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1 Introduction

1.1 Background

Many manufacturing companies spend more than half of their sales turnover on purchased parts and
services. Reduced purchasing expenditures can therefore result in substantial improvements of the profit
margin. In the last decades researchers have seen the potential of how purchasing improvements can
contribute to a company’s competitive advantage. A number of articles have been written and industrial-
and trading companies have been in the center of interest, because of the high purchasing share of cost of
goods sold (approximately 60 percent of the production value for industrial companies).' The trend of
shift from an industrial society to a more service based society has however enhanced the interest of
improved purchasing in service-based companies.” With the increased interest and the enhanced
understanding of the purchasing function, the process of responsibility has developed from buying, via
procurement to supply management. This development has meant an increased importance of the

purchasing activities within the purchasing organization.’

When considering the development in the area of purchasing management, much has happened since
Porter (1985) introduced his Value Chain, pictured procurement only as a supportive activity to a firm’s
primary activities. Today purchasing is not considered as a supportive function, it is seen as a strategic- and
an important element of 2 company’s organizational structure." When purchasing- and supply management
is seen as a strategic unit it is important to connect the purchasing strategy to the overall mission of the
firm.” This makes it important to know how the vision of the firm is connected to the corporate strategy,
the purchasing strategy and the operative purchasing activities. In addition to this it is of fundamental
importance to understand how strategic change is performed within the purchasing department and how
organizational and environmental factors affects decisions regarding strategic change.’ This due to the fact
that global competition is fierce and the speed of execution in order to increase revenue, reduce operating
costs and invest in product development is crucial in order to be successful on the market.” An implication
of this is that the purchasing department needs to be synchronized with the rest of the functions of the
company in order to be well-informed regarding user preferences and new projects that demand new
purchasing routines. This, among other things, means creation of cross-functional buying teams and it

sheds light on the importance of a well-functional organizational design.® With the intention of adopting a

1 Van Weele, A, (2005), Purchasing and Supply Chain Management, 4% edition, p. 16, Thomson learning 2005

2 Axelsson, B, Wynstra, F., (2002), Buying Business Services, p. 3, 21, John Wiley & Sons Ltd

3 Axelsson, B, Rozemeijer, F., Wynstra, F., (2005), Developing Soutcing Capabilities, p. 3, John Wiley & Sons

*Van Weele, A, (2005), Purchasing and Supply Chain Management, 4™ edition, p 23, Thomson learning 2005

> Ibid, p. 167

¢ Agndal, H., Axelsson, B., Melin, L., (2005), Developing Sourcing Capabilities, p. 34, John Wiley & Sons

7 Andersson, M., (2000), Strategic change, Fast cycle organization development, p. 3, South-Western College Publishing
8 Axelsson, B, Rozemeijer, F., Wynstra, F., (2005), Developing Sourcing Capabilities, p. 90-95, John Wiley & Sons



global scope towards sourcing (purchasing- and supply management)’ issues and deal with the increased
globalization, large manufacturing companies have set up international purchasing offices in different
regions of the world. This has improved joint purchasing actions especially for companies with several
manufacturing plants scattered in different regions of the world. With this in mind it is interesting to see
how big multinational manufacturing companies cope with professional purchasing and how the
purchasing function is used to handle fierce competition. An extension from this is that competitors
increasingly utilize ways to differentiate, in order to segment the various supply categories. This means
designing adapted strategies for dealing with various categories. One dominant approach of coping with

segmentation as a basis for designing commodity strategies is the use of a purchasing portfolio approach.

The major breakthrough in this area was the Kraljic (1983) comprehensive portfolio approach. He
categorized products in a 2x2 matrix, which enabled guidelines for designing commodity strategies and
managing the supplier relationships in a differentiated way. This model has a specific focus on
commodities categorized as strategically important to a firm and the general idea is to minimize supply risk
and make the most of buying power. It is still, after 25 years, the dominant approach among purchasing
practitioners."” Peter Kraljic, director in the Disseldorf office of McKinsey & Company, Inc (when the
article was published 1983) stress in his article that purchasing as a business function needs to change and
adapt to worldwide environmental and economic changes. Purchasing managers, despite numerous
economic and political disruptions to their supply of material, continue to negotiate with their established
networks of suppliers. Kraljic offers a model for the top management to recognize the extent of its own
supply weakness and treat it with a comprehensive strategy to manage supply. The article focuses on
manufacturing companies.'’ Commodity strategies can further be placed in a certain context of structure,
according the typology by Monczka (1991). The first step is to decide whether a commodity should be
manufactured inside or outside a company. If a commodity is outsourced, strategies are developed for
these commodities. Furthermore, the company decides which suppliers to call in and how the relations
should be handled to obtain maximum efficiency. Finally a total cost perspective is used throughout the

. . . . . 12
entire supply chain in order to realize cost savings.

1.2 Problem discussion

The increased role of sourcing requires new skills of the purchasing organization. It is not only about

negotiating skills, knowledge about the supplier market and practical insight in internal purchasing

% See appendix I for an explanation of the term sourcing

10 Gelderman, C., Van Weele, A. (2002), Strategic Direction through Purchasing Portfolio Management, p 30, The Journal of
Supply Chain Management

1 Kraljic, P. (1983), Purchasing must become supply management, p 109, Harvard Busines review

12 Van Weele, A, (2005), Purchasing and Supply Chain Management, 4™ edition, Monczka (1991), p 147-148, Thomson learning
2005
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routines, it is also about cross- cultural knowledge, language proficiency, knowledge of international
finance, international logistics, capabilities in information technology and telecommunication and
establishment of relationships with suppliers and so forth." In addition to this, understanding the
performance of strategic change improves the possibilities for the purchasing department to adapt to the
demands of the company. This complexity should also be reflected in the models used in purchasing- and
supply management and the models need to consider the dynamics of a certain business context, in order

not to be too static and generic. This also concern models aimed for designing commodity strategies.

As mentioned in the eatlier section, the seminal paper of Kraljic (1983) for designing commodity
strategies, was seen as the major breakthrough in purchasing- and supply management. A result of the
Kraljic portfolio model is that many researchers have tried to advance the model in order to make it better.
No major academic breakthrough has really replaced the model, why it is still seen as relevant.'* Though
there are some aspects of the Kraljic matrix that have been more questioned than others. In general,
decisions based on portfolio models are proven to be sensitive to the choice of dimensions, factors and
weights. Another aspect is that the supplier side of the buyer-seller relationship is a disregarded element.
This means that possible strategies and reactions of suppliers are not considered in the Kraljic matrix and
recommendations regarding how to handle the suppliers, are more or less only based on differences in
power between the buyer and the supplier. Furthermore, the model does not provide guidelines for
moving commodities and/or suppliers within the matrix, i.e., decisions regarding strategic change. With
the critique against Kraljic in mind, the matrix itself can be seen as rather generic by nature.”” How then,
do companies that use the Kraljic matrix, deal with the matrix inability of handling the dynamics of a
specific business context? Because of the lack of empirical research providing insights into these problems

there are no clear answers to this question.®

1.3 Purpose

The purpose is to examine how purchasing practitioners in a specific business context use Kraljic’s
purchasing portfolio model and especially how it is used to perform strategic change for important
categories.

1.4 Delimitations

The thesis is delimited to big Swedish industrial manufacturing companies. Our belief is that companies

13 Schary, P, Skjott-Larsen, T. (2001), Managing the supply chain, p. 180-191, Copenhagen business school press

4 Caniéls, M., Gelderman, C., (2005), Purchasing strategies in the Kraljic Matrix — A power and dependence perspective, p. 142,
Journal of purchasing and supply management

15 Gelderman, C., Van Weele, A., (2003), Handling measurement issues and strategic directions in Kraljic’s purchasing portfolio
model, p. 207 — 209, Journal of Purchasing and Supply Management

16 Gelderman, C., Van Weele, A. (2002), Strategic Direction through Purchasing Portfolio Management, p. 31, The Journal of
Supply Chain Management



as such have developed their purchasing organization and tried to adapt it to the specific conditions
prevailing in the industry. Furthermore, the thesis will investigate the companies in the study from a
corporate level point of view. This is the level in the organization where assumedly the most knowledge
about strategic issues is wanted and where the authority to release- and choose what information can be
conveyed. Most problems connected to purchasing and supply management are also related to the top
management rather than being related to the purchasing area itself."” Another delimitation is to look at
products categorized in terms of the Kraljic matrix as strategic. Furthermore, the perspective of the buyer
will be highlighted, which limits the possibilities to generate conclusions from the perspective of the

supplier, because of the fact that the buyer supplier relationship is generically dyadic.'®

Concerning the different purchasing and supply activities we will focus more at the technical and the
commercial dimension of the purchasing function and less at the logistical and the administrative
dimension. The technical dimension concerns the functionality, specifications and quality of the purchased
products; the commercial dimension is related to managing the relationships with the suppliers and the
contractual conditions, which must be negotiated and arranged.”” The thesis focuses on Business-to-

Business (B-2-B) transactions.

1.5 Contributions

From the previous sections above it became evident that there are a number of unanswered questions
regarding how the Kraljic matrix is used among professional purchasing practitioners. Therefore we think
that a broader approach is needed to look into the ways in which the matrix (or variants of it) is actually
used by a selection of companies. Our aim is more specifically to contribute to the following parts:
e An increased understanding how the Kraljic matrix and the working method presented in Kraljic’s
article is used
e An increased understanding how the Kraljic matrix is used to perform strategic change especially
for strategically important categories
e An increased understanding how the companies in the study relate to the power-dependence
perspective between the buyer and the supplier
e An increased understanding how a certain business context in an industry affects the use of the

Kraljic matrix.

17 Van Weele, A, (2005), Purchasing and Supply Chain Management, 4% edition, p. 90, Thomson learning 2005

18 Caniéls, M., Gelderman, C., (2005), Purchasing strategies in the Kraljic matrix — A power and dependence perspective, p. 154,
Journal of purchasing and supply management

19 Van Weele, A, (2005), Purchasing and Supply Chain Management, 4% edition, p. 35-36, Thomson learning 2005



1.6 Disposition

In the first part of the thesis we have introduced the chosen problem area as well as the purpose, the
delimitations and our intended contributions. To make it easier for the reader we have in appendix I a list
of definitions of the most common terminology for the chosen problem area. In the second part, the
theoretical framework will be described followed in the third section by the chosen methodology. The
fourth section describes the empirical material ended with a within case analysis, which is followed in the
fifth section by a between case analysis of the four chosen case companies. Finally there will be a

conclusion- and a discussion section regarding the results and some remarks concerning future research.

2 ‘Theoretical framework

In this section we present the theories used for this thesis and it involves three sub-sections with the
Kraljic matrix and his article as the first one, critique and contributions from other authors as the second

one and a typology of strategic change in order to handle strategic change as the third one.

2.1 Purchasing portfolio analysis

Portfolio models have basically been used in strategic decision making to support resource allocation
decisions, by identifying which groups of products, suppliers, or relationships that require greater attention
than others. It is thereby also seen as a useful management tool.” From the purchasing perspective
purchasing portfolio models are needed to support decisions regarding different kinds of supplier

relations“hips.21
2.1.1  The Kraljic matrix

The article by Kraljic highlights purchasing as an important managerial area with an enormous impact on
profit. Because of the article’s message that the purchasing area was an important management issue, the
implicit effect was the need of better models used in purchasing. Another important reason for the success
of the model was the different clearly distinguished purchasing situations and the logical recommendations
how to act in these situations.”” The matrix classifies the stages of purchasing sophistication within
companies and identifies four stages: purchasing management; materials management; sourcing
management; and supply management. Kraljic argued that supply management is critical when the supply

market is complex and the importance of purchasing is hig B

20 Ellram, O., Olsen, L., (1997), A portfolio Approach to Supplier Relationships, p. 103, Industrial Matketing Management

21 Schary, P, Skjott-Larsen, T. (2001), Managing the supply chain, p. 193, Copenhagen business school press

22 Dubois, A., Pedersen, A-C., (2002) Why relationships do not fit into purchasing portfolio models — a comparison between
the portfolio and industtial network approaches, p. 35, European Journal of Purchasing and supply management

23 Caniéls, M., Gelderman, C., (2005), Purchasing strategies in the Kraljic matrix — A power and dependence perspective, p. 142,
Journal of purchasing and supply management
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Companies must act in its own advantage and this changes the perspective from purchasing (an operating
function) to supply management (a strategic one). The author continues that supply management
becomes relevant when critical items are procured throughout complex situations. Supply management
becomes even more important if the uncertainty in the buyer-supplier relationship increases.”* Kraljic
means that two factors are important for a supply strategy. The first factor concerns the strategic
importance of the purchasing in terms of the value added by the product line, the percentage of raw
materials of the total costs and the impact on profitability and so forth (profit impact). The second factor
concerns the complexity of the supply market measured by supply scatcity, pace of technology and/or
materials substitution, entry barriers, logistics cost and/or complexity, and monopoly and/or oligopoly

conditions (supply risk).

An understanding of these two dimensions, profit impact and supply risk, improves the understanding of
the top management and the senior purchasing executives and can lead to appropriate supply strategies.
This can help companies improve the power balance with their suppliers and thereby exploit its buying
power towards important suppliers. This approach can also reduce the risk (aspects as the contractual
coverage, regional spread of supply sources and availability of scarce materials contributes to the risk
profile of the company) the company faces. Kraljic stressed the importance that companies answer the
following questions: Is the company making use of opportunities for concerted action among different divisions or
subsidiaries? Can the company avoid anticipated bottlenecks and interruptions? How niuch risk is acceptable? What mafke-
or-buy buy policies will give the best balance between cost and flexibility? To what extent might cooperation with suppliers or

even competitors strengthen long-term supply relationships or capitalize on shared resources.”

2.1.1.1 Classification of products

Figure 1, The Kraljic matrix

As can be seen from figure 1, the matrix classifies products

as strategic, bottleneck, leverage and non-critical. The

dimensions used for the classification are profit impact and iff;iit
supply risk. In the article where Kraljic presented the

matrix, a working method with four phases should be

followed — classification, plotting bargain power between

the buyer and the different suppliers, strategic positioning

of products identified in the classification phase and finally

setting up long-term action plans. Classification of a supply risk ~ ——P>

, .. ) )
company’s different commodities, based on the dimensions
pany > Source: Kraljic, P. (1983), Purchasing

must become supply management,
Harvard Busines review

24 Kraljic, P. (1983), Purchasing must become supply management, p. 110, Harvard Busines review
% Kraljic, P. (1983), Purchasing must become supply management, p. 110-113, Harvard Busines review



profit impact and supply risk, is the first phase in Kraljic’s working method. The classification in the four
categories requires a distinctive approach and the complexity of the supply market (supply risk) is in
proportion to the strategic implications. In the strategic quadrant analytic techniques are needed to
support supply decisions. Kraljic gives examples of such techniques as market analysis, risk analysis,
computer simulation and optimisation models, price forecasting and other microeconomic analyses.
Specific market analyses and decision models are needed for bottleneck products and vendor and value
analysis, price forecasting models and decision models may be important for leverage items. Non-critical
items simplified market-analyses; inventory optimisation and clear decision policies are needed. The author
also stress that supply and demand patterns can shift the category for a material. He therefore points out

the importance that any portfolio classification calls for regular updating. *°

2.1.1.2 The power dependence between the buyer and the supplier

The second phase in Kraljic’s framework, after the classification of the product categories, deals with
market analysis by plotting the bargaining power of the suppliers against its own strength as a buyer. This
concerns everything from quality and quantity aspects to the relative strength of existing suppliers.
Important factors during this phase are the check of supplier’s capacity utilization, supplier’s break-even
stability, uniqueness of supplier’s product, past variations in capacity utilization of main production units
and the potential costs of non-delivery and inadequate quality. Taken together, Kraljic stress the
importance of knowing both the supplier strength and company strength in order to do a good market

analysis. The evaluation criteria will also differ for different industries.”

2.1.1.3 Strategic positioning of the products identified in the classification phase

The third phase concerns strategic positioning of the materials/products identified in phase one. This
makes it possible spot opportunities and vulnerabilities in the supply markets and it also makes it possible
to develop counterstrategies. Three basic risks categories are possible in the strategic quadrant depending
on where in the matrix a product category is positioned: exploit, balance and diversify. As appendix II
shows, different actions are needed for volume, price, contractual coverage, new suppliers, inventories,
own production, substitution, value engineering and logistics. The normal situation is that companies will
have different roles when different items and suppliers are regarded. The company will have more
flexibility in negotiations if the company is stronger than its supplier. The exploit strategy is used when the
buyer plays a dominant role and the supplier’s strength is medium or low; there should however be a
balance in order not to jeopardize the relationship with the supplier. With an equal power situation a

balanced approach are used and when the supplier dominate a diversified approach is used. This can also
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mean that the buyer should try to find material substitutes or new suppliers. This can lead to inducements
as longer contracts and higher prices. This stage is more related to the prevailing conditions the purchasing

department faces.

2.1.1.4 Long-term actions plans and strategies

The fourth face concerns setting up actions plans for the long term and opens up for changing the
prevailing conditions in phase three above. The previous phases have dealt with volume, price, supplier
selection, material substitution, inventory policy and so forth. The forth phase makes it possible to
improve the general sourcing strategy. This can mean securing long-term supply and taking actions
depending on the risks the company faces. Options with clear objectives, steps, responsibilities and
different measurements need to be clear for the top management. The forth phase should lead to

strategies for critical purchasing materials both considering time and what actions that need to be taken.”

Kraljic also discuss in his article the importance that the purchasing department reflects the overall
corporate set-up. This concerns for example if the purchasing department should be centralized or
decentralized. He also points out the problem of the purchasing department not being informed when
new actions are taken and that the information period is too short. The purchasing department need
information at least three to six months before the start-up of a new project, in order to negotiate prices,
rescheduling supply quantities and so forth. Tailor made systems are probably also needed for complex
companies with numerous products and multiple plants. This can include forecast systems, EDP-
supported planning, integration of purchasing systems with other corporate systems, purchasing analyses
approaches such as commodity analysis, value analysis and improved systems support, both in order to

work less with administrative task but also in order to be more efficient.

2.1.2 Alternative purchasing portfolio approaches to purchasing

The purchasing portfolio models that are used for comparison and as a critique to the Kraljic matrix, are
gathered foremost from the literature review by Dubois and Pedersen (2002), regarding different and
prominent purchasing portfolio models. They are summarised in appendix III. Improvements of the
Kraljic matrix has according to Dubois and Pedersen (2001) mainly concerned (1) #he purchasing behaviour in
relation to single materials or components and supply and purchasing situations (Kornelius and Van Stekelenborg,
1994; Olsen and Ellram, 1997) and further (2) #he classification of buyer-supplier relationships (Bensaou, 1999;
Gelderman and Van Weele, 2000). We have added some articles, which in our opinion contributes and is
in line with the purpose of this master thesis. These are foremost articles by Gelderman and Van Weele

(2002), (2003) and Caniéls and Gelderman (2005).
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2.1.2.1 Critique against the Kraljic matrix and portfolio models in general

2.1.2.1.1 The purchasing behaviour in relation to single materials or components and supply and
purchasing situations
Concerning the authors in the literature review by Dubois and Pedersen (2002), Kornelius and Van
Stekelenborg (1994) mean that the purchasing- and supply literature only recognises ideal types of
relationships between buyer and supplier. Descriptions of the buyer- supplier relationship is not linked to a
specific situation but are instead based on differences on just one contingency (e.g. the power balance and
so forth), which makes it difficult answering the question: when to do what. It is about an understanding
of what purchasing principles to apply in what supply situation. The authors see this as an imperfection in
the existing literature, that only describes the control measures without saying anything about the
situational characteristics. This also concerns Kraljic, because of his focus on the power-dependence
between the buyer and the supplier as a contingency and the fact that control measures cannot be defined
at random since they depend on the situational characteristics. In addition to this the time span must be

: 29
considered.

