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Management Summary

With the increased importance of the purchasing department, supply management has
evolved into a strategic function that has an important stake at the company’s success. For
an efficient purchasing department, the supply base needs to be managed carefully and
wisely and thus, many companies have concluded to keep the supply base small but
qualitative. Thus, the term supply base reduction has increased its awareness in the past
years. This study aims to create a supply base reduction process for the case company

Schuler Pressen GmbH.

Schuler Pressen GmbH is a high-quality press manufacturer and the industry leader.
Currently, the company is facing a too large supply base with the associated disadvantages,
like high administrative cost and an unclear structure. Consequently, Schuler Pressen
GmbH tries to reduce its supply base in an efficient way but struggles in finding a solution.
The purpose of this master thesis is hence to create a process guideline that explores the
possibility of a supply base reduction based on the example of one sub commodity group.
As only few suppliers control 80 percent of the total purchasing volume and value, many
listed suppliers only deliver low values and volumes and thus, there is a chance of
improving the situation. The chance of reducing the supply base offers advantages, among
others a restructuring of the supply base, so that the purchasing department can work in a
more efficient way. Moreover, cost and quality advantages can be realised.

This case study consists of a critical literature review, a group discussion and interviews as
well as data gathering via the ERP system of the case company. The process guideline was
developed with the help of the above-mentioned parts and then applied to a sub commodity
group to visualise a possible reduction process. Finally, a possible supply base reduction of
approximately 14 percent has been detected, offering the case company the opportunity to
cut its supply base down. Moreover, top-performing suppliers have been identified and

categorised.
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1. Introduction: From Traditional to Strategic Purchasing

Today’s business environment has changed over the past years and the level of global
competition has increased, leading to demanding customers and a harsh business
environment.! Moreover, the global market place is changing and evolving enormously
and companies started concentrating on their core competencies in order to create
competitive advantage. As companies reduced their scope, the role of purchasing
transformed from operative to strategic and thus, strategic purchasing became more
important than ever since products and services that are not the core competencies of a
firm are sourced from suppliers.?2 Consequently, strategic purchasing became a significant
part of the overall business strategy and requires careful preparation and evaluation.

Nevertheless, strategy creation and “implementation is often not that simple”,

With the strategic orientation of the purchasing function the role of purchasing managers
has changed as well. Instead of having a large supply base and buying required items from
any possible supplier, nowadays it is aimed to develop close long-term relationships with a
limited number of suppliers.* Consequently, “purchasing managers need to understand and
analyze the suppliers’ market and develop connections with them”®. Hereby, the decision
of the right supply base size and which suppliers to keep is of great importance as,
according to Ogden (2006), preferred suppliers should be responsible for 95 percent of the
spend.® However, many businesses still have large supply bases and aim to optimise their
supply base to reduce their administrative cost and pool their demand to less suppliers.” As
this is a huge undertaking with many issues to consider, many firms are not sure how to
exactly tackle the supply base reduction process.® Subsequently, this research focuses on
analysing a possible supply base reduction of the case company Schuler Pressen GmbH

and giving a guideline on how to reduce the company’s supply base.

The thesis is structured as follows. First, a short introduction to the overall topic was
presented. The next section will introduce the case company and the specified department.

Followed by this, the problem and the resulting research question as well as sub questions

! see Handfield & Nichols Jr. (2004), p. 29.
2 see Berger et al. (2004), p.14.

3 Hesping & Schiele (2016), p.101.

4 see Sakar & Mohapatra (2006), p.148.

5 Ubeda et al. (2015), p.181.

6 see Ogden (2006), p.34.

" see Choi & Krause (2006), p.640.

8 see Interview A, Appendix C.



are given. Section four focuses on a literature review, summarising the current state-of-art
literature regarding supply base management and supply base reduction. Fifth, the
methodology applied to this research will be outlined and defined. After this, the results of
the study are presented and analysed. The seventh part of this thesis discusses the findings
and a conclusion will be drawn. Finally, the thesis closes with limitations and suggestions
for further research.

2. Case Company
2.1.Introduction to Schuler Group and the Corporate Procurement
2.1.1. Schuler Group

The case company Schuler Pressen GmbH, in the following Schuler, is the “technological
and global market leader in the metalforming industry”® and worldwide the largest
manufacturer of presses. Founded 1839 in GOppingen, Germany, nowadays, the company
employs more than 6.000 employees in 15 countries. The main offers are high-tech press
systems, automation, and services for the metal forming industry while the main customers
are located in the area of car manufacturing, packaging, aerospace, and minting.'° With the

5512

11 and “forming the future™*?,

two slogans “innovation by technology: our key to success
Schuler shows that the company’s focus lies on being an innovative firm that aims to set

market standards and being a big part of creating the new tomorrow.

The company is positioned in the premium price segment offering high-end solutions. As a
result, Schuler was lacking market share in the mid-price segment and thus, acquired in
2015 the Chinese press manufacturer Yadon.*® This acquisition offers access to over 1000

new customers in China as well as new customers interested in presses with lower forces.*

As shown in figure one, service facilities are located around the world while the production
plants are located in Germany, China, and Brazil. Moreover, there are no service or
production sites in Australia and Africa. The service sites are close to important customer

regions to be able to react fast in case of service needs. Production takes mainly place in

% Schuler Group Company Presentation (2017), p.3.

10 see Schuler Group Company Presentation (2017), p.3.
1 Schuler Group Company Presentation (2017), p.3

12 see Schuler Group (2018).

13 see Schuler Group (2017).

14 see Schuler Group Company Presentation (2017), p.9.



Germany due to the focus of delivering high quality products. The Chinese production

plants are mainly responsible for producing parts for the acquired company Yadon.
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Figure 1: Production and Service Map of Schuler Group.
Source: Schuler Group Company Presentation (2017).

2.1.2. Corporate Procurement Organization

The corporate procurement of Schuler is divided into three different areas — division
procurement management, category management, and location procurement — each area
with different orientations to guarantee the best outcomes?®, as can be seen in figure 2.

Each area has its own role and responsibility towards a successful course of business.

The division procurement management “ensures early and close involvement of
procurement competencies in the product and project creation process”*’. The main task is
to assure a stable and economical supply chain within a corresponding division.
Additionally, this department is responsible for make-or-buy decisions, design-to-cost
optimisation, definition of material costs targets and budgets, and the creation of

transparent material forecasts.'®

15 Schuler Group Company Presentation (2017), p.7

16 see Schuler Group Intranet (2018) (not publicly available).
17 Schuler Group Intranet (2018) (not publicly available).

18 see Schuler Group Intranet (2018) (not publicly available).



The area of category management provides the global procurement strategy for the
company and thus, the main task lies in supplier relations. “It is oriented towards the
supplier market and is responsible for proactive and comprehensive management of the
costs of materials for one or more material groups, taking into account the total cost.”*®
Consequently, the main areas of responsibility are the international material group strategy,
sustainable supplier management, utilisation of key performance indicators, and the
definition and implementation of the corresponding procurement leverages in cooperation

with the relevant departments.?

The third area of the corporate procurement is the location procurement which is the
service provider for production. This department is “responsible for provisions of the
required materials or services on time and at a required quality level”?!. Guidelines and the
action framework for the location procurement are defined by the category management.
The main tasks of this department are the efficient order processing, the development of a
cost-effective and quality-controlled supplier portfolio, the secure of supply, and the

supplier development in collaboration with the quality assurance department.??

Divisions Relation

Division Procurement

Figure 2: Corporate Procurement Division.
Source: Schuler Group Intranet (2018a)%.

19 Schuler Group Intranet (2018a) (not publicly available).
20 see Schuler Group Intranet (2018a) (not publicly available).
2L Schuler Group Intranet (2018a) (not publicly available).
22 see Schuler Group Intranet (2018a) (not publicly available).
23 Schuler Group Intranet (2018a) (not publicly available).
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2.2.Technical Purchasing Machined Parts and Machining

The department most relevant for this research is the Technical Purchasing and the
managed commodity group “07 — Machined Parts and Machining” as the focus of this
research will be on this commodity group, focussing on the sub category “0709 —Small
Parts Machining”, in the latter referred to as 0709. The technical purchasing of machined
parts and machining is located in Weingarten, Germany and consists of seven purchasers,
each of them having a technical background and experience in production and engineering.
The team is responsible for the whole ordering process, technical expertise and the
purchase of service parts that are required from the after-sales service. Each member of the
team is responsible for a different sub category of the commodity group. In total, the
commodity group machined parts and machining consists of ten sub categories, namely (1)
control blocks, (2) ledges, (3) gear parts, (4) milling, (5) bar machining, (6) weldments, (7)
sheet metal work parts, (8) special operations, (9) small parts machining, and (10) signs.
The focus of this research will be on this commodity group, especially for the sub category
small parts machining as the accompanying internship is executed in this commodity group
and thus, best insights are given. Furthermore, the head of location procurement sees here
the first tackling point since the supply base of this commodity group and sub group is the

largest.

3. Research Problem and Research Question

As consequence to industrywide changes, Schuler was forced to close its production site in
Weingarten, Germany. Thus, required materials are not internally produced anymore and
need to be purchased from external suppliers. Accordingly, the supply base increased as
each possible supplier has less available production capacity than the production site of
Schuler and thus, more suppliers needed to be contracted. Today, the company has handled
the additional purchase volumes and got back to daily business and orders from a variety
of suppliers. Still, the supply base has increased drastically, and key suppliers are not
identified yet. As a next step, Schuler wants to reduce its supply base and get back to a
decent number of vendors per commodity. As a matter of fact, the supply base reduction
should be efficient and create additional benefits for the firm. The company is aiming for

less administrative work and a consistent quality of materials.



The above-mentioned problem set leads to the following research question:

“How can the company Schuler Pressen GmbH efficiently reduce its supply base,

especially in the area of machined parts and machining?”’

To find an appropriate solution for the supply base reduction problem, the following sub-
questions aim to support the research question.

1. What is the current state of the supply base at Schuler Pressen GmbH?
2. What is the desired future state of the supply base at Schuler Pressen GmbH?

3. How can the desired state be reached?

4. Theoretical Background: Supply Base Management

4.1.Introduction to Supply Base Management

In recent years, supply base management has become one of “the most strategic areas of
responsibility in the purchasing and supply function”®* as it is an essential part of the
overall purchasing strategy and enables a company to successfully manage its suppliers.?®
According to Ogden and Carter (2008), the creation, management and development of the
supply base are connected to the most fundamental decisions in supply management.?®
Consequently, managing the supply base makes or breaks the success of the purchasing
function as a firm can only produce high quality products with high quality supplies that
are delivered in time. Choi and Krause (2006) defined the supply base as “the total number
of suppliers that are actively management by the focal firm, through contracts and purchase
of parts, materials and services”?’. Here, it is important to note that only active suppliers

are considered to belong to the supply base, not those who are listed but are inactive.?®

To successfully manage the supply base, Gadde and Hakansson (1994) divided the supply
base into two dimensions — the number of suppliers and how these suppliers are
organised.?® Depending on the size of the supply base, different strategies and targets can

be set as smaller supply bases have different complexities than larger ones. The aspect of

24 Ogden (2006), p.29.

% see Ates et al. (2015), p.204.

% see Ogden & Carter (2008), p.5.

27 Choi & Krause (2006), p.639.

28 see Choi & Krause (2006), p.650

29 see Gadde & Hakansson (1994), p.29.



the suppliers’ organisation needs to carefully be considered as well as depending on the
working style and company structure the future relationship is determined. Choi and
Krause (2006) found similar dimensions in their research. Next to the number of suppliers,
the authors added the differentiation of each supplier and the level of relationships between
suppliers.®® The differentiation of each supplier needs to be considered in supply base
management as similar suppliers need to be categorised into the same area. If the company
wants to keep similar suppliers, strategies can be developed that concentrate on how to
manage those comparable suppliers. On the other hand, the supply base could be reduced
by some suppliers if there are many similar ones. The last dimension, relationships
between suppliers, determines whether there are possible partnerships or agreements
between suppliers. Rivals might have secret agreements in terms of price or customer
segmentation while other suppliers might be in a cooperation with suppliers that produce

supporting products.

Not only is supply base management of great strategic importance but it also leads to many
benefits and helps a company to advance and progress. Ziggers and Henseler (2006)
mention that with the help of strong suppliers, the focal company can reposition itself in
the competitive surrounding, increase customer responsiveness with the help of close
cooperation with suppliers, and increase long-term relationships with knowledge exchange
and mutual interests.3* Moreover, closer relationships and cooperation lead to deeper trust
and thus, even closer cooperation. This in turn, encourages suppliers to increase their
efforts in terms of resources and thus, quality and flexibility might increase leading to
greater innovation as vendors and the focal firm work more closely together.®> However,
the most important benefit of a strategically managed supply base is that the focal firm gets
a “greater understanding of how to coordinate and synchronize activities within its network

of suppliers and [creates] a context that fosters collaboration.”*3

4.2.Sourcing Strategies: Single Sourcing vs. Multiple Sourcing

30 see Choi & Krause (2006), p.641.

31 see Ziggers & Henseler (2016), p.19.

32 see Zeydan et al. (2011), p.2741.; see Li (2013), p.1389.
33 Ziggers & Henseler (2016), p.19.



