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ABSTRACT 
 
Virpi Ritvanen 
Purchasing and supply management capabilities in Finnish medium-sized enterprises 
 
Lappeenranta, 2008 
210 p., 36 Figures, 15 Tables, 3 Appendices 
 
Acta Universitatis Lappeenrantaensis 311 
Diss. Lappeenranta University of Technology 
ISBN 978-952-214-604-5 
ISSN 1456-4491 
 
Purchasing and supply management (PSM) has become increasingly important for companies 
to survive in current highly competitive market. Increased outsourcing has extended the role 
of PSM, making external resource management and supplier relationships critical success 
factors in business. However, the recent research has mainly concentrated on large 
enterprises. Therefore the PSM issues related to medium-sized enterprises represent a 
significant research area. 
  
The thesis aims to explore the status and role of PSM in Finnish medium-sized firms, 
understand how strategic companies consider PSM to be, clarify what are the competence 
requirements for PSM professionals, and increase the understanding of PSM capabilities 
needed from the points of view of individual competence and organisational capabilities. 
 
The study uses data that was collected in 2007 from purchasing executives at the 
director/CEO level representing a sample of 94 Finnish firms. 54 % of the respondent 
enterprises had a supply strategy. The total supply cost was on average 60 % of firms’ 
turnover. Centralisation of PSM and outsourcing of logistics will increase in Finnish medium-
sized enterprises. 
 
The findings point out that Finnish medium-sized enterprises had strategical features of PSM. 
However, Finnish firms have not concentrated on making strategies that relate to PSM. The 
elements that explain the existence of a supply strategy could be found in this study. It can be 
concluded from this study that there is an advantageous base for the development of strategic 
PSM, because nearly all the enterprises were of the opinion that PSM capabilities have an 
effect on business success. 
 
When reviewing the organisational capabilities, the five most important development 
elements were supplier relationships, both operational and strategic processes, time 
management, and personnel’s competence. Training in internationalisation, strategic 
management, and communication could help to improve competences of PSM personnel. 
 
Keywords: purchasing, supply management, capabilities, supply strategy, medium-sized 
enterprise, resource-based view, transaction cost economics 
 
UDC 658.7: 65.017.2 
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1 INTRODUCTION 
 

1.1 Problem statement 

 

The objective of this thesis is to explore Purchasing and Supply Management (PSM) 

capabilities in Finnish medium-sized enterprises. PSM tasks have become more knowledge 

intensive as efficiency and productivity have gained ground in companies. Through this, PSM 

capabilities are becoming an important asset for enterprises. As Rink and Fox (2003, 74) put 

it: “…’hand-to-mouth’ buying, which was nurtured to near perfection in the 1950s and 1960s, 

is giving way to a longer planning horizon.” The prevailing phenomenon in recent decades 

has been the development of purchasing from a reactive to a proactive function. Another 

meaningful issue is that the significance of the purchasing function has naturally grown 

because of companies’ strong reliance on outsourcing; during the last few decades, companies 

have increasingly concentrated on their core capabilities in order to become more specialised. 

In doing so, they have attempted to focus on a limited set of activities (Gadde & Håkansson 

2001). 

 

Medium-sized enterprises have a significant role in the national economy. This research 

focuses on medium-sized enterprises because of their recognised importance to economic 

activity, employment, innovation, and wealth creation in many countries. There has been 

relatively little attention paid to medium-sized enterprises and their PSM in the literature, 

especially in Finland, regardless of the fact that they are businesses with high growth and 

employment potential. Furthermore, purchasing and supply management of large companies 

has been studied quite a lot (see e.g. Carter & Narasimhan 1996b; Johnson, Leenders & 

Fearon 2006), but medium-sized firms have been left for minor attention. However, the 

behaviours of large firms do not adequately represent the experiences that medium-sized 

firms have in PSM or what they do in practice (see e.g. Zheng et al. 2007). There is also lack 

of empirical research for purchasing and supply management capabilities. Thus, there is a 

clear need to improve the understanding of this topic. 

 

Empirical evidence indicates that firms can obtain increased competitiveness and business 

profitability through developed purchasing functions. However, medium-sized enterprises are 
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not necessarily as focused on supply strategies and the development of purchasing operations 

as large enterprises. Purchasing in small and medium-sized enterprises (SME) tends to be 

fragmented and non-strategic. Large firms tend to have corporate procurement departments 

and professional buyers. In contrast, purchasing in SMEs is generally perceived to be of low 

priority. (Zheng et al. 2007) According to Quayle (2002b), few SMEs have separate 

purchasing functions, and the owner-managers’ duties often include purchasing. Crichton et 

al. (2003) reveal that large firms appear to be significantly more positive about purchasing’s 

contribution than smaller firms. Furthermore, there is evidence of lesser enthusiasm for e-

procurement in SME organisations (Cox et al. 2001). Although medium-sized companies 

have traditionally been locally operating business units, today these companies operate in the 

same business environment, global market, and competition areas, and have similar 

challenges for supply chain functions as larger enterprises. Therefore, supply management in 

medium-sized enterprises is a relevant and important research area. 

 

Both in the international context and in Finland, there are quite a few studies of purchasing 

and supply management in large companies. While planning this thesis, it was found that 

there were no previous studies that would have surveyed purchasing and supply management 

activity merely in the sector of medium-sized enterprises in Finland. Procurement, 

technology, design, production, distribution, and service are firm’s capabilities (Hart 1995) 

and thus, it is very important to explore the capabilities of PSM in Finnish medium-sized 

enterprises. 

 

In this study, the basic assumption is that firms have to concentrate on developing capabilities 

both on the individual and on the organisational level to improve their PSM. As Möller and 

Wilson (1995) note, organisational capability refers to the ability to possess, retain, and 

develop the capabilities an individual has. PSM professionals experience enormous changes 

in their daily work because of the changing environment, and new capabilities are required for 

effectiveness in their profession. 

 

Globalisation, information technology (IT), e-business, and outsourcing are some of these 

great changes. Medium-sized firms encounter increased pressure to improve cost efficiency 

continually against a backdrop of improving quality and service. Globalisation integrates 
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markets, technology, and countries in ways that affect companies and individuals as never 

before. Telecommunications link countries and companies regardless of their location, and 

also e-business and outsourcing have considerable implications for the future of purchasing 

and supply management. (See e.g. Zheng et al. 2007.) 

 

Firms are recommended to concentrate on their core business in outsourcing. Furthermore, 

companies often sell off activities that are not considered to belong to their core business. 

These kinds of changes in business lead to increased outsourcing and buying finished 

products, but also to growing significance of PSM. As a consequence, the share of supply 

management in the cost price of finished products has increased. This means that PSM will 

have even greater influence on firm’s financial result. Consequently, supply management is 

increasingly seen as a tool for successful business. These and other factors require that the 

procurement personnel modify their professional capabilities to address this changing 

environment. 

 

One way to survive in the growing competition is to increase the capability focus of 

purchasing and supply management (i.e. the added value gained from supply management). 

Therefore, the management and development of PSM and its capabilities are increasingly 

important. Supply management competencies have been studied both in the United States 

(Carter, Das & Narasimhan 2000) and Europe (Hughes, Ralf & Michels 1998). As the 

environment of PSM personnel is changing, so must the competencies of those professionals 

change as well (Croom 2000; Porter 2000). Organisations have to maintain, increase, and 

protect capabilities in addition to acquiring them. As a consequence, individuals commit 

themselves better to working and their motivation is increased. Even though professional 

competence has already been obtained, it is still a great challenge to maintain and enhance 

this competence. Knowledge and capabilities are important sources of strategic change. 

 

As a field of research, purchasing and supply management includes e.g. economics, 

psychology, sociology, and management. PSM enables and also requires analysis of problems 

from various perspectives and through various methodological approaches. Within the area of 

management, four disciplines have had the greatest impact on PSM: strategic management, 

organisational behaviour, marketing management, and operations management. This study 



16 

  

emphasises the area of strategic management. Porter (1980) has described the basic ideas of 

strategic management approach as follows: business is based on company specific vision, 

mission, and strategy combined with the available resources, competencies, and strengths of 

the organisation. 

 

Theories of strategic management, such as the resource-based view (RBV), the competence-

based view, and the knowledge-based view, have argued that a sustainable competitive 

advantage results from the possession of resources that are inimitable, not substitutable, tacit 

in nature, synergistic, and hard to transfer and accumulate (Barney 1991; Wernerfelt 1984) 

and that are not consumable because of their use (Davenport & Prusak 1998). Thus, the 

resource-based view of a firm and Transaction Cost Economics (TCE) are handled in this 

study theoretically in addition to the PSM theory. Marketing has also contributed important 

approaches to PSM theory such as organisational buying behaviour, relationship marketing, 

and the industrial network approach. Operations management, for one, provides concepts and 

theories regarding Supply Chain Management (SCM) and production and inventory control. 

In addition, value networks are worth of noting. (Virolainen 2006.) 

 

This research continues partly the study done by Paulraj et al. (2006) and considers 

competence, which includes knowledge, skills, and resources (Carr & Smelzer 1999), as an 

additional measurement indicator of strategic purchasing. Performance measures provide 

information, add knowledge, and aid decision making, and purchasing employees are a part of 

human resources. The more skills each employee possesses, the more valuable the employees 

are as a resource to the firm. Furthermore, it cannot be forgotten that financially, supply 

management has a remarkable influence on business. 

 

Because there are three research subjects in the study, PSM, capabilities, and medium-sized 

enterprises, this study aims at contributing to three different academic fields of study: study of 

purchasing and supply management, study of capabilities, and study of medium-sized firms. 

However, the first two provide the primary conceptual framework for the study, and the third 

one provides an empirical field that is applied to the purchasing and supply management 

approach. 
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1.2 Purpose of the study and research questions 
 

The main purpose of this research is to explore the purchasing and supply management 

capabilities in Finnish medium-sized enterprises. Many questions also take into account plans 

for a period of five years. More specifically, this thesis aims to: 

 

1. Explore the status and role of PSM in Finnish medium-sized firms; 

2. Understand how strategic companies consider PSM to be; 

3. Clarify what are the competence requirements for PSM professionals; 

4. Increase the understanding of PSM capabilities needed from the points of view of 

individual competence and organisational capability. 

 

There are also other interesting questions, for example what sets of personal qualities are 

needed to change purchasing from an operative function into a source of competitive 

advantage. Furthermore, are there gaps between the present and the desired competence? 

Comparison of present capabilities with desired goals reveals the gap between these two 

areas. A gap analysis is important in the capability management process. The capability gap 

should lead to the acquisition of capabilities if firms are going to develop them. That is why 

this study has concentrated on making capability gap analysis of the respondent firms. The 

capability gap analysis is based on every respondent’s self-assessments. Furthermore, this 

study handles e-commerce, globalisation and outsourcing activities, and the firms’ decisions 

related to these issues are of high importance. As Zheng et al. (2007) have noted they will 

continue to have a fundamental impact on purchasing and supply management. 

 

Purchasing and supply management theory is based on a resource-based view and the total 

cost of ownership theories. The following figure illustrates the theoretical positioning of this 

study. 
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Figure 1. Theoretical position of the research. 
 

The framework of this study is based on a project called Enhancing Global Logistics (EGLO), 

implemented partly at Lappeenranta University of Technology. The development programme 

was realised in 2004–2007, and its goal was to support the global competitiveness of Finnish-

based companies by promoting logistics research and development activities. The 

questionnaire survey of this thesis was implemented on the basis of the framework. PSM is 

composed of five different aspects that are based on the literature: 1) Status and role 

(questions 19-31), 2) Competencies and capabilities (questions 32-54), 3) Financial 

importance (questions 55-62), 4) Strategic supply (questions 63-75), and 5) Methods and 

indicators (questions 76-89). The first 18 questions in the questionnaire deal with the basic 

information of firms. The variables related to these five research areas are presented in 

Appendix 2. 

 

Due to supply strategy’s potential impact on different aspects of purchasing and supply 

management, six hypotheses are conducted: the existence of a supply strategy can be 

predicted (H1); firms that have a supply strategy take advantage of e-procurement more often 

(H2); firms that have outsourced their activities take advantage of e-procurement more often 

(H3); firms that have a supply strategy take advantage of outsourcing more often (H4); firms 
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that have a supply strategy consider financial issues more important (H5); and finally, firms 

that have a supply strategy consider competence in logistics more important (H6). These 

hypotheses are presented in Chapter 3.4 and tested in Chapter 5.2. 

 

1.3 Medium-sized enterprises as a research subject 

 

The scope of this thesis was limited to medium-sized enterprises. This study’s baseline is 

taken from the European Commission’s definition of small and medium-sized firms. 

According to the recommendation of the EC (Official Journal of the European Union, 

6.5.2003): “A medium-sized enterprise is an enterprise that employs fewer than 250 persons 

and that has an annual turnover not exceeding EUR 50 million, and/or an annual balance sheet 

total not exceeding EUR 43 million.” (Figure 2) 

 

Micro-firm Small firm Medium-sized firm Large firm 

 

Employs 0–9 10–49  50–249  250– 

Turnover/y X≤2 M€ 2<X≤10 M€  10<X≤50 M€ X>50 M€ 

 
Figure 2. Medium-sized firm in context of the EC definition and present research. 
 

Medium-sized enterprises have a significant role in the national economy. Empirical evidence 

indicates that firms can indeed obtain increased competitiveness and business profitability 

through developed purchasing functions. However, medium-sized enterprises are not 

necessarily as focused on supply strategies and development of purchasing and supply 

operations as large globally operating enterprises. Although medium-sized companies have 

traditionally been more locally operating business units, today these companies operate in the 

same business environment, global markets, and competition areas, and encounter similar 

challenges of supply chain functions as larger enterprises. Therefore, supply management in 

medium-sized enterprises is a relevant and important research area. Also e-business has 

remarkably affected business environment and supply chain operations of medium-sized 

companies. The following table presents the central figures of Finnish enterprises. 
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Table 1. Enterprises, turnovers, and personnel in Finland in 2005 (based on Statistics Finland, 2007). 
 
  Enterprises Turnover Personnel   
Size total % total % total % 
Micro 220 947 93.5 58 076 18.2 333 811 25.1 
Small 12 609 5.3 49 027 15.4 252 584 19 
Medium-sized 2 301 1 56 783 17.8 232 507 17.5 
Large 578 0.2 154 634 48.6 509 549 38.4 
Total 236 435 100 318 519 100 1 328 451 100 
 

Statistics Finland has defined size classes that are based on the number of personnel: small (0 

–less than 10), medium-sized (10–less than 250), and large (250 or more). 

 

Globalisation 

 

During the 1980s and 1990s, companies focused on cost efficiency and customer 

responsiveness, which led to two business strategies – global locations of production and 

distribution facilities, and time-based competition. These strategies have transformed the way 

in which business activities are nowadays organised and carried out. Industries are 

increasingly facing intensifying global competition. 

 

In Finland, medium-sized enterprises also operate in global markets although they have 

traditionally been more locally oriented. Hence, it is time for firms to increase education in 

purchasing and supply management in order to improve their business. Therefore, it is 

important to identify and prioritise those capabilities that have the greatest impact on 

effectiveness and efficiency of PSM. 

 

Globalisation and increased time-based competition are typical to the business environments 

of medium-sized enterprises. Although medium-sized companies have traditionally operated 

in local markets, local markets do not exist any more. All companies and organisations face 

global competition to some extent. Therefore, companies have to look for competitive 

advantages in delivery systems, flexibility, and innovation. All these approaches emphasise 

the importance of time, and the flexibility of the supply chain becomes a critical factor. In 

today’s business environment, the real competition is between supply chains or networks 
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instead of individual companies. Hence, the ability to operate in a network is an essential and 

critical success factor for medium-sized enterprises. 

 

Globalisation provides companies with many opportunities by generating more customers and 

potential market areas, but also by widening the potential supplier network. Globalisation 

creates many demands as well. The current global economy, for example, demands products 

of the highest quality at the lowest cost regardless of where the product has been 

manufactured. Operating in a global market may also increase the uncertainty of company’s 

operations, which may in turn lead to considerably increased inventories and longer lead-

times through global supply chains (Bhatnagar & Viswanathan 2000). The ultimate objective 

of global sourcing is to exploit both firm’s and its suppliers’ competitive advantages and the 

corresponding location advantages of various countries in global competition. By combining 

own and supplier networks’ high value inputs and by ensuring differentiation possibilities, a 

company can achieve a sustainable competitive advantage over its rivals (see e.g. Kotabe & 

Murray 2004). 

 

In most research results, sourcing is directly or indirectly pointed out as a key factor that can 

improve company’s competitive ability and its market position. This is one reason to why 

global sourcing should be defined as an integral part of the overall corporate strategic plan. 

Therefore, it must be based upon an overall sourcing plan, and it must have long-range 

dimensions. (Samli, Browning & Busbia 1998; Kotabe & Murray 2004.) 

 

Global sourcing has increasingly become a critical strategic decision that is influenced by the 

capabilities needed to compete in a worldwide market. Without established procurement plans 

or distribution and service networks, it is extremely difficult to exploit simultaneously both 

emerging technology and potential markets around the world. Global sourcing is quite natural 

development trend because global competition is increasing, markets have integrated and 

thus, it is natural to increase global sourcing of components, parts, and raw materials. PSM 

professionals must be able to demonstrate that those competencies are necessary for them to 

be able to locate and evaluate global suppliers who have the potential to generate competitive 

advantage for the firm. Globalisation is accelerated by new technology, but it is still a force 

separate from technology. (Volker 2003.) 
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E-commerce 

 

Electronic commerce represents an inter-organisational information arrangement that supports 

business-to-business electronic communication, information transfer, and transactions through 

a network that can be either public or private (Dain & Kauffman 2002; Min & Galle 2001). E-

business development in supply chain management follows a number of distinct phases of 

evolution (Croom 2005). In the first phase, firms use e-mail and websites to gain improved 

access to customers and markets. In the second phase, the emphasis is on the management of 

customer relationships. The third phase represents the utilisation of e-business systems to 

support operations process management. The fourth phase includes a move to integrated e-

supply chain management and greater management of total costs of purchasing. The last 

phase emphasises integrated e-supply chain management such as global positioning. 

 

E-commerce is changing the strategies of supply management and the relationships of 

participants in the supply chain. Electronic commerce expands the marketplace to 

international markets because through electronic market places, also medium-sized 

enterprises can easily and quickly reach more customers, as well as the best suppliers and the 

most suitable business partners worldwide. Electronic business and supply chain offer 

therefore another structure for companies that seek adaptability and flexibility in highly 

dynamic business environments. 

 

E-commerce tools include the Internet, extranet, intranet, and electronic catalogue access. E-

procurement tools, such as auctions, provide pricing visibility not otherwise available. In 

electronic auctions and open marketplaces costs of comparison are low and transparency in 

terms of prices is generally high. For procurement purposes, reverse auction is the most 

relevant tool. In these auctions, buyers invite sellers to bid, and the lowest bidder gets the 

deal. When addressing open marketplaces for procurement, a classification can be made 

between what firms buy (i.e. either operating inputs or manufacturing inputs) and how firms 

buy (i.e. either on a spot basis or through long-term contracts). 

 

It has been noted (Turban & Gehrke 2000; Williams, Esper & Ozment 2002) that electronic 

business has changed the way how companies communicate and interact with their 
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environments. Increased integration helps members of supply chain networks to create new 

products, penetrate new markets, and find new customer segments. However, Harland, 

Brenchley & Walker (2003) argue that the Internet and electronic business increase supply 

network’s speed and complexity, and thus, they also increase risks. 

 

1.4 Structure of the thesis 

 

This thesis is structured as follows (Figure 3). Introduction discusses e.g. the problem 

statement and medium-sized enterprises as a research subject. The next chapter provides an 

overview of the literature and conceptual framework used in this study, and it handles the 

Purchasing and Supply Management as well as the Resource-based View and Transaction 

Cost Economics theories. PSM capabilities framework is introduced in Chapter 3. The fourth 

chapter reflects methodological issues: variables, data and data collection, and methods of 

analysis and interpretation. Chapter 5 reports tested hypotheses and the main results of this 

research. Finally, Chapter 6 is devoted to conclusions that summarise the main findings, 

contributions, implications, and limitations of the study. Furthermore, it will propose some 

ideas for further research. 
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Figure 3. The structure of the thesis. 
 

In this study, descriptive analysis has a notable role; e.g. competence requirements and 

competence gaps are handled in that part. 
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2 CONCEPTUAL FRAMEWORK 

2.1 Concepts 

 

The main concepts of this thesis are purchasing, procurement, purchasing and supply 

management, capability, and medium-sized enterprise. There is some confusion in the use of 

these terms in the existing literature of the field. In addition to purchasing or buying, also 

procurement and supply management are often used as comparable terms. Essentially, they all 

refer to material acquirement appearance and are highly important for business. In this thesis, 

a medium-sized enterprise is defined according to the recommendation of the European 

Commission (see Chapter 1.3). Furthermore, it is important to clarify the terms “buying”, 

“sourcing”, and “supply” as well as “competence” and “capabilities”. 

 

2.1.1 Buying, purchasing, procurement, supply management, sourcing 

 
The development of the purchasing function’s role is sometimes described as a process in 

which the responsibility has gone from buying to supply management via procurement. 

Purchasing as in “buying” represents purchasing activities and responsibilities that deal with 

buying goods and services needed and making sure that the basic function of the items bought 

is acquired at favourable conditions. Axelsson et al. (2005) consider purchasing to be of a 

rather narrow scope with a low degree of sophistication. According to the authors, purchasing 

as in “procurement” deals with acquisitioning and optimising the flow of materials, implying 

a widened role of purchasing. It means that not only price but also volumes and time aspects 

are being taken into account. Purchasing as in “supply management” increases the scope 

further, and includes also the formation of supplier structures, the development of suppliers’ 

capabilities (resources, knowledge), improving administrative routines and so on. All this is 

done in order to reduce total costs. In Figure 4, the development steps of purchasing function 

are described according to Axelsson et al. (2005). 
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1950sÆ  1960–1980sÆ 1990sÆ 

 
Figure 4. The development of purchasing function’s role (adapted from Axelsson et al. 2005). 
 

In this study, purchasing is seen in the same way as Axelsson et al. (2005) see it: purchasing 

covers all activities for which the company receives an invoice from outside parties. Hence, 

purchasing includes inter-company business, counter trade arrangements, and the hiring of 

temporary personnel from outside agencies. It includes all activities that are required to get 

the product from the supplier to its final destination. It encompasses the purchasing function, 

stores, traffic and transportation, incoming inspection, and quality control and assurance. 

 

Supply appears to have differences in connotation between North America and Europe. In 

America, “supply” covers the store’s function of internally consumed items such as office 

supplies, cleaning materials, etc. However, in the United Kingdom and Europe, the term 

“supply” seems to have a broader meaning which includes at least purchasing, stores, and 

receiving. (van Weele 1999, 9-11) Harland (2000) thinks that supply provides what is 

demanded, now and in the future. It focuses on resources and operations to serve end 

customers. Earlier, Harland, Lamming and Cousins (1999) came to a conclusion that supply is 

not only about satisfying existing customers. It is about generating, capturing, and 

maintaining end customer demands. Future business is about innovation, knowledge, learning, 

and supplying through interorganisational networks. (Harland et al. 1999.) 

 

Principles of supply concept consist of generating, capturing, and maintaining end customer 

demand, it is not only about satisfying existing customers. In this thesis, the term “supply 

management” is used to denote to one of the two principal activities in business, the other 

being demand management. “Central to the concept of supply are the purchasing, use and 

transformation of resources to provide goods or service packages to satisfy end customers 

today and in the future, and the organisational structuring decisions that accommodate global 

markets.” (Harland et al. 1999, 662) Also Cousins and Spekman (2003, 20) emphasise 

Purchasing as in 
”bying” 

Purchasing as in  
”procurement” 

Purchasing as in 
”supply 
management” 
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customer satisfaction view in supply management by saying that “ultimately, the goal is to 

contribute to end-use customer satisfaction”. 

 

Harland et al. (2006, 730) also define supply management in comparison to SCM and 

logistics. The authors state that “…supply management is an encompassing term rather than 

the more specific, functionally orientated topics such as supply chain management, 

purchasing, procurement, and logistics.” The terms ”supply management”, ”SCM”, 

”purchasing and supply”, ”logistics”, and ”supply” are used to refer to larger similar domains, 

problems, and processes. The term “supply management” is used despite the fact that supply 

management is not yet a discipline. It is, however, an emerging subject area. (Harland et al. 

2006, 740.) 

 

Axelsson et al. (2005) use the term sourcing rather than purchasing to reflect their emphasis 

on strategic and tactical purchasing activities. They consider sourcing essentially as a cross-

functional process which aims at managing, developing, and integrating supplier capabilities 

in order to achieve competitive advantage. This does not only involve externally oriented 

activities, such as supplier performance measurement and market research, but also internally 

oriented activities such as the development of organisational mechanisms like cross-

functional buying teams and human resource development. The authors also use purchasing 

and supply management as a synonym for sourcing, to reflect this combination of internally 

and externally oriented activities, which obviously in reality will be very closely connected to 

each other. E.g. also specification setting is included in sourcing. It can be said that sourcing 

involves all activities that lead to an incoming invoice. 

 

Strategic purchasing needs to be dissociated from the concept of purchasing strategy. 

According to Ellram and Carr (1994), there seem to be three distinct types of “purchasing 

strategy”: 1) specific strategies employed by the purchasing function, 2) the role of 

purchasing in supporting the strategies of other functions and those of the firm as a whole, 

and 3) the utilisation of purchasing as a firm’s strategic function. In this study, the interest is 

in the first type. Further in this research, buying, purchasing, procurement, purchasing and 

supply management, and sourcing are defined according to the above-mentioned definitions 
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of Axelsson et al. (2005) and Harland (1999, 2000, 2006). Thus, sourcing and purchasing and 

supply management are considered as broader terms than procurement, purchasing, or buying. 

 

2.1.2 Purchasing and Supply Management (PSM) 

 

There are at least three schools in research that concern purchasing and supply management. 

In this chapter, these three schools are briefly presented together with supply strategy 

philosophy. 

 

The first school, Supply Chain Management (SCM), sees purchasing as a part of logistics, in 

which case the point of view is in development of logistics process innovations (e.g. ECR, 

VMI). SCM scholars tend to respect tangible product or service supply networks and value. 

(e.g. Lambert et al. 1998; Mentzer et al. 2001). The second school, the Industrial Marketing 

and Purchasing (IMP) group, is focused on the relationship between buyer and supplier with 

less emphasis on the transaction level. IMP group tends to build their work from one work or 

perspective, namely the Interaction Model (Håkansson 1982), which also forms the basis of 

their key model business networks: the Actors-Resources-Activities model. This means that 

the research focus is in the functionality of a relationship. The IMP stream of research has 

mostly tended towards manufacturing industries, albeit there are important exceptions (e.g. 

Woo & Ennew 2004). The third school is IPSERA (the International Purchasing and Supply 

Education and Research Association), which reviews purchasing and supply according to 

relationship and business, and only a bit as a logistics phenomenon. Thus, IPSERA is multi-

disciplinary, and therefore also multi-conceptual. In this study, the concept of purchasing and 

supply is based on the school of IPSERA. 

 

Various people have disputed about the difference between PSM and SCM, and although 

there are many overlaps, there are arguably also important differences. SCM is based on 

strategic management, operations management, and logistics (Lamming et al. 2000). PSM 

generally has the greatest degree of supplier contact, particularly related to supplier pricing 

and cost management. Therefore, PSM is the logical leader of organisation’s supplier cost 

management efforts. When PSM is perceived as an important corporate function directly 
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accountable for its results, it will more likely participate in strategic cost management 

activities that result in improved financial performance (Zdidisin, Ellram & Ogden 2003). 

 

For many decades, purchasing personnel have functioned as clerks as they let bids to multiple 

suppliers and have followed administrative procedures to issue purchase orders. Performance 

was measured by using accuracy and the number of purchase orders as well as on-time 

delivery statistics of suppliers (Scheuing 1998). During the 1990s, procurement function 

began to gain ground in corporate strategy as PSM professionals and chief executive officers 

recognised the effect of procurement on business performance (Goh, Lau & Neo 1999; 

Scheuing 1998). The philosophy of short-term contracts based on competitive bidding 

generated adversarial relationships between customers and suppliers. At the same time, 

partnerships and long-term alliances began to replace adversarial transactions. A partnership 

is a specific relationship that requires an element of continuity and focus on issues beyond 

price. Long-term relationships require procurement professionals who can manage customer-

supplier relationships, relate to other functional areas of the business, and understand 

procurement’s role in business performance (Goh et al. 1999). 

 

Operational and strategic points of view are one possibility to examine the role of supply 

management. A strategy can be seen as a plan of action designed to achieve given goals and 

objectives. Supply strategies vary from one purchasing situation to another because each 

situation is unique. Thus, every strategy has to be tailored to the type of product being 

purchased, the stage of the procurement cycle, the past purchasing history, the nature of the 

supply environment, and the buying company itself: its resources, negotiation strength, and its 

purchasing policies (Corey 1978). 

 

According to Scheuing (1998, 40), purchasing strategy can be described as “a set of rules…of 

the firm’s purchasing effort over time in response to changes in competition and the 

environment so as to permit the firm to take advantage of profitable opportunities. In other 

words, the entire process of formulating, implementing, and evaluating purchasing strategy is 

directed at producing an optimum fit between a firm’s corporate and purchasing resources on 

the one hand and its environmental constrains and opportunities on the other.” 
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Watts, Kee and Hahn (1992, 5) state that purchasing strategy can be viewed as “the pattern of 

decisions related to acquiring required materials and services to support operations activities 

that are consistent with the overall corporate competitive strategy”. Therefore, the supply 

strategy should always be integrated with the corporate strategy, and it should be based on the 

objectives and strategic principles of the firm. 

 

According to Arnold (1998), supply strategy is comprised of six sub-strategies, which are the 

supplier, object, area, time, subject, and site sub-strategies. Each of these has at least two 

attributes, described as sourcing concepts. The firm has to choose the optimal sourcing 

concept from every sub-strategy, and all the selected sourcing concepts form the supply 

strategy of the firm. 

 

Nowadays, the strategic character of supply management has been largely recognised. In 

supply management, the strategic level deals with decisions that have a long-lasting effect on 

the firm. These include decisions regarding the number, location, and capacity of inventories 

and manufacturing plants and the flow of material through the logistics network. The tactical 

level includes decisions that are typically updated anywhere between once every quarter and 

once every year. These include purchasing and production decisions, inventory policies, and 

transportation strategies, including the frequency with which customers are visited. The 

operational level refers to day-to-day decisions such as scheduling, lead-time quotations, 

routing, and truck loading. (Simchi-Levi, Kaminsky & Simchi-Levi 2004, 13.) 

 

Carr and Pearson (1999) state that when strategic purchasing increases, it is expected that 

firm’s communication, cooperation, and coordination with key suppliers increase as well. As 

purchasing evolves from a clerical to a strategic role in the firm, purchasing professionals 

tend to focus their attention on issues that are consistent with the firm’s goals. According to 

purchasing professionals, more cooperative relationships with key suppliers are in the best 

interest of the buying firm. A few years later, Carr and Pearson (2002) defined the purchasing 

function as non-strategic or strategic. A non-strategic purchasing function is clerical in nature, 

reactive to other functions, non-integrative and focuses on short-term issues. Carr and 

Smeltzer (1997) had noticed earlier also that many firms recognise the value added of 

strategic purchasing to the firm. In these firms, purchasing is proactive and has the necessary 
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status, skills, and resources to perform at a strategic level. In fact, their research presented one 

of the first efforts to operationalise strategic purchasing. The authors empirically developed 

four indicators that correlate to the level of strategic purchasing: status, knowledge and skills, 

risk, and resources. Status explains how the function is perceived inside the firm. Knowledge 

and skills refer to the knowledge of supplier markets, analytical skills, and purchasing 

performance measurement. In this connection, risk means willingness to take advantage of 

new opportunities and foresight. Resources include access to information. 

 

As Dubois and Wynstra (2005, 77) state: “The strategic role of the purchasing function is 

determined by its ability to establish and develop relationships with suppliers that may 

contribute to the performance of the firm both in a short and in a longer time perspective”. At 

the same time, Axelsson et al. (2005) noticed that purchasing and supply management’s role 

in business strategy is changing. The three main objectives for PSM (i.e. sourcing) to 

contribute to an organisation’s competitive position are: 

 

-  cost optimisation (e.g. lower purchase price, transaction cost, overhead costs etc.) 

-  asset utilisation (e.g. outsourcing, inventory management etc.) 

-  value creation (e.g. new products/process development, quality improvement etc.). 

 

Nollet, Ponce and Campbell (2005) distinguish “strategy” and “strategies” in supply 

management. The authors see that “strategy” consists of corporate strategy and business 

strategy, when as in supply management “strategies” consist of e.g. service acquisition 

strategies, supplier selection strategies, and outsourcing strategies. 

 

Harland’s (2000) definition of the concept of supply strategy highlights the new role of supply 

in the business context of the 21st century.  She considers that supply strategy involves design, 

development, and management of internal and external components of the supply system. 

