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PREFACE TO THE 5TH EDITION

I tis almost impossible to monitor the developments which are going on in most manage-
-ment disciplines nowadays. This is certainly true for the area of purchasing and supply
management and was the main reason to review the text of this book.

Over the past few years purchasing and supply management has met an ever increasing
interest. Not only from professional purchasing managers: the interest from general man-
agers, financial managers and business consultants is stronger than ever before. Many pro-
fessionals have become aware that purchasing in general and supplier relationships in
particular represent a fantastic area for improvement. Over the past few years, the number
of articles on purchasing management topics has increased as has the acceptance of pur-
chasing and supply management as a key area for improving competitive advantage.

The business chain is as strong as its weakest link. One of the important links in the
business chain is the purchasing and supply function. Many top managers are becoming
increasingly aware of how much money is involved in purchasing decisions. In general,
only the money related to the purchase of production materials is considered. However, in
practice, large sums are also spent on investment goods, and let us not forget the purchase
of all kinds of services. In many industrial companies, external costs make up more than
half of the costs of goods sold! In most trading companies this figure is even higher. This
implies that purchasing decision-making has a'large influence on the company’s financial
result: one dollar saved in purchasing costs contributes directly to the company’s bottom
line. However, the reverse is also true. A non-professional, amateur approach to purchasing
decisions can readily lead to overlooking cost-savings opportunities, which in the end may
lead to a significant financial loss.

In their efforts to arrive at a sustainable competitive advantage, managers increasingly
differentiate between core and non-core activities. Companies try to focus on those core
activities which provide them with a competitive edge in their end-use markets. Activities
which have been defined as non-core are subcontracted to suppliers. As a consequence of

this development, the effect of purchasing decisions on the company’s financial results is

growing in many sectors.

When dealing with suppliers, sub-optimization must be prevented because it is very
tempting to make price the central issue in negotiations. Strategic purchasing and supply
management is more than just negotiating a deal with suppliers. It is about managing sup-
plier relationships in such a way that suppliers actively support the company’s overall busi-
ness strategy and value proposition. It is about fostering a climate where suppliers are
challenged to continuously improve their performance and added value added. It is.about
integrating suppliers in the company’s overall business processes to boost productivity. It
is about developing the physical and information infrastructure to enable these new ways
of working.

This book aims to introduce the reader to some important principles underlying pur-
chasing and supply management. The ideas are derived from my experience as a manage-
ment consultant, trainer and academic, obtained from wbrking with a large number of
companies in Europe. Regarding its structure and presentation, the underlying idea is that
this book should be both balanced, easy to read and easy to teach.

The idea of writing this book dates back a number of years. The success of the original
version which appeared in Dutch in 1988, together with the many positive reactions which

xix
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PREFACE TO THE 5TH EDITION

I received, convinced me that a translation would be worthwhile. This version, in English,
based on the many reactions which I received since the book was published, appeals to a
large audience. It is used at many universities and business schools as a leading textbook in
many countries. Hence, I decided to make the investment and to review it carefully again.
I hope you will find even more value in using it.

Those, who are familiar with the contents of this book, will soon find out that this fifth
edition cannot be used next to the fourth edition. Too many topics needed to be rewritten
and updated. This is true for Chapter 2, which now discusses organizational buying behav-
iour, purchasing process management as well as e-procurement solutions. Compared to the
previous edition, Chapters 2 and 9 have now been integrated into this chapter. Chapter 3
deals with the purchasing management process and with how procurement develops as a
business function over time. Compared with the previous edition, Chapter 3 and 5 have been
integrated. Chapter 4 deals with facilities buying and non-product-related buying. Chapter 5
is a totally new chapter on buying of services. Chapter 6 contains a completely revised
text on public procurement, providing an update reflecting the most recent changes in
European procurement law. Chapter 7 includes a combination of the content of Chapters 4
and 6 of the previous edition, discussing supply markets and market structures as well as
how to set up supply market research. Chapters 8 and 9 have been updated, while Chapter 10
represents a totally new chapter on developing category sourcing strategies. The next
four chapters have been moderately changed. Chapter 15 has been expanded with a discus-
sion on how to develop collaborative supplier relationships. Chapter 16 on buying for retail
companies has been updated. Chapter 17 discusses the highly important topic related to
socially responsible purchasing. This chapter represents a totally new text. As a result of
the review process, the number of chapters has been reduced from 19 to 17, leading to a
more comprehensive and up-to-date text. Throughout, introductory cases have been replaced
and updated as has been done with memos and other illustrations.