Ellram and Olsen (1997) criticises portfolio models on a general basis. Among other thing they stress the
importance of considering the complexity of the dimensions used to categorize the elements in the
portfolio. If the dimensions are too simple important variables can be overlooked. The process of
categorizing is also more important than the classification itself, because during the categorisation process,
the decision-makers must agree on the importance of the different products, suppliers, or relationships
segmented in the specific portfolio model. Furthermore, portfolio models have a tendency to result in
strategies that are independent of each other. The strategies for products and suppliers are seldom linked
in the overall long term purchasing strategy and there is also no general guidance of choosing among the

resulting strategies.

Regarding the supplier relationship, and in line with Kornelius and Van Stekelenborg (1994), the authors
stress that it is not enough only to focus on the power balance between the buyer and the supplier and
suggest strategies based on that current balance (as Kraljic suggests). Exploiting its power as a buyer can
be a strategy that works in the short run but not such a wise move in the long run. Ellram and Olsen make
a parallel to the methods by Lopez as a former manager at General Motors. Lopez used his buying power
to impose massive cost reductions from their suppliers. However, the main critique concerns the need of

models to assist in the management of the company’s entire portfolio of relationships.

? Kornelius, L., Van Stekelenborg R.H.A, (1994), A diversified approach towards purchasing and supply, p. 45-46, Production
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2.1.2.1.2  Classification of buyer-supplier relationships

Bensaou (1999) discusses the implications of the fact the business press and academics recommend
managers to move from arm’s length relationships to longer-term collaborative strategic partnership. This
was largely based on empirical studies of Japanese production and supply practices, for example the
success stories of Toyota. The author discusses some of the negative aspects of a more collaborative
partnership, i.e., they are costly to develop, nurture, and maintain. The investments in the relationships
also increase the risk for the buying company. Bensaou’s conclusion that collaboration should be avoided
under some circumstances is in sharp contrast to still another discussion departing from the Kraljic model,
namely Hakansson & Persson (2007), who argue that collaboration is always possible and can be applied in
Kraljic’s matrix all quadrants. This means that partnership should not only be prevalent in the strategic
quadrant of the matrix and that exploitation of different types of interdependencies can always be useful.
A buyer and a supplier can through collaboration create more efficient activity structures.” Gelderman and
Van Weele (2000) on the other hand, highlight the power dependence perspective in the Kraljic matrix.
They stress that there is a natural conflict of interest in the buyer supplier relationship, i.e., both prefer a
dominant power position due to the attached benefits. Furthermore, it is not clear in what way the balance

of power enters the Kraljic matrix.

2.1.2.1.3 Strategic change in the Kraljic matrix

Gelderman and Van Weele (2002) highlight that the Kraljic model does not provide guidelines for strategic
movements of commodities and/or suppliers within the matrix, i.e., how movements should be done in
the matrix before or after decisions regarding strategic change. In addition to this, they mean that
purchasing professionals should always look for possibilities to move to another more favorable strategic
position in the matrix. The authors stress that previous research do not reveal how purchasing
professionals handle the problem of positioning commodities and/or suppliers into the portfolio and how
they actually develop purchasing strategies, and what results are derived from using portfolio techniques.
Kraljic’s recommendations for the four categories in the matrix are recommendations such as: strategic
partnership, exploiting power, efficient processing and volume insurance. The authors mean that these

recommendations are generic by nature and thereby only rough indications.

Gelderman and Van Weele (2003) also mention that previous researchers always claim strategic
partnership in the strategic quadrant, which is not according to Kraljic ideas (balance, exploit, diversify).
Furthermore the authors highlight the importance of considering how the supplier accesses the situation.

A partnership is only possible if both parties have the same intensions.

30 Hakansson, H., Persson, G., (2007), Supplier segmentation “When Supplier Relationships Matter”, p. 40, The IMP Journal,
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An extension from the previous authors and also a critique of the dyadic relationship between the buyer
and supplier is the ideas by Fredriksson (2007) concerning triadic sourcing. This concept deals with
managing interdependencies in triads including one buyer and two suppliers and where the supplier-
supplier relationship simultaneously is subject to both competition and cooperation. This concept means
that the dyadic relationship is not always valid. Gelderman and Van Weele (2003) further argue, in line
with Day (1980), that there are unanswered questions regarding measurement in the Kraljic matrix. Day
(1986) also questioned how the dimensions in the matrix (profit impact and supply risk) should be
measured. Gelderman and Van Weele (2003) stress that measurement- and strategic issues are handled
differently and that companies adjust the Kraljic approach in order to for example match the conditions

on the end markets and the overall business strategy.”

Canfels & Gelderman (2005) verifies that contributions to the Kraljic model typically recommend one
purchasing strategy for each portfolio quadrant (this report is a supplementary research of the report by
Gelderman and Van Weele (2003)). However the authors mean that purchasers make a clear distinction
between alternative strategies within each quadrant. Little is also known about how the concept of the
power dependence between buyers and suppliers and how that influence the choice for a specific

purchasing strategy.

2.1.2.2 Contributions to the Kraljic matrix

2.1.2.2.1 'The purchasing behaviour in relation to single materials or components and supply and
purchasing situations
In the literature review by Dubois and Pedersen (2002), Kornelius and Van Stekelenborg (1994) mean that
prescriptive models are needed in order to choose the appropriate purchasing strategy in a given situation.
In order to cope with this the authors presented a typology for the characterisation of supply situations.
For each purchasing situation a working method is presented, which will support decision makers in
coping with the diversity in supply situations. The control principles of purchasing in a specific time span,
should derive from the internal market demand (strategic importance of the purchased goods and services,
product characteristics, unpredictability of the customer demand) on the one hand, and the delimitations
of the external supply market (buyer’s importance of the supplier, switching costs, supply scarcity, number
of suppliers, geographic concentration the financial situation of the supplier, overall market conditions and
so forth) on the other hand. This led to four purchasing situations: plain supply situation, internally
problematic situation, externally problematic situation, and a complicated situation This enables
purchasers to focus their attention on the contingencies that need attention and by that develop

purchasing strategies for the different quadrants in the proposed portfolio. The complicated situation

31 Gelderman, C., Van Weele, A., (2003), Handling measurement issues and strategic direction in the Kraljic’s purchasing
portfolio model, p. 209 -210, Journal of purchasing and supply management
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(high control need of the internal- and the external supply market) can be compared to the strategic
quadrant of the Kraljic matrix, where the purchase needs to comply with very detailed specifications and
conditions. In this situation purchasing must be integrated with other functions within the buying
company. Taken together the control activities are directed towards supply situations that are causing a

high control need™.

Ellram and Olsen (1997) expanded differently on the Kraljic matrix to analyse a firm’s portfolio of
supplier relationships. They propose a multi-step approach to analyse a company’s supplier relationships.
The first step in the portfolio analysis is to analyse spend in order ascertain ideal relationships for major
purchases. In this step weights are assigned to each of the factors in the two dimensions. The second step
concerns a descriptive analysis of the company’s current suppliers in order to look at how the supply task
is managed. Finally, actions plans are formed how to adapt existing supplier relationships based on the link
between the analysis made in step one and two. The first step generated a portfolio model with the
dimensions: difficulty of managing the purchase situation and strategic importance of the purchase. The latter dimension
describes factors internal to the firm (competence factors, economic factors and image factors) and the
first dimension describes external factors to the company (product characteristics, supply market
characteristics and environmental characteristics). This division between internal- and external factors can
be seen as similar to Kornelius and Van Stekelenborg (1994) and the control principles for internal market

demand and the external supply market.

The second step in the working method, analysis of the company’s suppliers, leads to a new portfolio
model with the dimensions relative supplier attractiveness and the strength of the relationship. In relation to Kraljic,
power dependence and supply risk are only two factors in this phase influencing the appropriate strategy
when managing supplier relationships. Factors influencing the dimension relative supplier attractiveness are:
financial and economic factors, performance factors, technological factors, organizational, cultural, and
strategic factors and finally complemented factors, such as actions plans based on changes in a specific
business context and the safety record of the supplier. Factors in this dimension, describe why a buyer
should choose a specific supplier and it depends on the contingency for a specific commodity/suppliet.
This is also in line with Kornelius and Van Stekelenborg (1994). The second dimension, #he strength of the
relationship, includes economic factors, character of the exchange relationship, cooperation between the
buyer and the supplier and the distance between the buyer and the supplier. The importance of each
relationship is represented by a circle, where the size of the circle illustrates the current allocation of

resources to the relationship. Finally and the third step of the working method by Ellram and Olsen, is to

% Kornelius, L., Van Stekelenborg R.H.A, (1994), A diversified approach towards purchasing and supply, p. 307-315,
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develop action plans for moving from current to the ideal supplier relationship regarding purchases
highlighted in step one. If the ambitions are to keep a strategically important supplier, it is
important to strengthen the relationship.” The third step can be seen as similar to the forth phase of

Kraljic’s working method.

2.1.2.2.2  Classification of buyer-supplier relationships

Bensaou (1999) also proposed a framework for managing a portfolio of relationships. His

framework for managing a portfolio of relationships departs from the correlation between the buyer
specific investment and the supplier specific investment. From this perspective, strategic partnership
correlates with the investments from both the buyer and the supplier in the relationship, and as one of the
respondents of the study declared — “We are tired of this smooth talk about let’s work in partnership”.
The findings in the authors study leads to a portfolio of how to manage a portfolio of relationship. This
portfolio will help senior managers handle the governance structure and/or the relational design under
different external contingencies. Furthermore, there will be guidance how to manage each relationship.
Each quadrant of the first portfolio (specific investments) is from the perspective of managing the
relationship not seen as inferior to one another. Therefore a strategic partnership does not mean a high
performing relationship. Based on this, Bensaou (1999) proposes a portfolio of managing relationships
based on the dimensions relationship requirements and actual relationship capabilities. 1f the relationship
requirements are high and the actual relationship capabilities are graded low, the status is an under
designed relationship. This means that the capabilities of the current relationship need to adapt to the

requirements of the relationship in order to be match and to be competitive.™

Gelderman and Van Weele (2000) developed the Kraljic matrix model further by trying to identify and
classify the content of the buyer-supplier relationship. The authors created a model with the dimensions
buyer’s dependence and supplier’s dependence. The main variable used is the power dependence between the
buyer and supplier. Gelderman and Van Weele highlights different action plans, i.e., how to manage
suppliers given a specific category. To be able to assemble “high points” in purchasing situations the
authors suggest a balanced relationship. Important supplier strategies are: volume insurance, exploiting

power and efficient processing.

2.1.2.2.3  Strategic change in the Kraljic matrix

Gelderman and Van Weele (2002) highlight the conditions for changing positions in the Kraljic matrix.
The company in the study always try to reduce the dependence on the supplier involved, but in some cases

(monopolistic situation) the company must accept a locked in position. In order to solve that situation,

3 Ellram L., Olsen R., (1997), A portfolio approach to supplier relationships, p. 102-107, Industrial Marketing Management
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new suppliers need to be introduced. This could be a problem if patents are part of the locked in
relationship. The study also stresses the importance of working with world-class suppliers because they are
performing better both technically and economically. If a strategic partner is underachieving an alternative
is to make the product less complex and find alternative solutions with new suppliers. Furthermore,
moving from the leverage quadrant to the strategic quadrant might be a good choice for co-design. A
general conclusion is that portfolio approaches is very helpful in positioning commodities in different
segments and in developing purchasing strategies. Furthermore, the Kraljic matrix is useful for discussing,
visualizing, and illustrating the possibilities of differentiated purchasing-and supplier strategies. It can also
be useful for coordinating purchasing and supplier strategies among different fairly autonomous business
units. However the case company doesn’t make any calculations for assessing high or low in the matrix. As

one respondent stressed —“It is better to be roughly right than totally wrong”.

Gelderman and Van Weele (2003) illustrate in their case study a clear tendency that buyers want to avoid
supply risk and thereby position more in the center of the matrix.”. Regarding strategic movements in the
matrix and the movements to and from the strategic quadrant, three distinctive situations were found: (1)
holding the position and maintain strategic partnership, (2) holding the position and accept a locked in
partnership and (3) moving to another position and terminate the partnership and thereby find a new
supplier. In a move to the strategic quadrant it is about developing a partnership.”® Most likely it concerns
a commodity positioned in the leverage quadrant. Furthermore three distinctive measurement methods
were found: the consensus method (strategic discussions), one-by-one method (one key variable per
dimension) and the weighted factor (a number of factors for each dimension). The consensus method has
some attractive features and is based on reasoning and discussions. The last remark is that experienced
portfolio users always include additional information with reference to the overall business strategy, the

situation in the supply market and the capacities and intension of the individual suppliers.

Caniels and Gelderman (2005) empirically looked at the relative power and total interdependence for a
number of portfolio-based purchasing strategies. The result of the study, among Dutch purchasing
professionals, is that there appear to be a significant difference in the power positions between the
purchasing strategies within each quadrant, and that it might be associated with differences in power and
dependence positions. The choice of a specific purchasing strategy within each quadrant is yet unclear but
can be associated with differences in power and dependence between the buyer and the supplier. " New

findings concerned the fact that positions in the bottleneck and the strategic quadrants were associated

% Gelderman, C, Van Weele, A, (2003), Handling measurement issues and strategic directions in Kraljic’s purchasing portfolio
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with supplier dominance while the other two quadrants had a more balanced power structure. This means
that when a strategic relationship was maintained in the strategic quadrant, there was supplier dominance.
The authors mean that one could have expected a more balanced power structure, because of the general
thoughts by Kraljic of using power dependence as a key element when designing strategies in the strategic
quadrant. Furthermore, the perceived supply risk by the buyer was strongly associated with the power

balance between the buyer and the supplier.™

The structure of the power balance highlighted by Caniels and Gelderman (2005), can be extended to
Fredriksson (2007) and his conclusions regarding “triadic sourcing”. He suggests in his study that triadic
sourcing may lead to higher performance since suppliers are put under competitive pressure. This involves
among other things product development. However, more than two suppliers used in this hybrid strategy
is not a good choice because of the fact that the number of interfaces grows exponentially with the
number of suppliers involved. This limit the resources spent on managing each interface.” On the other

hand, one supplier would take away the positive tension created by competition.

2.2 Strategic change from a purchasing perspective

In order to understand how companies act when they form new strategies, we have used a

model from the book by Axelsson, B, Rozemeijer, F., Wynstra, F., (2005), Developing Sourcing
Capabilities. This model is found in the chapter written by Agndal, Axelsson and Melin and the model
complements previous presented purchasing portfolio models (with the Kraljic matrix as a foundation) in
order to highlight strategic change. Our intention using this model is to better understand the strategic
change process, both from the perspective of the purchasing department but also from the company as
such. Organizational, environmental and individual influences on change will probably make it easier to
understand how the strategic change process within the purchasing department, affects decisions regarding
strategic change in the Kraljic matrix. The thesis will focus more on the strategic change as such and not as

much how the change process is managed.

2.2.1 Four types of strategic change

Strategic change in sourcing cannot be isolated from the mission of the firm. This means that all strategic
purchasing activities should be related to the mission of the firm. Early academics saw strategy as a static
thing and something that only the top management were involved in. It was more content oriented and
less process oriented, i.e., how the content of the strategy was conceived. The latter means a focus on

patterns in organizational actions and decisions and thereby a focus on strategy as firm behavior. The

3 Caniels, M., Gelderman, C., (2005), Purchasing strategies in the Kraljic matrix — A power and dependence perspective, p.
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identification of how strategies emerged, were highlighted by Mintzberg and Waters (1985) with intended
and realized strategies. However these findings only gave a partial understanding of the strategy formation.
The use of real-life observations contained traits of both emergent and deliberate elements in the
identification of how strategies come forward. The authors developed their ideas into eight generic types
of strategy formation, where the (1) planned strategy was the most deliberate strategy based on a stable
environment and the (8) imposed strategy was the most emergent, where the firm and the its actors have
little control.”’ The consensus method presented in Gelderman and Van Weele (2003), as one approach to
the measurement issue in the Kraljic matrix, can be seen as similar to the seventh step in Mintzberg and
Waters’ eight generic types of strategy formation. The latter authors see the consensus strategy as
emergent since it entails mutual adjustments between organizational actors as a consequence of the
absence of a centrally directed strategy.” With this is in mind, a conclusion from the case study company
in Gelderman and Van Weele’s study, is that the case company lack a clear connection between the

purchasing strategies related to the Kraljic matrix and the overall corporate strategy.

Strategic change is defined as a change in the pattern of organizational actions. In order to understand
strategic change one need to understand the process of how organizational behavioral pattern form.
Strategies seen as emergent or deliberate can be looked upon a continuum with the pure effect on both
ends. When these two are combined in a typology with strategic changes as more or less proactive or
reactive in nature, a matrix typology of strategic change emerge. Proactivity is seen as an active step taken in
a new direction and a reactive strategic change is a

. . Figure 2. Four types of strategic change
consequence of a respond to changes in the internal

Revolutionary change

and the external context of the firm. The two-
dimensional typology of strategic change can be further

elaborated with the contribution of a third dimension -

the degree of magnitude of strategic change. As figure 2

Reactive
change

Proactive
change

displays, four ideal type change situations emerge. In
square number one the situation is both proactive and

revolutionary and it exemplifies a major strategic

change. The change itself finds it origin within the

Continuous adaptation

organization without an obvious need to do such a
Source: Agndal, H., Axelsson, B., Melin, L., (2005), Developing

change. Sourcing Capabilities, p 21, John Wiley & Sons Ltd

Square number two is a situation classified as revolutionary and reactive. It is a major strategic change that

is a result to an explicit problem (for example a typical turn around). Square number three signifies a

40 Agndal, H., Axelsson, B., Melin, L., (2005), Ch 3, Developing Sourcing Capabilities, p. 33-306, John Wiley & Sons Ltd
# Ibid, p. 36-37.
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company that initiates and drives changes without any pressure of doing so; it is a proactive and
continuous adaptation. Square number four also has a continuous adaptation but instead of reactive
nature, which is due to some organizational or environmental pressure for change. This also shows that
patterns of strategic actions do not form by themselves but often are related to both pressures from the
organization and the environment. This can also be related to who make strategic change happen. Strategic
change does not come about as a direct result from environmental and organizational conditions; changes
in patterns of actions of a firm come from actions of human beings. Furthermore, a new way of looking at
the strategy process is the concept of strategizing, which signifies a continuous formation and
transformation of strategic patterns. This theoretical view has the perspective from the individual and how
individuals interact with each other. This makes it important for the purchasing practitioners to

understand the context in which the process of strategy formation takes place.

Additionally, contingency theorists mean that the appropriate strategy depends on the environmental
conditions and changes in these. Strategy is by that definition dependent on the contingency of the
environment. This was also something that was stressed earlier by Kornelius and Van Stekelenborg (1994).
Industrial theorists on the other hand, mean that strategy is an adaptation to regulatory frameworks and
the general prevailing norms in a certain industry. ** Taking together the thesis will use the theoretical
framework regarding strategic change in order to understand how organizational and/or environmental
pressure affect decisions regarding strategic change. This can be used to understand how the Kraljic matrix

is used to perform strategic change for important categories.