Supply strategy operates at different levels. In supply strategy, the relationship is between 

buying and selling organisations. The relationship operates in the short-term when goods and 

services are exchanged between the two parties in return for payment, and in the long term 

when collaboration over time causes long-term bonds to form between the organisations. The 

supply network includes suppliers and suppliers’ suppliers and so on up to the original source, 
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and customers and customers’ customers and so on down to end customers. Strategic 

relationships are long-term and result in a reduction of the total supplier base such as the 

operational relationship is short term and includes inspection, receiving, and other routine 

activities. The tactical relationship can be seen as a medium time frame, which includes 

information sharing, supplier selection and evaluation, and supplier training. 

 

Carr and Smeltzer (1999) find that strategic purchasing is positively related to four supply 

management variables: supplier responsiveness, supplier communication, changes in the 

supplier market, and the firm’s performance. Earlier, Hadeler and Evans (1994) had identified 

partnering, supplier relationships, and strategic alliances with suppliers as strategies to focus 

and improve efficiency in procurement management. The authors also argue that, in capturing 

value in supply management and sourcing, an effective “strategy” must be developed and 

implemented. Later, Virolainen (1998) has found that the selected procurement strategy will 

differ depending on the business strategy, competencies, and the power of the company. 

Companies often use different purchasing strategies simultaneously, and the approach is 

determined by the character of the purchased products, the resulting complexity of the supply 

market, and the procurement requirements. Companies can enhance their market positions by 

developing a sourcing strategy that focuses on the character of the firm’s competitive 

strength. 

 

The appropriate procurement strategy clearly depends on the product type that the firm is 

purchasing, as well as on the level of risk the firm is willing to take. This risk is associated 

with: 

 

- uncertain demand, implying inventory risk 

- volatile market, price, implying price risk 

- component availability, implying a shortage risk with an impact on the firm’s ability to 

satisfy customer demand. (Simchi-Levi et al. 2004, 154.) 

 

It has recently been said that the perception of the strategic nature of supply depends on 

“firm’s strategic goals and priorities” (Cousins 2005, 403). The author has observed that “…if 

a firm adopts a cost focused approach to its competitive position it will unlikely consider 
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supply as a strategic process, because its’ competitive priority is to reduce cost.” On the other 

hand, if a firm sees itself as a differentiator in the market place, it is likely to take a more 

strategic view of supply. It is then seen as a source of competitive advantage through inter-

organisation collaboration management. (Cousins 2005, 422). 

 

Sourcing strategy began to evolve from its traditionally myopic form, focused on price, to a 

meticulous but uncompromising practice, geared towards the attainment of an array of world-

class suppliers. (Hall & Braithwaite 2001, 87.) Monczka, Trent and Callahan (1993) were 

among the first to highlight the key role of procurement and supply in world-class firms. 

According to Frazelle (1998), “world-class supply management” and “world-class supplier” 

are expressions that have become common in indicating the development of superior supply 

capabilities and performance. Nollet et al. (2005) emphasise that supply management has to 

be responsive, proactive, and innovative in building competitive capabilities. In many 

industries, innovation is often created collaboratively in a network of firms (Powell 1998). 

 

A strategic purchasing function can help a firm to sustain its competitive advantage in a 

number of ways. First, it provides value in the area of cost management. Second, it provides 

the enterprise valuable information concerning supply trends that will enable the firm to make 

better decisions and achieve its goals. Third, it establishes close relationships where 

appropriate with suppliers to improve the efficient quality and delivery of materials. (Hogan 

& Armstrong 2001.) 

 

Ramsay (2001) suggests that PSM activities could even add strategic value to a firm if they 

result in a sustainable competitive advantage for the firm. Critics argue that PSM personnel 

cannot provide a sustainable competitive advantage because competitors can imitate PSM 

activities. Ramsay’s (2001) response to these critics is that firms should develop assets and 

relationships that are difficult to copy. Human capital is difficult to duplicate, and PSM 

personnel possesses a wide range of capabilities. Volker (2003) insists that the skills of PSM 

professionals must evolve as the firm’s strategy and requirements change to maintain a 

competitive advantage. Unfortunately the temptation for buyers to gain short-term advantage 

still exists in supplier development to the detriment of long-term partnerships. Also, meeting 
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the needs of buying firms is not necessarily linked to development that enhances overall 

supply chain competitiveness. (Harrison & Van Hoek 2005, 264.) 

 

2.1.3 Competence and capabilities 

 

Individuals involved in the assessment of performance by others frequently refer to the 

competence or competency of other. Both competence and competency have a variety of 

meanings, as Moore, Cheng and Dainty (2002) have noted. 

 

The Oxford English Dictionary (2007) defines “competence” as: "sufficiency of means for 

living; easy circumstances; capacity to deal adequately with a subject; legal capacity; 

adequacy of the work”. “Competency”, in turn, is defined as: “the means of life; easy 

circumstances; capacity; the condition of being competent”. According to the dictionary, 

competence and competency are interchangeable. Both terms describe factors beyond success 

and performance of organisations. 

 

Burgoyne (1989) states that competence can be defined simply as the ability and willingness 

to perform a task. This definition possesses an element of willingness. Hayes (1979) defines 

competence in terms of being a number of possibilities: generic knowledge, motive, trait, 

social role, or skill of a person. These were also linked to the requirement to exhibit superior 

performance in their completion. This infers that an individual displaying competence should 

be able to apply their skills and/or abilities to work activity (Moore et al. 2002). Boyatzis 

(1982) supports this view by defining competence as “an underlying characteristic of a person 

which results in effective and/or superior performance in a job”. 

 

Spanos and Lioukas (2001) note that there is no explicit distinction between resources and 

capabilities in the early contributions. Later, Nooteboom (2004a, 511) has stated that there is 

considerable confusion about the similarities and differences between the notions of 

“resource, competence, and capability”. He defines competence as action orientated, and it 

entails an ability and a position to employ resources. Thus, it also includes knowledge. 

Resources include not abilities but entities, and access to finance and to markets of inputs and 

outputs. The “capabilities” of a firm form a wider concept in the ability to configure 
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competences and resources, in exploitation. “Dynamic capability” entails the ability to 

develop new competences and resources, and new configurations, in exploration. (Nooteboom 

2004a, 511.) Sanchez and Heene (1997) define competence fairly similarly as Nooteboom but 

they emphasise objectives. 

 

Armstrong (1998) suggests that “competences” describe what people need to be able to do to 

perform a job well, and “competency” is defined in terms referring to those dimensions of 

behaviour lying behind competent performance. Differences between the two terms are 

subtle. Moore et al. (2002, 316) suggest the following characteristics of the key terms: 

 

- competence – an area of work; 

- competency – the behaviour(s) supporting an area of work; and 

- competencies – the attributes underpinning a behaviour. 

 

Axelsson et al. (2005) have studied competence and capabilities in purchasing and supply 

management. According to them, skills and knowledge in combination with motivation 

provide the basis for an individual’s competence. Capabilities, in turn, most often refer to the 

abilities of a firm or an organisation to fulfil its assignments. Capabilities are the combination 

of human resources, technologies, production equipment and organisation as well as 

processes and procedures applied. (2005, 138-139.) 

 

In literature, the activities of core competence/competency are recognised and differentiated. 

The idea of a core competence is of particular interest to purchasing because it highlights the 

central strategic importance of make-or-buy decision-making. Once a company has identified 

its core competences, all other activities and resources are, by definition, non-core, which 

means that they have no strategic significance and may therefore be subcontracted to the best 

available suppliers. 

 

Chandler and Hanks (1994) define the core competency as a capacity of an organisation to 

coordinate these resources in a creative way in order to achieve a target or to fulfil a given 

task. Core competency can also be defined as know-how that enables the competitive edge to 
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create and provide value to customers (Hamel & Prahalad 1996). According to Quinn and 

Hilmer (1994), an organisation should: 

 

1) Identify its core competencies (these being “those activities in which it can achieve 

definable pre-eminence and provide unique value for customers”) and commit the 

organization’s resources to these activities; and 

2) Outsource all other activities for which the organization “has neither a critical strategic 

need nor special capabilities.” 

 

Prahalad and Hamel (1990, 82) define core competence as ”the collective learning in the 

organization”, and view this integral process “not only for knowledge production but also for 

the management of knowledge”. Hamel and Prahalad (1996) have later argued that an 

activity, process, or set of skills that is not only involved in the creation of a sustainable 

competitive advantage but can also be used to generate of a number of different products or 

services, might be called a “core competence”. 

 

Core competencies tend to be activities and skills in which organisations have long-term 

competitive advantage. These competencies are activities that an organisation can perform 

more effectively than its competitors, and which are of importance to customers and tend to 

be knowledge-based rather than simply depending on owning assets. Other non-core activities 

which are not of fundamental importance to the organisation’s competitive edge can be 

considered for outsourcing. In proposing core competencies as the starting point for strategic 

analyses, Hamel and Prahalad (1994) criticise the “fashion of customer orientation” and state 

that companies need to be able to go beyond what their customers ask for. According to 

Parolini (1999), the core competence and value net approaches are anything but incompatible 

and are in many ways complementary. Davenport and Harris (2007) use sophisticated 

analytics in their supply chain and customer-facing processes to create distinctive capabilities 

that help them serve their customers better and work with their suppliers more effectively. 

 

As well as the concepts of competence and competency, the terms of resources and 

capabilities are used in various different meanings (Sanchez & Collins 2001). As Winter 

(2000, 983) states: “…there is a rather thick terminological haze over the landscape where 
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“capability” lies”. However, capabilities usually refer to the ability to manage resources and 

consequently are considered more dynamic than resources. 

 

Significant studies on capabilities include Penrose (1959) and Richardson (1972). Amit and 

Schoemaker (1993), Dos, Santos and Williamson (2001), and Winter (2003) link 

organisational capabilities strongly to routines. Amit and Schoemaker (2003) state that 

capabilities involve routines and knowledge about how to carry out productive tasks 

effectively. Capabilities can be regarded both organisational and individual where 

organisational capability refers to the ability to possess, retain, and develop the capabilities an 

individual has (Möller & Wilson 1995). Winter (2003, 991) defines organisational capability 

as follows: “An organisational capability is a high-level routine (or collection of routines) 

that, together with its implementing input flows, confers upon an organisation’s management 

a set of decision options for producing significant outputs of a particular type.” 

 

Capabilities are a matter of knowledge (Prahalad & Hamel 1990; see also Teece, Pisano & 

Shuen 1997), and cannot be easily bought or sold in markets. Therefore knowledge resources 

have to be developed through experience. To build a base of capabilities means basically the 

creation of dynamic capability (Teece et al. 1997). According to Winter, capabilities are 

substantial in scale and significance. Further, capabilities are reflected in a large chunk of 

activity that enables outputs that clearly matter to the organisation’s survival and prosperity. 

Organisations have to be to able to leverage and develop their current capabilities to maintain 

their competitive advantage and further obtain added value. 

 

Teece et al. (1997) suggest that firm’s competitive advantage is grounded on specific asset 

positions and processes, organisational capabilities. Empirical evidence suggests that the way 

in which firm’s management has organised production is the source of differences in firms’ 

competence in various domains. Those competences that define a firm’s fundamental business 

are core ones. When an organisation finds its suppliers lacking in performance it can help 

suppliers to develop their capabilities. 

 

Teece et al. (1997) suggest that a firm’s capacity to renew its existing resource base, 

knowledge, and routines is crucial in changing operating environments in order to achieve 
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congruence with the requirements of business environments. The authors call this as renewal 

ability dynamic capabilities. “Dynamic” refers to the firm’s ability to create new asset 

combinations and “capabilities” to the knowledge, processes, and structures that are needed in 

asset-based development and organisational transformation. (Figure 5) It can be seen that the 

dynamic capabilities view is the evolutionary version of the resource-based view (e.g. also 

Eisenhardt & Martin 2000). 

 
Products 

Dynamic capabilitiesÆ 

Core competenciesÆ 

Routines/competencesÆ 

ResourcesÆ 

Factors of productionÆ 

 
Figure 5. Dynamic capability framework based on definitions by Teece et al. (1997). 
 
Teece et al. (1997, 516) see that factors of production are “undifferentiated” inputs available 

in disaggregate form in factor market. By undifferentiated they mean that they lack a firm-

specific component. Land, unskilled labour, and capital are typical examples. Resources are 

firm-specific assets that are difficult if not impossible to imitate. Trade secrets and 

engineering experience are other examples, and they are difficult to transfer among firms 

because of transactions costs and transfer costs. Organisational routines/competences are in 

question when firm-specific assets are assembled in integrated clusters spanning individuals 

and groups so that they enable distinctive activities to be performed. Examples include quality 

and systems integration. Differences in coordinative routines and capabilities seem to have a 

significant impact on performance variables such as development cost, development lead 

times, and quality. In turn, dynamic capabilities are the firm’s ability to integrate, build, and 

reconfigure internal and external competences to address rapidly changing environments. 

Finally, end products are the final goods and services produced by the firm based on utilising 

the competences that it possesses. The performance (price, quality, etc.) of a firm’s products 

in respect to its competitors at any point will depend upon its competences (which over time 

depend on its capabilities). 
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Dynamic capabilities are the subset of the competences/capabilities, which allow a firm to 

create renewed or new routines, producing renewed and new products and processes, and 

respond to changing market circumstances. Capabilities consist of routines. Routines are 

learnt behaviour, highly patterned, repetitious or quasi-repetitious, founded partly in tacit 

knowledge, and with specific objectives. The opposite of a routine is ad hoc problem solving. 

(Winter 2003.) 

 

The dynamic capabilities approach seeks to provide a coherent (and evolutionary) framework 

on how firms develop competitive advantage and maintain it over time. In essence, dynamic 

capabilities are about identifying the foundations that undergird long run enterprise growth 

and prosperity. In summary, dynamic capabilities refer to the (inimitable) capacity firms have 

in shaping, reshaping, configuring, and reconfiguring their asset base so as to respond to 

changing technologies and markets. If a firm possesses resources/competences but lacks 

dynamic capabilities, it has a chance to make a competitive return for a short period, but 

superior returns cannot be sustained. Dynamic capabilities not only include an organisation’s 

(non-imitable) ability to sense changing customer needs, technological opportunities, and 

competitive developments, but also its ability to adapt to – and possibly even to shape – the 

business environment in a timely and efficient manner. There is also a significant element of 

intentionality involved. (Augler & Teece 2007, 179.) 

 

Nooteboom (2004a) argues that firms need to maintain flexibility of competences and 

resources and their configurations for the sake of innovation in the form of Schumpeterian 

“novel combinations”. This yields to the claim that internally firms should concentrate on the 

activities at which they are best (“core competencies”) and outsource other activities as much 

as it is strategically possible. Nooteboom sees that considerations of capabilities are 

strategically more crucial than transaction costs, especially since for transaction costs there 

are instruments to control hold-up risk in outside relations. Dynamic capabilities entail that, in 

addition to the usual considerations of efficiency, flexibility, and speed, learning is an 

important goal of collaboration. (Nooteboom 2004a, 511-512.) 

 

Hughes et al. (1998) profile key factors in supplier and business relationships. Required 

competence is one of those factors. According to the writers, in free market competition both 
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parties must be committed to appropriate quality and competence of staff. When a 

relationship is a mix of competition and collaboration, suppliers are likely to be selected on 

the basis of their competence and ability to add value over the medium term. Finally, full and 

active collaboration and the possession of strategic competencies and capabilities may be at 

the heart of the relationship. Hughes et al. (1998) state that access to capability is becoming 

more important than merely sourcing a product or service. In turn, this requires a re-

evaluation of many of the methodologies being used to locate and assess potential suppliers. 

 

Hughes et al. (1998, 75-76) distinguish three types of capabilities in relational competence: 

secondary, complementary, and strategic capabilities. Secondary capabilities refer to 

capabilities that by their very nature are freely available within any market place. Such 

capabilities can be safely handled through shorter-term contracts and relatively arm’s length 

or competitive relationships. Complementary capabilities provide access to areas of expertise 

that will add significant value in the value proposition being delivered to end customers. They 

should normally be managed through more collaborative forms of contract and relational 

types and over a longer period than the less important secondary capabilities. They are prime 

targets for performance partnership and joint venture type arrangements. The third type 

concerns strategic capabilities, which are normally associated with the close meshing in of 

business processes in successful strategic alliances or cross-shareholding. In many 

circumstances their importance is such that they prompt one party to acquire the other. It is 

crucial that these capabilities are properly protected in order for the competitive advantage 

that is being delivered through such sophisticated ways of working not to be eroded or 

diluted. 

 

Further, Doz, Santos and Williamson (2001) distinguish six metanational capabilities: 

prospecting, accessing, moving, melding, relaying, and leveraging capabilities. According to 

the authors, these capabilities will allow the metanational to sense, mobilise, and 

operationalise underexploited pockets of knowledge scattered around the world. The 

challenge, for budding global competitors and existing multinationals alike, is to develop the 

capabilities and the organisational structures, processes, and incentive systems to harness 

them. (Doz et al. 2001, 82-83.) 
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Davenport and Harris (2007) remind that organisations that want to be competitive must have 

some attribute in which they are better than anyone else in their industry – a distinctive 

capability. The authors emphasise the meaning of capabilities. According to the writers, if 

analytics are to support competitive strategy, they must be in support of an important and 

distinctive capability. According to them, the capability varies by organisation and industry 

and might involve supply chains, pricing and revenue management, customer service, 

customer loyalty, or human resource management. Capabilities required to achieve supply 

chain excellence contains Return on Investment (ROI), implementation, and planning 

horizon. (Simchi-Levi et al. 2004, 271.) ROI is a widely used method for measuring 

shareholder value, and it is also used in this research as a financial figure. 

 

Blomqvist, Kyläheiko and Virolainen (2002) have developed a dynamic capability view and 

try to give rationales for identifying core capabilities of a firm. The authors also explore how 

dynamic capability view can help companies define their core capabilities and thus 

boundaries of the firm. They state that in the future particularly evolutionarily generating 

dynamic capabilities – like ability to accumulate learning and to creatively utilise external 

complementary capabilities – will be major determinants of firms’ business success. 

 

Later, Kyläheiko, Sandström and Virkkunen (2002, 65) bring out their conception of dynamic 

capability view of the firm as follows: ”…the company consists of human, physical and 

financial resources and its knowledge base, which, in turn, consists of already existing and 

routinely exploited, i.e. static and not yet fully developed or exploited dynamic capabilities, 

which both can be produced either internally by the firm itself of externally through the open 

market or network”. 

 

Davenport and Harris (2007) emphasise that organisations need to assess their level of 

analytical capability in three areas: organisation, human, and technology. The key elements of 

an analytical capability are the following: 

 

- Insight into performance drivers, choosing a distinctive capability, performance 

management and strategy execution and process redesign and integration 

(organization). 
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- Leadership and senior executive commitment, establishing a fact-based culture, 

securing and building skills, and managing analytical people (human). 

- Quality data and analytical technologies (technology). (Davenport & Harris 2007, 

111.) 

 

According to Davenport and Harris (2007, 108), the development of an analytical capability is 

an iterative process, as managers gain better insights into the dynamics of their business over 

time by working with data and refining analytical models. The literature on manufacturing 

capabilities indicates that quality capability forms the basis for improvement in other 

capabilities such as dependable delivery, flexibility, and cost (e.g. Rosenzweig & Roth 2004). 

 

This study utilises the following definitions of resources, competence, organisational 

routines/competences, core competence, capability, and dynamic capabilities: 

 

Resources: Resources include not abilities but entities, and access to finance and markets of 

inputs and outputs (Nooteboom 2004a). Resources are firm-specific assets that are difficult if 

not impossible to imitate (Teece et al. 1997). 

 

Competence: Action orientated, and entails an ability and a position to employ resources. 

Thus, it also includes knowledge. (Nooteboom 2004a.) Skills, knowledge, and motivation that 

provide the basis for the individual’s competence (Axelsson 2005). Therefore, competence is 

seen mostly as an employee’s area. 

 

Organisational routines/competencies: Activities required, when firm specific resources are 

assembled in integrated clusters to enable distinctive activities to be performed (Teece et al. 

1997). 

 

Core competence: Unique, distinctive, difficult to imitate, and superior to competition (Chen 

& Wu 2007). This is essential to a company’s survival in the short and long term. Core 

competence is greater than competence of an individual. Core competence is essential to the 

development of core products and eventually to end products. 
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Capability: Can also be defined as the combination of human resources, technologies, 

production equipment, and organisation, as well as processes and procedures applied. This 

refers most often to the abilities of a firm or an organisation to fulfil its assignments 

(Axelsson et al. 2005). 

 

Dynamic capabilities: The firm’s ability to integrate, build, and reconfigure internal and 

external competencies/capabilities to address rapidly changing environments. They reflect 

firm’s ability to achieve new and innovative forms of competitive advantage given path-

dependencies and market positions. (Teece et al. 1997.) 

 

In this study, the knowledge needed in PSM was categorised into individual competences and 

organisational capabilities. In the end, the individual’s competences consist of skills and 

knowledge that are needed in one's daily work, whereas organisational capability of PSM 

consists of the organisation's ability and level to manage its external resources and conduct its 

internal tasks and responsibilities. 

 

2.1.4 Knowledge and Knowledge Management (KM) 

 

Organisations need employees who understand the importance of data, information, and 

knowledge and are able to apply them to improve business. As Nonaka and Takeuchi (1995, 

34-35) put it: a firm is a repository of knowledge. 

 

Data, information, and knowledge are closely connected to each other. Data can be defined as 

a symbolic representation of numbers, amounts, quantities, and facts. According to Ståhle and 

Grönroos, only data that is understood can be information. Information arises when a person 

gives sense to data. Conclusions can be drawn from information, and information must be 

transformed into knowledge. (Ståhle & Grönroos 2000, 31.) The raw material of data is the 

unformatted, unstructured material in the world. The relation between data and information is 

formally that information is a structuring of data that reduces uncertainty. In a more informal 

way it could be said that information is data that has been interpreted (e.g. Nooteboom, 

2004b). 
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The nature of information is radically changing. The virtual age has facilitated the presence 

and accessibility of data and it can be used in ways that were unthinkable still a few years 

ago: we are moving from a position of data to one of information and hence to knowledge – a 

process that must, over time, produce smarter individuals, companies, and actions. (Hall & 

Braithwaite 2001, 95.) 

 

Axelsson et al. (2005, 161) define knowledge as the ability of a person to perform a task by 

connecting data with their own information, experience, and attitude. This study is based on 

this definition of knowledge. Axelsson et al. (2005) bring up six knowledge domains for 

purchasing managers and buyers that firms need to monitor and develop: organisational, 

professional, supply market, supplier, customer, and product knowledge. This could be 

considered one possible way to present the generic knowledge that relates to the profession of 

purchasing. 

 

Knowledge is the interpretation of information, and thus the same information may lead to 

different knowledge for various individuals. As a consequence, sharing of knowledge is not 

easy and depends not only on the quality of the message and the sender, but also on the 

quality of prior related knowledge of the receiver. Knowledge is frequently portrayed as a key 

source of competitive advantage (e.g. Spender 1996; Teece 1998). 

 

The efficient and effective movement of raw materials, intermediate goods, and final products 

rely on information and knowledge. The knowledge base of a nation, industry, supply chain, 

or business has to be transformed into value. The paradox of knowledge is that it is 

impermanent and inherently unmanageable. If ways to capture knowledge are not realized, 

there can be a failure to transform supply chain management to value networks. (Brewer, 

Button & Hensher 2001, 4-5.) 

 

There are two main resources in an organisation: tangible and intangible. According to Amit 

and Schoemaker (1993), these resources are transferable, mobile, and owned and managed by 

the organisation. The tangible resources are e.g. financial capital, raw materials, buildings, 

and equipment. The intangible resources are mainly competencies that are information and 

knowledge-based skills and processes that may be strengthened by relationships and 
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networks. Furthermore, there is also a social perspective, which includes e.g. cultural issues. 

Teece et al. (1997) emphasise that resources are not static but in dynamic interaction with 

each other to be transformed into value. Thus, knowledge can be understood as dynamic. 

Knowledge is clearly a vital corporate capability. 

 

Nonaka (1994) and Nonaka and Takeuchi (1995) have created a theory of organisational 

knowledge creation. It this theory, knowledge creation is seen as a social and subconscious 

process. Knowledge creation is interaction in human minds and between humans. Much of the 

knowledge in an organisation is silent, or in other words, tacit knowledge that is difficult to 

express verbally (see also Polanyi 1966, Choo 1998, Sanchez 1997). According to this view, 

organisational knowledge is transferred from tacit to explicit and vice versa. Sveiby and 

Simons (2002) found that collaborative climate tends to improve with age, education level, 

and managerial role. Further, collaborative climate also seems to improve with organisational 

size at least up to mid-sized firms. 

 

There are several definitions of Knowledge Management (KM).  Sveiby (1997, 12-13) defines 

it as “the art of creating value by leveraging intangible assets”. This refers to the managing, 

balancing, and developing of all intangible resources, like human, organisational, and network 

capital, as well as overall knowledge exploitation in the company. Innovation is considered a 

central part of this activity. Ståhle and Grönroos define knowledge management as a process 

instead of a project. It is not a method, but a deep cultural change. Reaping the benefits of 

knowledge management requires a transparent and clearly communicated strategy. (Ståhle & 

Grönroos 2000, 12, 226.) The progress of a knowledge management process can and must be 

measured. The measuring system must then produce information about improvement of the 

knowledge management system per se and about the tangible results achieved by the process. 

If these two requirements are not met, the knowledge management system has failed and can 

never legitimate itself in the long run. (Ståhle & Grönroos 2000, 240-241.) 

 

Knowledge focus gets support from Salojärvi (2005). She states that knowledge management 

supports the sustainability of the small and medium-sized enterprises (SMEs). Any type of 

SME can be active in knowledge management. So far only a minority of SMEs are active in 

KM. According to Salojärvi’s research, KM seems to serve the purpose of change, renewal, 
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and new strategic orientation in SMEs and to be closely related to organic growth, 

entrepreneurship, and innovation. Furthermore, conscious development of intangible assets 

seems to support a better balance of different categories of intangible assets and to increase 

the knowledge focus, which in turn, at least partly, facilitates the path to the improved overall 

performance. (Salojärvi 2005.) 

 

Although much has been written about knowledge management in general, there is only a 

little information especially on knowledge management for purchasing and supply 

management. There are two main motives for purchasing professionals to manage their 

purchasing and supply knowledge: they have to prevent the loss of existing knowledge and to 

increase the level of knowledge. Axelsson et al. (2005, 148-149) found several barriers which 

hinder the development and sharing of knowledge. These barriers are e.g.: 

 

1. No clear definition of knowledge. 

2. Purchasers are unaware of who owns what knowledge. 

3. No incentive to share knowledge. 

4. Geographically dispersed. 

5. No time is available to share knowledge. 

 

Managing knowledge and competencies thus implies the creation and management of the 

organisation in such a way that these barriers will to a large extent be removed. Axelsson et 

al. (2005) suggest that the strategy makes employees aware of the fact that purchasing and 

supply is not an operational function, but that purchasing and supply departments serve as the 

knowledge and competence centre for the organisation. Parallel to these processes, the 

purchasing department should define its knowledge gap and consequently its knowledge 

strategy and goals. 

 

Ståhle and Grönroos (2000) state that intangible assets, competencies, and capacity for self- 

renewal form only the potential intellectual capital of a company. This is realised only if the 

company is able to convert the potential into financial results. 
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Soo et al. (2002), for instance, have found that while knowledge itself is difficult to measure, 

it does have a clear impact on business outcomes. The very perception of economic prospect 

depends on knowledge of markets, competitors, new technology, government policy, and 

general economic and political conditions. That is what is referred to as strategic intellectual 

source of learning, as well as being part of our overall intellectual capital. A common 

interactive knowledge base has to be established, along with clear accountabilities for its 

management. Furthermore, the balance of knowledge and skills needs to be transformed by 

building a small but highly capable group of knowledge brokers who can identify processes 

that are used by competitors, partners, suppliers, and customers. Stakeholders need to know 

about progress in creating and maintaining a knowledge organisation, mainly because focused 

and consistent internal signals are essential if culture change is to be achieved. The new focus 

is customer-dominated: who will the customers be, what will customers expect, and how can 

a business source and utilise its knowledge to create a real competitive advantage? (Brewer et 

al. 2001, 6-7.) 

 

2.2 Theories used to explain PSM 

 

The purpose of this chapter is to summarise the wider theoretical background of this study by 

presenting the frameworks of resource-based view and total cost economics, which are 

complementary perspectives to the purchasing and supply management. The intent of the 

theoretical background is to clarify the researcher’s understanding of the field of study prior 

to the empirical research. The theoretical construct is presented at the end of the chapter. 

 

The resource-based view (RBV) stresses the internal aspects of a firm instead of an external 

emphasis on traditional strategic research. Resource-based, dynamic capability, and 

knowledge-based theories of a firm explain how competencies, such as those supporting 

PSM, create competitive advantage. However, they emphasise different underlying dynamics. 

The resource-based view of a firm substitutes two alternate assumptions in analysing sources 

of competitive advantage. First, RBV assumes that firms within an industry (or group) may be 

heterogeneous with respect to the strategic resources they control. Second, RBV assumes that 

these resources may not be perfectly mobile across firms, and thus heterogeneity can last 

long. (Barney 1991, 101) The dynamic capabilities view emphasises that competencies need 
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to change over time in order to maintain their value. It highlights knowledge development and 

capabilities acquisition as crucial processes (Teece et al. 1997; Eisenhardt & Martin 2000). 

The KBV identifies leveraging, which refers to how firms extract value from existing 

competencies. 

 

At first glance, the resource-based view would appear to be of a little relevance to purchasing. 

However, the RBV focuses on the range of different resources employed by companies; the 

way in which those resources are managed, and the contribution of those management 

practices on company’s sustainable competitive advantage. The purchasing function’s 

responsibility for managing firm’s external resources suggests that insight into the function 

may be gained from a conceptual approach that focuses on resources. Thus, managers may 

use the RBV to enhance the strategic profile of the purchasing function, but also its 

contribution to company’s sustainable competitive advantage. The basic idea of resource-

based view (see Wernefelt 1984; 1995) is similar to knowledge-based approach that was 

handled in section 2.1.4. 

 

Transaction cost economics (TCE) emphasises cost efficiency, and purchasing and supply 

management (PSM) explains the nature of procurement practices, activities, and strategies. 

The primary difference between TCE and KBV of firms evolves around governance choice. 

TCE scholars argue that governance choice relies on the assumption of both bounded 

rationality and opportunism while KBV scholars indicate that only the assumption of bounded 

rationality is needed to explain governance choice (Heiman & Nickerson 2002). TCE 

indicates that transactions between parties can be organised by choosing between the two 

governance mechanisms of markets or hierarchy (firm), with the latter providing higher 

monitoring and safeguarding procedures to control for opportunism in the transaction 

(Williamson 1985). 

 

Both RBV and TCE theories pursue to explain why the boundaries of a firm are formed like 

they are. RBV theory views that a firm is build up from resources, and the theory emphasises 

the internal assets of a firm whereas TCE theory stresses efficiency. On the other hand, in 

RBV firms are thought to be different ones when they are viewed on the grounds of resources 

and competences. This leads to the acquisition of resources externally, outside from own firm. 
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This idea relates to the basic idea of transaction cost economics that is to get an answer to the 

question: make or buy? Naturally, the resources that are available in an enterprise have an 

effect on the answer. It is worth of noticing that transactions can embrace resources like 

equipments, machines, processes, and competences. With regard to this issue, there is a clear 

connection to the efficiency of resources and that, for one, relates to transaction costs. 

 

It can be said that in TCE cooperation between enterprises is examined mainly from one 

single firm’s standpoint and the main goal is to minimise costs. RBV instead emphasises the 

reconciliation of all the business partners to achieve the maximum benefits for all partners. 

 

2.2.1 Resource-based View (RBV) 

 

This chapter focuses on the resource-based view (RBV) which emphasises the strategic 

importance of firm’s resources and capabilities. When the Porterian view of a firm sees the 

firm as a bundle of activities, the RBV sees enterprises as a bundle of resources and 

capabilities (Wernerfelt 1984; Barney 1991). However, the emphasis on internal resources 

was already pointed out much earlier: Penrose (1959) defined the resources in terms of 

physical and human resources including the knowledge and experience of the management 

team. 

 

RBV attempts to explain how companies can gain sustainable competitive advantage through 

resource analysis which is the core of design and implementation of appropriate strategy. The 

RBV refers to internal analysis and it attempts to scan for internal strengths and weaknesses. 

Enterprises can earn profits by capitalising on the unique attributes of their resources. 

However, firm’s resources must be strategically managed for the firm to be able to maintain 

its competitive advantage (Aaker 1995). The resource-based view contains relationship value, 

strategic business values and operational, i.e. professional and work values and intellectual 

capital. According to Brewer (2001b), intellectual capital contains knowledge, intellectual 

property, reputation, and brand image relationships (all these are included in structure and 

design). 