For those who teach, teaching materials and background reading materials can be found
on our websites www.arjanvanweele.com and www.cengage.co.uk/vanweele5.

Writing a book is like choosing from a restaurant menu in that it is often more difficult
to decide what not to include than what should be included. In this sense the book displays
several personal choices and some subjects may not have received (sufficient) attention. In
due course we would appreciate to hear from you, the reader, as to whether you agree with
the selection we have made.

Realization of this book has been made possible thanks to the enthusiastic support of
several people, and its contents have been enriched as a result of their critical and construc-
tive comments. Thanks to the diligence of Tom Rennie, Jennifer Seth, Oliver Jones and
Dan Benton of Cengage Learning, this book can be presented to you in its present form. I
am grateful to Matthew Driver and Cosmas Georgallis for the meticulous examination of
the text, for the many improvements made and for the valuable suggestions concerning the
layout and design. A special word of appreciation goes to Mr Jan Snijder, former vice
president Purchasing and Supply of DAF Trucks and STORK and former president of
NEVI (the Dutch Purchasing Management Association), who has read the text in his me-
ticulous manner and who provided me with so many insightful corrections and additions.
It is a privilege to have known him over such a long period, both as a dear colleague and as
a friend. The author extends his gratitude to Dr Wendy van der Valk for the contents of
Chapter 5. Most parts were derived from her PhD dissertation ‘Buyer—Seller Interaction
Patterns During On Going Service Exchange’, Erasmus Research Institute of Management
(ERIM), RSM Erasmus University, Rotterdam, 2007 (p. 323). The author acknowledges
Hein van der Horst LL.M and Mary Ann Schenk LL.M, MSc of Professional Procurement
Services, Counsellors for Public Procurement for having provided the text for this Chapter.
Its contents is derived from their book ‘Public Procurement’ (Dutch text), Sdu Publishers,
The Hague, second print 2008.



PREFACE TO THE 5TH EDITION

Moreover, I am grateful to the many practitioners whom I have met over the past years
and for whom I was happy to work as a consultant and trainer. Without exception, this work
gave me the feeling that purchasing and supply management is a challenging area to work
in and that it represents a business area of still unknown potential for companies. Many
thanks also to my students, who always prove to be a challenging and rewarding audience
to work for. I also would like to thank my colleagues at both the Institute for Purchasing
and Supply Development at Eindhoven University of Technology for their support, endeav-
our and superb working environment. Especially, I would like to thank the Dutch Association
of Purchasing Management (NEVI) in The Netherlands, who for so many years have con-
sistently supported me in my academic teaching activities and research projects.

Finally, my wife Ineke encouraged me to (re)write this book. She knew, as no other, the
sacrifices which this personal project, again, would entail for my beloved family. Ineke,
Vivianne and Marijn accepted these and gave me constant moral support. It is thanks to
them that I found the time and the inspiration necessary to complete this task. It is undoubt-
edly their book too.

Prof Dr Arjan van Weele
NEVI Chair Purchasing and Supply Management
Eindhoven University of Technology

Maarssen, The Netherlands
September, 2009
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Assignments—these are provided at the end
of each chapter to check understanding of the
themes and issues raised in each chapter.

Summary—each chapter ends with a
comprehensive summary that provides a
thorough recap of the key issues in each
chapter, helping you to assess your
understanding and revise key content.
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Further reading—comprehensive references
at the end of each chapter allow you to
explore the subject further, and act as a
starting point for projects and assignments.



