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Welcome to Transform, the source for thought leadership for those 

organisations and procurement professionals whose goal is increased added value 

and improved corporate performance through effective management of 

procurement and the supply chain. 

 

Key Supply Strategies for 2010 

As the year of the “great recession” becomes the “great recovery” 

opportunities and risk will continue to challenge the Brave CPO 

A guide for CEO’s, CFO’s and CPO’s to stay ahead of competitors in the year 

ahead    

What’s in it for you? Competitive Advantage 

 
Reading time: 15 minutes 

 
Introduction: 
 

2009 was a year in which most companies were forced to prescribe and swallow some nasty 

tasting medicine, whilst many also found incredible ways to innovate 

and adapt in the face of tough economic times. By building key 

capabilities and learning from the lessons of the recession, the most 

agile companies will recover fastest, outperform competitors, gain 

market share and improve operating margins during 2010.  

 

There are amazing opportunities for those businesses who transform their 

capability to innovate, adapt and respond to changes in their environment. Making Supply Management 

a Core Competency (SMCC) is a key capability required to capitalise on these opportunities. So if one of 

the key lessons from the recession has been ‘cash is king’, then SMCC will help your company thrive and 

put cash in the bank.  Here are our tips for ‘how’ in 2010: 
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Find the Link to Core Strategy  
 

The phrases ‘holistic’, or ‘big picture’ are routinely used in 

today’s business jargon. These terms are vague, 

misunderstood and seldom defined concisely. Knowing if 

your organisations core business strategy is ‘low cost’ such 

as South West Airlines or Ryanair or ‘differentiation’ such as 

Apple or Harley Davidson is vital knowledge for the CPO and 

their team. If they cannot describe their organisations core 

strategy with one voice then there is likely to be 

misalignment within the team and a disconnect between the 

functions actions/behaviours and corporate strategy. 

 

The CPO must ensure each and every member of their team shares a common understanding of 

corporate strategy and how procurement supports it.  They must also, ensure they understand their 

organisations competitive environment in order to capitalise on market opportunities and respond with 

strategies that can create competitive advantage for their company. By conducting a formal exercise 

CPO’s can ensure all their staff fully understand corporate strategy and are contributing directly to it 

through their actions. By introducing formalised processes to analyse competitive business intelligence 

they can support corporate decision making that makes an effective contribution to corporate strategy 

development. 

 

Failure to find the link to core strategy traps procurement in the cost savings role and fails to secure any 

influence over other critical areas of corporate strategy, through the capture of innovation from its 

supply base and managing risk in the supply chain. CPO’s must ensure that the actions, plans and lexicon 

of their team constantly support the broader corporate strategy, rather than reinforcing the merry go 

round of cost savings. 

 

SRM and CRM Integration is Key to Customer Value 
 

Supply chain management is integral to customer satisfaction. To make a direct contribution to 

customer value procurement must integrate more closely with sales and marketing to understand 

‘what’ the customer values and help develop customer service strategies.  

 

By developing a deeper understanding of customer's needs procurement can better connect supply 

strategy to provide valued customer solutions. Further, by viewing customer value from a higher plain, 

where procurement can see both the supply base capabilities and the customer needs, procurement can 

play the role of integrator and help design supply solutions that add recognised value for customers. 

“Failure to find the link to 

core strategy traps 

procurement in the cost 

savings role and fails to 

secure any influence over 

other critical areas of 

corporate strategy ”. 

http://purchasingpractice.com/beyond-cost-savings/?preview=true&preview_id=151&preview_nonce=84b43a2819
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This integration of SRM and CRM strategies represents a 

significant opportunity for CPO’s to ensure their supply chains are 

working to provide maximum value for their customers and 

shareholders alike. 

Lessons and Opportunities  

 
Smart CPO’s will use the recovery as an opportunity to review 

legacy decisions, current approaches to cost management, and 

the associated processes, policies, and tools for managing compliance to lay and strengthen foundations 

for the next economic cycle and beyond: 

 

Reduce Cost  

 

During 2009 companies such as Shell, Avon, Starbucks and DHL were widely reported to have called 

upon their procurement functions to reduce cost drastically and swiftly to improve their company’s  

finances during the recession. Others such as Wimpey were reported to have used aggressive tactics 

such as demanding large price reductions from suppliers and many businesses are still working through 

a business survival strategy. 