 



50 

  

According to Wernerfelt (1984, 172), resources include brand names, in-house knowledge of 

technology, recruiting of skilled personnel, trade contacts, machinery, efficient procedures, 

and capital. Barney (1991, 101) adds firm attributes, information, and knowledge to the list of 

Wernerfelt. In fact, Barney categorises all kinds of resources into three main categories: 

physical, human, and organisational capital. Physical capital refers to e.g. machines or plants, 

human capital consists of proprietary know-how and organisational capital means e.g. the 

reputation of a firm. Olavarrieta and Ellinger (1997) are almost unanimous in that resources 

include not only market inputs (e.g. labour, transportation, equipment) and assets (facilities 

and tools owned by the organisation), but also knowledge and capabilities (competencies). 

 

In the RBV, the basic assumption of the organisation is quite internal and static. Planning and 

decision-making are highlighted in this model. RBV emphasises mainly decision-making and 

managerial skills instead of learning and innovation of the whole organisation. Anyhow, RBV 

clarifies strategic thinking and strategy formation from its own internal perspective. The RBV 

has recently been extended to dynamic markets where the competitive landscape is shifting 

and companies must adapt to changing environments. These companies do not necessarily 

have any tangible resources, but they have some special knowledge, which is often embedded 

in people. In spite of this, these companies require certain resources when they attempt to 

achieve a global presence, or to create new radical products as industry standards. (Varis et. 

al. 2004.) 

 

Hart (1995) presents a framework supported by the strategy and resource-based view 

literature. Hart (1995) refers to Porter’s (1980) model of competitive advantage. In Porter’s 

model, buyers and suppliers are two of the driving forces of competitiveness in an industry. 

Unique purchasing activities that are strategically oriented toward accomplishment of the 

firm’s goals help the firm to sustain its competitive advantage (Ramsay 2001). Except for 

Porter’s value chain model and his industry competitive analysis framework, classical 

managerial contributions have not explicitly discussed the supply function, or procurement, or 

supply strategy (Nollet et al. 2005). 

 

Porter (1990) noted that resources are valuable because they permit a firm to conduct business 

activities that lead to competitive advantages in specific markets. The notion of core 
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competence of an enterprise is connected to resources. Prahalad and Hamel (1990) argue that 

a competitive advantage begins by building core competencies that are superior to the 

competitors’ core competencies. 

 

The resource-based view has been applied to strategic alliances. Das and Teng (2000) put 

forward a general theory of resource-based theory of strategic alliances synthesising the 

various findings in the literature on alliances from a resource-based view. The authors noted 

that certain resource characteristics, such as imperfect mobility, imitability, and 

substitutability, promise accentuated value-creation and thereby facilitate alliance formation. 

At the same time, Eisenhardt and Martin (2000) argued that the RBV has difficulties in 

predicting the length of competitive advantage and the sources of future advantages. In high-

velocity markets, the strategy for creating competitive advantage is about creating a series of 

unpredictable advantages through timing and a loosely structured organisation (Eisenhardt & 

Martin 2000, 1118). 

 

Varis, Virolainen and Puumalainen (2004) prove that one possibility to achieve appropriate 

flexibility in capability creation is to use cooperative relations with complementary firms. In 

the authors’ opinion, companies in this kind of turbulent and technologically complex 

industry cannot master all the skills needed to fulfil customer needs in the best possible way. 

It is necessary to focus on company’s own core competencies and target limited resources to 

those activities where they are the most efficient. Resources and capabilities not in the focus 

area can be arranged by other means. This leads to outsourcing practice that is handled 

elsewhere in this study. 

 

Kyläheiko et al. (2002) see that the most important strategic link between capabilities and 

strategic options can be formed by using firm boundaries as strategic tools. The firm is 

viewed as a value chain consisting of many transactions (activities), based on partly tacit and 

partly generic path-dependent routines/capabilities. Some internal and external capabilities are 

static and ready for exploitation, whereas some have to be explored to generate new 

knowledge, i.e. they are dynamic. Some activities can be bought from other firms, whereas 

others are based upon firm-internal capabilities. Acquisition costs are called transaction costs 

and the “in-house” costs are called management costs. 
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2.2.2 Transaction Cost Economics (TCE) 

 

In business studies, same issues can be explained and studied with different theoretical 

frameworks. Transaction cost economics (TCE) creates the basis for the make-or-buy 

decision, collaboration, consortium sourcing, and the decision concerning centralisation and 

decentralisation. Because these are the main elements of every supply strategy, TCE can be 

used as a theoretical basis for supply strategy decisions. Further, transaction cost theory can 

be used in explaining both the importance of PSM and intangible assets of the organisation. 

 

Transaction cost theory is also important in PSM in the identification of the cost structure. 

There are certain processes and management practices which make the control function less 

demanding and costly. On the other hand, transaction cost theory can explain the existence of 

the external network capital: when purchasing from the market is more economical than the 

production within the organisation, it is easier to control long-time contracts than to 

continuously seek for new ones. However, an enterprise’s intangible assets are often very 

social, and thus not equivalent to rational. 

 

The development of transaction cost theory has been said to be based on Coase’s (1937) 

seminal article “The Nature of the Firm”. According to him, the nature of a firm consists of a 

system of relationships which comes into existence when the direction of resources is 

dependent on an entrepreneur. The basic assumption of the TCE theory is that a firm can 

choose between hierarchy, i.e. self-organising operations, or markets, i.e. source from outside 

the suppliers. Markets and hierarchies (i.e. firms) are seen as alternative coordination 

mechanisms, from which a firm may choose the most efficient one (see Coase 1937, 

Williamson 1975). Markets refer to outsourcing (buying), and hierarchies to insourcing 

(making). The basic rule of transaction costs economics says that when marginal costs of 

market usage are higher than the costs of running the company, transaction should be 

organised within the company and vice versa (Coase 1937). Particular emphasis is given to 

the fact that the use of market is not free of charge, but incurs transactions costs. However, 

Coase (1937) discusses firms which have lower transactions costs than markets. 
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Later, Williamson (1991) added hybrid organisational form to the theory. This represents a 

more elastic and asset specific nature of governance compared to the traditional market-based 

form of organisation. When neither the markets nor the hierarchies are optimal solutions for 

the buying company, situation can be solved by using a contractual solution which is placed 

between vertical integration and free market forces (Ellram & Billington 2001). This 

governance structure can be called hybrid (see Coase 1937), network (see e.g. Thorelli 1986, 

Jarillo 1988), or partnership (see e.g. Blomqvist et al. 2002), and it is based on collaboration 

between buyer and supplier. 

 

The main purpose of transaction cost approach (TCA) (Commons 1934; Williamson 1990) is 

to explain why transactions in a certain institutional arrangement operate more or less 

efficiently. Transaction costs are used to measure efficiency and accrue from the handling of 

goods and services. In this case, TCA allows comparison of the costs of different institutional 

arrangements. The central idea of TCA is that a transaction is much better organised and 

handled when the characteristics of institutional arrangements are equivalent to the 

transaction requirements. 

 

Transaction cost economics offers a framework to analyse the effectiveness of different 

governance structures (Williamson 1975, 1985). The basic principle of the TCE framework is 

the assumption that there are diverse types of additional costs associated to business outside 

the organisational boundaries. These transaction costs arise from the presence of three 

features of costs originating from asset specific investments, frequency of transactions, and 

bounded rationale decision-making. Williamson (1975) presented also the so-called 

transaction uncertainties. They are used in many studies for different purposes, e.g. McIvor 

(2000) used the concepts to understand outsourcing process. 

 

Transaction cost theory (Coase 1937; Williamson 1975; 1981) overlooks the sociological 

aspects within and between organisations and emphasises the rationality and economic self-

interest. Employers are considered to be aiming at rationality and the maximisation of 

economic interest, while employees are considered to be opportunists who have vested 

interests. The theory is concerned with how to economise the costs of managing opportunistic 

workers, particularly when conditions are uncertain and complex. Transaction cost is seen as 
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the “price of contract negotiation and renegotiations of contract” (Williamson 1975, 60). The 

same principle concerns interorganisational networks. It depends on the cost of contracting, 

collecting information, and auditing and enforcing the contract, if the hierarchy (i.e. company 

itself) or market is the superior source of products or services. The central problem in the 

TCE theory is how to get employees to think like owners. The solution based on this approach 

is to create contracts and to carefully control them, but to do this only as far as it is 

economically more profitable than purchasing from the market. The central concept in 

transaction cost theory is also to limit uncertainty of decision-making. 

 

Williamson (1990) aimed to achieve a micro-analytic framework to explain and systematise 

transactions. High transaction costs result from different environmental conditions. The 

environmental conditions taken into account are specificity, uncertainty, and frequency of 

transactions. Uncertainty means the predictability of the number of modifications by 

performance properties like quality, time, price, or volume during a transaction. The more 

these modifications vary in time, the higher the uncertainty. 

 

Williamson (1990) differentiates fixed and variable transaction costs. Fixed transaction costs 

occur through the implementation of the coordination form. Markets have low-fixed 

transaction costs due to the already-existing legal system that can be used by companies. The 

implementation of a hierarchy requires high-fixed transaction costs. Variable transaction costs 

develop through every added transaction. The amount of variable transaction costs is 

dependent on specificity. The market, on one hand, can be used for almost every transaction 

while creating high-variable transaction costs. Comparatively, hierarchy causes low-variable 

transaction costs due to long-term contracts. 

 

Transaction costs arise from coordinating economic activities, i.e. costs from balancing 

demand and supply in an exchange, and coordinating costs that arise from the organisation of 

collaborative activities with other companies. On the grounds of IT, transaction costs occur 

mainly because of inaccurate or incomplete information exchange. Thus, it seems to be 

important to emphasise the role of information exchange in cooperation. 
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Nooteboom (2004b) refers to TCE which he says to focus on static efficiency – by trading-off 

production costs, transaction costs and costs of organisation, given a certain state of 

knowledge, technology, and preferences. Nooteboom (2004a) has integrated governance and 

competence perspectives in a unified theory. This integrated framework retains instruments 

for governance from TCE, but de-emphasises contracts, especially in innovation, and adds 

others, such as trust and additional roles for go-betweens. 

 

A number of researchers have criticised TCE, arguing that the market-hierarchy dichotomy is 

too simplistic to represent various forms of governance mechanisms (Rindfleisch & Heide 

1997) and that TCE fails to recognise that hierarchical behaviour can also foster opportunistic 

behaviour (Ghoshal & Moran 1996). Furthermore, some authors have criticised TCE because 

it emphasises cost efficiency as the motivation for cooperation and it has been effective in 

predicting vertical integration among suppliers and buyers, but it does not capture many of the 

strategic advantages of alliances (Eisenhardt & Schoonhoven 1996, 136-137). Further, TCE 

does not have much to do with the relational elements of supply chain management. 

 

2.3 Previous research 

 

Purchasing has received a great deal of attention in recent years from practitioners and 

academics alike. Internationally, there have been several researches about purchasing and 

supply management, and they have frequently mentioned the strategic role of PSM (see e.g. 

Carter & Narasimhan 1996a, Cox 1997, Mol 2003; Monczka, Trent & Handfield 2005). 

However, opposing opinions have been presented as well (e.g. Ramsay 2001). Ramsay argues 

that purchasing typically has no significant strategic role to play and that the activities related 

to it are operational in nature. 

 

Despite the opposing opinions, the evolution of purchasing from an operative task to a 

strategic process of supply management has been well noted in the purchasing literature for 

many years (e.g. Cousins & Spekman 2003). However, purchasing and supply capabilities 

have not been a common research subject. Capabilities in purchasing and supply management 

of medium-sized enterprises have not been studied in Finland until now. There are at least 

three different approaches that clarify the previous researches: 1) What role does PSM have in 
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the practice of processes and techniques; 2) What impact does PSM have on the performance 

of an enterprise; 3) What kind of competence requirements are there for PSM. This thesis 

deals next with each of those approaches. 

 

2.3.1 What role does PSM have in the practice of processes and techniques? 

 

According to the survey commissioned by the Ministry of Transport and Communications 

Finland, in 2005 logistics costs were on average 13 % of the turnover (equivalent of 24.4 

billion euros), which is a relatively high figure in international comparison. Awareness of the 

importance of logistics is generally good. Firms assess their competence in logistics as 

relatively good, especially in large companies, retail trade, and logistics firms. The most 

important development needs are: supply chain visibility (large and international companies); 

competence of staff (SMEs); and partner networks and customer service (logistics firms). 

Procurement, buying, and inventory management were among the main areas of improvement 

in both industry and trade companies, especially at supervisor and mid-management level. 

Among senior management, business strategy was seen as the main area of development. 

(Naula, Ojala & Solakivi 2006, 66.) 

 

On the other hand, Quayle (2002b) surveyed firms with fewer than 200 employees in the 

United Kingdom and found that only 19 % of the surveyed firms had a separate purchasing 

function, and that purchasing was of a very low priority to the firms. Morrissey and Pittaway 

(2004) argue, however, that small and medium-sized enterprises do see purchasing as 

important, although they may not have a discrete purchasing function. 

 

In recent years, collaboration has become the focus of supply chain systems. At the same time 

outsourcing is a widespread practice in business today. Companies aim to focus on their core 

activities and to transfer less critical functions to their subcontractors. This has led to 

increased outsourcing with even more emphasis on the PSM function as the selector of proper 

suppliers. Generally speaking, outsourcing refers to practices where activities that were 

previously performed in-house are transferred out of the company. Some are doing so because 

of tactical considerations; they are outsourcing specific business functions such as accounts 

payable or customer service centre operations to reduce costs. Others are taking a more 
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strategic tack, including the outsourcing of sets of capital-intensive activities like 

manufacturing, distribution, or IT, so as to grow without adding capital (Carter, Markham & 

Monczka 2007). 

 

There have also been interests towards outsourcing of the ownership of fixed assets or the 

whole manufacturing process. Morgan and Monczka (2003) see that the nature of the 

outsourcing decision threatens directly supply management; it is naturally strategic for any 

company because of its impact on supply capabilities. Carter et al. (2007) come around to 

Morgan and Monczka’s view by stating that the outsourcing of procurement activities is a 

strategic option. Arminas’s (2003) study indicates that 22 percent of companies (of a total of 

219) outsource some purchasing areas whereas more than a half of UK companies and 64 

percent in France are likely to outsource procurement by 2006. Also Carter et al. (2007) 

evaluate that outsourcing of procurement is growing although it is not yet widespread. 

 

In outsourcing and partnering literature, success factors for the relationship have been reached 

rather extensively (e.g. Ellram 1991; Mohr & Spekman 1994; Ellram 1995; Lee & Kim 1999; 

Tuten & Urban 2001). A few presented models (Ellram & Edis 1996; Zhu, Hsu & Lillie 2001) 

discuss rather thoroughly the planning, developing and implementing phases of an 

outsourcing partnership. Kern and Willcocks (2000) have presented a model of outsourcing 

relationships. Their model is applicable mainly from the customer’s point of view and focuses 

on the relationship management element of the process. They also highlight the behavioural 

aspects of a relationship. Increased outsourcing has been one of the reasons for the need of 

more systematic partner selection. According to Parolini (1999), problems arise when 

competition becomes more varied; some companies almost completely outsource the working 

phases of production, others move them to countries with low labour costs and so on. In 

Parolini’s opinion the real problem is not the method, but the object to which the analysis 

refers: industry. In outsourcing decision making, it is important to figure out how different 

factors influence the total costs and why one alternative is the best solution from the 

perspective of costs. 

 

A strategy which leads to the outsourcing of all non-core activities has its own risks and 

problems, as failure of these activities can jeopardise organisations’ core business. Also, the 
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cost of choosing a suitable company to outsource an activity to and managing this 

arrangement can be high, and the cost may in fact be greater than if the activity was 

performed in-house. When the potential for vulnerability and competitive edge with respect to 

an activity is high, the need for tight control over sourcing is required, which suggests either 

carrying out the activity in-house, through joint ownership, or through detailed long-term 

outsourcing contracts. (Browne & Allen 2001, 254-255.) 

 

Enterprises have gradually moved from operational purchasing to more strategic activity, and 

this has lead to an increased importance of supplier relationships. Monczka et al. (1993) 

identify a series of steps from least to most supplier responsibility as follows: 

 

1. None: The supplier is not involved in design. Materials and subassemblies are supplied 

according to customer specifications and design. 

2. White box: This level of integration is informal. The buyer “consults” with the supplier 

informally when designing products and specifications, although there is no formal 

collaboration. 

3. Gray box: This represents formal supplier integration. Collaborative teams are formal 

between the buyer’s and the supplier’s engineers, and joint development occurs. 

4. Black box: The buyer gives the supplier a set of interface requirements, and the supplier 

independently designs and develops the required component. 

 

Identification and analysis of potential suppliers should be done in an early stage of the 

process. As Simchi-Levi et al. (2004) state, firms have found it useful to involve suppliers 

early on in the design process. The authors (2004, 178) emphasise that “…firms must develop 

a strategy that helps them to determine the appropriate level of supplier integration for 

different situations“. In the 1980s and 1990s, there was a proliferation of texts on purchasing, 

having common themes of selecting, using, and developing suppliers in line with strategic 

goals and overall business objectives. 
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2.3.2 What impact does PSM have on the performance of an enterprise? 

 

In strategy research, the essential question is to explain why some enterprises perform better 

than others (e.g. Porter 1991; Cox 1997; Spanos & Lioukas 2001; Spanos, Zaralis & Lioukas 

2004). Porter (1991) states that firm profitability can be decomposed into effects stemming 

from industry’s structural characteristics and the firm’s strategic positioning within its 

industry. Cox (1997) says that sustainable competitive business success is achieved, for 

individuals or companies, by flexible ownership and/or control of critical value net assets 

which cannot be replicated or replaced by existing or potential competitors. This, rather than 

competitive positioning, is the essence of entrepreneurial activity. Spanos et al. (2004) find 

that different forms of strategy have different effects on profitability. Thus, success depends 

more on firm-level strategic choices than on industry conditions. Further, their findings 

indicate a significant influence of industry structure on firm profitability. However, it is worth 

noticing that one player can increase firms’ profitability by being particularly effective in 

carrying out purchasing and sales activities in the strict sense (Parolini 1999). 

  

Purchasing performance has been examined from the points of view of cost reduction and 

efficiency, buyer-supplier relationships (Carr & Pearson 1999; Fynes, Voss & de Búrca 

2005), and quality (Sanchez-Rodriguez, Martinez-Lorente & Clavel 2003). Also on-time 

delivery and actual versus target costs have been seen as criteria of purchasing performance 

(Chao, Scheuing & Ruch 1993). Cavinato (1987) has earlier identified internal customer 

satisfaction to be the most important element of purchasing performance. 

 

The notion, that if an activity cannot be measured it cannot be managed is well known. The 

need to manage activities is the key reason for their measurement (Heaver 2001, 14-15). The 

measurement may be undertaken to enable comparison of an activity against a standard or a 

goal, over time, between different activities at one time or a combination of these. van Weele 

(2002) finds that management's expectations of the purchasing function have significant 

influence on the measures that are used in assessment of purchasing operations. If purchasing 

has strategic status in a firm, performance measures are more qualitative, and complex 

procedures and guidelines are used to monitor the progress of purchasing performance. 
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González-Benito (2007) proposes that the contribution of purchasing to business performance 

depends on the degree to which purchasing capabilities fit with the business strategy and 

support it. Narasimhan, Jayarama and Carter (2001) assumed that purchasing’s contribution 

lies in the implementation of a series of concrete purchasing practices and initiatives, whereas 

other outstanding articles argue that the degree of involvement of the purchasing function in 

strategic planning processes determines the level of implementation of certain advanced 

purchasing practices (Carr & Pearson 1999; Chen, Paulraj & Lado 2004), or moderates the 

effect of these practices on business performance (Narasimhan & Das 2001). 

 

The evidence provided in Gonzáles-Benito’s (2007) research lead to the conclusion that the 

purchasing function contributes to business performance and that this contribution depends on 

the interaction of two elements: purchasing efficacy, understood as the alignment between 

purchasing strategy and capabilities, and purchasing strategic integration, which reflects the 

degree of alignment between purchasing and business strategy. Unlike Narasimhan et al. 

(2001), the researcher links business performance theoretically to purchasing capabilities 

instead of purchasing practices. But as Gonzáles-Benito emphasises, his approach does not 

contradict previous research but rather reveals the need to compare and combine different 

approaches to fully understand purchasing competence. 

 

Carr and Smeltzer (2000) have studied the relationship between PSM skills and suppliers’ 

responsiveness and the financial performance of the firm. Their results indicate that technical 

skills of PSM professionals are positively related to firm’s financial performance. The 

technical skills of PSM professionals also positively influence suppliers’ responsiveness to 

firm’s requirements. Purchasing competence has also been compared to manufacturing cost, 

quality, and delivery, as well as to new product introduction and customisation performance. 

Purchasing integration, a component of purchasing competence, has been found to relate to all 

dimensions of manufacturing performance. (Das & Narasimhan 2000.) 

 

Varamäki and Järvenpää (2004) state that versatile performance measurement has become a 

natural part of management in large firms, but this method has only slightly spread to SMEs. 

The challenge is to accept performance metrics that are not short-term and easily quantifiable. 
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One can see the attraction of variance to stated price as a metric; it is recognisable and easy to 

understand. (Cousins & Spekman 2003.) 

 

There are different results concerning the impacts of PSM. On average, Finnish firms scored 

well against international logistics performance indicators. Firms exposed to international 

competition scored far better than those operating domestically. Outsourcing of warehousing, 

invoicing, and inventory control are expected to increase substantially. (Naula et al. 2006.) 

However, it has been noted that larger firms have more resources than smaller firms (Boyer et 

al. 1996). It is believed that firms have more flexibility to devote resources to strategic 

purchasing activities, while smaller firms do not have the same flexibility. 

 

Mudambi, Schründer and Mongar (2004) report that most SMEs do not engage in cooperative 

purchasing arrangements, while the few that do experience marginal success. Quayle (2002b) 

finds that SMEs are unaware of the fact that effective purchasing can positively affect the 

profitability of organisations. Das and Narasimhan (2000) have noticed that the effective 

management of the supply chain provides PSM professionals an opportunity to influence the 

business results of the firm and to place their firm in a position of competitive advantage. The 

authors also found that purchasing competence has a significant and positive impact on 

aggregate manufacturing performance. 

 

Generally, the costs of procurement are examined in relation to firm’s total costs, sales ration, 

or turnover. According to Degraeve (2001), the largest single cost to most firms is the 

procurement of products and services. These products and services cost for an average firm 

more than 60 % of the firm’s total costs. The costs of products and services for some 

manufacturing firms may be as high as 75 %. The cost of products and services for service 

firms is approximately 35 %. A 5 % saving in these costs can be important to the profits of a 

firm. Axelsson et al. (2005) state that purchasing-to-sales ration in general is in the range of 

30–60 % for service organisations, 50–70 % for manufacturing industries, and 80–95 % for 

retailing firms. Also purchasing department’s spending has been studied earlier. For example, 

CAPS (Fearon & Bales 1993) found that of the $140.3 billion that 166 organisations used on 

purchases, only 41 percent was spent by the purchasing department whereas 59 percent was 

spent outside of the purchasing department. 



62 

  

PSM’s significance to an enterprise can be recognised also in terms of potential savings. 

According to Cousins and Spekman (2003), the realisation that firms can save huge amounts 

of money by managing their supplies strategically has resulted in that firms have begun to 

invest in this area of management. Typically this means that a 1 % cost saving in purchasing 

equates to a 10 % increase in sales. The creation of strategic purchasing departments has 

given purchasing a “new lease of life”. Purchasing is viewed as a strategic business process. 

(Cousins & Spekman 2003, 20.) 

 

Ellram et al. (2002, 14) suggest that PSM function is a “support process” in business strategy 

and that optimising PSM function would not necessarily ensure above average financial 

results for the firm. The authors note that PSM can reduce costs in the supply chain, employ 

progressive technology, and influence suppliers to assist in research and development, but 

implementing leading practices in PSM will not make up for inadequate marketing strategy, 

poor distribution, faulty decision making, or defective products or services. However, PSM 

personnel are the gatekeepers of most costs that originate from the outside of the firm. As 

Volker (2003, 31) states: “Purchasing and supply management professionals must 

demonstrate those competencies that help the firm reduce its costs and help attain its business 

objectives”. 

 

In literature, efficient logistics performance is recognised as a source of competitive 

advantage and a crucial strategic imperative for the success of firms. Huttunen, Kyläheiko and 

Virolainen (2001, 14) agree by stating that the competitive advantage of the company or a 

business unit is dependent both on the quality of the strategy and the capability of the 

organisation to dynamically implement it. According to Huttunen et al. (2001), skills and 

competence issues were earlier regarded purely as human resources and individual level 

issues, without great strategic intent. 

 

Quayle (2002a) states that many large companies have pursued global strategies in an attempt 

to get better quality, punctual delivery, lower prices, a problem-solving capability, or 

additional technology. Often “local” suppliers have been perceived as incapable of meeting 

these needs. Quayle refers to the terror attack in New York City in 2001 and states that the 

highest business priorities are security of supply, quality, support capability, product 
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reliability, and time to market. Lower on the list comes pricing, e-commerce, research and 

development, new technology, and purchasing. At the same time, companies have 

concentrated on the need of supply security and on the expansion of centralised procurement 

and local sourcing. (Quayle 2002a.) 

 

Buvik and George (2000) have realised that the inclusion of PSM strategies within an overall 

business strategy can provide firm competitive advantage. Gelderman and van Weele (2005, 

19) agree by stating that “…firms can indeed obtain competitive advantage by managing 

supplier relations”. Otherwise, tools of information technology, especially the Internet and 

electronic procurement, are changing the strategies of PSM (Porter 2000). 

 

The position and the professionalism of purchasing are both positively related to the greater 

use of purchasing portfolio models. Purchasing portfolio methods are used more often by 

more professional purchasers than by their less professional colleagues. In other words, the 

usage of portfolio models increases significantly as purchasing professionalism increases. As 

expected, firm size has a significant impact on portfolio usage. The likelihood that a larger 

company uses a portfolio model is nearly 2.6 times higher than those of an SME. (Gelderman 

& van Weele 2005, 25.) Kraljic (1983) introduced the first comprehensive portfolio approach 

for the use in purchasing and supply management. He advised managers to guard their firms 

against disastrous supply interruptions and to cope with changing economic and technological 

dynamics. According to Gelderman’s and van Weele’s findings (2005, 19-21), portfolio usage 

is definitely a sign of purchasing sophistication. 

 

Paulraj, Chen and Flynn (2006) have studied the impact of strategic purchasing on supply 

chain performance, and according to the results, it has a profound impact on both buyer and 

supplier firms. The results show that strategic purchasing is a good indicator of supply chain 

performance, and they support the notion that by fostering relational capabilities that 

engender sustainable competitive advantages, strategic purchasing can create a win-win 

situation for both supplier and buyer firms. The authors come to the conclusion that the 

further the firm is along the strategic purchasing stages, the better the supplier and buyer 

performance. Moreover, results suggest that when purchasing is strategically oriented, it can 

engender as well as protect the sustainable competitive advantages of both the buyer and 
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supplier firms, thereby ultimately maximising transaction value instead of simply minimising 

transaction cost. Superior performance and sustained competitive advantage are dependent on 

the strategic role of people. 

 

Ylinenpää (1997) had depicted nearly ten years earlier how high-performing small 

manufacturing firms develop in-house competencies and acquire external expertise. High-

performing firms reveal more intensive supplier relations and they regard their banks and 

auditors as more important. In addition, they are more oriented towards own products with a 

higher degree of complexity, accompanied by a broader range of in-house competence. 

Eventually, high-performing firms also operate in more volatile environments characterised 

by a higher degree of market turbulence and more rapid technological development in the 

firm’s line of industry. (Ylinenpää 1997.) 

 

The study of Ylinenpää (1997) implicates that firms seeking a better sales performance should 

combine investments in explicit and often general knowledge with investments in work-

related continuous learning methods. It is, however, the combination of methods and 

approaches together with a sensitivity towards environmental influences that seems to be 

related to different degrees of market performance. 

 

2.3.3 What kind of competence requirements are there for PSM? 

 

Researches related to competencies and capabilities of purchasing and supply management 

personnel have been implemented increasingly during the first years of the 21st century (e.g. 

Porter 2000; Carr & Smetzer 2000; Giunipero & Pearcy 2000; Faes, Knight, Matthyssens 

2001; Volker 2003; Cousins & Spekman 2003; Axelsson et al. 2005). 

 

In 2000, Porter noted that much of the current work of PSM professionals will change during 

the coming decade. At the same time, Carr and Smetzer (2000) emphasised that PSM 

professionals will be required to demonstrate the skills necessary to operate at the strategic 

level as the PSM function is elevated to the strategic level. They believe that academic 

institutions recognise the changing business environments and are modifying their curricula to 

emphasise the skills most organisations want for their PSM professionals. 
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Giunipero and Pearcy (2000, 8) have specified the skills that are important to 

purchasing/supply management professionals. The following ten skills were ranked as the 

most important: a) interpersonal communication, b) ability to make decisions, c) ability to 

work in teams, d) analytical, e) negotiation, f) managing change, g) customer focus, h) 

influencing and persuading, i) strategic, and j) understanding business conditions. The authors 

emphasise that the identification of a required set of skills is important if purchasing is to 

achieve professionalism, growth, and influence within the organisation. 

 

Also Volker (2003, 3) has studied competency requirements of PSM professionals. According 

to him, competency requirements depend on the tasks that PSM professionals will perform. 

Volker divides these tasks to six classes: a) selection of suppliers, b) management of supplier 

relationships, c) management of supply chains, d) digitalisation of transactions, e) 

demonstration of PSM’s functional impact on the corporate profitability, and f) management 

of other functional and administrative responsibilities. The findings of Volker’s study suggest 

that although the environment of PSM professionals is changing, there appear to be some 

competencies that remain consistent. The findings indicate that it will be necessary for PSM 

professionals to be more than good practitioners of the PSM functions. PSM professionals 

need to be good business people, great communicators with outstanding interpersonal skills, 

and be able to lead and cause change. Furthermore, they must follow ethical and fairness 

standards that are above reproach and be able to raise the ethical and fairness standards of 

others with their behaviours and attitudes. Professionals must be continuous learners. (Volker 

2003.) 

 

In this connection, it can be brought up that the term “professional” has been termed 

variously. It can be said that professional buyers are individuals whose main function in an 

organisation is to carry out purchases as efficiently as possible. Their common feature is their 

specialisation in the process of purchasing, rather than in the object of purchasing. Thus they 

are distinguished by procedural rather than substantive knowledge (see e.g. Boer et al. 2003, 

912). 

 

Cox (2003) emphasises professional competence. According to him, it requires that managers 

do not rely on any one approach of sourcing but forces them to make complex choices from a 
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range of different approaches. Cox identifies four basic sourcing options: supplier selection, 

supply chain sourcing, supplier development, and supply chain management. True 

competence comes from an ability to undertake all of the four types of sourcing activity, as 

well as knowing under which circumstances they should be using one approach rather than 

the other. This understanding is critically important for buyers’ competence development. 

 

Volker (2003, 122-124) presents the following propositions, which were developed from data 

that was grounded on real-world experiences of PSM professionals (i.e. Certified Purchasing 

Managers, C.P.M.s), senior managers, and consultants and academics: 

 

1. Purchasing and supply management professionals must have a comprehensive knowledge 

base of their own firm. Understanding relationships and interaction between internal 

departments is important. 

2. Knowledge of the supply base was determined to be crucial. PSM professionals must 

understand how to gather information about industries and potential suppliers including 

knowledge of suppliers’ processes, capabilities, limitations, and challenges. 

3. It will be necessary for PSM professionals to know and understand the characteristics of 

the industries in which the firm operates. Industry knowledge included understanding 

business and economic factors and trends. 

4. PSM professionals must understand the processes and principles necessary to excel as a 

PSM professional. Some examples include the understanding of cost analysis and cost 

drivers, early supplier involvement, cost reduction processes, and quality processes. 

5. The ability to communicate effectively was unanimously expressed as a skill necessary for 

PSM professionals. 

6. Management and leadership skills will be required of PSM professionals. 

7. Interpersonal skills will be necessary to PSM professionals. Some of these skills included 

the ability to negotiate, mediate, promote and influence (sell), resolve conflicts, and build 

and lead teams. 

8. PSM professionals must be able to define and map processes and material flow in the 

supply chain. They must be able to audit processes and documents, conduct cost analyses, 
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and evaluate the performance of suppliers. They must effectively use those electronic 

tools and systems available to them. 

9. The attitude requirements of PSM professionals were those that are inner directed (e.g. 

ethical, honest, fair) and those that are learned (e.g. focused, risk taker, motivated). In an 

environment of change the attitude of continual learner will be critical. 

 

Cousins and Spekman (2003) have found that the level of qualifications within purchasing 

appears to be generally good, with a mix of degree and professionally qualified personnel. 

This shows an increasing trend when compared to past research projects, which have placed 

the level of purchasing competence as low, compared to other strategic departments such as 

marketing, finance, and production. Nonetheless, the authors note that purchasing is not fully 

viewed as a strategic player in many organisations partly by their own deeds. Still, many 

procurement professionals have not risen to the challenge and are part of the problem, not the 

solution. 

 

Axelsson et al. (2005) bring out aspects of work situation with an impact on competencies. 

