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In rapidly evolving markets, companies have recognized the vulnerability of global supply
chains. To remain competitive, they are maximizing the potential of their supply chains,
highlighting the need for effective supply strategies. A crucial component of this is
Supplier Relationship Management (SRM), which aims to create value from the
relationships, and influence supplier behavior through strategies like Supplier
Development.

This study aims to create an SRM strategy for Company X, focusing on managing critical
material suppliers. It first identifies these suppliers and then determines the best
management strategy. Company X, a local unit of a global company, provides automation
solutions for the Nordic energy sector.

The empirical study was conducted as qualitative research using semi-structured
interviews. Seven interviewees from Company X, involved in purchasing and supply chain
management, were selected to provide comprehensive perspective of the researched
phenomenon. The data was analyzed using thematical analysis to interpret the results.

The results indicate that critical material suppliers can be identified by analyzing material
profit impact, purchasing volume, and asset specificity. The proposed SRM strategy cycle
serves as a tool for managing these suppliers. The strategy emphasizes the importance of
open communication, top-management support, and trust between buyer and supplier.
Additionally, it was found that by creating successful relationships with suppliers,
companies can simultaneously build resilience in their supply chains.
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Yritykset ovat huomanneet nopeasti kehittyvilld markkinoilla globaalien toimitusketjujen
haavoittuvuuden.  Séilyttddkseen kilpailukykynsd markkinoilla, yritykset pyrkivit
maksimoimaan toimitusketjujensa potentiaalin. Tdméa on nostanut esille tarpeen tehokkaille
hankintastrategioille. Tarked osa hankintastrategioita on toimittajasuhteiden hallinta, jonka
tavoitteena on luoda arvoa suhteen osapuolille sekd vaikuttaa toimittajien kéyttdytymiseen
esimerkiksi toimittajakehityksen avulla.

Tamén tutkimuksen tavoitteena on luoda toimittajasuhde-strategia yritykselle X, keskittyen
erityisesti kriittisten materiaalien toimittajiin. Ensiksi ndmi kriittisten materiaalien
toimittajat tunnistetaan, jotta voidaan méaarittad paras hallintastrategia. Yritys X on globaalin
yrityksen paikallinen yksikkd, joka tarjoaa automaatioratkaisuja Pohjoismaiden
energiateollisuudelle.

Empiirinen  tutkimus toteutettiin  laadullisena  tutkimuksena, jossa  kiytettiin
puolistrukturoituja teemahaastatteluja aineistonkeruumenetelmana. Seitsemin
haastateltavaa valittiin kohdeyrityksestd, he tydskentelevdt hankinta- ja toimitusketjujen
hallinnan parissa eri rooleissa. Haastateltavat, jotka tarjoavat mahdollisimman kattavan
ndkokulman tutkittavaan ilmidon valittiin  haastateltaviksi. Tutkimuksen aineisto
analysoitiin ja tulkittiin temaattisella analyysilla.

Tutkimuksen tulokset osoittavat, ettd kriittiset materiaalitoimittajat voidaan tunnistaa
analysoimalla ~ materiaalin ~ vaikutusta  tuottovaikutusta, = hankintamiérid  seka
erityisominaisuuksia (asset specificity). Ehdotettu toimittajasuhteiden hallinnan sykli toimii
tyokaluna néiden toimittajien hallinnassa. Strategia korostaa erityisesti avointa viestinti,
ylimmén johdon tukea sekd luottamuksen merkitystd toimittajan ja ostajan vélilld. Lisdksi
tutkimuksessa havaittiin, ettd luomalla onnistuneita suhteita toimittajiin yritykset voivat
kasvattaa toimitusketjunsa resilienssi.
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1 Introduction

Twenty-first century has provided unpredictable, ever-changing, and volatile markets, which
have emphasized the vulnerability of modern supply chains. Global sourcing has pushed
both value and supply chains to become more complex, which combined with the Lean-
thinking and efficiency has left little room for errors and disruptions. Companies are faced
with a challenge, how to mitigate, manage and prevent risks while simultaneously create
more resilience, more sustainable and more efficient supply chains. Additionally, this supply
chain must be competitive and give advantage for the companies in rapid markets.
Nevertheless, in an age of extending supply chains supporting global-scale operations, recent
events worldwide have frequently reminded that we live an unpredictable and dynamic
world. Natural disasters, labor disputes, terrorism, and the looming threat of conflicts around
the world have collectively led to significant disruptions in supply chain operations. In these
kinds of situations, “business as usual” approach is impractical option. (Helmold & Terry

2016, 117)

Previously mentioned occurrences have pushed the companies to look and measure their
entire value chain and its purpose. For companies to remain competitive on a global scale,
they cannot assume being safe or immune from events that occur in other parts of the world.
Competing globally requires companies to compete resources, markets and talent, and the
strategic capability to shift production and sourcing across the world emerges as a crucial
factor for gaining a concrete competitive edge. However, as Cousins and Spekmann (2003,
21) said in their article: “Companies do not compete manufacturer to manufacturer, the true
competitive battle occurs between supply chain to supply chain where a company is as strong
as its weakest supply chain partner”. Additionally, Vitasek (2016, 128) stated in her article:
“The business battled of this century will be won by harnessing the power of suppliers... The
playing field is no longer about lowest cost or best value, but one of highly collaborative
relationships with suppliers that can help drive transformation and innovation.” These two
citations are only fraction of studies that all come into same conclusion, the suppliers are
key for company’s success in this century. Hence, more than ever, companies increasingly

depend on suppliers to enhance the quality of productions inputs. The significant role of



suppliers becomes evident when determining the company’s performance in the final
product. Therefore, the meaning of Supplier Relationship Management (SRM) has become
more significant than ever. Numerous factors, such as market volatility, unpredictable
political environments and potentially the consequences of climate change compel
companies to prioritize the management of relationships with suppliers. (Butt,

Alghababsheh, Arshi, & Shah 2023, 3907)

1.1 Background

This thesis focuses on developing a comprehensive SRM strategy for Company X, anchored
in the assessment of material criticality. Company X is a business unit of multinational,
global company. The company specializes in providing automation and control solutions for
the energy sector, with its core competencies being in engineering, solution design, and
consulting services. Particularly, Company X is concentrating on power plant projects and
services within the Nordic region, located in Finland. Structured into three distinct business
areas, named Solutions, New Energies and Services. Company X does not manufacture its
physical products, meaning that Company X is engaged on sourcing components and
materials from various suppliers based on the specific requirements of projects and
customers. These suppliers can be either internal suppliers, meaning that these suppliers are
other business units from the same header company, or external, third-party suppliers. These
suppliers are currently selected based on the requirements of the customer or Company X
own preferences. At the moment, Company X does not have a defined strategy for effective

management of its supplier relationships in their business unit level.

The current overall strategy in Company X is focusing on different priorities that all aim to
improve the company’s year to year financial results. The Company wants to focus on energy
transition and sustainability, including targets in diversity, safety, and circularity. The focus
will be on achieving full potential from Service by optimizing pricing, expanding digital
services and improving customer service experience in next level. Additionally, the
Company’s strategy aims to have even better project execution by standardized solutions
and tools that can enable better quality and drive down costs. Close collaboration between
sales and operation is highlighted in the strategy since it is demanded for successful and

predictable performance.



Company X have a desire to grow its business and customer field, meaning that the need for
more defined and strategically managed supplier relationships has risen. These supplier
relationships are needed to support the desired growth and therefore, the SRM strategy
presented in this thesis is made to fit specially the Company X situation and needs. The
growing awareness of supply chain disruptions highlights the importance of well-structured
supply strategy, wherein SRM emerges as a crucial tool. Furthermore, the shift towards
remote work has transitioned many operational aspects to online platforms, impacting the
traditional face-to-face interactions with suppliers. In some instances, regular meetings with
certain suppliers have ended. Consequently, there arises a critical need for Company X to

create a robust SRM strategy to navigate these challenges effectively.

1.2 Objectives

Firstly, the main objective of this thesis was to conduct a suitable research question that
would provide answer to Company X current situation and research problem. Understanding
the current state of supplier relationships and how to identify critical materials are essential
objectives for this thesis. Nevertheless, this thesis shall develop the writer’s researcher skills,
skills in critical thinking and problem-solving. By evaluating existing literature,
methodologies, and theories the critical thinking is both developed and demonstrated.
Professional development is one of the personal objectives in this master’s thesis. The ability
to formulate research questions, design and conduct interviews for data collection, analyze
data, and draw meaningful conclusions are important skills that the researcher is aiming to
master with this thesis. Deep understanding of the existing research of the topic is
demonstrated by conducting a comprehensive literature review. This will show the writers
ability to situate the work within broader context in the supply management and business
administration field. Lastly, the final objective is to show dedication and determination by

writing and finalizing this master’s thesis on given time.

1.3 Research Questions

Research questions arise as a researcher contemplates a significant issue. They indicate the

recognition of a problem demanding scientific investigation. Simultaneously, these



questions extend from an initially formulated research problem, contributing to its further

explanation and clarification. (Inyang 2017, 83)

Buyer-supplier relationships are a fundamental part of strategic supply management.
Previous studies have revealed multiple relationship types influenced by numerous factors.
Within supply management research, the categorization of a relationship is frequently
determined by the extent of collaboration, a factor intricately linked to the power dynamics
between the buyer and supplier (Cox 2001). Given the variations in relationship types and
power dynamics, distinct strategies and actions become necessary for effective management
of these relationships (Svahn & Westerlund 2009). Therefore, supplier relationship
management strategy in Company X is decided to conduct by finding an answer for the

following question in this thesis:

What Supplier Relationship Management strategy is best for critical material suppliers in
Company X?

Additionally, two supporting questions were conducted, in order to find more defined
solutions. These supporting questions help to clarify the content and concepts of SRM and

material criticality, especially from the Company X point of view.

Q1l: What characteristics should be considered and how to define material criticality in
Company X?

Q2: How can Company X manage the critical material suppliers?

1.4 Scope and Delimitations

Being aware of the possible limitations and addressing them beforehand in the research plan
will help to ensure that the master’s thesis stays feasible, focused and contributes
meaningfully to the existing body of knowledge. Because of the limited scope in master’s
thesis, only the most important theories are selected in the literature review. This study
focuses on finding solutions from Company X perspective; therefore, the selected theory is
tied to supply strategies, SRM strategies and theories on how to define material criticality in

SRM and from the Company X point of view.



Initially, the research idea was to create an SRM strategy for all Company X business
segments, such as Hydro power, Nuclear power, New Energies, and Power & Engine,
however, it was considered to broaden the thesis too wide. This could have affected
negatively on the designed timeline and would have made the thesis too extensive for the
master’s thesis scope, thus, the study will focus on creating a one SRM strategy for Company
X. Nonetheless, the strategy will be built so, that the characteristics of each segment can be
taken into consideration if wished. The thesis was narrowed down to focus on providing the
strategy only for the suppliers that provide most critical materials, such suppliers could be
seen as the key suppliers for the Company X. However, there are multiple suppliers in the

supplier base, which can be seen important for the business, but not as critical as others.

Foremost, Company X is a part of a global entity and therefore the global level strategies
and guidelines must be taken into consideration in this study. There should not be any
overlapping or contradictions in this study compared to both global and local instructions
and protocols that Company X has. Sustainability is important and necessary topic when it
comes to designing SRM strategy. However, given the extensive sustainable practices and
protocols that the Company X has from their global and local level, sustainability point of
views has been left out from the literature review perspectives. This narrows down the scope
of this study and helps to build a more usable SRM strategy, since there will not be any
overlapping with the global and local strategies that Company X thus far possess.

1.5 Theoretical Framework

The theoretical framework takes shape as the researcher extensively explores studies and
articles in the field related to the research problem and previous studies. The choice of
research theory should establish a meaningful connection with the research problem,
unraveling concepts and phenomena associated with it. The selected key concepts'
theoretical foundation serves as the cornerstone for the entire research, enriching the
researcher's understanding of the chosen target phenomenon. Employed to enhance the
perspective of the research problem, the theoretical framework in this thesis comprises three
sets of theories, each elucidating phenomena and concepts relevant to the research problem.

(Kananen 2015, 112; Puusa, Juuti & Aaltio 2020, chapter 4)
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Figure 1 Theoretical Framework

Figure 1 presents the theoretical framework for this study. This theoretical framework was
chosen to answer to the research problem in this study. Additionally, this framework will
open the larger phenomenon of strategic supply management. Supply strategy is the larger
phenomenon behind supplier relationship management. As seen from the figure 1, Material
criticality is depending on both, supply strategy and SRM. The answer to the main research
question is conducted by utilizing the theories from supply strategy, supplier relationship
management and material criticality. Additionally, the perspective from Company X is used
to answer all the research questions. Q1 is answered by using especially the theories from
material criticality, however, the extensive answer requires theories such TCE and asset
specificity and power relations in SRM. Q2 is relying on theories from supply strategy and

SRM, providing a more strategic perspective.

1.6 Key Concepts

Key concepts of this study are Supply Strategy, Supplier Relationship Management (SRM),
Supplier Development (SD) and Material Criticality.



Supply strategy = Strategically managing the flow of tangible and intangible goods or
services from suppliers to customers by aligning the company’s goals with its supply chain
operations, including collaboration within the internal and external networks in order to

satisfy customer demands in global environment. (Cousins 2002; Harland et al. 1999)

Supplier relationship management (SRM) = Aims to drive supplier behavior, encompass the
relationship between two enterprises, enable a company to leverage its size by coordinating
across divisions, functions and hierarchies. (Schuh, Strohmer, Easton, Hales, & Triplat 2014,

11).

Supplier Development = Developing activities that aim to have a better, more functional and
satisfying relationship with potential supplier that is difficult to switch, or supplier that has

reached a strategic partnership and therefore desired to continuously develop.

Material Criticality = A measure to define a material that is crucial for the business

continuity.

1.7 Literature Review

In the literature review, the most significant studies related to the thesis topic are introduced.
The aim of this review is to provide an overview of studies that are relevant and related to
the concepts incorporated in this thesis. The literature review serves the purpose of
identifying the research gap for the current study and lays the groundwork for potential

future research.

Bensaou (1999, 35) stated in the beginning of his article that: “Effective supply chain
management requires choosing a type of relationship appropriate to product and market
conditions and adapting management practices to that relationship.” This sentence captures
the essence of literature review for this thesis. Supply strategy is combined with choosing a
correct supplier relationship type for supplied product or service. Consequently, the literature
review is conducted of supply strategy, which includes networks, multi-tier supply chains
and resilience in the context of strategic supply management. This section contains a chapter

of transaction cost economics (TCE). This is followed by section of Supplier Relationship



Management, which includes key elements and strategies in SRM, Supplier development,
and power relations, where Cox Power matrix and buyer-supplier attractiveness is
introduced. Final chapter of literature review is Material Criticality, where theories such as
Kraljic portfolio matrix, Fisher’s model and The Lean and Agile purchasing portfolio model
are introduced, in order to determinate the best way of defining material criticality for

Company X.



2 Supply Strategy

Before delving deeper into supply strategy, the meaning of strategic management will be
introduced. One way to define strategic management was determinated by Gluck, Kaufman
and Walleck (1980) by stating strategic management as “a system of corporate values,
planning capabilities, or organizational responsibilities that couple strategic thinking with
operational decision making at all levels and across all functional lines of authority in a
corporation”. A company’s strategy is usually a set of actions that its managers take to
surpass competitors and achieve profitability. This strategy should be seen as a long-term

supporter for the company objectives. (Gamble 2019, 32)

Strategic management literature indicates that there are two important schools of thought
that seeks to explain the competitive advantage of a company. The resource-based view
theory centers on the impacts specific to a company, while the industrial organization
literature underscores industry effects as pivotal factors influencing competitive advantage
and superior performance. (Huang & Lee 2012, 612) The foundation of industrial
organization literature can be traced back to Porter's (1985) theory, which conceptualizes a
company as a sequence of activities striving to adapt to environmental changes and secure a
competitive position. In this theory, the worth of a company is essential only when they
enable companies to execute activities in response to industry environments. Porter (1985)
argues that company’s strategy is powered by industry environments. The resource-based
view theory sees that strategy is driven by company’s unique resources and capabilities,
which are seen as a main source of competitive advantage (Barney & Clark 2007). These
dynamic capabilities could be stated to be antecedent organizational and strategic practices
and procedures on how managers modify their company’s resource base in order to create
new value-creating strategies. Therefore, the dynamic capabilities could argue to be the
drivers behind creation, evaluation and recombination of resources into new sources of
competitive advantage. (Eisenhardt & Martin 2000, 1107) These two theories (resource-
based view theory and industrial organization literature) have the same goal, gaining
competitive advantage for a company. Coming back to Vitasek (2016, 128) and Cousins and

Spekmann (2003, 21) quotes from the introduction chapter, supply chains are a modern way



10

to gain competitive advantage and therefore, supply management in companies should have

a strategy.

