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TO CHOOSE FOR YOUR SupPLY BASE

Adam Lindgreen
Joélle Vanhamme
Erik M. van Raaij
Wesley J. Johnston

Purchasing and supply management professionals recognize the value of aggressive transactional sourcing, as
well as of having cooperative relationships with suppliers. But what mix of transactional and relational purchasing
are organizations using, and which should they use? A novel instrument is developed to measure organizations’
use of transaction purchasing, electronic purchasing, interactive purchasing, and network purchasing. Four mixes
of practices are identified and labeled “transactional,” “interpersonal dyadic,” “interpersonal network,” and “inte-
grative relational” configurations. Organizations using an integrative relational configuration generally outperform
others. Irespective of configuration, organizations use more interactive and network purchasing with suppliers of
direct inputs but more transaction purchasing with suppliers of indirect inputs. (Keywords: Purchasing, Suppliers,

Strategic management)

ome 25 years ago, a purchasing and supply management revolution took

place in North America and Western Europe. With it came a change in

supplier relationships. No longer were these relationships only adversarial

and arm’s-length; many of those became instead much closer and more
cooperative, and often embedded in a wider network of suppliers and their suppliers,
customers and their customers, and other stakeholders.' The role of purchasing and
supply management, as a business function, is to manage the organization’s external
resources and acquire inputs by the best means possible.” Traditionally, purchasing
has revolved around single transactions or short-term contracts, with much of the
emphasis being on low price. However, manufacturing organizations typically spend
50-75 percent of their revenues on purchasing materials and services; and by the late
1990s, a growing need to improve quality and reduce costs in the face of international
competition had led organizations to realize that purchasing and supply management
offered enormous potential for more strategic management of costs, risks, and value.’

The authors would like to thank the editor and the four anonymous reviewers for their helpful comments
and suggestions during the review process. Thanks also to Professor Berend Wierenga for comments
on a previous version of this article.
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which required purchasing managers to rely more on integrative partnerships with
a limited number of key suppliers.”

Existing studies have assumed purchasing practices® are either transactional
or relational.” Purchasing today, however, involves both transactional and rela-
tional practices, often through a mix of arm’s-length transactional relationships
and close cooperative relationships with suppliers.'® Relational exchanges have
attracted significant attention from academia in areas such as transaction cost eco-
nomics, sociological approaches, and supply chain management;'' and research
has highlighted the advantages of cooperative relationships with suppliers. These
can include, for example, reduced costs, improved product quality, and reduced lead
times.'? Yet cooperative relationships remain costly to manage and increase the
buyer’s dependence on the supplier."> Such relationships may therefore not be
applicable in all situations. Because buyers engage in both transactional and rela-
tional purchasing, it is vital to understand more about how and why they decide
which approach to take. That is, how do buyers choose, or mix, different pur-
chasing practices, and how do different purchasing practices affect organizations’
performance?

Evaluating how a specific choice of supply relationships relates to an organ-
ization’s performance is only possible if the organization can measure the type
and strength of its purchasing relationships and then judge those relationships
against specific performance indicators. Managers thus need a toolbox.

For marketing practices, for example, a toolbox has led to a better awareness
of “how firms relate to their [customer] markets in a manner that integrates both
traditional and more modern views of marketing, and incorporates an understand-
ing of both the antecedents and consequences of different practices.”'* This also
includes an understanding of the role played by marketing. The marketing toolbox
presents managers with a robust and well-tested way of evaluating what they are
doing, using indicators based on the exchange and managerial aspects of marketing
practices.'’
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Building a toolbox for purchasing requires purchasing to be categorized into
transactional and relational practices. This article puts forward a new framework
and a novel measurement instrument. What this proposed framework does in par-
ticular is:

= to identify fundamental aspects that distinguish different types of purchasing
practices, especially those related to the exchange and management of pur-
chasing rather than those related to differences in the purchasing function
itself;

= to assess what different hybrid forms, or mixes, of transactional and rela-
tional purchasing are being used; and

= to relate the way in which purchasing is practiced to performance outcomes.

The framework addresses a range of important questions. What relative
emphasis do organizations place on transactional and relational aspects of purchas-
ing? Does relational purchasing occur across all types of organizations? Do organiza-
tions practice either transactional or relational purchasing, or is there a hybrid form
that is more appropriate? Do purchasing practices depend on the materials and serv-
ices being supplied? Are higher performance outcomes correlated with particular
(mixes of) purchasing practices?

The proposed framework characterizes the key aspects of different purchasing
practices, and has been used to examine the actual purchasing practices of 202 U.S.
organizations and what influence those practices have on performance outcomes.
The framework captures the exchange and managerial aspects of purchasing, as they
relate to four types of purchasing practices.