According to the writers, depending on various combinations, the task assignment becomes 

totally reproductive, method-based, goal-based, or creative. Thus, it is likely that there will be 

a great difference in what kind of individual competence fits best to carrying out various 

tasks. Totally reproductive tasks demand very little individual thinking and arguably very 

limited conceptual understanding. The method-based assignment means that the purchasers 

should know at least the specific methods, processes, and procedures they are applying. The 

goal-based task opens up more freedom to act. Organisation, team, or individual has to meet 

defined goals but have freedom to choose and forge methods in order to achieve it. When the 

task is creative by nature, purchasing organisation, team, or individual acts to develop the 

business of the firm. The latter role should call for genuine understanding of concepts 

(conceptual thinking), in-depth understanding of the organisation, supply markets, and the 

customers in order to be able to see possibilities and to act on the right ones in relevant ways. 

(Axelsson et al. 2005, 160.) 
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3 PSM CAPABILITY 
 

The purchasing and supply management, the resource-based and transaction cost economics 

views provide a wider theoretical framework for this study. The theories of value creation and 

knowledge management are closely related and can be considered to belong under the same 

umbrella of strategic management theories. 

 

Value creation relates essentially to purchasing and supply management. Value chain 

philosophy is suitable for supply management whose main goal is to achieve value for the 

customer. Although the position of purchasing and supply in organisations has improved over 

the years and has gained management attention, the added value is still questioned by the 

members of the organisation (Axelsson et al. 2005). Value creation is understood here as the 

processes and exchanges in the relations between people and organisations and within 

different organisational systems without necessary immediate material or monetary 

involvement (Allee 2002). Also material and monetary values are results from these 

exchanges. 

 

Over the last decade, purchasing has developed from an operational function to a strategic 

one. In this study, an interesting research subject emerged from the research of Mintzberg and 

Waters (1985) which explores the process by which strategies form within organisations. The 

authors compare intended strategies with realised strategies. Intended strategies are those that 

come from a planning process, and realised strategies are what the organisations actually do. 

Mintzberg and Waters provide a framework to study the difference between these two 

concepts. 

 

While purchasing and supply management has developed towards strategic profession, 

decision-making has become more knowledge and competence driven. Purchasing 

competence can be operationalised, developed, and estimated in a firm (Das & Narasimhan 

2000). Capabilities in PSM can be studied from different perspectives. In this study, PSM 

capabilities are examined from individual and organisational points of view. Purchasing and 

supply capabilities can be analysed by studying individual competences and skills needed. 

Articles frequently refer to professional buyers, industrial buyers, or purchasing managers 
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(e.g. Sheth 1973; Patton, Puto & King 1986; Smeltzer & Ogden 2002; Hunter, Bunn & 

Perreault 2006). Organisational purchasing is associated in the literature mostly with goods 

and materials (e.g. Reid, Pullins & Plank 2002). When organisational capabilities are 

reviewed, maturity of organisation’s PSM should be taken into account. 

 

3.1 Value creation 

 

Porter introduced the concept of the value chain and competitive advantage in 1985. The 

assumption underlying the value chain is that each activity either adds or removes value from 

the products or services at hand. At the heart of all business strategies lies the desire to 

achieve differentiation through cost reduction and/or value enhancement (Porter 1985).  Later 

Porter (1991) states that firm profitability can be decomposed into effects stemming from 

industry structural characteristics and the firm’s strategic positioning within its industry. 

However, it is easy to see the steps that add value, but it is much more difficult to see all the 

waste that surrounds them. The thesis is that beginning to eliminate this 60 % of activities and 

costs offers the biggest opportunity for performance improvement today. (Hines, Jones & 

Rich 2001, 173.) 

 

By considering their core competencies, companies must be able to connect themselves 

flexibly to different value-creating systems (VCSs) and be capable of rapidly and efficiently 

establishing new connections with other players (Parolini 1999). Parolini (1999, 152) states 

that the five competitive forces proposed by Porter (1980) are becoming increasingly difficult 

to apply: a growing number of industries are difficult to define and delimit, and it is 

consequently difficult to understand what their boundaries are, which industries should be 

considered customers and which suppliers, and what is their cost structure. 

 

According to Parolini, the major limitation of Porter’s definition is that it identifies value only 

with the value that the company has managed to obtain for itself, almost as if the net value for 

customers was not a value in itself. Parolini compares the specificity of the value net approach 

to Porter’s supply chain analysis: ”…Porter’s value system refers to a more limited set of 

activities than our value creating system: for example, it does not include those activities that 

contribute towards the creation of value for the final purchaser, but are not included in the 
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value system itself. The value system model attempts to broaden the strategic perspective and 

to consider links with both upstream and downstream value chains, but it clearly takes the 

viewpoint of the company making the analysis, without ever fully considering the end-user’s 

point of view. Furthermore, Porter describes value systems as sets of value chains; i.e. sets of 

economic players (companies, the business units of diversified companies, final purchasers).” 

(Parolini 1999.) 

 

Parolini (1999) stresses that the value created by a system can be maximised by having 

appropriate resources for specialisation and by reducing the costs of the related purchase and 

sales activities to a minimum. In relation to transaction management activities, it is finally 

worth stressing that it is necessary to avoid confusing sales and purchase activities with the 

complex of activities carried out by salesmen or the people in a buying office; transaction 

management activities play an important role in distributing the value created by a system. 

The problem for many companies is that a good part of the time and energy of their buyers 

and salesmen is spent on the activities of purchasing and selling in the strict sense, which 

means that they have less opportunity to carry out activities that are more significant in terms 

of the creation of value. 

 

For the purposes of strategic analysis, it is useful to distinguish the net value created by the 

system, the net value received by final customers, and the net value acquired by value-

creating players. The total net value created by the system is divided between the final 

customers and the economic players participating in its creation on the basis of their relative 

bargaining power. The net value received by final customers can be defined as the difference 

between the value that customers attribute to a product and the price actually paid for it. The 

total price paid corresponds to the total revenues received by the players involved in value-

creating activities. The net value acquired by the value-creating players can be defined as the 

difference between the total price that the purchasers have paid to the players who carry out 

value-creating activities and the total costs that the latter have had to bear. (Parolini 1999.) 

 

Also Brewer (2001a) refers to Porter (1980) when she speaks of value creation. The terms 

customer value and value proposition are also mentioned. Furthermore, Brewer speaks of 

shareholder value under the concept of industry view. Creating value can only be attained if 
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the stakeholders can exchange resources, share knowledge and skills, and build supply chain 

capability for the pursuit of goal achievement. This is at the core of competitive advantage. If 

price is emphasised in PSM, it does not recognise value-creation opportunities that 

relationships with strategic suppliers provide. Brewer (2001b) sees e-procurement as a way of 

action which changes PSM personnel’s work less clerical while becoming more strategic. 

 

Kaplan and Norton (1996) created the balanced scorecard (BSC) model, which represents a 

management control system in communicating an interacted notion of value creation. Plenty 

of enterprises have created a mix of different indicators and processes significant for their 

own value creation (Rucci, Kirn & Quinn 1998; Johanson, Mårtenson & Skoog 2001a; 

2001b). The common denominator of these models is that they formally acknowledge non-

financial organisational aspects to be at least as important as financial aspects are in the value 

creation process (Skoog 2003). 

 

After BSC and other models concerning measurement of intellectual capital, there have been 

many other applications of them. Meritum (2001) is so called intellectual capital (IC) model 

which was initiated by the European Union. The Meritum model divides intangible assets into 

three categories: human capital, structural capital, and relational capital. Furthermore, 

organisations obtain also value creation. 

 

Earlier the main goal was the ability to provide customers quality products. In today’s 

customer-driven market it is not the product or service itself that matters most but the 

perceived value to the customer of the entire relationship with a company. The current 

emphasis on customer value tries to establish the reasons a customer chooses one company’s 

product over another’s and looks at the entire range of product, services, and intangibles that 

constitute the company’s image. Customer value requires learning why customers purchase, 

continue to purchase, or defect from a company. (Simchi-Levi et al. 2004) The authors 

emphasise information’s role as a value-added service. To allow customers access their own 

data, such as pending orders, payment history, and typical orders, enhances their experience 

with the company. Customers value the ability to know the status of an order, sometimes even 

more than the actual turnaround time. This capability provides reliability and enables 

planning. 
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3.2 Purchasing sophistication 

 

Purchasing sophistication (or maturity) can be viewed as a key characteristic of the 

purchasing function. In this study, purchasing and supply management sophistication 

(purchasing maturity) reflects the level of professionalism in PSM (see Rozemeijer, van 

Weele & Weggeman 2003) and its position within companies (see Gelderman & van Weele 

2005). 

 

Various characteristics of the purchasing function can be expected to determine its level of 

sophistication and maturity. Gelderman and van Weele (2005, 22) use for the development of 

a purchasing sophistication construct: 1) reporting level of the purchasing function, 2) the 

contribution to the competitive position of the company, 3) an orientation on collaborative 

supplier relationships, 4) the skills to participate in cross-functional teams, 5) skills for 

developing purchasing and supplier strategies, and 6) a focus on clerical and administrative 

duties. These characteristics provide an indication of the level of sophistication of the 

purchasing function. The authors’ findings indicate that portfolio usage is definitely a sign of 

purchasing sophistication. 

 

At the same time, van Weele (2005, 94) presents a six-stage purchasing developmental model 

(Figure 6) in which purchasing develops from transaction orientation to value chain 

integration. van Weele comes to the conclusion that companies may go through stages 

presented in the purchasing development model when they want to develop purchasing 

professionalism. He advises, however, to use the model carefully, for all stages may not be 

relevant for all types of commodities, companies, and industries. 
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Figure 6. Six levels of purchasing maturity (adapted from van Weele 2005, 94; Axelsson et al. 2005, 21). 
 

The lowest level of maturity, or professionalism, is said to be prevalent for the transactional 

orientation phase. This is recognised in a very passive or reactive purchasing operation where 

the purchasing professionals merely “administer” the purchasing tasks. Commercial 

orientation (phase 2) is regarded as a somewhat more developed commercial approach with 

regular requests for tender, comparisons of various bids from suppliers and negotiations, as 

well as operation with pre-qualified suppliers. Phase 3, purchasing coordination, emphasises a 

work mode where buying enterprise has strong control over purchased volumes, the number 

of suppliers and purchased items. Common to these three levels is a functional approach 

where the purchasing department acts on its own. In addition, phases 2 and 3 call for 

increased coordination or centralisation of purchasing operations. (van Weele 2005, 93-97.) 

 

Internal integration (phase 4) implies that the organisation handles purchases and suppliers in 

a more process-oriented way and utilises cross-functional teams with the relevant 

competencies and expertise that take responsibility for important goods and services bought. 

For example purchasing systems and enterprise resource planning (ERP) are often used 

methods. Phase 5, external integration, introduces synchronisation and optimisation of supply 

chains. In this phase, there is a need for utilisation of information and communication 
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technology (ICT), e.g. EDI systems. Value chain integration (phase 6) is looked on as the 

most sophisticated development phase. This phase establishes a clear connection to the 

buying organisation’s own customers. PSM here means doing both all of the purchasing and 

supply operations from the previous phases and contributing to the creation of customer 

value. In-depth understanding of customer needs and willingness and capabilities to satisfy 

these are the basic requirements for reaching phase 6. This presupposes that PSM has a global 

perspective on suppliers and undertake entrepreneurial collaboration with suppliers. Cross-

functional teams and centre-led operations are an important prerequisite for phases 4 to 6. A 

centre-led function does not necessarily imply the dominance of a centrally placed purchasing 

unit. (van Weele 2005, 93-97.) 

 

Also Axelsson et al. (2005) have studied purchasing maturity. According to them, a mature 

and sophisticated working method is very much about developing and applying a structured 

working method. Thereby the organisation will establish a sustainable, improved foundation 

for its sourcing operations. 

 

3.3 Competence and capability requirements 

 

Competences and capabilities of purchasing and supply management can be classified in 

many ways. Individual competences of PSM are often studied in a broader context as a part of 

logistics and SCM (see e.g. Gammelgaard & Larson 2001). 

 

Das and Narasimhan (2000) define purchasing competence as the capability to structure, 

develop, and manage the supply base in alignment with the manufacturing and business 

priorities of a firm. According to the authors, purchasing competence enables purchasing to 

become a participant in the strategic planning processes of a firm and impact key policies at 

the functional and corporate levels when it is fully developed. Das and Narasimhan (2000) see 

that four purchasing practices – supply base optimisation, buyer-supplier relationship 

development, supplier capability auditing, and purchasing integration – provide a platform for 

the evolutionary development of purchasing competence in a firm. But, as the authors state: 

“The four purchasing competence factors may not constitute the full domain of this construct” 
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(2000, 27). They suggest that global sourcing, environmental issues, and logistics are some 

additional areas that could be included in other studies besides issues of order and sequence. 

 

According to Cox (2001, 47), competence in procurement and supply management “is based 

on the recognition that the best circumstance for the buyer is not the pursuit of any one 

relationship management approach. Rather, it is based on the recognition that the ideal 

circumstance for any buyer is to be located in the buyer dominance box, as well as on the 

ability to devise strategies to move all supply relationships (or as many as possible) toward 

this ideal.” Thus Cox sees procurement and supply competence in the context of buyer and 

supplier power. Adversarial relationships are being replaced by increasing cooperation, 

communication, and striving for mutual benefits. Firms recognise that independence is not a 

strength but an obstacle in terms of increased profitability. 

 

New venues and activities have enhanced both strategic role of suppliers, for instance in 

innovation (Croom 2001), and the strategic role of supply management professionals (Ellram 

et al. 2002). According to Ellram et al. (2002), knowledge and skills developed during the last 

ten and even fifteen years have enabled the adoption and integration of best practices in 

supply management. According to Nollet et al. (2005), the most interesting standpoint of the 

practise of a profession is the scanning of leading-edge technologies and supplier market 

information. The authors (2005, 137) emphasise the main implications for supply managers: 

 

1. Find out corporate and/or business strategy and understand it (them); you will be able to 

align the supply “strategy” and demonstrate how supply management can respond to 

organisational goals and objectives. 

2. Communicate business demands placed on supply by the business strategy, as you 

understand them: you will promote knowledge exchanges, thus creating a sense of 

oneness that will empower the responsiveness of the supply organisation to business 

changes. 

3. Systematically evaluate the effective contribution of the supply “strategy” to corporate 

and/or business strategy: you will be aware of improvements to perform and are more 

likely to know when to make them. 
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Different posts need naturally different competences, i.e. director is supposed to have 

leadership skills as basic competence. Axelsson et al. (2005) measure individual purchasing 

knowledge and experience on a four-point scale: rookie level, basic level, senior level, and 

expert level: 

 

1. Rookie level: Concept/activity is new for him/her and he/she has no experience in 

applying the concept/conducting the activity in practice. 

2. Basic level: He/she has basic knowledge of the concept/activity and some experience in 

applying the concept/conducting the activity in practice on a small scale. 

3. Senior level: He/she has almost full knowledge of the concept/activity and he/she is 

experienced in applying the concept/conducting the activity in practice. 

4. Expert level: He/she has full knowledge of the concept/activity and he/she is very 

experienced in successfully applying the concept/conducting the activity in practice. 

(Axelsson et al. 2005, 163.) 

 

Cox and Lamming (1997, 62) say that supply management professionals have to “constantly 

assess the relative utility of a range of collaborative and competitive external – and internal – 

contractual relationships”. Later Cavinato (1999) found a higher level of involvement named 

“knowledge-based business” where the function is strategically involved in linking the firm to 

suppliers and networks knowledge. To reach this level, it is compulsory for supply 

management professionals to master the strategy-making process and its implications. 

Further, supply professionals are expected to ensure the realisation of the full potential of 

supply. Rozemeijer and Wynstra (2005) emphasise continuous training and education, job 

rotation, networking, and acquisition of a wide range of experience which will become the 

most valuable assets for the buyer in the future. 

 

Narasimhan et al. (2001) found that few studies have identified the defining elements that 

constitute purchasing competence. The authors introduce the construct of purchasing 

competence using a second-order factor structure derived from purchasing practices identified 

in literature. Narasimhan et al. (2001, 4) offer a generic definition of purchasing competence: 

“Purchasing Competence can be measured as a multidimensional performance index 

comprised of performance along key enabling content elements for which the purchasing 
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function has a primary responsibility”. The authors measure purchasing competence along 

five dimensions: empowerment, employee competence, interaction frequency-tactical, 

interaction effectiveness-NPD, and buyer seller relationship management. (Figure 7) 

 
 
Figure 7. Dimensions of Purchasing Competence (adapted from Narasimhan et al. 2001, 5). 
 

Narasimhan et al. (2001) operationalise empowerment in terms of involvement in job-related 

and operational decisions, autonomy, and job security, which encourages risk taking and 

trying out new ideas and practices to solve tactical and operational problems. Employee 

competence is defined in terms of training for purchasing employees and suppliers in strategic 

initiatives such as quality improvement and customer satisfaction, and performance 

evaluation of purchasing employees that are tied to quality improvement goals. Interaction 

effectiveness-tactical is captured by purchasing’s interaction frequency with production and 

quality control. Interaction effectiveness-NPD is measured in terms of interaction between 

purchasing and R&D and interaction between purchasing and engineering. Finally, buyer-

seller relationship management is captured in terms of four variables: purchasing’s 

involvement in risk sharing for capital investment with suppliers, purchasing’s sharing of 

technical information with suppliers, joint production planning with suppliers, and sharing of 

cost savings with suppliers. 
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Narasimhan et al. (2001) find that empowerment and buyer-seller relationship management 

are the key dimensions that purchasing executives should monitor to improve firm-level 

strategic performance. The study also found joint planning for production with suppliers as a 

key practice for effective management of buyer-seller relationships. Involving key suppliers 

in production planning and scheduling is indicative of a strong commitment towards 

partnering with suppliers. 

 

PSM competencies can also be viewed as requirements for supply network management. 

Harland and Knight (2001) see that competencies are related to general management and 

leadership as opposed to actual PSM subjects. 

 

3.4 PSM capabilities framework and hypotheses 

 

The following purchasing and supply management capabilities framework (Figure 8) was 

constructed for this study on the basis of a combination of literature reviews that was 

presented in previous chapters. Naturally, the research questions and the aims of this study 

were the groundwork for the literature review (see 1.2). The framework highlights five key 

aspects of purchasing and supply management capabilities: status and role, individual 

competences and organisational capabilities, financial importance, strategic supply, methods 

and indicators. According to the literature these are the most important elements in purchasing 

and supply management. 
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Figure 8. Framework for purchasing and supply management capabilities. 
 

The aspects are presented next. All the following aspects are related to the maturity of PSM, 

value creating and competence and capability requirements that are highlighted by e.g. 

Gelderman and van Weele (2005), Axelsson et al. (2005), Brewer (2001a), Simchi-Levi et al. 

(2004), and Narasimhan et al. (2001). The researcher was interested to study whether there 

could be found some features of sophisticated PSM in respondent firms. The implemented 

questionnaire was based on the created model. The original survey questionnaire that has been 

translated into English is presented in Appendix 1. 
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Goals of purchasing and supply management are integrated in the business strategy of the 

whole firm. PSM’s synergy initiatives are aligned with business line strategies. The status and 

role of purchasing and supply management is established also at the executive level of an 
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enterprise. PSM is considered as an important resource for the firm. PSM function is reporting 

directly to top management. 

 

2. Purchasing and supply management is being continuously developed by taking care of 

both the personnel’s competences and the organisation’s capabilities. 

 

Individual competence and organisational capabilities are seen as crucial assets because of 

purchasing and supply management’s significance for the firm’s success. Changes in the PSM 

function and in the environment in which it operates affect significantly the competence set 

required for professional excellence. With regard to competence development, this study 

differentiates three main sources: education, on-the-job training, and hiring that have been 

taken account in the questionnaire. Organisational capabilities of PSM area scantly researched 

area, and that is the reason why it is important to study also this issue. 

 

3. Firms have recognised financial importance of purchasing and supply management. 

 

Competitive advantage can be sustained if firms are successful over the long term. Thus, 

firm’s financial performance, such as profitability or growth, is included in this aspect. 

Although all supply decisions are important, some of them are more critical to organisational 

performance. Thus, it is important to notice that competitive advantage is linked to both costs 

and value of enterprise’s offerings. Top management acknowledges that PSM contributes 

significantly to the competitive position of the firm. 

 

4. Purchasing and supply management is strategic by nature. 

 

Suppliers are considered as key success factors. There is an orientation towards collaborative 

relationships with suppliers. PSM personnel are willing to develop supply strategies, and 

value creation is seen as the area in terms of supply strategy development. Purchasing and 

supply management’s operations are proactive. PSM utilises internal cross-functional teams. 

PSM personnel do not engage mainly in clerical and operational duties. 

 

 



81 

  

5. Purchasing and supply management is measured and controlled. 

 

Directors and managers want to know if purchasing and supply tasks have been done well or 

if there is progress in change efforts. Thus, measurement has also a control dimension. If 

activities are measured and evaluated, personnel get feedback. Wrong measurements can lead 

organisation to the wrong direction. Furthermore, measurement is one way to enforce the 

realisation of desired results. In this study, measurement is taken into account in the 

questionnaire by asking questions that deal with e.g. financial figures that pay attention to the 

enterprises’ plans for five years ahead. 

 

As Zheng et al. (2007) have found, e-commerce, globalisation, and outsourcing have been 

identified in literature as key contextual developments that will continue to have a 

fundamental impact on purchasing and supply management. Each of these represents a central 

element of purchasing strategy, but also these trends are contextual factors that shape 

purchasing strategy, structure and skill requirements. Based on the literature review and 

before mentioned elements, six hypotheses were formed. They are presented briefly below. 

 

H1: The existence of a supply strategy can be predicted. 

 

Generally supply strategy involves design, development, and management of the internal and 

external components of the supply system. Thus, it is an important element of firm’s 

management system. Furthermore, supply strategy is a clear sign of the appreciation of 

purchasing and supply management (cf. Ramsay 2001, see Cousins & Spekman 2003). It is 

interesting to examine if there are any elements which have an influence on supply strategy’s 

existence (see Mintzberg & Waters 1985). 

 

H2: Firms that have a supply strategy take advantage of e-procurement more often. 

 

E-procurement is changing the strategies of purchasing and supply management and the 

relationships of participants in the supply chain. E-procurement can been seen as a way of 

action which changes PSM personnel’s work less clerical and more strategic (Brewer 2001b). 

With increasing e-procurement and outsourcing of non-strategic purchasing, the allocation of 
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purchasing activities within organisations is evolving (Zheng et al. 2007). E-procurement has 

been found to improve the quality of enterprises’ operations and to make their internal 

processes more efficient. 

 

H3: Firms that have outsourced their activities take advantage of e-procurement more often. 

 

Outsourcing is one of the central concepts and practices related to purchasing and supply 

management. Outsourcing is all about strategic make-or-buy decisions. (Morgan & Monczka 

2003; Carter et al. 2007.) Therefore, it relates to the competence view. It has been evaluated 

that outsourcing of procurement is growing even though it is not yet widespread. Outsourcing 

and e-commerce are major trends in terms of how purchasing effectively contribute to 

corporate competitiveness in the new business environment (Zheng et al. 2007). It has been 

studied that e-commerce increases optimal outsourcing levels, and managers ought to be 

cognisant of this. As new e-commerce opportunities arise in their environment, the pressure to 

outsource more activities mounts. (Kotabe, Mol & Murray 2008.) 

 

H4: Firms that have a supply strategy take advantage of outsourcing more often. 

 

Common practice in today’s business is related to outsourcing: companies aim to focus on 

their core activities and to transfer less critical functions to their subcontractors (cf. Ylinenpää 

1997). Due to outsourcing’s close relation to strategic purchasing, it is important to study 

whether or not there is a connection between these factors. (see e.g. Gadde & Håkansson 

2001; Morgan & Monczka 2003; Carter et al. 2007) 

 

H5: Firms that have a supply strategy consider financial issues more important. 

 

Purchasing and supply management’s financial importance in regard to the firm’s 

performance is considerable (see Das & Narasimhan 2000; Carr & Smeltzer 2000; Gonzáles-

Benito 2007; Paulraj et al. 2006). Percentage values of total supply costs’ in comparison to 

turnovers are high (see e.g. Degraeve 2001; Axelsson et al. 2005). Firms can save 

considerable amounts of money by making purchasing function more effective. The economic 

aspect cannot be forgotten when speaking of strategic supply management. 



83 

  

H6: Firms that have a supply strategy consider competence in logistics more important. 

 

A firm cannot operate if it does not have capabilities. Competence issues have to be examined 

strategically from both individuals’ and organisations’ points of view. Purchasing and supply 

function is one of firms’ logistics functions. It is interesting to study if the enterprises, which 

set a value on supply strategy, prefer also logistics. (see e.g. Huttunen et al. 2001, Quayle 

2002a; Naula et al. 2006.) 

 

All the hypotheses will be tested in Chapter 5 and results of these tests will be presented and 

further analysed in Chapter 6. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



84 

  

4 RESEARCH METHODOLOGY 

 
This research is quantitative and explorative by nature. This study’s object is not to handle 

purchasing and supply management of one single enterprise. Thus, quantitative research was 

carried out to get a wider background information of the data. Furthermore, quantitative 

research can reveal connections that are not obvious for researchers. The empirical data of the 

study was collected through a structured survey. Due to the usage of a structured 

questionnaire, this research needed also preliminary theoretical background. Therefore, the 

approach was more deductive than inductive. Ghauri and Grønhaug (2002, 48) state that when 

the research problem is badly understood, a (more or less) exploratory research design is 

adequate. Skill requirements differ in exploratory research. The main skill requirements in 

exploratory research are often the ability to observe, get information, and construct 

explanation, i.e. theorising. The questionnaire of this study was based on literature and earlier 

studies on the subject (see e.g. Carter & Narasimhan 1996a, Carter et al. 2007; Carr & 

Pearson 1999, 2002). 

 

Subjectivist and objectivist dimensions of approaches, composed of four sets of assumptions, 

have dominated social sciences for more than two hundred years. The ontological and 

epistemological approaches of this study are closer to realism and positivism than nominalism 

or anti-positivism. This study represents sosiological positivism, which treats the world as the 

natural world, adopting “realistic” ontology, “positivist” epistemology, relatively 

“deterministic” views of human nature, and use of “nomothetic” methodologies. (Burrel & 

Morgan 1979, 2-4.) The position of this research is objectivist. Human nature is deterministic, 

but methodology is nomothetic: it is group-centred and uses standardised, controlled 

environmental contexts and quantitative methods. 

 

The questionnaire survey represents a quite objective approach. In the paradigms of 

organisation studies as defined by Burrell and Morgan (1979), this study belongs to 

functionalist paradigm that is based on the assumption that a society has a concrete, real 

existence, and a systematic character. It tends to provide rational explanations of social 

affairs. Functionalists are individualists. That is, the properties of an aggregate are determined 

by the properties of its units. Ardalan (2003) has found that the functionalist paradigm has 
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become dominant in academic sociology and mainstream academic finance. The other 

paradigms, defined by Burrell and Morgan (1979), are radical humanist, radical structuralist, 

and interpretive. However, this study could also be considered to belong to the interpretive 

paradigm which emphasises the role of subjective perceptions and inter-subjective 

experiences of individuals. 

 

4.1 Research data and methods of data collection 

 

The survey was conducted in order to study purchasing and supply capabilities in Finnish 

medium-sized enterprises. The study was implemented with a questionnaire that included 89 

questions. A conceptual model was constructed on the basis of a literature review. A survey 

instrument was then designed to validate the areas of the model: status and role, competencies 

and capabilities, financial importance, strategic supply, and measures and indicators. 

 

The questionnaire was pre-tested by three enterprises and two academics. The tester firms 

located in Kuopio (retail, Province of Eastern Finland), in Suomussalmi (manufacturing, 

Province of Oulu) and in Valkeakoski (transportation, Province of Western Finland).  On the 

grounds of the testers’ feedback few questions were either reformed or removed. 

 

Respondents were asked to rate the above-mentioned different characteristics, mainly using a 

5-point Likert scale (from 1=completely disagree to 5=completely agree). The complete 

English questionnaire can be found in Appendix 1. Questionnaire’s questions were originally 

in Finnish because of Finnish enterprises and respondents. Variables were analysed 

quantitatively with the Statistical Package for Social Sciences (SPSS) software. Also some 

factors were created in addition to original variables. The following variables can be 

considered as the key ones throughout the study: 

 

1) Does your firm have a supply strategy? 

2) Has your firm outsourced its activities? 

3) Does your enterprise have e-procurement activity? 
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Data collection took place from December 2006 to January 2007. Statistics Finland made a 

random sample of 600 medium-sized enterprises from a database of 1377 medium-sized 

manufacturing, wholesale and retail trade, and transportation, storage and communication 

enterprises in Finland. These industries were seen as an important research area from the 

point of view of logistics (see e.g. Naula et al. 2006). Further, according to Statistics Finland 

(2007), all the before mentioned industries grew in 2006. At the same time it means that the 

meaning of PSM will likely increase. Also service enterprises were included because of the 

growing need for the study in that sector (see e.g. Paulraj et al. 2006). 

 

Companies were classified as small and medium-sized enterprises (SMEs) in compliance with 

the official definition of the EU. The number of employees was taken into account as an 

absolute criterion. As the information of the firms’ turnover was from the year 2005, there 

were some enterprises that did not fulfil the medium-sized criterion any more, and these cases 

were excluded from the final sample. However, there are few, if any, exceptions. The 

enterprises in the sample were selected randomly from the database, but the PSM persons 

within them were not, which is a possible source of selection bias. However, there were only 

a few persons from which to choose the respondents or no options at all. In some cases, the 

selected respondent had sent the request of answer to someone else. 

 

The final questionnaire was administered to 536 medium-sized Finnish enterprises because 

there were 64 invalid firms in the sample. There were eleven state-owned or county-owned 

companies and eight Ålandic firms in the invalid enterprises. In this study, state-owned or 

county-owned companies were not considered as enterprises. Swedish is spoken as official 

language in Ålandic firms, thus Finnish questionnaire would not necessarily have been 

understood. Nine firms did not have Internet sites or e-mail addresses. Thus it was not 

possible to send them the questionnaire by e-mail. In addition, 36 out of 600 enterprises were 

no longer medium-sized due to organic growth or merges. These firms were rejected on the 

grounds of the firms’ own announcement to the researcher. 

 

This research uses data collected from purchasing executives at the Director/CEO level. They 

were chosen as respondents because of their insights into the development of the purchasing 

function. First e-mails were sent to the aforementioned sample of 536 professionals. A 
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reminder e-mail followed eight days later. Follow-up phone calls were made to all non-

respondents, beginning 17 days after the first e-mails. A total of 94 responses were received 

of which none were invalid. The effective response rate was 17.5 percent (94/536). 

Considering the length of the survey, this response rate is quite satisfactory. Manufacturing 

enterprises were the most willing to reply the questionnaire. 

 

4.2 Non-response analyses 

 

The survey was conducted in December 2006 and in January 2007, and because of Christmas 

and New Year, the response rate (17.5 %) may have been lower than naturally. However, this 

kind of possibility was taken into account already in the beginning of research, but due to the 

researcher’s schedules, it was not possible to conduct the survey any later. Data absence was 

quite big in certain research questions. The value of outsourced activities was a difficult 

question or, for some other reason, the respondents were not willing to answer that question: 

only 16 respondents answered the value concerning the year 2001 and 28 respondents the 

value concerning the year 2005. Furthermore, the questions concerning the supply values in 

2001 (62 replies) and in 2005 (74 replies) got few answers. 

 

The main problem with surveys is that low response rate causes bias in results. In other 

words, the response group is significantly different compared to the rest of the population. In 

order to test possible non-response bias, respondents and non-respondents were compared 

with respect to location and industry. The comparison was done with chi-square analysis. The 

following Table 2 shows the distribution of respondents and non-respondents in terms of 

location. There was no statistical difference between respondents and non-respondents 

(t(3)=3.376, p=0.337). Thus, the respondents reflect the population reliably with respect to 

location. 
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Table 2. Distribution of respondents and non-respondents in terms of location. 
 
  % of % of Non- % of
Location Total total Respondents total respondents total
Province of Southern 
Finland 150 28 28 29.8 118 26.7
Province of Western 
Finland 225 41.9 44 46.8 183 41.4
Province of Eastern Finland 53 9.9 11 11.7 43 9.7
Province of Oulu 100 18.7 11 11.7 90 20.4
Province of Lapland 8 1.5 0 0 8 1.8
Total 536 100 94 100 442 100
 
        
29.8 % of respondent firms were situated in the Province of Southern Finland, 46.8 % in the 

Province of Western Finland, 11.7 % in the Province of Eastern Finland and 11.7 % in the 

Province of Oulu. There were no respondents in the Province of Lapland. Manufacturing 

industry was emphasised, but wholesale and retail trade, transportation and storage, and 

communication industries had smaller proportions, as shown in Table 3. 

 
Table 3. Distribution of respondents and non-respondents in terms of industry. 
 
  % of % of Non- % of 
Industry Total total Respondents total respondents total
Manufacturing 372 69.4 82 87.2 290 65.6
Wholesale and retail trade 98 18.3 7 7.5 91 20.6
Transportation, storage 66 12.3 5 5.3 61 13.8
Total 536 100 94 100 442 100
 
There was statistical difference in terms of industry (t(2)=14.412, p=0.001). Thus, the 

respondents do not reflect the population reliably with respect to industry. 

