EINDHOVEN
e UNIVERSITY OF
TECHNOLOGY

Account management for purchasing management : a way to
manage relationships with key suppliers

Citation for published version (APA):

Kempeners, M. A. (1996). Account management for purchasing management : a way to manage relationships
with key suppliers. In A. J. Weele, van, & R. H. A. Stekelenborg, van (Eds.), Heading for new frontiers in
purchasing and supply management : 5th international annual IPSERA conference, Eindhoven, The
Netherlands, April 1-3, 1996 (pp. 623-635). Technische Universiteit Eindhoven.

Document status and date:
Published: 01/01/1996

Document Version:
Publisher's PDF, also known as Version of Record (includes final page, issue and volume numbers)

Please check the document version of this publication:

* A submitted manuscript is the version of the article upon submission and before peer-review. There can be
important differences between the submitted version and the official published version of record. People
interested in the research are advised to contact the author for the final version of the publication, or visit the
DOl to the publisher's website.

* The final author version and the galley proof are versions of the publication after peer review.

* The final published version features the final layout of the paper including the volume, issue and page
numbers.

Link to publication

General rights
Copyright and moral rights for the publications made accessible in the public portal are retained by the authors and/or other copyright owners
and it is a condition of accessing publications that users recognise and abide by the legal requirements associated with these rights.

» Users may download and print one copy of any publication from the public portal for the purpose of private study or research.
* You may not further distribute the material or use it for any profit-making activity or commercial gain
* You may freely distribute the URL identifying the publication in the public portal.

If the publication is distributed under the terms of Article 25fa of the Dutch Copyright Act, indicated by the “Taverne” license above, please
follow below link for the End User Agreement:
www.tue.nl/taverne

Take down policy
If you believe that this document breaches copyright please contact us at:

openaccess@tue.nl
providing details and we will investigate your claim.

Download date: 16. Nov. 2023


https://research.tue.nl/en/publications/2888032d-f8a2-4b50-8033-3e15f1a52413




Enveonment
Markel siruciors
Dynamem
Inlernabonakiaton
Pos#on n ne manutactunng chanoel
Social system

Producyservice
tntormason Exchangs
Fmaacial eprsodes O-uar-nl-on
Social
Interaction process. i St =
Netatonshos
Adaptons

AN J

Figure 1. The interaction approach of the IMP Group,

2.2 From transactions to relationships

Long-term relationships and partnerships are seen as valuable means both by
suppliers and buyers, compared to several years ago when there was more emphasis
on transactions. In today's business environment, it is recognized that the firm's
performance depends not only upon its own efforts, skills and resources, but also on
the efforts, skills and resources of other supplying and buying firms (Wilkinson and
Young, 1994). The relationships between the firm and its counterparts affect both the
short and the long term performance of the company, its economic and financial
results, as well as its development potential (Fiocca and Snehota, 1994). According to
Webster (1992), different types of relationships can be described by a continuum from
pure transactions at one end to fully integrated hierarchical firms at the other end. A
shift is noticeable in the range of business relationships from transactions to long term
relationships and buyer-seller partnerships. (cf. Christopher, Payne and Ballantyne,
1991; Cooper and Gardner, 1993, Evans and Laskin, 1994; Kalwani and Narayandas,
1995)

According to Matthyssens and Van den Bulte (1994) two groups of factors
contribute to the changing attitudes of marketing and purchasing towards close
relationships. Primarily it is the change in buying attitudes and behaviour that leads to
adoptions in marketing, but also external factors like the increased international
competitive pressure and technological developments change the interaction between
suppliers and buyers. The change in buying attitudes and behaviour is very clear.
Purchasing is moving from an antagonistic model that is characterized by though
negotiations, price orientation, short term contracts and multiple sourcing to a co-
operative model with features like interaction, communication and long term, close
relationships. Figure 2 shows some features of the transactional and the relational
approach (based on Brand and Biemans, 1993; lan Stuart, 1993; Macbeth, 1994;
Matthyssens and Van den Bulte, 1994).
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Figure 2. Some features of the transactional and the relational approach.

For buyers, supplier relationships are becoming more significant due to three
developments that have become more prevalent in the early nineties:

e Fewer suppliers take care of more volume of business because of supplier
reduction, single sourcing, and cross buying. Quality improvement and
uncertainty reduction are the most important factors for using fewer suppliers.
(Gadde and Hakansson, 1994; Han, Wilson and Dant, 1993)

e A strong trend in augmentation of outsourcing, i.e. the transfering of activities or
the hiring of experts for specific activities. Recent research of Moret, Ernst & Young
(1995) shows that 94% of all Dutch companies outsource one or more activities.
Motives for outsourcing are for instance the focus on core competencies, the
reduction of total costs of ownership, flexibility and quality, risk reduction, and the
concentration of specialised know-how in a few suppliers.