The Purchasing Practices Framework

Design of the Purchasing Practices Framework

One important distinction is between a supply management approach that
is primarily transactional and one that emphasizes network coordination, includ-
ing the supply chain.'® Thus transaction purchasing refers to the use of aggressive
sourcing (continuously searching for new suppliers) to obtain goods and services
on the best terms possible,!” whereas network purchasing involves positioning the
organization within a wider organizational system or network.'® Two additional
practices are possible: electronic purchasing'® and interactive purchasing.>® With elec-
tronic purchasing, organizations use the internet and other one-to-one and one-
to-many technologies to create and mediate data exchanges with suppliers; and
interactive purchasing implies personal interactions between employees and indi-
vidual suppliers.

It is important to note here that electronic purchasing as an approach to sup-
plier management is not the same as electronic procurement. Electronic procure-
ment refers to the collection of tools—usually based on internet technology—that
support the purchasing function. Examples might include electronic auctions, mar-
ketplaces, or ordering systems.*' However, electronic auctions, for example, cannot
serve as relationship management tools; they imply aggressive sourcing, or transac-
tion purchasing.>* In contrast, electronic purchasing as defined here uses the internet
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and other information technologies as a means of facilitating relationships with sup-
pliers,** for example by using a supplier portal.

As reflected in the framework, all four purchasing practices are significantly
different to one another in how the buying organization manages its exchange
relationships with suppliers and interacts with them. For example, both the fre-
quency of communication and the nature of the interdependency between an
organization and its suppliers differ between transaction purchasing and the three
relational purchasing practices (electronic purchasing, interactive purchasing, and
network purchasing). Likewise, there are also differences among those relational
purchasing practices themselves.**

The proposed measurement instrument aims to investigate purchasing practi-
ces across a wide range of organizations and industry sectors. The measures used
must therefore be general enough to have relevance across that range, yet the posi-
tions should also be specific enough to capture different practices of purchasing. Eight
formative indicators are used to characterize transactional and relational practices, as
summarized briefly in Table 1 and defined in more detail below; each purchasing
practice can be determined by a combination of these formative indicators. Table 1
also includes a general indicator that captures the essence of each purchasing practice
(and which is used when testing the external validity of the measuring instrument,
see later in Sidebar).

= Purpose of Exchange—In relational purchasing, buying organizations develop
closer and more collaborative relationships with a smaller number of sup-
pliers.”> In each of the three forms of relational purchasing practices the
aims are slightly different. In electronic purchasing, it is about developing
relationships that are facilitated by electronic data interchange systems;>®
for interactive purchasing, it is to develop interpersonal relationships with
suppliers;*” and in network purchasing, it is to develop relationships with
all relevant parties in the wider organizational network.?® Transaction pur-
chasing is different again: here the aim is to obtain competitively priced
components and raw materials and achieve cost savings through competi-
tive bidding among many suppliers.*’

»  Nature of Communication—Although organizations with transaction purchas-
ing interact with many suppliers and tend to use one-fits-all communication, >
organizations that use relational practices reduce the size of their supply
base and communicate more—at different levels, and in more complex
relationships—with the suppliers that remain.>' This can include technology-
enabled communications in electronic purchasing,’” personal interactions in
interactive purchasing,”® and senior managers interacting across organizations
in network purchasing.”*

= Type of Contact—Whereas transaction purchasing uses short-term, arm’s-
length relationships, relational purchasing involves longer-term, collaborative
relationships. These are often at a strategic level, with a wider range of busi-
ness partners.”” Thus, transaction purchasing is characterized by impersonal
contact, whereas relational purchasing is characterized by technology-
enabled, interactive contact in electronic purchasing, interpersonal contact
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in interactive purchasing, and inter-organizational contact across organiza-
tions in a wider network in network purchasing.’®

= Duration of Exchange—Transaction purchasing has a focus on a single transaction
or contract,”” whereas relational purchasing focuses on an ongoing interaction,
whether that is technology-based in electronic purchasing, interpersonal in
interactive purchasing, or across a wider organizational network of purchasing
relationships in network purchasing.’®

» Formality of Exchange—Organizations with an arm’s-length approach to
purchasing limit their exchanges with suppliers to formal modes. The rela-
tional approaches, on the other hand, combine formal and informal modes,
such that organizations become embedded in social interactions and
networks.>’

» Managerial Intent—Relational purchasing attempts to create technology-
enabled exchanges with suppliers in electronic purchasing, build interper-
sonal relationships with specific suppliers in interactive purchasing, and
coordinate activities in the purchasing network in network purchasing.*’
This is very different to transaction purchasing, where organizations con-
tinuously search for new suppliers in order to find the best deal.*!