Traditionally, purchasing has been seen as a management of company’s inputs, such as raw
materials, services and sub-assemblies. The purchasing of goods requires sourcing from
approved suppliers, which are meeting both: the specified standards and delivery timelines.
The responsibility of purchasing team was to ensure the timely procurement of desired items
at the required quality level and the most cost-effective prices. This conventional approach
in purchasing is focusing on managing the flow of tangible goods and services to support
the manufacturing operations of the company. However, this perception of purchasing as a
primarily service-oriented department with clerical duties is undergoing a rapid
transformation. Nowadays, the focus in purchasing would be more on finding, developing
and leveraging external resources to help achieve the goals of the company, instead of simply

action of buying goods or services. (Cousins & Spekman 2003, 20)

The literature indicates a notable evolution in the role of purchasing within organizations.
Purchasing function is transitioning into a more strategic function characterized by fewer
but highly skilled buyers, decentralized control over non-value-adding items, and expanded
planning horizons. In addition, the educational and demographic structure of purchasing
departments have changed. Purchasing personnel are nowadays qualified and more
professional. In order to manage this changed function, companies have adopted a more
strategic approach to supply management. However, this implementation of strategies does
not mean that the business process is strategic. Instead, it is the proactive approach and the
contextual framework within which these strategies are formulated that produces strategic
intent. To enhance competitive advantage, companies must delve deeper than just the
purchasing process; they must examine how they strategically oversee the entire supply
process. (Cousins 2002, 74-77) It could be argued that supply chains are connecting
companies with possible suppliers, customers and other business activities that are needed
to deliver, design, create and use a product or service. Therefore, it is crucial to acknowledge
that every company in the world belongs into one or multiple supply chains, thus, every
business has a role to play in those supply chains. This role should be played with a strategy,
since without it, could be argued that the company is at the mercy of other companies’

strategies.
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In order to build a strategy and manage it, it is evitable to first define what is supply.
According to Cousins (2002) “supply refers to the management of goods and services from
the supplier(s) to the customer. It involves an understanding of what the company sees as
important, i.e. its strategic goals and intent, the alignment of these issues and the translation
into a supply strategy” which is in line how Harland et al. (1999, 663) summarised in their
article, “The concept of supply may therefore be summarised as a holistic approach to
managing operations within collaborative inter-organisation networks, allowing the
formulation and implementation of rational strategies for creating, stimulating, capturing
and satisfying end customer demand through innovation of products, services, supply
network structures and infrastructures, in a global, dynamic environment. Collaboration is
not defined in a restrictive sense; strategies may range from close interfacing (verging on
integration) to marriages of convenience.” As the summary argues, different kind of
strategies may occur with supply management, depending on the nature of the relationship
between the parties and depending on the supplied product or service. The companies that
have understood the significance of co-operative buyer-seller relationships, can utilize
purchasing in order to support a buyer’s strategic position. (Harland, Lamming & Cousins

1999, 659)

Organization

Structure

Performance Portfolio of

Measures

Relationships

Corporate &

Supply
Strategy

Skills &
Competencies

Cost/Benefit
Analysis

Figure 2 Strategic Supply Wheel (Cousins 2002, 78)
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The strategic supply must be structured in a way that supports the company’s objectives and
needs. Figure 2 presents the conceptual model of the supply process in a form of strategic
supply wheel. In order for the supply management be strategic, the model argues that supply
must balance all the elements within the model. It means that when planning supply, all these
five elements: Organization structure, Portfolio of relationships, Cost/Benefit analysis, Skills
and Competences, and Performance Measures should be taken into consideration in order to
make it strategic supply instead of just supply. Selecting only few of these elements will not

deliver a strategic response for the company. (Cousins 2002, 78)

Contingency theory is an approach that has gained traction in the fields of operations
management and supply chain management. The theory suggests that there is no one-size-
fits-all solution for managing organizations or supply chains. Instead, the effectiveness of
management practices depends on the specific context or situation in where those are used.
Could be stated that this theory argues against the universal approach to management,
suggesting that the strategies and practices that work well in one scenario might not be
effective in another. Wiengarten, Pagell and Fynes (2012) pointed the increasing interest in
contingency theory within supply chain management research, which indicates a shift
towards examining how various external and internal conditions affect supply chain
strategies and operations. Additionally, Sousa and Voss (2008) specifically argue that
research should focus more on understanding the conditions under the certain management
practices are effective rather than the practices themselves. In context of building a supply
strategy, identifying these contingency variables is crucial. These variables can significantly
impact on the approach that the buyer decides to take. Therefore, the buyer needs to
investigate what is their role in the networks and tiers around them, in order to define the

contingency variables. (Tachizawa & Yew Wong 2014)

Hayes and Wheelwright (1984) introduced in the operations strategy area a commercial
chain, which included similar components that modern supply chains possess. They also
mentioned in their book that the position of a company in the chain would have effect on
demand volatility, asset intensity, profitability, technological change and scale and balance.

This is in line with the Tachizawa and Yew Wong (2014) idea where company should
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identify its surroundings in networks and tiers to define contingency variables for supply

strategy.

2.1 Networks

Cousins (2008) mention that Supply Chain Management (SCM) has developed in three
different stages: dyadic (two-party) linkages, a chain of suppliers (SC) and a network of
suppliers (SN). This is rather similar what Harland (1996) defined, where SCM is perceived
as covering four unique levels: the internal SC, the dyadic relationships, the linear chain and
the broader network. (Braziotis, Bourlakis, Rogers & Tannock 2013) In this modern time,
viewing supply chains only as a dyadic relationship between buyer and supplier could be
stated to be oversimplified perspective. Companies should acknowledge that there are more
members participating. Thus, supply chain should be conceptualized as a network (Borgatti
& Li 2009). In this perspective, the supply chain could be described to be a network which

consist of nodes and links.

Carter, Rogers & Choi (2015) defines nodes and links in the following way: “We broadly
define a node as an establishment which is an agent that has the ability to make decisions
and maximize its own gain within the parameters in which it operates (e.g., manufacturers,
warehouses, transportation carriers, and financial institutions). We define a link as the
connection between two nodes. Links represent transactions consisting of the flow of
materials, information, and/or finance between nodes.” The agent, working in the supply
chain node, has the view for upstream towards its suppliers and downstream towards its
customers. Yet, the clarity of what can be seen in both directions is restricted, since the
suppliers and customers define the visibility range. Every node has dominion over its
resources and bears the responsibility in terms for operating either as a profit or cost center
and thereby possessing the capacity to make decisions. This ability to make decision leads
the agent to strategize and attempts to manage portions of its upstream and downstream
supply chains to maximize its gain. For example, a distributor might concentrate on choosing
the best manufacturers in the upstream while working on broaden its customer base in the
downstream. Similarly, a manufacturer might focus on implementing Just-In-Time (JIT) or
Vendor Managed Inventory (VMI) systems with its suppliers and strategically placing

distribution centers to serve downstream markets. Nevertheless, beyond the visible range,
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the agent can only accept what happens there. Together these interacting agents create the
supply chain, which functions as a self-organizing, spontaneously emerging complex
adaptive system (CAS). (Carter, Rogers & Choi 2015) The benefit of viewing the supply
chain as a network is that companies can have inactive members in their network, which are
not currently required but can bring value in the future. Additionally, SN provides potential

resilience advantages over the more traditional SC. (Braziotis et al. 2013)

2.2 Multi-tier supply chains

As the network perspective focuses more on defining how wide the supply complex can be,
multi-tier perspective on supply chains defines more the multiple levels and members of the
chain. Supply network can be seen rather complex and difficult to investigate further,
especially when creating a strategy for a company or studying the supply management.
Therefore, an alternative for supply networks is multi-tier supply chains (MSCs), which
simplest form is triad i.e., three-tier system. Triads are also the smallest unit of a network,
since it takes into consideration the impact of third party on a relationship between buyer-
supplier. Which is an advantage compared to investigating only dyads, which are isolated
from other parties. An example of triad is buyer-supplier-supplier relationship, which is
displayed in the Figure 3 below. Information flows from buyer to first-tier supplier and from

there to sub-supplier, material flows in the opposite direction.

F 3

Buyer < First-tier Supplier Sub-supplier

A 4

----------- > Information flow
«— Material flow

Figure 3 Buyer-Supplier-Supplier relationship.

Figure 3 example is relevant especially in situation of Company X. In this type of triad, the

first-tier supplier (Company X) serves as a bridge between the Buyer (Company X customer)
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and the Sub-Supplier (Company X supplier). However, as the relationship between the buyer
and sub-supplier strengthens, the first-tier supplier position as a bridge diminishes. This shift
occurs when the sub-supplier is directly involved with the buyer. Without careful and
strategic management, this shift can lead to the loss of information and control advantages
for the first-tier supplier, leaving them vulnerable to opportunistic behavior by the sub-

supplier or the buyer. (Mena, Humphries & Choi 2013)

Tachizawa and Yew Wong (2014) suggested some contingency variables based on literature
related to supply chain management and sustainable supply chain management (SSCM) in
multi-tier supply chains. Power: the ability to influence the activities of other members in
the network. Stakeholder pressure: more media-visible companies tend to adopt a more
proactive approach. Industry: companies in static industries invest higher amount and more
productively than companies in dynamic industries. Material criticality: highly critical
materials may force the company to establish direct links with lower-tier suppliers i.e. a
company will connect directly with its lower-tier suppliers that control key product
characteristics. Could be argued, that these four variables determinate how buyer should
manage its lower-tier suppliers. It is important to acknowledge, that these variables create a

base, where the buyer should start building its strategy.

2.3 Resilience

As mentioned earlier in the first chapter, supply chains have become global, complex
networks that are trying to face the challenge to deliver products or components in the right
time, quantity, place and price in uncertain markets. Supply chains are exposed to disruptions
by different instabilities in the global markets. The more complex and global the chain
becomes, the more vulnerable it is for risks. Thus, both operations of companies and their
supply chains are more unstable than ever. Risks, that are originating from internal, external
or environmental factors, can affect companies and their supply chains by exploiting
vulnerabilities, such as lack of flexibility, poor information sharing, insufficient capacity, or
insufficient quality. The capacity of supply chains to manage disruptions is determinated by
the extent of practitioners’ knowledge regarding the supply chain vulnerabilities and risks.
Nonetheless, implementing conventional risk management approaches across every link of

the global supply chain to anticipate every potential disruption proves to be challenging and
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both time and money consuming. In response to the limitations inherent in traditional risk
management methods, practitioners are increasingly adopting supply chain resilience
strategies. The strategies aim to not only identify, monitor and mitigate supply chain risks
and disruptions but also to respond swiftly and in a cost-effective way. (Kochan & Nowicki
2018) Supply chain resilience is designed to mitigate the effects of various types of risks,
enabling companies to quickly address and recover from disruptions. This resilience will
allow the operations to not only return to their original state but potentially reach an

improved level of performance. (Roberta Pereira, Christopher & Lago Da Silva 2014)

Building the resilience in the supply chain demands efforts from the company themselves
but also efforts from the broader network is required. Although the disruptions can occur
from any part of the supply chain, it is noted that disruptions occurred in the upstream tend
to have more significant negative impact. Consequently, procurement has emerged as an
important business function when it comes to creating resilience. It is seen as a boundary-

spanning activity, which serves as a crucial link between internal and external partners.

Information Coordination

sharing and control

Figure 4 Supply chain resilience enablers.

Figure 4 above shows the most important enablers for building supply chain resilience.
Flexibility could be divided into sourcing flexibility, process flexibility and transportation
flexibility. Sourcing flexibility provides the ability for a buyer company to shift cost-
effectively suppliers if needed. Additionally, flexibility could be strengthening the buyers
bargaining power, since the buyer is not that dependent on one source. Collaboration and
information sharing are highly related to external relationships within the supply chain, since

both may significantly help to mitigate the risks, especially in global supply chains. Lack of
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information sharing can occur as inaccurate forecasts, inventories, and high purchase costs.
Technology is providing various tools and ways for the companies to share knowledge inside
and over the functions. Furthermore, collaboration between functions and inter-
organizational alignment is important enabler for resilience. It is essential to build and
enhance visibility inside the supply chain, since it helps the companies to detect disruptions
that can occur in the upstream. This visibility is required to properly monitor inventories,
demand, and supply conditions in order to manage purchasing schedules. (Roberta Pereira

et al. 2014)

Jitter and Maklan (2011) stated in their study that overall monitoring supply risks has
positive influence on the supply chain visibility. Therefore, risk management emerges as a
significant procurement activity which can closely monitor the contingencies from various
risk sources, typically concentrated upstream of the company. To conclude, resilience is not
something that companies should pursue only in their own organizational level. The
resilience of the entire supply chain depends on the capabilities of individual chain partners
and on the broader network, which can even include competitors. Companies should transfer
the ideology of resilience towards their supply chains, in order to secure their own resilience.
Additionally, company’s strategy should be built so, that it is supporting the resilience.
(Scholten, Stevenson & van Donk 2020)

Real-time communication technologies such as the Internet of Things (IoT) that generate
substantial amounts of data are pivotal in improving and building resilience. Instant and real-
time data availability aids in forecasting demand, value stream mapping, prioritizing tasks,
balancing resources, and analyzing risk factors, thereby reducing an organization's recovery
time (Papadopoulos, Gunasekaran, Dubey, Altay, Childe & Fosso-Wamba 2017). Two
critical prerequisites for fostering resilience in companies are redundancy and flexibility.
Operational flexibility can be achieved through adaptable manufacturing processes, flexible
production lines, material management, postponement strategies, and cross-training of
personnel. Redundancy can be established by diversifying suppliers, maintaining excess
organizational or supply chain capacity, ensuring financial robustness, or maintaining
surplus resources to mitigate disruptions (Hundal, Thiyagarajan, Alduraibi, Laux, Furterer,

Cudney & Antony 2022).
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Chen and Lyu (2009) determinate Lean Six Sigma (LSS) as “a powerful business strategy
for employing a well-structured continuous improvement methodology to effectively reduce
process variability and increase quality in business processes using statistical tools.” The
concept of LSS or Lean is extremely popular among companies all over the globe. While
Lean methodologies are powerful for improving supply chain resilience by minimizing
waste and simplifying processes, there is a delicate balance to be maintained between Lean
principles and resilience initiatives. For instance, supporting supply chain resilience might
necessitate maintaining unnecessarily large inventory and resources to absorb disruptions,
which could appear contradictory to Lean principles aiming to reduce inventory levels
(Chowdhury & Quaddus, 2017). Nonetheless, Lean practices contribute to resilience in other
ways, such as reducing process complexity and minimizing the chances of operational
disruptions (Marley & Ward, 2013). Furthermore, adopting Lean Six Sigma principles can
also prove beneficial for organizations in effectively managing supply chain risks
(Andersson & Pardillo-Baez, 2020). Still, it could be argued that there is a minor trade-off
between Lean Six Sigma and Supply Chain Resilience, as achieving excellence in both

simultaneously may not be possible for companies.

2.4 Transaction cost economics

In recent years, new theories in supply management have surfaced, aiming to address a
familiar challenge in economic theory — the problem of decision of labor and specialization.
Each theory, however, is rooted on finding different solutions to issues that are related to
utilization and collaboration with suppliers. The motivations for supply management are
diverse, and the conceptual frameworks employed to clarify and explain the practise and
measure the level of success achieved contains Transaction Cost Economics (TCE)
(Williamson 1985; 1998; 2008). TCE utilizes the concept of transaction costs to interpret the
organisation of companies and the method of their interactions in the supply chain by
providing a theoretical framework for researching some of the organisational obstacles and
economic risks that companies face. Could be stated that TCE shows a general, cross-
disciplinary framework, that offers significant opportunities to comprehend and assess
various issues related to supply management. Additionally, TCE has the potential to be
integrated into and interdisciplinary context by leveraging insights from management

literature. (Garfamy 2012, 139-141)
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One of the key concepts of TCE is asset specificity, which refers to the degree of the
transferability of assets associated with cost-determining attributes of individual
transactions. Or as Williamson (1985, 95) wrote about asset specificity: “the degree to which
an asset can be redeployed to alternative uses by alternative users without sacrifice or
productive value”. Buvik and Anderson (2002, 10) described the asset specificity as”
investments made by the buyer in physical assets, production facilities, tools, and knowledge
that are tailored to a specific purchasing relationship.” Asset specificity can arise in any of
three ways, namely, site specificity (resource immobility), physical asset specificity
(technology advantages) and human asset specificity (know-how advantages) (Garfamy
2012, 141; Williamson 1981, 555). The investment on specific asset can be made by the
buyer or by the supplier. For example, the supplier could invest to produce custom
component for buyer requirements. In some cases, these dedicated investments are vital to
assure stability in a strategic supply relationship. (Delbufalo 2021, 105) After investment,
buyer and supplier are operating in a bilateral exchange relation for a considerable period,
thereafter, making asset specificity critical. High asset specificity is usually associated with
higher transaction costs, since it can lead to dependency and create challenges if there is a
need to switch suppliers or change the nature of the relationship. Therefore, it could be
argued that with great asset specificity, both supplier and buyer are willing to make special
efforts in order to design a transaction that has excellent continuity properties. Conversely,
a lower asset specificity is linked to flexibility, and it reduces risks that are associated with
changing partners or adapting to market conditions. (Williamson 1981, 555) De Vita, Tekaya
and Wang (2011, 329) argued in their article, that asset specificity can be seen as a key
construct in research of performance of buyer-supplier relationships, which makes it

important concept for this study.