 

In recovery and growth mode CPO’s must consider improving their cost management capabilities to 

fund growth and buying better than their competitors to be ahead of the game when the next wave of 

price pressures and supply shortages emerge. Category management capability is critical to attaining 

sustainable cost management by providing the link between corporate strategy and strategic sourcing.  

 

By taking a more strategic view of cost and setting cost savings targets in excess of 15% by deploying 

strategies which both reduce price (cost down) and ultimately lower actual cost (cost out). CPO’s can 

sustainably take out significant cost for their companies.  Such strategies include a combination of 

leverage and collaborative tactics (See Table 1): 

 

Strategy Tactic                                                                                                    Table 1. 

Price evaluation Re Negotiate, resource, benchmark etc 

Volume Bundling Consolidate suppliers, combine volumes etc 

Global Sourcing Expand geographic supply base, exploit currency fluctuations 

Specification improvement Standardisation, value analysis, substitution etc 

Process improvement Re-engineer, integrate, collaborate etc 

Restructure relationships Review core competencies, make or buy evaluation, offshore etc 

“CPO’s must consider 

improving their cost 

management capabilities 

to fund growth and 

buying better than their 

competitors”. 

http://purchasingpractice.com/wimpey-demands-20-off-current-supplier-contracts/
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Quick wins can be identified by assessing the ease of 

implementation and size of opportunity.  Leverage strategies can be 

applied effectively to reduce prices, and collaboration strategies 

such as standardisation and cost analysis can be deployed to reduce 

the actual cost of a product or service.  Also, consider gain-sharing 

agreements which can be a useful instrument to fund important 

initiatives that otherwise would be lost in the project archives 

gathering dust. 

 

A framework is needed to understand the  trade-offs between quick 

wins and sustainable cost initiatives and the Brave CPO must ensure dialogue takes place and decisions 

are made within a fact based framework which translates into the benefits associated with cost 

management decisions.  

 

Manage Risk 

 

The 2008 – 2009 recession has taken risk to the top of the management agenda with supply disruption 

in today’s lean supply chains topping the list of concerns for CEO’s and CPO’s alike. These concerns are 

not unfounded. Research conducted by Kevin Hendricks at the University of Western Ontario and Vinod 

R. Singhal at the Georgia Institute of Technology found based on a sample of more than 800 supply 

chain disruption announcements, that companies who suffer supply chain disruptions experience  very 

significant economic loses. See Table 2.  More importantly, firms do not quickly recover from these 

losses, so leading companies are creating ‘at risk list’ of 

first and second tier suppliers who they are monitoring 

more closely and in the case of single source suppliers 

identifying alternative sources.  

 

Speed and agility are key to avoiding and managing 

disruption should it occur, so executives need to recognise 

this and invest in: 

Á Technical solutions and process to provide greater 

supply chain visibility and faster decision making. 

Á Increased supplier collaboration as the single 

most effective way to mitigate supply risk 

Á Identifying, categorising and quantify risk as the 

first step in controlling them 

Á Senior stakeholder involvement and cross 

Table 2. Impact of Supply Disruption: 

 

Á 33 to 40% lower stock returns 

relative to their benchmarks 

Á 13.5% increase in share price 

volatility,  

Á 107% drop in operating income, 

Á  7% lower sales growth, and  

Á 11% increase in costs.  

Á firms continue to operate for at 

least two years at a lower 

performance level  

 

Source: Hendricks/Singhal 

“Evidence indicates that 

firms continue to operate 

for at least two years at a 

lower performance level 

after experiencing 

disruptions”. 

http://purchasingpractice.com/the-brave-cpo-2raising-procurements-game-managing-conflicting-stakeholder-interest/
http://purchasingpractice.com/a-foundation-of-risk-supply-managements-other-pillar-for-success/
http://purchasingpractice.com/wp-content/uploads/dec-2009-is-procurement-fit-for-an-agile-future.pdf
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functional activity in managing risk 

Á Understanding  your companies risk tolerance 

Supply chain disruption effects sales levels, brand reputation, 

and is core to everything your organisation does. Companies 

that address risk effectively not only gain a valuable insurance 

policy against disruptions to, but also a competitive advantage 

and substantial bottom-line savings. 