In the last decades, different sourcing strategies and how to use them has been in the focus
of researchers.®* Sourcing itself is diverse, complex as well as complicated and thus, issues
arise when companies start deciding on their sourcing strategies. The most important
difficulty is to decide from whom the required products should be obtained, i.e. the
identification of possible suppliers, the quantity of suppliers per category and the order
volumes per supplier.®® Most commonly, single and multiple sourcing strategies are used
by companies, each approach having different benefits and drawbacks. Moreover, a variety

of aspects influence the execution of the chosen strategy and its outcome.3®

The first approach, single sourcing, evolved with the growing usage of the just-in-time
principle®” and is used when “firms have consolidated their supply bases”*. According to
Wetzstein et al. (2016), the goal of single sourcing is to find “one supplier [who] meets all
buyer demands and executives have to make only one decision: Which supplier is the
best?”’%. Subsequently, this sourcing strategy identifies only one supplier per product and
the company engages in a long-term strategic relationship with the particular supplier.*
Generally, there are three central reasons for choosing single sourcing rather than other
sourcing strategies. First, the buyer decides to single source the required product because
the item is of great strategic importance.* Being of strategic importance, quality standards
and delivery times need to be considered and thus, companies might decide to single
source this specific product to ensure the quality and continuous supply. The second reason
for single sourcing is that the product is highly specialised and thus, there is only one
supplier who is able to produce the item.*? In this case, the company is forced to single
source the specific products as no other possibility exists. Lastly, the final customer of the
end-product “has explicitly required the firm to work with a particular sub-Supplier’s
product™®. Having mandated suppliers for particular products leaves no space for other
sourcing strategies than single sourcing and consequently, is not chosen by the company

itself. However, Song et al. (2014) proposes that this sourcing approach should only be

3 see e.g. Berger & Zeng (2006); Burke et al. (2007); Heese (2015).
% see Song et al. (2014), p.522.

3 see Cousins et al. (2008), p.47.

37 see Berger et al. (2004), p.10.

38 Heese (2015), p.125.

39 Wetzstein et al. (2016), p.306.

40 see Cousins et al. (2008), p.52; see Wetzstein et al. (2016), p.306.
41 see Cousins et al. (2008), p.52.

42 see Cousins et al. (2008), p.52.

43 Cousins et al. (2008), p.52.



used when the capability of one single supplier is sufficiently better than the capacity of

several suppliers.*

Three areas of benefit have been identified by several authors — reduced total cost, higher
quality, and an increased level of cooperation.* As Heese (2015) recognised, there are
three explanations for the reduction of the total cost. First, the administrative costs can be
minimised since orders are automatically sent to only one supplier. Therefore, searching
for suppliers and the whole tendering process are obsolete. The second reason for cost
reduction is economies of scale as the order volume is pooled to one supplier. The third
reason is the learning effect of the supplier.®® Moreover, increased quality is a second
benefit of using single sourcing. Here, continuous improvement and cooperative
redesigning of the product or process are the main influencing factors for the enhanced
quality.*” Next to this, the quality is constant as only one supplier is responsible for the
production and thus, the same raw materials, production facilities and processes are
utilised. Lastly, using single sourcing leads to a higher level of cooperation between the
focal firm and the supplier. Through the close partnership, communication and
responsiveness increases which makes it easier to discuss ideas regarding possible redesign

and improvement as well as new product development.*

However, single sourcing has two main disadvantages that need to be considered when
choosing this strategy. The key argument against this sourcing type is that the focal firm is
dependent on the supplier which might lead to a weak position and the longer the
relationship lasts, the more dependent the focal firm becomes.*® This occurs as comparative
suppliers are ignored over time and hence, the focal firm is not in the focus of these
vendors anymore. Moreover, choosing just one supplier to cooperate with might lead to a
lock-in situation, limiting the focal firm’s ability to get into contact with new technologies

and innovations within the broader network of suppliers.®

The second major form of sourcing is called multiple sourcing and is a more tactical than

strategic approach. Cousins et al. (2008) defined multiple sourcing as a way of using

4 see Song et al. (2014), p.535.

4 see e.g. Berger et al. (2004), p.10.; Choi & Krause (2006), p.647; Cousins et al (2008), p.53; Heese (2015),
p.125.

46 see Heese (2015), p.125.

47 see Cousins et al. (2008), p.53; see Heese (2015), p.125.

48 see Choi & Krause (2006), p.647; see Cousins et al. (2008), p.53.

49 see Cousins et al. (2008), p.53; see Heese (2015), p.126.

%0 see Cousins et al. (2008), p.53.
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several suppliers to order identical parts.>* This includes the negotiation with a number of
suppliers and splitting the order quantities among them.? However, different suppliers
have different qualities, prices and production capabilities. Consequently, purchasers have
to carefully balance these constraints when placing their orders. Multiple sourcing is used
to maintain the “continuity of supply in the short term, whilst enabling the buyer to achieve
price reductions.”® As numerous suppliers offer the same product, buying companies are
able to negotiate heavily and decrease the purchasing price. It is proposed that multiple
sourcing is mostly used to prevent supply uncertainty and ensure a continuous supply as

well as to maintain and increase competition among suppliers.>

Literature has found four major areas of benefits when using multiple sourcing, which can
be categorised into (1) purchasing price, (2) performance improvement, (3) independence,
and (4) continuous supply.> As several suppliers are offering the same product they are
competing against each other to be the chosen supplier. Therefore, prices and shipping cost
drop leading to cheaper purchasing prices for the focal company.®® Another important
benefit of the increased competition is that the performance of competing suppliers
improves and the quality of products increases.®” As suppliers want to make sure to get the
order, they are improving their products and processes in order to compete against their
rivals. As a result, the overall quality of the product increases as most of the suppliers do
the same. Thus, the buying company gets a better quality with lower prices. A third
advantage of having multiple suppliers per product is that emergency situations and
shortages can be avoided.®® As the product is sourced from different suppliers and
accordingly different production plants, the continuous supply is guaranteed and natural
disasters, strikes, or production shortages in one plant do not lead to a complete
disruption.®® Finally, the greatest benefit of multiple sourcing is that the focal firm is not
dependent on one supplier but can choose among a variety of suppliers.®® Thus, suppliers

can be interchanged or deleted from the supply base without losing whole product lines.

51 see Cousins et al. (2008), p.53; see Wetzstein et al. (2016), p.306
52 see Wetzstein et al. (2016), p.306.

%3 Cousins et al. (2008), p.54.

% see Cousins et al. (2008), p.54; see Song et al. (2014), p.522.

55 see e.g. Berger et al. (2004), p.10; Cousins et al. (2008), p.54; Sarkar & Mohapatra (2009), p.124; Heese
(2015), p.126.

% see Berger et al. (2004), p.10; see Cousins et al. (2008), p.53-54.
57 Heese (2015), p.126.

58 see Sarkar & Mohapatra (2009), p.124.

59 see Heese (2015), p.125.

60 see Heese (2015), p.126.
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On the other hand, multiple sourcing offers some disadvantages that need to be considered
when deciding for this strategy. Even though the purchasing price decreases, the total cost
might increase or do not change but stay at the same level. Due to more suppliers, the
administrative workload increases, e.g. quality management, supplier relationship
management or keeping track of the master data which leads to higher fixed costs.5!
Another administrative disadvantage is that more and longer negotiations are necessary as
different offers need to be compared and discussed to find the best deal. This requires more
workforce and might lead to delays in production schedules when negotiations take longer

than expected.®?

4.3.Supplier Selection: Choosing the best Suppliers

After a company decided that it does not produce a required material or product but buys it
from a supplier, an adequate supplier needs to be selected. Supplier selection is a
“decision-making process to select the best supplier(s) from a prequalified pool based on
predefined objectives and decision criteria”®. This process has always been of great
strategic significance and due to globalisation and thus, increased competition, it became
even more important to work together with high quality vendors to create a competitive
advantage. Already Lewis (1937) discussed the importance of the correct supplier selection
and stated that “it is probable that of all the responsibilities which may properly be said
belonging to the purchasing managers, there is none important than the selection of
suppliers.”® This indicates that even before purchasing was seen from a strategic
perspective, it was known that the right supplier is key to a high-quality product and thus,
competitive advantage. According to Zeydan et al. (2011), choosing the right supplier is
crucial for increasing the quality, reducing operational expenditures and shaping the
company’s future.®® However, the supplier selection process is both complicated and
complex as many different factors have an impact on the decision-making process, making

it risky for companies to use this process without careful preparation and research.®

61 see Sarkar & Mohapatra (2009), p.124; see Song et al. (2014), p.523.
62 see Berger et al. (2004), p.10.

83 Wetzstein et al. (2016), p.306.

64 ewis (1937), p.186.

% see Zeydan et al. (2011), p.2741.

% see Cousins (1999), p.153; see Zeydan et al. (2001), p.2742.
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According to Cousins et al. (2008), the supplier selection process can be subdivided into
four different categories — the initial supplier identification, determination of measurement
criteria, information gathering, and the final selection.®’” Nevertheless, defining and
measuring the appropriate selection criteria are the most important steps as these are the
outcome of the strategic identification of the key activities, processes and values that are

expected from a company’s suppliers.5®

When companies want to engage in the supplier selection process, literature suggests
different factors that need to be considered. First of all, there are two different types of
selection criteria, quantitative and qualitative criteria.®® Both types have different forms of
measurement systems whereas it is easier to measure quantitative criteria as those are
easier to visualise and analyse. Usually both measurement types are combined during the
selection process in order to get the best result possible. Next to measurable criteria, some
companies have minimum standards that need to be reached by suppliers in order to be
considered for the selection process at all. One example of these minimum standards is the
sustainability of a vendor. According to Reuter et al. (2010) companies expect certain
standards in sustainability from their suppliers to ensure that these suppliers are in line with
the company’s guidelines and rules. If a supplier does not follow those predefined
standards, he will not be considered for any cooperation at all.” After a supplier fulfils the
ethical requirements, the focal company needs to decide on measurement criteria to
evaluate the suppliers fit to the firm. The eleven most common and important criteria are 1)
quality, 2) price, 3) delivery standards, 4) degree of flexibility, 5) service, 6) certificates, 7)
level of know-how, 8) production volumes, 9) equipment, 10) commitment, 11) trust and
communication.”t However, next to each criterion, the whole performance should be

considered during the measurement process.’?

Reuter et al. (2010) propose in their research different approaches for new and already
established suppliers. New suppliers should be asked to hand in a self-assessment
questionnaire, consisting of semi-structured and structured questions, to evaluate whether
the supplier is eligible to be considered in the selection process. If the supplier is eligible,

an auditing team with internal and external experts should visit the suppliers’ facilities and

67 see Cousins et al. (2008), p. 60.

% see Nair et al. (2015), p.6264-6265/6271.

% see Ho et al. (2010), p.16; see Wetzstein et al. (2016), p.309.

0 see Reuter et al. (2010), p.54.

"L see Lemke et al. (2000), p.45/53; see Handfield & Nicholas Jr. (2014), 30.; see Nair et al. (2015), p.6272.
2 see Nair et al. (2015), p.6264.
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ensure that the supplier fits in terms of quality, safety and regulatory standards.” For
already established suppliers, Reuter et al. (2010) has another method towards supplier
selection. Here, the suppliers are categorised into non-critical, critical, and very critical
vendors depending on their previous performance. While non-critical suppliers should sign
a self-declaration that company guidelines and rules are followed, critical and very critical
suppliers have to answer a similar questionnaire as new suppliers. When the questionnaire
provides a satisfactory outcome, the supplier will still be considered for selection. If any
issues arise, audits are required to re-evaluate the supplier. Very critical suppliers should
directly be audited where then it will be decided whether to develop or delete the supplier
from the supply base.” These audits include several areas to be reviewed, e.g. the

manufacturing process or how raw materials are sourced.

4.4.The Preferred Customer Status: Cooperating with the best Suppliers

As companies nowadays tend to focus on their core activities and increase their
outsourcing, the best suppliers possible need to be contracted.” However, as buying firms
are competing for those suppliers the dynamics between suppliers and buyers have
changed.”® Consequently, suppliers are able to decide about their resource division
between their customers and thus, define for themselves less and more important

13

customers. As Bemelmans et al. (2015) mention, “a supplier should treat all customers
equally, [yet,] some customers are business-wise clearly more important than others™’’.
These preferred customers are mostly treated better by the supplier than their competitors,
e.g. in prices, support or material availability.”® Here, mutual interest, long-term
partnerships as well as the strategic importance are factors that decide on the suppliers’
decision. Generally, customers are positioned as preferred customer when the supplier is
more than satisfied with the relationship, e.g. when the buying firm is highly attractive,
however, if better matches arise, suppliers might drop the status again.”® Consequently,

buying firms constantly need to put effort in this relationship to be able to continue

73 see Reuter et al. (2010), p.54.

" see Reuter et al. (2010), p.54

5 see Nollet et al. (2012), p.1191.
6 See Nollet et al. (2012), p. 1186.
7 Bemelmans et al. (2015), p.179.
8 See Nollet et al. (2012), p.1187.
7 See Schiele et al. (2012), p.1181.
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successfully. To be acknowledged as preferred customer, a shift from an analytical to a
network perspective needs to happen within the buying company as they need to
understand that the preferred customer status is about relationship and mutual trust rather
than pure numbers.2% Once this shift has happened, buying companies are more open for
changes in their behaviour and strategic decisions, which might lead to an increased
attractiveness for the targeted supplier. Schiele et al. (2012) found that both supplier
satisfaction and customer attractiveness are factors that have a great impact on the
preferred customer status and its retention. While supplier satisfaction is related to the
outcomes of the relationship, customer attractiveness is related to hard facts of the buying
company, e.g. future growth potentials, payment reliability or the company’s success.?!
Once the status is achieved, several advantages are created and can be utilised by the
buying firm as well as the supplier. According to Nollet et al. (2012), the main advantages
are an increased product quality, increased collaboration in innovation, higher level of
support and communication, greater reliability as well as lower prices in total.®2 These
advantages are supported by Bemelmans et al. (2015) who found that suppliers tend to
offer new innovations firstly to their preferred customers before offering them to anyone

else.83

5. Theoretical Background: Supply Base Reduction
5.1.Introduction to Supply Base Reduction

In the past, most companies used to have large supply bases with many suppliers on stock
and only minor reductions within the supply base occurred when necessary.3* However,
nowadays, research has emphasised on the necessity of supply base reduction and
optimisation.®® Literature has focused on this topic and consequently, consultancies
adopted the theme and started using it in the early 1990s to “enable a leveraging
strategy’®. The issue of supply base reduction can be categorised into purchasing and
supply chain management, more in depth to supply management, and is one of the first

80 See Schiele et al. (2012), p.1183; see Huttinger et al. (2014), p.705.

81 See Schiele et al. (2012), p.1181; see Tanskanen & Aminoff (2015), p.135.
82 See Nollet et al. (2012), p.1187.

8 See Bemelmans et al. (2015), p.193.

8 see Lemke et al. (2000), p.46.