Delbufalo (2021) studied asset specificity and relationship performance. As previously
mentioned, high asset specificity increases the transaction costs, which exposes the investor
to potential opportunistic behavior from the receiver. This risk arises because the value of
dedicated investments is dependent on ongoing transactions with a specific partner, making
them less valuable in other contexts. Making this type of investment in the relationship
increases vulnerability and dependence on the relationship, since the investor can find

themselves in a weaker negotiating position that could be taken advantage of by their
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transaction partner. (Delbufalo 2021, 106-107) Thus, the choice to invest in high asset
specificity in buyer-supplier relationship will result increased opportunism and therefore
places companies at a strategic disadvantage, or at least according to original TCE
formulation. (Dyer 1996) However, the study of Delbufalo (2021) presented its main results
being that there is a positive linkage between high asset specificity and relationship
performance. This supports the arguments that stated the decision to invest in high specific
assets might be presented as a tool to foster both integration and coordination in the
relationship, which has positive influence on satisfaction and operational performance.
Nevertheless, it is important to acknowledge that high asset specificity brings risks and
vulnerability, but it also has benefits when used correctly, especially when contextualizing
the specific investment and considering the overall effect generated by the investment in the

whole network.
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3 Supplier Relationship Management

As stated in the previous chapter, companies have realized that supply management is the
way to achieve a more cost-effective satisfaction from end customer through buyer-supplier
process integration. Usually, this integration is achieved with greater transparency of end
customer requirements by sharing of information through supply chain or network.
Additionally, with the trend of outsourcing non-core competencies, companies have started
to rationalize their supplier base, which means reducing the numbers of suppliers. The
decision to reduce suppliers arises from a combination of economic considerations, the
pursuit of continuous quality improvement and innovation, and a recognition that managing
multiple supplier relationships has its limitations. Due to the changes in the supply chain,
interdependence has grown among the involved parties. This interdependence has led to the
understanding that co-operation and partnerships are fundamental prerequisites for

achieving long-term mutual benefits. (Christopher & Jiittner 2000, 117)

Harland (1996) even argued in his article that Supply Chain Management (SCM) is actually
the management of supply relationships. The reason behind this argument occurred from the
various business trends that were rising in the global markets. Companies are increasingly
moving towards vertical disintegration, where a company is strategically deciding to reduce
its direct ownership or control over various stages of its production process. Benefits of
vertical disintegration are focus on core competencies, cost reduction, flexibility and risk
management. On the other hand, vertical disintegration increases the dependency on
suppliers, which brings out the importance of SRM. Second trend is supplier base reduction.
Instead of having thousands of suppliers, companies are moving to have more strategical,
key suppliers or so-called single sourcing. Additionally, the overall trend of outsourcing and
Just-in-time theory have had impact as well on the perspective of seeing SCM more as SRM.

(Harland 1996, 64-66)

Emerging interactions and adaptations between buyer and supplier have produced a

relationship between the parties (La Rocca, Perna, Snehota & Ciabuschi 2019). Buyers make
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different kind of relationships with suppliers, based on the nature of their business, used
technology type and the context of operations. Continuous changes in supply chains will
characterize these relationships. Buyers tend to modify the scope of supplies, depending on
if the purchasing is the dominant portion of the total costs or not. Further, buyers can change
the configuration of supplier base, which can lead to having thousands of suppliers or only
few suppliers. Usually, few materials or components become dominant, meaning that these
will be the major portion of purchasing costs. In the end, buyers start to develop different
ways of managing with individual suppliers. Some suppliers will be kept in arm’s length
distance, while some suppliers will become partners in joint product development. Material
flow, inventories and buffers can specify some relationships, and just-in-time delivery can

specify some relationships. (Gadde & Snehota 2000, 307)

Supplier relationship management is important tool for the buyers to handle the supplier
integration. Wasthy, Tarigan and Siagian (2022, 241-242) argued that companies’
relationships with their suppliers is the strongest cooperation in the value chains or supply
chains or networks. Therefore, effective communication with the material supplier should
be maintained in the companies’ supply strategy. Their study found out that SRM has a
significant effect on supplier integration and supply management performance. Companies’
ability to build alignment with suppliers is valuable and useful since it will improve internal

efficiency. (Wasthy et al. 2022, 244-245)

Gadde and Snehota (2000, 306) alert in their article that each supplier in company’s supplier
base should not be treated as a close partner, because it would be oversimplifying and terrible
for purchasing. Buyer should acknowledge that the current state of supplier portfolio and
relationship is never permanent solution, since the conditions are constantly changing and
evolving (Gadde & Snehota 2000, 306). Additionally, Dyer, Cho and Chu (1998, 58-59)
recommended to avoid “one-size-fits-all-strategy” in supplier management, thus, each
supplier should be examined strategically in order to define the scope to which supplier’s
products or services can contribute to the buyer’s core competencies and therefore create
competitive advantage for the buyer. Nevertheless, efforts to establish connections with
suppliers can yield a low success rate, unless the buyer simultaneously address the suppliers’
requirements. It is crucial to consider supplier satisfaction, since more satisfied suppliers are

more inclined to better fulfill buyers needs. (Klobucar & Erjavec 2019, 88; Wong 2000,
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S427) For instance, the advantages of minimizing the bullwhip effect are strongest when a
buyer achieves a high level of both supplier and end-customer integration. In these cases,
suppliers synchronize their production plans with their customers i.e. with the buyer. (Lee,

Padmanabhan & Whang 1997)

Fynes and Voss (2002) studied the link between quality management and buyer-supplier
relationships. Flynn et al. (1997) distinguished the quality management into internal quality
performance and external quality performance. Internal quality performance is including
both design quality and conformance quality. External quality performance includes quality-
in-use and, customer value, and satisfaction. (Flynn et al. 1997) Forker (1997) highlighted
the importance of managing quality through the value chain, since, according to her study,
efficient quality management in the upstream of supply chain is the most significant
contributor to describe variation in supplier quality performance. By forging closer linkages
between the supplier, the quality performance of the supplier could be improved.
Additionally, by creating trust, commitment and co-operation with the supplier the

satisfaction gained from the relationship is increased. (Fynes & Foss 2002, 605)

3.1 Key Elements

Regardless of different relationship-types between buyer and supplier, successful SRM
strategy still conducts on certain key elements. Those elements should be according to
literature: commitment to long-term collaboration (Lambert & Schwieterman 2012; Maloni
& Benton 2000), continuous improvement (Park, Shin, Chang & Park 2010), information
sharing (Kumar & Rahman 2015), trust (Maloni & Benton 2000) and open-ended dialogue
(La Rocca et al. 2019). Additionally, functional supplier base and supplier relationship
lifecycle could be elements in SRM strategy (Moeller, Fassnacht & Klose 2006). Supplier
relationship cycle is a way to measure the phase of the relationship, phases are namely: out-
supplier management phase, in-supplier management phase and in-supplier dissolution
management phase. These phases would determinate the strategic approach on the

relationship. (Moeller et al. 2006, 73)

In relation to supplier relationships, Roberta Pereira et al. (2014) argue that various structural

interfaces between buyers and suppliers can heighten the level of connectivity between the
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two parties. Consequently, agility is improved by diminishing the procurement's role in
mediating information flow between the buyer and supplier, thereby enhancing information
sharing among other functions. It is suggested that agile companies typically maintain a
small supplier base, prioritizing strong relationships and increased information sharing to
enhance connectivity. Considering the trade-off between single or multiple sourcing options
it is acknowledged that employing a balanced source of suppliers would be a sensible
approach to foster resilience in the supply chain. This approach enables companies to
mitigate the risk of relying solely on one supplier by having alternative suppliers available
when needed. It also contributes to maintaining reasonable material quality, product costs,

and reliable delivery.

Fynes and Voss (2002, 594) presented buyer-supplier relationship strengths, which were
intended to capture the dimensions of relationships. These strengths are trust, adaptation,
communication, interdependence, commitment, satisfaction, and collaboration. These
strengths contain same concepts that Roberta Pereira et al. (2014) mentioned in their study
as resilience enablers in supply chains. Thus, collaboration and communication are important
strengths for buyer-supplier relationship and important enablers for resilience. Therefore,
could it be deducted that when companies are building strong relationships with suppliers,

the companies are simultaneously building resilience?

3.2 Strategies

Handfield, Krause, Scannell and Monczka (2000) stated, that only way to achieve a
continuous long-term improvement of supplier performance is by first identifying where
value is created in the supply chain. Second, positioning the buyer strategically in line with
value creation. Third, implementing an integrated SCM strategy to maximize internal and
external capabilities throughout the supply chain. Wagner and Boutellier (2002) argued that
buyers tend to lack strategic thinking and supplier management skills that are required for
establishing a strategic partnership. The capabilities buyer has in managing its suppliers, as
illustrated in Figure 5, refer to buyers’ proficiency in creating and maintaining a network of
relationships and partnerships with suppliers. These capabilities are important for enhancing
a buyer performance and can lead to achieving competitive edge. Such supplier management

skills, which are challenging for competitors to replicate, enable the development of inter-
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company relationships that are also difficult to duplicate. Intensive relationships can only
succeed, if buyer possess the necessary expertise to establish, exploit, develop and follow-

up on suppliers thoroughly and professionally. (Wagner & Boutellier 2002, 82-84)
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Figure 5 Intensive, strategic partnerships require high supplier management capabilities

(Wagner & Boutellier 2002)

Vitasek, Ledyard, and Manrodt (2013) introduced in their book a business mapping
framework, which is presented in Figure 6. This hybrid model can be used when company
wants to evolve its relationships from having a transaction provider to performance-based
relationship and even to equitable partner. The model aims to create value for each party
within the relationship. As the Figure 6 shows, when the dependency and risks grow higher,

and when the potential to create value becomes high, the relationship grows into partnership.

These two figures, 5 and 6, could be used simultaneously, to define if the relationship could
grow into desired one. Based on Figure 5 strategic partnerships require high relationship
intensity and high supplier management capabilities from the buyer. These strategic
relationships have according to Figure 6 high potential to create value and are dependent on
each party, and additionally, have higher risks. These relationships are investment-based,
which means that it requires both parties to build a solid, cooperative foundation for the

relationship.
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Figure 6 Vested Outsourcing along the hierarchy of business model relationship (Vitasek et
al. 2013, 45)

When starting to build the SRM strategy, it is vital to keep in mind two basic requirements
for the strategy. Firstly, the strategy should separate important suppliers form non-important
suppliers and secondly, it should provide specific plan on how to interact and manage
suppliers that fall into its different areas. (Schuh, C. et al. 2014, 28) Wagner (2000, 24) stated
similar starting points for SRM strategy: “which suppliers should buyer work within the
future, and how is the buyer going to work with selected suppliers.” Supplier strategy should
initially provide long-term direction for previous points and the framework for executing
supplier management. Buyer could utilize the ten guiding principles for supplier strategies,
when starting to build a strategy. These principles are distinction, focus, coordination, use
of information, documentation, communication, use of opportunities, advancement, revision
of assumptions, and performance monitor. The principles help the buyer to set-up,
implement and monitor the relationship from strategical perspective. (Wagner 2000; Wagner

& Boutellier 2002).
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Over time the buyer should closely monitor the strategic partnership. Ellram (1995)
presented a 5-phase cycle for monitoring and managing supplier relationships. First phase is
Prepare phase, where the strategic and operative requirements are defined with top
management support. Second phase is identifying potential partners that meet the established
selection criteria and assigned priorities. Third phase is evaluating and selecting the partner
by contacting potential partners and gathering data. Fourth phase is establishing the
relationship, where the expectations and modalities of cooperation should be documented.
Fifth phase is assessing the relationship, where the relationship could continue in the same
level, or the relationship could be intensified to solve problems, or the relationship could be
terminated. Phases 2 and 3 should include continuous and immediate feedback possibility

with the potential partner. (Ellram 1995)

Additionally, these phases should be supported by external and internal success factors.
According to Wagner and Boutellier (2002, 86-87) the external success factors are goal
congruence, trust, and communication. The first factor highlights the importance of
compatible strategies and visions for the future between partners in relationship. The second
factor, trust, is enabler for transmitting tacit knowledge. Especially trust should be in
organizational level and between many people in different hierarchical levels. This way, the
trust survives if there are conflicts between individuals or employee turnover. Latter factor,
communication, has major impact on other success factors and without it, building a
successful relationship is impossible to establish. The internal factors for success are top-
management support and cross-functional teamwork. First one provides the motivation for
the procurement-team to implement strategies and helps with possible issues. Latter factor
helps to minimize the total cost ownership and provides the best technical solution. The
reason behind cross-functional team should established for managing the strategic supplier
relationships is about knowledge, commitment, and behavior. By bringing together different
functions inside the organization adds quality of the decision being made according to

Wagner and Boutellier (2002, 87).

However, supplier satisfaction should be taking into consideration, when building a
successful relationship. This satisfaction is defined as “the feeling of equity with the
relationship no matter what power imbalances exists” by Benton and Maloni (2005). In the

end, if supplier is dissatisfied with the buyer and the relationship, their contributions,



28

commitments, and investments might be decreased, which will have a negative impact on

the buyer’s performance as well. (Ghijsen, Semeijn & Ernstson 2010)

3.3 Supplier Development

Companies increasingly rely on that their supplier deliveries defect-free products, in a timely
and cost-effective matter. However, buying companies often face a situation where the
selected supplier lacks the capability to perform adequately in some of these mentioned
areas. In these situations, the buying company has to decide whether to change the supplier
to alternative one or continue with the current supplier. Because of the changing costs and
uncertainty of locating a better source, buying company tend to choose to work with the

current supplier and improve it. (Krause & Ellram 1997, 21)

According to Ghijsen et al. (2010) both supplier commitment and supplier satisfaction are
necessary elements when building a successful relationship. Supplier development, along
with different influence strategies, can be used to effect on suppliers’ behavior and thereby
improve the supplier performance. The supplier development process can contain some or
all these practices: supplier evaluation, supplier certification, site visits, training and
education, technical assistance, collaboration on improving supplier materials or processes,
buying from alternative suppliers, providing capital, tools or equipment to supplier or
promises of increased and future businesses (Ghijsen et al. 2010). However, if buyer
implements all these practices, it does not necessarily mean a successful relationship. These
practices require effective communication, involvement of buyer’s top management and
long-term perspective. Wagner (2006) mentions that there are two ways in supplier
development, direct and indirect. Direct supplier development activities are process-oriented
advice, knowledge transfer, strategic advice, support of market entry, transfer of staff,
financial support, and investments in supplier. Indirect supplier development activities are
evaluating the impact of cost, product, delivery and technology on company’s performance,
supplier days, supplier awards, supplier evaluation system and feedback sessions with the

results. (Wagner 2006)
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Handfield et al. (2000) suggested a process map for supplier development, which helps the

buyer to deploy development activities. These steps are presented in Table 1 below. Left

column contains the step and right column summarizes the tasks in step.

1.

Identify Critical Commodities

Identify which suppliers from supplier base
to develop by using Commodity Portfolio
Matrix (Fig. 8)

Identify Critical Suppliers

Assess how Strategic suppliers are
performing to determinate which ones to

develop, for example with Pareto analysis.

Form a Cross-Functional Team

Internal cross-functional consensus shows
the unified front and ensures that buyer’s

functions show consistent message.

Meet with Supplier Top

Management

This meeting should establish three keys to
supplier improvement: strategic alignment,

measurement, and professionalism.