INTRODUCTION

PURCHASINGAND SUPPLY MANAGEMENT
~ ON THE MOVE

During the past years, purchasing and supply management as a discipline has changed con-
siderably in many companies. This is reflected in the increased attention this discipline is
receiving from business managers and practitioners. Considering the amount of money
generally involved in the preparation and execution of purchasing and supply decisions,
this is not a surprise. An effectively and efficiently operating purchasing and supply func-
tion can make an important contribution to company results. However, there is more. As a
result of the implementation of improvement programmes in engineering, manufacturing
and logistics management, many companies feel the need for improved relationships with
suppliers. These relationships necessarily should result in lead-time reduction in new prod-
uct development, and just-in-time delivery and zero defects on components. More than
that, these relationships should result in a better value proposition to the company’s cus-
tomers. Traditionally, the purchasing department acts as the intermediary which negotiates
the agreements and contracts with suppliers and supervises their compliance to the agree-
ments. This traditional role, however, is changing rapidly as can be seen from the purchas-
ing practices in some major, leading edge companies. Moving away from their traditional,
operational roles, purchasing and supply managers are assuming more strategic roles in
their organizations, focused on getting better performance from suppliers and active
management of supplier relationships.

These are a few important reasons why management is becoming increasingly interested
in purchasing and supply management as a business discipline.

WHY THIS BOOK?

Compared to other management disciplines, relatively little academic research has
been undertaken in the area of purchasing and supply management. This explains why
there is quite a gap in the development of a solid body of knowledge compared with
other disciplines in business administration. As a result, it is far from simple to dis-
seminate purchasing and supply knowledge across organizations. Most handbooks on
purchasing are of American origin and date back to the 1950s. Fortunately, some new
textbooks covering modern purchasing practices have become available during the last
decade. Most of these, however, have been written from a truly academic background
and insufficiently cover the developments which are at present taking place in the pur-
chasing and supply practices of large, international companies. Practical descriptions
of purchasing situations, which can serve as a learning vehicle and study material for
students, are few. This contrasts with disciplines such as marketing, financing, organi-
zational behaviour and other management disciplines, where many student and practi-
tioner textbooks exist.
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It is encouraging that several business schools, polytechnics and academic institutions
have decided to include purchasing and supply management in their curriculum. This ini-
tiative has no chance of success, however, if there is no effective and up-to-date supportive
learning and teaching material. This book aims to meet this need.

INTENDED AUDIENCE

This book is intended for those who are interested in purchasing and supply management
in its broadest sense. Its contents aim to provide an in-depth discussion of purchasing and
supply issues, both from a strategic and a managerial perspective. Reading this book will
neither make you a buyer nor a purchasing manager. In this, the text differs from the more
practitioner-oriented literature.

In particular, this book is intended for:

® polytechnic and academic students in business administration and industrial engineer-
ing who want to specialize in business strategy, operations management or supply
chain management

w professional managers in trade and industry, active in purchasing or supply chain
management, who are interested in opportunities for improving the effectiveness and
efficiency of the purchasing and supply function in their companies

@ executive students, who participate in management development programmes in the
area of strategic management, operations management and supply chain management

& account managers and industrial sales representatives who in their professional
capacity regularly meet with professional buyers, and who are interested in the way
these buyers perform their tasks

® those who supervise purchasing staff directly or indirectly, and who come from a
non-purchasing background and are interested in the latest developments in the area
of purchasing.

FRAMEWORK

The book has been developed using the following principles:

® Strategic management perspective. In this book the subject of purchasing and supply
management is presented as an essential link in the business system. This business
system is only as strong as its weakest link. The way purchasing and supply manage-
ment is executed or should be executed is presented from a strategic management per-
spective. This implies, for example, that attention is given to subjects such as how
company objectives may influence purchasing and supply strategies and policies, how
purchasing and supply strategies should support overall business strategy, how to
develop these strategies, how to execute them, how to manage the purchasing process
and how to monitor and manage purchasing performance.

® Practical orientation. Business administration and industrial engineering are concerned
with analysing and solving practical business problems. For this reason, the various
subjects are discussed from a practical point of view. This book does not aim to trans-
form the reader into a professional buyer. The intention is to introduce the reader to the
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d'?scipline and familiarize them with the key concepts. Literature and theory are pro-
vided where we thought it needed to provide a broader perspective.

= Scientilic basis. In discussing the subject matter, repéated reference is made to existing
management literature. In this way the individual reader can broaden their orientation
if they so desire. When possible, views on purchasing issues are illustrated with
research results from national and international specialist literature. Recent literature
references have been used, as well as references from a more mature age where we felt
these to be still relevant for the subject.

