right to make procurement 

decisions? Are there any limitations regarding the value of purchasing?  

2. How is your core business defined?  

3. Categories / product groups to be purchased?  

4. Annual total cost of procurement?  

5. Centralized or decentralized procurement?  

6. Procurement development? How to develop?  

7. The importance of procurement for the entire organization?  
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8. How well company’s global top management is engaged to organization’s 

procurement?  

9. Should there be less or more engagement and collaboration within top 

management and procurement professional?  

 

 

▪ Procurement strategy  

 

1. Main task / objectives / vision / mission of procurement? How is success 

measured? Instruments?  

2. Simple practical principles in procurement?  

3. Link between organizational strategy and procurement strategy?  

4. Buyer-supplier or category strategies?  

5. Development of procurement plans and strategies? Who is involved in 

strategy development?  

6. Is there a category strategy tool already used as a part of procurement 

strategy in company? What procurement tools will be applied? Or should there 

be one?  

 

 

▪ Category management and development  

 

1. Is category management a familiar term within the organization? Are the 

suppliers or procured products and services categorized? What kind of product 

groups?  

2. How the products are divided into categories in your organization?  
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3. What are the objectives and strategies for the different commodity groups? 

How to track success?  

4. Who is responsible for the results of these categories?  

5. Describe the product group / category management process / strategy 

process / management process?  

6. Are some groups of goods more important than others? Which are the most 

important?  

7. Which categories of goods are considered the least important for the success 

of the company? Are these categories treated in the same way as the ones 

identified as most important?  

8. Which factors affects the product deleting or adding to selections?  

 

 

▪ Purchasing Portfolio Model (Kraljic)  

 

1. Previous use of portfolio models?  

2. Main purpose and use? When, frequency of use, situation, timing?  

3. Kraljic or something else?  

4. What dimensions are used? -Profit impact and supply risk  

5. How many factors determine the dimension?  

6. Quadrant names? -e.g. volume, strategic, routine, bottleneck  