2.3 Summary of the theoretical framework
2.3.1 Kraljic’s four phases

The Kraljic matrix was introduced and it revealed a working method containing four different phases.
These are: the classification phase, the power-dependence phase, the strategic positioning phase of
products identified in phase one (exploit, balance, diversify) and the last phase where long-term actions
plans were created for strategically important commodities. The first phase in this working method
involves classification of commodities based on the dimensions profit impact and supply risk. The general
idea concerns maximizing buying power and reducing the supply risk. The thesis will study how the four

phases in Kraljic’s working method are used.
2.3.2  Critique and contributions to the Kraljic matrix

Contributions to the Kraljic matrix have foremost concerned models with the aim of improving the

4 Agndal, H., Axelsson, B., Melin, L., (2005), Ch 3, Developing Sourcing Capabilities, p 36-42, John Wiley & Sons Ltd
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working method for dealing with the disregarded supplier side. The power dependence perspective is not
enough for managing the buyer supplier relationship. An example was the portfolio model by Ellram and
Olsen (1997), that used the dimensions supplier attractiveness and the strength of the relationship, in order to
better manage the relationship with the suppliers. The power dependence perspective was only one
element in their portfolio model. The articles by Gelderman & Van Weele especially dealt with issues
relating to the power dependence and how professional purchasers handle strategic movements in the
matrix. The critique and the contributions to the Kraljic matrix will be used in order to take advantage of
earlier research regarding purchasing portfolio models and make it possible to get a broad approach how
the Kraljic matrix is used among purchasing practitioners. This research will be used during the analysis of

the four phases in the Kraljic working method.

2.3.3 The business context and the purchasing organisation

In the theoretical framework it became evident that the business context matters in the choice of a suitable
purchasing strategy. We will therefore highlight the complexity of the different industries of the case
companies in order to shed light on this element. Furthermore, the purchasing organisation need to pay
attention to the overall mission of the firm by the fact that the purchasing function is seen as a strategically
important business function and thereby should reflect the overall corporate set up. Kraljic (1983) also
mentioned this. An extension from this that the purchasing department needs to cooperate with other
functions of the company and strive for joint- and global purchasing actions in order to take advantage of
the synergies that be a result of such a conscious work. The thesis will highlight the above mentioned
factors when analysing the case companies. This can probably increase the understanding how the Kraljic

matrix is used.

2.3.4  Strategic change

Finally the two-dimensional typology describing change in organizational patterns was displayed and this
model will contribute to an understanding how decisions about strategic change appear. The four types of
strategic change (proactive and revolutionary; reactive and revolutionary; proactive and continuous;
reactive and continuous) will be analysed and the findings will be used to better understand the strategic

change process within the purchasing organization and in the Kraljic matrix.

3 Methodology

In this section we will introduce the mode of procedure and how this study is carried out. This will make it
possible for the reader to enable a critical assessment of the performed study. We will further highlight the

credibility of the study.
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3.1 Research approach

There are two distinctive alternative research approaches: deductive and inductive, in order to relate theory
to reality. The inductive approach focuses more on process, understanding and interpreting, and empirical
findings are used as a foundation for generating new theories. A deductive approach on the other hand
departs from already valid theories, and hypothesis are derived and tested empirically.” Because of the
purpose of the thesis and the fact that not all conditions are known on beforehand, the thesis will have a
combination of the two above mentioned research approaches, namely an abductive approach. While a
deductive approach depart from theory and an inductive approach from empirical findings, an abductive
approach combine empirical finding with previous theory. Previous theory(s) is used to find patterns,
which may contribute to new knowledge.” The aim of the thesis is to depart from the portfolio theory by
Kraljic and complement it with latter research aimed at improving- or replacing the matrix. These more or
less structural empirical findings will be complemented with new empirical findings. Because of the fact
that there seems to be some knowledge-gaps concerning how the Kraljic matrix is used, the thesis
considers the ideas by Kraljic as shallow- and not as deeply routed regularities. From that perspective it
seems more natural to depart from an abductive approach instead of a deductive one, especially if the
working method of Kraljic is considered (all four phases) and not only the classification part of the matrix

(the first phase). Furthermore, the specific business contexts that are studied will set their own traits.

3.2 Research method

There are two different approaches to research: qualitative and quantitative. The purpose with qualitative
research is to understand the context of a phenomenon or a certain experience, compared to the
quantitative researcher who is striving to understand how all parts work together, in order to create a clear
picture of the phenomenon.” The quantitative method is formalized and structured and more controlled
by the researcher. Furthermore, quantitative research is based on statistic analysis and a high degree of
generalization. Qualitative research on the other hand, deals with more complex contexts and where the
aim is to get a deep understanding of a certain phenomenon in the context. In addition to this, the
researcher gets close to the information source and the analysis is based on understanding and
interpretation.” In order to answer our research question in the best possible way, we have used the
qualitative in depth approach to be able to explain the dynamics between actors and other relevant factors

in the studied contexts.

# Bryman, A., (2002), Samhillsvetenskapliga metoder, p. 20 — 21, Alan Bryman and Liber AB

# Alvesson, M., Skoldberg, K., (1994), Tolkning och reflektion, p. 42, Vetenskapsfilosofi och kvantitativ metod, Alvesson &
Skoldberg, Studentlitteratur Lund

4 Merriam, S., (1994), Fallstudien som forskningsmetod, Studentlitteratur 1994

4 Holme, Idar Magne & Solvang, Bernt Krohn (1997), ”Forskningsmetodik; Om Kvalitativa och

kvantitativa metoder”, 2 uppl, Lund: Studentlitteratur.
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3.3 The case study as a research strategy

The thesis uses a comparative case study, in order to emphasize on differences and similarities between the
chosen companies. Holme and Solvang (1997) stress that this is a good way to perform a qualitative
research. We will use four different but significant purchasing companies. With significant we mean
Swedish industrial manufacturing companies with a global approach and a well-established purchasing
organisation. There are number of reasons why we have chosen to work with the case study as a research
strategy. First of all, it makes it possible to study complex processes involving many variables. This is an

important element in order to be able to get insight and answer our research questions.

A case study can capture many different situations and contexts and it does not show any static traits;
instead it can give an understanding of how people and their actions are connected in different situations.
A case study is typically used for “how” research questions. It is well suited when examining contemporary
phenomena within their real-life contexts and when the boundaries between the phenomena and the
contexts are not clearly evident." Furthermore, relevant behaviours cannot be manipulated.* We wanted
to gain insight in how the Kraljic purchasing portfolio model is used among purchasing practitioners and
especially how it is used to perform strategic change for critical items. An extension of this is that the
thesis will conduct an explanatory case study, because of the nature of the questions and the following

explanations why the four case companies make the choices they do, regarding the Kraljic matrix.

3.4 Data collection

There are two ways to collect data, either by primary- or secondary sources. A primary source is when data
is gathered through direct observations and interviews. Secondary data means information collected from
already written material, for example findings on the Internet, information in annual reports or in specific
databases. Primary data for our research are gathered through our semi-structured interviews and
secondary data have foremost been collected from academic reports published in well-known business
databases. During the semi-structured interviews some pre-specified questions were not always asked to
the respondents, because of earlier answers overlapping these questions. However, if the answers of pre-

specified questions were not exhaustive, we addressed these questions later on by e-mail or by telephone.
3.4.1 Selection of companies

We made a selective non-random choice of the case companies used in the thesis, and they were chosen
based on some predefined criteria (Swedish industrial manufacturing companies with a global approach

and a well-established purchasing organization). The chosen companies responded positively to an e-mail

47 Yin, R.K, (2003), Case Study Research Design and Methods, p. 13, Sage Publications, Inc.
8 Yin, RK, (2003), Case Study Research Design and Methods, p. 5-7, Sage Publications, Inc.)
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that was sent regarding our research questions and the information we needed to conduct the study (the
company should to some extent use the Kraljic matrix). Based on this procedure we chose: Astra Zeneca,
Scania, Skanska and Volvo Penta as case companies. Furthermore, we discussed different case-candidates
with our supervisor and these discussions departed from mature purchasing companies actively developing
their purchasing organization. All these four companies have, according to our supervisor, continuously
worked for successful changes regarding their purchasing strategies and developed very powerful
purchasing organisations. All of them are also actively working to make the purchasing department more
efficient, which includes reducing costs through consolidation and improving the coordination, both

within the purchasing organisation but also with other functions of the company.

3.4.2 Themes and categories

During the thesis’ start-up phase many questions were formed within our research area and many of these
questions have later on been used in our interviews. Based on the chosen theories we created an interview
form with questions grouped in themes based on the summary in the theoretical framework. Kvale (1997)
stated that themes are a well-balanced approach in order to get a good structure of the questions and

thereby make it easier to fulfill the purpose of the thesis.”’ Based on the chosen themes relevant categories
were selected as a foundation for categorizing the empirical data. Categorizing the empirical data is central

when it comes to analyzing and interpreting the empirical findings.”

We divided the interview form into four themes: (1) the organization and the purchasing department, (2)
relationship to the Kraljic matrix, (3) strategic change and (4) industry complexity (the business context).
Analysing the suppliers will partly be done within theme number two, but partly also highlighted in an own
sub-section within Kraljic’s section in the empirical presentation. Inspiring sources for the themes were
among others, Kraljic (1983), Van Weele (2005), Axelsson, Rozemeijer and Wynstra (2005) and articles
written by Van Weele and Gelderman (2002-2003). These authors contributed to the thesis pre-holistic
understanding of the chosen research area.” With our interview form we tried to cover all parts in the
research area and at the same time make our questions as precise as possible in order to fulfill our purpose.
We tried to phrase our questions in a distinct manner in order to deal with free interpretations.
Furthermore, we divided the themes into categories partly based on the research mentioned above, partly
based on how we interpreted and naturally structured the notes from the interview material. The latter
especially meant an increased focus on highlighting the four phases in the Kraljic working method and not
only on the Kraljic matrix used in the working method. The themes and categories are summarized in the

tables below and they are used to highlight the interpretations in the analytical sections.

49 Kvale, S. (1997). Den kvalitativa forsknings intervjun. Lund: studentlitteratur
50 Andersen, 1., (1998), Den uppenbara verkligheten, Val av samhillsvetenskaplig metod, p. 183, Studentlitteratur, Lund
51 Andersen, 1., (1998), Den uppenbara verkligheten, Val av samhillsvetenskaplig metod, p. 197, Studentlitteratur, Lund
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Table 1, Relative within- and between case analysis

N = None in compatison to the other category

L = Low in comparison to the other category

B = Balanced (no relative diff.) in comparison to the other category
M = Less more (medium) in comparison to the other category

H =High in comparison to the other category

The company

Themes and categories

(the relative comparison departs from the category in the left column; for
example the first category in the theme Strategic change, C1, is relatively
compared to the other categoties in the theme, C2 and so forth )

 £3039187)

The organization and the purchasing department

% 7 £308937)
a ¢ £3032107)

4

(A1) The degree goals and strategies of the purchasing
department corresponds to the overall mission of the firm

(A2) The degtee of correspondence between the purchasing
department and other functions of the company

(A3) The degree of joint purchasing and global purchasing
coherence in the company

Relationship to the Kraljic matrix

B3 | B4

(B1) Phase 1: the degree the Kraljic matrix is used for
classification of different commodity groups

(B2) Phase 2: the degree the Kraljic matrix is used for handling
the suppliers

(B3 Phase 3: the degree the company uses Kraljic’s ideas of
strategic positioning - exploit, balance and diversify

(B4) Phase 4: the degree the company uses Kraljic’s ideas of
setting up actions plans for critical purchasing materials

Strategic change

C2|C3|C4

(C1) Proactive and revolutionary in decisions about strategic
change

(C2) Proactive and continuous in decisions about strategic
change

(C3) Reactive and revolutionary in decisions about strategic
change

(C4) Reactive and continuous in decisions about strategic
change

The answers/notes within each theme
will be explicitly structured in each
section in the empirical presentation
of each case company. The text
within each theme will be pulled apart
and assigned to each category by a
coding system.” Plotting each
company’s themes on a big chart and
mark sections of the text with
different colored pencils, in order to
assign the text to the different
categories within each theme, will do
this process. After categorizing the
empirical data, the second important
element in the analysis- and the
interpretation process, is to relatively
analyze the themes and the categories
within each theme.” Based on the

defined categories within each theme

the relationship between the categories are analyzed and interpreted in a within analysis after each case

company’s empirical data and in a between case analysis in the analysis section. This mean for example

that the degree of following the first phase in Kraljic’s working method will be relatively compared to the

Table 2, Relative between case analysis

N = None in comparison to the other category
L = Low in comparison to the other category
B = Balanced (no relative diff.) in comparison to the other category

Volvo Penta
Astra Zeneca

M = Less more (medium) in comparison to the other category Scania

H =High in comparison to the other category Skanska
Themes and categories S IO IS
(the relative comparison departs from the category in the left column; for Y 2 2
example the first category, D1, is relatively compared to the other categories 1 \;Oj g
in the theme, D2 and so forth ) > © -
The industry D2 | D3 | D4

(D1) The complexity of Volvo Penta’s industry

(D2) The complexity of Astra Zeneca’s industry

(D3) The complexity of Scania’s industry

(D4) The complexity of Skanska’s industry

degree of following the second phase
and so forth. Regarding the
complexity of the industry, this
category will be relatively analyzed
between the case companies in the
between case analysis in the fifth
section. A scale with five grades -
none, low, balanced, medium and
high, measures the relative
comparison between the different

categories, where the degree high and

52 Andersen, 1., (1998), Den uppenbara verkligheten, Val av samhillsvetenskaplig metod, p 200, Studentlitteratur, Lund
5 Andersen, L., (1998), Den uppenbara verkligheten, Val av samhillsvetenskaplig metod, p 184, Studentlitteratur, Lund
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none are the extremes. The grade none means that no relative comparison can be done between the
specific category and the other categories within the theme. The degree high is defined as a category that is
highly used compared to the other categories within the theme. Balanced, means that two or more
categories are interpreted as being used as much. This also means that a single category cannot be graded
as balanced. Furthermore, if all categories were used equally all would be graded as balanced. The degrees
medium and low are used when the interpretation of a specific category cannot be graded as either one of
two of the extremes. These two degrees will be more arbitrary than the extremes but will on the other
hand contribute to a more dynamic view of the relative degree of the different categories. Medium is used
when a category is more used than balanced but not as extreme as high; low is used when the opposite is

valid.

However, it is important to clarify that the analysis of the different categories are based on a relative
analysis between the different categories. This means for example that if all categories are graded as
balanced, it does not signify how much on an absolute scale the categories are being used. All categories
can for example be used to a less extent. The relative analyses are also based on interpretations regarding

the analyses of the different case companies.
3.43 'The respondents

The thesis used a key informant method when choosing respondents for the interviews. This means that a
number of purchasing directors and managers at the corporate level were chosen for the interviews. They
all have specialized knowledge and long experience of purchasing portfolio models but also regarding
strategic decisions made in their purchasing organisation. Furthermore, they can give us a good overview
of the entire purchasing operation.” During the interviews with the respondents we mixed three different
interpretation levels, according to Steiner Kvale (1984). First we interpreted the respondent’s knowledge
regarding the chosen research subject, which became the starting point in the analysis process. Based on
the discussions- and the notes during the interviews, we made a common-sense interpretation departing

from our knowledge concerning the theoretical framework.

The interviews were made according to the following procedure:

Date Check of material Time
Volvo Penta 2007-10-25  2007-10-30 100 min
Astra Zeneca 2007-10-25  2007-10-30 60 min
Skanska 2007-11-09  2007-11-12 60 min
Scania 2007-11-14  2007-11-15 75 min

5 Gelderman, C., Van Weele, A., (2002), Handling measurement issues and strategic directions in Kraljic’s purchasing portfolio
model, p. 209, Journal of purchasing and supply management
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3.5 Critiques of case study as a research strategy

There are some limitations using case study as a research strategy. Dubois and Gadde (2002), mean that a
case study is rich of information and situation specific, which makes it difficult to make generalizations.
There is however a different view of generalization captured by the concept analytical generalization. If the
view of generalization only means counting regularities on the surface, there is no reason to believe that a
certain pattern should be valid for several occasions. Only valid statistical studies can reject coincidences in
the linkages. However, if there are hidden patterns and tendencies common for several shallow
phenomena, extensions from a certain theory’s empirical domain are both possible and desirable, even for

qualitative studies.”

Even if it is preferable for a qualitative study, to have generous- and tense descriptions, the study can be
too long, deep and detailed. For readers and/or decision makers the reading itself can be a tiresome story,
which may lead to difficulties understanding the totality of the context. According to Guba and Lincoln
(2000), case studies can either simplify or exaggerate the factors in a unique situation, which can make the
reader to take wrong conclusions.” Moreover, it requites a lot of training regarding interviews in order to
receive useful and essential information. There are no guidelines how to construct a report, which leaves it
to the author(s) capability to make a relevant case study. Furthermore, there can be a bias because of the
fact that the information is gathered from a limited number of respondents, which may affect the result of

57
the research.’

3.6 Research quality
3.6.1 Reliability

Reliability means that you will get the same result if the thesis was rewritten with the same purpose, the
same procedures and within the same context. This will not be the case if temporary stipulations occur.
The aim with a high reliability of a study is to minimize the errors and biases in the study. When a case
study is done it is important to document the procedures in order to understand what have been done and
how it can be used for replication later on.”® On the other hand, Merriam (1994), mean that the reliability
in a qualitative case study will be low, because a reproduction of the case study will not generate the same
result. This due to the fact that the collected information is a product of the

interpretations of the authors, but also the specific contexts in a certain time span. However, the result can

instead be meaningful, consistent and highly dependent. This means explaining the researchet’s

% Alvesson, M., Skoldberg, K., (1994), Tolkning och reflektion, p. 39-40, Vetenskapsfilosofi och kvantitativ metod, Alvesson &
Skoldberg, Studentlitteratur Lund

56 Lincoln, Y.S. & Guba, (2000) E.G. Naturalistic Inquiry.

5 Merriam, S., (1994), Fallstudien som forskningsmetod, Studentlitteratur 1994

8 Yin, R.K, (2003), Case Study Research Design and Methods, p 37-38, Sage Publications, Inc.
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preferences, triangulating the results by using several sources in the data collection of the same material

and create a manual for other independent people.

In the case of this study one of the authors has red the course Purchasing management, which contributed
to a general interest of purchasing. Furthermore, both of the authors have some own experience of
purchasing and outsourcing, which contributes to a general knowledge-base regarding purchasing-and
supply management. Concerning collecting the same data with different sources, we were not able to use a
tape-recorder in any of the interviews. However, both authors attended during all the interviews and the
re-written material from an interview was sent to the respondent for corrections. The interview material
was adjusted according to the notes from the respondent, which both improved the reliability but also the
internal validity. This due to the connection between these two quality measures.” If we found it necessary
we addressed the same questions in a questionnaire sent by mail. Concerning the last aspect related to an
agenda for data collection and the performed case studies in general, the information in section 3.4
conveys the general course. In addition to this the theoretical framework, the group of themes (for the
questions) and the categories in the within- and between case-analysis, well contribute to good quality
concerning the reliability of the case study. However, there might be some bias concerning the
respondents participating in the interviews due to the fact that questions asked were of a strategic nature

and therefore some information could have been omitted.