& [dentical structure of cach chaprer. Every chapter is alike in structure and encompasses:
-» the learning objectives
» an introductory case to illustrate the practical relevance of the subject

> an introduction, which provides a survey of the most important subjects which will
be discussed in the chapter

©» a body text explaining the core concepts and techniques

*» practical illustrations and memos to emphasize and illustrate certain subjects in a
chapter

: & summary at the end of each chapter

» assignments for classroom discussion, if desired.

The book is divided into three parts, each containing several chapters. The overall structure
is presented in the figure overleaf.

Section One: Core Concepts is aimed at getting acquainted with the discipline. The key
concepts and terms are presented here. '

Chapter 1 focuses on the role and significance of the purchasing function for industrial
and service companies. This is done by describing purchasing and supply’s role in the
company’s value chain. Further, definitions of important terms and concepts are provided.
In the remainder of the book a clear distinction will be made between the activities of the
purchasing department and the purchasing function. The latter term, as we will see, has a
broader meaning than the first. An active, business-driven purchasing organization can
make a large contribution to innovation and quality improvement. This chapter also dis-
cusses the differences between the different kinds of products and services than can be
bought. In doing so, this chapter provides a framework for the rest of the book.

Chapter 2 addresses the buying behaviour of organizations. The major differences be-
tween buying behaviour of consumers and organizations are discussed. Several stages are
presented that can be observed in the decision-making process regarding purchasing and
supply activities. These are illustrated by presenting a purchasing process model, in which
each of the steps is briefly described. Various models of organizational buying behaviour,
developed in the (industrial) marketing literature, are also presented. In this way the reader
will gain insight into the complexity which characterizes many purchasing decisions in
organizations. A discussion on the role and importance of e-procurement solutions, includ-
ing e-auctions, completes the chapter.

The core of chapter 3 is the purchasing management process. In order to be effective,
management needs to give attention to each element of the purchasing management proc-
ess. This starts with defining purchasing and supply goals and objectives and strategies
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FIGURE 0.1 Overview and book structure
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needed to realize these. Purchasing goals and objectives need to be aligned with the com-
pany goals and objectives. Purchasing strategies need to be worked out into time-phased
action plans. Next, the implementation of these action plans needs to be monitored and
followed up. The purchasing development model describes how purchasing and supply as
a business function may develop over time. In general, six different stages of development
may be identified. In this way the purchasing development model may serve as a vehicle to
provide guidance for a company to professionalize procurement in the future.

Chapter 4 describes the role and position of purchasing and supply within service com-
panies. As more companies get a better view on their non-production-related purchasing
spend, they become more aware of the cost-savings potential in this area. This chapter
focuses on how to professionalize purchasing in a facilities and services environment.
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Chapter 5 deals with how to buy and contract for services. It will become clear what
specific difficulties may arise when buying services. A classification on how to differenti-
ate between services is provided and the implications for how to structure the purchasing
process for services are discussed. Specific attention is given on how to specify for serv-
ices, how to select service providers and how to contract for their services.

Chapter 6 describes the specific characteristics of public procurement, i.e. buying for
governmental institutions. From this chapter it will become clear that large differences
exist between buying for the government and buying for private enterprise. Governmental
bodies are not free in choosing their purchasing procedures. Therefore, this chapter gives
elaborate attention to the most important EC Directives on public procurement, its purchas-
ing procedures and how to work with these.

Chapter 7 deals with the subject of markets and products. We will describe nine types of
supply market structures that buyers may encounter. In doing so this part of the chapter sets
the stage for our discussion on supply market research and intelligence. How to conduct
purchasing market research will become clear in this chapter. Extensive attention is given
to how the Internet can be used to generate purchasing market information.

Section Two: Strategy and Planning discusses in detail the elements of the purchas-
ing management process, introduced in Chapter 3.

Purchasing’s strategic role is discussed in Chapter 8. Outsourcing and risk assessment
are the prime topics of this chapter. Attention is given to the growing trend towards out-
sourcing. Many companies decide nowadays to focus on what they can do best and those
activities that provide them with a competitive edge in their end-user markets. Non-core
activities are increasingly outsourced to specialist suppliers. This is, however, not without
problems, as companies run the risk of becoming too dependent on their suppliers. This
chapter deals with the issue of how outsourcing may be structured in a company, the under-
lying change processes that are required and how companies can reduce their risk profile
vis-a-vis their suppliers.