Identify Key Projects

Promising opportunities must be evaluated
in terms of feasibility, resource and time
requirements, and potential return of

investment.

Define Details of Agreement

The metrics on monitoring the success must
be agreed, including specific milestones

and deadlines.

Monitor Status and Modify

Strategies

Progress should be monitored closely and
constantly change information between

buyer and supplier.

Table 1 Seven-step Process Map for Supplier Development. Handfield et al. (2000)

There are pitfalls that can occur, especially during steps 4-7 of the process model. These

pitfalls can be by buyer-specific, supplier-specific, or buyer-supplier interface specific. In

order to avoid those pitfalls, the participants should address their initial doubts openly and
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resolve together all the possible problems as soon as possible. Buyer should remember that
good relationship management is critical to success in supplier development. (Handfield et

al. 2000)

In situation like Company X has, where there are critical components and only few suppliers
that can meet the requirements, supplier development is essential tool and could be used in
the long run to have more sustainable practice. Instead of developing the relationship with
supplier or developing the supplier to desired way, buyer has always the option to switch the
supplier. This means searching for alternative supplier, who would be potentially more
capable than the original supplier. This option causes switching costs, which are the one-
time costs that occur switching from one supplier to another. Usually, the decision to switch
or develop is a strategic, buyers can employ both qualitative and quantitative methods in
order to assess the situation. Additionally, buyer could utilize purchasing portfolio models,
such as Krajlic’s (1983) as a beginning point to find the importance of the supplier. In the
literature it is argued that suppliers of non-critical and non-strategic products should be
switched into more capable suppliers instead of developing the supplier (Krause 1998; Tang

1999).

However, the choice of develop or switch is not that simple. Friedl and Wagner (2012) stated
in their study, that incumbent supplier should be developed if 1) variance of the incumbent
supplier costs is high, 2) the uncertain maximum demand is negatively correlated with the
uncertain incumbent supplier’s (switch if positive correlation) 3) the switching costs, the
price of the entrant supplier or the expected value of the difference between the maximum
demand and the incumbent supplier’s cost are high. Additionally, their study showed that
the welfare of all supplier-buyer-customer could be improved if the buyer decided to develop
the supplier instead of switching it. Thus, this is only the perspective of one study and

therefore should not be trusted as single truth. (Friedl & Wagner 2012, 3075)

Bessley, Mir, Zacharia and Alosiys (2018, 217) mentioned in their article that the negative
emotions that buyer experience from supplier neglecting the agreement can stimulate the
need for switching the supplier. The way of how supplier is treating the buyer is highlighted.
If the supplier is not causing economical losses to the buyer, it could be still switched if

supplier’s performance as a partner in the relationship is poor. (Blessley et al. 2018, 222-
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223) Sometimes, if the supplier and buyer have valuable and long-lasting relationship, the
decision to terminate the relationship and switch to a new supplier can be difficult (Bygballe

2017, 40).

3.4 Power

There are several distinctions between structural and behavioral powers, power sources and
uses and the macro and micro perspectives, when it comes to discussing on the concept of
power (Kdhkonen & Virolainen 2011). Power dynamics have significant impact on
relationships within supply chain or network. Maloni and Benton (2000, 53) define power
as “the ability of one company (the source) to influence the intentions and actions of another
company (the target)”. 1t is essential for both, the source and the target of power, to
acknowledge power dynamics presence and adjust supply strategies accordingly.
Strengthening the buyer-supplier relationships enhances the overall supply chain
performance, validating the pursuit of supply chain integration as a strategic imperative.
However, unchecked exploitation of power can lead to conflict and underperformance,
highlighting the need for a balanced approach. Recognizing the influence of power on
relationships and supply chain performance underscores its potential to drive integration and
empower higher levels of performance. This performance benefit prompts power holders to
reassess their strategic approach and wield power more thoughtfully. (Benton & Maloni
2005; Maloni & Benton 2000) Crook and Combs (2007) had a some-what different
perspective regarding power in supply networks. They argued that companies’ power in its
network is mainly determined by how much other companies in the network rely on it for
essential resources. These resources could be raw materials, products, services, or even
information. In other words, the power in supply chains is determined by dependence.
(Emerson 1962, 32) Resources create dependencies either because the resources are critical,

because a few entities control the resources or due to both factors (Pfeffer & Salancik 1978).

Crook and Combs (2007) argued in their article that companies use their bargaining power
in supply chains to influence negotiations and gain favorable terms. Competition between
individual companies has evolved to entire supply chains, where each member understands
the value of their resources and the dependencies they might create or have. Naturally,

stronger members inside the chain may leverage these dependencies to capture a larger share
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of SCM gains. In some situations, these stronger members might negotiate terms that take
profit from the weaker members. However, the decision to exert such power can vary.
Sometimes the stronger members forbear the use of power to share these gains. This decision
to forbear bargaining power is influenced by coordination and task interdependence involved
in creating those gains. Coordination is essential for aligning the actions of different
participants in a task, and its effectiveness is shaped by how interdependent the tasks are.
Thus, the use of bargaining power and how SCM gains are distributed are deeply influenced
by the dynamics of coordination and task dependencies within the supply chain. (Crook &

Combs 2007; Thompson 1967)

3.4.1 Cox Power matrix

In 2004, Andrew Cox outlined in his paper the general theoretical approach adopted in the
power regime perspectives on sourcing and relationship management. According to the
article, the most suitable way for a buyer to manage the relationship with supplier depends
on the power and leverage circumstance that they find themselves in. The article highlights
the potential benefits of proactive, long-term collaborative relationships between buyer and
supplier in a supply chain network. These relationships are focused on constant innovation
in both functionality and cost. However, as the article points out, this type of relationship is
resource-intensive, involving significant transaction costs and development competencies
throughout the entire supply chain. Many companies could lack the internal resources and
capabilities required for such relationships, limiting their ability to engage effective in
supplier relationship management. Successful implementation of supplier development and
supply chain management tend to depend on power dynamics, with buyer dominance or
interdependence being conducive to these approaches. However, the research indicates that
such power situations are rarely present in supply chains, making it challenging for most
companies to adopt proactive strategies. While proactive supply chain management is ideal,
companies often operate in less-than-ideal circumstances and must recognize the art of the
possible. Buyers face the problem of selecting and implementing sourcing options
effectively, therefore Cox (2004) introduces three crucial elements for successfully
managing it. Firstly, there needs to be a clear specification of available sourcing approaches.
Secondly, an understanding of the power dynamics within relationship management is

essential. Thirdly, familiarity with relationship management styles that suit specific sourcing
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approaches is necessary. Ultimately, these elements must be integrated to align a particular
sourcing approach with the corresponding power and leverage circumstances, using the

appropriate relationship management style. (Cox 2004)

3.4.2 Buyer and Supplier Attractiveness

Interestingly, Tanskanen and Aminoff (2015) examined in their study the buyer and supplier
attractiveness as a factor in strategic relationship. Strategic buyer-supplier relationships
require a lot of investment and effort from both buyer and supplier. Therefore, companies’
have started to shape their attractiveness in order to make the partner put effort into the
relationship. According to studies (Mortensen & Arlbjern 2012; Tanskanen & Aminoff
2015) customer attraction has influence on supplier’s commitment, innovation level and
allocation of resources with its buyers. Additionally, attraction has influence on how
investments are made in the relationship (Harris, O’Malley & Patterson 2003). Based on
Tanskanen and Aminoff (2015) study, there are four main categories for attractiveness:
economic-based, behavior-based, resource-based and bridging-based attractiveness. In their
study, they suggest that there might be a two-way relationship between strategic intent and
partner attractiveness: “strategic intent determines what makes a partner attractive, and a

partner's attractiveness may influence strategic intent.” (Tanskanen & Aminoff 2015).
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4 Material Criticality

Forkmann, Henneberg, Naudé and Mitrega (2016, 186) argued in their article that “effective
management of supplier relationships requires the implementation of organizational
processes and routines aimed at reconfiguring the supply base”. The reconfiguring the
supplier base requires a perspective. Are the suppliers in the supply base segmented based
on the current relationship type or based on the power relations between the supplier and
buyer, or based on the products that are bought. When building a successful SRM strategy,
it is necessary to acknowledge the basic objective behind the strategy. In Company X
situation, as the main research question suggest, Company X wants to manage suppliers that
provides critical materials, in order to secure its supply base performance and business
continuity. The next question to consider would be how to recognize and define critical

materials?

Pfeffer and Salancik (1978) defined material criticality by company’s ability to function
without the resource. Often high-volume resources are considered as critical resources;
however, the resource can be critical for a company without large volume of purchases or
sales. This is in line with Lapko and Trucco (2018) definition: “Materials are considered as
critical when they are characterised by high probability of supply disruptions and high
economic importance/vulnerability (high impact of supply disruption).” These suppliers,

which provide critical materials should be treated as a key supplier.

Lapko and Trucco (2018) found in their study that if company possess more advanced power
position in the power regime, it correlates with better awareness of the external environment
and facility in obtaining information about it. Consequently, this leads to better
understanding of supply and demand conditions, facilitating a more accurate identification
of material criticality. However, there are diverse ways than power regimes to segment
suppliers in order to find how to manage them strategically. Kraljic portfolio matrix,
Commodity Portfolio Matrix, Fisher’s model, and the Lean and Agile portfolio matrix are

introduced in the following chapters in order to broaden the view.
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4.1 Kraljic portfolio matrix

One of the most famous purchasing portfolio models was introduced by Kraljic in 1983.
According to Kraljic (1983), the buyer’s need for supply strategy depends on two factors 1)
the strategic importance of purchasing in terms of the value added by product line, the
percentage of raw materials in total costs and their impact on profitability and 2) the
complexity of the supply market measured by supply scarcity, pace of technology, entry
barriers, logistics costs or complexity and monopoly or oligopoly conditions. Buyers’ top
management and senior purchasing should assess the situation based on these two factors,
in order to determinate the suitable type of supply strategy. Kraljic’s article presents stages
of purchasing sophistication as a matrix. This matrix identifies four stages, purchasing
management, materials management, sourcing management and supply management. Four-
phase approach as a framework for developing supply strategies either for single product or
product groups is introduced in the second part of his article. These four phases are, namely,
classification, market analysis, strategic positioning and action plans. In the classification
phase, the company categorizes its purchased products based on their impact on profit and

supply risk. This is done by using below matrix in Figure 7.
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Figure 7 Krajlic’s Portfolio Matrix

Following this, the company assesses the bargaining power of its suppliers relative to its own
power. Then the company places products that are identified in the first phase as strategic
(high profit impact and high supply risk) within a portfolio matrix. Finally, company
formulates purchasing strategies and action plans for these strategic products, considering
its own strengths and the dynamics of the supply market. Three general purchasing strategies
are recommended: exploit (for buyer dominance situations), balance (for balanced
relationships), and diversify (for supplier dominance scenarios). By using Kraljic’s matrix,
professional purchasers can differentiate various supplier relations based on purchased item,
and they can choose suitable strategies for each category and thereby effectively manage
suppliers’ relationships (Cani€ls & Gelderman 2005). By modifying the Krajlic’s portfolio

matrix Company X could find a suitable way to identify the critical material suppliers.



4.2 Commodity Portfolio Matrix

37

Handfield et al. (2000) introduced in their article a Commodity Portfolio Matrix, Figure 8.

When companies’ managers are trying to determinate the current situation, they need to first

now which purchased materials, or commodities, require most attention. After determining

those commodities, the supplier development activities can be utilized for selected suppliers.

Commodity Portfolio Matrix is a tool designed to assess the relative strategic importance of

all goods and services the company buys. Handfield et al. (2000) suggest that when using

this matrix, it should be a part of company’s overall strategic planning and therefore should

include participation from functions that are affected by sourcing decisions, such as finance,

sales, production and marketing. The Commodity Portfolio Matrix will give as a result a

portfolio, which consists of four clusters: Bottleneck Suppliers, Critical Suppliers, Non-

critical Suppliers, and Leverage Suppliers.
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According to Handfield et al. (2000) especially suppliers that are Critical Strategic Suppliers
should be definitely developed. Additionally, Bottleneck Suppliers should be developed, in

order to avoid any shortages.

4.3 Fishers model

Fisher (1997) proposes that the design of an efficient supply chain should be aligned with
the nature of the product that is supplied through the chain. Products can be categorized as
either functional or innovative, depending on the product demand characteristics, such as
cycle length, demand predictability, product variety, and market standards for lead times and
service. Conversely, supply chains can fall into two categories: market-responsive or
physically efficient, determined by their design in terms of resource strategy, inventory
strategy and overall objectives. Innovative products are identified with fluctuating demand
and short life cycle, benefit from a responsive supply chain that has extra capacity, market
information processing capabilities and flexibility. In contrast, functional products that have
stable demand, high volumes and extended product life cycles should have physically
efficient supply chain. (Selldin & Olhager 2007)

4.4 The Lean and Agile purchasing portfolio model

The Lean and Agile purchasing portfolio model draws its roots from the open questions left
from the Krajlic’s matrix (1983) and from the critique Fisher’s model (1997) has had. This
purchasing portfolio model categorizes products into four supply strategies: lean, agile,

leagile and non-strategic. Figure 9 presents the model.
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Figure 9 The Lean and Agile Portfolio Matrix

Instead of providing definitive purchasing strategies for each supply option, the model
outlines general characteristics of strategies based on specific applications. The allocation of
products to these options depends on their impact on quality, cost, time, and flexibility. The
concept of leagility is introduced in the model, suggesting that products with a high impact
on all four factors require a combination of lean and agile supply approaches. Additionally,
non-strategic components, with minimal impact on the mentioned factors, are identified by
the model. The allocation process in the model is performed within a two-dimensional
framework, considering a product combined impact on cost and quality for leanness and on
time and flexibility for agility. The significance of an impact is determined by the importance
of the competitive priority it affects, such as cost or flexibility. The strength of the impact is
then adjusted by the competitive priority's importance. The Analytic Hierarchy Process
(AHP) is used as a method for assessing the strength of impacts, the importance of
competitive priorities, and the moderation of impacts based on priority importance. (Drake,

Myung Lee & Hussain 2013)
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5 Empirical Findings

In this chapter, the research methodology, reliability & validity, interview process and the
interviewees are presented. This is followed by analysis of the empirical research, containing

answers from the interviews combined with the theoretical framework of this study.

5.1 Research Methodology

Sale and Thielke (2018) characterize the qualitive research’s scientific status by appealing
to Pluto’s “arch of knowledge”. In this arch, the progression of knowledge development
moves from induction to deduction. Specifics, such as sensory perception, form the
foundation for universals, like concepts, models and theories. These universals, in turn, find
support through empirical predictions and explanations. Qualitative research is defined in
the article “as an inquiry process that focuses on interpretation and meaning and aims to
explore social or human problems”, often qualitative research is conducted through
observation or interviews (Sale & Thielke 2018, 129). In contrast, quantitative research is
expressed in numeric form. Despite the distinctions between these two research methods,
both are essential methods to demonstrate possible repeatability and therefore establish the
validity of the results. Qualitative research is a way to integrate theory with practice and
therefore chosen as a research method in this study. Since the main research question is:
“What Supplier Relationship Management strategy is best for critical material suppliers in
Company X?” the form of the question indicates that more deep and explanatory results are

required in order to find satisfactory results.

The research interview, one of the qualitative data collection methods, has been chosen to
use in this study. In order to utilize the collected interview data properly, the researcher must
develop expertise in relevant topic areas. The interviews provide a view of individual
perspectives for the phenomenon, making it suitable for this study, since the objective is to
understand the needs of Company X. Case studies could be also used as a method for data
collection, since it provides more holistic view of the phenomenon. However, the interviews

are used as a main method. The chosen interview method is the semi-structured interview,
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which utilizes a set of prepared questions that follow identified themes in a systematic way.
These questions are supplemented with probes, which are intended to encourage more
detailed answers. Semi-structured interviews have interview guide, which incorporates a
series of broad themes directing the conversation towards the topics and issues of interest to
the interviews. The degree of structure in interview guides can range from highly scripted to
relatively loose, but the purpose remains consistent: to ensure that thematic approach is
maintained throughout the interview. The popularity of the semi-structured interview arises
from its flexibility, accessibility, and clarity. Moreover, it proves effective in revealing
significant, and sometimes concealed aspects of human and organizational behavior. Often,
it stands as the most efficient and convenient method for gathering information. (Qu &
Dumay 2011) After all, the meaning of this thesis is to firstly understand the theories behind
successful SRM and secondly, understand the current situation in Company X and
understand what are the needs in practical level and how the people working in the
purchasing team in Company X and how they want the SRM strategy to be in the future.
Therefore, the semi-structured interview was seen as the best method for this study. The
semi-structured interview provides basis for the interview, thus, leaves room for point of

views that the researcher could have missed.