3.6.2  Validity

Internal validity concerns if the result of the case study corresponds to the reality. Because of the fact that
it is impossible to have a good reliability without a good internal validity, much of what is said in the
reliability section is also valid in this section. All four respondents were to some extent prepared when the
interview started, because of the e-mail that was sent earlier regarding what the study aimed for. This could
however be compensated negatively by the time pressure that was evident when the interviews were done.
Furthermore, an increased time span for performing the case studies would probably have improved the
internal validity. This also concerns an increased participation of the respondents during the total
workload of the case study. However, because of the tough agenda of all respondents, this was not
possible. We did however strengthen the internal validity by triangulation and the fact that the respondent

. . . ({)
monitored the written material.®

External validity concerns to what extent the result of a case study is useful in other situations than the
particular area of the study. If the external validity is high it is possible to generalize the result to other

areas. As in the case with reliability, internal validity must be present in order to generalize the result,

% Merriam, S., (1994), Fallstudien som forskningsmetod, p 181, Studentlitteratur 1994
%0 Merriam, S., (1994), Fallstudien som forskningsmetod, p 178-180, Studentlitteratur 1994
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because no one is interested in meaningless information. As was mentioned in section 3.5, the specific
situation of the case study makes it difficult to generalize the result from a qualitative case study. However,
if there are hidden patterns and tendencies common for several shallow phenomena, extensions from a
certain theory’s empirical domain are both possible and desirable, even for qualitative studies. With the
clear definition of the themes as a foundation for the questions and the thorough investigation of the
working methods related to the different researchers in the theoretical framework, we make an effort to
make some normative suggestions regarding improvements of the Kraljic working method. Furthermore,
in order to improve the external validity, the thesis explores companies with somewhat different business

contexts. This highlights different problem areas for different industries concerning the chosen subject.

4 Empirical study

4.1 Volvo Penta

4.1.1 The company and the industry

Volvo Penta (VP) is a world-leading supplier of engines and complete driving systems to the marine
industry. VP operates in more than 100 countries and 95 percent of the sales is exported to other
countries. They company is divided into three different business units: marine spare time, marine

commercial and industry.”

VP is a forward going and technologically leading company and a competitive advantage for VP is the
organizational-, financial- and technical support they get from the Volvo Group.” A result of that is the
creation of new and innovative engines and so forth and VP is for example the world leading company
when it comes to “driven-systems”, not only the propeller part, but the whole system.” The company’s
average product life cycle is very long, approximately 15-20 years. This is considered when strategically
important decisions are made. It is therefore important that the right suppliers are chosen, and that they
can deliver what is agreed in the contract. The industry’s product life cycle can be compared with the car
industry, 3-5 years and for trailers, approximately 8-10 years. The electronic development however,
increases rapidly every year and there are two to three radical progress changes per year. The whole
industry is also in an expansive phase. With this in mind, it is difficult for the purchasing staff to have
enough time to make a superior procurement work. In addition to the rapid technological development,
suppliers that are immature in their own processes and routines, make the strategic procurement even

more difficult.*

oL http:/ /www.volvo.com, April, 2008
%2 http:/ /www.volvo.com, April, 2008
3 Stefan Hillsten, Purchasing Manager, Volvo Penta, 2007/2008
64 Stefan Hillsten, Purchasing Manager, Volvo Penta, 2007/2008
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4.1.2  The organization and the purchasing department®

During the 1980’s VP was very successful. However, during the 1990’s the market took a downturn and,
according to the respondent, in these times companies often restructure to a centralized
organization/sustain a centralized organization. However, VP made a decision, in conjunction with some
consultants, to go the opposite way and instead work in a decentralized way. The result was a split into five
purchasing areas, with the aim of supporting the company’s main commodity groups. In 1996/1997 the
company returned to a centralized purchasing organization and according to the respondent, VP could
once again use the full volume of scale. Furthermore, the purchasing organization could improve the
overall efficiency and enhance the degree of cooperation and coordination within the rest of the company,
which is important due to the rapid changes regarding different projects. During these cross-functional
projects, the purchasing department is responsible for the commercial part regarding the company’s
suppliers. This also means that many of their products are purchased globally and often jointly with other

companies within the Volvo Group.

VP’s purchasing organization slowly develops towards a more segment-oriented organization with the aim
of obtaining maximal effect of all possible synergies. This means that many products are segmented in
order to be procured and handled in an efficient way. Product orientation has earlier meant that
unnecessary variants have been developed with lower volumes, reduced efficiency and higher costs as a
result. The purchasing department also strives to work accordingly to the overall mission of the firm, but
there are some aspects that worsen the ambition of doing so. For example the production department can
have certain preferences regarding which suppliers that should be called in. The reason for this can be that
the supplier is relatively geographically close to the production, which may overcome logistics problems

and so forth.

As mentioned eatlier coordination and
Figure 3, The AT-Kearney purchasing approach used by Volvo Penta 2007
joint actions are prioritized. In order to

. . Giobal [ZI NI R /Ml Categories with corporate lead
achieve this they use the AT-Kearney sactor fead buyer mandate
d l Th b . f h d 1 . bu‘ver mandate Multi sector or corporate spend
moael. € contribution of this model in b Continental * Site specific spend Global or continental supplier market
. . .. 'g * Global or continental
relation to the ideas by Kraljic and the = supplier market
&
. . .. 3 ) ategories with regional lead
used portfolio model is that it improves § Regional buyer mandate
« * Sector, muifi sector or cpiporate spend
PRI TS + Regional supplier markt
the possibilities of a global approach and e
e . Local
also the possibilities of an increased
cootrdination. The model describes all Site Divisional Multi-divisional Corp
S Global company spend
purchasing categories, which are valid for Soutce: Volvo Penta 2007
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the products the company is manufacturing/selling. The model can in a structured way show which
products that should be bought locally for the local business and which commodities that should be
bought globally for the whole corporation. With the AT-Kearney model in mind VP has divided their
purchasing organization into different geographical areas. The office in the US is responsible for the
suppliers in the NAFTA region; the office in China has a local focus in China. The office in Sweden is
responsible for Europe and the rest of the world. This geographical dividend improves the coordination
when it comes to purchasing, quality and the transparency. The respondent thinks that everything in the
procurement system improves a bit with this approach. A coordinated procurement system is still under
progress and it will hopefully increase the synergy effects but also issues related to measurement and
reporting. VP has a “sourcing board”, which strives for increased coordination and that the company’s

purchasing organization works according to the overall mission of the firm.

4.1.3 Relationship to the Kraljic matrix”

VP uses the ideas by Kraljic to visualize the commodity complexity, but also to visualize how the

different commodity segments are displayed at a certain point in time. However, the respondent states a
general question: “but what else can you use the matrix for?” It gives you an hint about strategic important
segments, bottleneck areas and so forth, but the Kraljic matrix is not enough to create strategies and
actions plans for different commodities. Every commodity segment and purchasing area must be judged
separately, where industry knowledge, experience, and special consideration must be weighted in order not
to do any mistakes (whether it is operational, tactic or strategic). The model can be used for classification
and by that visualizing different commodity segments, but is less good for driving change. This is even
more important for strategically important products such as engines, transmissions, electronics, cooler-

systems and propels.

Concerning Kraljic’s central idea of maximizing buying power and minimizing risk, the respondent stress
that the main use for the purchasing department departs from an understanding of the different suppliers
and how stiff a certain position is with a certain supplier (re-sourcing). A stiff relation will reduce the
flexibility regarding movements in the matrix. Furthermore, and related to the power dependence
perspective, is that VP also want to know which companies that can be put under competitive pressure.
Other factors are also considered and a conclusion is that Kraljic’s dimensions are not directly used for
segmentation of products/suppliers. VP is interested in understanding the dynamics of a specific supplier
relationship. In order to classify different commodities and/or suppliets, the purchasing department has
strategic discussions. This also means that there are no direct calculations in the classification phase and

that the academic critique regarding measurement problems is less problematic. However, the respondent

% Stefan Hillsten, Purchasing Manager, Volvo Penta, 2007/2008, all information in section 4.1.3
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agrees with the critique that the supplier side is disregarded and further that the matrix does not have any

explicit directions for movements, i.e., holding one position or moving to another.

4.1.3.1 Volvo Penta’s suppliers”’

As figure 4 displays, VP has an own classification (“a road map”) of preferred suppliers, second choice
suppliers, phase out suppliers and potential suppliers. Furthermore, a “goal Matrix” is used in order to
evaluate the suppliers. It describes a couple of “goal variables” (see the variables in Appendix IV), which is

useful for measurement and in setting goals. The Figure 4. "Road Map”
gure 4.

“road map” describes how the purchaser can

come closer to the supplier and investigate what

prerequisites there are for a well functional and

out
suppliers

sustainable cooperation. The time horizon is 1-5 | phase

.suppliers

years. VP also uses a so-called “capacity review”,

Second choice
supplier

which among other things describes how the

Potential suppliers?
Source: Volvo Penta 2007

purchaser should react when the volumes differ Potential suppliers?

heavily from all ready bought capacity.

If VP finds themselves in a locked in position concerning a certain commodity, and become too
dependent on a specific supplier, they try to find alternative suppliers in order to reduce the risk. They
want to avoid the risk of being locked in, because a competitor can see the supplier as a potential buying
candidate, which is not a particularly good situation. Examples of other risk factors are lack of deliveries
caused by a fire in a supplier factory. Concerning VP’s involvement with their suppliers, they are not
working with 2nd or 3rd tier suppliers. Instead they have many restrictions and rules how their 1st tier
suppliers should handle their suppliers. In the 1980’s VP controlled subcontractors. Furthermore, VP has
“host buyers”, who is steering the strategic set up for the suppliers, both concerning contracts and the
directives to the local buyer. The local buyer keeps the relation stimulated by working with the daily

business and by attending at meetings about quality product development and so forth.

4.1.4  Strategic changet®

VP does not use the Kraljic matrix as a tool for performing strategic change. The matrix is only used to
visualize different commodity groups. However, Kraljic’s dimensions are not used. Furthermore, marginal
changes in the matrix are not that important and the possibility for radical changes for a certain products is
not that high. The respondent also mean that there are some difficulties regarding updating the matrix

continuously. The people involved must be well informed about a specific commodity segment and the

67 Stefan Hillsten, Purchasing Manager, Volvo Penta, 2007/2008, all information in section 4.1.3.1
68 Stefan Hillsten, Purchasing Manager, Volvo Penta, 2007/2008, all information in section 4.1.4
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general market conditions, in order to make strategic changes for strategically important products.
Additionally, the respondent stress the importance that a purchasing organisation must have the relevant
competence in order to be successful regarding decisions about strategic change of commodities/suppliets
in the matrix. The supply market specifically, is an important source for performing strategic changes for
strategically important commodities. In order to make decisions regarding their suppliers they proactively
and continuously up-date the status in their supplier relationships, by the earlier mentioned “road map”,
the “goal matrix” and the “capacity review”. The “host buyer” controls the strategic decisions. An
important factor in this work is avoiding being locked in a supplier relationship due to the reduced

flexibility.
4.1.5 Within case analysis

4.1.5.1 The organization and the purchasing department

When VP reestablished a centralized purchasing organization in 1996/1997, the company could yet again
use volume of scale, be more efficient in their purchasing work and improve the general cooperation
within the Volvo Group. This also enhanced the degree of correspondence to the overall mission of VP.
Furthermore, the company strives to improve the maximal effects of possible synergies, which among
other things involves joint purchasing, purchasing involvement in product planning and product
development. This means that there is an ambition of improving the correspondence between the
purchasing department and other functions of the company. However, aspects such as the production
department’s preferences for certain suppliers can dilute this ambition. A conclusion is that the purchasing
organization develops to a more segment oriented organization similar to the ideas of category
management. These thoughts are in line with the AT-Kearney model using the dimensions supplier

market and global company spend.

Taken together we come to a conclusion that VP has an ambition of working according to all three
categories, i.e., according to the overall mission of the firm, cooperate with other functions and strive for
joint- and global purchasing, and we judge the relative comparison between the three categories as being
balanced (no relative difference). This is also in line with the thoughts by Kraljic (1983) that it is of
importance that the purchasing department reflects the corporate set-up and that the purchasing
department is well-informed regarding new projects. Related to this is the findings by Gelderman and Van
Weele (2003), that experienced portfolio users always include additional information concerning the

overall business strategy.
4152 Relationship to the Kraljic matrix

Kraljic’s ideas are used in the purchasing organization and it is seen as a good generic purchasing tool. It is

33



excellent for new purchasing staff in order to understand the structure of the purchasing department,
because of the visualization of different product categories in a specific time span. From this point of view
the used portfolio model becomes a helpful organizational tool. However, Kraljic’s dimensions, profit
impact and supply risk are not used, but instead s#ff relationships and competitive pressure are (other dimensions
can also be used). These in line with the findings by Gelderman & Van Weele (2003) that some companies
adjust the Kraljic approach in order to for example match the conditions on the end markets and adapt
the purchasing strategy to the overall business strategy. However, if the dimensions are changed, one can
question if a company is actually using the Kraljic matrix and not just a purchasing portfolio model
adapted to the specific conditions of the company and the industry. If not Krajic’s dimensions are used the
answer would be no, but in the case of VP they use the general ideas by Kraljic and it especially involves
the flexibility and the power dependence of a specific supplier relationship. This due to the dimensions s#ff
relationships and competitive pressure and in line with Gelderman & Van Weele (2003), that buyers want to
reduce the risk towards the suppliers. Furthermore, VP complement their purchasing portfolio model with
a “road map” and a “goal matrix”, where the latter deals with variables related to the profit impact
dimension of the Kraljic matrix. With this in mind, our interpretation would be that that Kraljic’s
dimension supply risk is dealt with in their purchasing portfolio model and the dimension profit impact with

the use of the “goal matrix”.

Our interpretation of how Kraljic’s four dimensions relatively are used, are summarized in table 3. As was
mentioned earlier, VP does not classify their commodities according to the dimensions of Kraljic’s matrix,
but instead implicitly deal with the dimensions through the three different models they use. This also mean
that it will not be possible to directly judge the relative use of the phases in Kraljic terms. Instead we will
indirectly judge the different phases dependent of how they use their portfolio model and the other
models. Due to the fact that the dimensions of Kraljic’s portfolio model are not used we consider the first
phase to be none comparable to the other three phases. The classification is based on the dimensions szff
relationships and competitive pressure, which are more related to the dimension supply risk of the Kraljic matrix.
Furthermore, the classification part is done by strategic discussions similar to the consensus method
presented by Gelderman & Van Weele (2003). With this in mind we therefore interpret phase two and
three as being balanced. Phase two and three are implicitly being used by the “road map” and the adapted
purchasing portfolio model. Dependent on where their suppliers are situated in the “road map”, strategies
such as balance, exploit and diversify are used. An important goal is to avoid being looked in a specific

supplier relationship.

Opposite to the ideas by Kornelius and Van Stekelenborg (1994) and Ellram and Olsen (1997), it seems

like VP’s main focus concerns issues related to the power balance between them as a buyer and their
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Table 3, Relative within case analysis Supphers and Strategies are based on
N = None in compatison to the other category ) . )
L = Low in comparison to the other category this balance. In the emplrlcal ﬁndmgs
B = Balanced (no relative diff.) in comparison to the other category | Volvo Penta ) )
M = Less more (medium) in comparison to the other category of VP it became evident that they use
H =High in comparison to the other category
lled “ ity review”’, which
Themes and categories o | o | o | A SOcalied capacity reviews, whic
=3 =3 =3
(the relative comparison dgparts from the category in the left 'colum'n; for Uré grcé grcé among other things describes how the
example the first category in the theme Strategic change, C1, is relatively a 3 3
compared to the other categories in the theme, C2 and so forth ) > © > purchaser should react when the
The organization and the purchasing department A2 | A3 | A4
(A1) The degree goals and strategies of the purchasing B B volumes differ heavily from all ready
department corresponds to the overall mission of the firm ) ) ) )
(A2) The degree of correspondence between the purchasing B bOught capacity. This review, with
department and other functions of the company . w -
(A3) The degree of joint purchasing and global purchasing the foundation of the goal matrix
coherence in the company
: - = : and the “road map”, can be seen as
Relationship to the Kraljic matrix B2 | B3 | B4 >
(B1) Phas'c 1: t'he degr@ the Kraljic mattix is used for N | N | N | similar to the long—term action plans
classification of different commodity groups
(B2) Phase 2: Fhe degree the Kraljic matrix is used for handling B | M | suggeste din Kraljic’s forth phas e.
the suppliers
(B3) Phase ") thc‘d-cgr‘ce the company uses Kralj%c’s ideas of M | However, we don’t reaﬂy see a clear
strategic positioning - exploit, balance and diversify
B4) Phgse 4: the dcgrce the company uses Kral'jic’s ideas'of distinction between the “goal matrix”
setting up actions plans for critical purchasing materials
Strategic change C2 | C3 | C4 | and the “road map” on the one hand
(C1) Proactive and revolutionary in decisions about strategic N N . . .
change (with a time horizon of 1 — 5 years)
(C2) Proactive and continuous in decisions about strategic « . .
change and the “capacity review” on the other
(C3) Reactive and revolutionary in decisions about strategic L .
change hand, as a long-term planning tool.
(C4) Reactive and continuous in decisions about strategic . ..
change We therefore, in Kraljic terms,

interpret phase two and three of the Kraljic working method as being relatively more used compared to
the outspoken long-term focus that Kraljic suggest in phase 4. Although, the sourcing board of VP, might
have more outspoken long-term action plans (clear- objectives, steps, responsibilities and different
measurement need according to Kraljic to be clear for the top management) similar to the ideas by Kraljic.
This was not however addressed by the respondent, but should be relevant when the long product-cycle of
10-15 years is considered. Taken together, VP uses the general ideas by Kraljic but has adapted the matrix

to the conditions in the industry.
4.1.5.3 Strategic change

VP does not consider the Kraljic matrix as a tool for decisions regarding strategic change of critical items.
The matrix is not context driven and each commodity segment must be judged separately. This is in line
with Kornelious and Van Stekelenborg (1994) and the critique that the buyer-supplier relationship is not
linked to a specific situation. An extension from this is that the respondent stress that, in line with
previous critique, the matrix disregard the suppliers. Because of the fact that VP considers the supply
market as the most important source for decisions regarding strategic change of critical commodities
and/or suppliers, the Kraljic matrix will not be used as a tool for strategically important decisions.
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Competent employees are seen as critical for evaluating the supply market. This also means that
movements in the Kraljic matrix, with the use of his dimensions, will not be seen as problematic because
of the fact that other dimensions are used. However, the respondent stress that small changes in the
matrix is not interesting and the probability of big rapid changes will be small. This means that Gelderman
and Van Weele’s (2002) findings regarding marginal changes in the matrix is not valid in the case of VP.
However, it seems a little bit contradictive that changes in their portfolio model is not that interesting,
when an important factor in their purchasing strategy is to reduce the risk towards a supplier. Both a stiff
relationship and a relationship with low competitive pressure, would imply a desired movement in the
used portfolio model. This means that Gelderman & Van Weele’s (2003) reasoning, concerning the three
different choices of movements in the matrix (holding the position and maintain strategic partnership,
holding the position and accept a looked in partnership, and moving to another position terminating the
partnership), would be interesting even for VP. However, there might be a difference how movements are
considered when Kraljic’s dimensions are used. Furthermore, VP doesn’t make any calculations in the
classification phase, which may negatively affect the understanding of how movements should be done in

the matrix.

To further highlight the way the purchasing department changes the strategic pattern of the purchasing
department, figure 5 with four types of strategic change will be used. It became evident that the purchasing
department foremost continuously and proactively evaluates their suppliers and the supply market. This
due to the fact that the supply market is the most important source for strategic change. The “C-circle”
displays the proactive and continuous work to update the used purchasing portfolio model. This makes it
possible to form counterstrategies based on predictions about the future. The used purchasing portfolio
model, and by that also the Kraljic matrix, is not used to drive these changes — it is done by other models
and working methods. It also became evident that there were some environmental and organizational
pressures leading to strategic changes within the buying department. The other two circles display the
organizational changes that indirect affected how strategic changes for strategically important
commodities/suppliers are performed. In the eatly Figure 5, Volvo Penta, Strategic change
1990s there was a downturn and some consultants Revolutionary change

recommended VP to change their purchasing
organization to a decentralized one. This is seen a

reactive and revolutionary change due to a turnaround.