» Managerial Focus—Whereas transaction purchasing is preoccupied with
purchase items and prices,** managing IT-enabled relationships with sup-
pliers represents the heart of electronic purchasing, including automated
data input and electronic data interchange between buyers and suppliers.*’
The relationships are fewer in number but more individualized in both
interactive purchasing and network purchasing, and the latter includes
relationships with partners from the organization’s wider purchasing and
supply network.**

»  Managerial Investment—An organization that is pursuing relational purchasing
invests significant and specialized resources to attract, develop, and retain stra-
tegic supplier relationships.** The investments and resources involved include
information and communication technologies in electronic purchasing,
personal relationships in interactive purchasing, and network relationships in
network purchasing.*® In contrast, to obtain lower prices from suppliers, an
organization that uses transaction purchasing invests resources in specifying
components and raw materials, as well as in negotiating, ordering, and expe-
dition activities.*”

The proposed purchasing practices framework enables an organization to
score high, for example, on both transaction purchasing and electronic purchasing
and low on the other two practices, or perhaps to score low on transaction pur-
chasing and high on all three forms of relational purchasing practices. That is,
the four practices of purchasing are not mutually exclusive. Frameworks that
describe the organizational management of supplier relationships only as either
type A or type B may fail to recognize all existing types of supplier relationships.
For example, some organizations continuously search for new suppliers to find
the best deal, whereas others believe that they can add value to their supplier
relationships by combining that type of practice with relational practices, for
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example technologies that allow the organization to exchange data with suppliers
and develop one-to-one relationships.

Surveying Organizations’ Purchasing Practices

To get a better understanding of organizations’ purchasing practices, this
study used a nationwide survey of purchasing managers in U.S. organizations.
The survey was based on the proposed purchasing practices framework. From
its databases, the Institute of Supply Management (ISM) provided contact details
for 3,322 randomly selected members representing manufacturing, wholesaling
and retailing, and service organizations (standard industrial classification codes:
20-39, 52-59, and 70-89). All respondents were contacted by regular mail; the
packets contained a copy of the questionnaire (including the purchasing practi-
ces framework), a cover letter, a letter from ISM endorsing the study, and a
pre-paid return envelope. Respondents could either return their completed ques-
tionnaire by mail or fill out an online version. This procedure produced 202 valid
returned questionnaires.*® It should be noted that the respondent sampling
includes only ISM members, who are fairly representative of U.S. organizations
and might be relatively well-educated purchasing professionals,* and that for
each organization only one individual was asked to complete and return the
questionnaire.

The questionnaire consisted of six parts.’® In the first part, respondents
provided details of their organization, the degree to which technology was used
in the organization, and the part played by information technology. These ques-
tions recognize that technology is an important driver of change in the purchasing
domain. All measures in this part of the questionnaire were taken from previous
studies.””

In the second part of the questionnaire, respondents were asked to distin-
guish between suppliers of direct inputs (or “primary suppliers”) and suppliers of
indirect inputs (or “secondary suppliers”). Direct inputs are those materials and
services that appear in the buying organization’s final products or services such
as wood for furniture; indirect inputs are those which do not, for example, office
stationery.’® Direct inputs are also known as revenue-generating, primary, or
bill-of-materials inputs. Respondents also described the kinds of materials and
services supplied by these direct and indirect suppliers, which helped them distin-
guish between the two types when answering questions about their organizations’
purchasing practices. By making this distinction between relationships with sup-
pliers of direct versus indirect inputs (not purchasing practices at the individual
supplier level), this study is able to look at a broad range of organizations. It also
ensures minimal respondent subjective bias. That is, one can distinguish relatively
objectively between suppliers of direct and indirect input, which is not the case
when asked to concentrate on “key” or “strategic” suppliers.

In the third and fourth parts of the questionnaire, respondents reported on
their organizations’ purchasing practices with direct and indirect suppliers. For sup-
pliers of direct materials and services, 32 indicators reflected the eight exchange and
managerial aspects of the purchasing practices (i.e., the framework), and 4 global
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indicators represented general descriptions of each practice (Table 1). For each of
these 36 indicators, respondents indicated the extent to which it was currently
practiced in their organization.>®> For suppliers of indirect materials and services,
they were asked only about how the organization generally dealt with the suppli-
ers, and only the 4 global indicators were used so as to ensure the questionnaire
did not become too long.

The fifth part involved looking at three areas. Firstly, the organization’s
purchasing performance relative to its expectations about supplier lead time, on-
time delivery, delivery reliability, and quality.’* Secondly, its marketing perfor-
mance relative to expectations with regard to customer attraction and retention,
customer satisfaction, sales growth, and market share. Thirdly, its financial perfor-
mance in terms of its expectations with regard to profitability.>”

Finally, to judge whether the respondents provided an appropriate match
for the study, the questionnaire solicited their personal data, including their posi-
tion, how long they have held their current position, their tenure with the orga-
nization, and their formal purchasing qualifications or training. It also asked for
gender and age information, consistent with previous studies of marketing practi-
ces and purchasing.’®

Respondents from manufacturing, wholesaling and retailing, and services
were well represented in the sample. Almost two-thirds of respondents came from
large organizations (more than 500 employees). Sixty-five percent of the organi-
zations were established more than 30 years ago, and most relied on a domestic
market for their sales.

Because the vast majority of respondents hold positions in purchasing and at
middle and upper levels in their organization, they probably have experience,
knowledge of management policies, and access to operational and quality perfor-
mance data.”” With regard to marketing and financial performance outcomes, if
respondents felt that they did not know the answer, the questionnaire encouraged
them to seek this information from the appropriate departments. The average age
of respondents was 47 years (minimum 21; maximum 66). The gender ratio was
57% men to 40% women; 3% left this question unanswered.’® The data quality
assessment and the psychometric properties (including a validity assessment) of
the purchasing practices measurement instrument involved several checks, as
reported in the Appendix.