The plan was to interview local Company X employees, who work in the procurement team.
Additionally, one interview was organized with HUB procurement manager and local
quality manager, in order to gain more perspective and ensure that the strategy will be align
with the global and local requirements in Company X. After the interviews, the Company X
needs were conducted and thereafter combined with most suitable SRM strategies, in order
to create a strategy that answers to the research question and can be used in Company X in

the future.

5.1 Reliability and Validity

Traditionally, two concepts, reliability and validity are used to minimize the possible errors
in the scientific study, especially from the empirical section. Each study is always prone to
various errors that can be caused by the researcher, or the studied person, or the studied
phenomenon. Reliability of the work is most affected usually by the researcher themselves.

The researcher can consciously choose for a theoretical framework or data collection method
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that will automatically support the research questions and conclusions. An interview
situation is an interaction relationship between the researcher and the interviewee, where the
researcher can influence the interviewee or vice versa. Additionally, the researcher previous
thoughts and relationships with the phenomenon can affect the research and even distort the
results. The researcher always studies through their point of view and through their reality
and is therefore prone to various errors of interpretation during the research process and data
collection. Sometimes this makes the objective approach difficult for novice researchers.

(Kananen 2015, 337-343)

Reliability is used to measure the consistency and dependability of the study, which means
that when repeating the study, the same results can be drawn. However, measuring the
reliability in qualitative research are difficult. Some of the scientific literature says that the
way person behaves depends on the context, indicating that it can change depending on the
time and place, and therefore it is unlikely that the exact same results will be collected when
repeating the study in different time and place. This does not mean that qualitative method
is unreliable or poor method, thus, it is important to acknowledge that the difference in
results between repeated studies is mainly because of the changed context. (Kananen 2015,
343; Hirsjarvi & Hurme 2008,186-189; Hirsjéarvi, Remes, Sajavaara & Sinivuori 2009, 232-
233) In this study, measuring the reliability is rather difficult, since the studied phenomenon
is tied to the current situation in Company X. Therefore, in this study, the reliability was
examined by the way how the researcher was able to take into consideration all the
information collected from the empirical research material. During the writing, analyzing
and transcription process, the researcher went through the material several times and

carefully analyzed the interviews. For this reason, it could be stated that this study is reliable.

Validity is used to measure the accuracy of the results and to examine if the researcher has
been studying the correct concepts and phenomenon in their study. Additionally, validity is
used to measure whether the interpretation of the theoretical framework and analysis
methods of the research has been done correctly or not. Usually, the validity of qualitative
research can be measured the best by using construct validity. This means that the researcher
must justify how they have chosen the specific approach to the research phenomenon. In the
research, the researcher should use concepts that are directly reflected to the studied

phenomenon. (Hirsjarvi & Hurme 2008, 187-189) In this study, the correct approach to the
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studied phenomenon was successfully chosen and the concepts presented in the theoretical
framework was selected based on existing theory in the field of business administration and
supply management. This ensured that the correct concepts were used during the research

process, making it valid.

5.2 Interview process and Interviewees

During the interviews, the interviewees were informed before the start of the recording about
how the recorder material would be used. They were informed the start and end of the record.
Additionally, they were informed about how their privacy would be protected during the
research process. The interviews were arranged via Microsoft Teams application, the
participants had their video and microphone on during the call. However, only the audio of
these interviews was collected as an interview material. This material was collected only to
the use of this study and was destroyed after the publication of the study. The identities of
the interviewees were not disclosed to anyone outside of the research, and the transcriptions
and handwritten notes were saved with identification letters rather than the interviewee’s

real names in order to respect the anonymity.

Table 2 presents all the seven interviewees, their identification letter, role, years spent in
Company X, history with supply management and the duration of the audio tape. As can be
seen from the Table 2, the interviewees were selected from the whole range, starting from
the sales, going through engineering, project management coming to purchasing functions,
supported by quality, operations and Company X HUB level. This was planned in order to
have a holistic picture from all the perspectives related to the studied phenomenon — current
situation of supply strategy, supplier relationship management and material criticality in
Company X. The number of individual interviews were seven, which could be seen as a
satisfactory amount, since the overall picture could have been drawn with these results. Some
of the questions prepared in advance were not asked in all of the interviews and during the
interviews, extra questions were sometimes made in order for the researcher to gain more
deep understanding. Since the interviewees were not experts from the same field, some
changes and adjustments were made in order to ask the right questions. This ensured, that
the perspective from all of the interviewees was indeed detected. However, all of the

interviewees were not able to answer all of the asked questions. Therefore, after the
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interviews were held, the researcher wondered if the interviewees should have been limited
to just one group of experts, for example only procurement team members. Although that
limitation might have negatively impacted the comprehensive understanding of the
phenomenon, since multiple perspectives were needed. The interviews were held either in
Finnish or in English. This means that some of the transcriptions were first made in Finnish
and after that translated by the researcher into English. Because the meaning of the words
could change during the translation process, the interviewees were asked to read the results
before publishing the study. The interviewees were requested to examine that their words
were not incorrectly interpreted or translated by the researcher. The number of prepared
questions was extensive, and therefore after the transcription phase, the researcher skimmed
through the answers and selected already irrelevant questions. The research questions are

found in the Appendix 1.

Identification | Role Years in | History with Supply Duration of
letter the Management the
Company interview
A Quality and 5 Worked together with 53:35
Continuous procurement and the whole
Improvement supply chain as a Project
Manager, Project Manager.
Manager
B Procurement 3+1,5 5 years of working 55:11
Specialist and experiences with activities
Project Buyer related to procurement.
C Project Engineer 15 Creating purchasing requests | 58:56
for procurement team,
selecting smaller components
that are used in the projects.
D Sales Manager 1,5 In previous job, worked 48:53
closely with supply chain and
supplier evaluation, related to
sustainability.
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E Procurement 23 Limited, experience of | 53:27
Manager for HUB procurement and logistics
Northern Europe comes more as manager

perspective. Background from

sales and execution.

F Operations 23 Worked previously in the 49:07
Manager Company in roles: purchasing
assistant, buyer, project

manager and quality manager.

G Procurement and 17 Worked previously in 45:11
Logistics Manager procurement related jobs;
buyer, category manager,
project buyer, purchasing

manager

Table 2 Interviewees

5.1 Analysis

In this chapter the results of empirical study are presented and analyzed, reflecting the
interviewee’s answers to the theoretical framework of the study. The answers are presented
in the same order that is the theoretical frameworks order and the interview questions order
(Appendix 1). The analysis contains direct citations to the interviewee’s answers during the

interview, these are marked with italics.

5.1.1 Supply Strategy in the Company

In this sub-chapter, the answers of the first theme, Supply Strategy, are presented. The first
question asked from the interviewees was to determinate from a scale 1-5, how important
are the current activities related to procurement and supply management in the Company
and its strategy. Figure 6 presents the results. Interestingly, there are some differences
between the interviews. Interviewees B, D, E and F all agreed that procurement and supply
is very important in the company. Interviewee D highlighted, that from the sales perspective,
they try to sell as good solutions as possible for the customer and the profit from the project

can be increased even more with successful purchasing and therefore, these activities are
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crucial. Interviewees A, C and G had lower answer. Interviewee A mentioned that the
company focuses on its strategy more in project management and engineering, rather than
supplier development. Interviewee C sees that procurement mainly does the purchasing job
according to the project requests, meaning that there is not always that much strategical
thinking involved in the procurement team and, therefore Interviewee C did not give
numerical answer, but their answer “not always that important” was interpreted by the
researcher as 2. Interviewee C wanted to add after the interviews, that this perspective is
mainly because the current procurement team in the Company X is divided into a local team
in Finland and team outside of Finland, and there is a difference between these teams if there
are made any strategic negotiations or not. According to C, if the purchasing requisition is
made and entered in the purchasing queue, there is a chance that it will be purchased with
current contracts with suppliers, meaning that if any negotiations regarding price or other
terms are wanted to made, it should be addresses before entering the purchasing requisition
to the queue. Interviewee G mentioned that they personally think that it should be in level 5,

but from the company’s and organizational perspective, it is only 3.

2,5

0
A B C D E F G

Figure 6 How important are the procurement and supply activities in the Company current
strategy on a scale 1 to 5.

Interviewee B said that the procurement is not that important for the overall strategy of the
Company as it should be. Also, Interviewee G mentioned, that procurement is not important
part of the Company’s current strategy in global and local level. They said that this is the

first time, when HUB level has recognized the procurement and have built a strategy for it.
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This is because they have realized how much money there are involved in the procurement
and supply management, even though the Company has not managed strategically its supply
chain. This was supported by Interviewee E, who mentioned that currently the spend related
to procurement is 50-60% of the order intake. Interviewee F also agreed that there has been
change now and the procurement activities have been more presented in the HUB strategy,

and they have placed more KPI’s and strategic approach to the procurement function.

The interviewees were asked if they recognize that there is a strategy for procurement in the
Company and if yes, what kind of strategy. Interviewee A did not recognize that there is
clear strategy, they mentioned that there are some key suppliers that are managed more
strategically than others, due to the strict demands of the customer. Interviewee B said that
the current strategy is not that strong that it should be. Interviewee C agreed with A and B,
stating that there could be improvements with the current strategy and how it is presented.
C thinks that procurement function should be more involved and more visible for other
functions. Interviewees D and F both said that they do not know if the Company has local
procurement or supply strategy, or at least they have not heard about it if there is. Interviewee
G said that there is not a strategy at the moment. Interviewee E mentioned that there has not
been enough time for the local procurement managers to actually think strategically, which

had caused the business units to focus more on day-to-day procurement activities.

“I can't really say that there is one supply strategy, but there is quite a lot of independent
work that everyone is doing, and everyone does what they personally see fit in the

situation” — Interviewee B

“At the moment, we do not have locally any documents related to the supply strategy,

’

which I think is a good indication of the current situation.” — Interviewee G

Interviewee E highlighted that current procurement activities are not align with the
Company’s overall strategy. To address this, the Company has implemented a strategic
change in how procurement and logistics are managed. Previously, each country within the
HUB operated with its own separate strategy, creating a more functional connection. Starting

from January, the supply chains of these countries have been integrated into a unified
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operational unit. This integration is expected to strengthen and sustain the supply chain,

making the company a better customer for key suppliers.

Next the interviewees were asked to define what kind of supply strategy would they
implement if they had the power. B would like to have a clear figure, where everyone in the
procurement team would have their own defined key suppliers and each team member would
be responsible of that supplier. In this strategy, B would segment the suppliers based on at
least two categories; the spend and critical materials. This way the key suppliers could be

defined ang categorized.

“A strategy where the overall picture is considered, and it is examined whether we can buy
more of the same components at once for different projects to gain mass benefits. This
would also require more precise planning from the projects or standardization during the
sales phase so that we would always have certain components that could be ordered in
larger quantities at once. Sometimes we buy five different components for the same
purpose because there is no unified design guideline on what to use. Then, we just keep
ordering what we are used to ordering. Sometimes it would be beneficial if the engineers
discussed more among themselves about which components they use. That way, we could

pick the best parts from each design and engineering segment and utilize them.

— Interviewee C

Interviewee C had an interesting and different perspective, which highlighted that the
problems and lack of strategy from earlier phases before purchasing can cause problems
when the components are actually sourced. Interviewee D stated that they do not have

enough experience in the Company to create a strategy for supply.

“It is easy to say what kind of strategy we need, since we have defined it this spring. There
should be three main components: supplier relationships, cross-functional relationships,
and business excellence. First one defines how well we manage our suppliers and supplier
base, second one how well we work internally with sales and execution functions, and third
one is how we develop our people, competencies, and capacities, and continuously

¢

improve our barriers in these areas “— Interviewee E
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Interviewee F was more considered if the local strategy is necessary when the HUB level
strategy is sufficient. However, F was thinking that these top-level strategies could not be
enough and therefore, local strategy should be in place, in order to define the local needs and
goals for the procurement. F mentioned that locally the HUB and LD strategy has been
communicated in all employee calls, but that strategy is not defined into one approved
document yet. Interviewee G mentioned that there are a lot of things to be considered in that
strategy. G would firstly have human resource strategy, which would ensure that there are
actually enough people working in the procurement function that can implement the strategy.
Additionally, G would have supplier relationship management strategy and category strategy
for each local business segment, since the supply needs vary a bit, depending on the business

segment.

Then the interviewees were asked to tell what kind of risks they see with the current supply
strategy. Interviewee A sees that the biggest risk is that the Company does not utilize the full
potential of the supply chain. A also thinks that being dependent on certain suppliers and

their materials is a risk for the business continuity.

Interviewee B mentions that the biggest risk is that the Company continues to do the same
activities the same way as always, meaning that it would not evolve. B believes that
Company should actively find better and innovative solutions and ways to work, in the
frames of the project requirements. B wonders if the Company stays behind in the
development, especially when the Company is using same suppliers every year. B thinks
that this can cause risks, when the Company does not know if the price level is good or bad,
since the same suppliers are used, and it could be that the price of the purchased components
are higher than it could be. Interviewee C states that the biggest risk is that the systems in
Company does not support the way of working and sometimes even makes the working
harder. Additionally, C mentions that this manual work can cause errors. C thinks that

smaller suppliers can cause risks, if the supplier for example goes into bankruptcy.

Interviewee E sees that one of the biggest risks is access barriers to some suppliers in some
markets. Then E mentions risks related to prices and delivery times, since the Company
operated in electrification field, where the delivery times and prices have increased a lot in

many components. Additionally, E highlights that some of the Company’s suppliers are at
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the same time competitors, since these suppliers are huge, global companies. Interviewee E

also mentioned that being dependent on suppliers in certain geographical area is a risk.

“We have suppliers that are same time our competitors, since they are big companies as
well. This makes the collaboration with supplier hard, because of the integrity issues.”

- Interviewee E

Interviewee F mentioned several, potential risks. Single source suppliers, which are suppliers
that do not have any alternative supplier. F mentioned that it should be considered, if the key
suppliers have the potential to grow to meet with the Company goals and future plans, if not,
it is a problem and a risk. Other mentioned risks are related to how the procurement is

working as a function inside the Company.

“One risk is whether procurement is sufficiently involved and aware from the beginning of
the projects. Does procurement have enough time, for example, to tender suppliers and
request quotes from suppliers, thereby achieving savings for the projects?”

— Interviewee F

Interviewee G states that the biggest risk is that the Company is dependent on supplier and
their service, which means that the supplier is actively correcting the mistakes that the
Company is making when ordering components with different specs. This relationship with
the supplier is really close partnership, which can come really expensive, if the Company
would want to switch this supplier. However, when asked, G did not agree that part of the
core competencies of the Company would have transferred into this supplier. G mentions
that sales and engineering functions are doing a lot of tendering and requesting quotes from
suppliers, which is a risk since these functions does not have the same skills related to
purchasing than the procurement function has. This can cause a situation where the Company
uses not-qualified supplier or a small supplier, which can go into bankruptcy or that this non-
qualified supplier does not have sufficient safety level, and somebody gets hurt at the site.
Additionally, G mentions that the natural disasters and events globally, such as wars, can

affect negatively on the performance of the supply chain.
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Then the interviewees were asked do they think that the top management in the Company
acknowledges the opportunities with suppliers and supply strategy. Interestingly, all the
interviewees agreed that yes, top management understands the importance and possible
opportunities with the supply strategy, however, there are problems with harvesting that
potential. Additionally, B said that procurement is important for the company, but the full
potential is not used. This came up also with A, who mentioned that the procurement as a
function is underestimated and the other functions inside the Company does not see the full

potential.

“Top management acknowledges the potential but is focusing on other functions.”

— Interviewee A

“Yes, they acknowledge it, but do not want to invest any money or time for harvesting it.
That is maybe because the processes are somewhat working, so there is no urgent need for

development or change.’