Reactive
change

Proactive

It is visualized by the “A circle”. However, the
change

purchasing staff didn’t like this way of working because

of lack of volume of scale and the purchasing

organization become yet again centralized in

Continuous adaption
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1996/1997. This can be seen as a reactive and a somewhat continuous change and is displayed by the “B-
circle”. This change made it possible to be more coordinated in the overall organization, which enhanced
the degree of correspondence between the purchasing organization and the overall mission of the firm.
The obvious reason why the respondent considers volume of scale as advantageous is apart from lowering
the procurement costs, to improve the power balance towards the suppliers. With an increased volume,

the power of VP increases and it will be easier to avoid locked in partnership.

Taken together, the relative comparison between the different categories in the theme strategic change are
visualized in table 3. We interpret, based on the empirical data from this study, that square number one in
tigure 5 (C1), cannot be compared to the other categories, because of no use. Square number three,
signifying the proactive and continuous work (C2) of improving the overall purchasing routines, is judged
as being highly used compared to square number two (C3) and less more used than square number four
(C4). This due to the fact that this proactive and continuous work is the foundation concerning
strategically important decisions regarding important commodity segments/suppliers. The reason why
category number two is judged as high in comparison to category number three and less more in
comparison to category number four, is because the latter is based on major strategic changes resulted to
an explicit problem (for example the turnaround in the 1990s), and the former due to less degree of
organizational and environmental pressure, which probably occur more often and thereby also affects

strategic change more frequently.

4.2 Astra Zeneca

421 The company and the industry”

Astra Zeneca (AZ) is one of the world leading companies in the pharmaceutical industry. Their products
are available in more than 100 countries and AZ has approximately thirty production plants in twenty
different countries. AZ’s procurement costs is globally SEK 57 700 million and SEK 11 300 million in
Sweden. Of money spent - 70 percent is on products and the rest on services and employee related costs.
In year 2006, AZ purchased direct material for SEK 2 800 million, whereas indirect material and services
constituted SEK 8 500 million (including clinical studies needed in their production). The respondent
states — “it is important to focus on the right orders due to the fact that 97 percent of our orders is below

SEK 100 000”. 3 percent of all orders is representing approximately 80 percent of the total spend. ™

AZ is a part of a very complex industry, due to the fact of the legal restrictions regarding what is
manufactured and sold. This concerns legal restrictions of their own company, the suppliers that are

contracted and the medical substances used for the sold drugs. Before a new drug is sold it has to pass at

% Jan Sjodahl, Aztra Zeneca, - Sourcing Director Sweden 2007/2008, information in section 4.2.1
0 http:/ /www.astrazeneca.se/ OmOss/Korta-fakta.aspx?mid=72 , based on 2006 yeats’ figures
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least three test phases in order to be legally approved and available on the market. Furthermore, it takes
approximately ten years from an idea about a new drug until it is sold on the market. In addition to this,
AZ’s goal is to have an even higher standard than the legal restrictions lay down. There are also strict
restrictions for the suppliers AZ work with. It takes approximately twelve months to be legally accepted as
a certified supplier of a specific medical substance. Consultants hired for clinical studies are also an
important element in the three phases. This sheds light on the complexity when changing conditions with
already signed suppliers and the actions plans finding new ones. When the product life cycle is considered,
the patent conditions are very important for being successful on the market. During this stage AZ either
manufacture their own medical substances or outsource it to qualified suppliers. A critical factor when
outsourcing a strategically important commodity is to assure supply. However, when the patent expires
other pharmaceutical companies can enter the medical field and gain market shares from the original

manufacturer. This increases the number of suppliers on the market.
422 'The organization and the purchasing department”'

Purchasing was not on the agenda twenty years ago. However, in the last couple of years there have been
dramatically changes in order to cut costs and to enable effective routines. Furthermore, in year 2000,
Astra and Zeneca emerged and a lot of changes followed in the purchasing organization in order to
coordinate systems- and operational processes. Today, the purchasing department is working with
everything from ordering to strategic coaching; for example examining quotations and making effective
processes for purchase-to-pay (P-2-P). The choice of suppliers is a mutual decision between the user and
the purchasing department. After the merger the purchasing department became more centralized and
globally oriented. This meant that the daily procurement work became more synchronized and goals and
strategies of the purchasing department should/shall correspond to the overall mission of the firm.
Category management became an important element in the purchasing process, in order to cope with the
changing working conditions. Furthermore and related to the value of being successful in the test phases
of a new drug, is that the respondent stress the importance that the purchasing department must work

closely with other functions in order to find new capable suppliers.

4.2.3  Relationship to the Kraljic matrix'®

The respondent mentions some positive feedback about the Kraljic matrix. The matrix is simple to apply
and easy to understand and the purchasing staff has been educated how the model works and by that also
familiar with the general thinking regarding the model. Furthermore, there is no necessary funding

commitment and it focuses on today’s suppliers, which is all right if no supply base change is required.

1 Jan Sjodahl, Aztra Zeneca, - Sourcing Director Sweden 2007/2008, all information in section 4.2.2
72 Jan Sjodahl, Aztra Zeneca, - Sourcing Director Sweden 2007/2008, all information in section 4.2.3
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The Kraljic matrix is foremost used as a risk-analysis tool on a tactical basis. This means that the matrix is
used at the category level, which makes it possible to display critical and important supplier relationships
based on the profit impact and the risk. An example of risk can be the consequences if a supplier factory is
destroyed by fire. The Kraljic matrix is thereby used as a tool for building up relations based on the
specific contingency in the buyer-supplier relationship and the inherent risk in the relationship. The matrix

is however not used as a tool to perform strategic changes.

Regarding negative aspects, the respondent stress, that the model itself is not enough. First of all, the
model is used for assessing strategies for a category, not for assessing a supplier. Therefore it is not
possible to introduce new capable suppliers into the portfolio. The model is based on each supplier’s
current spend versus risk. This means that new suppliers would not fit this model as they have no spend.
Additionally, the matrix does not have a consistent methodology for assessing supplier willingness,
supplier capabilities, or category criticality. Therefore the Kraljic matrix is complemented with other

models in order to cope with supplier management.

42.3.1 Astra Zeneca’s suppliers”

The respondent stress that the Kraljic matrix cannot be used for lay down supplier willingness and
capabilities, in order to find qualified suppliers. However, AZ uses the Kraljic matrix as a starting point
from a risk perspective, to understand how critical and important a certain relationship is. In order to find
capable suppliers AZ uses a portfolio model with the dimensions supplier capabilities and supplier willingness. A
high score on willingness can for example be if the supplier is willing to invest in a warehouse for
temporary stock. It is by that a measure how willing the supplier is to be committed in the relationship.
Variables connected to supplier capabilities are for

Figure 6, Willingness and capabilities of supplires
example: code of conduct, problems regarding

scheduled deliveries, quality, returns, answering pieh
questions and in general the overall purchase-to-pay

process. However, the respondent also stress that it is Willingness
important to consider what the suppliers think of AZ,

i.e., how important the company is for a specific

supplier. However, AZ is very strict concerning which o

suppliers are allowed to in public speak about the low high
Capability

relatlonshlp. Source: Astra Zeneca 2007

Furthermore, and overall, AZ does not always believe in a win-win situation, but instead on a fruitful

relation. There must however be some type of gain for both parties. Concerning qualified suppliers, they

73 Jan Sjodahl, Aztra Zeneca, - Sourcing Director Sweden 2007/2008, all information in section 4.2.3.1
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are plotted in a new portfolio model with the dimensions ease of implementation and gualified supplier. Highly
complex commodities (critical substance, patents and so forth) have a high score on both of these
dimensions (see Appendix V, a)). This will lead to the plotting in the final portfolio model in the supplier
management working method, a portfolio model with the dimensions commodity complexity and category
eriticality (see Appendix V, b)). A high score on both of these dimensions lead to a partnership and a
strategic alliance. In year 2007, AZ Sweden, had twelve companies in this category and these are
companies that directly or indirectly can affect the stock price of AZ. The final model should not be
intervened with the Kraljic matrix, when the latter foremost deals with risk analysis. The first one deals
with how critical a commodity is from a strategic point of view. Taken together, the multi-step working
method presented above, is the primary tool to perform strategic changes in the purchasing organisation

of AZ
424  Strategic change™

When AZ makes decisions regarding strategic change, they use facts as a foundation. In addition to this,
brainstorming in cross-functional teams/category teams is an important ingredient. The strategic
discussion itself has changed from eatrlier only being based on the present situation for a specific product
category. Today, decisions for strategically important products and/or suppliers are based on hypotheses.
These hypotheses are built on earlier facts but also from the existing knowledge from participants in each
category team. This is a starting point for strategic planning, but also for tracking problem/possibilities on
a general basis. The respondent also stress that the visible part of purchasing- and supply management is
often connected to classical purchasing aspects such as volume- and price changes, whereas beneath the
shallow structures, hidden aspects are found. The cross- functional groups must find and understand the
hidden aspect and continuously strive for improvement for a certain category. Opportunities may emerge
that can be seen as rather complex, which probably also require a better and deeper cooperation between
the purchasing unit and the user. This can for example concern questions such as make or buy, a complete

change of the supplier base and so forth.

As mentioned earlier, AZ, do not think the Kraljic matrix is enough. This concerns the fact that the
supplier side is disregard and that the matrix doesn’t have a consistent methodology for the assessment of
supplier- and category criticality. When AZ developed a new global working method for supply
management, they wanted a working method that segmented suppliers based on the specific conditions in
the pharmaceutical industry. The result was a multi-step approach with a series of models. This made it
possible to better analyze the supply market and to cope with the complex business context. This resulted

in a more holistic understanding of the different commodity groups.

74 Jan Sjodahl, Aztra Zeneca, - Sourcing Director Sweden 2007 /2008, all information in section 4.2.4
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Nowadays, AZ departs from the ideas of category management and it is a process how similar external
purchased products and services should be solved in the best manner. It is a continuously and long lasting
process, which is cross-functional by nature and based on the company’s needs and initiatives. The
respondent means that this is a necessary tool in order to reach the saving goals for each commodity. All
money spent is categorized from the same criteria. Cross-functional teams are formed to coordinate all the
purchasing activities. Furthermore, the category plan describes the category from already made analysis.
This analysis, which often departs from Porter’s industry analysis, is also the starting point for the new
supplier management working method, which is used as a complement to the disregarded supplier element
in the Kraljic matrix. With the use of Porter’s analysis in the initial phase, AZ highlights factors affecting
the purchasing organization. AZ’s quality standard for the used substances and the tablet packages, are
seen as very important factors in the strategic decision process. The analysis can then be broken down to
subcategory level. From this point of view, cross-functional teams strive to work forward and
continuously implement purchasing improvements. Furthermore, category criticality is seen as important,
in order to understand how strategically important the different commodity groups are. However, the
respondent mentions that the new working method, opposite to the Kraljic matrix, requires a lot of

training for the purchasing staff and it needs funding time for external data analysis.

4.2.5 Within case analysis
4251 The organization and the purchasing department

After the merger between Astra and Zeneca in year 2000, the purchasing organization became more
centralized and synchronized within the overall company. An extension from this merger was that the
daily purchasing activities became more globally oriented and further, in line with the overall mission of
the firm. Additionally, category management is seen as an important tool to be effective in the purchase-
to-pay process, within the purchasing organization. In order to coordinate the purchasing activities within
and between the different categories, cross-functional teams are formed and their main focus is to perform
well regarding the critical categories. As in the case of Volvo Penta, a centralized approach is preferred in
order to be more synchronized and coordinated within the purchasing organization and with other
functions of the company. We mentioned that this is in line both with the thoughts by Kraljic (1983) and
Gelderman and Van Weele (2003), regarding both that the purchasing department needs to reflect the
corporate set-up and that experienced portfolio users always include additional information collected from
the overall business strategy. An extension from this is the aspects mentioned by Kornelius and Van
Stekelenborg (1994) that strategies assessed by portfolio models, seldom are linked to each other and to
the overall long-term strategy. If the purchasing department is more in phase with the overall mission of
the firm, it should be easier to deal with these weaknesses. This should be relevant independent of how

matuted a purchasing organization and how small/big a company is. Taken together and with previous
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mentioned in mind, we interpret the relative comparison between the different categories in the theme #be
organization and the purchasing department as being balanced. We do not see any specific tendency judging the
categories (working according to the overall mission of the firm, cooperate with other functions and strive

for joint- and global purchasing) differently.

4252 Relationship to the Kraljic matrix

AZ has a relation to the Kraljic matrix and the purchasing staff has been educated in order to understand
the general thinking of the model. The model itself is also pedagogical in the sense that it is easy to
understand the fundamental principles. Furthermore, the use of the matrix does not require any funding
commitments, which is preferable from a budget- and investment perspective. AZ thinks that the matrix it
is a first step to supply management but leaves an unanswered question — What shall you do later on? This
means that they follow the first phase of the Kraljic working method, i.e., the classification part but
complement the matrix with other models. The company does not use the portfolio for assessing

suppliers, but instead as a tool for analyzing the risk for a certain buyer-supplier relationship.

Concerning phase two in the Kraljic working method the respondent sees obvious limitations regarding
handling the suppliers. This in line with earlier academic critique, that the supplier side is a disregarded
element in the matrix. The respondent means for example that new suppliers do not fit into the portfolio
because they have no spend in the model. Thereby, the matrix does not introduce new capable suppliers
into the portfolio. This also highlights the model’s principle of the supplier’s current spends versus risk.
Additionally the supplier itself is not evaluated in the model, it is used for assessing strategies for a
category. This means that they develop phase two and three of Kraljic’s working method, in order to get a
more dynamic view of the relations with the suppliers. With this in mind the power dependence, in
Kraljic terms, between AZ and their suppliers will not be that crucial. This is in our opinion probably
related to the specific conditions of the pharmaceutical industry, where the quality and the uniqueness of a
specific medical substance made by a supplier is far more important than suggesting strategies based on
the power balance. This in line with the critique by Kornelius (1994) and Van Stekelenborg and Ellram
and (1997) that it is not enough to focus on the power balance between the buyer and the supplier.
Purchasing strategies related to the buyer-supplier relationship must be related to a specific business

context and therefore the authors suggest new working methods.

In our opinion Olsen & Ellram (1997) has the most comprehensive working method, and as can be seen
from the table in appendix III, they start by analyzing the company’s purchases, and then the supplier
relationships are studied and finally action plans are developed. The interesting part with this working
method is that the power balance is only one parameter of many in the analysis of the buyer-supplier

relationship and why a specific supplier is chosen, depends on the specific contingency for the supplier. In
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order to cope with this analysis a

Table 4, Relative within case analysis

N = None in compatison to the other category portfolio model with the dimensions
L = Low in comparison to the other category
B = Balanced (no relative diff.) in comparison to the other category | Astra Zeneca | relative jﬂpp/ier attractiveness and the
M = Less more (medium) in comparison to the other category
H =High in comparison to the other category Jﬂ'engz‘/ﬂ Of the re/gtz'ombz'p are used.

Themes and categories

(the relative comparison departs from the category in the left column; for
example the first category in the theme Strategic change, Cl1, is relatively
compared to the other categories in the theme, C2 and so forth )

As can be seen from table 4, we judge

 £3082187)

phase one (B1) in the Kraljic working

The organization and the purchasing department

(A1) The degree goals and strategies of the purchasing
department corresponds to the overall mission of the firm

method to be highly used compared to

oy, B 7 £1039120)
o} o} g ¢ £1039120)
R

(A2) The degree of correspondence between the purchasing
department and other functions of the company

phase two (B2) and three (B3). The

(A3) The degtee of joint purchasing and global purchasing reason Why we don’t interpret the
coherence in the company
Relationship to the Kraljic matrix B2 | B3 | B4 | relative comparison to be none despite
(B1) Phase 1: the degree the Kraljic matrix is used for HlH|M
classification of different commodity groups the fact that phaSC two and three are

(B2) Phase 2: the degree the Kraljic matrix is used for handling

the suppliers L1 not directly used, is the use of the

(B3) Phase 3: the degree the company uses Kraljic’s ideas of L.

., . . .
strategic positioning - exploit, balance and diversify Igahlc § matrix as a ﬂSk'analYS1S tool.

(B4) Phase 4: the degree the company uses Kraljic’s ideas of
setting up actions plans for critical purchasing materials

Thereby phase two and three are

Strategic change : €21 C3 | €41 indirectly used when the Kraljic’s
(C1) Proactive and revolutionary in decisions about strategic I I

change matrix is used as a tool for designing
(C2) Proactive and continuous in decisions about strategic N | M

change the appropriate buyer-supplier
(C3) Reactive and revolutionary in decisions about strategic N

change relationship, dependent on the specific
(C4) Reactive and continuous in decisions about strategic

change contingency in the relationship.

However, we judge the risk analysis perspective of the matrix to be more in line with the usage of the
classification phase. Risk assessment is probably a vital part during the brainstorming sessions and
therefore we judge the relation (departing from phase one), between phase one (B1) and phase four (B4)

as being less more used.

4253 Strategic change

The respondent thinks that the Kraljic matrix only portrays the perspective of earlier changes and that the
model cannot be used to consider future changes. Because of the fact that there is no consistent
methodology for assessing supplier willingness, supplier capabilities or category criticality, a multi-step
supplier management working method is used. Porter’s industrial analysis is used as starting point in order
to understand the external factors and the dynamics on the supply market. From this initial market analysis
AZ uses a portfolio model that assesses supplier willingness and capabilities. The willingness dimension
can be related to the findings by Bensaou (1997) regarding the correlation between buyer investment and
supplier investment as a foundation for a partnership. From this point of view AZ need to match the

structure of the relationship based on the specific requirements. Qualified suppliers are structured based
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on a new portfolio model, which leads to the final step of the multi-step approach of plotting commodities

based on the complexity and the category criticality.

An important forum for making strategic changes regarding critical categories, is the cross-functional
strategic discussions based on current facts and hypotheses in order to find hidden problems and
possibilities. AZ uses hypothesis based on existing knowledge and documented facts. The knowledge and
the facts are used as a starting point to elaborate with further circumstances that demand decisions about
strategic change for critical items. This can for example be a hypothesis about implications of purchasing a
new critical medical substance or the internal packaging of a tablet. Figure 7 highlights this as a proactive
and continuous adaptation (the “C-circle”). The strategic discussions can, as in the case of Volvo Penta, be
seen as similar to the consensus method (strategic discussions) presented by Gelderman & VanWeele
(2003). However, as mentioned earlier, the complex legal infrastructure that is of vital importance in the
pharmaceutical industry probably makes it difficult to predict every single update in medical standards for
new substances and so forth. Patent regulations can Figute 7, Astra Zeneca, Strategic change
also be related to this and how proactive AZ has been, Revolutionary change

to cope with an expired patent and when new actors

and suppliers enter the market. In figure 7 this is

visualized by the two dotted lines between the “C-

Reactive
change

circle” and the “B-circle”. If the discussed and P}floﬂctive
change

elaborated hypotheses are correct there is a proactive

and continuous adaptation of strategic change, whereas

if something that is not that predicted, the strategic

change can be seen as more continuous and reactive. Continuous adaption

Before the merger between Astra and Zeneca the purchasing organization was not coordinated because of
the different purchasing units, i.e., a more decentralized approach. The organizational change to a
centralized purchasing organization, is visualized in the figure 7 above by the “A Circle”, and can by its
nature be seen as proactive and revolutionary. This due to the fact that the merger was a major strategic
change without any direct pressure of doing so. Furthermore, if something goes wrong concerning a
specific drug, for example not anticipated side effects, the strategic actions would be considered as reactive
and revolutionary. Taken together and displayed in table 4, there are no relative comparisons between
category three (C3) and the other categories due to the fact that we didn’t make any plotting in the
quadrant for reactive and revolutionary strategic change. As in the case of Volvo Penta, AZ has an
ambition of working proactively and continuously regarding decision making for the most important

commodities/suppliers. This is why this category (C2) has a higher relative use in comparison to C1 and
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C4. Category C4 is relatively less more used than category C1 based on the low frequency of mergers as a

major strategic change.