8 E.g. see Cousins (1999), p.146; see Talluri & Narasimhan (2005), p.130

8 Cousins et al. (2008), p.44.
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steps, i.e. belongs to the prequalification stage.®” Nevertheless, “empirical evidence for the
reduction in the supplier base is rare”®® and thus, companies are not sure whether and how
to implement and use this approach.®® Generally, the idea for supply base reduction is
based on the premise that resources are limited and with a reduced supply base, companies

are able to better manage their own resources.*

Literature has many different definitions for the term supply base reduction. According to
Ogden (2006), “supply base reduction is defined as the process of and activities associated
with reducing the number of suppliers that an organization utilizes.”®* Moreover, supply
base reduction is concerned with retaining the best suppliers out of a large base and is thus,
a highly strategic approach.®? When it is seen as a strategic long-term approach, there are
three key activities associated with supply base reduction — reduction of the number of
suppliers, reconfiguration of the existing supply base, and involvement in supplier
development.® On the other hand, supply base reduction can be seen as a one-time strategy
that aims to reduce the number of suppliers in the short-term to realise cost reductions and
strategic targets.®* Consequently, two different goals can be reached with the reduction of
suppliers — long-term strategic issues and short-term cost reductions. Depending on what
the organisation focuses on, different approaches are necessary, however, the short-term
reduction is easier manageable as suppliers are reduced according to prices and delivery
times. Reducing the supply base over the long-term on the other hand, needs more
preparation and careful selection and management. Nevertheless, it is not an easy decision
as these choices cannot be turned back easily.®® The process puts pressure both on
suppliers and the company itself. Suppliers need to improve their performance to stay
competitive and in the supply base as otherwise they might be excluded, while the
organisation might face extra cost and the burden of deciding which supplier to terminate
the partnership with.°® Once the buying company has successfully minimised its supply

base, the selected suppliers might be taken into a contractual relationship to ensure that the

87 see Sarkar & Mohapatra (2006), p.150/153; see Song et al. (2014), p.524

8 Lemke et al. (2000), p.46.

8 see Ogden & Carter (2006), p.8.

% see Cousins et al. (2008), p.44.

%1 Ogden (2006), p.29.

92 see Talluri & Narasimhan (2005), p.130; see Sarkar & Mohapatra (2006), p.150.
9 see Talluri & Narasimhan (2005), p.130.

% see Cousins (1999), p.147; see Sarkar & Mohapatra (2006), p.150.

% see Cousins (1999), p.153.
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determined goals are reached.®” As a result, many businesses are nowadays engaged in
long-term relationships with fewer suppliers even though the “term ‘supply base reduction’
is to an extent a misnomer.”%® The company itself has reduced its number of suppliers but
many of the excluded suppliers are now indirect suppliers, leading to an extended supply

network.®

5.2.Benefits and Risks related to Supply Base Reduction

Reducing the number of suppliers has several advantages as well as drawbacks a company
needs to consider and evaluate. Both risks and benefits can be found in the literature;
however, companies tend to not measure the achieved benefits.’® There are six key areas
of benefits and four key areas of risks that are most mentioned by literature which will be

highlighted in this section.

The identified key benefits are: 1) cost-effectiveness, 2) negotiation power, 3) logistical
improvement, 4) information sharing and cooperation, 5) increased quality, and 6) benefits
for suppliers.’* Having fewer responsible suppliers’ cuts different cost types and thus, the
overall costs are decreasing, leading to a better cost-effectiveness and cost reduction.
Reasons for this cost reduction are varied and both connected to specific suppliers and the
focal company. According to Song et al. (2014), suppliers are able to reduce their unit
costs as volumes are bundled and thus, more quantities are ordered from one supplier.1%2
When more quantities are ordered, suppliers normally offer lower prices than when less
items are ordered as it is as well easier and more profitable for a supplier to produce more
pieces. Lower unit costs lead to lower ordering cost in general, which decreases the overall
cost. Another source of cost reduction are the administrative costs. With less suppliers, less
administrative work needs to be handled, e.g. sourcing for suppliers, tendering or
negotiations, and thus, less resources of the focal company are required.’®® Consequently,
better ordering conditions due to larger volumes and less administrative cost decrease the

overall cost when using a reduced supply base. Another advantage of using fewer suppliers

% see Ogden (2006), p.36

% Cousins et al. (2008), p.46.

% see Berger et al. (2004), p.10; see Cousins et al. (2008), p.46.

100 sge Lemke et al. (2000), p.54; see Ogden & Carter (2006), p.7.

101 e.g. see Cousins (1999), p.153; see Lemke et al. (2000), see p.45/52-52; see Nam et al. (2011), p.333; see
Song et al. (2014), p.524/526.

102 sge Song et al. (2014), p.524.

103 sge Lemke et al. (2000), p.45/52.
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is that the negotiation power increases. As one supplier produces a higher volume for the
company, the focal company might become more important for the supplier.’** Hence, the
focal company has a greater impact and is able to better negotiate its terms regarding e.g.
prices, delivery or ordering schemes. Next to cost-reduction and an increased negotiation
power, the logistical improvement is of great importance. Logistical issues can be
standardised when products are regularly ordered from specific suppliers. Here, advantages
in the logistics occur as each person involved knows the process and deliveries can be
forecasted.'® Moreover, deliveries are more reliable as the ordering and delivery process
will change into an improved, continuous process.’® Additionally, information sharing and
cooperation between the buying firm and supplier will increase. There is according to
Lemke et al. (2002) a “more intense and direct contact™%” with the supplier which enables
cooperation and information sharing. This information sharing is accompanied by “a desire
for continuous improvement and innovation”'% where supplier and buyer engage in shared
innovation projects to increase the quality of the product or innovate new products.
Additionally, information sharing offers the transfer of know-how and enables the supplier
to increase his performance, or the other way around, the focal firm to increase its quality
and performance.!® The increased quality results from the previous mentioned advantages.
As the logistics can be improved as well as information sharing and collaboration increase,
the quality of different factors increases, too. First, the quality of the components increases
which in turn increases the quality of the end product. Second, the coordination quality
increases, leading to an enlarged overall performance of the company.*® An increased
quality of the product and the overall performance leads to more efficiency, less defective
goods and a better image of the company. When taking a look at the supplier side, there are
some benefits related to the suppliers who were not excluded from the supply base.
According to Song et al. (2014), the selected suppliers get larger orders and thus, higher

sales.!’ This increases the suppliers’ revenues and might lead to a better financial

104 see Lemke et al. (2000), p.51.

105 see Lemke et al. (2000), p.52.

106 see Nam et al. (2011), p.333; see Song et al. (2014), p.525.
107 Lemke et al. (2000), p.52.

108 Nam et al. (2011), p.333.

109 see Lemke et al. (2000), p.52.

110 see Lemke et al. (2000), p.45; see Nam et al. (2011), p.333.
111 see Song et al. (2014), p.524/526.
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performance of the supplier. Additionally, demands can be forecasted more easily leading
to better production planning and thus, a more efficient workflow for the supplier.t*?

Even though the reduction of the supply base offers many benefits for the focal firm, there
are as well drawbacks that need to be carefully considered. The main issues to reflect on
are 1) supplier opportunism, 2) reduced flexibility, 3) increased dependency, and 4)
increased supply risk.*® According to Nam et al. (2011), some suppliers could try to take
advantage of the situation and show an opportunistic behaviour.t** This risk needs to be
taken seriously as opportunistic suppliers might damage the production, quality or
relationship between themselves and the focal company. Moreover, this behaviour leads to
a lack of trust which in turn might terminate the relationship with this supplier and a new
supplier needs to be sourced which is both time and cost intensive. Another issue is the
reduced flexibility. Fluctuating demand occurs suddenly and companies with few suppliers
might not be able to respond accordingly. Here, flexibility cannot be guaranteed as the
chosen suppliers might not have enough capacities to meet the changing demand.'*®> This
lack in flexibility might lead to the situation that the focal firm is not able to produce
anymore and thus, misses potential revenues and customers. Moreover, with a smaller
supply base, the dependency on each supplier increases for the focal firm.'® As suppliers
are reduced and thus, only few suppliers are responsible for the product, the focal firm
depends on these suppliers to meet the required demands in terms of quality, delivery and
capacity. Here, suppliers might again show opportunistic behaviour as they know that the
focal firm is to some degree dependent on them. However, relationship management and
partnerships can decrease this risk. Another problem of the increased dependency is a
possibly lock-in situation. Suppliers might lock the focal company into certain
technologies that are only available from specific providers.'*” This lock-in situation leads
to high dependency as well as high switching cost and needs to be prevented. The last
possible risk, the increased supply risk, occurs as there are chances of shortages due to
demand fluctuations, sudden failures or other disruptions.'® In these situations, the

capacities of the selected suppliers are not large enough to meet the demand and thus,

112 sge Song et al. (2014), p.524.
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continuous supply is not guaranteed.'*® Each of these risks needs to be carefully considered
and evaluated and back-up plans need to be developed to ensure the continuous supply of

the nominated suppliers.

5.3.Critical Success Factors: Making the Supply Base Reduction a Success

When a company aims to reduce its supply base, it has to consider specific factors that help
achieving sufficient results. These so-called success factors are next to benefits and risks of
great importance and need to be carefully considered. According to Ogden (2006), only
few academic literatures are available about critical success factors of supplier base
reduction and the available literature is rather conceptual and general.'?® However, some
critical success factors have been identified by literature. The identified key issues are 1)
information systems, 2) involvement of key personnel, 3) supplier evaluation, 4)
relationship management, and 5) slow change of supply base.'?*

One of the most important success factors is an effectively working information system.!??
All supply base management efforts depend on the correctness and completeness of data
and the underlying information systems.'?® Information systems deliver, save and
communicate important data and information which are required for the decision making in
the supply base reduction process. Furthermore, communication and data exchange with
suppliers as well as capability issues of suppliers can be managed via these information
systems.'2* Consequently, having an efficiently working information system in place is the
first step to start with the reduction of a company’s supply base. The second key success
factor is to involve all the important key personnel. Each employee who might be vital
should be involved to be able to hand in information, critical thoughts or experiences.
Though, key personnel “may not necessarily be top managers within the organization, but
those with influence”?°. Without the involvement of crucial employees, important insights
are missed or information are misunderstood and wrong decisions might be made. Trent

and Monczka (1999) mention in their paper that persons with experience in contract
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management, quality management, total cost management, negotiation, and value analysis

should definitely be included in the supply base reduction process.'?°

Starting with the actual supplier reduction process, the first critical success factor is the
supplier evaluation. As suppliers are reduced and the remaining ones get larger volumes to
produce, a company has to make sure that the possible chosen suppliers are able to produce
the required volumes in both quality and quantity in the required lead times.'?’ To evaluate
suppliers correctly, Talluri and Narasimhan (2005) determined that the supplier evaluation
has to be of strategic nature and using quantitative and qualitative measures.*?® As both
short and long-term issues need to be fulfilled, the supplier evaluation factors should focus
on both the long and short-term. Evaluation factors that should be included in the
performance process are the total cost of supplier quality, checking historical supplier
performance data and doing an extensive supply chain benchmarking.'?® After suppliers
have been evaluated and categorised, the relationship management needs to be critically
reviewed. According to Cousins (1999), “a reduced supply base requires a different
supplier management style”**° as the scope of the supply management changes to a more
strategic direction rather than operative. Consequently, more cross-functional thinking is
required for the management and development of key suppliers.'® Thus, it is essential that
the relationship management is adapted to the planned supply base reduction. Lastly,
Ogden (2006) identified that one of the most important factors in supply base reduction is
to not change the base too fast and abruptly.'®? Taking more time for this process allows
both the focal company and the suppliers to adapt to the new situation and change their
management habits. Moreover, production capabilities can be increased by the supplier and
improvements can be done. Another factor of not rushing through the reduction process is
that fast changes could result in quality and capacity problems as the remaining suppliers

did not have enough time to re-plan their production schedule accordingly.*?
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5.4.Approaches of Supply Base Reduction

As already mentioned in the previous chapter, the process of reducing the supply base
should be done carefully and thought through where both short-term and long-term issues
are evaluated.!®* To reach this, Ogden and Carter (2008) state that it is of great importance
to identify potential suppliers and then, evaluate those carefully.!® This process is
supported by Sarkar and Mohapatra (2006) who determined in their paper that the two
most important phases are the identification of the optimal number of suppliers and the
selection of suppliers that should stay in the supply base.3® In order to take actions, several
approaches have been suggested by literature. In the following, the three most known
approaches of supply base reduction will be highlighted. These are namely systematic

elimination, standardisation, and tiering.*’

The approach of systematic elimination of suppliers works with the underlying principle of
“gradually phasing out suppliers”**®. Consequently, suppliers are eliminated over a certain
period of time according to several selection criteria. Here, suppliers are not eliminated all

at once but in several steps, as can be seen in figure 3.