— Interviewee C

Interviewee F believes that the full potential and opportunities in supply could be
acknowledged, if the procurement function would have more resources to do the strategic
tasks, which is something that also G mentions. F highlights, that it is important to
understand that if the Company wants to grow in the future and reach more projects, it
should have proper processes and strategies in place. Otherwise, the growth is impossible.
F agrees with C that since the processes are working, there has not been a clear need for
change into more strategic purchasing. Interviewee E mentioned that top management has
always thought that supply chain is important, but the problem is how the procurement is
structured and how the goals in procurement can be reached. E states that the full potential
is not used because other functions, such as engineering or sales, are doing tasks that
belongs to the procurement function. The other functions within the Company should see
the procurement as a strategic partner, who is responsible of the suppliers. This could be
solved by having the procurement in early-stage development and strategic buying in

projects. This is something that Interviewee G agrees.
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“Maybe in theory they understand the potential, but not in practice. Procurement as a
function needs more resources to utilize the full potential. I have seen quite often, that
when the procurement team is strategically involved in the beginning of the project, we

have achieved savings.” — Interviewee G

Interviewees B, C, E, F and G all mention that the problem is that other functions inside the
Company are the ones who are not seeing the full potential and opportunities of supply and
procurement function. The reason for this is because the procurement function has been
under-resourced locally in the Company, which have caused that other functions have started
to do tendering and price negotiations with suppliers by themselves. This has caused that
procurement function has been started to see more as a function “who presses the button”
when the purchasing has been done. Therefore, the Company and especially the procurement
function should start to be more visible and actively take their place as a strategic and
operative leadership in the projects and service deliveries when it comes to all tasks related

to purchasing and supplier management.

Lastly, the interviewees were asked to describe the current supplier base in the Company.
Interviewee A thinks that there are not enough suppliers and there should be more
competition between suppliers, meaning that the Company easily uses the same, safe
suppliers. Interviewee B agrees with A, that there could be more potential suppliers. B
mentions that the Company has strict demands and requirements for suppliers, which makes
it sometimes difficult to work with potential suppliers. However, as B points out, these rules
and regulations ensure that all the suppliers that are in the supplier base have the same values
and agrees with the Company’s code of conduct. Interviewee C agrees with B, which
opening a new supplier into supplier base is difficult and expensive, which rules out potential
suppliers that could be used or could have potential. Interviewee D says that the supplier
base is enough, based on the current performance of purchasing. D mentioned that also
customers have been convinced that the Company’s supplier base is sufficient. Interviewees
F and G agrees that there are enough suppliers in the supplier base, and the base is
diversified. Interviewee F mentions, that sometimes the customers define which suppliers to
use, which can lead into that the Company is ‘forced’ to use same suppliers year after year,

even though there could be other suppliers that could be used. Interviewee D points out, that
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in the end, the Company should be the expert who suggests the suppliers and components to

the customer.

“However, I believe that there could be more potential suppliers in the markets if we
would have time to investigate and find those suppliers. I think we manage just fine with
the current supplier base, but I am not sure if it is the most optimum supplier base.”

— Interviewee F

According to Interviewee E, there is a lot of suppliers in the supplier base. Interviewee E
mentions, that the Company needs to somehow classify these suppliers, since there are a lot
of project specific suppliers and a lack of standardization in these projects. The Company
should focus on the transition into new business markets, where different kind of thinking is
needed, in order to evolve with the markets and customers. Interviewee E reminds that since
the Company is not making any of the products by themselves, it is important to have the
suppliers in the discussions as early as possible. E states, that the goal is to have a supplier
base with proper classification and good supplier relationships with early involvement of

suppliers.

5.1.1 SRM in the Company

In this sub-chapter, answers of the second theme, Supplier Relationship Management, are
presented. First, the interviewees were asked to tell what kind of relationships the Company
has with its suppliers. Interviewee A said that there are few closer relationships and more
suppliers that are in arms-length, where the Company is just purchasing components without
deeper connection. Interviewee B said that especially with the important suppliers there are
close relationships, and, in these relationships, there are regularly scheduled meetings. B
questioned, that should the Company investigate if there are some other suppliers that they
should have close relationship as well. Interviewee C agreed with A and B, that with some
suppliers the relationships are really close, and the suppliers come to the office for example
present their products. Interviewee D also agreed that there are good relationships with the
suppliers and there is connection for open dialogue with these suppliers. Interviewee E says
that there are all kind of relationships, from good to bad. According to E, some suppliers do

not want to work with the Company, but on the other hand, some suppliers love to work with
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the Company and with those suppliers, the relationships are really good and close.
Interviewee F opinion is that the Company has long relationships, where the relationship
with suppliers has lasted over decades. F mentions, that even though the Company has
important suppliers, the relationships is not necessarily close, even though these suppliers
are used a lot. Additionally, Interviewee F said that the Company has good relationship with
supplier in different organizational levels, which is important. Interviewee G also thinks that
in general the relationships with suppliers are good. However, G points out that this could
just indicate that the Company is paying higher price because the relationships are good.
Interviewee G adds that there is really good communication with the key suppliers, and it is
easy to discuss if any problems occur, especially with internal suppliers the procurement

team has really good relationships.

Following question were if the suppliers in the supplier base are somehow categorized, and
if yes, the interviewees were asked to elaborate and if no, the interviewees were asked do
they think it should be done. Interviewee A was not aware that the suppliers have been
categorized, and said that if suppliers are segmented, it does not show into their work. In
Interviewee A’s opinion, the suppliers should be categorized. Interviewee C agreed with A,
that they are not aware of the categorization, but it should be done. According to Interviewee
B, the categorization of suppliers is that basically there are suppliers for each business
segment and then, additionally, the suppliers have been divided into external and internal
suppliers. Interviewee B suggests that the suppliers should be categorized by different colors,
in order to have a visual map of key suppliers and suppliers that are not that significant. B
also suggests on creating a matrix, where suppliers who have a lot of purchasing volume
would be identified among with suppliers that provide critical materials, but the volume is
not necessarily that high. In this matrix, B would add if the supplier’s material were single
source and if there are some problems with the suppliers, for example with on-time-delivery
(OTD). Interviewee D was also not aware of any supplier categorization but suggested that
suppliers could be categorized according to materials and quality, since for the Company it
is important to have a certain quality level and a good reputation. D adds, that maybe
categorizing suppliers according to the needs of each business segment could be useful.
Interviewee F was not sure if the suppliers are categorized or not at the moment but

remembered that it has been previously done.
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According to E, the suppliers are categorized with huge tool. In addition, the suppliers are
categorized into not preferred and preferred suppliers, and key suppliers. The Company has
a qualification process and performance evaluation process for the suppliers, which becomes
more strategic when the Company enters more close partnership with some suppliers.
Interviewee G agrees with E, that the suppliers are categorized into qualified and non-
qualified suppliers, and after that the supplier performance is evaluated. However, G’s
opinion is that this current way is not good, it is too general and open, since the process
focuses more on the Company’s internal satisfaction rate of the supplier’s performance by
asking opinions from the project team and procurement team. The purpose of this evaluation
process is to provide a base for the supplier development, but as G says, currently that is not

implemented.

Next the interview moved into asking about key suppliers in the Company. The Interviewees
were requested to define a key supplier for the Company. These characteristics are presented
in the Table 3 below. High purchasing volume was seen an important factor, but also many
of the Interviewee highlighted that there are materials that are not high volume but are still
very critical and can have important technical characteristics that make the supplier as a key
supplier. Interviewee A mentioned that material that have long-lead-time materials makes
the supplier also important. Interviewees C and G mentioned that key supplier is a supplier

whom the Company is dependent, meaning that without it the operations would be hard to

continue.

Interviewee Key supplier characteristics

A High buying volume
Critical materials
Long-lead-time materials

B Material’s technical characteristics
Customer’s preferred suppliers

C Critical supplier

D High level of collaboration
Good price level
Materials in the Company’s scope
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E High buying volume

Material’s technical characteristics

F High buying volume

Critical supplier

Table 3 Key supplier characteristics

Then, the Interviewees were asked if current key suppliers of the Company are managed or
treated strategically different than other suppliers. Interviewee A opinion was that two main
suppliers, one internal and one external, are treated differently by developing the relationship
regularly. Interviewee C and D did not know if these key suppliers are treated differently.
However, Interviewee D mentioned, that from their previous work experience, it is important
to build good communication and tight relationship with key suppliers by openly discussing
where the relationship should go and what are the expectations from the supplier. According
to Interviewee E, these key suppliers are managed differently, in order to interact with these
suppliers in a structured way to build a relationship that can manage both good and bad
situations. Additionally, the problem is that some of the suppliers feel invisible for the
Company, and with this structured key supplier mapping the situation is tried to change.
Interviewee F says that suppliers that have yearly-contracts are managed differently, but
other than that F could not say If key suppliers are treated differently. F believes, that by
open communication these key suppliers would be more aware of the plans that the Company
has for the future. Additionally, with this open communication and relationship, the quality
could increase. Interviewee G mentioned that the Company has 5-10 key suppliers and there
are managed differently by having scheduled meetings and relationship development. Also,
with these suppliers, the Company is more flexible. G provides an example, where few years
back during the finance crisis one of the key supplier’s payment and delivery terms were

temporarily changed for cash flow improvement.

Then the development of relationships with suppliers was evaluated. According to
Interviewee A with few key suppliers the relationships is developed by going through
possible issues. However, Interviewee A points out that with few suppliers the development
is mainly done because the customer has high demand level and therefore, this development

is mandatory with suppliers. A mention, that probably this development would not be done
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without these customer demands. Interviewee B thinks that the relationships with few key
suppliers are developed, focusing on improving the OTD and supplier’s portal. Interviewee
B made a point that it is not worthwhile to develop deeper relationships with all the suppliers.
According to Interviewee C, sometimes if the supplier is not working as wanted, it can be
just switched instead of developed the relationship. But this depends on the supplier, since
some suppliers provide materials that are hard to replace. Interviewee D mentioned, that
especially if there has been a mistake with the supplier, these are discussed in order to define
how to avoid that kind of mistakes in the future. Interviewee E tells that the Company has
procedures for development that start from the very beginning, starting with supplier
qualification and moving to supplier evaluation, approximately with two-year cycle.
Interviewee F said that they are not working with the supplier development as much as may
be needed but knows that it is done in the Company. Interviewee G agrees that there is
supplier development, however, there are not any local instructions or strategy for the
development. One buyer from the procurement team is having meetings with some of the

key suppliers, where is open discussion regarding potential issues.

“It is not reasonable to develop all relationships. If things are running smoothly, the
volumes are not high, and the components are not critical, there is no need for active
development with the supplier on a regular basis. However, the relationship should be

maintained to ensure that the achieved level is preserved.” — Interviewee B

Following question for the interviewees was to name important factors for successful
relationship with suppliers. These factors were collected and are presented in the Table 4
below. All the interviewees mentioned communication as a key factor for successful
relationship with supplier. Additionally, trust and contact persons were highlighted in the
answers. Especially interviewee E and F underlined the importance of clear escalation lines.
Open communication regarding the needs and expectations of the relationship were also

mentioned.

“When we are doing SRM, we expect that we have contact person in the supplier’s
organization, so we can make some pair-contact and we also want to from governance

point of view to have escalation lines with the supplier and therefore this must be very

’

clear with the supplier, especially with key suppliers.” — Interviewee E
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“In the relationship, no one should feel that we are trying to exploit the other party. We
won't succeed in our deliveries if our suppliers and contractors are not aligned with us. We
work together with the suppliers towards the same goal, which I believe is important in the

relationship.” — Interviewee F

Interviewee Factors for successful relationship
A Honoring the contract on both sides
Communication

Trust

Supplier’s technical qualities

Quality

B Communication

Trust
Easy to contact e.g. contact persons are available.
Honesty

Product warranty and aftersales support

C Communication
Aftersales support

Easy to contact e.g. contact persons are available.

Quality

D Communication
Trust
Quality

E Openness

Two-way communication
Trust
Similar values e.g. sustainability, HSE, material compliance

Escalation lines

F Communication
Trust

Visible goals and rules for the relationship e.g. contract terms
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Planning
Continuity

Escalation lines

G Regular communication

Joint development projects

Table 4 Supplier relationship success factors

In the next question, the interviewees were asked what factors determinate which supplier
they choose and how does the personal relationship with that supplier effect on the selection.
Additionally, interviewees were asked to tell why some suppliers are better than other, even
though the suppliers provide exact same material. Interviewee A mentioned, that if they have
more positive experience with supplier, they tend to favor those suppliers. According to A,
the trust for supplier’s contact person accentuates especially when there is not a strong
relationship with the supplier on company level. Interviewee B says that personal feeling
and experiences could have effect on some level on the supplier selection, however, B
mentions that it is important that the facts are supporting the personal opinion e.g. supplier
has good level of OTD or good response rate. This ensures that the decision to source from
the supplier is never made only based on the buyers own personal opinion or feelings.
Interviewee C says that it is important to have a good relationship with the supplier and
sometimes the more expensive supplier can provide better solution than cheaper one,
therefore it is necessary to know what the previous experiences with that supplier are. C
mentions that on the other hand, this makes it easy just to stick with the same suppliers year
after year, which can become problematic. According to Interviewee D, the choice to use
certain supplier is determinated (from sales perspective) by how the customer reacts with the
supplier. Of course, the price level, quality and internal experiences of that supplier have
impact on the selection. Interviewee D says that during the sales phase the best suitable
suppliers are selected together with the procurement team, and within these suppliers D trusts
that procurement team will select the optimal ones. D states that the selection of suppliers is

a teamwork and discussion between functions.

“It is very touchy area and I think it is very good that we have a competitive bidding
policy, because really close personal relationships with suppliers can also be dangerous

relationships. Our part in procurement is to make sure that we are measuring suppliers
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against their performance and RFQ’s, because the engineering and project management
side can easily want to stick with the same suppliers over and over again and not consider

’

all the opportunities that we have in our supplier base.” — Interviewee E

According to Interviewee F, both personal opinion of the supplier and the history with that
supplier determinates if the supplier is used or not. For example, if engineer or project
manager sends RFQ (Request for Quotation) for suppliers, they are more focused on the
technical characteristics and price, and sometimes they forget the other contractual matters,
such as delivery or payment terms, that can cause problems for the procurement team when
they are doing the purchase. For Interviewee G the personal relationship with the supplier
does not determinate whether the supplier is selected or not. However, G mentions that they
believe that there are persons in the Company who select suppliers based on their personal

feelings and relationships.

Interviewee A and C says that trust, communication and quality are factors that make some
supplier better than other. Interviewee B and G both highlighted that on time delivery,
warranty time, response time, quality and quick reaction time especially if problems occur
are characteristics that can make supplier better than their competitors. Interviewee D had
some same point as A and C regarding trust and communication, but D also highlight that
the Company needs to trust the product that supplier is selling e.g. how long is the service

time of the product and how high/low is the risk level of the product.

Then the interviewees were asked if they think it is easy to switch the supplier. The overall
consensus among the interviewees were that switching suppliers is difficult. Interviewee A
and B had similar perspectives, but Interviewee C highlighted that the switch also effects on
the actual end-product. For example, the energy meter can be switched into a similar one
form another supplier but is the size exact same in order for it to fit inside the cabinet.
Additionally, these switches during project have impact on the end-documentations, and
these can be extra costs that the sales do not take into consideration when they sell the project

for the customer.

“It is not easy to switch suppliers, it requires a lot of time and focus on a new supplier,

and switching, for example, in the middle of a project changes the entire project. The
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switch brings costs and risks to the projects, making it easy to choose to stay with the same

’

supplier with whom there is already experience.” — Interviewee A
“Switching to another supplier is not easy. It is a significant challenge in terms of one's
work. The process of opening and verifying a new supplier requires a lot of work. This also
increases the psychological barrier to seeking new suppliers, as the mere thought of the

work involved feels daunting and challenging with completely new suppliers.’

— Interviewee B

According to Interviewee F, the supplier switching is something that is hardly ever done. If
the relationship is somewhat working, there is not enough reasons to invest to another
supplier. Interviewee G thinks that sometimes the switching can be easy, but that depends
on the supplier and the product. If it is key supplier with critical material, the switch is

difficult.

Then the Interviewees were asked to describe the power relations between the Company and
its suppliers. Interviewee A’s opinion is, that the Company does have power, but it does not
tend to use it over the suppliers or use the power in a wrong way e.g. pressing the smaller
supplier. Interviewee A also thinks that the Company is attractive customer for most of the
suppliers. Interviewee B also sees that the Company has power, however, B believes that
part of that power comes from the customers, which are big corporates as well. Interviewee
C agrees and highlights, that sometimes the Company can be a hard customer, since they are
price negotiating a lot with suppliers. Additionally, C thinks that part of the power comes
from the mere fact that the Company is globally large, even though the local business unit is
relatively small. This is something that Interviewee D agrees that the power is more global
power. Interviewee D adds that the Company is attractive customer for many suppliers and
if supplier can supply for the Company, it is important for the suppliers. According to
Interviewee E, the Company has balanced situation with power relations with many
suppliers, depending on the size and stage of the relationship. Interviewee E adds that the
Company desires to be a good customer for the suppliers, but sometimes the suppliers can
still find the Company difficult customer. When asked to elaborate, E says that that is
because the Company is big and have a lot of policies and guidelines, which can seem

demanding especially for smaller suppliers that does not have that huge administration. For
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example, the Company needs to take into consideration all the international regulations and
requirements, which can be invisible for the smaller, local suppliers. Interviewees F and G
think that the Company does not have locally that much power over suppliers, and that is
because the Company is locally small business unit, and the order volumes are not that high
for the suppliers. Interviewee G adds that the power relations could shift if the Company

would have wider supplier base and more options where to source.