For each of the four purchasing practices (transaction purchasing, electronic
purchasing, interactive purchasing, and network purchasing) the organization was
scored against eight indicators (purpose of exchange, managerial intent, nature of
communication, type of contact, duration of exchange relationship, formality of
exchange, managerial focus, and managerial investment). The total score on all
eight indicators for each practice was then converted into an index.’” For each orga-
nization, four composite measures thus indicate the extent to which that organiza-
tion practices transaction purchasing, electronic purchasing, interactive purchasing,
and network purchasing. However, because these practices are not mutually exclu-
sive,® each organization has its own particular mix of scores on the four purchasing
practices.
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Major Configurations of Purchasing Practices

Purchasing literature suggests that organizations traditionally practiced
transactional purchasing but that relational practices have become more common-
place.®! Not all organizations have made the transition to relational purchasing,
however.®? In reality, transactional and relational purchasing are not mutually
exclusive and can be mixed in hybrid configurations. To reveal what kinds of
configuration might be particularly common, this study incorporated a cluster
analysis—described in more detail in Sidebar—of the index scores to determine
whether it is possible to identify meaningful groups of organizations in terms of
their purchasing practices.

SIDEBAR. Cluster Analysis

Before doing a cluster analysis, one needs to confirm that different varia-
bles do not suffer from substantial collinearity,®> which would act as a
weighting factor and bias the analysis (i.e., collinear variables are implicitly
weighted more heavily®}). The next step entails row centering the data to
identify groups according to the relative importance of one construct
(purchasing practice) to another and determine whether clusters with
similar patterns can be identified. The hierarchical and nonhierarchical
clustering methods are used sequentially to increase the validity of the
solution.®> Using Ward's hierarchical method and the recommended
squared Euclidean distance, the most meaningful number of clusters was
established and allowed a check of potential outliers.®® Ward's method
offers robustness, the ability to maximize within-cluster homogeneity
and between-cluster heterogeneity, and the capability to recover known
cluster structures.

No outliers emerged, so to determine the most appropriate num-
ber of clusters,” several steps were taken. The likely range of clusters
was computed,68 a dendogram was used to find any relatively dense
branches,®” and incremental changes in the agglomeration coefficient were
analyzed.70 Finally, managerial interpretability of the solution was sought.7|

The analysis reveals four distinct clusters of organizations that
differ markedly in their emphasis on the different purchasing practices
(transaction purchasing, electronic purchasing, interactive purchasing,
and network purchasing) and are easily interpretable and meaningful.
A nonhierarchical K-means clustering method (with the cluster centers
provided by the hierarchical results as initial seed points) fine-tunes
these results in a way less susceptible to outliers, the type of distance
measure, or the inclusion of irrelevant and inappropriate variables in the
analysis.”> The results from the K-means clustering (i.e., the final results)
are very similar to the previous results and are presented graphically in
Figure I.
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FIGURE 1. Four Purchasing Configurations
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Notes: L: low (< .63); M: medium ([.63;.717]); H: high (= .72). Mean scores for all four clusters differ significantly (transactional (T)
vs. interpersonal dyadic (ID): MANOVA F(4, 85) = 35962, p < .001; T vs. interpersonal network (IN): MANOVA F(4, 86) =
61239, p < .001; T vs. integrative relational (IR): MANOVA F(4, 92) = 54.343, p < .00[; ID vs. IN: MANOVA F(4, 100) =
38820, p < .001; ID vs. IR: MANOVA F(4, 106) = 54481, p < .001; IN vs. IRt MANOVA F(4, 107) = 37.678, p < .001).

Detailed technical information regarding how thresholds were defined and descriptive statistics are available from the first author.

One cluster (N = 38) consists of organizations that score high on the trans-
action purchasing index and low on electronic purchasing, interactive purchasing,
and network purchasing (see Figure 1). This mix is labeled as a transactional config-
uration. Another cluster (N = 59) consists of organizations that score low on the
transaction purchasing index and high on the electronic, interactive, and network
purchasing indexes. This mix is labeled as an integrative relational configuration.

Two additional clusters are identified. Organizations in these two clusters
achieve medium scores on the transaction purchasing index. The first configuration
(N = 52)—Ilabeled as interpersonal dyadic configuration—shows a high score on the
interactive purchasing index but lower scores on the electronic purchasing and net-
work purchasing indices. The second of these configurations (N = 53)—labeled as
interpersonal network configuration—has a high score on both interactive purchasing
and network purchasing but a low score on the electronic purchasing index.

The transactional configuration and the integrative relational configuration
could, more or less, be seen as opposites of each other. With their medium scores
on the transaction purchasing index, the interpersonal dyadic and the interper-
sonal network configurations could be regarded as intermediate ones.
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Notably, relationships mediated by the internet and other interactive tech-
nologies (i.e., electronic purchasing) reach high levels only when combined with
the other two relational purchasing practices (i.e., interactive purchasing and
network purchasing). In none of the clusters does network purchasing exceed
interactive purchasing. Overall, in many organizations purchasing practices are
pluralistic, with organizations mixing two or more different purchasing practices.