 
Non-response bias was not tested by comparing respondents according to the response date. 

Responses were gathered during a short time beginning in December 2006 and ending in the 

early days of January 2007, which was the reason why non-response bias was not tested by 

comparing the respondents according to the response date. The respondents and non-

respondents had similar demographic backgrounds. Thus the answers should not be biased in 

this sense, either. 
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On the basis of the above results of non-response analysis, it is possible to say that the 

collected data illustrates the whole population representatively when considering of location, 

whereas the wholesale and retail trade and the transportation, storage, and communication 

industries are not successfully represented in this study. On the other hand, manufacturing 

industry is very well represented. 

 

4.3 Methods of data analysis and interpretation 

 

The survey data was analysed by using quantitative methods. The statistical methods, such as 

factor analysis, chi-square test (χ²), independent samples t-test, and logistics regression used 

in this study are presented next.  

 

Factor analysis was used to test unidimensionality of the items which means that they are 

strongly associated with each other and represent a single concept. The test of 

unidimensionality means that each summated scale consists of items loading highly on a 

single factor. Chi-square test (χ²), independent samples t-test, and logistics regression were 

used to test the hypotheses of the study. The main principles of these methods are presented 

briefly in the following section. Chapter 5 presents the results of this study, and it is followed 

by the discussion of the overall results. 

 

4.3.1 Factor analysis 

 

The research problem is the starting point in factor analysis. Factor analysis is a linear model 

explaining the relationships between independent and dependent variables. Factor analysis is 

somewhat different from regression models. In factor analysis, the dependent variables are a 

set of empirically measured variables while independent variables are thought to be 

dimensions (factors) that are not known beforehand. 

 

The main claim of factor analysis is that factors cause covariation among the observed 

variables. Thus, variables correlate with each other and define a factor that could be 

interpreted to be a certain construct. Factor analysis is an interdependence technique, whose 
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primary purpose is to define the underlying structure among the variables in the analysis (Hair 

et al. 2006, 104). Factor analysis can be utilised to examine the underlying patterns or 

relationships for a large number of variables and to determine whether the information can be 

condensed or summarised in a smaller set of factors or components. The quality and meaning 

of the derived factors reflect the conceptual underpinnings of the variables included in the 

analysis (Hair et al. 2006, 110). 

 

The Bartlett test of sphericity, a statistical test for the presence of correlations among the 

variables, provides the statistical significance that the correlation matrix has significant 

correlations among at least some of the variables (Hair et al. 2006, 114). Hair et al. present 

one word of caution for the selection of the final set of factors: negative consequences arise 

from selecting either too many or too few factors to represent the data. If too few factors are 

used, then the correct structure is not revealed and important dimensions may be omitted. If 

too many factors are retained, interpretation becomes more difficult when the results are 

rotated. The authors recommend that researchers examine a number of different factor 

structures derived from several trial solutions so that the best representation of the data can be 

compared and contrasted. (Hair et al. 2006, 121.) 

 

To define a construct, researchers use two alternative techniques: a) confirming technique and 

b) exploring technique. In confirming technique, the aim is to confirm that a certain set of 

variables defines a construct (a factor). In exploring technique, the aim is to explore how 

variables are related to factors. Confirming technique aims at establishing that a set of 

variables defines a certain factor, while exploring technique searches all the possible variables 

that define factors without a previous picture of the factors. 

 

This study uses exploring technique to find out if those factors are found that were suggested 

in the theory. Thus, it is studied whether the variables in the questionnaire define factors that 

could be interpreted as those that are presented in the theory. It was studied whether the 

theoretical constructs were independent or unobservable (i.e. do not correlate too much with 

each other). In this type of use, factor analysis tests the reliability of a construct, and thus 

could be used together with Cronbach’s alpha coefficient. This study uses both to assess 

reliability of constructs and to make sure that a certain set of variables defines a certain factor. 
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The eigenvalue of the factor shows how important an explanatory factor is in the model. The 

common rule is that factors having eigenvalues under 1.00 should not be used in a model 

because a smaller eigenvalue of a factor explains variation more weakly than a single 

variable. It is a rule of thumb used frequently as a means of making a preliminary 

examination of the factor matrix. In short, factor loadings ±.30 to ±.40 are minimally 

acceptable, values greater than ±.50 are generally considered necessary for practical 

significance. (Hair et al. 2006, 129.) To summarise the criteria for the significance of factor 

loadings, the following guidelines can now be stated: (1) the larger the sample size, the 

smaller the loading to be considered significant; (2) the larger the number of variables being 

analysed, the smaller the loading to be considered significant; (3) the larger the number of 

factors, the larger the size of the loading on later factors to be considered significant for 

interpretation. (Hair et al. 1998, 112.) Loadings that exceed +0.70 are considered indicative of 

a well-defined structure and are the goal of any factor analysis, although it may decrease to 

.60 in exploratory research (Hair et al. 2006). In this study, also Varimax rotation was used. It 

tries to produce factor loadings that load as high as possible on one factor and as low as 

possible on other factors. According to Hair et al. (2006), Varimax appears to give a clearer 

separation of the factors. 

 

In the following analyses, the factors were used as Likert scale sum-variables. 

Multicollinearity is the issue that might cause problems in the use of sum-variables in further 

analyses. To maximise the prediction from a given number of independent variables, 

researcher should look for independent variables that have low multicollinearity with other 

independent variables but also have high correlations with the dependent variable (Hair et al. 

2006, 186). Factor scores do not have this particular problem. Instead, the problems related to 

factor scores mean that different rotations of the factor solution may lead to different factor 

scores. In addition to that, the measurement model indicates that variables are functions of 

both common factors and measurement error terms, which causes factor scores to be affected 

by measurement errors. The use of sum-variables was chosen instead of factor scores because 

the above-mentioned problems of factor scores are quite severe and sum-variables are easier 

to construct and use. 
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4.3.2 Chi-square test (χ²) 

 
Chi-square test is the most basic statistical concept. In chi-square test, the method of data 

analysis is a contingency table which is used by comparing the actual cell frequencies to an 

expected cell frequency. The expected cell frequency is based on the marginal probabilities of 

its row and column (probability of a row and column among all rows and columns). (Hair et 

al. 2006, 630.) 

 

In cross-tabulated data, each cell contains the values for a specific row/column combination. 

The chi-square procedure proceeds in four steps to calculate a chi-square value for each cell 

and then transform it into a measure of association. (Hair et al. 2006, 665.) 

 

4.3.3 Independent samples t-test 

 

T-test assesses the statistical significance of the difference between two sample means for a 

single dependent variable. The t-test is a special case of ANOVA for two groups or levels of a 

treatment variable. 

 

The t-test is widely used because it works with small group sizes and is quite easy to apply 

and interpret. It does face a couple of limitations: it only accommodates two groups, and it 

can only assess one independent variable at a time. (Hair et al. 2006, 390.) However, analysis 

of variance can be used if researcher wants to remove either or both of the before mentioned 

restrictions. 

 

4.3.4 Logistic regression analysis 

 

Logistic regression is a “special form of regression in which the dependent variable is a 

nonmetric, dichotomous (binary) variable” (Hair et al. 2006, 272). Logistic regression 

analysis allows prediction of which of the two categories a respondent is likely to belong to. 

The analysis can be used to establish which variables are influential in predicting the correct 

category. Both discriminant analysis and logistic regression are the appropriate statistical 
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techniques when the dependent variable is a categorical (nominal or nonmetric) variable and 

the independent variables are metric variables. One difference between logistic regression and 

discriminant analysis is that logistic regression has the advantage of being less affected than 

discriminant analysis when the basic assumptions, particularly normality of the variables, are 

not met. Logistic regression can accommodate nonmetric variables through dummy variable 

coding. (Hair et al. 2006; also Metsämuuronen 2001.) However, logistic regression is limited 

to a prediction of a two-group dependent measure only. 

 

Hair et al. (2006, 355) present two reasons for which logistic regression may be preferred 

instead of discriminant analysis: 

 

- Discriminant analysis relies on strictly meeting the assumptions of multivariate 

normality and equal variance-covariance matrices across groups – assumptions that 

are not met in many situations. Logistic regression does not face these strict 

assumptions and is much more robust when these assumptions are not met, making its 

application appropriate in many situations. 

- Even if the assumptions are met, many researchers prefer logistics regression because 

it is similar to multiple regressions. It has straightforward statistical tests, similar 

approaches to incorporating metric and nonmetric variables and nonlinear effects, and 

a wide range of diagnostics. 

 

The authors see that for these before mentioned and more technical reasons, logistics 

regression is equivalent to two-group discriminant analysis and may be more suitable in many 

situations. 
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5 RESULTS 

 

Most of the results based on the respondents’ answers are reported in this chapter. Firstly, 

descriptive results are presented in several subsections. Hypotheses are tested and presented 

lastly. 

 

5.1 Basic information 

 

Case firms had on average 117 employees (Table 4). 87.2 % of enterprises represented 

manufacturing, 7.4 % were wholesale and retail trade, and 5.3 % represented transportation, 

storage and communication sector. Over half of the enterprises (54 %) had begun their 

business before the year 1975 and the eldest firms in the end of 19th century. Nearly half of 

the enterprises (46 %) had started their business during the past 30 years, and 13 % in the 21st 

century. 69 enterprises exported and 23 firms did not export at all. Two firms did not answer 

the question concerning export activities. 

 

Over half of the respondent firms (53 %) did not have more than one hundred employees, and 

one fourth of the companies (26 %) announced to have 101–150 employees. 12 % of the 

enterprises employed over 200 persons. (Figure 9.) 
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Figure 9. Employees in the respondent firms. 
 

The annual turnover in 2005 was under 20 million euros in half of the firms (54 %). 84 % of 

the enterprises had increased their turnover in 2005 when compared to 2001. Therefore, these 

enterprises can be considered as growth firms. 23 % of them announced their turnover to be 

20–29 million euros. Turnover was over 40 million euros in 12 % of the enterprises. 70 % of 

the firms had under 20 million euros turnover in 2001, and only three percent had it over 40 

million euros. (Table 4.) 

 
Table 4. Sample characteristics in 2005. 
 

    Mean Median
Turnover (1000 €) 20 389 17 400
Supply value (1000 €) 9 615 6 250
Number of employees 117 96
 

The respondent firms used 7.9 million euros for supplies on average in 2001 (Figure 10). The 

total supply value had increased 21 % from the year 2001 and was 9.6 million euros on 

average. The supply value (total purchasing expenditure) ranged from 200 000 euros to 50 

million euros in 2001 and in 2005 the range was 200 000–55 000 000 euros. This total supply 

value of all the respondent firms increased significantly during five years to 711 million 

euros. The supply value was on average 45 % of the turnover, proportions ranged from seven 
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to even 85 %. Thus the range was very high. The smallest proportion was given by a firm that 

represented transportation, storage and communication sector, and a firm that represented 

manufacturing evaluated the proportion to be the highest one. Surprisingly, there were plenty 

of non-respondents in the question concerning total supply value. This can come from 

ignorance or unwillingness to answer the question. But then it could have been believed that 

entrepreneurs, directors and managers know the supply values of their enterprises. In over 

half of the enterprises at most 85 % of supplies are productive by nature. 
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Figure 10. The supply value used in firms in 2001 and 2005. 
 

The respondents evaluated the supply cost proportions of turnovers. The costs consist 

purchasing personnel’s salaries, IT (e.g. instruments, programmes, investments), facility 

(floor area), and other costs (e.g. phone, business trips, consulting, investments). These costs 

do not include purchase prices of products and services. In most cases these costs were 

between 10–19 percent. To avoid the possible misunderstanding of the costs related to the 

supply cost proportions, the above mentioned examples were presented also in the 

questionnaire. (Figure 11.) 
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Figure 11. Supply cost proportions of turnovers. 
 

The percentage increases when supply values are compared to their costs with turnover. In 

this study, total supply cost is defined as not only the price of the specific products bought, 

but also the costs of related activities like administration. In addition, it includes efforts to 

stimulate the creation of new opportunities in terms of product and process innovation. This 

total supply cost including supply value (price) was on average 54 % of a firm’s turnover 

(evaluated with care) when minimum was ten percent and maximum 95 percent of a firm’s 

turnover. The proportion is 60 % if it is evaluated with announced maximum supply costs. 

The results correspond with earlier studies (see e.g. Axelsson et al. 2005). This result 

strengthens the financial significance of purchasing and supply management. 

 

Tables 5 and 6 present cross tabulations between supply strategy and operating result, and 

operating result relative to return on investment (ROI). Among the respondents, there were 

twelve unprofitable enterprises in 2005. About 19 % of the respondent firms had good 

operating result (over 10 %). (Table 5.) Interestingly, firms that have a supply strategy had 

greater amount of weaker operating results in proportion to the total amount of respondents 

than those enterprises that do not have a supply strategy. 
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Table 5. Crosstabulation between firms’ supply strategy and profit. 
 
   Supply strategy Total 
    Yes No (N)
Operating 
result Under 5 16 9 25
2005 (%) 5 - 10 14 13 27
  Over 10 5 7 12
Total (N)  35 29 64
 
ROI could be classified as good (over 15 %) in 44 % of respondent enterprises (Table 6). The 

researcher was interested in studying whether there were correlations between supply 

strategy, firms’ operating result 2005, turnover 2005, or ROI. This was tested by Mann-

Whitney U-test and in all cases p >0.05. No correlations were found. 

 
Table 6. Crosstabulation between firms’ operating result and ROI. 
 
    ROI    
    Under 9 9 - 14.9 Over 15 Total (N)
Operating 
result Under 5 33 5 6 44
2005 (%) 5 - 10 4 3 18 25
  Over 10 1 2 13 16
Total (N)  38 10 37 85
 
33 firms had global sourcing even though they did not have a supply strategy. On the other 

hand, 41 % of enterprises supplied at least 40 % of their materials domestically. Nearly half 

(49 %) of the enterprises conducted not more than one fifth of their supplies globally. 

However, global supply seems to be quite usual practice in middle-sized firms. In future, 

direct supplying from abroad will still increase when compared to the moment of response 

date. When examining means of global sourcing, direct global sourcing was the most 

common means. (Figure 12.) It is worth noting that over one third (34 %) of the responding 

firms acted in global markets. 
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Figure 12. Means of global sourcing in future. 
 
21 % of the enterprises had one full-time purchasing employee, 39 % had at least two full-

time employees, and 16 % had not any full-time purchasing professional. Firms evaluated that 

number of both full-time and part-time purchasing employees will decrease in the near future. 

It was not asked for this research how the respondent enterprises are going to organise their 

purchasing and supply management activities if they decrease the amount of employees. It is 

possible that for example centralisation of PSM is believed to reduce the need of personnel. 

 

The most appreciated elements in purchasing personnel were personal qualities (1.8), work 

experience (2.0), and business competence (2.5) in Likert-scale from 1 (the most important) to 

5 (the least important). However, variance of these items are quite small being between 0.8 - 

1.4. This result is not surprising, because it supports the other results of this research, e.g. 

about the appreciation of international competence. 

 
According to respondents, the five most important development elements in purchasing and 

supply functions were supplier relationships, operational processes, time based management, 

competence, and strategic processes. These answers can be examined through the number of 

answers. All the before mentioned elements got at least 37 choices on a Likert scale from 1 to 

5. When the question concerned the need for development one can come to the conclusion 
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that there is a demand for the improvement of these elements, and often the firms reach for 

e.g. effectiveness by developing their processes and competence. 

 

5.1.1 Education and work experience 

 

Nearly half of the respondents were managing directors or entrepreneurs, 43 % were 

directors, and ten percent represented buyers or some other personnel. The majority of 

respondents were male (91 %). 42 % of respondents had been working under five years, and 

28 % had been working over eleven years in their current position. 

 

Respondents considered technical (mean 4.0) and commercial (mean 3.9) education most 

important in purchasing and supply management. This is understandable because of the 

characteristics of PSM. According to the respondents, competence levels were the best in 

respect to those elements. The competence level of technical education was evaluated to be 

3.7 and the commercial 3.4 on a scale from 1 to 5. The firms’ biggest capability gap was in 

commercial and in law education when the importance and competence levels of education 

field were evaluated between themselves. 

 

The most important educational backgrounds were a Bachelor’s Degree from a University of 

Applied Sciences (mean 3.8) and supply management courses (mean 3.7). The least important 

educational backgrounds were licentiate and doctoral thesis at a university. Most often the 

respondent firms’ employees had the educational background of a Matriculation Examination 

or college (mean 3.4). Thus, the educational background was not very high among 

respondents, and on the other hand, academic studies were not listed as important ones. This 

could mean that the respondents do not see that academic studies would give any added value 

for PSM tasks, or perhaps the reason is in the respondents own lower educational background. 

It can be asked what kind of value if any the respondent firms could achieve if they would 

have more highly educated employees. 

 

Respondent enterprises considered common work (mean 4.1) and experience in supply 

management (mean 4.0) to be the most important work background. The best competence 

level of work background was in the amount of work experience (mean 4.3) and in the 
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experience of their own field of work (mean 3.9). Based on these evaluations, the biggest 

capability gap was in international issues. Interestingly, personnel had even more work 

experience than the respondents wished for them to have. 

 

According to the results, young graduated people could have possibilities to get employed for 

purchasing and supply tasks in middle-sized firms. Again, commercial and law studies would 

be valuable. As said before, high education is not expected. 

 

5.1.2 Business and international competence 

 

Strategic management (mean 4.2), logistics, and supply chain management (means 4.1) were 

evaluated as the most important business competences. This is a bit conflicting result to prior 

ones, because academic studies were not highly appreciated, but again strategic views are 

expected. Competence in legal issues was evaluated to be the least important (2.5). The best 

competence was in supply chain management (mean 3.6), strategic management, logistics, 

and in production technology and inventory management (means 3.5). The weakest 

competence was estimated to be in legal issues (mean 2.1). According to the answers, the 

biggest business capability gap was in strategic management. This sounds alarming because 

good management of PSM presumes strategic perspective. 

 

Language skills were considered as the most important international competence area (mean 

4.2) whereas cultural knowledge was evaluated to be the least important (mean 3.3). 

Respondents evaluated that their competence level was best in language skills (mean 3.4) and 

the weakest in cultural knowledge and global logistics chain management (means 2.8). 

According to the answers, the biggest capability gap was in language skills. This result is 

quite contradictory because global sourcing and internationalisation require both good 

language skills and cultural knowledge. Furthermore, it is notable that respondent firms are 

going to increase global sourcing during the next five years. 
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5.1.3 Personal qualities 

 

Purchasing personnel’s competence is influenced by several personal qualities which are 

shown in Figure 13. Respondents were asked to evaluate the importance of purchasing 

professionals’ personal qualities. The most important characteristic was the ability to make 

decisions (mean 4.4) and the least important was related to ethical issues (mean 3.5). Thus, 

ethical issues are not classified as important in spite of the fact that in public those kinds of 

things have got considerable attention lately. For example child labour and human rights are 

those kinds of matters that could be encountered in PSM. 

 

Firms evaluated their employees’ personal qualities at the response moment. Customer focus 

had the best rating (mean 3.8), which means that respondent firms have a clear customer 

orientation. Analytical thinking and computer literacy (means 3.4) and communication skills 

(mean 3.2) were weaker competences. Thus, the greatest capability gap was in 

communication skills and in the ability to see the big picture. In ethical issues, there was no 

competence gap (means 3.5). 
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Figure 13. Importance and competence of personal qualities. 
 
Personal qualities were the most important factors influencing the competence of purchasing 

personnel. Work experience was in the second place, and education field, educational 

background, and international competence were the least important factors. (Figure 14.) These 

results are congruent with the respondents’ answers which did not highly appreciate education 

and cultural knowledge. 
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Figure 14. Factors influencing the competence of purchasing personnel. 
 

Training of current purchasing personnel (mean 3.9), utilisation of the existing technology, 

and the rewarding of current purchasing personnel were the most important ways to develop 

purchasing personnel’s competencies (means 3.4). It can be concluded that the employers 

want to give work to the current personnel by training and rewarding them. The ways of 

rewarding were not asked in the questionnaire. The results are shown in Figure 15. 
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Figure 15. The most important ways to develop purchasing personnel’s competencies. 
 

The most considerable obstacles in the development of competence were hectic work (mean 

3.6) and inadequate human resources (mean 3.3). This result was impending. Meanwhile, the 

possible bad relationships between employees were not a great obstacle to the development of 

competence (mean 1.8). Firms should think about their possibilities to employ new employees 

or to rearrange personnel’s work tasks to ease their responsibilities. Busyness often creates 

faults that do not have any value adding elements in PSM either. 

 

5.1.4 Supplier relationship management and development 

 

Respondents were asked to evaluate the importance of supplier relationship management and 

development. Supplier selection and long-lasting relationships with key suppliers were 

mentioned as the most important elements. Thus, one of the key characteristics of PSM is 

fulfilled. Common IT systems and investments with suppliers were the least important. Lack 

of trust can be one reason for this. On the other hand, if buyers have long relationships with 

their suppliers, trust and confidence will usually emerge in due course. Knowledge can be the 
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catalyst needed to initiate trust and develop buyer-supplier relationship towards sustainable 

improvements across the value chain. 

 

Respondents emphasised the importance of collaboration both with other activities of their 

own firm and suppliers. Also the total cost management of supplies and delivery control were 

significant elements, while respondents do not stress the composition of supply strategy and 

global sourcing, for instance. (Figure 16.) 
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Figure 16. Importance and competence of supplier relationship management and its development. 
 

Comparison of importance and competence revealed that the most important development 

factors were product development and the allocation of financial risks and benefits with 

suppliers. Also these things call for trust from all parties. 
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5.1.5 Supply strategy, the role and functions of PSM 

 

The role and strategic planning of PSM was surveyed with the help of several statements. 

Firstly, firms were asked in the questionnaire whether or not they have a supply strategy. 54 

% of enterprises had a supply strategy. As it was noted earlier in this study, supply strategy is 

a clear sign of the appreciation of purchasing and supply management. All enterprises 

responded to this question. 

 

24 respondents reported that their firms’ purchasing and supply management was 

decentralised. Furthermore, 27 percent of the respondents evaluated that their organisation’s 

PSM will be centralised in five years. It is worth noting that there were 27 persons who did 

not answer the question that concerned the organisation of PSM in the future. This means that 

the non-respondent firms have not decided this issue at all, the respondent did not know the 

answer, or he/she did not like to answer the question. One fifth of the respondent firms had a 

separate purchasing department. The amount of purchasing departments will decrease in five 

years, and team work will gain more emphasis. 

 

Firms were asked to inform what kind of material they supply in cooperation with other 

organisations. The most usual joint supplies were raw materials (mean 2.3) and components 

(mean 2.2). The most unusual joint supplies were non-productional supplies (mean 1.8), 

investments, and semi-finished products (mean 2.0). Thus, the generality of joint supplies did 

not significantly change depending on supplies. However, joint supplies were rare in number. 

 

According to respondents, purchasing directors were those who mainly plan, manage, 

develop, evaluate, control, and report the activities that concern PSM. Buyers mainly take 

care of orders, payments, transport and forwarding activities, delivery controlling, and 

complaints. Furthermore, they were responsible for cooperation between purchasing, 

production, and warehousing. This result is similar to previous researches. 70 % of 

respondents reported that the person responsible for purchasing and supply management 

belongs to the management group of their enterprise. This can be evaluated to be a good 

proportion, and it verifies the strategic appreciation of PSM. Purchasing directors are 

principally responsible for cooperation with sales department. There were a few respondents 



108 

  

who answered that no one is in charge of personnel’s management and training. 38 percent of 

respondents had at least two whole time purchasing employees. On the other hand, there were 

15 firms without even one whole time purchasing employee. The respondents were asked the 

titles of employees in charge of PSM. 48 % of respondents announced that purchasing 

director is mainly in charge of supplies. 7 % informed that supply or purchasing manager is 

responsible for supplies in their enterprise, and buyer is mainly responsible for supplies in 13 

% of the firms. The latter task does not usually belong to the responsibilities of buyers. 

Managing director or entrepreneur was in charge of supplies in 12 % of the responding 

enterprises. Production and product development departments were most often participated in 

supply decisions, whereas transport and law departments were infrequently used. (Figure 17.) 
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Figure 17. Departments participating in supply decisions. 
 

Further, respondent firms were asked to evaluate the strategic and operative role of their PSM. 

When examining the firms’ strategic nature in percentages, 18 % of respondents described it 

to be strategic and one third as proactive. Two thirds classified their PSM as a clearly 

operative function and one third as reactive by nature. (Figure 18.) 
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Figure 18. The role of purchasing and supply management in the enterprises. 
 

Strategic and operative roles can be examined further. In cross tabulation, 48 firms can be 

classified as operative and reactive by their PSM. Further, there were 29 operative and 

proactive firms, 16 strategic and reactive, and only one respondent evaluated their own PSM 

to be both strategic and proactive. Questions concerning roles were asked using a 5-point 

Likert scale. For cross tabulation, all answers 1–2 and 3–5 were connected to their own 

classes. Thus, two classes were formed from all aspects. It can be noted that purchasing and 

supply management is still quite operative and reactive function by its nature in respondent 

firms. (Table 7.) 

 
Table 7. Operative vs. strategic and reactive vs. proactive roles. 
 
    1 Reactive 2 Proactive Total (N)
Role 1 Operative 48 29 77
  2 Strategic 16 1 17
   64 30 94
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There was a clear connection between the above-mentioned factors, which was indicated by 

Pearson chi-square test (t(10)=6.473, p=0.011). 

 

84 % of respondents agreed that PSM can create added value for firms. 74 % of respondents 

informed that senior management recognises the strategic significance of PSM. 71 % of 

respondents found that PSM has a central role in the development of supply chain. These 

answers are a sign of strategic attitude towards PSM. Distribution of statements is presented 

below in Figure 19. 
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Figure 19. Distribution of the role and strategic planning of supply management. 
 

Respondent firms had outsourced their business activities (26/91). However, only one firm 

had outsourced PSM, and two firms were going to do so in future. This amount is a 

remarkably smaller proportion than e.g. Arminas (2003) has noted. The most common 

outsourced activities were support activities like catering, cleaning, security, and maintenance 

(70 %) and training (43 %). According to the answers, outsourcing of both activities will 

continue in future, too. Furthermore, logistics, product design, production, and financial 

administration (11 %) will be outsourced more often in future. Outsourcing of marketing, on 

the other hand, will not be outsourced more often than nowadays. In future, two enterprises 
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are going to outsource their customer service. That can mean significant business possibilities 

for the entrepreneurs and firms of those sectors. It can be concluded that outsourcing will still 

increase, but this trend is not a startling one. 

 

Respondents were asked about who participate in outsourcing’s decision making. According 

to the respondents, in 94 % of the case firms, senior management was playing a part in 

outsourcing decisions. This is understandable because outsourcing is clearly a strategic 

decision for any firm. Product development and marketing departments were participating in 

outsourcing decisions less frequently. Interestingly, production personnel participated in 

decision making more frequently (51 %) than purchasing personnel (49 %). Nine percent of 

respondents informed that some other personnel group like the executives, government, 

quality management, financial administration, personnel administration, maintenance, or 

warehousing personnel take part in outsourcing. (Figure 20.) 
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Figure 20. Participation in firm’s outsourcing decisions. 
 

When speaking of the importance of the development of the purchasing and supply 

management as a whole, the most important factors were supplier relationships (30 

responses), operative (26), and strategic (25) activities. Information technology (IT) and 

research and development (R&D) that were related to PSM were seen as the least important 

elements. (Figure 21.) R&D got only two answers. It is possible that the respondent 
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enterprises do not see what kind of possibilities research and development of products and 

processes could emerge for their firms. 
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Figure 21. The importance of PSM development factors. 
 

Respondents evaluated the importance of PSM’s role. Functions were divided into four 

categories: firms’ internal cooperation, strategic and operative capabilities in purchasing and 

supply management, and purchasing personnel’s competence management. 25 respondents 

agreed that “Sales and purchasing personnel constantly cooperate with each other.” while 39 

respondents disagreed. 55 respondents considered that “There are often or always shortage in 

production because of purchasing’s ineffectiveness”. 39 persons responded as follows: 

“Purchasing gets information in time from the firm’s other functions”. These results point out 

that there is a need to improve cooperation, effectiveness and communication in respondent 

firms. These kinds of improvements could be implemented by frequent and intensive 

communication between firms’ departments. 

 

Questionnaire included also questions about the proportion of supplies acquired via 

procurement department when compared to all supplies done in the firm. 27 respondents 

informed that supplies acquired via purchasing department consist at least 60 % of all 
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supplies. Over half of the enterprises (54 respondents) made at least 40 % of supplies via 

purchasing department. Purchasing department took care of at most 20 % of the whole 

supplies in 12 enterprises. According to these results there is still a lot of purchasing that is 

conducted past procurement department. The researcher considers it as important that the 

needed supplies are purchased via procurement personnel. However, the above described 

results do not support the reliability of indicators with which the PSM is measured. If there 

are supplies that are purchased past procurement personnel there is a risk that these purchases 

are not taken into account when the amounts, pieces, or costs of purchased materials and 

products are calculated. If performance is measured, it should involve all the supplies to 

enable reliable indicators and measuring results. Naturally there is a possibility that also the 

supplies conducted past procurement department can be measured, but this demands that all 

the persons who purchase know the importance of measurement. Further, systems used in an 

enterprise should be the same because that is how the reliability of measurement is fostered. 

 

Nearly all firms allowed their purchasing personnel to access production and inventory 

knowledge base (94 %) and product information (93 %). Every tenth respondent firm did not 

give their purchasing personnel access to sales information. However, most of the enterprises 

(72 %) gave their purchasing professionals access to sales information. Financial information 

was allowed for 36 % of respondent firms’ purchasing personnel, whereas about one fourth 

(26 %) of personnel could not follow them. The reason for non-access was not asked in the 

questionnaire. Anyway, access to sales and financial information could improve the 

personnel’s ability to act proactively. 

 

When examining the importance and competence of strategic PSM, cooperation with 

suppliers (mean 4.4) and total cost management (4.3) were seen as the most important 

elements. Global sourcing (3.2) and environmental issues (3.1) were the least important ones. 

Best competences were in supplier cooperation (3.9) and total cost management (3.7). 

Networking competence was the weakest factor (2.7). According to the answers, firms’ 

biggest capability gap was in networking. (Figure 22) Interestingly, networking has been one 

of the central subjects in publicity over the years, and much training has been offered in 

networking, but still there is a lack of competence in it in middle-sized enterprises. However, 

it is important to note that the concept of networking competence can be understood quite 
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differently depending on a respondent; one of respondents embraces it to be cooperation, an 

other believes it to be partnership. 
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Figure 22. Importance and competence of strategic PSM elements. 
 

When examining operative functions, evaluation of material needs, controlling supplies, and 

contract negotiations were seen as the most important elements. Standardisation and 

document handling were the least important. However, efficiency could be improved also 

through them. 

 

Furthermore, respondents evaluated the competence level of operative functions at response 

date. According to the answers, delivery control, contract negotiations, and evaluation of 

material needs (means 4.1) were the best competence areas and standardisation the weakest 

(3.4) one. When comparing importance and competence to each other, the biggest gap was 
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found to be in the shortening of lead-times. (Figure 23.) The shortening of lead-times has 

been one of the main objects in logistics for decades, but according to the respondents there is 

still much to do. But again, there can be too highly defined objectives for lead-times. 
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Figure 23. Importance and competence of operative PSM elements. 
 

Training (mean 3.7) was seen as more important than rewarding (mean 3.5) in regard to 

competence management. Training got the mean 2.9 and rewarding 2.5 in the evaluation of 

the current level in respondent organisation. One fifth of the firms responded that there is no 

rewarding practice in their firm at all. However, it is worth of consideration that rewarding 

practice could be implemented in medium-sized enterprises. This kind of phenomenon could 

improve the performance of purchasing and supply management. 
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5.1.6 Appreciation of PSM 

 

Respondents were asked to evaluate appreciation of PSM capabilities in their enterprise. 

Appreciation was characterised by the selection of personnel, competence measurement, 

capability risks, and the meaning of PSM. 

 

Firstly, respondents were asked about the selection criterion of PSM personnel. When 

measured with means, personal qualities (mean 3.6) and work experience (mean 3.5) were the 

most important selection criterion in the selection of PSM personnel. The least important 

factor was international competence (mean 2.1). This result supports the answers given to the 

questions concerning e.g. the need of cultural knowledge and global sourcing. 45 % of 

respondents informed that PSM personnel were employed according to strictly defined 

criteria. 55 % of respondents informed it to be on the contrary. In most respondent enterprises, 

competence of PSM personnel was supervised during employment. As for the evaluation of 

risks related to PSM competence, 42 % of respondents saw that competence will be lost if the 

key employee leaves the company (Figure 24). Lack of competence was not seen as a risk 

factor because only 17 % agreed on the argument that it is a risk. Thus employees have been 

easy to get or otherwise they have not been recruited at all. 