Next the interviewees were asked if there are currently problems with SRM and if they can
name the reasons behind these problems. First, Interviewee A mentions that the performance
and quality of some suppliers have been inconsistent and unstable. The best way to solve
these issues, according to Interviewee A, is to visit personally at the supplier’s premises.
This shows that the Company is really invested on solving these issues and improving the
relationship. Interviewee B mentions similar issues regarding unclear communication with
suppliers. Interviewee C says that sometimes the Company is unclear when they are buying
and therefore the supplier sends wrong product. This can be solved by working together, as
C highlights, there is no room for accusations when the mistakes are made. Interviewee C
says that this kind of problems usually occur with suppliers that are not that close.
Interviewee D says that there could be all kinds of problems with suppliers. One of them is
that the communication is not clear when entering into more deep partnership. Interviewee
E thinks that the problem with SRM is currently that it is not properly developed or used.
However, E reminds that it is not a black and white situation, but in general the Company
should work more in order to use the full potential. Interviewee F mentions that one major
problem is that it is hard to get root-cause analysis from the suppliers, when the customer
requests it. This could be because the relationship is not that good and the communication is
not on sufficient level, meaning that the supplier does not see the Company that important

customer to provide any extra service.

The following question for interviewees B, C, D and G was to tell potential risks that could
occur with current suppliers. According to interviewee B, the risks related to product
availability are minor with global suppliers, however, if the contact persons change in the
supplier’s end, which can cause problems when the relationship needs to be built again from
the start with new person. Interviewee C sees that the risk with current suppliers is that the

Company is used to use certain products, which causes issues if there are availability issues
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with those products. This could be solved by regularly asking from the suppliers if they are
planning to change their product catalogue. Interviewee D thinks similar as C, that there is a
risk that the planned product is not available from the supplier. Interviewee G’s opinion is
that the Company is dependent on few key suppliers, which is a risk. Additionally, there is
a risk when using new suppliers that the supplier provides exactly what the Company has
ordered and do not fix automatically the mistakes that the Company makes, which is
something that some of the key suppliers currently do. Interviewee G sees that there is a risk

that their competitor buys one of the key suppliers for example.

Lastly, in this section, the interviewees were asked how they would change the current SRM
strategy if they could. Interviewee A would make the SRM strategy clear for other functions
as well, and simultaneously make the procurement function more visible. Interviewee A
would focus on the strategy around key suppliers, having a development plan for them as
well. Interviewee A says that it is important to define what are the goals of each important
relationships, in order to determinate what the Company actually tries to achieve with the
supplier. Interviewee B reminds, that in order to implement any strategy, there should be
proper way to measure the supplier performance, for example having an OTD report.
Interviewee C would add more communication and early involvement with the suppliers into
the strategy. Additionally, C would improve the current systems to support the purchasing
more. Interviewee D would add more internal communication between functions as well, for
example that procurement would tell changes and updates in supplier base in every quarter
business unit meeting. Interviewee E would improve the current escalation lines and

communication with suppliers.

“I think that the governance and escalation should be in place with all suppliers, which
would make everything easier for us. Then we would also become important customers for
our suppliers and then they will prioritize us, when they know us, and we have the

governance relationship because we have trust with each other.”- Interviewee E

Interviewee F would focus more on building long-term relationships with key suppliers
through collaboration and trust. Interviewee F highlights the same point as B, that there
should be sufficient monitoring tools in order to review the relationship and supplier

performance.
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” I would like us to be able to build long-term cooperation with our important suppliers so
that the suppliers would become more like partners through collaboration and trust. On
the other hand, we are quite understanding towards suppliers, but we could be more
demanding if the supplier does not deliver what we want. Of course, it's difficult to balance
between these two, but as a customer, we have the right to expect that we receive what we
have ordered and within the agreed schedule. Quality monitoring, especially in terms of on
time delivery, would be important—more systematic monitoring and informing other

functions about it is, in my opinion, very important.” — Interviewee F

Interviewee G would change the current SRM strategy to be more structured, for example
having clear schedule and agenda for monthly meetings with key suppliers. In this strategy,
Interviewee G would add the supplier categorization, where key suppliers and bottleneck
suppliers would be identified. G would also add supplier development and possible product

development and innovation actions to the strategy.

5.1.1 Material Criticality in the Company

This sub-chapter contains answers from the interviews, which are related to the third and
final theme, material criticality. The first question was to define in their own words, what is
a critical material. These answers are presented in the Table % below. Based on answers in
the Table 5, it could be concluded that critical material in the Company is irreplaceable

material that have a risk to not meet the project timeline.

Interviewee | Critical material definition

A “Critical material can either be material that has large volumes or

material that has tight schedule in the project. Critical material is the

¢

material where we can either win or lose money. *

B “Critical material is a material that cannot be replaced by any other

material or solution, or any other material that is not delivered on time”
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C “Every material can become critical material. Materials that have long
delivery time or require a lot of testing and programming are critical to

’

have in time, in order for them to make into the project schedule.’

’

D “Especially our internal suppliers’ materials, which are hard to replace.’

“Critical material can be all the material that we buy. But, maybe when
the lead-time of the material becomes longer than the customer contract
lead-time then, the material becomes critical. Since everything can

’

become critical if we are not able to reach our commercial milestones.’

F “Most of our materials are critical; we cannot fulfill our delivery
according to the agreement made with the customer if we do not supply
all the materials. It also creates challenges if the customer does not accept
alternative materials and requires a specific one, in that case, the

material becomes critical”

G “Critical material is material that we cannot easily replace. All the
materials that do not have alternative and have been defined by customer

or engineering are critical materials”

Table 5 Critical material definitions

When asked additional questions, Interviewee B mentioned that the key suppliers in the
Company are mainly defined by the critical materials. If the material is critical, the supplier
becomes key supplier. Interviewee G agrees with B that critical material suppliers are

prioritized, especially by having scheduled collaboration meetings.

Next the interviewees were asked that do they see any benefits on managing critical material
suppliers differently than other suppliers. Interviewee B thinks that it would be good to have
a strategy for it, something simple and efficient, which would provide a clear objective for
the whole procurement team. This strategy would also define what is important for the
Company, when they are managing critical material suppliers. Interviewee C thinks that it is
beneficial to manage critical material suppliers differently. By having more collaboration
and communication in all the levels, these critical material suppliers could tell if the design
and engineering in the Company makes a mistake when they are ordering. This way, the

engineering function could learn from their mistakes and not be that dependent on suppliers.
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This is something that Interviewee G mentioned also in their interview in the supply strategy
part. Interviewee E thinks that of course the critical material suppliers should be treated
differently, since these suppliers are in the partnership stage. With these suppliers, there
should be already agreed terms and conditions for example in frame agreements, which will

make the purchasing actions and collaboration easier.

Following question was that do the interviewees think that suppliers should be aware of the
criticality of the materials they provide. Interviewee A thinks that open communication with
the supplier can be a risk, if the supplier has a culture where they are going to take advantage
of that openness and use the gained information against the Company. Therefore,
Interviewee A suggests that it should be strategically analyzed, how to communicate with
suppliers and what information to give them. However, Interviewee A thinks that it is
important to tell the supplier that the Company is happy with the quality and the relationship.
Only thing that should be avoided is to tell the supplier that they are only option. Interviewee
B is in line with A, mentioning that the stage of openness in communication depends on
what kind of values the supplier and the supplier’s contact person has. Usually, this kind of
open communication can deepen the relationship, according to B. Interviewee C had also
similar opinion, saying that sometimes the suppliers can know that they are important even
without telling. However, C also wonders if the suppliers could use that openness against
the Company, by for example raising prices if they know that they are only option for
sourcing. Interviewee D thinks that it is important to think how to inform the supplier, e.g.
tell the supplier that they are appreciated and strategical partner. By telling this to the
supplier, they can provide better service for the Company. D adds, that telling openly to the
supplier what their position in the supplier base is helps the supplier to prioritize the
Company as a customer and thereby providing better prices and delivery times. That is
something that Interviewee E agrees, saying that the supplier should know that the Company
worships the relationship. That is because the Company is depending on their suppliers and
needing their products. Interviewee E agrees with A and C, that the supplier should not be
informed that they are single source. Interviewee F and G would both also tell the customer

that they are valuable and important partner who provides good service.

Next, the interviewees were asked if they see any potential risks with critical material

suppliers. Interviewee A sees that the biggest risk is that the engineering function design a
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lot of same materials and does not use any alternatives or learn to use any alternative
materials aka creates critical materials by their own actions. Additionally, A thinks that by
creating an open communication with key suppliers, the Company could build a better
resilience. Interviewee B thinks that the biggest risks are when for some reason the delivery
times of critical materials become longer, for example if there is some global natural disaster
or conflict. Interviewee C says that critical materials have higher risk to be wrongly ordered,

especially if the orders are made in a tight schedule because the delivery times are long.

Overall, Interviewee C thinks that the critical material return policies should be informed
more clearly by the procurement function. Interviewee D sees the risks more from the sales
perspective, where it is important to ensure customers that there are no delays or problems
with critical materials. Therefore, D suggest that the internal communication should be in
place in the Company between functions. Interviewee F says that there is always the risk that
critical material is not received on time from the supplier. This is because the projects usually
have tight schedules, which means that material deliveries must be delivered as confirmed
to the customer. According to Interviewee G, the biggest risk with critical material suppliers
is that the supplier does not think that the Company is big customer, or it is hard to do

business with and therefore favors the Company’s competitors.

Interviewee B thinks that the purchasing function should know early on the project that what
materials are the most critical ones, in order to keep closer eye on those and communicate
with supplier if needed. Interviewee F wanted to add, that the suppliers are really important
for the Company. However, F wondered if the Company themselves can develop if the
supplier would ask. That is because the Company is huge corporation, where many of the
functions and actions are locked in a certain way. Interviewee F believes that with small
steps the changes are possible, especially if the relationship is close with the supplier and the

supplier provides feedback.

“In the end, without good supplier relationship management, we cannot deliver any of our

Projects or Service deliveries” — Interviewee F
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6 Discussion and conclusions

This chapter provides a comprehensive answer to the research questions. The answers are
presented as a summary of theoretical and empirical findings introduced in the previous
chapters, combining the results in relation to the original research questions and objectives.
The aim of this discussion and summary is to explain and evaluate the findings and present
the final answer to the research question. In this chapter, the suggested new model for critical
material supplier segmentation is introduced as a tool to use with suggested, new SRM

Strategy Cycle.

6.1 Research questions answered

First sub research question was “What characteristics should be considered and how to
define material criticality in Company X?”. In order to answer this question, the aspect of
material criticality and critical materials were examined through the theoretical perspective
and then from the interviewee’s perspective. Material Criticality can be defined multiple
ways according to literature. It could be stated that critical materials are materials that have
high economic importance, and the company cannot function properly without it (Lapko &
Trucco 2018; Pfeffer & Salancik 1978). Three different matrixes were introduced in the
theory of this study. These matrixes can be used as a tool to define and segment suppliers
based on the materials they provide. These segments can be then used as a base to SRM
strategies. The introduced matrixes are Krajlic’s Portfolio Matrix (1983), Commodity
Portfolio Matrix by Handfield et al. (2000), and The Lean and Agile purchasing portfolio
model by Drake et al. (2013).

The empirical findings suggest that critical materials in the Company X are defined as
materials that has large purchasing volumes, or materials that have tight schedule in the
project, or materials that cannot be replaced by any other solution, or materials that have
single source. The interviews revealed that in the Company X, the current key suppliers are
suppliers that provide critical material. Even though the interviewees in general all supported

to have open communication with suppliers, they all agreed that the supplier should not be
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aware if they are a single source supplier for Company X. This information could give
leverage for the supplier, and they could for example increase the price of critical materials.
One of the mentioned risks was that the Company X employees create critical materials by

their own actions, meaning that they do not explore and get familiar with the alternative

solutions.
H Leverage Material Supplier Cntl{i'ail(Materlal .SuPpller
I ey Supplier
G | High Level_(éfASi’F t Specificity High Level of Asset Specificity
éu H uppher - both Buyer and Supplier
s
=
X
4.
=
=]
>
= L Non-critical Material Supplier Bottleneck Material Supplier
=
@ % Low Level of Asset Specificity | High Level of Asset Specificity
- Both - Buyer
1 LOW HIGH
I Profit Impact |

Figure 10 Supplier Segmentation Matrix for Company X

Based on the theoretical findings and the empirical answers, the Supplier Segmentation
Matrix for Company X was conducted and presented in the Figure 10. In this Matrix, the
supplier can be segmented into four different segments: Leverage Material Supplier (Blue),
Critical Material Supplier (Green), Bottleneck Material Supplier (Orange), or Non-critical
Material Supplier (White). Blue and Green segment suppliers have high purchasing volume.
White and Orange suppliers have low purchasing volume. Green and Orange suppliers have
high profit impact, and Blue and White suppliers have low profit impact. Additionally, the
concept of Asset Specificity is added to the Matrix. Asset Specificity determinates the degree
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of investment on a specific asset inside the relationship. In Green segment suppliers, the
level of assets specificity is high on both sides — Buyer and the Supplier. This means that in
this relationship both supplier and buyer are eager and ready to make particular efforts in
order to have a good performance in the relationship. In Orange segment suppliers, there is
high level of Asset Specificity from the buyer, meaning that the buyer has the intention and
desire to improve the relationship, however the supplier is not that invested. The level of
Asset Specificity is high in Blue segment from the supplier side, meaning that the byer is not
interested that much on developing the relationship. In White segment, Asset Specificity is

low from both supplier and buyer.
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2. Assess the current
5. Monitor Status and relat1onsh1'p with
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Development communication with
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Figure 11 SRM Strategy Cycle for Company X

The second sub research question was “How can Company X manage the critical material
suppliers?”. To successfully manage its critical material suppliers, Company X should
implement the SRM Strategy Cycle which was created based on the theoretical and empirical
findings of this study. Illustrated in Figure 11, this cycle contains five steps designed to
provide clear and simple guidelines for future SRM strategy implementation and monitoring.
The SRM Strategy Cycle aims to help Company X improve supplier relationships, gain

competitive advantage, and maximize value from key suppliers. This cycle is derived from
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Ellram's (1995) 5-phase cycle for managing supplier relationships and Handfield et al.'s
(2000) process map for supplier development, combined with the empirical findings from
the interviews of Company X representatives. The steps of the SRM Strategy Cycle are
detailed in Table 6 The steps in the Cycle should be supported by internal and external
success factors, which are mentioned in Wagner and Boutellier (2002) study: external
success factors are goal balance, trust and communication, and the internal factors for

success being top-management support and cross-functional teamwork.

Step 1 Segmenting supplier with the matrix:

In the first step the supplier is segmented by using the Supplier
Segmentation Matrix for Company X that is presented in the Figure 10.
This will help the Company X to identify which suppliers to choose to have
more close partnership. If the supplier is Non-critical Material supplier,

there is no immediate need for applying SRM strategy.

Step 2 Assess the current relationship with Supplier:

The current status with the supplier should be assessed internally: how is
the supplier performance and quality? What issues there has been with the
supplier? What are the needs and expectations from the supplier in the
future? How the relationship should be developed? What is the current
status related to power in the relationship? In this step the strategic and
operative requirements for the relationship are defined with top

management support.

Step 3 Establish relationship and open communication with supplier:

In the third step, the relationship should be established by having a cross-
functional meeting with the supplier representatives. It is important that in
this meeting top management from both sides is involved since it will help
to establish the escalation lines. It is important to define what are the
expectations for the relationship, and if there are some ways the supplier
will be monitored in the future. From the very beginning, there should be
open communication with supplier, which helps to create trust in the

relationship.




72

Step 4

Implement Supplier Development:
Select suitable SD activities and implement those with the supplier:

- supplier evaluation

supplier certification

- site visits

- supplier training and education

- knowledge transfer

- financial support or investments in the supplier

- feedback sessions

- collaboration on improving supplier material or processes

- technical assistance

The development activities should be selected based on the needs of the
supplier, since these are tools that can be used as a way to effect on

suppliers’ behavior and thereby suppliers’ performance.