So Which Mix of Purchasing Practices Should You Choose for Your
Supply Base?

The purchasing practices framework has revealed different configurations
that vary in their relational intensity. Several positive effects of relational purchas-
ing practices appear in prior literature, often relating to the enhanced performance
of suppliers and buyers. With organizations spending up to 75 percent of their
revenues on purchasing, the performance of the buying organization depends
increasingly on supplier performance.”> A relational practice has positive effects on
supplier quality, delivery reliability, lead time, and on-time delivery, as well as on
the delivery- and quality-related performance of the buying organization itself. It also
has effects on buyer performance in terms of cost and flexibility.”* Improvements in
cost-, quality-, and delivery-related performance as a result of close buyer-supplier
relations also should enable a buying organization to serve its customers better with
higher-value products and improved customer service.”” Where an organization can
deliver distinctive value to customers that should translate into better market perfor-
mance.”® Ultimately, such advantages in market and cost performance should lead,
in turn, to higher financial performance by the buying organization.””

The findings of our study reveal that those organizations that have adopted
an integrative relational configuration for their purchasing practices show the best
performance. Figure 2 shows the comparison of the three clusters of organizations
with transactional, interpersonal dyadic, and interpersonal network configurations
with the cluster of organizations with an integrative relational configuration. This
comparison highlights that the latter cluster performs better than any other cluster
on the dimension of supplier quality. In terms of delivery reliability, organizations
with an integrative relational configuration perform significantly better than those
with a transactional configuration, but there is no significant difference between
organizations with an integrative relational configuration and those with intermedi-
ate configurations. The integrative relational configuration outperforms the transac-
tional configuration on supplier on-time delivery, but the performance differences
with the two intermediate configurations are not significant. The four configura-
tions are broadly comparable in terms of supplier lead time. With respect to market-
ing performance outcomes, the integrative relational configuration performs better
than all other configurations for all marketing performance outcomes: customer
attraction and retention, customer satisfaction, sales growth, and market share. This
finding also applies to the financial performance outcome: profitability.”®

Thus, organizations using all three forms of relational purchasing practices
(i.e., integrative relational configuration) perform better on at least seven but up
to nine out of 10 performance outcomes compared with organizations that favor
practices that are less relational (i.e., interpersonal dyadic, interpersonal network,
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FIGURE 2. Differences in Performance Outcomes between Purchasing Configurations

[] Transactional [ Interpersonal network

[ Interpersonal dyadic M Integrative relational

Notes: The labels a, b, and c at the tops of the bars indicate a lower performance for the marked configuration, compared with
the integrative relational configuration; a: the difference is significant at p| 1 < .0l; b: the difference is significant at p < .05;
and c: the difference is significant at p, 4 < .10. See note 78 for the specific statistical tests used.

and transactional configurations). This finding is true for all marketing and finan-
cial outcomes and up to three purchasing performance outcomes (Figure 2).

No significant differences were found across clusters in terms of the organiza-
tional demographics of cluster members (i.e., industry, organization size, age, and
business activities). Some differences appeared in terms of the level of technology
intensity and the role of technology in the organization. Organizations with an inte-
grative relational configuration tend to be more technology-intensive than those
with other configurations, and the role of information technology in the former
organizations appears greater than in the latter organizations. For organizations with
an integrative relational configuration, information technology acts not just to sup-
port current business activities, but rather to redefine or drive such activities.””

Different Purchasing Practices in Relation to Direct and Indirect Suppliers

The survey results indicate that—across all clusters—organizations practice
more relational purchasing with direct suppliers, and more transactional purchasing
with indirect suppliers. When dealing with direct suppliers, organizations make sig-
nificantly more use of interactive purchasing and network purchasing than they
do with indirect suppliers. In contrast, with indirect suppliers they use significantly
more transaction purchasing than they do with direct suppliers. There was, how-
ever, no marked difference with respect to electronic purchasing.®’
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Discussion

The data indicate four configurations of purchasing practices, each character-
ized by a distinct mix of transaction purchasing, electronic purchasing, interactive
purchasing, and network purchasing. Organizations with a transactional configura-
tion (19% of the sample) and those with an integrative relational configuration
(29%) generally represent the most extreme configurations. In between, intermedi-
ate configurations of practices are based on interpersonal relationships, either
dyadic (26%) or network (26%). The emphasis on transaction purchasing, elec-
tronic purchasing, interactive purchasing, and network purchasing varies across
configurations. Whereas interactive purchasing (based on interpersonal relation-
ships) is pervasive and used to a great extent in all but the transactional configura-
tion, transaction purchasing levels are generally medium to high, and used in all
but the integrative relational configuration.