e Increasing involvement of suppliers in (technical) innovation processes. Owing to
increased specialization, it is not possible for one company to cover all these areas.
Also suppliers are willing to improve products or to invent new ones. For instance,
car manufacturers involve suppliers early in the development process of their new
products. Another reason for activating suppliers is to shorten lead times. (Gadde
and Hakansson, 1994)

In addition to these developments, there are some other developments in the
purchasing function (Gadde and Hakansson, 1994):

¢ Purchasing strategy is becoming an issue for top management. This strategy is
directed towards finding efficient supplier structures, forming alliances with key
suppliers, developing training programmes with suppliers and activating suppliers
in technological development projects. This is a considerable change from the
earlier emphasis on purchasing efficiency, such as the number of bids that had to
be asked for.

¢ The organization of purchasing shifts from centralized purchasing departments
towards a decentralization of purchasing activities. There are two reasons for this
change. The first is that purchasing decisions must be made by people who are
close to the problems to be solved. The second reason is that decentralization of
purchasing has been well in accord with general organizational trends towards
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4.1 Purchasing portfolio

According to Kraljic (1983), management must learn to make things happen to its own
advantage, instead of simply monitoring current developments. Therefore purchasing
(an operational function) must become supply management (a strategic one). He
argues that whenever a manufacturer most procure a volume of critical items
competively under complex conditions, supply management is relevant. The greater
the uncertainty of supplier relationships, technological developments, and/or physical
availability of those items, the more important supply management is. Top
management and senior purchasing executives can determine the type of supply
strategy and the company needs by assessing the company’s situation in terms of the
two following variables:

e the strategic importance of purchasing in terms of the value added by the product
line, the percentage of raw materials in total costs and their impact on profitability,
etc.;

« the complexity of the supply market gauged by supply scarcity, pace of technology
and/or material substitution, entry barriers, logistics cost or complexity, and
monopoly or oligopoly conditions.

Table 1. Features of the portfolio quadrants (based on Kraljic, 1983)

1
Noncritlcal items

]
Leverage items

1]
Bottieneck items

v
Strategic items

Items purchased

Commodities,

Mix of

Mainly specified

Scarce and/or

suppliers

chiefly local

predominanily
new suppliers with
new technology

some specified commodities and materials -high value
materials specified materials
malerials
Supply Abundant Abundant Production-based | Natural scarcity
scarcity
Typical sources | Established local Mulliple suppliers, | Global, Established global

suppliers

Time horizon

Limited; normally
12 months or less

Varied, typically
12 to 24 months

Variable,
depending on
availability vs.
short-term
flexibility trade-
olfs

Up 1o ten years;
governed by long-
term strategic
impact {risk and
contract mix)

Decislion Decentralized; Mainly Decentralized, but | Centralized; top
authority lower level (e.g. decentralized; centrally level (e.g. vice
buyer's) medium level (e.g. | coordinated; president
chief buyer) higher level (e.g. purchasing)
department
heads)
Key performance | Functional Costprice and Cost management | Long-term
criteria efficiency materials flow and reliable short- | availability
management term sourcing
Type of Negotiator All round Relationship Relationship
purchaser purchaser builder keeper - account
manager
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Figure 4. Kraljic's (1983) purchasing portfolio

The features of the four quadrants (Figure 4) are displayed in Table 1 on the following
page.
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4.2 Key Suppliers

The approach of Kraljic is clearly product focused. According to his view, products
have to be classified in order to determine the appropriate purchasing approach.
Account management focuses on suppliers, the supplier is the basis for classification.
A purchasing strategy purely based on product classification, is in our opinion limited.
As we take Kraljic's classification of purchasing items into account, it shows clearly
that the group of strategic items is so important for the buying company that it has to
establish long-term relationships to ensure delivery. Primarily for this group of items
account management is a very helpful tool. According to Verra (1994b) supply
management and account management are in fact the same. One of the Dutch Business
Units of Philips use the purchasing portfolio as displayed in figure 5. Below the line,
one can speak of catalogue products, the price is the most important selection criteria
and suppliers can change every minute. Above the line the relationship with supplier
is much more important and buyers aim at long lasting relationships. For this group of
products account management is used. However, suppliers do not only deliver
products, in many case they are added value for customers. For instance, suppliers can
be a source for new ideas, leading to product and process development. Also it
possible that a supplier has several business units for which it is beneficial to
coordinate the communication with these business units in order to obtain the same
purchasing conditions and contracts. Thus, the sort of products is just one criteria in
order to identify key suppliers. Other criteria are: substantial volume of business
(20/80 rule), profit, turnover potential, strategic importance, innovativeness, position
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in the market and the location in different geographical areas; also more intangible
factors - like image, importance in the market or 'fit together’ - are reasons to mark
suppliers as accounts.