Number of
Suppliers

time

Figure 3: Systematic Elimination Approach.
Source: Based on Ogden (2006)'%,

134 see Sarkar & Mohapatra (2006), p.151.
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139 See Ogden (2006), p.36.
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Within the systematic elimination, Ogden and Carter (2008), divide the supply base into
three different categories — red, yellow and green suppliers.}*® While suppliers who are
categorised into red are eliminated directly at the beginning of the reduction process,
yellow and green suppliers stay in the supply base. However, yellow suppliers are also
meant to be eliminated while the green category shows suppliers that are meant to stay in
the supply base in the long-term. This process is visualised in figure 4.

Supplier 1 | | Supplier 2 | | Supplier 3
Stage 1: Stage 3: SRR
all suppliers . - - red suppliers
T Supplier 4 | | Supplier 5 | | Supplier 6 il
are reviewed are eliminated g, oolier 4 | | Supplier 5 | | Supplier 6
Supplier 7 | | Supplier 8 | | Supplier 3 - -
Supplier
10
Stage 2: i i i Stage 4
supphiers are Supplier 4 | | Supplier 5 | | Supplier & only green
categorized into suppliers are
grzen, yellow left in the
and r=d supply base

Figure 4: Supplier Categorisation.
Source: Based on Ogden & Carter (2008)*4L.

The second approach, standardisation, decreases the number of suppliers by reducing the
complexity of products, i.e. standardising several similar parts into one part. This helps
creating a consistency in the perception between the focal firm and the supplier and
homogenises the demand of the focal company.**? During the standardisation process,
suppliers can actively help the focal firm and provide necessary input on how to improve

or standardise certain parts.!*® This in turn gives the buying company hints on which
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suppliers to keep in the supply base. Furthermore, processes need to be redefined and can
be at the same time improved which leads to better efficiency and lower costs.

The third approach is called tiering and “involves restructuring the supply base into direct
and indirect suppliers.}** As can be seen in figure 5, the focal firm reduces its direct
suppliers, however, the number of indirect suppliers increases as suppliers are simply
shifted in the supply chain.!*® Even though the total number suppliers in the whole supply
chain did not decrease, the focal company created a smaller and thus, easier manageable

supply base for itself.

Before Tiering After Tiering
/ /1 Supplier 2
—» [Supplier2 ] — [supptier 1 [
Supplier 3

N i3 |

Figure 5: Tiering Process.
Source: Based on Ogden & Carter (2008)%4,

5.5.Tools for Supply Base Reduction
5.5.1. Spend Analysis

All expenditures a company has can be categorised into direct and indirect spending, i.e.
spending that has an impact on the product and expenses that are not related to the
product.**” Direct spending is managed by the procurement or purchasing department and
the spends can “run into billions of dollars for Fortune 500 companies to hundred of
millions for mid size oganizations.”'*® Consequently, it is of great interest for each firm to
get an overview of what is paid and where it is spent. Nevertheless, getting the right

information through these spends is highly complicated and depends on the ability to
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effectively organise and analyse the available data.'*® This organisation and analysis of the
available data is called spend analysis and is of existential importance for the purchasing
department. The goal of this analysis is to get a better overview what a company actually
spends as well as to improve this expenditure and identify possible opportunities for cost
savings.’® According to Renge (2005), the result of a spend analysis is “a complete,
documented understanding of the organization’s past and future purchases for supplies and

services, segregated by users and suppliers”*®.,

Literature has identified several key processes and steps in undertaking a spend analysis.
Three of these key processes have been reviewed and they are all similar to each other but
differ to some extent. Makhija (2006) selected four key processes while undertaking a
spend analysis while White (2012) summarised the key steps into three categories and
Limberakis (2012) found six steps.® A summary of the three different approaches can be
found in table 1. Generally, data needs to be collected from various different sources and
cleansed, so that only trustworthy and reliable data is used. This collected and cleaned data
needs to be classified and analysed to get the needed information. Finally, cost saving
opportunities can be identified and realised.'>® According to White (2012), there are three
different forms of opportunities — short-term, medium-term, and long-term opportunities.
Consequently, there are issues that can be changed and implemented relatively quickly,
contracting requirements take some more time and are thus, medium-term goals and
finally, strategic issues that influence the sourcing strategy and need to be changed in the

long-term. >4

Benefits of this approach are various as a spend analysis helps the purchasing department
highlighting areas of cost savings, improvement and changes. Generally, a correctly
performed spend analysis can lead to cost savings from 20 to 35 percent and gives valuable
insights for sourcing decisions.*®® Furthermore, buying power can be capitalised, spending
patterns found, and a constant improvement is made.*®® Accordingly, when used in the

supplier base reduction process, this analysis helps to get an overview of the actual
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155 see Limberakis (2012), p.10/14.

1%6 see Makhija (2006), p.1.
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situation of suppliers, ordering volumes and expenses per supplier. Thus, it is the first step
that needs to be undertaken when a company wants to reduce its supply base.

Auth
Steps RO Makhija (2006) White (2012) Limberakis (2012)

1 Data Collection |Data Collection and Cleanse | Definition of Spend Scope

2 Cleanse Clasﬁrﬁlcanm} and Data Collection
Manipulation

3 Classification Analysis amli D?pamw Cleanse and Categorisation
Identification

4 Analvsis Creation of Spend Profile

5 Analvsis

(] Opportunity Identification

Table 1: Summary of different Spend Analysis Steps.
Source: Own elaboration.

5.5.2. Pareto Classification

In order to classify a company’s suppliers and sourced products into categories, the pareto
method is one of the most used strategies. This classification method is quickly visualised
and an inexpensive way to gather data and create summaries of information regarding
critical items and suppliers.® Pareto’s method is also called 80/20 rule and is based on the
idea that 20% of a company’s suppliers or sourced products are responsible for 80% of the

cost,1%8

Generally, suppliers are categorised into three different classes — A, B and C. While A-
suppliers represent the strategically important vendors who account for approximately 80%
of the cost, B-suppliers are in the middle and C-suppliers account for high volumes with
low ordering cost.™®® Aim of this classification is to be able to concentrate on the
strategically important few and spend less time with low-cost suppliers.'®® According to

Grosfeld-Nir et al. (2007), A-suppliers account for 80% of the cost and B-suppliers as well

157 see Grosfeld-Nir et al. (2007), p.2317/2320

1%8 see Cousins et al. (2008), p.49/52; see Chen et al. (2008), p.3281.

159 see Grosfeld-Nir et al. (2007), p.2317; see Cousins et al. (2008), p.50.
160 see Flores & Whybark (1986), p.79.
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as C-Suppliers for 10% of the cost while A-suppliers only deliver 20% of the products, B-
suppliers 30% of the supplies and C-suppliers deliver 50% of the needed resources. 6!

As can be seen in figure 6, the distribution differs highly between the left and the right pie
chart, i.e. the distribution of total costs and total ordered products. With this categorisation,
companies can easily identify their key and weak suppliers, which is supportive for supply

base reduction efforts.

TOTAL COST TOTAL PRODUCTS

M A-Supplier
M B-Supplier
B C-Supplier

Figure 6: Pareto Classification.
Source: Based on Grosfeld-Nir et al. (2007)2€2,

5.6. Supply Base Reduction Processes: Comparing different Processes

To be able to conduct a supply base reduction, companies need to establish a process of
how to proceed, so that all issues are covered, and nothing is left out. Literature has
conducted several researches to define such a process.'®® In the following, the processes
from Sarkar and Mohapatra (2006), Carter and Ogden (2008), Pryjma (2011) and Nafie
(2012) will be highlighted. An overview of these four different processes can be found in

table 2. What can be seen at the first glance is that the first process found by Sarkar and

161 see Grosfeld-Nir et al. (2007), p.2317.

162 see Grosfeld-Nir et al. (2007), p.2317

163 see e.g. Sarkar & Mohapatra (2006), p.155; Carter & Ogden (2008), p.15; Pryjma (2011), p.46; Nafie
(2012), p.35.
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Mohapatra in 2006 has three steps while Carter and Ogden defined six different steps in
2008. Further, both Pryjama (2011) and Nafie (2012) shortened the process back to four

steps.

Author | Sarkar & Mohapatra Carter & Ogden ] -
P 2011 Nafie (2012
Steps (2006) (2008) ryjama (2011) | Nafie (2012)
1 Problem Definition Cross-Functional Team Supplier Datla Prepatory Phase
Base Analysis :
) . Develctpment Gf? Analysis of Framework
2 Formmlation of Criteria | Commodity Sourcing
: Components | Developmet Phase
Strategy
3 Qualification [dentification Frf Potential Supplier Implementation
Suppliers Replacement Phase
. . Final Supplier ,
4 Supplier Selection , Ewvaluation Phase
Selection
z Implementation of
) Changes
6 Contimmons Improvement

Table 2: Overview of Supply Base Reduction Processes.
Source: Own elaboration.

Sarkar and Mohapatra (2006) developed a three-step process within their research and
defined several sub missions within each stage.'®* The first step is the problem definition,
where the focal company should conduct an in-depth analysis of the supply market and the
nature of the firm’s purchases. Furthermore, objectives and goals need to be defined. The
second step, the formulation of criteria, is about identification and classification. Here, the
focal firm has to identify the different factors that might have an influence on the defined
objectives. The second sub step is the classification of the identified factors into capability
and performance factors. The final step, the qualification, is the main part of the supply
base reduction process and includes several sub steps to conduct. In this phase, potential
suppliers are screened and identified, and supplier data is collected. Moreover, a cross-
functional team is established in this phase, where experts from different departments are
brought together to discuss the importance of the defined factors, possible problems, and
the conducted supplier evaluation. This cross-functional team should then create two
separate rankings of all suppliers — one ranking for the suppliers’ performance and another
one for their capabilities. Based on these two rankings, a capability-performance matrix

should be created where suppliers are ranked accordingly. The final sub step of the

164 for the subsequent description see Sarkar & Mohapatra (2006), p.155.
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qualification phase is to eliminate the low-performance suppliers and retain the best

suppliers.

A second process to reduce a company’s supply base was created by Carter and Ogden in
2008 and consists of six different phases, each with several sub steps.'®® These steps are 1)
establishment of cross-functional team, 2) development of commaodity sourcing strategy, 3)
identification of potential suppliers, 4) supplier selection process, 5) implementation of
changes, and 6) continuous improvement. The first step is highlighted by Carter and Ogden
(2008) as valuable input is given from different perspectives. When creating a cross-
functional team, firstly the project manager needs to be announced and then, a team has to
be selected and established. When all members of this team are informed and gave their
approval, the different roles and their responsibilities need to be discussed, defined and
distributed. After these steps, the team can start with their work, i.e. create a preliminary
plan, state their mission and define objectives and targets to be reached. When this is
accomplished, the second step, the development of a commodity sourcing strategy, can be
targeted. For this, opportunities and possible risks need to be identified, analysed and
prioritised. Additionally, existing suppliers need to be visited and then benchmarked
against each other to be able to create a ranking. If possible, product parts should be
standardised to create higher volumes, however, for this, the team needs to understand the
requirements of the service and each product. After these steps, a commodity sourcing
strategy should be developed that includes baseline measurements, the desired future state
as well as benefits and drawbacks. The third step, identification of possible suppliers,
consist of several sub steps. At this point, potential suppliers need to be listed and their
profiles completed, i.e. historical data needs to be checked and missing information need to
be added. Then, pre-screening criteria can be defined, and a short-list of suppliers
developed. The fourth step is all about selecting the best suppliers and thus, the first sub
step is to develop criteria for the supplier selection. After measuring these suppliers
accordingly, the qualified suppliers need to be visited and negotiations should start. After
this, qualified suppliers can be selected. Then, the implementation phase starts, where
barriers are identified and tried to be overcome. In this step, an implementation plan,
supplier exit plan and new supplier plan needs to be created so that the change occurs
without interruptions. All suppliers need to be informed whether they stay in the supply

base or are eliminated. Suppliers who stay in the supply base should additionally receive

185 for the subsequent description see Carter & Ogden (2008), p.15-18.
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information about future expectations and targets. Finally, the last step in Carter and
Ogden’s (2008) supply base reduction process is the continuous improvement, where
suppliers are constantly measured, opportunities analysed, and supplier relationship

management is implemented.

The process developed by Pryjama (2011) is divided into four different steps — 1) supplier
data base analysis, 2) analysis of components, 3) supplier replacement, and 4) final
supplier reduction.*®® In the first phase, the basic conditions are discussed and determined,
i.e. the scope is determined, pre-screening data of suppliers is evaluated and opinions from
different departments are obtained. The second step is then the analysis of the components
where the project team studies the technical specifications of the sourced products and
determines specific supplier evaluation criteria. After this, the supplier replacement takes
place. Here, the project team evaluates all available data and creates a shortlist of suppliers,
possible replacement suppliers, and possible product substitutes. These shortlists need to
be accepted by the responsible departments, e.g. R&D for the product substitutes, and
when the approval is given, the project team can continue with the last step, the final
supplier reduction. This step includes the selection and elimination of suppliers,
replacement of old material numbers, documentation of the whole process and the follow
up.

The last reviewed supply base reduction process was developed by Nafie (2012) and
consists of four different stages — 1) preparatory phase, 2) framework development phase,
3) implementation phase, and 4) evaluation phase.*®” In the first phase, all activities that
are not directly related to the supply base reduction are conducted. This includes the
creation of a project team, the conduction of a spend analysis, and the decision-making
regarding the supply base reduction approach. When these prearrangements are done, the
second phase starts where supplier elimination and selection criteria are developed to
create a framework for the process. The third phase, the implementation phase, is about the
product analysis, supplier selection and supplier elimination. In this phase, all decisions are
taken and suppliers are eliminated as well as selected according to the previously
determined measures and selection criteria. As a last step, the results are analysed and
feedback is provided by the focal firm and the suppliers. The process continuous with

continuous evaluation and improvements.