Thus, buying organizations manage portfolios of supplier relationships, some
of which are more transactional in nature and others more relational. Transactional
purchasing is not disappearing entirely, even as buying organizations move to more
relational practices. Focusing solely on just two possible purchasing practices—pure
transactional practice versus pure relational practice—is thus too simple a view of
reality.®! It also obscures performance outcome differences that reflect an organiza-
tion’s emphasis on particular mixes of purchasing practices. The integrative rela-
tional configuration outperforms all other configurations on the marketing and
financial performance indicators, as well as on supplier quality. It also outperforms
the transactional configuration on delivery reliability and supplier on-time delivery.

Purchasing practices relate to the type of supplier, such that more relational
practices characterize relationships with direct suppliers, whereas more transactional
practices are more common in dealing with indirect suppliers.>* Quality or delivery
problems with direct suppliers could result in disruptions to the buying organization’s
primary processes, so organizations often strive for close, cooperative relationships
with critical direct suppliers. In contrast, the purchase of indirect materials and serv-
ices receives far less management attention; the purchasing department may not
even be involved in these purchases. Indirect supply purchases more often involve
arm’s-length transactions. Because indirect suppliers also lack critical relationships
with the buying organization, the organizations may perceive less risk in letting price
play a more dominant role when selecting this type of supplier. That is, they practice
more transaction purchasing. Our discussions with experienced purchasing profes-
sionals and academics confirm that when organizations purchase from secondary
suppliers of indirect inputs, cost considerations are the most important factors. For
primary suppliers of direct inputs, other factors (including supplier lead time, on-time
delivery, delivery reliability, and quality) acquire greater importance.

Which organization selects which configuration cannot be explained by its
size, age, or business activities. This finding contradicts what contingency theory
suggests—namely, that the best approach to purchasing (relational or transactional)
depends on the organizational context. Organizations are likely to make strategic
choices regarding whether to focus on transactional or relational purchasing practi-
ces. However, respondents in the integrative relational configuration report that the
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intensity of information technology in their organizations is high and that they use
information technology to redefine their business processes. These responses coin-
cide with the finding that the main difference between the integrative relational
configuration and the other configurations is that those in that first group make
extensive use of electronic purchasing. To redefine an organization by extending
its boundaries and to build, enhance, sustain, and align relationships with suppliers,
customers, and other partners, strategic investments in information technologies
appear necessary. This is because the involvement of partners enables organiza-
tions to market new products and services, gain operational efficiencies, and
enhance revenues, amongst others. Especially when an organization has a complex
manufacturing system, detailed interfaces with partners, and a dynamic market envi-
ronment, information technologies may effectively enable that organization to
develop, alter, and strengthen its relationships with partners in its purchasing
system.®’

Organizations that employ interactive purchasing use this alone or they com-
bine it with either electronic purchasing or network purchasing. This observation
supports arguments that suggest the primary feature of a relational practice is the
level of trust between the buyer and supplier. Trust previously has been identified
a key role in building successful personal interactions between employees and indi-
vidual suppliers,®* as well as in managing risks in an organization’s supply base.®

Managerial Implications

Perhaps the key finding for managerial practice is how organizations with an
integrative relational configuration performed significantly better than did organiza-
tions with other configurations. This was true on a variety of purchasing, marketing,
and financial performance measures. The value-creation potential of purchasing and
supply management has been noted before; the current study emphasizes the need
to view purchasing and supply management as a strategic function that is internally
aligned and integrated with other functions.®® Organizations thus may find it more
profitable to encourage mutual understanding and effective collaboration between
marketing and purchasing; integrate technology-based interactions with suppliers;
invest in interpersonal relationships across suppliers and the broader purchasing
network; and consciously manage the marketing-purchasing interface.

In particular, the purchasing practices framework, depicted as a radar dia-
gram (Figure 1), could be used as a form of scorecard. It provides a simple, easily
accessible means to track and monitor the implementation of a purchasing config-
uration. For this study, the diagrams depict how four clusters of organizations com-
pare in terms of the mixes of purchasing practices they employ. Each respondent
answered the questions included in our measurement instrument (or “toolbox”)
for all direct suppliers of his or her organization.

An individual organization could use the same measurement instrument in
a slightly different way, asking each of its buyers to answer questions about the
suppliers that they manage. All data for each purchasing practice (transaction pur-
chasing, electronic purchasing, interactive purchasing, and network purchasing)
then could be aggregated into single scores. Therefore, for each buyer, there
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would be four scores—one per purchasing practice—that managers could plot on
a buyer-specific radar diagram. On a different level, buyers often manage several
purchasing categories (e.g., electronic components, spare parts, temporary labor,
and office supplies), so an organization could ask its buyers to answer questions
for each purchasing category that they manage, then plot radar diagrams to com-
pare how purchasing categories are managed. Similarly, a multi-unit business
organization could plot and compare how business units manage (parts of) their
supply base.

Applying the measurement instrument on these various levels requires that
the questions be reworded slightly to make them applicable to the buyer, category,
or business unit level. For example, in this study the measurement instrument asks
how purchasing is practiced in a particular organization with its direct suppliers
(see Table 1); this item could be reworded to query, “How is purchasing practiced
when you deal with your suppliers?” (buyer level), “How is purchasing practiced
with your suppliers of product category A?” (category level), or “How is purchasing
practiced in your business unit with direct suppliers?” (business unit level). Other
questions in the survey may need similar slight rewording to reflect the level at
which the survey takes place.