Improve Efficiency 

 

CPO’s must continue to make continuous improvement a 

priority – otherwise they run the risk of becoming irrelevant.  

 

Alignment with the business strategy and the wider 

organisation continues to be key to driving business value, as is 

investment in technology, process improvement and talent management. Research published by the 

Hackett Group shows: 

 

 

Á Procurements cost or investment in leaders was 23% lower 

than in laggard organisations. 

Á Staffing levels were 42% lower in leader organisations 

compared with laggards 

Á Procurement transactional productivity was 120% higher in 

leaders compared with laggards.  

Á The cost per purchase order was 48% lower in leader 

organisations compared with laggards 

Á ROI was 150% higher for leaders than laggards 

 

Hackett found that efficiency doesn’t reduce effectiveness, it helps fund it! Further, by combining 

efficiency and effectiveness improvements CPO’s can drive truly world class procurement organisations. 

 
Optimise Working Capital 

 

Procurement and supply has a significant impact on the financial health of the organisation. One of the 

top CFO objectives which procurement can impact is maximising ‘working capital’ (WC), or extracting 

more value from short-term cash.  Increasingly procurement is being asked to lead on this objective, by 

Table 3. Leaders Drive Efficiency 

Through: 

 

Á Alignment of functional goals 

with overall business strategy 

Á Reduce complexity of data and 

processes 

Á Use technology to increase 

transactional automation and 

analysis 

Á  Optimise organisation and 

sourcing approaches 

Á Cross-functional partnering 

 

Source: Hackett 

 

 

“Efficiency doesn’t 

reduce 

effectiveness, it 

helps fund it!”. 

http://purchasingpractice.com/12-steps-to-avoid-becoming-irrelevant/
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collaborating with other groups within the business and developing the strategy to deliver solutions to 

optimise WC.   

These groups often include treasury, and AP who 

all impact an organisation's ability to manage WC 

effectively, but often work in silos. While each of 

these groups has its own goal, procurement must 

align them to receive maximum WC efficiencies.  

For example: 

Á Treasury, wants to maximise WC and 

optimise the use of cash by maximising 

days payable outstanding (DPO) and 

capturing negotiated discounts.  

Á AP seeks to streamline payments, gain 

processing efficiencies and increase 

controls and compliance.  

Á Procurement is interested in key supplier 

relationships, consolidating the supply 

base and negotiating better contract 

terms.  

These goals are clearly not perfectly aligned:  

Á The pressure to improve working capital is 

at odds with reducing supplier risk 

Á Maximising DPO is at odds with capturing 

early payment discounts 

Á Demands from customers can restrict cash 

to pay suppliers 

These must be carefully balanced if an organisation 

is to make optimal WC decisions. Organisations can 

now leverage innovative financing tools to better 

utilize their WC such as supply chain finance and 

dynamic discounting. Companies that have 

pursued extended payment terms without 

considering the longer term implications can 

expect suppliers to fight back as the recovery rolls on.  

Table 4. Lessons from the Downturn 

1. “Cash is King”- “Debt is the Devil”: Procurement 

must maximise its contribution to preserving 

free cash and working capital 

2. “Price Rules”: When times are tough the 

customer always focuses on price. CPO’s have 

had to respond by demanding painful price cuts 

from suppliers  – look out for the pay back when 

the recovery gathers steam. CPO’s must build 

‘cost optimisation’ capability to be better 

prepared for the next economic crisis. 

3. “Risk management is Core”:. Smart CPO’s will 

review their approaches and capability to 

implement more robust strategies in what is a 

procurement core competency. 

4. “Customer of Choice”: Working with the best 

suppliers has been key to surviving the 

recession, so learn to be the “Customer of 

Choice” before suppliers go elsewhere. 

5. “Do More with Less”: Most CPO’s have had to 

reduce headcount and cut technology 

investments learning  to do more with less by 

adopting flexible talent strategies to cope with 

peaks in workload and special projects.  

6. “Agile gains Competitive Advantage”: 

Information travels at lightning speed in the 

internet age yet few saw the true extent of the 

financial crisis coming –build market sensing 

capability and know the value of information 

and how to execute on it.  