166 for the subsequent description see Pryjama (2011), p.46/49/50/52-53.
167 for the subsequent description see Nafie (2012), p.35.
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6. Methodology
6.1.Research Design

According to Babbie (2011), a researcher needs to use both quantitative and qualitative
measurements to be able to understand a problem completely.'®® Consequently, this thesis
uses a combination of both analysis types. Qualitative analysis is defined as the
“nonnumerical examination and interpretation of observations, for the purpose of
discovering underlying meanings and patterns of relationships.”'®® On the other hand,

quantitative research uses numerical illustrations to describe and explain observations.’

The research design of this thesis consists of four different parts. Firstly, a literature review
was conducted to establish the baseline and a theoretical foundation. For the research itself,
semi-structured interviews, group discussions and data enquiries via the ERP system are
used. Furthermore, it needs to be mentioned that the data collection process did not stop
after the interviews and rollout of the questionnaire as the researcher is situated at the same
location as the participants and is thus, able to ask spontaneously for more information if
needed. Hence, more data might be gathered through constant exchanges and as a
consequence of the daily interaction. Ethical approval for this research was given on 16" of
March 2018 by the Ethics Committee Behavioural Science of the University of Twente,

Enschede.

In the beginning of this study, a literature review has been conducted in order to get an
overview of the current state-of-the-art literature, theories and models. The used key words
to find appropriate literature are 1) supply base, 2) supply base reduction, 3) supplier base
reduction, 4) sourcing strategy, and 5) supply base reduction process and only articles in
English language were supposed to be shown. The first search had the limitation of being
published since 2014 where 1.1 million articles were found. The second round with articles
published since 2010 offered 1.5 million results and then the last round with no time
restriction offered 4.4 million results. After identifying relevant articles and books, cross-

referencing was used to find more appropriate literature and sources.

As a starting point of the data gathering, so-called semi-structured interviews are

conducted. Interviews in general are “a verbal interchange where one person, the

168 see Babbie (2011), p.470.
169 Babbie (2011), p.552.
170 see Babbhie (2011), p.552.
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interviewer, attempts to elicit information from another person by asking questions™',

Moreover, an interview is a “planned conversation to collect data’2 and subsequently,
requires pre-planning, considerations and excellent preparation. The chosen interview
method, semi-structured interviews are slightly different from standard interviews as they
are not strictly planned. They rather “unfold in a conversational manner offering
participants the chance to explore issues they feel are important”'’3, i.e. there are
predefined questions, but the interviewee can decide to highlight the topics from different
angles and decide which topics are of greater importance than others. According to Knox
and Burkhard (2009), this interview style creates a certain flexibility, so that a greater
picture can be collected compared to using other interviewing methods.t’® This is
supported by Babbie (2011) who mentions that semi-structured interviews offer the
possibility of changing the set of questions, allowing to find new and unexpected areas of

the research topic as well as seeing new patterns.1’

The semi-structured interview was conducted within a team meeting with the lead buyers
of the targeted commodity group. Here, five persons were interviewed within a discussion
round. Topics of interest included the general state of the supply base and the purchasing
department, sourcing strategies, supplier evaluation and selection, as well as specific
questions regarding the targeted sub commodity. Each participant was encouraged to
highlight important issues and tell an own story that is related to the open questions as the
data gathering was meant to provide a deep understanding of the current situation and

critical issues.

In total, there are three different main themes during the interview — background
information about the interviewee, questions regarding the purchasing department and
strategy, and questions about the specified commodity group. Background information
about the person are among others, the name and age, position within in the company, or
how long the interviewee already works for Schuler. The second main theme includes six
different blocks, consisting of questions about the procurement function in general, the
purchasing department, supplier strategy, supplier selection, supplier evaluation, and spend
analysis. The last main theme asks about the specified commodity group this master thesis

concentrates on. In this part, specific questions about the commodity group are asked, e.g.

71 Clifford et al. (2016), p.143.

172 Knox & Burkhard (2009), p.15.
173 Clifford et al. (2016), p.143.

174 see Knox & Burkhard (2009), p.3.
175 see Babbie (2011), p.181.
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information about preferred suppliers, sourcing strategies and product groups within the
commodity group. The interview questions can be found in Appendix B. As these

interviews are confidential, only the questions are available.

Next to the semi-structured interviews, a group discussion was conducted with the
technical operative purchasing department. Here, a questionnaire was developed
beforehand which was debated during the session. The aim of this group discussion is to
create a general understanding of the current situation in the purchasing department and of
the supply base. The questionnaire consists of 58 different questions which are separated
into seven different blocks, each with a different focus. Furthermore, the questionnaire is
split into two parts — questions regarding the company and questions about the own
perception of importance. Consequently, the measurement scales differ slightly. For
simplicity, only closed ended questions are asked which have to be answered on a 5-point
Likert scale. The first part has to be answered with a 5-point Likert scale (fully agree, agree
to some extent, neutral, disagree to some extent, disagree) and the second with a 5-point
Likert scale (very important, important, neutral, less important, unimportant). The first part
consists of five blocks — questions regarding the procurement strategy, the operative
procurement, the supply base, and the satisfaction regarding the current suppliers. The
second part consists of two blocks where the purchasers have to rate the importance of
several factors regarding general facts about purchasing departments within a company and
important factors that need to be considered for supplier selection. The full questionnaire
can be found in Appendix A.

The last form of data collection is the usage of ERP systems of Schuler. These systems are
information systems that cover all business functions and processes of a company,
including among others the functions sales, procurement, finance, and human resources.’®
According to Haddara (2014), “its ability to automate and integrate an organization’s data
and business processes across the entire enterprise in a real-time environment”!’’ is one of
the most important functions of an ERP system. The case company Schuler mainly uses
the provider SAP where all transactions are conducted and recorded. As the researcher has
free access to the relevant parts of the ERP systems, required information can easily be
collected at any time. Mainly data regarding statistics, profits and volumes is gathered via

the ERP systems. All data is quantitative and numeric.

176 see Haddara (2014), p.394.
177 Haddara (2014), p.395.
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6.2.Data Collection

6.2.1. Group Discussion — Operative Purchasing

The group discussion was conducted with five employees of the technical purchasing
department. As a foundation of the discussion, the previously developed questionnaire was
used to lead the discussion into the right direction, however, the researcher did not
interrupt digressions if they were related to the main theme. In the following, the blocks of
the questionnaire and the results will be highlighted.

The first part of the discussion focused on the embedded guidelines and purchasing
strategies. Basically, it was discussed how the strategic and operative purchasing
departments work together and whether communication is clear and effective. Generally,
guidelines for both the strategic and operative purchasing are in place and all participants
agreed that these guidelines are useful and communicated clearly. Nevertheless, these
guidelines should be flexible enough to allow own discretionary and be adapted if
necessary. Regarding the purchasing strategy, the participants agreed that purchasing
strategies are used, however, the operative purchasers kept struggling with the
communication of those. According to the discussion, purchasing strategies are not
communicated clearly enough from the strategic to the operative purchasing department.
Moreover, the operative purchasers discussed that reality and strategic goals differ to some
extent and are often not in line with each other. However, if a purchasing strategy is

known, the operative purchasers comply to these strategies.

After the guidelines and strategies theme, the discussion continued with the operative
purchasing itself. The underlying principle was to generate a feeling for the working
behaviour of the operative purchasing department. The discussion showed that the
operative purchasers are distracted by issues related to communication and time
management both from internal and external sources. The key problem here was that
requisitions for materials are sent out too late or the lead times are calculated too short-
dated. Consequently, the purchasers are forced to quickly react and sometimes use less
qualitative suppliers as more qualitative suppliers have no more capacities available.
Moreover, deliveries are not in time as suppliers are not able to produce and deliver the
required materials in time. Another key point of this part of the discussion was the extent

of the own capacity of acting the operative purchasers have. While the strategic purchasers
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define the purchasing strategy and handle the relationship management as well as the
negotiations for contracts, the operative purchasing department executes these strategies.
However, within the supply base, the operative purchasers have the freedom to take their
own decisions regarding the supplier selection if there is not a preferred customer
agreement in place. This means that the operative purchaser decides with the help of his or
her experience and knowledge which of the listed suppliers are able to offer the best prices
and qualities. Nevertheless, decisions regarding the supply base and new suppliers is the
task of the strategic purchasing. During the discussion, it became clear that depending on
the commodity group and the required materials, the usage of preferred suppliers differs.
While some of the group members mentioned that they work a lot with preferred suppliers
and have thus, no real decision power, other group members mentioned that they barely

have any preferred supplier in their commodity group.

Questions regarding the supply base in general showed that the operative purchasers do not
see the need of a supply base reduction. They admitted that there are many listed suppliers
and many available suppliers for the same products but still where resistant to a possible
change. It was especially mentioned that more suppliers mean a bigger variety and more
back-up suppliers if the normally used suppliers have bottlenecks. In general, the same
range of suppliers per product or material is chosen for the bidding process and the supply
base includes suppliers that are not used by the operative purchasers. Those are not used
for several reasons, but the main reasons are quality and delivery issues as well as too high
prices. The suppliers that are used on a constant basis fulfil mostly the quality, price and
reliability requirements from the operative purchasers and are thus, used on a constant
basis. In fact, new or unknown suppliers face difficulties to persuade the purchasing
department from themselves as there are already bonds to established suppliers. Here, the
discussion lead to the result that there might be a missed opportunity — finding new and
better suppliers but sticking to the old and known suppliers. Another issue that arose in the
discussion is the way, the purchasers decide which of the suppliers is finally chosen for the
order. All members of the discussion round agreed that the quality is more important than
the price, but that the price needs to be in accordance with the quality as well. Here, one of

the purchasers mentioned an example on how the supplier is chosen:

There are three suppliers — A, B and C. Supplier A and B differ in their
quality levels but are both accepted while supplier C offers a quality level
that is not accepted. Supplier A has a better quality than supplier B but is
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also notably more expensive. Depending on the product, but ensuing from
normal and not strategic materials, supplier B would be chosen because
the price is better while the quality still fulfils the company’s

requirements.t’®

Consequently, quality and price are pondered against each other when the qualities are still
within the company’s quality requirements. However, sometimes the more expensive
supplier is chosen when the orders are for example urgent and this supplier has faster
delivery times than the other ones. Otherwise, the purchasers have the target to get the best
price possible. Of course, each purchaser has as well personal preferences regarding their
suppliers based on their experience with the vendors and the required materials. As
mentioned previously, all participants stated that they often ignore suppliers with too high
prices as these are not within the targeted price area. However, there are as well suppliers
listed in the supply base who do not fulfil the quality requirements for the materials. In this
case, these suppliers often supply products for more commodity groups and are lacking
skills in the commodity group of the purchaser. Another factor is that there are materials
which can only be sourced from few suppliers, and thus, the suppliers are still listed in the

supply base as back-up suppliers.

The second part of the group discussion aimed to find out which factors the purchasers
rank and value as important or unimportant for the purchasing department in general and
for the selection of suppliers to list in the supply base. During the discussion it became
clear that there is a general lack of communication between the different departments
within the case company. Often, miscommunication happens or there is a lack of
information because something is not communicated at all or only partly which in turn
leads to problems for all departments. The participants concluded that it is of great
importance to increase the level of communication and transparency between the different
departments so that more people know, what the other departments are doing and why.
Moreover, the synergy between the departments lacks awareness leading to
misunderstandings between the departments. For this case, an example of the lacking

synergy was mentioned:

When ordering, the purchasing department prepones the delivery dates to
ensure that the required materials are available in time — basically, a time

buffer is created. Few days later, the supplier informs the purchasing

178 see Group Discussion, Appendix C.
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department that another department asked to prepone the delivery date even
though it already is preponed, and the supplier will not be able to deliver

earlier.1”®

This outcome is the result of the fact that the different departments do not know what the
others are exactly doing and thus, the same things are done by different departments,
leading to confusion and misunderstandings. As a result, it was discussed that areas of
responsibility should be defined more clearly and often to avoid double work. On the other
hand, the communication with the suppliers is rated as very important, too. The
participants mentioned that they all are already communicating quite efficiently with their
suppliers and that there is no problem area known. Apart of the communication, it was
highlighted that sending out requests for proposals to more than one supplier is important
to create a benchmark and thus, get an overview of current prices and availabilities. It was
mentioned that with the help of asking several suppliers, prices can be decreased, and
savings can be created through evaluating each order new. Moreover, next to regular
benchmarks, suppliers should be audited and evaluated on a more regular basis to be able
to determine which suppliers should and should not be chosen for orderings. Regarding
supplier audits it was mentioned that there is once a year a supplier evaluation, but for the
operative purchasing department the evaluation is not expressive enough. Additionally,
suppliers should be audited more in depth and more often, so that low performing suppliers
can be excluded or developed earlier and thus, delivery or quality problems decrease in the
future. However, the idea of incorporating the feedback from suppliers was not seen as
very important. It was mentioned that it would be nice to get feedback from suppliers about
capacities and complexity but apart from this, supplier feedback is not as important as

other factors.

The last discussion point was which factors are evaluated as important for the selection of
new suppliers and/or retention of suppliers. Generally, the most important factors
according to the participants are price, low error rate, quality, and flexibility. Obviously,
the price and quality must be in line with the strategy of the focal company. As Schuler is a
high-quality press manufacturer, suppliers must deliver a corresponding quality. Moreover,
a low error rate is essential as materials with errors need to be sent back and newly
produced which in turn delays the whole production of Schuler itself leading to late

deliveries to Schuler’s customers and thus, bad reputation. In the same light, the suppliers’

178 see Group Discussion, Appendix C.
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delivery reliability is of great importance. However, as the operative purchasers mostly
schedule a time buffer in their orders, suppliers can have small delays in their deliveries
even though it has negative impacts for the relationship with the supplier. As relatively
often requisitions are sent out on short-notice, the participants of the group discussion
defined that suppliers who have a certain flexibility for orders with short-notice are
preferable over others that have no flexible capacities available. Additionally, the
willingness to accept special requests was evaluated as a very important factor for the
supplier selection. Surprisingly, long-term partnership and cooperation was rated as rather
unimportant when selecting suppliers, however, this was seen from the ordering
perspective that only because a supplier is delivering over a long period of time it does not

mean this supplier is the very best supplier available.