The four aggregate scores of purchasing practice—at the buyer, category, or
business unit level—can be used to perform a cluster analysis, especially if the number
of buyers, categories, or business units is large.®” Although the number of buyers or
business units may be limited in any one organization, such that radar diagrams can
be constructed for each, organizations typically manage so many purchasing catego-
ries that clustering becomes opportune.®® With the four scores, managers can devise
a radar diagram per cluster, which in this case depicts how much of each purchasing
practice gets used per cluster. The performance outcomes also could be evaluated per
cluster.

A radar diagram of this kind then could be leveraged with target achieve-
ment levels. The gap between actual and target levels forms the basis for a focused
discussion about how to bridge the gap. Over-achievement similarly could spark a
discussion about whether some resources might be allocated more usefully else-
where. Thus, the purchasing practices framework can help organizations track,
monitor, and assess their purchasing practices across buyers, purchasing catego-
ries, and business units; it also can help determine the most appropriate configu-
rations of purchasing practices to pursue.

With this performance outcome data on hand, organizations can specify
their strategies, and managers can make informed decisions about the organiza-
tion’s relations with groups of suppliers. Objectives, in terms of purchasing practi-
ces and performance outcomes, result from the strategy specification. The next
step involves tracking, monitoring, and evaluating purchasing practices, just as
managers did when mapping the current situation. Finally, managers can reassess
their strategy and take corrective action (strategy re-specification) if necessary.
This process should be repeated periodically.

For analyzing purchasing practices at the industry level, the process is simi-
lar, except that further distinctions are necessary to assess the purchasing practices
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indicators, such as distinguishing direct from indirect suppliers or any other variable
of interest. The supplier clustering then should be run separately for the chosen var-
iables of interest, and the remaining steps of the process should be revised accord-
ingly. An analysis at the industry level is likely to be carried out by groups, such as
chambers of commerce, consulting companies, or industry representatives.

Further Research

Conventional wisdom suggests that the emphasis in purchasing is increas-
ingly on relational aspects;®° this study shows that an integrative relational config-
uration is also synonymous with increased performance. Yet the results indicate
that when dealing with suppliers of direct inputs, almost a fifth of organizations still
practice transactional purchasing. Are purchasing managers unaware of the perfor-
mance implications of relational purchasing, or are these types of practices difficult
to implement, perhaps because global sourcing initiatives have increased the physi-
cal distance between buyer and supplier?”® To help uncover the drivers behind pur-
chasing practices, further research should investigate when and why transactional
and relational purchasing, and their different combinations, exist. If such research
also predicted causal relationships, it would be possible to use structural equation
models to achieve both the validation of the measures and the estimation of causal
relationships. The use of structural equation models also would enable further fine
tuning of the purchasing practices measurement instrument.

Further research could seek to adapt the instrument so that—within one
organization—the type of practices used in relation to individual suppliers (i.e.,
one level lower than the buyer level) could be measured more easily. The instru-
ment would need to be revised to address the questions that are not suitable for
the individual level (e.g., the question of “nature of communication” in regard
to transaction purchasing and electronic purchasing), and then validated.

This study has revealed four configurations of purchasing practices. No claims,
however, are made as to whether the interpersonal dyadic configuration (that makes
high use of the relational interactive purchasing practice) and interpersonal network
configuration (that makes high use of the two relational interactive and network
purchasing practices) are merely transition states toward the integrative relational
configuration (that makes high use of all three relational purchasing practices). Using
a longitudinal design,”" further research could capture the evolutionary patterns
of purchasing practices, which would enhance greatly our knowledge of how rela-
tionships develop.”® Longitudinal research also might help to determine whether
purchasing develops progressively along a transactional-relational purchasing con-
tinuum (from the transactional configurations, via the interpersonal dyadic and the
interpersonal network configurations, to the integrative relational configuration) or
whether it can move in either direction.””> For example, instead of traveling in a lin-
ear fashion through the four purchasing configurations, organizations may in fact
employ any one at any given time, depending which specific mix of practices is felt
to be most strategically advantageous. Examining the path-dependent nature of
purchasing practices—that is, differences in the past lead to different purchasing
practices in the future®*—also could reveal the route that organizations follow to
integrate their purchasing practices with suppliers.””
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In conclusion, this study has provided significant findings regarding the mea-
surement of purchasing practices. Additional fine tuning, using larger samples,
could continue to improve the way purchasing practices are being measured.

APPENDIX
Methodology

Checks of Data Quality

The assessment of nonresponse bias relied on a comparison of the demo-
graphics of the respondents with the demographic make-up of all ISM members,”®
which reveals that respondents are typical of ISM organizations. A time-trend
extrapolation test can compare early and late responses on the key constructs; there
were no significant differences. Nonresponse bias thus is not likely a problem in this
study.””