4.3 Scania

431 'The company and the industry”

Scania (SC) is a world-leading manufacturer of trailers, busses, and industrial and marine engines. A
growing segment is also providing different cost effective services to their customers. SC is operating in
more than 100 countries and their factories are located in Europe and in Latin America. The products SC
purchases nowadays are more complex, due to the technological development. Earlier, SC was production
oriented, which through time has changed to a market oriented approach. Today customers’ demands and
needs drive the product development. Furthermore, an increased competition in the industry, has led to
more proactive actions by the actors in the industry. Concerning the production cost, 70 percent of the

trailer cost is purchased and 30 percent is made in-house.

4.3.2  The organization and the purchasing departrnent%

The respondent stress that during his 32 years of employment at SC, the company has grown significantly,
which also has affected the purchasing organization. Today they have the same amount of employees in
the commercial sector as in the industrial one. The commercial sector means that SC owns their retailers,
which helps SC to follow the whole process and become very strong on the aftermarket. This has evolved
through time and resulted in a more complex structure of the business process for a specific commodity
segment (contains more parts). The purchasing organization needs to pay attention to how spare parts of
the products are torn down, in order to perform proactive- and effective procurement. It also requires a
total cost perspective for the customer and it reviles if the purchasing organization is involved eatly in the

product development.

Regarding the purchasing organization’s relation to other functions in the company, the respondent means
that they must continuously work along with the other functions. This because of the need of mutual
dependence between the different departments and in order for the production department to understand
the process of what is procured, manufactured and sold. Almost every week the purchasing department
arrange meetings with cross functional groups, where people from different departments in the company
(R&D, Production and procurement) attend. Furthermore, the respondent stress that it is quite natural

that goals, strategies and handling plans of the purchasing department correspond to the overall mission of

7> Roger Rytterstrom, Scania; Director Global Purchasing Parts, Cheet metal, Chassis and Bus Components (Interviewed
2007/2008) , information in section 4.3.1

76 Roger Rytterstrom, Scania; Director Global Purchasing Parts, Cheet metal, Chassis and Bus Components (Interviewed
2007/2008) , all information in section 4.3.2
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the firm. SC is an engineering company, which means that the purchasing staff needs to understand the

technology behind the products/parts that is procured in order to meet the needs of the user.

The company is roughly divided into three product/commodity groups (rope, cabin and chassis), where a
quality- and a project group support each group. The commodity groups “own” the suppliers and are
responsible for the business. Being responsible and owning the supplier means dealing with business
operations, business development, develop strategies and choosing suppliers and so forth. In year 1998 the
purchasing department was split into a project- and a production unit. Earlier when problems emerged in
the production unit, and the purchasing department had important meetings with suppliers regarding
future projects, the purchasing department had to put all the effort into the production problems. This
meant that the purchasing organization had to postpone important supplier meetings. However the new
organizational design with a project- and a production unit, has made it is easier for the purchasing
organisation to focus on oncoming projects. The respondent stress, that this is a very important element
for a technology driven and leading company such as SC. The purchasing organization needs to make
continuous changes in order to follow the company’s expansion ambitions. Furthermore, SC has a global

approach, which means that they want to achieve volume of scale on a global level.

4.3.3 Relationship to the Kraljic matrix’’

SC uses the Kraljic’s matrix foremost to observe if the purchasing department is working with the right
things. This concerns for example following which products that have been out for request of quotation as
a first step in the classification process. However, the respondent means that the Kraljic matrix is not used
to create changes in existing situations; instead the matrix is a consequence of changes. As the respondent
mentions - “you can see that you are working with the right things.” This means that the matrix is
secondary driven. Furthermore, the respondent stresses that decisions about strategic change for critical
products are based on arguments following some type of common sense. These arguments are supported
by different types of micro-analysis. This concerns for example analysis of new and important steps in the
product development and how it affects the purchasing department, quality evaluations, profit calculations
and so forth. However, the respondent means that the matrix on a general basis is an excellent tool for
purchasing- and supply management. Though, instead of profit impact as a dimension in the Kraljic
matrix, cost per year is used. The respondent states that measurement of variables for the dimensions do
not constitute any direct problem. Furthermore, and related to the critique against Kraljic regarding that
the supplier side is disregarded, it is considered as a medium problem and SC complements the matrix

with other models in order to evaluate their suppliers.

77 Roger Rytterstrom, Scania; Director Global Purchasing Parts, Cheet metal, Chassis and Bus Components (Interviewed
2007/2008) , all information in section 4.3.3
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43.3.1 Scania’s suppliers™

Concerning SC’s suppliers they choose to cooperate with small/middle sized companies and not big world
class- and system suppliers. The respondent means though, that they also cooperate with system suppliers,
i.e., suppliers that can deliver all components for a certain product, but he will not call them world-class
suppliers. SC has traditionally worked with small- and middle-sized companies. This is due to the fact that
SC is technologically driven and has the advantage of developing new products. SC tries to avoid working
with world class suppliers, because it reduces the flexibility. They think it is better to work with small/
middle sized companies with approximately 50-100 employees, originally a family business which has
grown in size. Another reason why they are not working with system suppliers is because SC wants to own
the tools used in the production. System suppliers often claim an ownership of the tools and machines

used in the production.

SC do not chose suppliers that are loosing money and a specific supplier must struggle to be profitable
with SC. The respondent stress that this strategy can be risky in industry- and company booms, because
when SC progresses, their suppliers also progress due to higher volumes. However, this is often a
temporary problem and the power balance usually reaches standard levels during normal economic
conditions. There is always a risk that a supplier in progress attracts competitors or other suppliers in
acquiring the supplier. They have action plans for situations like that, but these kinds of situations often
have negative consequences. Furthermore, SC motivates their suppliers through the business itself, high
volumes and high order value is enough. However, regarding small order problems for strategically
important products, SC choose to involve the suppliers to a larger extent. Suppliers that are contracted for
strategic products are contemplated to a larger extent. This also means that the decision process is much
longer. There are more technical aspects to consider. Additionally, SC wants long-term contracts with
strategically important suppliers, so that they can be integrated in the development of strategically

important products and for improvements of existing ones.

Regarding sourcing policies the respondent means that dual sourcing is useful when dealing with the
suppliers. This sourcing method was used 32-years ago but with time and trend, single sourcing became
the main sourcing method. Nowadays, SC’s purchasing organization has reestablished dual sourcing as the
main sourcing method. Dual sourcing creates a competitive situation, both when it comes to existing
products, but also when new products are developed. It means that either will existing suppliers take part

of product development or new ones with better technological know-how will be introduced.

78 Roger Rytterstrom, Scania; Director Global Purchasing Parts, Cheet metal, Chassis and Bus Components (Interviewed
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43.4  Strategic change”

Regarding classification of the commodity groups in the Kraljic matrix as well as dealing with decisions
about performing strategic change for important commodities/suppliets, the sourcing manager defines
how many potential supplies that should exist for a certain article. There can also be influences from the
R&D and other functions. These decisions are linked to a business plan. However, the respondent does
not think that it is vital to exactly know how to change a commodity- or supplier position in the matrix.
Concerning decisions about strategic change, the purchasing department must understand the product and
the technique behind the product in order to drive changes. This is a fundamental element in SC’s
engineering climate. This means for example understanding the technique of wheels on trailers, which is a
trailers most expensive- and critical elements. Everything on the wheel is expensive, breaks and so forth,

L.e., the whole system that is a part of the wheel.

In order to make strategic actions regarding strategically important commodity groups, SC’s suppliers are
evaluated at meetings every week. During these meeting they make a list of all problems related to the
suppliers. SC’s priority is the quality and the delivery time, where late deliveries mean bad economical
consequences. How it affects the profitability depends to the scope of the specific problem and is difficult
to generalize. SC is also very clear in their communication with the suppliers especially concerning quality
problems and if a specific supplier cannot contribute to further product development. The week meetings

are complemented with more extensive month- and quarter based meetings.

In the long run (up to seven years), SC tries to have a market-oriented view and make different choices
depending on the customers needs. There is also a dialog between other functions in the company, for
example the production unit. This unit may for example have observed something that can replace an
existing component for a certain commodity and therefore suggests a study of new suppliers. Another
factor, which on long-term can influence SC, is the conformity to law, for example standards for
emissions. This requires that SC is very proactive when it comes to law restrictions. Furthermore and
mentioned earlier, which simplifies decisions about strategic change, is the fact that SC owns the supplier’s
tools. This means that the supplier cannot sell it to other actors and it improves the power balance for SC

and increases the flexibility regarding performing strategic change.

4.3.5 Within case analysis
43.5.1 The organization and the purchasing department

SC explicitly acts according to the overall mission of the firm, which also stress the importance of working

7 Roger Rytterstrom, Scania; Director Global Purchasing Parts, Cheet metal, Chassis and Bus Components (Interviewed
2007/2008) , all information in section 4.3.4
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closely with other functions of the company. This is managed through cross-functional teams with
different participants from R&D, production and staff from the purchasing department. As a global actor
on the market and in combination with a mature purchasing organization, SC aims for volume-of-scale
through global joint purchasing actions. As in the case of Volvo Penta and Astra Zeneca, we do not find
any obvious reason why the three categories (according to the overall mission of the firm, cooperate with
other functions and strive for joint- and global purchasing) in the theme, #he organization and the purchasing
department should not be judged as balanced relative to each other. Once more there is a tendency that the
ideas by Kraljic (1983) and Gelderman and Van Weele (2003) are valid, regarding the importance that the
purchasing department reflects the corporate set-up and that experienced portfolio users always include

additional information concerning the overall business strategy.

4.3.5.2 Relationship to the Kraljic matrix

SC uses the Kraljic matrix in order to see that the purchasing organisation is working with the right things.
The company explicitly follows phase one in the Kraljic working method — the classification of
commodities as a foundation for a differentiated purchasing- and supply approach. However, they do not
use Kraljic’s both dimensions (profit impact and supply risk) and instead of profit impact the dimension
cost per yearis used. In our opinion it could be easier to use a cost perspective for a commodity instead of
the profit impact, because in the latter you need both revenue and cost in order to know the profit. One
can question how easy it is to track the revenue to for example the wheel-system of a trailer (if the
aftermarket is not considered). This could be one reason why the respondent doesn’t stress any general
critique regarding measurement of the dimensions used in the used matrix. Despite the fact that cost per
year is used, we still consider the matrix SC uses as a Kraljic matrix. In the article by Kraljic (1983) the
profit impact dimension is seen as a dimension highlighting the strategic importance of the purchasing
department. Profit impact can be used, but other dimensions can also be used, for example value added by
the product line and different measurements reflecting the cost side. Therefore we regard the dimensions
cost per year and supply risk as dimensions in the Kraljic matrix. This kind of reasoning is in line with the
findings by Gelderman and Van Weele (2003), that companies handle measurement of the dimensions
differently. One reason could be to match the prevailing conditions in the industry. Furthermore, Day
(1986) questioned the measurement of the Kraljic’s dimensions (profit impact and supply risk); using cost

per year instead of profit impact, could be one solution to handle problems related to measurement.

The respondent thinks that the plotting of power between the buyer and the supplier, and by that also the
power and dependence perspective in phase two of Kraljic’s working method, is not enough to deal with
the specific context of the supply market. It follows the reasoning by previous researchers regarding

Kraljic, that the supplier side is a disregarded element. Furthermore, SC’s purchasing organisation works
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according to the concept of dual

Table 5, Relative within case analysis
N = None in compatison to the other category sourcing. They think it reasonable to
L = Low in comparison to the other category
B = Balanced (no relative diff.) in comparison to the other category Scania have at least two Suppljers Sourcing
M = Less more (medium) in comparison to the other category
H =High in comparison to the other category the same Commodity. This is also the
Themes and categories _ 2 | 2 | & | reason why SC chooses not to work
(the relative comparison departs from the category in the left column; for oY 2 oY
example the first category in the theme Strategic change, C1, is relatively 5 3 3 : : .
compared to the other categories in the theme, C2 and so forth ) > © A with world-class SUppthS. In Igalllc
The organization and the purchasing department A2 | A3 | A4 terms regarding Strategic positjoning
(A1) The degree goals and strategies of the purchasing B B ] ) ]
department corresponds to the overall mission of the firm in the strategic quadrant, they strive to
(A2) The degree of correspondence between the purchasing B )
department and other functions of the company move to the left side and thereby the
(A3) The degtee of joint purchasing and global purchasing . . .
coherence in the company centre of the matrix. By havlng this
Relationship to the Kraljic matrix B2 | B3 | B4 .. h loi
(B1) Phase 1: the degree the Kraljic matrix is used for MMM posttion they to some extent explolt
classification of different commodity groups : : : :
(B2) Phase 2: the degree the Kraljic matrix is used for handling B B the relatlonShlp with the Supp liers
the suppliers : : IR
according to the Kraljic guidelines
(B3) Phase 3: the degree the company uses Kraljic’s ideas of B g nes
strategic positioning - exploit, balance and diversify from such a P osition. However. the
(B4) Phase 4: the degree the company uses Kraljic’s ideas of ’ >
setting up actions plans for critical purchasing materials respondent also mentioned that
Strategic change C2|C3|C4
(C1) Proactive and revolutionary in decisions about strategic N | NN suppliers situated in the strategic
change
(C2) Proactive and continuous in decisions about strategic N | 1o quadfaﬂt should be treated as
change . .
(C3) Reactive and revolutionary in decisions about strategic N partners. This means that the critique
change
(C4) Reactive and continuous in decisions about strategic by Gelderman and Van Weele (2003)
change

and Caniéls and Gelderman (2005),
that researchers always claim partnership in the strategic quadrant in the Kraljic matrix, is not valid in the
case of SC. The authors stress that the strategic positioning (in the strategic quadrant) in phase three of
Kraljic’s working method, means strategies as balance, exploit and diversify, which not necessary mean
partnership. This is line with the reasoning by Bensaou (1999), that investment in partnership can increase
the risk and should be avoided in there is no required match for a partnership. Opposite to this arguing is
the ideas by Hakansson and Persson (2007), who think that exploitation of different types of
interdependencies can always be useful because the fact that collaboration creates more efficient activity
structures. Phase four in the Kraljic matrix was nothing the respondent related to. However the
respondent stressed the importance of logical strategic reasoning, similar to the consensus method in

Gelderman and Van Weele (2002).

An extension to the reasoning above is that SC to some extent, not follows the strategic positioning in the
strategic quadrant - exploit, balance and diversify. However, they have power dominance towards more or
less all their suppliers due to the choice of not working with world-class suppliers. This is opposite to the
recommendation by Gelderman and Van Weele (2002) that companies should strive to work with world-

class suppliers, because these suppliers are performing better both technically and economically. In our
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opinion there are three reasons why SC chooses not to collaborate with world-class suppliers — (1) SC is a
world-leading company in the industry and are not that dependent on other actors in the industry, (2) it
reduces the flexibility performing strategic changes and finally (3) the issue of owning the supplier’s tools,

which is delimited when small/middle sized suppliers are contracted.

Taken together, and displayed in the table above, we judge the classification phase (B1) to be less more
used and all the other categories in Kraljic’s working method. This also means that SC has a connection to
all four phases but explicitly uses the classification phase to a larger extent. Phase two (B2), three (B3) and
four (B4) are implicitly used (from the perspective of Kraljic) and the relative comparison between these
categories are balanced. The fourth phase, long-term action plans and strategies, can be related to the
constant dialogue the purchasing department has with the other functions within the company regarding
adapting the company’s strategies to the changing needs of the customers. This is also why SC has chosen
to become strong on the aftermarket, something that affected the purchasing department with the need of

increased understanding of the procurement of spare parts.

4.35.3 Strategic change

Regarding guidelines for strategic movements the Kraljic matrix is not used to create changes in existing
situations, the matrix is a consequence of changes and thereby secondary driven. The respondent means
that in order to make decisions about strategic change, the purchasing department must understand the
product and the technique behind the product. This is a fundamental element in SC’s engineering climate.
Besides the Kraljic matrix, different micro- economic Figure 8, Scania, Strategic change
analyses are made. SC has meetings every week to A

Revolutionary change
evaluate the suppliers’ quality of the delivered
components/products, delivery status and possibilities

for future product development and so forth. This can

be seen as a proactive and continuous working Reactive

change

Proactive
change

methodology and visualized by the “B-circle” in figure
8. Quality and delivery problems are two important

factors that can affect decisions about strategic change

for critical items. The week meetings are

Continuous adaption

complemented with more extensive monthly- and

quarterly based meetings. In the long-run, and also mentioned earlier, SC uses a market oriented thinking
regarding their purchasing strategy and strategic change are based on the future needs of their customers.
Every commodity group leader evaluates their particular area and is thereby also responsible for their
suppliers. Concerning the drivers of strategic change and in relation to the SC’s suppliers, the “A-circle”

shows how SC changed from dual sourcing to single sourcing. This because of the trend of using single
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sourcing as a sourcing method. However, as the respondent said — “I don’t know why we left the dual
sourcing principle”, and a consequence was the re-introduction of dual sourcing. The first change can be
seen as an environmental pressure for change while the other as a consequence of organizational reasoning
to leave the single sourcing methodology. Reactive and continuous change can also be related to changes
in the conformity of law due to for example changing emission standards. As can be seen from the figure
above, revolutionary- proactive and reactive change are not plotted in the typology of strategic change, and
are therefore not relatively compared to the other categories in the theme strategic change. Because of the
strong tendency of SC always aiming for proactively and continuously work with strategic purchasing- and
supply management tasks, this category (C2), is highly used compared to category C4 (reactive and

continuous).

The finding in this study regarding SC and strategic change, is in line with the findings by Gelderman and
Van Weele (2002) that the case company in their study always try to reduce the dependence on the
contracted suppliers. Furthermore, the reasoning by Caniéls and Gelderman (2005) also seems to be valid,
that a specific purchasing strategy within each quadrant in the Kraljic matrix, can be associated with
differences in power and dependence between the buyer and the supplier. The choice of not working with
world-class suppliers support this reasoning due to the fact that it increases the flexibility when performing
strategic change for critical commodities/suppliers. However, opposite to the findings by Caniéls and
Gelderman (2005), there seems to be a tendency that there is no supplier dominance in the strategic
quadrant of Kraljic matrix. One reason for this could be that the company in this study and the companies
in Caniéls and Gelderman (2005) study, differs as regards the relative power position in the industry. SC is
a strong actor in the industry and could therefore maintain a stronger power-position towards their

suppliers.

4.4 Skanska

4.4.1 'The company and the industry®

Skanska (SK) is one of the biggest construction companies worldwide and has a strong position in
Europe, United States and Latin America. SK provides innovative solutions through a close cooperation
with their customers by combining worldwide expertise with local presence. SK has an 80 percent
purchasing to sales ratio, i.e., approximately 100 billions. The purchasing to sales ratio may differ among

SK’s business units because of sub-suppliers.

The respondent thinks that the car industry is far ahead and leads the purchasing development. The

construction industry and SK is more fragmented compared to the car industry, which control the whole

80 Bert-Ove Johansson, Skanska: Senior Vice President Purchasing (Interviewed 2007/2008), information in section 4.4.1
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supply chain. However, the respondent stress that the car industry is selling relatively standardized low
margin products, which requires an enormous focus on the supply chain. On the other hand, the
construction industry can continue to have high prices because the customers do not have the same
requirements as for example customers buying cars or consumer electronics. The profit for the
construction companies has however not increased; it has been at the same level for many years. This
means, according the respondent, that the industry, including SK, has an ineffective supply chain, which
can be improved. SK’s goal is to reach the standard of the car industry. The respondent further explained
that if the company reaches the same standard as the car industry standard five years ago, it is good

enough.