 

 
 
Figure 24. Competence risks of PSM personnel. 
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in other firms of the same field. This amount decreases when a firm evaluates its own 

competence to other firms in Finland: 41 % of enterprises evaluated purchasing and supply 

capability to be better than others. (Figure 25.) On this account the researcher believes that 

there could be place for benchmarking. Further, it could be taken into consideration where the 

respondents ground their evaluations; are they grounded on e.g. feeling or benchmarking. 

Furthermore, firms do have a conception of their own capabilities, but not of the other firms. 

Finally, firms can also be inclined to consider their own capabilities better than the others’. 
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Figure 25. The meaning of PSM capability for the firms. 
 

In respondents’ opinions, the purchasing and supply capability can be developed best by 

training, technology, and rewarding. The biggest barriers to the progress of development were 

hectic work, inadequate personnel resources, and employees’ beliefs or sets of values. The 

researcher recommends firms for a careful investigation in order to clarify what kinds of tasks 

cause busyness in personnel’s every day work. Namely hectic work often causes errors and, 

on the other hand, there is no organisation that could prosper without development. 
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5.1.7 Financial importance 

 

The questionnaire studied also the financial importance and measurement of PSM. According 

to the respondents, working capital (mean 4.04), gross margin (mean 4.08), and return on 

investment (3.99) had the strongest effects on supply management. 

 

Respondents were asked what key indicators they control. Nearly all respondent firms (97 %) 

controlled gross margin and working capital. Also liquidity and self-sufficiency were often 

followed (94 %), such as ROI (90 %) and payment time (88 %). According to respondents’ 

evaluations, most key indicators will be controlled more in future than nowadays. Naturally, 

this is a good trend if it does not mean that indicators are mobilised more than would be 

reasonable. Further, it is crucial to analyse indicators and plan future operations. 
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Figure 26. Financial importance of purchasing and supply management. 
 

Respondents were quite unanimous in their answers: according to 80–83 respondents, the 

total costs of supplies are controlled, their firms try to reduce costs, and the goals of PSM are 

included in the goals of the entire enterprise. 86 respondents agreed on the statement that 

supply management is responsible for the business success. (Figure 26.) This is contradictory 
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to those answers in which it was stated that the person responsible for purchasing and supply 

management does not belong to the management group of their enterprise. It can be hard to be 

responsible for something if there is no way to influence decisions. Supply management was 

managed accountably in 64 firms. In most enterprises (63 %) procurement was budgeted 

yearly. Quarterly budgeting was used in 17 % of the responded enterprises. 

 

5.1.8 Measurement 

 

Purchasing and supply management performance was considered as interaction between 

procurement of raw materials, products and services, and business. 

 

Respondents were asked about the indicators used in PSM performance. Quality (mean 4.4), 

price (mean 4.3), and cost efficiency (4.3) were emphasised the most. Tied equity (mean 3.5) 

and capital turnover (mean 3.3) got the least attention. (Figure 27.) Many indicators were 

nevertheless used often. 
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Figure 27. Supply management performance indicators. 
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Respondents were asked to evaluate purchasing and supply management performance by 

answering different statements. The statement “Supply costs are followed” (mean 4.0) was 

given the highest mean. The need for more frequent communication was revealed also in this 

result when e.g. sales and purchasing do not interact very often. (Figure 28.) 
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Figure 28. The measurement of purchasing and supply management performance. 
 

57 % of the respondents were going to increase the use of PSM indicators in future. Only six 

percent of respondents were planning to decrease the usage of these indicators. Perhaps they 

already have several indicators in use or they are of the opinion that the less indicators the 

better. In most enterprises (84 %) supply management performance will be measured better in 

future. 

 

5.1.9 Planning and strategic tools of supply management 

 

The performances of single suppliers were evaluated in supplier evaluation, as well as their 

influence on business. Both selection and performance evaluation criteria were examined in 

supplier evaluation. 
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Nearly 50 % of respondents had over 70 suppliers. Only 2 % had less than ten suppliers. 

(Figure 29.) As for the question about key suppliers, fifteen enterprises had under five, 65 

firms had 5–14 and eleven firms had 15 or more key suppliers. It is obvious that the 

respondent firms can have divergent conceptions of who they consider as their key suppliers. 

Again, the “right” amount of suppliers largely depends on industry. 
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Figure 29. Number of suppliers in respondent firms. 
 

In buyer-supplier relationship, respondents emphasised the importance of supplier selection 

and long-running relations to key suppliers. This is a good result, if a firm wants to have 

strategic relationships with suppliers. It is vital to select supplier delicately in order to create 

rewarding and long-lasting relationship between buyer and supplier. Therefore, supplier 

selection is a fundamental stage of PSM process. 

 

The representatives of enterprises were asked to inform their supplier selection criteria. 

Respondents agreed that delivery reliability (mean 4.5), quality (4.4), and price (4.3) were 

essential criteria in supplier selection. The internationality of a supplier (mean 2.5) was the 

least important selection criterion. (Figure 30.) However, an international supplier could 

usually offer major connections with other actors at global market. 
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Figure 30. Supplier selection criteria. 
 

Quality system (mean 3.2) and cost analysis (mean 3.1) were the methods that were used most 

often in the evaluation of suppliers’ performance. Target cost calculation (mean 2.5) and 

value analysis (mean 2.3), on the other hand, were the least used methods. When the question 

is about the qualities emphasised in the evaluation of supplier’s performance, delivery 

reliability (mean 4.6) and delivery accuracy (mean 4.5) were the ones used most often. 

  

Senior management can lean on planning and strategic tools of supply management and in 

assistance of those tools to make decisions related to the plans and strategic decisions of 

future operations. The respondents were asked to evaluate what kind of planning and strategic 

tools they use. The most common methods were the classification of suppliers (mean 3.3) and 

benchmarking (2.7). A bit surprisingly, the most unusual method was purchasing portfolio 

analysis (mean 2.0). (Figure 31.) Gelderman and van Weele found (2005) that portfolio usage 

is definitely a sign of purchasing sophistication. From this point of view purchasing of the 

respondent enterprises is not sophisticated despite the fact that portfolio usage is certainly not 

the only sign that indicates purchasing maturity. 
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Figure 31. The planning and strategic tools used in the firms. 
 

Furthermore, respondents were asked about what kind of inventory management systems 

enterprises use. According to the replies, the most common methods were the order lot size 

method (61 %) and the safety stock (47 %). Time series analysis was the least popular method 

(3 %). 15 % of respondents informed that they do not use any single inventory management 

systems. Respondents reported about the Vendor Managed Inventory (VMI) method, Kanban, 

demand predictions, and firms’ own production management systems in addition to the 

alternatives mentioned in the questionnaire. (Figure 32.) However, the usage of these systems 

is rare in number. 
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Figure 32. Inventory management methods used in the respondent enterprises. 
 
Nearly 60 percent of the firms did e-procurement. Respondents were asked to evaluate the 

changes that had resulted from e-procurement. Respondents strongly agreed that as a 

consequence of e-procurement, business quality had improved (42 respondents) and internal 

process management had become more effective (42 respondents). Collaboration with other 

enterprises had also increased. This can be seen as a consequence of common goals related to 

e-procurement. On the other hand, planning and implementation of e-procurement certainly 

call for negotiations between business partners. Costs had significantly reduced in twelve 

firms. Distribution of statements can be seen in Figure 33. 
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Figure 33. Changes resulted from e-procurement. 
 

Figure 34 views respondent firms’ willingness to develop e-procurement systems. They are 

going to be developed most commonly in order processes (56 firms), ERP systems (47 firms), 

and delivery control (41 firms) in five years. 
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Figure 34. Development of e-procurement systems in respondent enterprises. 
 

As can be seen from the figure above, the development of e-procurement systems was rare for 

non-productive materials and service supplies. Only 12 firms will develop them. E-

procurement related to service supplies is considered to be more difficult because of the 

service’s nature. Service is immaterial and thus it is a great challenge to put those kind of 

supplies on the Internet. Thirteen enterprises are not going to develop their e-procurement 

systems at all. 

 

5.2 Factor analysis and hypotheses 

 

Due to supply strategies’ potential impact on different aspects of purchasing and supply 

management, the following hypotheses were tested: 

 

H1. The existence of a supply strategy can be predicted. 

H2: Firms that have a supply strategy take advantage of e-procurement more often. 

H3: Firms that have outsourced their activities take advantage of e-procurement more often. 
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H4: Firms that have a supply strategy take advantage of outsourcing more often. 

H5: Firms that have a supply strategy consider financial issues more important. 

H6: Firms that have a supply strategy consider competence in logistics more important. 

 

Implemented factor analysis will be presented next and it is followed by the testing of 

hypotheses. 

 

5.2.1 Factor analysis 

 
All items used in the factor analysis were measured on a 5-point Likert scale. The 

construction of quantitative tests was created by the researcher based on the literature about 

purchasing and supply management. At first, the researcher classified the variables got from 

the questionnaire (Appendix 1) by forming sum variables. There were 46 sum variables 

(Appendix 2), and the factors were formed after that in the following manner. Sum variables 

that were included in them are presented in Table 8. 

 

This study used Varimax-rotated factor loadings, and they are shown in Appendix 3. The 

factor loadings were above the cut-off point of 0.40 (Hair et al., 2006). Majority of variables 

showed strong loading on only one of the components. The loadings below 0.3 were 

considered as insignificant (Hair et al., 1998), and they are not shown in Appendix 2. 

 

Maximum likelihood method was used to purify the scales. The maximum likelihood method 

was used because in this method, errors between empirical data and factor model are 

estimated by chi square test. If the difference is not statistically significant, the elementary 

assumption of the similarity of data and model will remain. Thus, the idea is to find a factor 

model which has the smallest amount of factors, but which also fills the statistical demand for 

the compatibility of data and model. For the purpose of this objective, maximum likelihood 

method offers a Goodness-of-Fit test, in which the value should be more than five. (Yli-

Luoma 2002) The tests implemented in this research confirmed those assumptions. 

 

Reliability was operationalised using internal consistency method, which is estimated by 

using Cronbach’s α (Nunnally, 1978). In these tests, all scales ranged from 0.82 to 0.90 for 
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Cronbach’s alpha, thus providing evidence of reliability. The confidence interval was 95 %. 

The results are thoroughly handled in Discussion and conclusions. 

 

In factor analysis, supplier relationships were measured using 26 items. Cronbach’s alpha was 

0.87. The Kaiser-Meyer-Olkin value exceeded 0.6 and was 0.745, and Bartlett’s Test of 

Sphericity supported the factorability of the correlation matrix when it reached statistical 

significance (sig. = 0.000). Seven factors with eigenvalues greater than one emerged, 

explaining in total 69 % of the variance. Supplier selection (Fac1), Supplier evaluation (Fac2) 

and Attitudes towards suppliers (Fac3) used in Hypothesis 1 were among these seven factors. 

 

In the factor analysis, the importance of competence was measured using 23 items. 

Cronbach’s alpha was 0.90. The Kaiser-Meyer-Olkin value was 0.817, and Bartlett’s Test of 

Sphericity supported the factorability of the correlation matrix when it reached statistical 

significance (sig. = 0.000). Five factors with eigenvalues greater than one emerged, 

explaining in total 65 % of the total variance. Importance of competence in logistics (Fac4) 

used in Hypotheses 1 and Hypothesis 6 was among these factors. 

 

The importance of education field was measured using 17 items. Cronbach’s alpha was 0.82. 

The Kaiser-Meyer-Olkin value was 0.687 and Bartlett’s Test of Sphericity supported the 

factorability of the correlation matrix by reaching statistical significance (sig. = 0.000). The 

analysis revealed the presence of six factors with eigenvalues that exceeded one, explaining 

75 % of total variance. Importance of education field (Fac5) and Managing global logistics 

(Fac6) used in Hypothesis 1 were among these factors. 

 

Financial importance was measured using 12 items. Cronbach’s alpha was 0.87. The Kaiser-

Meyer-Olkin value was 0.798 and Bartlett’s Test of Sphericity was significance (sig. = 

0.000). The analysis revealed the presence of three factors with eigenvalues that exceeded 

one, explaining 65 % of total variance. PSM’s effect on financial indicators factor (Fac7) and 

Measurement of performance factor (Fac8) were among these factors. Fac7 and Fac8 were 

used in Hypothesis 5. Furthermore, Meaning of capital factor (Fac9) was conducted. 

However, this factor was extracted because of its low t-value and significance. Thus, the final 



129 

  

financial measurement model was created from the financial indicators and measurement of 

performance. Table 8 highlights the factors and items that are included in those factors. 

 
Table 8. The items included in the factors. 
 

Supplier selection (Fac1) Supplier evaluation (Fac2)  Attitudes towards suppliers (Fac3)   

Supplier selection is based on 
Evaluation of supplier performance is based 
on Information is shared with suppliers   

capacity value analysis    Problems are handled together with suppliers 

supplier's financial situation cost analysis    Supplier has to adopt to enterprise’s methods 

product or service support target cost analysis   
PSM has a central role in developing the 
supply chain 

competence audition    Enterprise has joint purchasing with     

development will or capability quality system    network’s other actors    

delivery reliability          

flexibility          

product or service quality          
Importance of competence in logistics 
(Fac4) Importance of education field (Fac5) Managing global logistics (Fac6)   

Importance of competence in  social education     Importance of competence in     

planning transportation  administrative education   global supply channel management   
inventory management pedagogical education   global logistics management    

handling supply documents          
PSM’s effect on financial indicators 
(Fac7) Measurement of performance (Fac8) Meaning of capital (Fac9)    

PSM effect on  Financial importance  of PSM is reported to cost efficiency     

equity ratio the senior management   capital turnover     

working capital 
Purchasing and supply performance is 
measured tied equity     

operating margin Purchasing costs are followed       

payment time          

ROI          

liquidity          
 

As one can see from the Table 8, Fac1 contains eight items, Fac2 and Fac3 contain five items 

each, Fac4 and Fac5 contain three items each, Fac6 has two items, Fac7 has six items, and 

Fac8, and Fac9 contain three items. Items in Fac1 describe elements that influence supplier 

selection. Fac2 encompasses methods that are used in the evaluation of suppliers. Fac3 brings 

out the attitudes and ways of action between buyer and supplier. In Fac4 the items describe 

how the respondent firms categorise the importance of competence in transportation, 

inventory management, and documents. The importance of competence in education is 

measured by Fac5. In Fac6 the perspective is global. Fac7 examines how often the respondent 

enterprises use financial indicators. Fac8 brings out the cost awareness centred view of 

purchasing and supply management. Fac9 describes what kind of elements are emphasised in 

the respondent firms’ purchasing and supply management. 
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It is worth noting that Fac4, Fac5, Fac6, Fac8, and Fac9 are not very powerful indicators, 

because there are only two or three items in each one. However, they were constructed 

because of their significance for the tests. 

 

5.2.2 Tests of the hypotheses 

 
H1 Hypothesis 
 

Logistic regression analysis (LRA) can be used to establish which variables are influential in 

predicting the correct category. In this hypothesis, answer can be found to the next question: 

Which variables are appropriate for predicting whether a supply strategy exists in an 

enterprise or not. The LRA method is presented in Chapter 4.3.4. 

 

The predictor variables were Supplier selection (SS), Supplier evaluation (SE), Attitudes 

towards suppliers (ATS), Importance of competence in logistics (ICL), Importance of the 

education field (IEF), Managing global logistics (MGL), Outsourced activities (OA), Role of 

PSM; operative versus strategic, Role of PSM; reactive versus proactive, and Number of PSM 

personnel (NPSM). The Likert-scaled items used for measuring the first six predictors are 

listed in Table 8. These predictors were obtained by factor analysis, the process of which is 

described earlier. The basis of factor analysis is presented in Chapter 4.3.1. Outsourced 

activities is a dichotomic variable, and the last three variables are Likert-scaled ones. 

 

In logistic regression, the continuous predictor variables were distributed approximately 

normally within the dependent group, and the variances were stable. The omnibus tests of 

model coefficients were statistically significant, χ² (10, N = 73) = 51.606, p=0,000. The model 

was able to classify correctly 92.3 % of those who had supply strategy and 76.5 % of those 

who did not have one, for an overall success rate of 84.9 %. Nagelkerke was 0.677. 

 

Table 9 shows the important codes of the logistic regression, like coefficient, Wald test, and 

odds ratio for each of the predictors. A positive B increases the odds of the event and a 

negative B decreases the odds. I.e. the bigger the predictor is, the more likely it is that an 

enterprise has a supply strategy. If there is a negative B, the bigger the predictor is, the more 

unlikely it is that an enterprise has a supply strategy. 



131 

  

Table 9. Logistic regression predicting supply strategy. 
 
Predictor B S.E. Wald df Sig. Exp(B) 
Supplier selection -0,680 0,205 11,020 1 0,001 0,507 
Supplier evaluation 0,438 0,178 6,062 1 0,014 1,550 
Attitudes towards suppliers 0,518 0,191 7,348 1 0,007 1,679 
Importance of competence in logistics 0,372 0,239 2,421 1 0,120 1,451 
Importance of education field 0,614 0,260 5,586 1 0,018 1,848 
Managing global logistics 1,472 0,498 8,728 1 0,003 4,359 
Outsourced activities -0,826 0,937 0,777 1 0,378 0,438 
Role of PSM; operative vs. strategic 0,145 0,447 0,106 1 0,745 1,156 
Role of PSM; reactive vs. proactive 1,324 0,573 5,328 1 0,021 3,757 
Number of PSM personnel -0,722 0,373 3,738 1 0,053 0,486 
 

Employing a 0.05 criterion of statistical significance, Supplier selection, Supplier evaluation, 

Attitudes towards supplier, Importance of education field, Managing global logistics, and 

Roles of PSM have significant partial effects. 

 

The odds ratio for MGL indicates that when holding all other variables constant, an enterprise 

is more likely to have a supply strategy if they have much competence in global logistics. It 

can be concluded that firms are often used to making strategies to help their globalisation, and 

it is essential to manage logistics when business partners are abroad long way from homeland. 

If personnel have much competence in logistics, it is natural that they consider supply strategy 

as important. 

 

Furthermore, the more proactive the role of PSM is in an enterprise, the more often the firm 

has a supply strategy. This result reflects that proactiveness is a key element of strategic 

purchasing and supply management. 

 

The odds ratio for IEF indicates that when a firm emphasises employee’s education field, it is 

more likely to have a supply strategy. It can be evaluated that firms who appreciate education 

recruit educated personnel and they in turn can and will make strategies. 

 

Further, the more often a firm uses supplier evaluation criteria, the more likely it is that the 

firm has a supply strategy. The researcher presumes that the need for evaluation is better 

recognised in firms that have a supply strategy than in other enterprises. The criteria included 
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value analysis, cost analysis, target cost analysis, audition, and quality system. These analysis 

methods belong to the practices used in PSM, and thus this finding is not a surprising one. 

 

The odds ratio for ATS indicates that when a firm is well disposed towards suppliers, it is 

more likely to have a supply strategy. To put it another way: The more often a firm agrees 

with sentences: “Information is shared with suppliers”, “Problems are handled together with 

suppliers”, “Supplier has to adapt to enterprise’s methods”, ”Procurement has a central role in 

developing the supply chain” and “Enterprise has joint purchasing with network’s other 

actors.”, the more likely the firm is to have a supply strategy. This finding is very 

understandable, because the sentences represent the general principles of strategic PSM. 

Supplier relationships are emphasised on in PSM, and this result strengthens the power of 

current literature and theories. 

 

Finally, the odds ratio for Supplier selection reveals that the more often an enterprise uses 

supplier selection criteria, the more unlikely it is that that firm has a supply strategy. This 

finding is a bit surprising, because it would be more understandable if the regularly used 

selection criterion had an effect on supply strategy. However, this result could mean that it is 

not very important to use selection criterion frequently when the buyer has a supply strategy, 

and perhaps thanks to it, firms’ business cultures emphasise long relationships and that is the 

reason why supplier selection is rarely used. 

 

Supplier selection was the only factor that has the negative effect on predicting the existence 

of a supply strategy. On the other hand, Supplier selection was the most significant predictor. 

It can be stated that this result strengthens the meaning of supplier selection in strategic 

supply. Managing global logistics and Attitudes towards suppliers were significant, and Role 

of PSM, Importance of education field, and Supplier evaluation were nearly significant 

predictors. On the grounds of factor model it can be stated that there are six essential areas 

which predict the existence of supply strategy. The following Figure 35 clarifies the factors 

that influence the existence of a supply strategy. SS includes eight variables; there are five 

variables included both in ATS and SE, IEF includes three variables, and MGL has two 

variables; supply channel management and global logistics management (see also Table 8). 
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Figure 35. Factors that predict the existence of supply strategy in Finnish medium-sized enterprises. 
 

According to the results, firms had understood correctly the question about the existence of a 

supply strategy. However, eight enterprises answered that they do not have a supply strategy 

even though the test tells differently. This means that those firms have the above mentioned 

characteristics of supply strategy although they do not have any written strategy document. 

Three firms answered that they have a supply strategy, but according to the test results that is 

not correct. This can be interpreted that these enterprises truly have a written strategy 

document, but the answers they gave to this research do not support the existence of a supply 

strategy. Those eight enterprises, which answered that they do not have a supply strategy, 

have the following common characteristics: 

 

- turnover under 29 million euros 

- located in Southern, Western, and Eastern Finland, and 

- 51–150 employees. 

 

Thus, these firms can be classified as smaller medium-sized enterprises. There are also some 

regional differences. This result has novelty value, because earlier the existence of supply 

strategy has not been studied this way. 
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H2, H3 and H4 hypotheses 

 

The chi-square test was used in hypotheses H2, H3, and H4. The basis of chi-square test is 

presented in Chapter 4.3.2. This test method was used because the researcher was interested 

in studying if there is interdependence between a supply strategy and e-procurement, or 

outsourcing and e-procurement. This test used variables “Does your enterprise have a supply 

strategy?”, “Has your firm outsourced its activities?”, and “Does your enterprise have e-

procurement activity?” All these variables are dichotomic by nature. Thus, this method was 

adequate for studying these hypotheses. In the 2x2-table, the continuity correction of Yates 

was taken into account. 

 

There were significantly more firms that had a supply strategy, and also e-procurement 

activity (34 enterprises). Further, one third of those enterprises that have a supply strategy 

have no e-procurement activity at all. (Table 10) 

 
Table 10. Supply strategy’s effect on e-procurement activity. 
 
    Does your enterprise have 
      e-procurement activity? 
    No Yes Total
Does your enterprise No 24 19 43
have a supply Yes 17 34 51
strategy?  Total 41 53 94
 
According to the test results, supply strategy (χ²=3.924, df=1, p=0.048) has a significant 

dependence on e-procurement. However, it is important to emphasise that there is uncertainty 

of the direction of the dependences. 

 

Table 11 indicates that there are clearly more such firms that have not outsourced their 

functions but that have e-procurement activity (43 firms). Furthermore, there are ten firms 

that have outsourced their functions and have also e-procurement activity. 
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Table 11. Oursourcing’s effect on e-procurement activity. 
 
    Does your enterprise have 
      e-procurement activity? 
    No Yes Total
Has your enterprise No 22 43 65
outsourced its Yes 16 10 26
functions?  Total 38 53 91
 
According to the test results, outsourcing has a significant dependence on e-procurement 

(χ²=4.773, df=1, p=0.029). Also in this case the researcher cannot be sure about the direction 

of dependence. 
 
In H4 was tested the possible connection between a supply strategy and outsourcing. Table 12 

indicates that the most firms have a supply strategy but they have not outsourced their 

activities (35 firms). There are least such enterprises that have not a supply strategy but which 

have outsourced their activities (11 firms). 

 
Table 12. Supply strategy’s effect on outsourcing. 
 

    
Has your 
enterprise   

      outsourced its functions? 
    No Yes Total
Does your enterprise No 30 11 41
have a supply Yes 35 15 50
strategy?  Total 65 26 91
 

According to the test results, supply strategy has not any dependence on outsourcing 

(χ²=0.010, df=1, p=0.920). 

 

As a summary, it was found that the hypotheses H2 and H3 are supported, but H4 is rejected. 

The results are a bit surprising especially when speaking of outsourcing, and it is important to 

note that outsourcing may have been a difficult term and that may have led the answers 

astray. On the other hand, e-procurement can be thought of as a progressive function. That 

could explain the result. Further, perhaps a written supply strategy has not much significance 

when speaking of outsourcing. 
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H5 and H6 hypotheses 

 

In hypotheses H5 and H6, independent sample t-tests were conducted to assess whether the 

means were significantly different or not. The basis of independent sample t-tests is presented 

in Chapter 4.3.3. This test method was selected because there are two groups to be compared 

and the variables are scaled and normally distributed. 

 

PSM’s effect on the financial indicators factor (Fac7) was significant (t(89)=-2.432, p=0,017), 

equal variances were assumed. Also Measurement of performance factor (Fac8) was 

significant (t(65)=-4.300, p=0.000). Equal variances were not assumed. Meanwhile, Meaning 

of capital was not significant (t(72)=-0.880, p=0.382), equal variances were not assumed. 

(Table 13.) 

 
Table 13. Group statistics for supply stategy and three financial factors. 
 
     Std. Std. Error 
        N Mean Deviation Mean 
PSM's effect on  No 41 22.5 4.5 0.7 
financial indicators.  Yes 50 24.6 3.8 0.5 
Measurement of performance No 42 10.5 2.9 0.5 
    Yes 49 12.8 1.8 0.3 
Meaning of capital  No 41 11.0 2.5 0.4 
    Yes 48 11.4 1.8 0.3 
 
An independent sample t-test was conducted to assess whether the means were significantly 

different between the variable called “Do you have a supply strategy in your firm?” and 

measurement models consisting of the above-mentioned two financial factors; PSM’s effect 

on financial indicators and Measurement of performance factor. These results showed that 

firms with a supply strategy considered financial issues more important than others. The 

variables related to financial issues consisted of financial reporting, performance 

measurement, and cost control. In addition to indicators, the study also found out that these 

characteristics are emphasised when a firm has a supply strategy. 

 
Furthermore, it was interesting to study whether there was a connection between the increased 

turnovers and supply strategy (Table 14). Pearson chi-square points out that there is a clear 

correlation (t(4)=10.948, p= 0.027). 
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Table 14. Crosstabulation on supply strategy and turnovers. 
 
    Turnover Turnover, increase percent    
   101 or   
   No increase 0.1 - 20 21 - 50 51 - 100 more Total 
   or decreased   
Supply No 7 11 5 11 4 38 
strategy? Yes 7 12 21 8 1 49 
  Total 14 23 26 19 5 87 
 
Finally, this study examined the possible connection between Importance of competence in 

logistics (Fac4) and supply strategy. According to the test results, there is a statistically 

significant difference in Importance of competence in logistics depending on supply strategy  

(t(87)=-2,535, p=0,013). The equal variances were assumed. (Table 15.) 

  
Table 15. Group statistics for supply stategy and the importance of competence in logistics. 
 
  Does your      
  enterprise have  Std. Std. Error

  
a supply 
strategy? N Mean Deviation Mean

Importance of  No 41 10.4 1.9 0.3
competence in   
logistics  Yes 48 11.4 1.9 0.3
 
As a consequence, competence in logistics is considered more important in enterprises with a 

supply strategy. As a summary, the results of H5 and H6 hypotheses were logical. If a firm 

has a supply strategy, it would be strange if it would not value financial issues and logistics 

and think highly about their importance. 
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6 DISCUSSION AND CONCLUSIONS 
 

The objective of this research was to explore the purchasing and supply management 

capabilities in Finnish medium-sized enterprises. More specifically, this thesis aimed to 

explore the status and role of PSM in Finnish medium-sized firms, study how strategic PSM 

is, define the competence requirements of PSM professionals, and increase the understanding 

of PSM capabilities needed from the points of view of individual competence and 

organisational capability. Furthermore, the purpose was to clarify what sets of personal 

qualities are needed to move purchasing from an operative function to a source of competitive 

advantage. Also gaps between the present and desired competence were meant to study. 

Outsourcing and e-procurement aspects were tied to the research to get a wider view to this 

phenomenon. 

 

This study helps to understand the strategic and operational features of PSM and the required 

competencies and capabilities. The managers can utilise the results of this study in the 

running of their firms’ purchasing and supply management. A number of conclusions can be 

drawn from this research. This chapter also assesses the theoretical contributions and 

managerial implications. The discussion in this chapter is based on the classification 

presented in the introduction: 1) status and role, 2) competencies and capabilities, 3) financial 

importance, 4) strategic supply, and 5) methods and indicators. 

 

1) Status and role 

 

Centralisation will increase in Finnish medium-sized enterprises. If this trend is evaluated by 

previous studies (see van Weele 2005; Axelsson et al. 2005), centre-led operations are a sign 

of mature purchasing and supply management. Therefore, we can come to a conclusion that 

Finnish medium-sized enterprises are gradually transferring to a more sophisticated function. 

 

There were still plenty of supplies which are acquired past procurement department. This is 

not a good practice, because there is a great risk that volume benefits are not fully exploited. 

It can also be possible that there is no purchasing data available of series of events in 

information system. Thus, control and measurement systems are not based on real 
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circumstances. Further, procurement is not professional if it is not done by purchasing 

specialists or procurement department. 

 

Most of the respondent firms reported that the person in charge of PSM belongs to the 

management group of their enterprise. This is good news and it points out that there is 

strategic purchasing and supply. Meanwhile, less than half of the enterprises’ purchasing 

directors were in main charge of supplies. Worryingly, there were numerous buyers that are 

responsible for supplies, but it remains unclear if they have enough competence for that. 

Quayle (2002b) found that the owner-managers’ duties often included purchasing, but 

according to this research this is not quite correct, because they were in charge of supplies in 

only 12 % of the respondent enterprises. 

 

The sharing of information could be improved in the respondent firms. There were plenty of 

enterprises in which purchasing personnel do not constantly cooperate with each other. On the 

other hand, the results revealed that there are often or always shortage in production because 

of the purchasing’s ineffectiveness. It is worth remembering that also these kinds of answers 

were given mostly by purchasing personnel itself. We can come to a conclusion that self-

criticism is high, but furthermore, there are several things that have an influence on the 

situation, for example inaccurate deliveries, wrong qualities or amounts, and incompetence. It 

is essential to note that when shortages appear it should be asked what the initial reasons are. 

 

2) Competencies and capabilities 

 

This research deals with PSM capabilities. The creation of PSM capabilities can be described 

in the same way as in Figure 36. Firstly, present PSM capabilities have to be mapped. Then 

the existing needs are verified, gaps are recognised, and capabilities are acquired. Finally, 

capabilities have to be adapted in order to merge the new capabilities with the old ones. 
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Figure 36. Capability process in an organisation. 
 

In this study, focus has been in the first three parts. Meanwhile, not much attention has been 

paid on how or from where the enterprises acquire the capabilities they need. The adaptation 

of new purchasing and supply management capabilities to already existing capabilities was 

not included in this research. 

 

When it comes to mapping capabilities and verifying the needs, cooperation with suppliers 

and total cost management were seen as the most important element in respect to the 

examination of strategic PSM. The best competence was in the cooperation between suppliers 

and the total cost management. These are the characteristics that describe the strategic nature 

of purchasing and supply in the respondent firms. In other words, the enterprises highly 

appreciate cooperation with suppliers and they are also good at it, but they still like to 

improve it further. In operative functions, evaluation of material needs, control of supplies, 

and contract negotiations were seen as the most important elements. Delivery control, contract 

negotiations, and evaluation of material needs were the best competence areas. Evaluation and 

control were emphasised in operational function. When contract negotiations are classified as 
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important development area, this often means that language skills should be improved, too. 

This is because many suppliers are foreign and the need for a common language is therefore 

obvious during the negotiations. 

 

When reviewing the organisational capabilities, the five most important development 

elements were supplier relationships, both operational and strategic processes, time 

management, and personnel’s competence. Strategic management, logistics, and SCM were 

evaluated as the most important business competences. From all accounts, the respondent 

firms have noted that they need to see the big picture. This result gets support from the 

answers that were given on the question that concerned PSM capability’s effect on the success 

of the whole enterprise. Nearly all of the respondents agreed that it has influence on success. 

 

When recognising the gaps, the enterprises’ biggest capability gaps are in the following 

competence areas of purchasing personnel: 

 

- commercial and legal education 

- international issues 

- strategic management 

- language skills, communication skills, and the ability to see the big picture 

- networking, and 

- shortening of lead-times. 

 

In conclusion, training in internationalisation, strategic management, and communication 

could help to improve competences of PSM personnel. Training of current purchasing 

personnel, exploitation of technology, and rewarding were the most important ways of 

developing purchasing personnel’s competencies. Training in internationalisation could also 

improve the management of lead-times. As Bhatnagar and Viswanathan (2000) noted, 

operating in a global market may in turn lead to considerably increased inventories and longer 

lead-times through global supply chains. 

 

There was not a single element in which the desired competence would have been lower than 

the evaluated present competence of PSM personnel. However, the personnel had work 
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experience even more than the respondents wished them to have. In respect to ethical issues, 

the importance and competence of personal qualities were at the same level. An interesting 

finding is that those enterprises that have a supply strategy consider financial issues and 

competence in logistics more important. 

 

Risk management should be taken into a better account in medium-sized enterprises. The 

enterprises cannot afford to risk the capability base of their firm by losing a key employee. 

For example, constant training, rewarding system implementation, or deputy practice could be 

suitable risk management. 

