Strategic sourcing

Is about managing the cost of purchase of goods and services. Can also be defined as the strategic management process where by commodities and suppliers are analysed and relationships are formed and managed according to the best practices and appropriate strategies in support of long term organisational goal. Ref pg 60

Explain the strategic sourcing process

1)Build the team

Strategic sourcing  process starts with the building of a multifunctional teal which may consists of a purchasing manager, operation manager, information system manager, financial or marketing manager, an engineer and legal advisor.

2)Conducting market research

Team should fully understand the relative importance of the item or service for reaching business objectives. They should make a spend analysis of total expenditure for each commodity and supplier and spending on the commodity as a percentage of total spending.

3) Developing a strategy

Information gathered must be structured by applying the portfolio analysis matrix or strategic sourcing matrix where by total spending is divided into different catergories according to the risks involved.

Four catergories of the product are: routine, leverage, bottleneck, critical.

Routine items-supply risk are low, many suppliers, high availability, standard specification, low amount to spend and easy substitution possibility. e.g Stationery like pens 

Leverage items-supply risk are low,available alternative source of supply, standard product specification, large amount is spend,substitution is possible. Tenders and quotes can be used as the method of choosing a supplier. e.g computer hardware

Bottleneck items-risk are high, the market is monopolistic, specification and manufacturing are complex, low amount spent,substitution is difficult.e. g fuel supply, often sorcing had 2 be done across country borders.

Critical items- risk are high, there is a limited or no competition, spend is high, difficult substitution, design and quality are complex and critical.e.g sourcing components for mining machines.  

4)Negotiating the contract

The contract is negotiated with the identified supplier and the strategy is implemented in terms of timelines, resources and accountability

5)Managing supplier relationships

An appropriate relationship should be formed and managed. The basis for managing a relationship should be the performance evaluation of suppliers. Pg 61 and 62

Why organisation wish 2 outsource?

There are tactical and strategic reasons

Tactical reasons-they are sourcing because they want to reduce operating and control costs, to free up internal resources,to receive an important cash infusion, to improve performance and to able to manage a function that is out of control.

Strategic reason- reason may be to improve company focus, to maintance access to world class capabilities, to gain access to resources that are not available internally, to accelerate re engineering benefits, to improve customer satisfaction and to increase flexibility and share risks.

Outline the outsourcing decision process

There are 6 phase

Phase 1 assess the causes of outsourcing

Outsourcing considerations and decisions are often triggered by technology and demand trends such as new product development, strategy development, poor internal and external performance and competences, changing demand patterns and shifting technology life cycle.

Phase 2 Define core activities

Core activities are primary activities to create and deliver product and services to the customer. Organisations prefer to keep core activities and particularly core competences inside the organisation and to outsouce all non core.

Phase 3 Strategic analysis

The strategic or competitive analysis provides a report on the organisations strategic position relative to the market industry and competitors. It may inter alia be executed through a SWOT analysis, value chain analysis and capability analysis.

Phase 4 Consider non cost factors and make decision

During this phase the outsourcing team may as a result of non cost factors either decide to perform an activity inside or finally decide to go ahead with outsourcing. Non cost factors are control of production service and quality, design secrecy, unreliable suppliers, suppliers specialized knowledge and research, volume of requirements, availability to facilities, workforce stability.

Phase 5 Conduct a total cost analysis of core activities

In this phase an efoort is made to measure all the costs involved in the internal provision and external sourcing of the activity.

Cost to be included in the insourcing analysis are,1) operating cost; direct labour, fringe benefits, direct labour and indirect labour, 2) interest on capital of additional equipment, 3) equipment depreciation,4) fixed overheads, 5) engineering /design research / learning.

Cost to be included in the outsourcing analysis, 1) purchasing cost,2) freight, 3)inventory cost,4) administrative costs and 5)relationship cost

Phase 6 Relationship analysis

Depending on various factors, the relationship between two parties to an outsourcing agreement may take different form. The relationship will depend for instance on the technical, management and financial capacity and the size of the two parties, type of the product/ service supply market conditions, the progressiveness of the country's economy and the motive of the organisation

Supply policies and strategic

1)Local, national or international suppliers

A purchasing and supply policy document should make provision for the firms policy on the use of international, national or local suppliers

Advantages of using overseas suppliers:

Advanced technical expertise, better quality, lower costs due to lower labour costs, large production capacity or large product range.

Disadvantages of using overseas supplier:

Higher transport cost, longer lead times due to long distance, more administration, exchange rate and political risks and cultural factors.

Advantages of using local source:

Low transport cost, shorter lead times and consequently smaller inventories, improved communication, express orders being easier to expedite, more reliable service, better personal relatyionship with suppliers, the possibily to implement JIT system.

2)Purchasing from a distributor or manufacturer

Another issuer on which policy is required is by where purchases should be made directly from manufacturer or from distribution

Advantages of purchasing from distribution:

-have specialised product knowledge

-has a wide choice of style, quality, colour, packaging and finish.

-dispersed location of warehouse of many distributors in the market make shorter lead times and better after sale service possible

-marketing services such as transport, storage reordering, financing and assistance with promotions and advertisement.

-system contracts can be entered into to reduce administration and stockholding.

3)Supply base optimisation: one supplier or more

Choosing to have one or more suppliers is a vital decision.

4) Size of supplier

The size of the suppliers that will be used for the provision of certain product or service depends on the size of the enterprise. 

5) Suppliers development

There are main 3 ways inwhich an enterprise may become involved in development of suppliers.

- purchase from disadvantage of supplier

- taking action when a product is not available

- performance appraisal of suppliers

6) Reciprocacy 

Simply means buy from you because u buy from me. Whether or not to accept a policy on reciprocity is an issue arousing much controversy and debate.

7)Decision to make or buy

The decision to manufacture oneself or to but from a supplier is also a contemporary one. Cost implication had to be considered before decision taken.

8) Captive suppliers

Are suppliers who are too dependent on one client for their survival.

9) Environmental protection

Purchase should be made with a great caution and the following three main aspects concerning the environment should be taken into account

-do the suppliers mission, supporting policy and measures protect the environment during the manufacturing of products?

- how environmentally friendly is the product itself?

-are the right product and quantities purchased to prevent obsolecence and waste.