7. “Have a Brave CPO”: Many businesses have cut 

cost which could inadvertently destroy long term 

value. Those CPO’s who were brave enough to 

ensure the dialogue occurred to ensure 

decisions were made within a systematic fact 

based framework enter the recovery with a 

stronger platform for growth.  

http://purchasingpractice.com/wp-content/dec-2008.pdf
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For Procurement to fulfill this lead role they must not only understand the financial instruments but also 

bring insight and understanding of their company’s marketplace. They must understand their supply 

base, and where their critical suppliers are, what their issues are etc. They must conduct due diligence 

on those suppliers and determine which strategy strikes the optimal WC balance. 

Visit the Buying Magician Blog: 2010: Lessons for the Recovery 

Conclusion 

Procurement has enjoyed a sustained period in the spotlight during the recession. CPO’s must build on 

this attention to ensure it is not simply their 15 minutes of fame by building plans to stay centre stage.  

The world will continue to change at ever increasing pace and CPO’s must develop strategies to cope 

whatever the business cycle. 

 

There is no magic strategy to suit all situations. Each organisation is at a unique level of procurement 

maturity, and within each organisation each spend category is at different levels of development. Any 

CPO being offered a silver bullet solution should view it with scepticism and ensure strategies are 

appropriate to their own unique situation. 

 

Whilst the demands on procurement professionals are increasing and will continue to do so, the 

opportunities for procurement to make an even greater contribution to their organisations is huge and 

there for the taking. There is already significant momentum brought about from the recession and a 

huge industry of consultants, academics, systems and solutions providers driving it further forward.  

 

Addressing capability gaps in areas such as strategic planning, financial analysis, collaboration, 

innovation and developing an entrepreneurial core in procurement will be key to securing yet 

unchartered territories for CPO’s in most companies.  

 

CPO’s need a clear vision for Procurements Odyssey in the decade ahead and put in place strategies to 

make this vision a reality. As we commence this odyssey,  procurement is better placed than ever to 

capitalise on its achievement during the ‘naughties’.  

 

A 2010 Procurement Odyssey definitely calls for a Brave CPO.  

 

For More Information 
 

Purchasing Practice Inc can work with your organisation to develop a strategic procurement capability 

that will add value and positively affect your top and bottom line. www.purchasingpractice.com 

http://purchasingpractice.com/2010-lessons-for-the-recovery/?preview=true&preview_id=622&preview_nonce=57e1b795f4
http://purchasingpractice.com/staying-centre-stage/
http://www.purchasingpractice.com/
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Purchasing Practice –Corporate Procurement made Simple  

Purchasing Practice works with clients on the complexity and barriers 

associated with implementing world class procurement practices; enabling our 

clients to gain more control over their third party spend management, 

processes and supply chains, resulting in enhanced capability to deliver 

innovative cost effective solutions to their own customers. 

We drive superior and sustainable financial performance through top 

line growth, free cash flow and margin improvement (in private sector 

companies), and best value and service excellence (in public sector organizations).  

 

We can help your organization “make change happen” in procurement. Our services include: 

 

Transformation Management: We will act as a change agent by working with you to articulate and 

communicate the need for change, develop an enterprise wide procurement blue print and support you 

through the implementation process.  

Spend Analysis: We provide spend transparency to our customers as part of our broader service 

offering, and this data can then be utilized to perform an opportunity assessment on the mapped data, 

pointing out potential areas for savings. 

Opportunity Assessment: By working directly with those staff responsible for committing expenditure, 

or managing suppliers, we will carry out a rigorous review and present our recommendations 

Sourcing Management: Using our strategic sourcing service enables clients to realize full value from 

their supply base through leveraging our proven processes  

Category Management: We work with clients to analyze spend data, define suitable categories then 

working on a category by category basis to deliver significant benefits 

Supplier Relationship Management: We will carry out a rigorous review using proven tools and 

methodologies to present our recommendations. 

Mergers & Acquisitions: We will work with your M&A team to carry out a rigorous review using proven 

tools and methodologies 

Private Equity: Working across your portfolio of companies we will drive value from procurement across 

business units 

Interim Procurement Solutions: We essentially act as a flexible extension of the client’s own team, 

enabling you to realize the benefits of flexibility and scalability not only to identify, but also to 

implement incremental opportunities with our help. 

 

Call us on 001 778 988 1052 (North America) or on +44(0) 1525 403862 (UK) or alternatively email us 

at info@purchasingpractice.com to schedule a consultation.                            

mailto:info@purchasingpractice.com