 

3) Financial importance 

 

The total supply value of this study’s medium-sized enterprises has increased with over a 

quarter between the years 2001 and 2005. There are several reasons for this kind of 

development, e.g. businesses have expanded and as a consequence, supplies have increased, 

enterprises have increased outsourcing, and prices have risen. The supply value was on 

average 45 % of firms’ turnover, but proportions ranged from seven to even 85 %. When also 

supply costs were added to supply values, the total supply cost was on average 60 % of firms’ 

turnover. This result supports previous researches (see e.g. Axelsson et al. 2005). About 80 

respondents informed that the total costs of supplies were controlled, their firms try to reduce 

costs, and that the goals of procurement are included in the goals of the whole enterprise.  

Furthermore, financial indicators were controlled often. Thus, it can be said that firms have 

identified the financial importance of supply management. 

 

In this research, nothing can be said about the connection of PSM to business performance 

because no correlations were found between supply strategy, the firms’ operating result, 

turnover, and ROI. However, nearly all respondents agreed on that PSM can create added 

value for their firms. This research did not ask what kind of added value PSM can offer. A 

connection was found between increased turnovers and supply strategy. This can mean that 

larger and expanding firms note the importance of strategy to make their operations more 

efficient, profitable, and suitable. 
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In most enterprises, procurement had a yearly budget. It is a bit surprising that quarterly 

budgeting was not in common use. It is justified to state that quarterly budgeting could be 

helpful in planning supplies, evaluating the results, and managing economics. That is why 

large firms usually prefer quarterly budgeting. The more considerable volumes, the more 

frequent control should be. 

 

4) Strategic supply 

 

When assessed by the respondents themselves, half of the responding enterprises have 

strategic and proactive characteristics in purchasing and supply management. This conclusion 

gets support from the notion that in numerous enterprises the senior management recognises 

the strategic significance of PSM. Further, supplier selection and long-lasting relationships 

with key suppliers were mentioned as the most important aspects when the question was 

about the importance of supplier relationship management and development. 

 

The outsourcing of PSM is slightly increasing among Finnish medium-sized enterprises. 

Outsourcing of logistics will grow most of all. Direct supplies from abroad will increase when 

compared with the response date. This spotlights a certain problem because according to the 

results, the biggest competence gaps were related to international issues and language skills. 

  

This study was able to establish that certain characteristics are related to the existence of a 

supply strategy. Thus, a firm can have a supply strategy even though it is not in any written 

form. According to the questionnaire, eight enterprises answered that they do not have a 

supply strategy even though the test showed otherwise. These firms have common 

characteristics. Three firms answered that they have a supply strategy but according to the test 

results, that is not correct. The researcher does not mean that those respondents are lying; the 

enterprises can certainly have a supply strategy, but they did not fulfil the features that are 

connected to a supply strategy. 

 

Initially, there were ten predictors testing the existence of supply strategy. However, four 

predictors were not included in the model: Importance of competence in logistics, Outsourced 

activities, Role of PSM; operative versus strategic, and Number of PSM personnel. Findings 
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indicated that these predictors were not significant in predicting the existence of supply 

strategy. The researcher draws a conclusion that importance of competence in logistics does 

not explain enough the existence of supply strategy whereas the key issue is global logistics. 

Furthermore, operativeness versus strategical features do not define the strategic extent of a 

firm, but rather proactivity. In advance, it was evaluated that a number of personnel would 

predict the existence of supply strategy, but this was not true either. The amount of employees 

does not correlate with whether or not an enterprise has a supply strategy. 

 

Furthermore, e-procurement is a quite general way of handling PSM in medium-sized 

enterprises. E-procurement will continue its growth and it will be developed during the next 

five years. The growth of e-procurement makes demands on IT and capabilities. Based on the 

previous researches and literature, this study tested the interconnections between supply 

strategy and e-procurement and, on the other hand, between outsourcing and e-procurement. 

Judging by this finding, firms that have a supply strategy or that have outsourced their 

activities take advantage of e-procurement. The connection between a supply strategy and 

outsourcing was also tested but no connection was found. This finding is also interesting, 

although it had to be rejected. It can be considered that outsourcing decisions are not 

necessarily based on a supply strategy. However, make-or-buy decision is a clear strategic 

decision for any firm. It is worth noticing that there were no questions about outsourcing 

strategy in the questionnaire. 

 

5) Methods and indicators 

 

Quality, price, and cost efficiency are the most often used indicators of PSM performance. 

This result was foreseeable. Supply management’s costs and product and service availability 

were followed the most often. Also customer satisfaction was measured regularly. Thus it can 

be stated that customers are highly appreciated in the respondent firms. This highlights the 

meaning of standard of service as an indicator. The use of PSM indicators will increase in the 

future. 

 

Most firms have plenty of suppliers: nearly half of the enterprises had over 70 suppliers. Only 

15 firms have less than five key suppliers. It would be relevant to reduce amount of suppliers 
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in many enterprises. Delivery accuracy, quality, and price are the most essential criteria in the 

selection of suppliers. On the other hand, medium-sized enterprises do not highly appreciate 

suppliers’ internationality although global sourcing will increase in future. Worryingly, 

suppliers’ financial condition or product/service support have only a little influence on their 

selection. The researcher suggests that firms should pay attention on these elements. It is a 

great risk for a buyer firm if a supplier cannot deliver products because of its bad economics 

or bankruptcy. Thus the financial situation of a supplier should be evaluated before the 

establishment of a business relationship. Also support services are necessary in order to 

secure uninterrupted production in the buyer firm. 

 

Further, delivery reliability and delivery accuracy are mostly used in the evaluation of 

supplier performance. The respondent firms used supplier classification and benchmarking as 

strategic tools. Purchasing portfolio analysis is the most unusual method, which contradicts 

Gelderman’s and van Weele’s findings (2005). Order lot size method and safety stock are the 

most common inventory management methods used by the firms 

 

The objectives of this research were repeated in the beginning of this chapter. After a 

thorough handling of results and discussion, it can be judged that this study provides answers 

to its research objectives. 

 

6.1 Theoretical contributions 
 

It was mentioned in the introductory chapter that the aim of this dissertation was to: 1) 

explore the status and role of PSM in Finnish medium-sized firms, 2) understand how 

strategic companies consider PSM to be, 3) clarify what are the competence requirements for 

PSM professionals, and 4) increase the understanding of PSM capabilities needed from the 

points of view of individual competence and organisational capability. 

 

The framework of the research was based on the Purchasing and Supply Management, 

Resource-based View, and Total Cost of Economics theories. RBV and TCE are 

complementary perspectives to the PSM. The framework includes both individual and 
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organisational points of view, and it was utilised in the structuring of this research on the 

PSM capabilities. 

 

The literature review revealed that previous research has mainly been focused on large 

enterprises. Consequently, the purchasing and supply management theory has been developed 

mainly on the basis of researches related to large firms. On the other hand, capabilities have 

been widely studied in recent years. This dissertation has taken a promising step forward by 

developing a framework for the research of the capabilities of PSM in medium-sized 

enterprises as well. However, the findings of this study point out that current purchasing and 

supply management theory, when viewed from the perspective of large organisations, seems 

to make sense even though there are weaknesses in these models. 

 

Interestingly, purchasing portfolio analysis is not a common tool for the respondent 

enterprises. When the previous research is taken into account (Gelderman & van Weele 

2005), purchasing and supply management is not very professional in the enterprises that 

participated in this study. The results of this study, however, support Gelderman and van 

Weele’s research results in which they noticed that the likelihood that a larger company uses a 

portfolio model is higher than in SMEs. The firms of this study are included in SMEs, and 

perhaps that is why these firms do not frequently use purchasing portfolio analysis. 

 

On the other hand, the findings of this study do not support Quayle’s (2002b) research which 

found that purchasing was of very low priority to the firms. At the same time, it can be seen 

that, similarly to Morrissey and Pittaway’s findings (2004), also medium-sized enterprises see 

purchasing as important. One reason for this can be that the respondent firms have noted that 

PSM is responsible for PSM assets that equals to about 60 % of the average medium-sized 

enterprises’ turnover. This finding supports the previous literature and research findings (e.g. 

Degraeve 2001; Axelsson et al. 2005). 

 

Comparison of this study’s results to Arminas (2003) and Carter et al. (2007) confirms also 

that the outsourcing of procurement is growing. However, according to the findings of this 

research, this outsourcing phenomenon is not yet widespread neither will it increase 

extremely. It may be that knowledge of outsourcing of procurement is still low or the 
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respondents do not get mileage out of outsourcing. González-Benito (2007) proposes that the 

contribution of purchasing to business performance depends on the degree to which 

purchasing capabilities support and fit in with the business strategy. In this study, that kind of 

connection was not studied, and even though contribution of PSM to business performance 

was examined with a few tests, it could not be proved explicitly. 

 

The required PSM competence areas revealed in this study remind those examined in 

previous researches (Volker 2003; Cox 2003). For example, purchasing professionals need to 

be good business people and great communicators. However, ethical issues were not 

emphasised in this study in spite of Cox’s findings. 

 

RBV was relevant in depicting the internal aspects of a firm, such as competence and 

capabilities. The findings of this study confirm the view of RBV which states that firms 

within an industry are heterogeneous with respect to the strategic resources they control. For 

example, competence and capability requirements differ depending on the enterprise. 

Furthermore, these resources differ in their mobilisation between firms, because enterprises 

are independent and they want to keep information and resources safe from other 

organisations. As the dynamic capabilities view emphasises, competencies need to change 

over time. This was noted in many contexts of this study. The answers of the respondent firms 

supported the conception that PSM can create competitive advantage for a firm. RBV, for 

one, contributes to company’s sustainable competitive advantage. Meanwhile, there was no 

clear evidence that those firms that have a written supply strategy would have better financial 

success than others. Thus, the meaning of a written supply strategy to the business success 

cannot be confirmed. 

 

The importance of decision-making was supported by respondents according to RBV and 

TCE theories. According to the respondents, the personnel’s competence in decision-making 

should be improved. Furthermore, it can be concluded that many enterprises had strategic 

partnership or network relationship which can also be characterised as hybrid organisational 

form. This result was achieved on the basis of answers related to buyer-supplier relationship 

which, for example, emphasised long-lasting relationships. 
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Information’s role as a value-added service has not been realised well enough yet, which 

means that the study revealed inadequate exchange of information and it can be assessed to be 

a part of the transaction costs in respondent enterprises, although there were no questions 

about the emergence of transaction costs. PSM’s added value function was recognised, which 

favours the meaning of value creating in purchasing and supply management theory. Also 

customer focus was emphasised in the literature, and according to the answers this was at its 

best in respect to employees’ personal qualities. This result depicts that purchasing personnel 

do pay attention to the customers. Further, it could be presumed that customers’ needs are 

taken into account when purchasing decisions are made. 

 

In sum, this study has contributed to the field of Purchasing and Supply Management in five 

areas that are specific to capabilities: 

 

1. It provided a detailed conceptualisation of the term purchasing and supply management 

capabilities (Chapter 2.1). 

2. It generated a framework for studying the capabilities of PSM, and this framework was 

used to classify the elements of PSM capabilities. (Chapter 3.4). 

3. It provided analyses of the status and role, individual competences and organisational 

capabilities, strategic supply, financial importance and measurement of PSM. (Chapter 

5.1). 

4. It identified new factors that predict the existence of a supply strategy. Furthermore, it 

pointed out other results related to a supply strategy, e-procurement or outsourcing 

(Chapter 5.2). 

5. It highlighted the status and meaning of purchasing and supply management capabilities 

for the medium-sized firms (Chapters 2.3, 5.1, and 6.2). 

 

It can be stated that the main contribution of the study was to structure and analyse the 

capabilities of purchasing and supply management. This helped in understanding the 

competences and capabilities needed in PSM, and it made it also possible to recognise the 

most challenging areas and to propose some means to respond to these challenges. 

Furthermore, there has not been much discussion of supply function or supply strategy before 

this study (see Nollet et al. 2005). 



149 

  

6.2 Managerial implications 
 
Medium-sized enterprises have a significant role in the national economy. It stands to reason 

that the interest for purchasing and supply management as one of the main focuses of top 

management is growing. This is understandable and even desirable, because as was verified in 

this research, PSM is of great significance for firms also financially. 

 

However, nobody knows what is needed tomorrow. There is a danger that competencies and 

capabilities will never be utilised or exploited completely. The perception of what is available 

and required in terms of capabilities may change over time and that changes also the view on 

what roles the purchasing and supply management could or should have. Clearly, there are 

key competences that are required from PSM professionals at the same time as the function 

adopts a more strategic role in improving the competitive positions of firms. The results of 

this research are important to directors and managers for a number of reasons. 

 

From a managerial standpoint, the enterprises had varying degrees of experience in 

purchasing and supply tasks. 42 % of respondents had been working under five years, and 28 

% had been working over eleven years in their current position. Some had been doing their 

job extensively for over 20 years, while others had just begun to engage in such tasks over the 

last years. On the other hand, the firms had unequal length of experience in purchasing and 

supply management on the grounds of years of activities. Understandably, there were clear 

differences in competence and capability gaps between different firms. This has certainly 

effected the answers that concerned e.g. competence requirements. For a director or manager 

it would be helpful to know how much of the competence is tacit versus explicit in PSM. 

 

Furthermore, there are several competence areas of the personnel which should be improved. 

For example networking competence and negotiation and language skills were found to be 

inadequate. However, improvement of these competences is very important; global sourcing 

and team work are about to increase in the future, and a networked way of doing business is 

natural also for medium-sized enterprises. Furthermore, most of the respondent enterprises 

exported their products. There was also demand for more competence in strategic 

management. Benchmarking could be one possibility to acquire competence and capabilities 

for medium-sized firms. 
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An ideal competence set assists in the recruiting process because it provides directors with a 

standard to which the competences of candidates can be compared. Directors have to be 

aware of that, because as the PSM function and the operating environment change, the 

required competence set of the PSM personnel must evolve as well. When professional 

competence has once been obtained, a great challenge is to maintain and increase individual’s 

competence. This finding highlights how important it is to recruit right people to the PSM 

forces and to recognise the developmental needs firms have. Competent personnel improve 

firm’s competitiveness which may, in turn, improve profitability. More efficient exploitation 

of PSM assets could release more resources to the development of medium-sized enterprises. 

 

Worryingly, there is a great risk that Finnish medium-sized firms lose their PSM capabilities 

if only one employee leaves the company. This statement is also based on the respondents’ 

own assessments. The bottom line is that enterprises should carefully consider, understand 

and reduce the risks related to capabilities of their firm. It is also important to remember that 

the respondents were mainly purchasing directors or managers. Thus, there is a possibility 

that the respondents overestimated their own competence and its significance to enterprises. It 

would be reasonable to consider if buyer firms could substitute the capability gaps for 

cooperation with suppliers and customers to fulfil their needs. Naturally, some capabilities 

could be bought from other enterprises. Nevertheless, this study has identified numerous 

competencies and capabilities needed in PSM, and these can be used for purposes in the 

training and management areas. Managers can identify areas that are in the need of 

improvement and appropriate training. What would be really useful from a managerial 

perspective is the creation of a model that helps to determine what is the optimal degree of 

capability for a firm. 

 

Supplier selection was found to be one of the most important elements in the evaluation of the 

importance of supplier relationship management and development. Thus this is an important 

area to develop in medium-sized enterprises. The demand for research in the area of supply 

selection will likely increase in future. Surprisingly, ethical issues were not classified as 

important in spite of the fact that in public those kinds of things have lately got considerable 

attention. 
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This study was able to recognise the elements that explain the existence of a supply strategy. 

Managerially, this result is useful for firms which would like to develop their PSM to have a 

more strategic function. The implemented tests proved that today’s enterprises do not 

unequivocally understand what kind of features are attached to strategic PSM. Firstly, this 

study found several strategic characteristics in the responding firms, and secondly, the tested 

hypothesis revealed that some of the respondents had strategic features of PSM although they 

did not have a written supply strategy. However, when respondents were asked about the 

juxtaposition of strategic versus operative and proactive versus reactive, the assessments did 

not support the strategic nature of PSM. The status and role of purchasing and supply vary 

from one enterprise to another. A written supply strategy would help to understand their 

supply function, and to plan the future. In order to focus the efforts and get the best total value 

in supply management, firms must develop and implement an effective strategy. Respondent 

enterprises should also improve the role of information as a value-added service. 

 

However, Finnish medium-sized enterprises have strategical features of PSM, and the 

enterprises acknowledge the value-added capabilities of purchasing and supply management. 

According to the results, Finnish firms have not concentrated on making strategies that relate 

to PSM. Fortunately, the objectives of PSM are included in the goals of the whole enterprise. 

Most of the enterprises have recognised how important it is to have a purchasing director in 

the board of their enterprise. Buyer-supplier relationships are considered important, and there 

are a lot of capabilities in those relationships. But then again, there is much empty space in 

the development of a strategic PSM. It can be concluded from this study that there is an 

advantageous base for the development of strategic PSM because nearly all the enterprises are 

of the opinion that PSM capabilities have an effect on business success. However, this 

connection was not verified by statistical tests in this study. 

 

In today’s medium-sized enterprises, PSM is often viewed as having a more strategic function 

which needs more and more competence from its employees. As has already been said, there 

is still lack of a strategic focus. This result is supported by earlier studies and research (cf. 

Cousins & Spekman 2003). However, strategic supply has to be the main goal in the PSM of 

medium-sized firms as well. When working with suppliers, buyers can either be proactive or 

reactive. Proactive implies that the buyer is involved in the designing and specifying of 
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products, and committed to develop supplier relationship on a long-term basis whereas a 

reactive buyer sources on a short-term basis. 

 

It has been noted that there should be more interaction between the firms’ different 

departments. For example, there are plenty of supplies that are conducted past procurement 

department. In practice this means that there is a significant risk that huge amount of 

resources (capital, work time) is wasted as a consequence of overlapping activities. On the 

other hand, findings pointed out that only 21 % of the companies had a separate purchasing 

department, and this proportion will still decrease in the future. It could be stated that those 

enterprises are in danger of having less purchasing power. There appears to be a lack of 

awareness that effective purchasing may positively affect profitability. However, there is a 

strong possibility that increased interaction and improved communication would make PSM 

activities more efficient. According to the respondents’ own assessments, there were 

shortages in production due to inefficiency of the procurement. Managers should focus 

attention on practices and structures that support effective purchasing and supply 

management. One solution could be the use of a joint supplies or consortia. 

 

Enterprises should establish clear specifications and performance indicators, and they have to 

be controlled. For example, an enterprise should measure supplier performance versus 

expectations. This is especially important because it was found that supplier relationships 

were classified as the most important aspect of PSM in respect to its development. Again, 

training especially in supplier relationship management and measurement could be useful for 

many firms. 

 

The researcher hopes that this study can help to lower the uncertainty surrounding managerial 

issues. In a dynamic, networked and changing business environment, purchasing and supply 

management has to be proactive and innovative in building competitive capabilities. When 

medium-sized firms grow, they gradually become a large company; this means more and 

more supplies and as a consequence total volume and costs of supplies will increase. 

Eventually, PSM should be organised and managed in the most successful way. 
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6.3 Limitations 

 

This chapter provides an overview of the limitations of this research. In order to contribute to 

the field of research, the reliability, validity, and generalisability of this study have to be 

assessed. In quantitative research, there are commonly accepted standards of quality. The 

reliability and validity of the study are assessed after an overview of the limitations. 

 

This study consists of a questionnaire survey of 94 middle-sized enterprises located in 

Finland. Several methods of analysis were used to understand the issue in focus. The 

preferred methodological tool of this quantitative study was survey questionnaire, and thus 

there was a strict agenda to follow. The large amount of questions in the questionnaire 

enabled the acquisition of versatile answers. The length of the questionnaire may have had 

effect on the response rate (17.5 %) which could have been higher. 

 

This study was limited to Finnish medium-sized enterprises, which means that the 

conclusions do not apply to any other country as such. Nevertheless, Finland can be taken as 

an example of a small and developed country in Northern Europe. Furthermore, the results of 

this study cannot be generalised to all Finnish medium-sized enterprises. The sectors included 

in this research were only manufacturing, wholesale and retail, and transportation, storage and 

communication. As the test results indicate, the data representatively illustrates the whole 

population in respect to location. Wholesale and retail trade as well as transportation, storage, 

and communication sectors are not successfully represented in this study. However, the 

results can be generalised to the manufacturing industry. Because of the very limited number 

of respondents from wholesale and retail (7 answers), transportation, storage, and 

communications sectors (5 answers), comparisons between those sectors were not done. This 

kind of comparison would have been rewarding, and that is why the researcher suggests that it 

would be implemented in further studies. It can be evaluated that all industries do not consider 

supply management and the studies related to it as important enough. Thus these sectors 

should be taken into better account when planning research of purchasing and supply 

management. 
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According to Yin (1984), generalisation is related to similar concepts and phenomena that 

may occur in similar investigation contexts. There are certain limitations in the use of 

concepts in this study as well. Purchasing and supply management, competence and 

capabilities, for instance, can be understood in many different ways. Defining the concepts as 

precisely as possible solved this problem at least partly. 

 

One limitation concerns the partly non-objective nature of this study. Answering the 

questionnaire is a subjective matter. Researcher could not explain questions to respondents 

face-to-face because the questionnaire was implemented on the Internet. However, it was 

possible to ask about questions and concepts used in questionnaire from researcher but no one 

did that. The answers were based on self-assessment. Furthermore, one respondent 

represented each enterprise. Thus perspective of answers is based on only one person’s 

opinions. The respondent’s attitude, physical environment, or the pressures of the day may 

have influenced the answers of the participant. Another limitation of this study relates to the 

choice of respondents. Purchasing and supply management executives of buyer firms were 

considered to be the best candidates to answer the various questions posed in this study. 

Although the complexity of data collection would have been increased when collecting data 

from both the buyer firm and its suppliers, this method was not used in this study. However, 

using multiple respondents such as supply management executives, management and 

suppliers will increase the validity of the results. 

 

Questionnaire’s reliability and the validity of self-assessment are also open to discussion. The 

absolute values, like financial, could be checked from databases, and in this study they were 

confirmed from the Amadeus database. However, when data are obtained from a number of 

firms, there can be significant and unknown differences in the exactness of what each firm 

reports. Self-assessment is more reliable for gauging processes, behaviours and attitudes than 

for assessing one’s own results and achievements (Biazzo & Bernardi 2003; Moore et al. 

2002). In this study, the self-assessment concerns absolute values, behaviours, and attitudes. It 

can also be assumed that, owing to the anonymity of the respondents, there is no reason for 

them to lie when referring to their work processes, practices, and opinions. Consequently, it is 

assumed that self-assessment is an acceptable method to be used in this study. As Davenport 
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and Prusak (1998) indicate, in respect to the firms with at most 200–300 employees, this 

study can give a reliable picture of the existing collective information. 

 

It is also worth noting that the business world is changing so that the present circumstances 

may not even apply in the future because of which some generalisation value is lost. There is 

still only a relatively limited understanding of the status and role of PSM in some key sectors 

including non-manufacturing industry and small firms. In test presentations, the degree of 

generalisability is represented with the degrees of freedom. The larger the degrees of freedom, 

the more generalisable are the results. Thus, the objective is to achieve the highest predictive 

accuracy with the most degrees of freedom. That is the reason why the degrees of freedom are 

presented in this study. Furthermore, it is worth of noting that in some factors there were only 

two predictors. This fact weakens the impressiveness of those factors. However, those 

predictors were essential to be included from the perspective of the test implementation. 

 

6.3.1 Reliability of the research 

 

Statistical methods have traditionally been used to assess the reliability of quantitative 

research. Reliability refers to how well the results are possible to be replicated by using the 

same methods as in this study. 

 

The data collection is closely tied to reliability (Ellram 1996). The empirical data was 

collected from one person who represented his/her employer. This approach was used because 

it was necessary that the respondent is a professional of purchasing and supply management. 

This causes possibilities of bias in the data as it is based on one person’s views only. Some 

steps were used to ensure that the data would still be reliable. Firstly, the questionnaire was 

designed with several rounds of revisions and with a pilot test. In this way, it was ensured that 

respondents understand the questions. Secondly, random sampling was used when selecting 

the enterprises for the questionnaire study. Thirdly, the questions and statements in this study 

were as concrete as possible although the concepts are difficult to measure. 

 

The Cronbach’s alpha (Cronbach 1951) measures composite reliability, and in addition to it, a 

common method to assess inter item reliability is factor analysis (Yli-Renko 1999, also Hair 
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et al. 2006). Inter item reliability illustrates the internal consistency of a set of items 

measuring a construct. It shows how well a set of items represents a common latent 

unobserved construct. 

 

Co-efficients below 0.7 are often considered adequate for analysis (Nunnally 1978) although 

it may decease to .60 in exploratory research (e.g. Hair et al. 2006; Chen & Paulraj 2004; Jack 

& Raturi 2002). Values above 0.60 were accepted because this study measured very 

intangible constructs (cf. Yli-Renko 1999). On the other hand, the number of items was kept 

at 10 or under based on the recommendation of Hair et al. (2006) in order not to raise 

threshold. 

 

6.3.2 Validity of the research 

 

Validity refers to the extent to which the measurement really measures what it is intended to 

measure. Validity is connected to the potential generalisability of the results. Thus, validity 

has been shown through statistical sampling. Quantitative research provides a statistical 

significance and generalisation. Generalisability or external validity refers to how broadly the 

results of the study can be generalised to be valid for contexts outside the setting of the study 

(e.g. Uusitalo 1991; Yli-Renko 1999). External validity verifies the hypotheses (e.g. Grönfors 

1982). In the next few paragraphs, the validity of constructs is assessed with respect to four 

dimensions: content validity (also known as face validity), convergent validity, discriminant 

validity, and nomological validity. The last three validity forms refer to construct validity. 

 

Face validity refers to the degree to which the constructs are consistent with common 

agreements about the concepts (Yli-Renko 1999). In other words, how close the used 

constructs are to those that are generally used. If constructs and empirical measures are 

different from those normally used, then the face (or content) validity of the study is low. 

Only such constructs were used in this study that have been used in other studies of similar 

type. The used constructs were based on the careful review of literature and pre-tests. Thus, it 

is proposed that the content validity of the study should be high. 
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Convergent validity assesses the degree of correlation of two measures of the same concept. 

The researcher may look for alternative measures of a concept and then correlate them with 

the summated scale. High correlations here indicate that the scale is measuring its intended 

concept. (Hair et al. 2006, 137) In this research, all items loaded significantly on the 

hypothesised constructs and provided evidence of convergent validity. 

 

Discriminant validity is the degree to which two conceptually similar concepts are distinct. 

The empirical test is the correlation among measures, but the summated scale is correlated 

with a similar but conceptually distinct measure. The correlation should be low in this study, 

demonstrating that the summated scale is sufficiently different from the other similar 

concepts. (Hair et al. 2006, 137-138.) Thus, discriminant validity can be assessed by 

examining if the average variance extracted by the items of a construct is greater than the 

average shared variance between two constructs. All the constructs passed this test, 

supporting discriminant validity. Discriminant validity was ensured also by pre-tests of the 

questionnaire. 

 

Finally, nomological validity refers to the degree to which the summated scale makes accurate 

predictions of other concepts in a theoretically based model. The researcher must identify 

theoretically supported relationships from prior research or accepted principles and then 

assess whether the scale has corresponding relationships or not. (Hair et al. 2006, 138.) In this 

research, the previous literature and research review supports nomological validity. 

 

Hair et al. (2006, 138) sum up the following: convergent validity confirms that the scale is 

correlated with other known measures of the concept; discriminant validity ensures that the 

scale is sufficiently different from other similar concepts to be distinct; and nomological 

validity determines whether the scale demonstrates the relationships shown to exist based on 

theory or prior research. 

 

6.4 Future research 

 
This study provides answers to its research questions and raises numerous research questions 

for future research. This study was conducted by using a quantitative research method. It does 
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not seem feasible to expand the scope of this study by using the same research method. 

Therefore, it may be useful to attempt to develop a qualitative interview-based research on the 

basis of purchasing and supply management capability model or matrix. That kind of research 

could be applied in research into a small range of companies, and the capability model of 

PSM could be developed and tested further. One such direction of development could be to 

examine how supply managers and directors focus the aspects of their supply strategy. These 

issues could include risk in addition to cost and value. Comparing different supply strategies 

might give noteworthy findings. Furthermore, in order to increase understanding of the PSM 

in medium-sized firms, long-term perspective should be applied to the research. 

 

The significance of PSM could also be viewed by examining the time personnel use in 

strategic issues like planning and tasks that are related to management and leadership. This 

kind of view was not the intention of this study. Further, the acquiring and adopting of PSM 

capabilities could be important to study as qualitative case studies. Further research could also 

consider gathering data for multiple respondents within each firm to increase the validity of 

the data. In this study, there was only one respondent from each firm. An assessment of 

important competences by job title could be included in future research. Again, it would be 

interesting to study a purchasing department on its own, i.e. the extent to which a particular 

set of goals, including financial issues, has been achieved. Future research could also examine 

the differences in capability requirements across industries or by organisational structure of 

the enterprise. 

 

PSM’s effect on financial performance was not the focus of this study. However, there are 

plenty of researches which have similar focuses on large companies. Comparison of the 

effects of PSM on both medium-sized and large enterprises’ financial performance could 

enhance the understanding of this phenomenon. An interesting research area would also be to 

focus on all medium-size enterprises, not just on few fields. It would also be possible to 

broaden this view to be more international by including other countries into the research as 

well. Varying definitions of purchasing and supply between countries should not be any 

insuperable obstacle to international research work. There is a clear demand for knowledge 

about features in purchasing and supply management between nations. 
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Finally, the researcher proposes that global sourcing, internationalisation, ethical, 

environmental, and supply chain management issues should be included in other studies 

related to purchasing and supply management. These issues are relevant because of climate 

change, increasing globalisation, and risk management, e.g. the threat of terrorism. It is 

crucial to understand that purchasing and supply management is fixedly dependent on both 

other functions of the enterprise and circumstantial factors in the surrounding society. 
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APPENDIX 1. PURCHASING AND SUPPLY MANAGEMENT CAPABILITIES 
IN FINNISH MEDIUM-SIZED ENTERPRISES                                                          1(16) 
 

 
 

Dear recipient! 

 

You are about to answer to an enquiry that is part of a doctoral thesis on purchasing and 

supply management capabilities in Finnish medium-sized enterprises. An enterprise is 

medium-sized if it employs less than 250 employees and if its annual turnover is at most 50 

million euros. This research is realised by M.Sc. (Econ.) Virpi Ritvanen. 

 

This research studies how medium-sized enterprises view their capabilities in purchasing 

and supply management (PSM) and its development, as well as business relationships 

between enterprises. In Finland, there is only a little knowledge about this topic and from 

this point of view. This doctoral thesis determines how purchasing and supply management 

capabilities affect enterprises’ commercial success, but also the relevance of networking 

for purchasing and supply management. The goal is also to create a model for enterprises 

on how to map their purchasing and supply management. This research is carried out at 

Lappeenranta University of Technology for the degree programme in Supply Management, 

and the supervisor of this thesis is professor Veli-Matti Virolainen. 

 

You are asked to answer the questions on behalf of your business unit. Answers are 

confidential and they are treated so that the answers of one single enterprise cannot be 

detected from the results. It takes about 30 minutes to answer the questions. You may send 

answers until 31 December, 2006. 

 

In March 2007, a report about the results of this enquiry will be sent to all respondents.  

The person performing this research will be happy to answer any questions about the 

enquiry: tel. 044 5595 575, e-mail: virpi.ritvanen@viesti.net 

 

Welcome to develop purchasing and supply management of medium-sized enterprises! 



 

  

1 Name of the enterprise______________________________________________ 2(16) 
 
2 Domicile__________________________________________________________ 
 
3 Line of business 
   

 Manufacture of food products, beverages, and tobacco 
 Manufacture of textiles and textile products 

  Manufacture of leather and leather products 
  Manufacture of wood and wood products 
  Manufacture of pulp, paper, and paper products; publishing and printing 
  Manufacture of coke, refined petroleum products, and nuclear fuel 

 Manufacture of chemicals, chemical products, and man-made fibres 
  Manufacture of rubber and plastic products 
  Manufacture of other non-metallic mineral products 
  Manufacture of basic metals and fabricated metal products 
  Manufacture of machinery and equipment 

 Manufacture of electrical and optical equipment 
 Manufacture of transport equipment 
 Construction 

  Wholesale and retail trade 
  Transport, storage, and communication 

 Other, what?___________________________________________ 
 
4 Respondent’s point of view to questions 

1 Medium-sized enterprise as a whole 
2 Profit centre 
3 Other, what?_____________________________________________ 

 
5 Turnover in 2001______________________(euros) 
 
6 Turnover in 2005______________________(euros) 
 
7 Estimate of turnover in 2006____________(euros) 
 
8 Operating result in 2005________________(%) 
 
9 Return On Investment, ROI_____________(%) 
 
10 Year of foundation____________________ 
 
11 Number of personnel in 2005____________ 
 
12 Does your enterprise have export activities? If yes, write down export’s percentage value in your enterprise’s 
turnover. 
 1 Yes_______________ 

2 No 
 

13 In which market areas does your enterprise operate? You may circle one or more options. 
 1 Domestic or EU countries 
 2 Asia 

3 North America 
4 Rest of the world 
 

14 Are your products mainly: You may circle one or more options. 
1 Products for other enterprises 
2 Subcontract products for enterprises 
3 Services for other enterprises  
4 Products for personal customers 
5 Services for personal customers 
6 Other, what?_____________ 

 
15 Respondent’s position in the enterprise (occupational title)____________________________ 
       



 

  

16 Respondent’s experience in years 3(16) 
 

In current position _______In current enterprise ________In this field_________ 
 
17 Respondent’s level of education 

1 University 
2 Polytechnic 
3 College 
4 Other, what? ____________________________________________ 

 
18 Respondent's field of education 

1 Economics 
2 Technology 
3 Law 
4 Other, what? ____________________________________________ 

 
 
STATUS AND ROLE OF PURCHASING AND SUPPLY MANAGEMENT IN YOUR ENTERPRISE 
 
This section is concerned with the organising, personnel, and status and role of purchasing and supply in your 
enterprise. 
 