Chapter 9 focuses on how to design effective purchasing strategies. Attention is given to
the issue of how purchasing strategies can be linked to the overall business strategy of the
company. Building on some strategic marketing concepts, a purchasing portfolio approach
is presented on which four basic, differentiated supplier strategies are based. It will be ex-
plained, that in order to develop effective purchasing strategies, the company needs to un-
derstand its position in the supplier’s customer portfolio.

Overall purchasing and supply strategies need to be worked out in specific category
sourcing strategies and plans. This is the central topic of chapter 10. Here the question is
addressed of how to assess cost-savings potential for different purchased categories and
commodities. Key to the sourcing strategy is to select the right number of suppliers, to
decide about the right type of relationship and to decide about the right type of contract that
should be put in place.

The purchasing function has a complex network of relations in the company because it
maintains relationships with nearly all departments within a company. The relationships
with new product development, engineering and quality management on the one hand and
supply chain management and logistics on the other are described in the next chapters.
Chapter 11 presents the possible problems and opportunities in the relationships between
purchasing and engineering, and purchasing and quality management. Special attention is
given to how to improve supplier quality. Here, supplier quality assurance and supplier
certification are presented as approaches which can be used in this respect. The chapter
starts with a discussion of the relevance of open innovation for purchasing and supply
management.

Chapter 12 describes the role of purchasing within supply chain management. After
providing some key definitions, the basics of supply chain management are presented. This
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is achieved by providing a logistics reference model, which differentiates between several
manufacturing situations (ranging from assembly to order to job shop operations). This
mode] explains why purchasing operations within different companies and industries may
be vastly different. Next, it covers a detailed discussion on materials requirements plan-
ning, just-in-time management and the required information technology.

The subject of how to organize for efficient purchasing is covered in Chapter 13. In
practice a large variety of organizational structures is observed and the most important of
these are discussed. There is no one best way to organize for purchasing. Specific attention
is given to the issue of centralized versus decentralized purchasing in a multi-plant environ-
ment. Here different co-ordination structures are discussed through which companies try to

- capture purchasing synergies. Next, the issue of how to organize for efficient purchasing at

the business unit level is presented. Finally, different job profiles in purchasing and supply
management are discussed.

Chapter 14 concludes Section Two with a discussion on purchasing performance meas-
urement and evaluation. The central issue here is how to measure and assess the perform-
ance of the purchasing department. Several important methods and (benchmarking)
techniques are presented. The relevance of the Sarbanes-Oxley act is discussed as a plat-
form for future procurement governance.

Sectinn Three: Implementéatinn deals with some special topics in purchasing and
supply and a number of operational purchasing methods and techniques. Specific attention
is given to supplier costing techniques, supplier development, buying for retail companies,
and purchasing, ethics and sustainability.

All purchasing decisions and decisions concerning supplier selection must be based on
sound business analyses. In Chapter 15 some methods and techniques which can be used to
support the decisions involved are discussed. Among other things, special attention will be
given to the learning curve and cost modelling. Both techniques enable the purchasing
professional to get a thorough understanding of supplier costing behaviour. Such under-
standing is a prerequisite for developing collaborative supplier relationships.

Chapter 16 deals with buying for retail. The most important differences with the indus-
trial purchasing function are discussed. Some modern retail concepts such as efficient con-
sumer response (ECR), collaborative planning, forecasting and replenishment (CPFR),
vendor managed inventory (VMI) and radio frequency identification (RFID) and their im-
plications for supplier relationships are dealt with. '

JAT INSTRUCTORS MATERIAL IS AVATI

Teachers and instructors, who have selected this book as the major textbook for their course-
work, may use the teaching materials that are available to them through www.cengage.co
.uk/vanweeleS. Teaching materials consist of a teacher’s manual, answers for the end of
chapter discussion questions, PowerPoint presentations, literature reference lists, case stud-
ies and multiple-choice questions. This should enable them to teach their courses both in
an aftractive and efficient manner.