442  'The organization and the purchasing department®'

When the respondent joined the purchasing department three years ago (interview 2007), his first mission
was to legitimate the purchasing organization at the corporate level. He became aware of this important
organizational element when benchmarking other big industries. In order to improve the purchasing
standard nowadays, SK needs to improve the overall purchasing knowledge in order to understand the
sourcing process. The organisational design is an important aspect especially with cross-functional teams.
However, the products being purchased are also an important factor affecting the structure of the
purchasing department. Some strategically important products require a more central and coordinated
approach, while others can be more decentralized. SK’s purchasing department is also trying to follow the
guidelines of the company’s overall strategy, but the respondents admit that it can be difficult some times
due to the fragmented nature of the industry. Furthermore, the purchasing department’s ambition is to
cooperate frequently with other functions in the company but as in the case of following the overall
mission of the firm, the fragmented nature of the industry restrict the possibilities of doing so. However,
they aim for a more synchronized cooperation with the other functions of the company. Though, SK
cannot be coordinated in all business contexts and instead they have a balanced coordination, i.e., a global
approach for certain categories of commodities (for example steel commodities). It is for example difficult
to have a global approach towards the procurement of painting service and it is only possible for certain

types of commodities, for example the purchase of concrete and steel.

The model SK uses regarding organisational design and thereby also as a complement to the Kraljic
matrix, is the model by Rozenmeijer (2000). The model itself was the result of a study of many modern
purchasing organisations, which portrayed some ideal types of purchasing organizations, but also many
hybrid forms. Two important drivers is the degree of purchasing maturity and the degree of corporate

coherence. The first dimension, #he level of sourcing maturity, classifies organisations in different phases

81 Bert-Ove Johansson, Skanska: Senior Vice President Purchasing (Interviewed 2007/2008), all information in section 4.4.2
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regarding the organisations purchasing sophistication. Retailers and automotive companies are seen as very
sophisticated. The second dimension of the Rozenmeijer model is corporate coberence and it reveals how
fragmented or coordinated an organisation is. Taken together the model demonstrates what organisational
design is most suitable in a certain field of the model. In the case of SK, they cannot be coordinated in the
purchasing of all commodity groups, but will instead have a balanced coordination and thereby a

coordinated purchasing. This is highlighted by the figure in appendix VI.

4.43  Relationship to the Kraljic matrix™

Despite the fact that SK cannot be seen as a mature purchasing organization, they do have a relation to the
Kraljic matrix. SK is using the model as a simple and a pedagogical tool to get a ruff segmentation of the
products. The respondent thinks that the overall idea (maximizing the buying power towards the supplier
and reducing the supply risk) of the matrix is relevant and useful. They use the dimensions in the Kraljic
matrix (profit impact and supply risk) and the respondent declares that these dimensions do not constitute
any direct problem. However, they do not make any calculations to plot the different commodities.
Regarding phase two in Kraljic’s working method, they do not systematically highlight the power
dependence in the strategic quadrant between themselves as a buyer and the used suppliers. Therefore
they only use the strategies of strategic positioning in phase three (balance, exploit and diversify), when it
is seen as relevant. Though, the respondent does not think that the matrix is enough to manage all
purchasing situations and therefore it is complemented with other models. It is important to know- and

depart from the specific characteristics of the company.

SK is also for the time of the interview using influences from the research- and academic field. The
purchasing consultants, Rosenmeijer and Van Weele, are helping SK improving the structure of the
purchasing organization and adapting it to the specific conditions of the construction industry. SK also
benchmarks different companies and they have employed people from for example Astra Zeneca and
Ericsson, which give SK updated purchasing skills. This helps the company to establish a more
sophisticated and matured purchasing organization in a much quicker pace. With this as a foundation,
Rosenmeijer and Van Weele educate SK’s strategic purchasers the fundamental ideas of category

management, in order to systematically and effectively purchase the different commodity categories.

4.4.3.1 Skanska’s suppliers®™

The respondent stress that there is a difference how industries look at the “rules of the game”. For a
company such as Scania, the rules are already set for the purchasing company and its suppliers and they

know that the arena is global. The improved purchasing sophistication within the construction industry
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should at least in the start up phase, terrify the suppliers, because they are not used to act under such
circumstances. Furthermore, at the time of the interview it was lack of material in the industry, due to the
boom and therefore SK obtains a worse power position against the suppliers. The respondent stated that
this could change the conditions with the suppliers and open up for strategic movements in the Kraljic
matrix. Time is however, a more important factor for changing position in the matrix. The supplier market
is also narrowed to where the building is located. For a category as painting, it is hard to find a global
actor. Therefore it is not possible for Skanska to have a global approach and volume of scale for all their
purchased products. However, the respondent stress that outsourcing is convenient if the marginal

revenue is above the marginal cost. It reduces the risk and enables companies to focus on the right things.

4.4.4  Strategic change™

Imaging SK having 12 000 factories compared to for example Scania with a limited number of factories.
Additionally, SK’s customers often decide the final result of the products manufactured in the factories.
This means that different construction projects have an inherent choice of freedom regarding the final
result of the product. Furthermore and as mentioned earlier, some commodity groups can only be
purchased locally, which increase the width for a commodity group, for example painting services. Taken
together, it is difficult to coordinate strategic change and a result is that the project leader often is in
charge for these kinds of changes. This means that the Kraljic matrix is not systematically used for

decisions regarding strategic change for strategically important products.

According to the respondent, you are able to distinguish some base structures in a building, for example
that the concrete has the right quality, the lifts have the regular standard and so forth. A common
denominator for almost all products is to some extent a dependence on steel. This concerns for example
lifts, steel balks and white goods. SK is therefore, very sensitive to price changes in steel and these changes
has a direct impact on the profit. However, the respondent declared that with SK’s 12.000 projects each
year worldwide, it can be difficult to distinguish what is really a critical product and thereby what is
regarded as a strategic change for a certain commodity. Even a product with little value may be of
importance if it is not delivered on time. For example lock on doors. This can lead to penalties if SK is
unable to finish the project as agreed in the contract. Another issue can concern a certain kitchen brand
for a residence project. In this case the customer has the final word and it is difficult for SK to be
proactive vis-a-vis strategic changes. This more concerns the base structures of a building. However, SK
has three to four people who proactively and continuously work with different types of micro-analyses,
such as market- and risk analysis. This is fundamental to how SK makes decisions about strategic changes

especially regarding strategically important products. Related to the Kraljic matrix, decision about strategic
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change must be seen both from a purchasing perspective and a change perspective. The respondent
declared that from a change perspective the matrix becomes secondary, because it does not pay attention

to change.

4.45 Within case analysis
4.4.5.1 The organization and the purchasing department

Before the respondent joined the purchasing department (2004), the purchasing organization was not
legitimated at the corporate level. In Porter terms, the purchasing department was seen as a supportive
part of the SK organization and didn’t directly contribute to the company’s competitive advantage. The
model by Rozenmeijer (2000) regarding organisational design, facilitates the ambition of improving the
overall purchasing- and supply actions. Because of the fact that SK cannot be coordinated in all business
contexts, due to the fragmented nature of the industry, they instead have a balanced coordination in their
purchasing- and supply actions. It is for example difficult to have a global approach towards the
procurement of painting services and it is only possible for certain commodities, for example the purchase

of concrete and steel.

Taken together the purchasing department strives to work according to the overall mission of the firm,
but due to the “immature” purchasing organization and the complex nature of the industry it is difficult to
have a total correspondence. The fragmented structure of the different construction projects also make it
problematic to have a continuously dialog between the different functions of the company. Therefore, and
deviating from the other companies in this study, there seems to be a tendency that the three categories
(according to the overall mission of the firm, cooperate with other functions and strive for joint- and
global purchasing) in the theme, #he organization and the purchasing department, are not that easy to
systematically follow. However, we cannot distinguish any direct deviations in the relative degree of use

between the three categories, and therefore they are judged as being balanced.

4452 Relationship to the Kraljic matrix

SK uses the Kraljic matrix as a pedagogical instrument to get a ruff segmentation of the different
commodity groups, as is done in phase one of Kraljic’s working method. This portrays the Kraljic model
as a model of departure and it helps SK’s immature purchasing organization to structure the purchasing
activities in an efficient way. However, the matrix is also complemented with other models. On a general
basis Skanska think that the ideas by Kraljic of maximizing the buying power towards the supplier and
reducing the supply risk as much as possible, is a reasonable criteria. The respondent also thinks that the
dimensions in the matrix do not constitute any problems but this opinion could also be a result of the fact

that they do not make any calculations, to decide whether the importance of a commodity is measured
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high or low. Gelderman & Van Weele (2002) mention that the drawback of such a working method is that

the validation of measures is limited but also ad that- “it is better be roughly right, than exactly wrong”.

Concerning negative aspects of the

Table 6, Relative within case analysis
N = None in comparison to the other category Kral)lc matrix the respondent do not
L = Low in comparison to the other category
B = Balanced (no relative diff.) in comparison to the other categoty Skanska think that the matrix is enough to
M = Less more (medium) in comparison to the other category
H =High in comparison to the other category manage all purchasing situations and
Themes and categories ' 2 | 2 | & | therefore must be complemented
(the relative comparison departs from the category in the left column; for Y Y Y
example the first category in the theme Strategic change, C1, is relatively 1 3 3 . s
compared to the other categoties in the theme, C2 anbd so forth ) N » & with other models. This is due to the
The organization and the purchasing department A2 | A3 | A4 Speciﬁc characteristics that prevaﬂ in
(A1) The degree goals and strategies of the purchasing B B ) ]
department corresponds to the overall mission of the firm the construction mdustry . By the fact
(A2) The degtee of correspondence between the purchasing B ) )
department and other functions of the company that SK does not dlsagree with the
(A3) The degree of joint purchasing and global purchasing
coherence in the company thoughts of power dependence
Relationship to the Kraljic matrix B2 | B3 | B4 b the b d li h
(B1) Phase 1: the degree the Kraljic matrix is used for MMM ctween the buyer and suppliet, they
classification of different commodity groups :
(B2) Phase 2: the degree the Kraljic matrix is used for handling B B plOt the powet of Sup phCI'S.
the suppliers H : :
owevet, this not systematically and
(B3) Phase 3: Phase 3: the degree the company uses Kraljic’s ideas of B > y Y
strategic positioning - exploit, balance and diversify c ontinuously done. which can open
(B4) Phase 4: the degree the company uses Kraljic’s ideas of ’
setting up actions plans for critical purchasing materials up for certain situations in the
Strategic change C2|C3|C4
(C1) Proactive and revolutionary in decisions about strategic N | NN relationship that are not foreseen.
change
(C2) Proactive and continuous in decisions about strategic N | B This is similar to reactive and
change . .
(C3) Reactive and revolutionaty in decisions about strategic N continuous Change 1n strategy
change
(C4) Reactive and continuous in decisions about strategic patterns. Furthermore and an
change

extension from previous reasoning is
that the strategic positioning in phase three will be affected by this reactive way of thinking. A conclusion
is that decisions about making strategic change regarding if a certain relationship should be balanced,
diversified and exploited, will not be that simple. In our opinion the combination of a complex nature of
the industry in conjunction with no measurements in the matrix, makes it even more difficult to perform a
strategic and accurate purchasing- and supply job. With this in mind and in relation to the academic
critique regarding the lack of guidelines for strategic movements in the matrix, the respondent doesn’t
think that movements in the matrix is a problem because the matrix itself is not used systematically. This
also means that there is no chronological extension to phase four in the Kraljic working method.
However, the constantly made micro-analyses implicitly increase the connection between the forth phase
and the other phases in Kraljic’s working method. Taken together, we interpret the relative comparison
between the classification phase (B1) as being less more used than the other phases. Regarding the relative
comparison between the other phases, we judge, with the above mentioned in mind, the relative use as

being balanced.
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4453 Strategic change

SK does not use the Kraljic matrix as a tool to make decisions about strategic change for critical items.
However, three to four people continuously work with different types of micro-analysis and they depart
both from a purchasing- and a change perspective. Decisions about strategic change are based on these
micro-analysis. The change perspective seems to be something that SK prioritizes to a large extent. SK
wants people in the organization that are seen as enablers and by that can handle changes. The respondent
stated that the Kraljic matrix cannot handle the change perspective. The model by Rozenmeijer (2000)
regarding organizational design is used to structure the different purchasing tasks for the different
commodity groups and the different construction sites. As the model display in appendix VI, everything
cannot be centralized, some items must be managed locally (painting services). All in all this make it

difficult to coordinate strategic change for all commodity groups regarded as critical.

Because of the fact that some parts of a building can
Figure 9, Skanska Strategic change
be seen as base structures, for example concrete and

steel baulks and so forth, these commodity groups Revolutionary change
can be planned to a larger extent than items
purchased locally. Therefore decisions about strategic
change involving base commodity groups (concrete,

Reactive
change

Proactive
steel), can be seen as proactive and continuous. This change

is highlighted in figure 9 by the “B-circle”. On the

other hand products that are locally by nature or

items that the customer affects because of design

Continuous adaption

preferences, cannot be structured in the same
manner. Here decisions about strategic change are seen as more reactive and continuous (the “A-circle”).
As can be seen from the figure above, revolutionary- proactive and reactive change are not plotted in the
typology of strategic change, and are therefore not relatively compared to the other categories in the theme
strategic change. Due to the fragmented nature of the construction industry, we interpret the relative
comparison between C2 (proactive and continuous) and C4 (reactive and continuous) as being balanced.
This because of the tendency of the construction industry, that the location site of a certain construction
project, to same extent set the guidelines for the purchasing department. Another aspect is the customer’s
inherent choice of freedom regarding design, which also increases the tendency of more reactive and

continuous decisions regarding strategic change.
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5 Analysis

The purpose of this section is to highlight the differences between the case companies and the different
industries. The within analyses for the different companies are compared in a new table and further
complemented with a table displaying the relative comparison of the complexity of the case company’s

industties.

5.1 Between case analysis
5.1.1 Industry complexity

When we choose the four case companies we wanted big Swedish industrial manufacturing companies
with a sophisticated purchasing organization based on the specific conditions in their business contexts. A
conclusion from the four cases is that there are both similarities and dissimilarities. Volvo Penta and
Scania are matured and far ahead in the daily procurement work. Furthermore they operate in similar
business contexts both manufacturing transportation vehicles, where the general structure of the
purchasing system between the buyer and the suppliers is very standardized and efficient. Taken together
the overall purchasing system is quite transparent. Volvo Penta and Scania are both world leading and
technology driven companies, where product development and efficient manufacturing systems are
extremely important in order to be competitive on the market. However, these two industries are not that
complex compared to the industries of Astra Zeneca and Skanska. In our opinion the two latter
companies operates in more dynamic business contexts, which makes the infrastructure of the purchasing
system less transparent and more inefficient. Both companies have very specific industrial characteristics.
The pharmaceutical industry with its legal restrictions and patents and the construction industry, which is
partly fragmented by nature and partly, has a certain choice of freedom for the customer. Taken together

we interpret the relative comparison

Table 7, Relative between case analysis between Volvo Penta and Scania,

N = None in compatison to the other category Volvo Penta
L = Low in comparison to the other category
B = Balanced (no relative diff.) in comparison to the other category

regarding the complexity of the

Astra Zeneca

M = Less more (medium) in comparison to the other category Scania industries based on the chosen
H =High in comparison to the other category Skanska )

. ~ problem area, as being balanced. As
Themes and categories S IS S
(the relative comparison depart§ from the category in the left column; for Ug fyg fyg regards Astra Zeneca and Skanska
example the first category, D1, is relatively compared to the other categories | 5 3 3
in the th D2 and so forth N © ES . .
in the theme, D2 and so forth) they have different kinds of
The indust D2 | D3 | D4 Y

e industry

(D1) The complexity of Volvo Penta’s industry I B I ComplexltleS, and deCl’lant onifa
(D2) The complexity of Astra Zeneca’s industry M| B fragmented nature or an industry
(D3) The complexity of Scania’s industry 5 based on strict legal restrictions is
(D4) The complexity of Skanska’s industry seen as mote complex, these two

industries may be judged differently
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in comparison to each other. However, based on the empirical material in this study and overall, we judge
the complexity of the two industries as being balanced. In our opinion and in relation to Kraljic, Astra
Zeneca and Skanska become more dependent on other models adapted to the specific conditions of the
industry. The former company uses a supplier management multi-step working method and the latter

company the organizational design model by Rozenmeijer (2000).

5.1.2  The organization and the purchasing department

Concerning the group of variables related to the organization and the purchasing department all four
companies are aiming for linking goals and strategies of the purchasing department to the overall mission
of the firm; have a correspondence with other functions of the company and aiming for joint- and global
purchasing coherence. Skanska however, cannot be coordinated to the same extent as the other three
companies because of the fragmented nature of the industry, and therefore have a balanced coordination
in their organizational design in accordance to the model by Rozemeijer (2000). Based on the fact that
Skanska aims for working according to all three categories in the theme, all four case companies have a
relative balanced (no difference) comparison between the categories. This also means, and mentioned
earlier in the within case analyses, that there is a tendency that the ideas by Kraljic (1983) and Gelderman
and Van Weele (2003) are valid for all four case companies, regarding the importance that the purchasing
department reflects the corporate set-up and that experienced portfolio users always include additional

information concerning the overall business strategy.

However, there can also be certain problems even for a matured and sophisticated purchasing
organization such as Volvo Penta’s. If for example the production department has preferences for a
certain supplier because of geographical proximity, this can dilute the plans for the purchasing department
regarding a certain product. This may affect all the variables in the organizational group. This is in line
with the critique by Kornelius and Van Stekelenborg (1994), regarding that Kraljic only focuses on one
contingency — the power dependence between the buyer and the supplier, without reflecting on the

situational characteristics.

5.1.3 Relationship to the Kraljic matrix

The four case companies use the ideas by Kraljic but not explicitly all four phases of Kraljic’s working
method. This also concerns the dimensions used when segmenting commodities. Volvo Penta doesn’t use
any of Kraljic’s dimensions and Scania has replaced profit impact with cost per year. Furthermore, either Volvo
Penta or Skanska make any calculations for segmenting the commodities in the matrix. Furthermore, and
related to Kraljic’s power dependence, is that both Volvo Penta and Scania are world leading companies in

their industry, which makes them very powerful and they use this power advantage to in someway exploit
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their supplier relationships. Even if it is not explicitly expressed in table 8 below, the supply risk dimension

becomes more important from that point of view. Both strive to increase their flexibility and thereby

Table 8, Relative within- and between case analysis
N = None in compatison to the other category
L = Low in comparison to the other category
B = Balanced in comparison to the other category Volvo Penta | Astra Zeneca Scania Skanska
M = Less more in comparison to the other category
H =High in comparison to the other category
Themes and categories oclolololololololololo]o
(the relative comparison departs from the category in the left 3 3 3 5 5 5 3 3 3 3 3 3
column; for example the first category in the theme Strategic change, Ué Ué Ué kS kS kS kS kS kS Ué Ué Ué
C1, is relatively compared to the other categories in the theme, C2 NS S s i i i i i i NS oSl s
and so forth )
The organization and the purchasing department | A2 | A3 | A | A2 | A3 | Ad| A2 | A3 | Ad]| A2 | A3 | A4
(A1) The degree goals and strategies of the Pu'rchasmg B B B B B B B B
departm. corresponds to the overall mission of the firm
(A2) The degree of correspondence between the purchasing
. B B B B
department and other functions of the company
(A3) The degree of joint purchasing and global purchasing
coherence in the company
Relationship to the Kraljic matrix B2 | B3 | B4|B2 | B3| B4|B2| B3| B4| B2 | B3 | B4
(B1) Phas-c 1: ic degrée the Kraljic matrix is used for NININlala!ImIvImIvIv ! | M
classification of different commodity groups
(B2) Phasc‘ 2: the dcgrc§ the Kraljic matrix is used for B | M B I B B B B
handling the suppliers
(B3) Phase 3: the degree the company uses Kraljic’s ideas of
) L I S M L B B
strategic positioning - exploit, balance and diversify
(B4) Phase 4: the degree the company uses Kraljic’s ideas of
setting up actions plans for critical purchasing materials
Strategic change C2|C3|C4JC2|C3|C4]JC2|C3|C4]C2|C3|C4
(C1) Proactive and revolutionary in decisions about strategic NININlILINILININININININ
change
(C2) Proactive and continuous in decisions about strategic H | M N | M N | H N
change
(C3) Reactive and revolutionary in decisions about strategic L N N N
change
(C4) Reactive and continuous in decisions about strategic
change

reduce the dependence on the suppliers. Exploiting power is seen as the main alternative. An extension
from this is that both Volvo Penta and Scania choose not to work with world-class suppliers; thereby the
power dependence perspective improves. In the case of Scania it is also about the legal rights of the tools

used in the production, where wotld-class suppliers have higher demands of ownership.