Because the measures all rely on a single source, common method bias in
self-reported measures could be a concern. Employing the widely used Harman'’s
one-factor method,”® a factor analysis was run on all measures to examine the like-
lihood of a single or dominant factor. The unrotated solution shows no evidence of a
dominant common factor (13 factors had eigenvalues greater than 1.0; the first factor
accounts for only 22 percent of variance). There is no indication that common
method bias is a serious issue for this study.

Psychometric Quality of the
Purchasing Practices Measurement Instrument

The indicators of the four purchasing practices constructs are treated as for-
mative, because each indicator describes a different facet of the latent construct.””
In other words, transaction purchasing, electronic purchasing, interactive pur-
chasing, and network purchasing each result from a unique combination of indi-
cators. Changes to one indicator are not necessarily associated with changes to the
others.'® Although the indicators likely are correlated, they will not be highly
correlated. For example, an organization’s emphasis on transaction purchasing
would be stronger if the organization were to increase its focus on achieving cost
savings (“find the best deal”), even if it did not change its type of communication
or contact with its direct supplier.

To verify the psychometric properties of the measurement instrument, the
four critical steps—that Diamantopoulos and Winklhofer propose for constructing
indexes based on formative indicators—are followed: content specification, indica-
tor specification, indicator collinearity, and external validity.'®" These authors pro-
pose two methods for testing the validity of formative measures: the method used
in the present study, which also is widely used in management studies,'®® and
the method that relies on structural equation modeling (MIMIC model). The latter
method cannot be used in the present study, which neither hypothesizes causal
relationships between the formative constructs nor includes reflective indicators.
Also, MIMIC models often require a larger sample size.

= Content Specification—The classification of purchasing into transaction purchas-
ing, electronic purchasing, interactive purchasing, and network purchasing
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and the development of formative indicators of the exchange and managerial
aspects of purchasing appear in our theoretical background section. All prac-
tices and indicators have been identified in prior literature and confirmed by
purchasing professionals and academics.

» Indicator Specification—Unlike reflective indicators, formative indicators must
cover all aspects of the construct.'®> The methodology used to develop the
framework of marketing practices, which is similar in its purpose to the pur-
chasing practices framework, is studied and a literature review is conducted
to identify purchasing practices and their indicators. Discussions with expe-
rienced purchasing professionals and academics helped validate the practi-
ces and indicators. This method offered confidence that the indicators
effectively describe the exchange and managerial aspects of transaction
purchasing, electronic purchasing, interactive purchasing, and network
purchasing.

= Indicator Collinearity—Indicators in formative constructs are not interchange-
able. If an indicator represents an almost perfect linear combination of the
other indicators, it contains redundant information and does not measure
a different aspect of the latent construct.'®* To test for collinearity, a variance
inflation factor (VIF) was calculated per type of practice for each indicator
(VIF; = 1/[1 — R?;], where R?; is the coefficient of determination for the pre-
diction of variable ij by the other indicators of practice j'°°). Most VIFs are
below 2.0, and the largest VIF is 2.8 (network purchasing, managerial invest-
ment indicator). Therefore, all VIFs are below the conservative VIF threshold
of 3.3'°¢ and considerably below 10, the recommended cut-off value,'®” and
there is no evidence of excessive indicator collinearity.

= External Validit)—To determine the external validity of the indicators for
each purchasing practice construct, a global indicator was used that summa-
rizes the essence of the construct as an external criterion—that is, the organ-
ization’s general approach to direct suppliers. Each indicator of a particular
practice should be correlated with the global indicator of that same practice.
Bivariate correlation analysis shows that all indicators are highly significantly
and positively correlated with their respective external criterion (p < .02 or
better).

Within-practice correlations and across-practice correlations also show that
the indicators tend to be more highly correlated with their respective global indi-
cator than with any other external global indicator (i.e., within-practice correla-
tions higher than across-practice correlations), which confirms the quality of the
measurement instrument. The only three exceptions are type of contact, indicator
of transaction purchasing, and managerial intent and purpose of exchange, both
indicators of electronic purchasing, but their correlations with the global indicator
are still fine in terms of their size and significance. There is no reason, theoretical
or statistical,'®® to delete these two indicators from further analysis.'*”

Thus, for each of the four practices, the organization’s scores on eight indica-
tors for that practice—purpose of exchange, managerial intent, nature of communi-
cation, type of contact, duration of exchange relationship, formality of exchange,
managerial focus, and managerial investment—are summed and converted into

90 UNIVERSITY OF CALIFORNIA, BERKELEY VOL. 55, NO. 2  WINTER 2013 CMRBERKELEY.EDU

This content downloaded from 131.251.254.13 on Thu, 27 Feb 2014 08:59:19 AM
All use subject to JISTOR Terms and Conditions



http://www.jstor.org/page/info/about/policies/terms.jsp

Go Configure: The Mix of Purchasing Practices to Choose for Your Supply Base

an index, theoretically ranging from .2 to 1. As final evidence for the external valid-
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Katsikeas et al., op. cit.

Details regarding the size and significance levels of correlations are available from the first
author.
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