19 Which answer of the following options represents the status and future prospects of purchasing and supply 
management in your enterprise? Tick the correct option(s) in both columns. 
    Now In 5 years 
Purchasing and supply management is centred in one place. ________ _________ 
Purchasing and supply management has been decentralised. ________ _________ 
Purchasing and supply management is part of a matrix organisation. ________ _________ 
Purchasing and supply management is in its own department. ________ _________ 
Enterprise has a purchasing and supply management team. ________ _________ 
Departments have separate buyers.   ________ _________ 
 
20 What is the occupational title of the person in charge of purchasing and supply management? 
 1 Managing director or entrepreneur 

2 Purchasing and supply director 
 3 Purchasing and supply manager 
 4 Buyer 
 5 Other, what?__________________________________________ 
 
21 Who is mainly in charge of the following purchasing and supply activities in your enterprise? Circle one option in 
each row. Scale: 5 = Managing director or entrepreneur, 4 = Purchasing and supply director, 3 = Purchasing and supply 
manager, 2 = Buyer or someone else, 1 = No one 
 
Planning and direction of purchasing and supply   5    4     3    2    1 
Personnel administration and management   5    4     3    2    1  
Development of purchasing and supply   5    4     3    2    1  
Control, measurement, and statistics of purchasing and supply management 5    4     3    2    1  
Participation in the management of enterprise, e.g. membership in the management group 5    4     3    2    1  
Invitations for tenders and their comparison   5    4     3    2    1  
Contracts and contract negotiations    5    4     3    2    1  
Cooperation with suppliers    5    4     3    2    1  
Reporting of purchasing and supply management   5    4     3    2    1  
Orders and recalls    5    4     3    2    1  
Transport and forwarding arrangements   5    4     3    2    1  
Cooperation with production    5    4     3    2    1  
Cooperation with sales    5    4     3    2    1  
Cooperation with warehousing    5    4     3    2    1  
Payments     5    4     3    2    1  
Delivery control     5    4     3    2    1  
Complaints and returns    5    4     3    2    1  
Training or the responsibility of training of the purchasing personnel  5    4     3    2    1  
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22 How many persons work in purchasing and supply management in your enterprise? Tick the correct option(s) in 
both columns. 

Now  In 5 years 
No full-time employees  ________ _________ 
One full-time employee  ________ _________ 
Two or more full-time employees  ________ _________ 
One employee along with other tasks ________ _________ 
Two or more employees along with other tasks  ________ _________ 
 
23 The person in charge of purchasing and supply belongs to the management group of your enterprise. 
  Now In 5 years 
  1 Yes 1 Yes 
  2 No 2 No 
 
24 To whom does purchasing and supply management report in your enterprise? 
 
1 Managing director or entrepreneur 
2 The person responsible for marketing 
3 The person responsible for production 
4 The person responsible for finance or administration 
5 Someone else, who?_____________________ 
6 There is no reporting about purchasing and supply management. 
 
25 Answer the following statements. 

Yes No Partially 
Purchasing personnel has access to product information. 1 2 3 
Purchasing personnel has access to sales information.  1 2 3 
Purchasing personnel has access to production and stock information. 1 2 3 
Purchasing personnel has access to financial information. 1 2 3 
 
26 How much of enterprise’s purchases and supplies are handled through purchasing and supply department or the 
person responsible for purchasing and supply (%)? Give the number that is closest to the actual percentage. 

20   40   60   80   100 
 
27 What kind of raw materials, products, investments, or services does your personnel in purchasing and supply 
procure? (5=always, 4=often, 3=quite often, 2=rarely, 1=never) 
 
Raw materials  5    4     3    2    1 
Semi-manufactured products 5    4     3    2    1 
Components  5    4     3    2    1 
Investments  5    4     3    2    1 
Non-productional purchases 5    4     3    2    1 
 
28 How many percents of your purchases are conducted locally, domestically, or from abroad? Give the number that is 
closest to the actual percentage. 
 

Local region or economic area  20   40   60   80   100 
 Domestic market   20   40   60   80   100 
 From abroad   20   40   60   80   100 
 
29 Does your enterprise have joint purchasing and supply activities with other organisations? (5=always, 4=often, 
3=quite often, 2=rarely, 1=never): 

Locally   5    4     3    2    1 
Domestically   5    4     3    2    1 
Abroad   5    4     3    2    1 

 
30 How international is your purchasing and supply management?  (5=always, 4=often, 3=quite often, 2=rarely, 
1=never) 

   
Purchases are conducted directly from abroad  5    4     3    2    1  
Purchases are conducted from abroad through own units 5    4     3    2    1  
Cooperation with foreign suppliers   5    4     3    2    1  
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31 How international is your purchasing and supply management in 5 years? (5=always, 4=often, 3=quite often, 
2=rarely, 1=never) 
 
Purchases are conducted directly from abroad  5    4     3    2    1   
Purchases are conducted from abroad through own units 5    4     3    2    1   
Cooperation with foreign suppliers   5    4     3    2    1  
 
 
COMPETENCIES AND CAPABILITIES IN PURCHASING AND SUPPLY MANAGEMENT 
 
The capabilities of an enterprise’s purchasing and supply management are comprised of the enterprise’s 
capabilities and its personnel’s competences, as well as of the development of capabilities. Purchasing 
personnel’s competences are based on training and work experience. An enterprise’s purchasing and supply 
capabilities include both strategic and operative capabilities. During the following questions, evaluate the 
importance of personnel’s different competence areas and the level of capabilities in your enterprise. 
 
32 Evaluate the importance of the following fields of education on a scale from 1 to 5. Mark an answer on each row. 
Section ”Other, what?” is optional. 5= very important, 1= not important at all. 
 
Economics________________________________ 
Technology_______________________________ 
Law_____________________________________ 
Humanities________________________________ 
Public administration________________________ 
Social sciences_____________________________ 
Education_________________________________ 
Other, what?_______________________________ 
 
33 Evaluate your current personnel’s competences on the following fields of education on a scale from 1 to 5.  Mark 
an answer on each row. Section ”Other, what?” is optional. 5= very important, 1= not important at all. 
 
Economics________________________________ 
Technology_______________________________ 
Law_____________________________________ 
Humanities________________________________ 
Public administration________________________ 
Social sciences_____________________________ 
Education_________________________________ 
Other, what?_______________________________ 
 
34 Evaluate the importance of educational background on a scale from 1 to 5. Mark an answer on each row. Section 
”Other, what?” is optional. 5= very important, 1= not important at all. 
 
University degree____________________________ 
Bachelor’s degree (Polytechnic)________________ 
High school or college degree__________________ 
University post-graduate (licentiate, doctorate)_____ 
Courses in purchasing and supply_______________ 
Other, what?________________________________ 
 
35 Enter your current personnel’s educational background on a scale from 1 to 5. Mark an answer on each row. 
Section ”Other, what?” is optional. 5= lots of education, 1= no education at all. 
 
University degree____________________________ 
Bachelor’s degree (Polytechnic)_________________ 
High school or college degree  __________________ 
University post-graduate (lisentiate, doctorate)______ 
Courses in purchasing and supply________________ 
Other, what?_________________________________ 
 
36 Evaluate the importance of further training along with working on a scale from 1 to 5. Mark an answer on each 
row. Section ”Other, what?” is optional. 5= very important, 1= not important at all. 
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Inter-company training  5    4     3    2    1  
Outside training   5    4     3    2    1  
Degree programme  5    4     3    2    1 
Degree in purchasing and supply management 5    4     3    2    1  
Other than a degree in purchasing 
and supply management, what?____________ 5    4     3    2    1  
 
 
37 Evaluate the extent of further training along with working in your enterprise on a scale from 1 to 5. Mark an 
answer on each row. Section ”Other, what?” is optional. 5= very important, 1= not important at all. 
 
For option ’Other, what?’, write also an explanation. 
 
Inter-company training  5    4     3    2    1  
Outside training   5    4     3    2    1  
Degree programme  5    4     3    2    1  
Degree in purchasing and supply management 5    4     3    2    1  
Other than a degree in purchasing 
and supply management, what?____________ 5    4     3    2    1  
 
38 Evaluate the importance of work experience on a scale from 1 to 5. Mark an answer on each row. Section ”Other, 
what?” is optional. 5= very important, 1= not important at all. 
 
Amount of work experience  5    4     3    2    1  
Experience in purchasing and supply 5    4     3    2    1  
Other commercial work experience  5    4     3    2    1  
Work experience in products  5    4     3    2    1  
Work experience in the industry  5    4     3    2    1  
Work experience in several industries 5    4     3    2    1  
International work experience  5    4     3    2    1  
 
39 Enter your current personnel’s work experience on a scale from 1 to 5.  Mark an answer on each row. 5= very 
much, 1= no work experience at all. 
 
Amount of work experience  5    4     3    2    1  
Experience in purchasing and supply 5    4     3    2    1  
Other commercial work experience  5    4     3    2    1  
Work experience in products  5    4     3    2    1  
Work experience in the industry  5    4     3    2    1  
Work experience in several industries 5    4     3    2    1  
International work experience  5    4     3    2    1  
 
40 Evaluate the importance of competences in business operations on a scale from 1 to 5. Mark an answer on each 
row. 5= very important, 1= not important at all. 
 
Strategic administration 5    4     3    2    1  
Financial administration 5    4     3    2    1  
Logistics  5    4     3    2    1  
Marketing  5    4     3    2    1  
Law  5    4     3    2    1  
Quality management 5    4     3    2    1  
Risk management  5    4     3    2    1  
Production technology 5    4     3    2    1  
Supply chain control 5    4     3    2    1  
Stock control  5    4     3    2    1  
 
41 Evaluate your current personnel’s competences in business operations on a scale from 1 to 5.  Mark an answer on 
each row. 5= very good, 1= no capabilities. 
 
Strategic administration 5    4     3    2    1  
Financial administration 5    4     3    2    1  
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Logistics  5    4     3    2    1  
Marketing  5    4     3    2    1  
Law  5    4     3    2    1  
Quality management 5    4     3    2    1  
Risk management  5    4     3    2    1  
Production technology 5    4     3    2    1  
Supply chain control 5    4     3    2    1  
Stock control  5    4     3    2    1  
 
42 Evaluate the importance of personal qualities on a scale from 1 to 5. Mark an answer on each row. 5= very 
important, 1= not important at all. 
 
Analytical thinking  5    4     3    2    1  
Customer oriented action  5    4     3    2    1  
Ethics   5    4     3    2    1  
IT skills   5    4     3    2    1  
Control of entities  5    4     3    2    1  
Problem-solving skills  5    4     3    2    1  
Organisational skills  5    4     3    2    1  
Decision making skills  5    4     3    2    1  
Stress tolerance   5    4     3    2    1  
Communicational and interactional skills 5    4     3    2    1  
 
43 Evaluate your current personnel’s qualities on a scale from 1 to 5.  Mark an answer on each row. 5= very much, 1= 
not at all. 
 
Analytical thinking  5    4     3    2    1  
Customer oriented actions  5    4     3    2    1  
Ethics   5    4     3    2    1  
IT skills   5    4     3    2    1  
Control of entities  5    4     3    2    1  
Problem-solving skills  5    4     3    2    1  
Organisational skills  5    4     3    2    1  
Decision making skills  5    4     3    2    1  
Stress tolerance   5    4     3    2    1  
Communicational and interactional skills 5    4     3    2    1  
 
44 Evaluate the importance of international competence on a scale from 1 to 5. Mark an answer on each row. 5= very 
important, 1= not important at all. 
 
Language skills  5    4     3    2    1  
Cultural knowledge 5    4     3    2    1  
Supply channel management 5    4     3    2    1  
Global logistics management 5    4     3    2    1  
 
45 Evaluate your current personnel’s international competence on a scale from 1 to 5.  Mark an answer on each row. 
5= very much, 1= not at all. 
 
Language skills  5    4     3    2    1  
Cultural knowledge 5    4     3    2    1  
Management of supply channels 5    4     3    2    1  
Management of global logistics 5    4     3    2    1  
 
46 Place the following fields in order of importance so that 1 is the most important and 5 is the least important field. 
You may choose only 5 fields. 
 
Notice, that 1 refers to the most important factor. 
 
Education  _______ 
Educational background _______ 
Training  _______ 
Work experience  _______ 
Personal qualities  _______ 
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Business competence _______ 
International competence  _______ 
 
47 Place the qualifications that are essential in the selection of purchasing personnel in order of importance so 
that 1 is the most important and 5 is the least important qualification. You may choose only 5 qualifications. 
 
Education  _________ 
Work experience  _________ 
Personal qualities  _________ 
Business competence _________ 
International competence  _________ 
Other, what?____________________________ 
 
48 Answer the following statements from your enterprise’s point of view. 
     Yes No 
Purchasing personnel is hired according to strict criteria.  1 2 
Current purchasing personnel participates 
in the hiring of new employees for purchasing and supply management.  1 2 
New members of purchasing personnel are initiated into work.  1 2 
Purchasing and supply management has difficulties in finding qualified personnel. 1 2 
Purchasing personnel’s competence is followed during employment.  1 2 
Purchasing personnel is trained regularly.   1 2 
Capability in purchasing and supply management are lost, 
if the key person leaves enterprise.    1 2 
There are severe weaknesses in the competence level 
of the purchasing personnel.    1 2 
In our company, purchasing and supply management capability 
is better than in Finnish enterprises on average.   1 2 
In our company, purchasing and supply management capability 
is better than in other enterprises in the same line of business on average. 1 2 
Capability level in purchasing and supply management 
affects entire enterprise’s success.    1 2 
Purchasing personnel changes work tasks within enterprise.  1 2 
Our enterprise follows other companies’ business competencies.  1 2 
 
49 In your opinion, how could your enterprise’s purchasing and supply capabilities be developed? Place the following 
factors in order of importance so that 1 is the most important and 5 is the least important factor. You may choose 
only 5 factors. 
 
By hiring new professionals for purchasing and supply. ________ 
By motivating the current purchasing personnel with rewards. ________ 
By training the current purchasing personnel.  ________ 
By training other personnel to work in purchasing and supply. ________ 
By utilising the existing technology 
in a better manner than at the present.  ________ 
By acquiring new technology for purchasing and supply. ________ 
By improving purchasing personnel’s economic expertise. ________ 
With indicators developed for purchasing and supply management. ________ 
 
50 Which factors in your enterprise hinder the development of purchasing personnel’s capabilities? Mark an answer 
on each row. 5= completely agree, 4= agree, 3= somewhat agree, 2= disagree, 1= completely disagree. 
 
Purchasing personnel’s incompetences  5    4     3    2    1 
Purchasing personnel’s unwillingness to develop its competence 5    4     3    2    1 
Purchasing personnel’s busyness   5    4     3    2    1 
Purchasing personnel’s beliefs and values  5    4     3    2    1 
Employees’ bad relationships with each other  5    4     3    2    1 
Enterprise’s small financial resources   5    4     3    2    1 
Enterprise’s small human resources   5    4     3    2    1 
Enterprise’s small facility resources   5    4     3    2    1 
Development of purchasing and supply competence 
is regarded insignificant.   5    4     3    2    1 
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51 Evaluate the importance of competences related to control and development of supplier relations. Mark an answer 
on each row. 5= very important, 1= not important at all. 
 
Selection of suppliers  5    4     3    2    1  
Evaluation of suppliers  5    4     3    2    1  
Surveillance and control of suppliers 5    4     3    2    1  
Developing of suppliers  5    4     3    2    1  
Classification of supplier relations  5    4     3    2    1  
Developing of confidential relations  5    4     3    2    1  
Long-term relations with key suppliers 5    4     3    2    1  
Sharing of information with suppliers 5    4     3    2    1  
Product development with suppliers  5    4     3    2    1  
Production planning with suppliers  5    4     3    2    1  
Allocation of financial risks and profits with suppliers 5    4     3    2    1  
Evaluation of business relations with suppliers 5    4     3    2    1  
Problem-solving with suppliers  5    4     3    2    1  
Joint investments with suppliers  5    4     3    2    1  
Joint information systems with suppliers 5    4     3    2    1  
 
52 Evaluate your enterprise’s current capabilities in the control and development of supplier relations. Mark an 
answer on each row. 5= very much, 1= not at all. 
 
Selection of suppliers  5    4     3    2    1  
Evaluation of suppliers  5    4     3    2    1  
Surveillance and control of suppliers 5    4     3    2    1  
Developing of suppliers  5    4     3    2    1  
Classification of supplier relations  5    4     3    2    1  
Developing of confidential relations  5    4     3    2    1  
Long-term relations with key suppliers 5    4     3    2    1  
Sharing of information with suppliers 5    4     3    2    1  
Product development with suppliers  5    4     3    2    1  
Production planning with suppliers  5    4     3    2    1  
Allocation of financial risks and profits with suppliers 5    4     3    2    1  
Evaluation of business relations with suppliers 5    4     3    2    1  
Problem-solving with suppliers  5    4     3    2    1  
Joint investments with suppliers  5    4     3    2    1  
Joint information systems with suppliers 5    4     3    2    1  
 
 53 Evaluate the importance of capabilities related to the role and tasks of purchasing and supply management. Mark 
an answer on each row. 5= very important, 1= not important at all. 
 
Cooperation with other functions in your enterprise 
  5    4     3    2    1  
Cooperation with suppliers 5    4     3    2    1  
Formulation of purchasing strategies 

 5    4     3    2    1  
Management of total costs of purchases 
  5    4     3    2    1  
Formulation of price and expense predictions 
  5    4     3    2    1  
Shortening of lead-times 5    4     3    2    1  
Utilisation of the lean principle 5    4     3    2    1  
Observing of environmental issues 5    4     3    2    1  
Global purchasing 5    4     3    2    1  
Training of purchasing personnel 5    4     3    2    1  
Rewarding of purchasing personnel 5    4     3    2    1  
Risk management in 
purchasing and supply management 5    4     3    2    1  
Estimation of material needs 5    4     3    2    1  
Standardisation of purchases 5    4     3    2    1  
Placing of orders and preparation 
of invitations for tenders 5    4     3    2    1  
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Management of 
competition process 5    4     3    2    1 
Delivery control   5    4     3    2    1  
Stock control  5    4     3    2    1  
Planning of shipping 5    4     3    2    1  
Processing of 
purchasing documents 5    4     3    2    1  
Contract negotiations 5    4     3    2    1  
Use of technology 5    4     3    2    1  
Networking  5    4     3    2    1  
 
54 Evaluate your enterprise’s capabilities in the following tasks. Mark an answer on each row. 5= very much, 1= not at 
all. 
 
Cooperation with other functions in your enterprise 
  5    4     3    2    1  
Cooperation with suppliers 5    4     3    2    1  
Formulation of purchasing strategies 

 5    4     3    2    1  
Management of total costs of purchases 
  5    4     3    2    1  
Formulation of price and expense predictions 
  5    4     3    2    1  
Shortening of lead-times 5    4     3    2    1  
Utilisation of the lean principle 5    4     3    2    1  
Observing of environmental issues 5    4     3    2    1  
Global purchasing 5    4     3    2    1  
Training of purchasing personnel 5    4     3    2    1  
Rewarding of purchasing personnel 5    4     3    2    1  
Risk management in 
purchasing and supply management 5    4     3    2    1  
Estimation of material needs 5    4     3    2    1  
Standardisation of purchases 5    4     3    2    1  
Placing of orders and preparation 
of invitations for tenders 5    4     3    2    1  
Management of 
competition process 5    4     3    2    1  
Delivery control  5    4     3    2    1  
Stock control  5    4     3    2    1  
Planning of shipping 5    4     3    2    1  
Processing of 
purchasing documents 5    4     3    2    1  
Contract negotiations 5    4     3    2    1  
Use of technology 5    4     3    2    1  
Networking  5    4     3    2    1  
 
 
FINANCIAL IMPORTANCE OF PURCHASING AND SUPPLY 
 
This section deals with the financial importance of purchasing and supply and its assessment with economic 
indicators. 
 
55 How much did you use on supplies in 2001? 
 _____________euros. 
 
56 How much did you use on supplies in 2005?  

_____________euros. 
 
57 How do your purchases divide between productional and non-productional purchases (%)? 
  
 _________% productional supplies 

_________% non-productional supplies 
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58 How much of your enterprise’s turnover are the expenses of purchasing and supply management (in percents)? 
Give the number that is closest to the actual percentage. 
 
Costs of the purchasing and supply management include purchasing personnel’s salaries, IT instruments, programmes, and 
investments, facility (floor area) and other expenses (e.g. phone, business trips, consulting, investments). However, expenses 
do not include purchase prices of products and services. 

 
10   20   30   40   50   60   70   80   90  100 

 
59 Answer the following statements about the economic significance of purchases from your enterprise’s point of 
view. 
     Yes No 
Total costs of purchasing and supply are followed.   1 2 
There is a striving to reduce the total costs of purchasing and supply management. 1 2 
Goals of purchasing and supply management are included in the entire enterprise’s goals. 1 2 
Purchasing and supply management has a profit target.  1 2 
Purchasing and supply management is partly responsible for the financial success. 1 2 
   
60 Are the following economic indicators being followed in your enterprise? Describe the situation now and in 5 years. 

Now  In 5 years 
  Yes No Yes No 
Return on capital  1 2 1 2 
Payment time  1 2 1 2 
Self-sufficiency  1 2 1 2 
Operating profit  1 2 1 2 
Liquidity  1 2 1 2 
Working capital  1 2 1 2 
 
61 How important is purchasing and supply management for the above-mentioned indicators of your enterprise? 
Mark an answer on each row. 5= very important , 4= important, 3=somewhat important, 2=of little importance, 1= of no 
importance 
 
Return on capital  5    4     3    2    1 
Payment time  5    4     3    2    1 
Self-sufficiency  5    4     3    2    1 
Operating margin  5    4     3    2    1 
Liquidity  5    4     3    2    1 
Working capital  5    4     3    2    1 
 
62 Is there reporting about the economic significance of purchases to your enterprise’s executives? 
 
1 Weekly 
2 Monthly 
3 Quarterly 
4 Every six months 
5 Once a year 
6 Never 
 
 
STRATEGIC SUPPLY 
 
This section handles about a relation of purchasing and supply management to your enterprise’s strategy. 
 
63 Does your enterprise have a supply strategy? 
 
1 Yes 
2 No 
 
64 What does your enterprise supply through joint supplies? Joint supplies mean in this context purchases that are 
done together with other organisations. 5=always, 4=often, 3=quite often, 2=rarely, 1=never 
 
 
Raw materials  5    4     3    2    1 
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Non-productional purchases 5    4     3    2    1 
Components  5    4     3    2    1 
Investments  5    4     3    2    1 
Semi-manufactured products 5    4     3    2    1 
 
65 Who is in charge of the following functions participate in the decision-making of purchasing? 5=always, 4=often, 
3=quite often, 2=rarely, 1=never 
 
Enterprise’s executives 5    4     3    2    1 
Financial administration 5    4     3    2    1 
Production  5    4     3    2    1 
Warehousing  5    4     3    2    1 
Transport  5    4     3    2    1 
Product design and development 5    4     3    2    1 
Marketing  5    4     3    2    1 
Law department or the like 5    4     3    2    1 
 
66 Evaluate the following statements from your enterprise’s point of view. 5= completely agree, 4= agree, 3= somewhat 
agree, 2= disagree, 1= completely disagree 
 
Purchasing and supply management 
is one of the most important functions in our enterprise.  5    4     3    2    1 
Supplies are planned together with senior management.  5    4     3    2    1 
Supplies are planned together with other functions.   5    4     3    2    1 
Supply strategy extends from 5 to 10 years.   5    4     3    2    1 
Plan of action for purchases is updated on regular intervals.  5    4     3    2    1 
Purchasing and supply can bring add value.    5    4     3    2    1 
Senior management recognises and acknowledges the strategic significance of PSM. 5    4     3    2    1 
Supply strategy is a part of business strategy.   5    4     3    2    1 
Purchasing and supply management is in charge of make-or-buy decisions. 5    4     3    2    1 
Enterprise’s other functions inform purchasing and supply management in time. 5    4     3    2    1 
Problems are handled together with suppliers.   5    4     3    2    1 
Information is shared with suppliers.   5    4     3    2    1 
Supplier has to adapt to enterprise’s methods.   5    4     3    2    1 
Enterprise has to adapt to supplier’s methods.   5    4     3    2    1 
Enterprise has joint purchasing with network’s other actors.  5    4     3    2    1 
Purchasing and supply management has a central role in developing the supply chain. 5    4     3    2    1 
 
67 Describe the role of purchasing and supply management in your enterprise. 
 
The closer your answer is to the edge, the bigger is the function’s significance. E.g. number 4 for the pair operative/strategic 
means that your enterprise’s purchasing and supply management is clearly operative. 

    
Operative 5        4        3        2          1  Strategic 
    
Proactive 5        4        3        2          1  Reactive 
 
68 Evaluate the most important development areas in your enterprise’s purchasing and supply management in regard 
to supply chain so that 1 is the most important and 5 is the least important factor. 
 
Time based management _______ 
Global sourcing  _______ 
Strategic activities _______ 
Operative activities _______ 
Networks  _______ 
Capabilities  _______ 
E-procurement  _______ 
Research and development _______ 
Supplier relatioships _______ 
Outsourcing  _______ 
Information technology (IT) _______ 
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69 Has your enterprise outsourced its functions? 
 
1 Yes 
2 No 
 
70 Will outsourcing increase in your enterprise during the next 5 years? 
 
1 Yes 
2 No 
 
71 Which of the following functions have been outsourced or will be outsourced in your enterprise? 
 
   Now  In 5 years 
Purchasing and supply management  _______ _______ 
Customer service   _______ _______ 
Product design and development  _______ _______ 
Production   _______ _______ 
Marketing   _______ _______ 
Catering, cleaning, security, maintenance etc. _______ _______ 
Logistics   _______ _______ 
Financial administration  _______ _______ 
Training   _______ _______ 
 
72 Estimate the financial proportion of your outsourced functions in 2001. 
 
1_____________________(euros) 
2 I don’t know or I am unable to tell 
 
73 Estimate the financial proportion of your outsourced functions in 2005. 
 
1_____________________(euros) 
2 I don’t know or I am unable to tell 
 
74 The following actors participate in the decision-making about outsourcing: 
 
Choose one or more options. 
 
Managing director or entrepreneur _______ 
Purchasing personnel _______ 
Marketing  _______ 
Product design and development _______ 
Production  _______ 
Other, what?__________________________ 
 
75 Decisions about outsourcing are made according to the following methods or modes of action. Mark an answer on 
each row. Section ”Other, what?” is optional. 5=always, 4=often, 3=quite often, 2=rarely, 1=never: 
 
Cost analysis__________________________ 
Market analysis________________________ 
Risk analysis__________________________ 
Strategy______________________________ 
Other, what?__________________________ 
 
 
PURCHASING AND SUPPLY MANAGEMENT’S METHODS AND INDICATORS 
 
This section handles about the methods and indicators that are being used in your enterprise’s purchasing and supply 
management. 
 
76 Your enterprise’s purchasing and supply emphasises ( 5=always, 4=often, 3=quite often, 2=rarely, 1=never): 
 
Price  5    4     3    2    1 
Cost efficiency  5    4     3    2    1 
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Quality  5    4     3    2    1 
Service capabilities 5    4     3    2    1 
Capital turnover  5    4     3    2    1 
Return on investment 5    4     3    2    1 
Delivery time  5    4     3    2    1 
Stock sufficiency  5    4     3    2    1 
 
77 Purchasing and supply is budgeted: 
 
1. On a product level 
2. On a product group level 
3. Department by department 
4. On a corporate or unit level 
5. Quarterly 
6. Semi-annually  
7. Annually 
 
78 Evaluate the accuracy of the following statements from your enterprise’s point of view. 5=always, 4=often, 3=quite 
often, 2=rarely, 1=never: 
 
Performance of purchasing and supply management is followed. 5    4     3    2    1 
Customer satisfaction is assessed.   5    4     3    2    1 
Supply costs are followed.   5    4     3    2    1 
Availability of products and services is controlled.  5    4     3    2    1 
Technology is controlled.   5    4     3    2    1 
Purchasing and supply management uses information technology (IT). 5    4     3    2    1 
Stock level is optimal.   5    4     3    2    1 
Sales and purchasing interact continuously.  5    4     3    2    1 
Purchasing and supply management does not exceed budget. 5    4     3    2    1 
There are shortages in production 
due to the inefficiency of purchasing and supply management.  5    4     3    2    1 
 
79 In 5 years: 
 
You can choose one or more options. 
 
1. The performance of purchasing and supply management will be monitored better than now. 
2. Number of products will decrease. 
3. Number of products will increase. 
4. Number of suppliers will decrease. 
5. Number of suppliers will increase. 
6. The number of indicators used in purchasing and supply management will decrease. 
7. The number of indicators used in purchasing and supply management will increase. 
 
80 The number of your enterprise’s suppliers: 
 
1. less than 10 
2. 10 - 29 
3. 30 - 49 
4. 50 - 69 
5. 70 - 99 
6. over 100 
 
81 The number of your enterprise’s key suppliers:  
 
1. less than 5  
2. 5 - 9  
3. 10 - 14  
4. 15 or more  
 
82 Supplier is selected according to the following criteria. Mark an answer on each row. 5=always, 4=often, 3=quite 
often, 2=rarely, 1=never: 
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Supplier is international  5    4     3    2    1 
Price of product or service  5    4     3    2    1 
Quality of product or service  5    4     3    2    1 
Product or service support  5    4     3    2    1 
Capacity   5    4     3    2    1 
Willingness or capability to develop 5    4     3    2    1 
Supplier’s financial condition  5    4     3    2    1 
Delivery time   5    4     3    2    1 
Delivery reliability  5    4     3    2    1 
Flexibility   5    4     3    2    1 
Capabilities   5    4     3    2    1 
 
83 The following methods are used for the evaluation of supplier’s performance. 5=always, 4=often, 3=quite often, 
2=rarely, 1=never: 
 
Audits   5    4     3    2    1 
Value analysis   5    4     3    2    1 
Cost analysis   5    4     3    2    1 
Quality system   5    4     3    2    1 
Target costing   5    4     3    2    1 
 
84 The following qualities are emphasised in the evaluation of supplier’s performance: 5=always, 4=often, 3=quite 
often, 2=rarely, 1=never: 
 
Flexibility   5    4     3    2    1 
Willingness and ability to give service 5    4     3    2    1 
Delivery reliability  5    4     3    2    1 
Punctuality of delivery  5    4     3    2    1 
Quality of product or service  5    4     3    2    1 
 
85 Your enterprise utilises in the planning of purchasing and supply management: 5=always, 4=often, 3=quite often, 
2=rarely, 1=never: 
 
Value chain analysis  5    4     3    2    1 
Benchmarking   5    4     3    2    1 
Purchasing portfolio analysis  5    4     3    2    1 
Risk analysis   5    4     3    2    1 
SWOT analysis   5    4     3    2    1 
Classification of suppliers  5    4     3    2    1 
 
86 Are the following stock control methods used in your enterprise? 
 
1. Size of order quantity 
2. Order point  
3. Material Requirement Planning (MRP) 
4. ABC analysis 
5. Time series analysis  
6. Safety stock 
7. Other, what?___________ 
8. We do not use any methods. 
 
87 Does your enterprise have e-procurement activity ( e.g. e-invoicing, ordering, or e-commerce)? 
 
1 Yes 
2 No 
 
88 How has e-procurement affected your enterprise’s functioning? 
    Yes No 
There are less work tasks.   1 2 
Some of work tasks do not exist anymore.  1 2 
Purchasing personnel’s work specifications have changed. 1 2 
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Quality of activities has improved.    1 2 
Enterprise’s internal process management has become more efficient. 1 2 
Cooperation with other enterprises has become more efficient. 1 2 
Costs have decreased remarkably.   1 2 
 
89 Does your enterprise develop the systems of e-procurement? 
 
1. For predictions  
2 .For functions of ordering 
3. For delivery control 
4 .For non-productional material supplies 
5. For non-productional service purchases 
6. For e-commerce 
7. For Internet home pages, intranet or extranet. 
8. For ERP system 
9. Other, for what?________________________ 
10. We do not develop the systems of purchasing and supply management. 
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