6.2.2. Semi-Structured Interviews within Team Meeting — Lead Buyers

After a first visual conceptualisation of a possible framework and process guideline a
meeting with the lead buyers of the commodity group 07 was scheduled in the headquarter
in GOppingen, Germany. This meeting was not recorded due to confidentially issues. The
main findings were that the targeted commodity group is a special case as it is categorised
into the special engineering area and thus, consists of one-off production rather than mass
production. Accordingly, supplier relationship management cannot be handled easily as
forecasting is rarely possible. This led to the fact that the original framework is not
applicable, however, it would be applicable to other commodity groups within the
company and was thus, seen as value-adding. Thus, the framework has been adapted after
the meeting. The main issues discussed within the meeting were (1) the special case of

commodity group 07, (2) inclusion of service purchasing, (3) key performance indicators.

According to the lead buyers, the targeted commodity group is a special case (1) as most
products are specially designed and requested and thus, differ in every order. Moreover,
most of the suppliers are small enterprises with only five to 40 employees and a very small
machine park which leads to small production capacities. Hence, the lead buyers did not
see an advantage in establishing a preferred customer/supplier status but rather preferred to
spread the orders more equally over the reduced supply base to create a more diversified
delivery schedule and less dependence from few suppliers. Additionally, establishing

cooperation’s and preferred treatment by suppliers via a preferred customer status iS not
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possible due to the low forecasting possibility and the small production capacities of the
suppliers. As the suppliers simply do not have enough capacities, these suppliers do not
wait for specific customers but accept every order possible to stay in production. This and

that forecasting is hardly possible, it is not likely to block capacities from the suppliers.

Another issue mentioned during the meeting was that it is difficult to eliminate suppliers
that are inactive or low-performing as the service might require these suppliers for service
orders in the future as the service is included in the commodity group (2). It was discussed
whether it would be possible to open a new commodity group for the service, but all lead
buyers were quite unsure about this and thus, this thought was not continued. However, it
was argued whether it would be possible to open these suppliers only for the service, but
here, the ERP-system responsible must check this issue. However, one of the lead buyers

mentioned that suppliers cannot be eliminated completely due to the service business:

These suppliers are not needed in the normal business. But what happens when
a customer has a machine breakdown or needs spare parts? Then, the service
needs the required materials in a very short period. And obviously, the service
will buy from already known suppliers where they know, that these suppliers
can produce the items in the right quality and time. That’s why those suppliers
cannot simply be deleted from the supply base, even though they are not really
used and should be eliminated.'8

Consequently, a solution needs to be found that incorporates the needs of the service
purchasing. For this, it was mentioned whether it would be possible to find system

suppliers that can deliver the service items.

The last point of discussion was (3) the KPI’s for a possible supply base reduction. As this
commodity group has no strategic importance, KPI’s are more focussed on statistics rather
than qualitative factors. In general, it was agreed that there are five KPI’s that are of great
importance — the quality, lead time, delivery reliability, flexibility and, openness for special
requests. These factors should be crucial during the evaluation of the targeted suppliers for

a supply base reduction.

180 see Team Meeting Lead Buyers, Appendix C.
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6.3.Theoretical Framework: Supply Base Reduction Process

The theoretical framework was established with the help of the above-mentioned data
gathering methods, i.e. literature review, group discussion and a meeting with the lead
buyers. The literature review offered interesting insights in already existing processes
regarding the optimal supply base reduction and thus, the later introduced framework
evolved from these. Furthermore, the meeting with the lead buyers as well as the group
discussion with the technical operative purchasing department helped to further develop
the framework, so that all important points are covered. Each involved person offered
different insights as everyone holds a different position in the company and has thus,

different approaches and points of view.

The proposed process manual consists of four different phases — preparation, information,
action, and long-term. Each step has several sub steps that need to be undertaken to make
the supply base reduction a success. A summary of the process can be found at the end of

the description in figure 8.

Preparation Information Action Long-Term

In the first stage, the preparation phase, all theoretical and organisational issues must be
tackled as this is the foundation of the whole process. This stage consists of five different

steps, that define the scope and success of the supply base reduction

Cross-Functional Team

After the decision to minimise the supply base was taken, a cross-functional project team
needs to be selected that is responsible for the whole process. The team members should
have different background and experiences and, according to the group discussion, should
have technical knowhow and knowledge about the processes within the company and at
the suppliers’ site.!® Moreover, analytical and strategical thinking are key skills of
possible group members. Within the team, the responsibilities should be clearly defined
and tasks shared according to the expertise of the corresponding team members. Moreover,

181 see Group Discussion, Appendix C.
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it was added by one of the lead buyers that not all members have to be direct members but
could be indirect members, i.e. being available for advice and consulting purposes without

directly being involved in the process.*8?

Current State of Supply Base

Once the team is set up, the group should get a first overview of the current state of the
supply base, including the total purchasing values and volumes of all commodity groups as
well as the targeted commaodity group. Moreover, the total number of suppliers as well as
the number of suppliers of the targeted commodity group should be known. If there is a
separation between suppliers and service suppliers, the same overview should be created
for the service suppliers. This overview allows the project team to identify problem areas

and areas of improvement and helps focussing on the next steps.

Problem Definition

With the overview of the current state, the team gets a rough overview and can thus,
concentrate on the problem definition according to the situation. Within the problem
definition, several issues can be tackled if needed and wished by the company. Generally, a
problem statement should be generated that states what the main problem is and how the
problem could arise. Furthermore, smaller problems might be connected to the overarching
problem and should be stated in the problem definition as well as they could have an
influence on the outcome and description of the main problem. Additionally, the project
team might want to think about possible hampering factors as these can lead to future

problems within the process.

Goal and Target Definition

Once the problem is recognised and defined, targets and goals can be described. At this
point, the team should fix what the overall objective of the supply base reduction is, e.g.
volume bundling or cost reduction. To reach the overarching goal, several intermediate
goals and targets need to be identified as these build the foundation of the tasks that must

be done. Both the problem and goal definition define the scope, the resources and time

182 see Team Meeting Lead Buyers, Appendix C.
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needed. Additionally, issues that help reaching the goal might be identified and added to

the goal and target definition.

Action Plan and Timeline

The final step of the preparation phase is to create an action plan and the timeline that
determines the deadlines for each task. The team needs to start planning the next steps,
including the distribution of tasks and time needed. This plan helps to create a process

overview that can measure the progress.

Preparation Information Action Long-Term

The second phase, the information phase, is all about gathering the required data to be able

to start with the actual reduction process.

Collection of Supplier Information, Spend Analysis and Pareto Segmentation

To start the whole process of reducing the number of suppliers, all available information
about the listed suppliers need to be collected, cleaned and ordered. That data includes all
important aspects that can be used to get a first overview of a supplier on a quantitative
basis. Missing information need to be gathered from the suppliers or other sources. Once
all information is collected, a spend analysis should be conducted with which the team can
“further define the approach”!® as a greater picture is created that gives an overview of all
bought materials, prices, and quantities per supplier for the recent years.'®* After
conducting the spend analysis, the project team should continue the data collection and
create a pareto segmentation of the targeted commodity group. Most likely the ERP system
will have a function for creating a pareto segmentation, otherwise, the project team needs
to use the information from the spend analysis to conduct the pareto analysis. With the
pareto segmentation, high and low performing suppliers can be identified and categorised,

giving hints on possible preferred suppliers.

183 Nafie (2012), p.62.
184 see Karlsson & Eriksson-Ritzén (2011), p.37.



42

Supplier Categorisation and Creation of Short-List

With the information from the spend analysis and the pareto segmentation, a ranking of
suppliers can be created which is based on Ogden and Carter (2008) that can be found in
figure 4. While Ogden and Carter (2008) established a categorisation into three groups —
red, yellow and green — this framework considers four groups.®® A visualised form of the
categorisation can be found in figure 7. This categorisation segments suppliers into red,
orange, yellow and green, whereby red suppliers are those who are inactive or have very
low order volumes and values. Suppliers with low order volumes and values are segmented
into orange while regular suppliers are categorised into the yellow category. Lastly, the top
performing suppliers with very high order volumes as well as values or a strategical

importance are identified as green suppliers.

Red suppliers are meant to be eliminated very fast without special evaluation while orange
suppliers are targeted for elimination. However, red suppliers need to be cross-checked for
suppliers who are only required every few years, e.g. for special equipment. Yellow
suppliers should not be targeted directly in the first reduction process but should be re-
evaluated in a second reduction process while green suppliers can be evaluated for possible
preferred customer statuses. According to this segmentation into four different categories,
a short list can be created with all suppliers that are targeted for evaluation and a possible
elimination, i.e., red and orange suppliers. When this list is created it needs to be sent out
to all decision-makers and persons involved to check whether there are any suppliers who
need to be retained in the supply base for several reasons, e.g. bottleneck suppliers, single

sourcing or suppliers that are only required every few years.

185 see Ogden & Carter (2008), p.13.



43

Supplier 1| |Supplier 2 | | Supplier 3 Stage 4: SUppIier 3
Stage 1: first elimination
all suppliers | ¢\ olier 4 | | Supplier 5 | | Supplier 6 | | 0 deone
are reviewed Tellow suppliers .

might be evaluated Supplier 5
Supplier 7 | | Supplier 8 | | Supplier 9 if required
Supplier Supplier 6
10

Stage 2: _ ) )
suppliers are Supplier 4 | |Supplier 5 | | Supplier &
categorized into Stage 5:

green, yellow all suppliers have
orange and rad been evaliated.

After the etimination | Supplier 5 | Supplier 6

Supplier processes, this iz
10 the new supply baze
red suppliers
are eliminated; | Supplier 4 | | Supplier 5 | | Supplier &
orange supplier

are evaluated i
and might be 5“‘;':]'”
eliminated

Figure 7: 4-Step Supplier Categorisation.
Source: Own elaboration, based on Carter & Ogden (2008)*°.

Definition of Elimination and Preferred Customer Status Criteria

Next to the creation of short-lists, criteria for the evaluation of the short-listed suppliers
needs to be defined. These elimination criteria should include both qualitative and
quantitative issues that carefully need to be evaluated and analysed in a later stage.
Additionally, the team needs to define decision criteria on how to evaluate a possible
preferred customer status for top performing suppliers. Possible elimination criteria are for
example the overall performance, quality level, future relationship status or the total
turnover while possible preferred customer status criteria could be innovations from the
supplier, future importance of the products and/or supplier or order volumes.*®” Once these

186 see Carter & Ogden (2008), p.13.
187 see Meeting Lead Buyers, Appendix C.
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criteria are defined and all involved persons have given their permission of the short list,

the supply base reduction process can continue with the third phase.

Preparation Information Action Long-Term

In the action phase, all important decisions regarding the supply base reduction are made

and executed.

Elimination of Inactive Suppliers

As a first intermediate target, all red categorised suppliers can be removed from the supply
base, as those are inactive over a certain period and thus, probably not needed anymore.
However, a quick check before eliminating these suppliers is necessary as there might be
suppliers who are marked as inactive but are required every few years for special
purchases. Those suppliers cannot be deleted as they are specialised suppliers. Apart from
this, all inactive suppliers should be deleted from the commodity group’s supply base. As
these suppliers are already inactive and thus, do not have open orders or are scheduled for
orders, there is no need for a systematic or periodical elimination but they can be

eliminated all at once.

Evaluation of Short-Listed Suppliers

After the first elimination, the project team can start evaluating all short-listed suppliers
according to the predefined criteria and measurements. The result per criteria should be
listed into an overview that all criteria can be easily compared. All suppliers that failed the
evaluation are listed for reduction. However, it needs to be noticed that each targeted
supplier needs to be re-checked whether there is a substitute within the supply base. When
there is no substitute within the supply base, the team needs to research whether a new
supplier should be sourced as potential substitute or if the supplier should remain in the
supply base. Once there is no supplier listed who is indispensable, the suppliers can be

eliminated from the supply base.
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Elimination of Suppliers + Information to Suppliers

The actual elimination should be systematic and not abrupt to ensure a smooth transition,
i.e. suppliers should be deleted stepwise and with premonition.*® This enables the targeted
suppliers to plan their exiting, gives the substitute suppliers time to plan the new demands
and, offers the purchasing department time to adapt their systems and change order plans.
Consequently, it is important to note that the suppliers need to be informed by the team
that they have been eliminated from the supply base including an exit date. If possible,

reasons should be named that the supplier is able to comprehend the result.

Check for Optimal Product Distribution and/or Preferred Customer Status

Once the supply base is rationalised, the team has the choice between two future outlooks —
establishing a preferred customer/supplier relationship or distribute the order scheme more
evenly over the whole supply base. Trying to reach a preferred customer status by the top
suppliers offers many benefits, as mentioned previously. However, this approach might not
fit to every commodity group and thus, the alternative is to spread the orders more equally

among suppliers to avoid a dependence on few suppliers.

If the project team wants to establish more closely relationships with suppliers, the top
performing suppliers need to be evaluated according to the predefined criteria for preferred
customer status to check for opportunities. The other option would be to take away orders
from high performing suppliers and distribute it more evenly, to strengthen the relationship
with lower performing suppliers and increase thus, the flexibility. This approach is based
on the idea that high performing suppliers often have a full production and order schedules
and are accordingly not reliable in their deliveries due to capacity bottlenecks resulting out
of too many orders.'® This is the case for the targeted commodity group. Subsequently, the
focus lies on spreading the purchasing volumes and values more equally over the supply
base to create a broader and more diversified supply base with no dependencies.
Consequently, identifying suppliers with large purchasing values and volumes might offer

the chance to identify where to start reducing order placements.