Especially in complex buying situations, account management can be a very helpful
tool to make sure that there is ‘one face to the supplier' (Verra, 1993). In the case of
outsourcing of very complex, strategic items it is likely that a purchasing team with
different specialties is involved in the buying process. The main responsibility of the

‘zocbunt inanager is the coordination of the puirchasing team and the communication

with the supplier. Figure 6 shows the role of the accoun: managei in the interaction
between both organizations.
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Figure 5. Account management in Kraljic's portfolio

4.3 The role of the purchasing account manager

The 1nain difference between the account manager and the purchasing manager is the
focus on the key supplier which the former has. Not the technical knowledge of
products is important, but the ability to establish long-term relationships with
suppliers is the key skill of an account manager. The account manager has in-depth
knowledge of the supplier, pays attention tc long term relationships and account
planning, and communicate substantial not only with the account but also with
different specialties within the company. Actually, the account manager is a people's
manager. Table 2 shows the differences between the purchaser and the account
manager.

Table 2. Differences between purchasers and account managers (based on De Roos,
Sweerman and De Koning, 1990) .

Regular purchaser Purchasing account manager

« Transaction focus

s Short term focus

« Specialist: knowledge of own products
package

Individualist: operational tasks

Emphasis on buying activities

Negotiations

Communication mainly with own purchasing
department

* Only responsible for buying tasks

Relaticnsitg yocus

Long term focus

Generalist: broad knowledge about markets,
own company and products. In depth
knowledge about account(s).

Team woiker: tactical and strategical tasks
Emphasis on account related activities
Cooperation and mutual problem-solving
Regular communication with various
disciplines

Responsible for pre-buying, buying, and after-

buying tasks
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Figure 6. The role of account managers

5. The case of a turbine producer

The case of a North-european producer of turbines illustrates some of the changes in
purchasing management as mentioned above. This company uses Kraljic's portfolio as
a way to organize its purchasing department. Although it is not using a very
formalized form of account management, it is a good example of a company that has
different purchasers taking care of different suppliers,’in different ways.

The company delivers complete plants and components for power and heat
production to industry and utilities. Produzts include advanced sieam and gas
turbines, combined power and heat plaris (co-generation), gas handling equipments
and large heat pumps. Industrial turbines form the most important segment.
Purchased gocds as percentage of turnover has increased steadily at the company;
from 40-45% in the early ‘80s, to some 70% now. Until the mid '80s, the company had a
classicaliy central purchasing organization. The function was mostly transaction
oriented, focused on buying and administrating.

In the early nineties, top management made plans to implement a new approach to
purchasing management. The new approach should be more aimed at interaction with
suppliers, and this was put down in a purchasing strategy document. The new
procurement department empioys 70 people, divided inte five groups. Purchased
goods are placed in the Kraljic matrix, and the groups are organized around them, and
should carry out the corresponding procurement strategies (figure 7).

One group (LI) is responsible for buying expensive goods, hke electricity plant
components, heatpumps and governing and control equipment. This department is
'situated’ in Kraljic's upper left quadrant, and focuses on 'playing the market'. The
second group (SI) deals with the turbine package, the core of the company's products.
This group operates in the upper right quadrant and is constantly aiming at intensive
cooperation with key suppliers. A third group {NCI) is situated in the bottom left
quadrant, and should focus on administrative procedures. It has to deal with a lot of
small suppliers (‘suppliers tail’), which have to be rationalized. 10 deals with in-/
outsourcing, and procures goods with important production processes. QE, finally,
does quality engineering, and works for all other groups.
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Figure 7. Organization of the purchasing department

In staffing these purchasing groups, management has been careful to select people
with appropriate skills and characters for each group. In their view, purchasers
operating in the upper right quadrant need entirely different skills than those who are
active in the bottom left quadrant (see also table 1). The company has spent a lot of
efforts on human resource development and management. This has been done to
increase the overall level of professional skills within the purchasing department, in
order to enable the purchasing organization to become more involved throughout the
whole business process.

6. Conclusions

The importance of long term relationships is increasing for many suppliers and buyers.
Account management is a structural approach aimed at establishing long-term
relationships with key counterparts. Account management for purchasing can have
the same advantages as account management for sales has. Especially in case of
relative powerful suppliers and a certain dependence on the supplier or when there is
a need for one face to the supplier, account management can be very meaningful. In
times in which more attention is paid to the role of the company within networks and
where there is a continuous search for ways to respond adequately to rapid external
developments, long-term relationships and partnerships can be very helpful to
contribute to the corporate strategy. As Ellram (1991) pointed out: 'Purchasing
partnership involvement also represents a way for the purchasing function to improve
its support of the firm's overall strategy. Thus, it seems unlikely that purchasing
partnerships are a passing fad." Account management for purchasing can be very
helpful to establish these long-term relationships and partnerships with suppliers.
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