This is often not the case for small- and middle-sized suppliers. However, both Scania and Volvo Penta
complement phase two and three, regarding the supplier side of the matrix, with external evaluations in
order to work proactively and continuously towards the suppliers and thereby not totally focus on the
power dependence perspective. A general conclusion that can be made from this study is that the biggest
problem with the Kraljic matrix is that it doesn’t consider the supplier side. This is in line with earlier
academic critique. Both Volvo Penta and Astra Zeneca, and in accordance to the multi-step working
method by Olsen and Ellram (1997), explicitly complement the matrix by multi-step working methods. In
the case of Astra Zeneca, they use the Kraljic matrix as a risk-analysis tool and complement it with a

supply management multi-step approach, in order to find capable suppliers.
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A remarkable tendency of this study is the lack of awareness of the Kraljic article’s overall working method
including all the four phases. The case companies focus on the matrix without mentioning the general
ideas from Kiraljic’s article. If they did consider all four phases, it would be some tendency of a balanced
relative comparison between the categories, as the relative balanced comparison in the theme #e
organization and the purchasing department. However, our interpretation of the four case companies is that
there is not a balanced relative use between the four phases in Kraljic’s working method. All case
companies except for Volvo Penta, explicitly use the classification phase (phase one) and Astra Zeneca is
the only company that has a high relative use of the classification phase in comparison to phase two (B2)
and phase three (B3). This due to the fact that they use the Kraljic matrix as a risk-analysis tool and not as
it’s supposed to be used according to Kraljic’s working method. They use the classification phase, but do
not directly pay attention to the power-dependence perspective in phase two and three. This is taken care
of by their own developed supplier management method, where the general thinking departs from
category management. Scania and Skanska on the other hand, use the classification phase relatively less
more than the other phases (B2, B3 and B4). This means that Scania and Skanska have a connection to all
four phases but explicitly use the classification phase to a larger extent. Phase two (B2), three (B3) and
four (B4) are implicitly being used (from the perspective of Kraljic) and the relative comparison between

these categories are balanced (no relative difference).

Regarding Volvo Penta and Astra Zeneca, and in accordance to Scania and Skanska, the relative
comparison between phase two (handling the suppliers) and three (strategic positioning — exploit, balance
and diversify) are seen as balanced. However, the relative difference between phase two (B2) and phase
four (B4) departing from phase two, is for Volvo Penta interpreted as being less more used and for Astra
Zeneca as being less used (low) in comparison to the forth phase (long-term action plans). The reason why
Volvo Penta has been judged using phase two less more than phase four is that they implicitly use the
power dependence perspective as a tool for long-term action plans through the dimensions in the
classification phase, stiff relationships and competitive pressure. This is also in line with the previous
mentioned tendency that Volvo Penta and Scania, focus more on the power dependence perspective than
the other two case companies. However, Volvo Penta doesn’t really have the same systematical approach
regarding Kraljic’s working method, in comparison to Astra Zeneca, due to the fact that they don’t use
Kraljic’s dimensions and more or less complement phase one (B1) and phase four (B4) with other models
(the “goal matrix”, the “road map” and the “capacity review”). Volvo Penta’s use of Kraljic’s working
method regard a relatively more use of phase two (B2) and phase three (B3). Astra Zeneca uses phase two
and three less than phase four due to the supplier management method and because that the Kraljic matrix
is used as risk-analysis tool supporting long-term actions plans. This means that phase one (B1) and phase

four (B4) are relatively more used than phase two (B2) and phase three (B3).
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5.1.4  Strategic change

It became obvious that the Kraljic matrix is not enough to handle all purchasing situations. The model is
not enough because it is secondary driven and a consequence of earlier made strategic decisions. Neither
one of the four companies uses the matrix as a tool to perform strategic changes, which means that they
cannot really relate to the general critique how changes should be plotted in the matrix. All of the four
case companies use some type of strategic discussion complemented with different microeconomic
analysis, in order to decide how to change the conditions for a certain commodity and/or supplier. This
can be seen as similar to both Gelderman and Van Weele’s (2003) findings regarding the consensus
method, but also to the general ideas presented in the Kraljic article and related to phase four (long-term
action plans). Kraljic stress the importance of continuously updating the matrix and complement it with

different micro-economic analysis especially in the strategic quadrant of the matrix.

It also became evident that changes on the margin are not that interesting and the possibility of a big rapid
change for a specific commodity is not that big. This means that the general critique by Gelderman and
Van Weele (2002), that the Kraljic matrix doesn’t provide guidelines for strategic movements of
commodities and/or suppliets, is not considered as a major problem by the four case companies in this
study. However, we spotted a tendency that Volvo Penta and Scania more pay attention to the power
dependence perspective when strategic decisions are made. This is in line with the findings by Caniéls and
Gelderman (2005), that the choice of purchasing strategy within each quadrant in the Kraljic matrix can be

associated with differences in power between the buyer and the supplier.

The last theme in table 8 above, gives evidence to two patterns regarding strategic change in organizational
patterns. Because of the fact that the Kraljic matrix is not used as a tool for performing strategic change in
the purchasing organization, this theme (strategic change) increased the understanding of how strategic
change is performed. First of all, and mentioned previously, all companies strive to work proactive and
continuous in their daily purchasing- and supply actions and secondly there are certain organizational
changes that change the pattern in a reactive and revolutionary manner. Furthermore, the general
characteristics of the pharmaceutical industry (legal restrictions and patents) and the construction industry
(fragmented and certain choice of freedom for the customer), transforms the ambitions of working
proactive and continuous and reactive and continuous strategic changes become more apparent in such
industries. During these conditions other models must be used in order to cope with the complexity of the
industry (the Kraljic matrix will not be enough). This is probably not that outspoken in transparent and
standardized industries such as Volvo Penta’s and Scanias’. Taken together, and displayed in table 8,
proactive and revolutionary strategic change (C1) is only plotted in Astra Zeneca’s typology for strategic
change. This strategic change is a major strategic change with origin in the organization without any direct

environmental or organizational pressure of performing the change. We interpreted the merger between
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Astra and Zeneca as suitable for this category. This merger transformed the purchasing organization to a
more centralized and globally oriented one, which also improved the synchronization of the purchasing
department within the rest of the company. In our opinion, the consequences of this strategic change
improved the possibilities for the purchasing organization to become more mature and sophisticated.
However, category C4 (reactive and continuous) is relatively less more used than category C1 based on the
low frequency of mergers as a major strategic change. Furthermore, Volvo Penta was the only case
company with a plot in the reactive and revolutionary quadrant (based on the chosen problem area and the
time span). This because of the organizational change that was done due to the downturn in the 1990s.
The purchasing organization transformed from a centralized organization to a decentralized one and this
major strategic change was the solution to cope with the downturn as an explicit problem. The major
drawback was according to Volvo Penta, the lack of volume of scale and the company reintroduced a
centralized purchasing organization later on. This change improved the power dependence perspective

towards Volvo Penta’s suppliers.

The final remark regarding the theme strategic change, and mentioned earlier, is that all case companies
have an ambition of working proactively and continuously regarding decisions about strategic change.
However, a conclusion from this study is that the Kraljic matrix is not explicitly used as a tool to perform

these strategic changes.

6 Conclusions and discussion

This section will be a short extract from the previous section, where both questions in the thesis’ purpose
will be answered. Other reflections will also be made and a normative working method will be
recommended. In the final part of this section will have a general discussion about future research and

other remarks regarding this thesis.
How do purchasing practitioners use Kraljic’s purchasing portfolio model?

Our belief, is that when people related to purchasing pay attention to Kraljic, they refer on a general basis
to the matrix that is presented in his article, regarding that purchasing must become supply management.

However, the matrix is only one phase of four in the working method he introduced in 1983.

The answer to the question is that Kraljic’s matrix, in this study, is more or less only used for segmenting
different commodities in the clearly distinguished quadrants. This is also the purpose of the matrix, that
the different categories in the matrix should be treated differently based on the dimensions profit impact
and the supply risk. However, when looking at table 8 in section five, it becomes evident that the four

different phases in Kraljic’s working method are used implicitly. None of the four case companies use the
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Kraljic matrix for all purchasing- and supply activities, especially not at the strategic level. This was
highlighted in the Astra Zeneca case, where the Kraljic matrix was used as a risk-analysis tool at the tactical
level. This meant that it was used for plotting commodities and not suppliers. However, the matrix was
used as a starting point for understanding of how strategically important suppliers should be handled in
the multi-step supplier management method. This also highlights this study’s tendency that the supplier
side is disregarded in the Kraljic matrix, which is in line with earlier academic critique. Furthermore, all
case companies do not use the dimensions by Kraljic. Volvo Penta doesn’t use any of the dimensions and
instead adapt it to a supplier segmentation tool. Scania uses cosz per year instead of profit impact, which might
be a good alternative for companies that consider measurement in the matrix as a problem. Two of the
companies, Volvo Penta and Skanska, do not use calculations for classifying the different commodity

categories. However, only Skanska uses the proposed dimensions by Kraljic.

How is Kraljic’s purchasing portfolio model used to perform strategic change for important

categories?

The findings from this study highlights that the Kraljic matrix is not used to perform strategic change for
important categories. The findings by Gelderman and Van Weele (2002), regarding how companies
consider movements in the matrix, is not something that the four case companies consider in the overall
procurement work. All companies think that the matrix is secondary driven, and that changes in positions
are related to earlier made strategic decisions. However, we see this as an extension to the previous
mentioned statement, that Kraljic’s all four phases in his working method is not considered. If all faces
were used systematically and in conjunction with Kraljic’s suggestions of different types of micro-
economic analyses, the Kraljic matrix itself, with the dimensions profit impact and supply risk, would be more
useful for purchasing practitioners. This would also make it easier to use the matrix in the overall
purchasing- and supply system, and movements in the matrix could be seen as more interesting, if it was

connected to both internal- and external factors of a company.

A conclusion we make, based on this study, is that the disregarded supplier side is the foremost biggest
barrier to overcome, when using the matrix and also when it comes to understanding strategic change.
Sourcing management can therefore be seen as a very important knowledge area in order to cope with this
problem, but also for connecting a company’s internal activities with the external conditions on the supply
market. Another interesting finding is the proactive and continuous strategic discussions that are made as a
foundation to understand strategic change. Different types of micro-economic analyses back up this
logical reasoning. Skanska has three to four people that continuously evaluate the purchasing actions.

Astra Zeneca has brainstorming-sessions for finding hidden problems and opportunities. These strategic
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discussions were used as a foundation in the evaluation of the multi-step supplier management method

Astra Zeneca used.

0.1 Implications for theory and practice

The somewhat remarkable findings from the study, that the overall working method is generally
disregarded leads us to suggest some normative steps that can both improve Kraljic’s working method, but
also enhance the understanding for purchasing professionals regarding how to better use the Kraljic

matrix. The normative working method is presented bellow:

1. Strategic discussions
Use phase four (or the general ideas from this phase) in the Kraljic working method as a starting
point. This phase deals with setting up handling plans, especially for strategically important
commodities. During this phase it will be evident how a commodity shall be classified in the matrix,
and it is in line with previous research, that the strategic discussions leading to classification of
commodities is even more important than the plotting itself. Different micro-economic analyses (for
example Porter’s industrial analyses, risk-analyses and DuPont analysis) should be made proactively
and continuously in order to update the matrix (all models used in this working method). These
strategic discussions should be made on a weekly basis but adapted to the specific conditions of the
industry. The process should be cross-functional in order to integrate with other functions of the
company and relating the procurement work to the overall mission of the firm. Hypotheses
regarding future conditions can be a dynamic element in the strategic discussions.

2. Plotting commodities
Use Kraljic’s dimensions profit impact and supply risk for plotting the commodities, but not the
suppliers. This will deal with the problem that the supplier side is disregarded. The plotting will be
based on calculations with a clear connection to both dimensions. This considers the measurement
problem but probably also increase the understanding of the effect of marginal strategic changes in
the matrix. Furthermore, all other models used in the working method shall be connected to this
matrix. If it is difficult to spot the revenue side of a commodity — use the dimension cost per year
instead.

3. Evaluating the suppliers
Instead of only using plotting of buyer and supplier strength (as is done in phase two), this phase of
the working method should be built on concrete supplier evaluation models with a direct connection
to phase two in this working method. Ellram and Olsen’s (1997) multi-step approach is a good
inspiration source for this phase. They use the dimensions relative supplier attractiveness and strength of the

relationship, as dimensions for supplier analysis. The power dependence perspective is only one
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element among many in their analysis. This approach terminates phase two and three in Kraljic’s
working method. Furthermore, this phase will also deal with variables related (for example quality

and product development) to the suppliers that are not that easy to measure.

All this should be handled with an IT-system adjusted for the specific conditions in the industry. This was
something that Kraljic also mentioned 1983, that the working method must be supported by an effective

IT-system in order to cope with complex business structures.

6.2 Critique of the study

What could we have done differently in the formation of this thesis? Well, our initial thought of
comparing four case companies, was actually quite demanding regarding finding the right balance between
the companies and by that tracking the deep structures we were looking for. The generalization part will
improve, but only if these deep structures can be found. Two or three companies could maybe been a
better alternative. One should also keep in mind the complexity of purchasing- and supply management

and the different business elements affecting the course of actions. This makes it even more complex.

6.3 Suggestions for future research

We think that the following topics are interesting for future research:
e The purchasing relationship from the supplier side. How do suppliers evaluate the buyer — is sales
everything?
e Combinations of different multi-step approaches (Kraljic as a part of this multi-step approach)
e IT-systems and how it affects measurement in purchasing portfolio models

e Triadic sourcing as a hybrid sourcing strategy and how it affects profit

6.4 Concluding discussion

The Kraljic matrix has been valid for 25 years and it seems to be some unanswered questions foremost
among business consultants and academics regarding how it is used. This was also the main reason why
this thesis was written. Researchers have tried to falsify the matrix and addressed certain flaws concerning
direct- and indirect elements of the matrix. However, the ideas by Kraljic are still valid but, according to
this study, the overall concept of the working method seems to be vanished in all the effort of falsification.
In our opinion we think that the Kraljic matrix will be more justified if the matrix itself was seen in totality
in relation to the overall working method. Furthermore, if the general critique is noted about the fact that
the supplier is disregarded, the ideas by Kraljic can be reborn. This is much due to the fact the overall
discussion in Kraljic’s article, which is connected to the four phases, is very wide and adjustable through
time.
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Appendix I

Development of the purchasing function has gone from buying, via procurement to supply management.”
Purchasing as in buying: purchasing activities and responsibilities that deal with buying the goods and

services needed and making sure that the basic function of the items bought is acquired at favourable

conditions. *°

Definition of purchasing: management of the company’s external resources in such a way that the
supply of goods and services, capabilities and knowledge which are necessary for running, maintaining
and managing the company’s primary and support activities is secured at the most favourable conditions.
Purchasing as in procurement: deals with acquisitioning and optimizing the flow of materials (materials
management, logistics), implying a widened role. Not only price but also volumes and time aspects are
considered. There is a balance of buying large quantities to get a low price, but not too large to avoid
costly stocks and not too small to avoid shortage and production downtime.

Purchasing as in supply management: includes previous tasks but also the information of supplier
structures , the development of suppliers’ capabilities (resources, knowledge), improving administrative
routines and so forth. All is done in to reduce total cost — not only the price of the specific products
bought, but also the cost of related activities like quality assurance and administration. It also includes the
stimulation of creation of new opportunities in terms of new products and process innovation.

Sourcing: emphasis on strategic and tactical purchasing activities. This is a cross-functional process
aimed at managing, developing and integrating with supplier capabilities to achieve a competitive
advantage. This include both externally and internally oriented activities. A synonym to sourcing is
purchasing and supply management, which also reflect the combination of externally and internally
oriented activities.”’

Strategy: a pattern of organizational actions.

Strategic change: a change in the pattern of organizational actions.

8 Axelsson, B, Rozemeijer, F., Wynstra, F., (2005), Developing Sourcing Capabilities, p 4, John Wiley & Sons Ltd
8 Van Weele, A, (2005), Purchasing and Supply Chain Management, 4% edition, p 14-16, Thomson learning 2005
87 Axelsson, B, Rozemeijer, F., Wynstra, F., (2005), Developing Sourcing Capabilities, p 7, John Wiley & Sons Ltd
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Appendix 11

Exhibit V Strategic implications of pu
portfolio positioning

Source: Kraljic, P. (1983), Purchasing must become supply
management, p 111, Harvard Busines review
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Appendix III

Source: Dubois, A., Pedersen, A-C., (2002) Why relationships do not fit into purchasing portfolio
models — a comparison between the portfolio and industrial network approaches, European Journal
of Purchasing and supply management
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Appendix IV, Volvo Penta, Variables

Evaluation before a decision is taken in order to start a new supplier relation for VP.

The variables that are included in the goal matrix and also regulate the relation are:

Company profile
Management
Environment

Quality

Logistics
After-market
Competence

Product development
Finance

Productivity

Sourcing

Contractual status

Evaluation status

Quality system

Environmental certificate

Quality performance

Delivery performance

Cost development (negotiation results)

Cost development with reference to design changes etc.
Cost development with reference to raw material
Payment conditions

Warranty cost

Suppliers general contribution to Volvo Penta (technical know how etc)

Supplier status (Preferred, Uncertain, New or Phase out..)
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Appendix V

Qualified
Supplier

Many

High

Commodity
complexity

Low

Appendix V, a) Qualification of suppliers and easy of implementation

High
complex
Patents. etc

>

Difficult

Easy Ease of implementation

Source: Astra Zeneca 2007

Appendix V, b) Commodity complexity and category criticality

Strategic
alliance

12 companies in Sweden
has as an effect on the
Astra Zeneca stock price

Collaborative

Medium term
Robust contact

------------------- P Mostly situated here,
connected to
management

Opportunistic

Price, short term

Low

Category critically High

Source: Astra Zeneca 2007
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Appendix VI

High Facilitated Approved the
networking corporate way
Federal Center-led
(or local-led)
Purchasing
and supply Balanced
management Coordination
maturity
Sponsored Centralised
self-interest control
Decentral Central
Low
Low —m— ) Corporate High
coherence

Source: Bjorn Axelsson, Stockholm School of Economics, Roozenmeijer (2000)
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