188 see Ogden (2006), p.36.
189 see Team Meeting Lead Buyers, Appendix C.
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Preparation Information Action Long-Term

After successfully reducing the supply base, the long-term phase is meant to provide
continuous improvement and development options. Here, the suppliers’ performance
should be monitored and evaluated regularly, and feedback should be given. Furthermore,
the suppliers should be encouraged to give feedback as well. This ensured that problems
are detected early and thus, supply is not disrupted. Moreover, arising issues can be
discussed beforehand, leading to better problem solving. Regular feedback also ensures
that the quality is kept at a certain level and it is checked whether suppliers are capable of

delivering the required quantities.'*

The second task of the long-term phase is reaching a status where suppliers actively want
to increase their relationship efforts and level with the focal firm as a close relationship
offers many advantages, e.g. better communication, preferred resource allocation or
industry insights. Even if the focal firm does not want to engage in a preferred
customer/supplier status, relationship management is required to ensure reliability and the
continuity of the business relationship. Both ways, relationship management and constant
communication as well as feedback should be internalised within the focal company as the
final aim of the long-term phase is to constantly develop the supply base to guarantee a
secured supply without any troubles and problems with high-quality suppliers.

190 see Group Discussion, Appendix C.
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Steps

Information for the Steps

Preparation

Establishment of Cross-Functional Team

Indirect and direct members
Responsibilities and duties

Overview of current State of Supply Base

Order volumes and values of whole supply base
Order volumes and values of targeted commodity group
Number of suppliers

Problem Definition

Main problem
Problems that led to the main problem
Hampering factors

Goal and Target Definition

Overarching goal
Intermediate goals

Action Plan and Timeline

Tasks and actions
Redefine responsibilities and duties
Timeframe

Information

Collection of Supplier Information

Spend Analysis

Pareto Segmentation

Supplier Categorisation

4-Step categorisation into inactive, low-performance, regular and
high-performance

Creation of Short-List

Low-performance suppliers

Definition of Elimination Criteria

Definition of Preferred Customer Status Criteria

Action

Elimination of Inactive Suppliers

Check for special cases, e.g. specialised suppliers

Evaluation of Short-Listed Suppliers

Evaluate according to the pre-defined criteria

Check for Substitute Suppliers in Supply Base

If necessary: Check for New Substitute Suppliers

Only if existing suppliers cannot replace suppliers who will be
eliminated

Elimination of Suppliers

Systematic elimination with a phase-out phase to guarantee an
easy transition

Information of Elimination to Supplier

State reasons for elimination, e.g. evaluation results

Check for Optimal Product Distribution among Suppliers

Check which suppliers should be used for which products

Check for Possibility of Preferred Customer Status

Evaluate according to the pre-defined criteria

Long-Term

Monitor Supplier's Performance

Regular Feedback

Feedback from suppliers to focal firm
Feedback from focal firm to suppliers

Achievement of Preferred Customer Status

Constant Development of Supply Base

Figure 8: Summary of the Supply Base Reduction Process.
Source: Own elaboration.
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6.4.Comparison of the proposed Process and the reviewed Processes

Table 3 shows the differences and similarities between the reviewed and the created
process. As can be seen, all important parts of the proposed model are written down as
components, while an X marks whether the other authors include these components in their
process. All processes contain the steps of problem definition, short-list creation,
elimination criteria, and evaluation of suppliers. Next to this, there are overlaps within the
components of cross-functional team, definition of goals and targets, action plan and
timeline, spend analysis, selection criteria for preferred suppliers, feedback, and
monitoring. These components are all somewhere in the other processes mentioned and
used. Newly added are pareto segmentation, the 4-step segmentation which is based on the
3-step segmentation of Carter and Ogden (2008), the two-way feedback, and the possibility
of a preferred customer status.

The 4-step segmentation is based on Carter and Ogden (2008), but added by one
component, the inactive suppliers. This guarantees that all suppliers, active and inactive,
are listed within one segmentation, offering a better overview and elimination possibility.
Next to this, the two-way feedback ensures that there is an information exchange between
the supplier and the focal company, not only to find problems or define objects but also to
enlarge the relationship between the supplier and the focal company. With this exchange, it
is possible to detect problems better and find sooner solutions which are profitable for both
sides. Moreover, the relationship is strengthened which might lead to a better relationship
status. The third newly added part is the possibility of a preferred customer status. The
thesis itself does not investigate in the preferred customer status as this is one of the long-
term goals and thus, another topic. However, the process offers the company the possibility
of discovering this opportunity, and shows that there might be an advantage in focussing

on relationship management.
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Aunthor

Components

Cross-Functional

Team

Problem Definition

Sarkar &
Mohapatra

(2006)

Carter &

Ogden
(2008)

Nafie
(2012)

Pryjama
(2011)

Definition of Goals
and Targets

Action Plan &
Timeline

Spend Analysis

Pareto Segmentation

4-Step Segmentation

Short-List Creation

Selection Criteria
Preferred Suppliers

Elimination Criteria

Evalation of
Suppliers

Feedback

2-Way Feedback

Monitoring

Preferred Customer
Status

Table 3: Similarities between Supply Base Reduction Processes.

Source: Own elaboration.
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7. Schuler Pressen GmbH — Supply Base Reduction

7.1.Introduction to the Supply Base Reduction of Schuler Pressen GmbH

The application of the developed supply base reduction process focuses on the commodity
group 0709 and is only a first theoretical investigation. This means that no real actions are
taken, yet, and that the solely purpose of this investigation is to find out whether there is
potential in decreasing the size of the supply base. Consequently, the only involved
department is the purchasing department. Nevertheless, this application of the process is to
be taken serious as it gives advice to Schuler and simulates how the supply base might be
decreased. Moreover, it needs to be noted that the last phase, the long-term phase will not
be highlighted in the following, as for this, real actions need to be taken in the previous

stage.

Additionally, not all stages of the process will be adapted in the application, as those are
not needed for the first investigation. The following steps will be left out: preparation
phase — action plan and timeline, action phase — information of elimination to supplier, and
the whole long-term phase.

7.2.Preparation Phase

Cross-Functional Team

The team that is responsible for supply base reduction process consists of only one direct
member — the researcher — as this subject is a first investigation of a possible supply base
reduction. However, indirect members of the team are the lead buyer or the targeted
commodity group, the head of location procurement who is responsible for the supply base
reduction, and the technical purchasing department in Weingarten, as the employees of this
department are the operative purchasers of the targeted commodity group. As there is only
one direct member, all tasks are the researcher’s responsibility who gets help from the

above-mentioned indirect members of the project team.
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Overview of the Current State of the Supply Base

The supply base of Schuler is categorised into ten different commodity groups, each
consisting of several sub-commodity groups.’®® Each commodity group focuses on
different aspects of the product range and all commodity groups together create a supply
base of 4.444 listed suppliers. All commodity groups together generate a purchasing value
of approximately 725 million euro with a purchasing volume of 38 million ordered pieces
over the last two years (01/2016 — 01/2018). As previously mentioned, this research
focuses on the commaodity group 07 and uses the sub-group 0709 as an example. Currently,
961 suppliers and 395 service suppliers are listed for 07 with a total purchasing value of 72
million euro and 800.675 ordered pieces. Narrowing it down to 0709, currently, 519
suppliers are listed in the supply base. Moreover, 0709 generates a value of 15 million euro

and had a total order volume of 286.085 pieces in the past two years.

Problem Definition

The scope of this first supply base reduction is the sub-commodity group small parts
machining as many suppliers are located in this commodity group. Even though this
commodity group is a special case because it belongs to the special engineering section,
there are too many suppliers listed which accumulates in high administrative costs and a
complex supplier relationship management. Moreover, most of the listed suppliers are
small-sized companies with 5 to 40 employees in total, i.e. the suppliers have low
production capacities and are not planning their future capacities but accepting every order
possible, from Schuler as well as competitors. Consequently, the problem is that there are
too many suppliers offering the same services while most of the orders are allocated to the

top performing suppliers.

Hampering factors in this reduction process are the complex construction due to the special
engineering as each ordered product is customised and thus, differs. There are no mass
products ordered in this commodity group and consequently, order automatization is
difficult as well as framework contracts. Moreover, suppliers need to be specialised and
have certain knowhow. Another hampering factor might be the resistance of the operative
purchasing department to reduce the supply base as the team troubles in finding enough

suppliers with free capacities.

191 see Schuler Group Intranet (2018b) (not publicly available).
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Goals and Targets

The overarching goal of this supply base reduction is to decrease the number of suppliers
to a more manageable size and thus, decrease costs and improve efficiency. Related targets
are an easier order allocation to a predefined range of suppliers, better relationships with
the remaining suppliers and less dependence on the top performing suppliers. Intermediate
targets within the process are defined as the elimination of inactive suppliers, identification

of low-performing suppliers and an overview of the structure of the supply base.

7.3.Information Phase

Collection of Supplier Information

The required data was collected with the help of two group discussions, one with the
technical operative purchasing department and one with the lead buyers of commodity
group 07. Furthermore, the ERP systems of Schuler were used to gather the required data
about the suppliers. Data collected from the ERP systems are purchasing volumes,
purchasing values, number of orders, audit results, categorisation (standard, phase-out,
strategic and, preferred customer) and, delivery reliability. This task was carried out

individually by the researcher via her own ERP system account.

Spend Analysis + Pareto Segmentation

In the spend analysis, 509 suppliers have been listed and categorised. All information used
encompass the timeframe 01/2016 — 01/2018. After a first short overview, it became clear
that out of the 509 listed suppliers, 237 have not been used in the past two years for any
orders and thus, they can be marked as inactive. Moreover, 12 out of the remaining 272
suppliers have been marked as phase-out suppliers, i.e. contracts are already terminated
and there are no more orders planned for these suppliers. Consequently, there is a total

number of 272 active suppliers.

When taking a first look at the data, it became obvious that there are massive differences
between the listed suppliers. Most suppliers are small companies with few employees and
machinery, but there are as well medium to large sized companies with many employees
and a respective machinery and production capacity. Consequently, order volumes and

values differ strongly, with the highest order value of 1.7 million euro in the past two
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years, while the average order value lies at 50.000 euro for the past two years. Regarding
the quantities, there are some differences as it can be distinguished between two categories
— fewer but more expensive orders and many orders with less expensive products that are
needed on a more regular basis. Additionally, in average, listed suppliers are registered for
5 sub commodity groups, however, the range is between being listed in one sub commodity
group and being listed in 80 sub commodity groups. On average, 38% of the total order

volume per supplier is obtained in commodity group 0709.

Regarding the pareto segmentation, two segmentations have been done — order value and
order quantity. Both segmentations are categorised into A, B and C suppliers, where A-
suppliers offer 80%, B-suppliers 15% and C-suppliers 5% of the purchasing value or
quantity. This analysis resulted in 39 A-suppliers, 63 B-suppliers and 170 C-suppliers
regarding the order value and 25 A-suppliers, 34 B-suppliers and 213 C-suppliers
regarding the order quantity. This means that 78 percent of the suppliers are responsible for
only 5 percent of the order quantity, while 9 percent of the supply base are in control of 80
percent of the total order quantity. A similar distribution can be notices for the total order
value, as 14 percent of the suppliers hold 80 percent of the total order value, while 62
percent of the supply base create together a total turnover of only 5 percent. A visualisation
can be found in figure 9.

% Order Value % Suppliers
% Order Quantity % Suppliers

62,5

Figure 9: Order Quantity and Order Value Distribution.
Source: Own elaboration.
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Supplier Categorisation & Short-List

After conducting the spend analysis and the pareto segmentation, suppliers have been
categorised accordingly into different sectors. Mainly, suppliers have been sorted into four
different categories — inactive and phase-out, low-performing, regular, and top-performing
suppliers. The identified low-performing suppliers have been nominated for the short-list
for a possible reduction, while the top-performing suppliers have been nominated for an
evaluation, too. For the top-performing suppliers, the goal is to change the product

distribution and take orders away and distribute them more equally among the supply base.

In total, 41 suppliers have been categorised into the top-performing category, 65 as regular
suppliers, and 152 suppliers are in the low-performance sector. Nevertheless, within the
low-performance category, there are three suppliers who have either a strategic or
preferred status. Thus, they are excluded from the short-list. 249 suppliers are inactive or in

the phase-out stage.

As a result, 149 suppliers have been short-listed for evaluation and thus, a possible
elimination, while 41 suppliers are listed for an order re-distribution and an evaluation for

a possible preferred customer status. In figure 10, the categorisation has been visualised.

H Top-Performing Suppliers
Regular Suppliers
Low-Performing Suppliers

B Inactive/ Phase-Out Suppliers

Figure 10: Overview of Supplier Categorisation.
Source: Own elaboration.
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Definition of Elimination Criteria

In consultation with the lead buyers of commodity group 07, the following three
elimination criteria were determined — purchasing value, delivery reliability, and the
number of offered product types. Nevertheless, it needs to be mentioned that mostly, no
product is bought twice and thus, a categorisation according to the product specifications is
not possible. Consequently, numerical elimination criteria are applied. To the lead buyers,

the delivery reliability is the most important factor, followed by the purchasing value.

The elimination criteria are applied stepwise. First, all suppliers with a purchasing value of
less than 1.000 euro are eliminated, followed by a separation between suppliers with a
higher or lower delivery reliability of 70 percent. All suppliers with a delivery reliability of
less than 70 percent are checked for a possible elimination. These suppliers need to be
checked for their importance. The remaining suppliers are checked for their number of
product types offered. Generally, when a supplier only offers one product type, the supplier
should be eliminated, unless there is no substitute supplier.