Step 5

Monitor status and Modify strategies:

The last step should contain regular meetings with the supplier, where the
status of the relationship and development is monitored, and feedback is
given openly. Supplier satisfaction should be monitored. In this step, the
strategy can be modified if there are no visible results or supplier is
performing poorly. Additionally, in this step the supplier relationship can

be terminated.

Table 6 SRM Strategy Cycle Steps

The answer to the main research question: What Supplier Relationship Management strategy

is best for critical material suppliers in Company X? must be evaluated through a summary

of theoretical and empirical findings of this study.
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Supply Strategy is a created by company’s dynamic capabilities (Barney & Clark 2007) that
are the practices and procedures that are made in order to create value, and determined by
contingencies that define the specific context and situation where the strategy is applied
(Wiengarten et al. 2012). The company should first examine what is the current overall
strategy and how the supply chain should support the objectives of that strategy. When this
is defined, the company can assess what kind of tiers and networks they are surrounded by
(Tachizawa & Yew Wong 2014) and where in there the company is positioned, since the
position inside supply tier or network can affect on demand volatility, profitability, asset
intensity and the relationships (Hayes & Wheelwright 1984). According to Tachizawa and
Yew Wong (2014), contingency variables within the supply network or tier, which will affect
the creation of functional supply strategy are power, stakeholder pressure, nature of the
industry (static/dynamic) and material criticality. In the Company X, based on the empirical
findings, the current supply strategy is not present in the day-to-day work, especially in the
local business unit. There has been issues with aligning the supply strategy with the
Company X overall strategy, which is currently developed and updated. The interviewees
wished to have a clear supply strategy, where the roles would be defined. Additionally, this
would help the Company X to build a more visible procurement function inside the business

unit.

According to the interviews, biggest risks now with the current supply strategy are
underutilizing the procurement functions full potential, dependency on certain suppliers and
their capabilities, stagnate in current activities and strategies, access barriers, under-
resourcing in procurement function, and risks related to prices and delivery times.
Additionally, there were mentions in the interviews that the current systems are not
supporting the work and include a lot of manual work, where errors can occur easier. It was
seen as a risk, that since the Company X has a desire to grow in the future, could the suppliers
grow in the future needs? These risks should be addressed in the supply strategy and later on
in the supplier relationship management strategy. Interestingly, in the interviews it was
pointed out that the Company X is not eager to invest on having a safety stock, even if these
components could be critical for project milestones. This is something that should be re-
considered in the future, since having a small safety stock could be competitive edge, if the

delivery times are long and therefore competitors need to wait.
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Flexibility, collaboration, information sharing, coordination and control, and visibility are
resilience enablers in supply chain management (Roberta Pereira et al. 2014). These
combined with the overall risk monitoring have positive impact on the Company X’s supply
chain (Jiitter & Maklan 2011) and therefore, the supply strategy should be built to also
support resilience (Scholten, Stevenson & van Donk 2020). The Lean practices can help
when building a resilience and supply strategy, however, there is challenge on balancing in
between resilient supply chain and lean supply chain (Andersson & Pardillo-Baez, 2020;
Chowdhury & Quaddus, 2017).

According to literature, a major part of Supply Strategy is Supply Relationship Management
(Harland 1996) and acknowledgement of interdependencies between parties to achieve long-
term benefits (Christopher & Jiittner 2000, 117). The companies are focusing on having
strategical key suppliers instead of large supplier base, which emphasizes the importance of
SRM. Gadde and Snehota (2000) mentioned, that the contingencies are important in SRM,
because of the rapid changes and evolvement of supplier portfolio and relationships. This
means that it is impossible to have a one singe strategy for each supplier, because the
capabilities and core competencies of suppliers can differ. Not necessarily all the suppliers
can provide competitive advantage for the buyer. (Dryer et al. 1998) Components of
successful SRM strategy are according to literature: commitment to long-term collaboration
(Lambert & Schwieterman 2012; Maloni & Benton 2000), continuous improvement (Park,
Shin, Chang & Park 2010), information sharing (Kumar & Rahman 2015), effective
communication (Wasthy et al. 2022), trust (Maloni & Benton 2000), various structural
interfaces between parties (Roberta Pereira et al. 2014), and open-ended dialogue (La Rocca
et al. 2019). These same SRM strategy components were found in the interviews as well and
are presented in the Table 4. Communication, trust, quality, honesty, easy to contact, similar
values, clear escalation lines, visible goals and rules, and joint development projects were
named as a successful supplier relationship component by the interviewees. Additionally,
these components contain same elements as resilience enablers, and therefore could be

argued that correctly build SRM strategy itself increases the resilience in company.

For successful relationship with supplier, the supplier needs must be also satisfied (Klobucar
& Erjavec 2019, 88; Wong 2000, S427). The buyer must have sufficient supplier

management skills and have the necessary expertise to establish, exploit, develop and
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follow-up on suppliers thoroughly and professionally (Wagner & Boutellier 2002, 82-84).
More intensive relationships, or even partnerships, have increased risk and dependency.
These kinds of relationships also tend to have high potential to create value for both buyer
and supplier (Vitasek 2013). SRM strategy should have at least two basic elements, first one
being supplier segmentation and second one being strategy for interaction and management
of those segments (Schuh et al. 2014; Wagner 2000). Different studies have suggested
additional elements or steps to build SRM strategy, for instance Ellram (1995) presented 5-
phase cycle for implementing SRM strategy, and Wagner (2000), and Wagner and Boutellier
(2002) suggested ten principles for buyer to implement and monitor SRM strategy.
According to the results in the interviews, the interviewees would like to have a SRM
strategy that is clear, well structured, focused on key suppliers, contains supplier
development plan, has clear goals for suppliers, has defined tools to measure supplier

performance, and additional product development and innovation with key suppliers.

Supplier Development is efficient tool especially when the supplier is hard to switch. There
are diverse ways to develop the relationship between buyer and supplier according to
literature. Additionally, the authors present different development activities, for example
such as supplier evaluation, site visits, supplier certification, providing capital for supplier,
knowledge transfer, supplier feedback sessions (Ghijsen et al. 2010; Wagner 2006).
Handfield et al. (2000) suggested a process map for supplier development. According to
empirical research, the supplier development was sometimes used as a tool to increase the
performance of key suppliers in the Company X. However, there was no mention of a general
strategy for it, instead it was done by some of the buyers in a way that they see suitable.
Usually, this development was activated if the supplier had quality issues or made a mistake.
The interviews revealed that supplier switching is seen difficult in Company X. This

highlights the importance of supplier development even more.

Power relations should be examined in the SRM and SD as well. Acknowledging the impact
of power on relationships and supply chain performance highlights its ability to promote
integration and enhance overall performance (Benton & Maloni 2005; Maloni & Benton
2000). Crook and Combs (2007) argue that companies leverage their bargaining power in
supply chains to influence negotiations and secure favorable terms, as competition has

shifted from individual companies to entire supply chains. Consequently, stronger members
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may exploit dependencies within the chain to capture a larger share of gains, sometimes at
the expense of weaker members. Cox (2004) presented a power matrix, which is a theoretical
approach to power regimes in supply management. This matrix can be used to evaluate the
power in buyer-supplier relationships. According to interviews, the Company X was seen as
a powerful and attractive partner for suppliers. However, few interviewees mentioned that a
part of the power comes from the overall size of the corporation where Company X is a
business unit. A part of the power was seen to come from the powerful customers that
Company X has. None of the interviewees think that Company X is using their power in a
wrong way, for example pressing the prices too low or taking advantage of suppliers that

they have power over to.

To conclude, the answer to the main research question of this study, “What Supplier
Relationship Management strategy is best for critical material suppliers in Company X is
the combination of answer for sub-questions. First, the material criticality is defined from
the Company X perspective and the suppliers can then be segmented by using the created
Matrix. Then the suggested SRM Strategy Cycle, which was made solely for the Company
X situation and needs, can be used and implemented. These provide a holistic SRM strategy

for Company X critical material suppliers.

6.2 Suggestions and managerial implications

Especially the Empirical findings highlight, that the Company X should focus first on
improving and strengthening their own processes, especially between the functions inside
the business unit. Currently, the issue is that procurement is not seen as strategic partner for
other functions as it could be. By mapping the current flow between the functions, the
problems could be identified and developed. This would improve the information flow
between the functions. It is clear, that the tasks that belong to the procurement function
should be done in the procurement function, meaning that procurement team should take
responsibility and lead in those tasks. The potential of strategic purchasing should be
highlighted internally, and procurement team should be more visible for other functions.
This requires, that there are enough human resources in the procurement team in place. This

requires support from the top management as well.
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Early involvement of procurement in projects and services deliveries will bring benefits to
the Company, when there is enough time to find optimal solutions. This can include sourcing
alternative suppliers and negotiating prices or other terms with current suppliers. For a
concrete suggestion, the procurement team could prepare an info slide into every quarter
meeting. Additionally, discussions and feedback sessions inside the Company within
different functions would create even more open communication between the teams. Lastly,
there should be more development in the tools related to measuring supplier performance. It
is important that as the Company starts to create more development activities with suppliers,
that these can be measured, and goals can be set for the suppliers. After the Company has its

internal processes in place and clarified, it can start to use the suggested SRM strategy cycle.

Another interesting finding from the empirical study was how the interviewees mentioned
that key suppliers have high buying volumes, but then defined critical material as a material
that does not necessarily have a high buying volume, instead the critical materials are
otherwise important for the project milestones for example. These answers contradict each
other. The suggestion is, that the Company X should closely monitor the current key

suppliers and the reasons how these suppliers became key suppliers.

Additionally, the findings from the study suggest that the Company X could benefit from
having a supplier day with the key suppliers. Meaning that those suppliers would be invited
to the Company X premises, where the future plans and strategies could be presented to the

suppliers.

Related to this research, during the writing phase some ideas occurred to the researcher for
the future investigation. Based on these findings the following research questions were
conducted:

- How has the suggested strategy worked in Company X?

- Has the SRM improved in Company X after this thesis?

- Buyer and Supplier attractiveness — how to be a desired customer for suppliers.

Finding answer to these questions in the future could provide interesting insights for the

Company X.
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Appendix

Appendix 1. Interview questions

1. Background information

a)
b)

Current role, department, years spent in the Company X
Background in tasks related to procurement, supply chain management,
supplier relationship management

2. Supply strategy

a)

b)
c)

d)

e)
f)

)
h)

How important would you describe the current activities related to supply and
procurement in your company?

Is procurement important for your company strategy?

Do you recognize that there is a strategy for procurement activities in your
company? If yes, what kind of strategy?

Would you say that the current procurement activities are align with the
company overall strategy?

What kind of supply strategy you think would be useful in your daily work?
How would you describe the current supplier base? Are there enough suppliers?
What kind of risks you see with the current supply strategy?

Would you say that top management in the company acknowledges the
opportunities with suppliers and supply strategy?

3. Supplier relationship management (SRM)

a)
b)

c)
d)

e)

f)
g)

h)

i)
)
k)

D

What kind of relationships does your company have with suppliers?

Are your company’s suppliers categorized in some way? If yes, how? If not, do
you think it should be done?

How would you define key suppliers for your company?

How many key suppliers your company have? Are these suppliers managed or
treated strategically different than other suppliers?

What factors would you name that are important for successful relationship
with supplier?

Are relationships with suppliers developed somehow?

What factors determinate from which supplier you select? Does the relationship
with the supplier effect on the decision?

Do you think that some suppliers are better than others, even though they
provide the same material? For example, better quality, service, reliability,
innovation

Is it easy to switch to another supplier if the first one does not succeed or
provide desired output?

How would you describe the power relations between your company and
suppliers? Do you think that your company has power over suppliers?

Are there problems regarding supplier relationship management in your
company? Can you name the reasons behind these problems?

How would you change the current supplier relationship management?

m) Do you see potential risks with the current suppliers? If yes, what kind?
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4. Material Criticality

a)
b)

©)
d)

e)
f)

g)

h)

In your own words, what is a critical material?

What kind of materials are critical for your work?

Does your company have multiple suppliers for critical materials?

Does your company prioritize supplier relationships based on the criticality of
materials they provide? For example, try to have more close relationship with
regular meetings

How important you see the collaboration with suppliers in order to create
transparency and visibility into critical material supply chain?

Would you see that there is a benefit of managing suppliers that provide critical
material differently? Why?

Would you say that suppliers should be aware of the criticality of the materials
they provide? How this awareness might impact the relationship between
company and supplier?

Do you see risks with the critical material suppliers? How does your company
assess these risks?

Haastattelukysymykset

1. Taustatiedot

a)
b)

Nykyinen rooli, osasto, vuodet, jotka olet tydskennellyt Yritys X:ssi
Tausta hankintatehtévissd, toimitusketjun hallinnassa, toimittajasuhteiden
hallinnassa

2. Toimitusstrategia

a)
b)

©)
d)

€)
f)

g)
h)

Kuinka tarkeind kuvailisit nykyiset toimitus- ja hankintatoimet yrityksessdsi?
Onko hankinta tirkedd yrityksesi strategiassa?

Tunnistatko, ettd yritykselldnne on strategia hankintatoimille? Jos kyll4,
millainen strategia?

Sanoisitko, ettd nykyiset hankintatoimet ovat linjassa yrityksen yleisen
strategian kanssa?

Millainen strategia olisi mielestési hyodyllinen péivittdisessd tyOssési?
Miten kuvailisit nykyistd toimittajakantaa? Onko riittdvésti toimittajia?
Minkaélaisia riskejd ndet nykyisessa toimitusstrategiassa?

Sanoisitko, ettd yrityksen ylin johto tunnustaa tavarantoimittajien ja
toimitusstrategian mahdollisuudet?

2. Toimittajasuhteiden hallinta

a)
b)

©)
d)

e)

Millaisia suhteita yritykselldnne on toimittajiin?

Onko yrityksenne toimittajat luokiteltu jollakin tavalla? Jos kylld, miten? Jos ei,
pitdisiko mielestdsi se tehdd?

Miten médrittelisit avaintoimittajat yrityksellesi?

Kuinka monta avaintoimittajaa yritykselldnne on? Hallitaanko tai kohdellaanko
nditd toimittajia strategisesti eri tavalla kuin muita toimittajia?

Mitka tekijét ovat tirkeitd onnistuneelle suhteelle toimittajan kanssa?



f)
g)

h)
)
)

k)
D
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Kehittyvitko suhteet toimittajien kanssa jotenkin? Esim. epikohtia kdyddén lapi
Minka tekijoiden perusteella valitset toimittajan? Vaikuttaako suhteesi
toimittajaan jotenkin paitokseen?

Uskotko, ettd jotkut toimittajat ovat parempia kuin toiset, vaikka ne tarjoavatkin
samaa materiaalia? Esimerkiksi parempi laatu, palvelu, luotettavuus, innovaatio
Kuinka kuvailisit valtasuhteita yrityksesi ja toimittajien vélilla? Uskotko, ettd
yritykselldsi on valtaa toimittajiin?

Onko yrityksessési ongelmia toimittajasuhteiden hallinnassa? Voitko nimeti
nédiden ongelmien syitd?

Kuinka muuttaisit nykyisté toimittajasuhteiden hallintaa?

Néetkd potentiaalisia riskejd nykyisissd toimittajissa? Jos kylld, millaisia?

m) Onko helppoa vaihtaa toiseen toimittajaan, jos ensimmaiinen ei onnistu tai tuota

haluttua tulosta?

3. Materiaalin Kriittisyys

)

h)

Oman kuvauksesi mukaan, miké on kriittinen materiaali?

Minka tyyppiset materiaalit ovat kriittisid tyosi kannalta?

Onko yritykselldsi useita toimittajia kriittisille materiaaleille?

Kuinka yrityksesi priorisoi toimittajasuhteita kriittisyyden perusteella?
Kuinka tirkedna niet yhteistyon toimittajien kanssa ldpindkyvyyden ja
ndkyvyyden luomiseksi kriittisen materiaalin toimitusketjussa?

Naetko, ettd olisi hyotyd hallita toimittajia, jotka toimittavat kriittista
materiaalia eri tavalla? Miksi?

Sanoisitko, ettd toimittajien tulisi olla tietoisia toimittamiensa materiaalien
kriittisyydestd? Miten tdma tietoisuus voi vaikuttaa yrityksen ja toimittajan
viliseen suhteeseen?

Naetko riskejd kriittisten materiaalien toimittajissa? Onko ndma riskit
huomioitu?