Definition of Preferred Customer Status Criteria

According to the lead buyer of 0709, a preferred customer status is not applicable to this
commodity group and thus, no criteria are defined. As 0709 belongs to the special
engineering section, forecasting is highly complicated and most of the time not possible
and thus, it is not possible to reserve production capacities from suppliers as it cannot be
planned which machines are required. Moreover, the lead buyer follows a purchasing
strategy of dispensing the purchasing quantities rather than pooling the demand to certain
suppliers. Additionally, this commodity group is not of strategical importance and has no
new product development themes. Consequently, no preferred customer status criteria are
defined.
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7.4.Action Phase

Elimination of Inactive Suppliers, Evaluation of Short-Listed Suppliers & Check for
Substitute Suppliers

As a first filter in the elimination process, all inactive suppliers have been eliminated. In
total, 237 inactive suppliers have been identified which can consequently, be deleted from
the supply base. After the elimination of inactive suppliers, the short-listed suppliers have
firstly been filtered according to their purchasing value. All suppliers with a purchasing
value of less than 1.000 € in the last two years have been nominated for elimination. In
total, 39 suppliers have been identified within this filter. Their purchasing values range

between 40 € and 950 € for the past two years.

As a second elimination step, the delivery reliability of all short-listed suppliers has been
collected and all suppliers with a rate of less than 70 percent have been processed to further
investigations. Suppliers with a delivery reliability over 70 percent are retained in the
supply base for now. In this step, 30 suppliers have been identified with a low delivery
reliability. Nevertheless, these 30 suppliers needed to be re-checked regarding their
importance. After checking the number of product types and possible substitute suppliers,
19 out of the 30 targeted suppliers have been nominated for elimination, while 11 suppliers

need to be retained.

The last elimination criterion is the number of product types. The remaining short-listed
suppliers have been analysed according to their number of offered product types, whereby
13 suppliers only offer one type of product, each having a possible substitute within the

supply base. Consequently, these suppliers can be eliminated from the supply base.

Elimination of Suppliers

In total, 71 suppliers have been targeted for elimination according to the supply base
reduction process. This correlates to a total supply base reduction of 13.9 percent, and a
reduction of the active suppliers by 26.1 percent. Additionally, 237 inactive suppliers have
been identified for elimination, which correlates to a reduction of 46.6 percent. Next to
this, 12 suppliers are in their phase-out stage. In total, 320 suppliers can be eliminated and
thus, the supply base can be decreased by 60.5 percent. Accordingly, 201 suppliers will be

retained in the supply base.
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Check for optimal Product Distribution

Regarding the optimal product distribution, the lead buyer of 0709 determined that the
purchasing volume should be spread more equally over the supply base. Consequently,
volumes should be taken away from the top-performing suppliers. To determine, which
top-suppliers should be chosen for product re-distribution, the delivery reliability has been
checked, as from a qualitative point of view, all top-suppliers are performing well.
Currently, 41 top-performing suppliers are listed, each with a different performance level.
However, the delivery reliability of some of these suppliers lacks consistency and thus, less
orders should be placed according to the lead buyer. According to him, those suppliers are
all small to medium sized firms with few employees, having a strict production plan. Still,
they are accepting too many orders and thus, struggle with their delivery reliability because

of bottlenecks or poor production planning.t®

Consequently, the 41 top-suppliers have been evaluated according to their delivery
reliability. 19 suppliers have a delivery reliability of less than 80 percent over the last two
years, whereby 6 of them even reach a rate of less than 50 percent. As the delivery
reliability is one of the key performance indicators of the purchasing department, these low
rates are not acceptable and the suppliers should be re-evaluated according to the product
distribution. There might be substitute suppliers in the supply base which can be used more
often, generating a more dispersed product distribution and offering a better relationship to

those suppliers as well as a higher significance as a customer.

Generally, there should always be at least two suppliers who are able to supply a required
product so that the company does not get into a single sourcing situation. Due to the
special engineering sector, this is not always possible and thus, exceptions and hence,

single sourcing occurs sometimes.

Check for Possibility of Preferred Customer Status

As the purchasing strategy for 0709 plans a broader scope rather than focusing on preferred
suppliers, establishing preferred customer statuses is not the priority of the lead buyer.%
Nevertheless, top-performing suppliers have been identified according to their order values

and quantities. According to these indicators, three suppliers have been identified as the

192 see Team Meeting Lead Buyers, Appendix C.
193 see Team Meeting Lead Buyers, Appendix C.
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most important suppliers for 0709, each having order values of above one million euro for
the last two years. In this case, it might be useful to establish a better relationship
management and try to achieve the preferred customer status. This can be done with the
help of strategic planning and a higher level of cooperation. In that case, the lead buyer
needs to actively involve the suppliers into relationship management and regular
communications. Moreover, Schuler needs to offer those suppliers a benefit from a

deepened relationship.

8. Discussion and Conclusion: How to successfully reduce the Supply Base?

When a company investigates in reducing its supply base, several factors need to be
considered, among others the overall situation of the company and its supply base, the
product specifications and future implications. Consequently, many aspects need to be
taken into account which makes the process complicated and time-intensive. Nevertheless,
a supply base reduction offers opportunities and benefits for a company as administrative
costs are decreased, logistics are improved as inefficient suppliers are targeted and
eliminated. Moreover, the relationship with the focal firm’s suppliers can be tightened and
restored.' For these reasons the case company Schuler decided to reduce its supply base
for their commaodity group 0709. To help Schuler finding a way to reduce its supply base, a
process guideline has been established which should lead the company through the supply
base reduction process. The developed process can be adapted to all commodity groups of
Schuler, while commodity group 0709 was taken as an example and first investigation.
Nevertheless, it needs to be distinguished between two different sorts of supply base
reduction — the strategic long-term approach and a one-time reduction.*®® The established
process combines the two approaches as the general reduction is based on a one-time
reduction aiming to reduce the supply base for a cost reduction and a better overview of the
supply base. Nevertheless, in the long-term phase of the established process, a strategic
approach is embedded, as the long-term phase asks for a relocation of the order distribution
as well as constant relationship management with the goal of developing the supply base

over time.

194 ¢.g. see Cousins (1999), p.153; see Lemke et al. (2000), see p.45/52-52; see Nam et al. (2011), p.333; see
Song et al. (2014), p.524/526.
195 see Cousins (1999), p.147; Talluri & Narasimhan (2005), p.130; see Sarkar & Mohapatra (2006), p.150.
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Within the analysis, several sub questions have been asked to comprehend the overall
problem and support an answer of the research question. When taking a first look at the
current state of the supply base, it becomes obvious that there is no real structure in place.
Theoretically, suppliers should be segmented into different categories — standard, preferred
and strategic suppliers, however, this categorisation does not take place and only few
suppliers are categorised accordingly. This is one of the reasons why the supply base has
grown too large, as no specific suppliers have been selected for specific product types. The
current state is rather that there is a pool of suppliers and the operative purchasers decide
upon their experience which supplier should be chosen for an order. Consequently, the
desired state of the supply base is a more structured and segmented state. For the future, it
is desired to generate a more segmented and structured supply base with clear
responsibilities and divisions to enable a better relationship management and thus, a better
management of the supply base. Next to this, the supply base should contain enough
suppliers to prevent single sourcing situations in order to have enough competition among
the suppliers to create price benefits. Additionally, single sourcing should be prevented as
Schuler does not want to be dependent on single suppliers. Generally, there should be at
least three suppliers per product category left in the supply base, even though there are
exceptions where single sourcing is the only solution due to product specifications.

In order to reach the desired state of the supply base, first of all, a supply base reduction
needs to take place. This investigation into a possible reduction has been carried out within
this research, allowing the lead buyers to get an overview of a smaller supply base. With
the reduced supply base, there is less confusion and chaos and thus, structures can be
implemented more easily than before. After the reduction, the remaining suppliers can be
categorised into different categories, i.e. standard, preferred and strategic suppliers, and
order demands can be spread over the supply base correspondingly. Nevertheless, it needs
to be kept in mind that a reduced supply base has as well disadvantages, especially when
suppliers know that the supply base has been reduced. In this case, suppliers might show
opportunistic behaviour, trying to get better conditions for themselves. Moreover, less
suppliers offer less flexibility and an increased dependency to the chosen suppliers.t®®
However, as there is no request for single sourcing but rather multiple sourcing with at

least three possible suppliers per product type, supplier opportunism should be prevented.

19 @.g. see Talluri & Narasimhan (2005), see Choi & Krause (2006), p.640; see Sarkar & Mohapatra (2009),
p.124-125; p.130; see Nam et al. (2011), p.333; see Ates et al. (2015), p.205.
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Regarding the supply base reduction itself, it was possible to identify 237 inactive
suppliers that have not been used in the past two years. After cross-checking for special
suppliers, it has been decided that all 237 inactive suppliers can be deleted from the supply
base as they are not required anymore. Next to this, 12 suppliers have been listed as phase-
out suppliers with terminating contracts. After short-listing 149 suppliers for reduction and
analysing them according to the pre-defined criteria, purchasing value, delivery reliability
and number of offered product types, 71 suppliers have been targeted for elimination. As a
result, it can be said that the supply base can be decreased by approximately 60 percent. A

visualisation of the elimination can be found in figure 11.

Targeted for Elimination (71) .

Phase-Qut Suppliers (12) I

Remaining Supply Base (189) -

Figure 11: Supply Base Reduction Process in Numbers.
Source: Own elaboration.

Total Supply Base (509)

Out of the remaining 189 suppliers, 41 have been identified as top-performing suppliers as
they deliver the highest purchasing volumes and values. Nevertheless, even though these
suppliers have the highest impact, their performance does not always fit with their status.
According to the delivery reliability, 19 suppliers lack in their reliability as they have a
delivery reliability of less than 80 percent. Consequently, this supply base reduction can be
used as a fresh start to segment the supply base in a new way and identify which suppliers
should really be top-suppliers and which not.

However, during the research some problems arose. Within the theory section, critical

success factors have been defined, among others, a regular supplier evaluation and an
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intact relationship management.®” Nevertheless, during the creation and application of the
reduction process, it became obvious that only quantitative criteria can be applied as
qualitative criteria, e.g. audit results and relationship management, are not established
within the company. Audits are not executed for all suppliers and thus, no consistent result
can be created. Only few suppliers are regularly audited, however, none of the short-listed
and none of the identified top-performing suppliers have been audited in the past years.
Hence, the available audit results would not be significant as no conclusions regarding a
correlation between audit results, delivery reliability as well as purchasing values and
volumes can be drawn. Still, it was possible to conduct the supply base reduction with the
predefined criteria, as well as it was possible to give an overview of the top-suppliers who
should be re-evaluated due to their performance. Consequently, the research question
“How can the company Schuler Pressen GmbH efficiently reduce its supply base,
especially in the area of machined parts and machining?” can be answered by using the
developed process guideline as it proposes a way of how to segment and reduce the supply

base.

Generally, it is advisable for the company to establish regular audits for all suppliers to be
able to compare each supplier under specified circumstances. Moreover, regular audits
offer the possibility of identifying problems and bottlenecks but also room for
improvement and relationship management. Additionally, the supply base should be
managed more carefully and segmentations should be taken more seriously. Once the
supply base is decreased, Schuler should as well investigate in a proper order distribution
and decide which suppliers are used as preferred suppliers for specified product types. As
the whole supply base should be restructured, new top-suppliers can be defined, as the lead
buyer found out that the current top-suppliers are not as reliable as they should be which
might happen because the order volumes are too high.'®® Thus, the reduced supply base
offers Schuler the opportunity to segment their supply base in a new way and create new

structures and thus, improve the overall performance of their suppliers.

197 see Cousins (1999), p.146; see Trent & Monczka (1999), p.938; see Talluri & Narasimhan (2005), p.130;
198 see Team Meeting Lead Buyers, Appendix C.
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9. Limitations

During the conception of the thesis several limitations arose which could have an influence
on the outcome of this research. The thesis might be useful for both academics and
practitioners as the study focuses on a case company and gives examples of specific
improvements. However, the in the following mentioned limitations need to be considered

while reading this thesis.

First, the timeframe was restricted to 20 weeks while the process of supply base reduction
normally takes a longer time. Consequently, important insights during the process could be
missing in this study. Moreover, the theoretical part relies on literature found by using
certain keywords which could be biased or other important literature with other keywords
could have been missed. As this study was conducted within a single company, results
cannot be generalised and adopted from other businesses or industries. Moreover, data was
mainly gathered via the ERP systems of the case company by the author who might have
misunderstood certain data or did not see the whole context. This might lead to false
interpretations, which is a limitation of this research. Another issue are the two group
discussions. Both discussions were conducted on a voluntary basis and as a result, the
group members could have missed out important information or did not reveal their true
opinions leading to misinterpretations. Further, information gathering was mainly deducted
from the operational purchasing department and answers regarding certain suppliers could
be biased due to relationships or personal preferences. Another limitation of this study is
that it only takes the focal firm’s point of view into account but not the perspective of
customers and suppliers. Here, future research could concentrate on researching the
outcomes of a supply base reduction for customers and suppliers. Moreover, the targeted
commodity group belongs to the special engineering sector which means that qualitative
measures need to be carefully evaluated by technical employees, which did not happen
within this study. Thus, the used elimination criteria are only of quantitative nature, leaving
out technical insights. The last limitation is that the results of this research are based on a

mixture of subjective and quantitative data where subjective data might be misinterpreted.
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10. Further Research

As a supply base reduction takes a long time and the thesis was limited to 20 weeks, it
would be interesting to follow up on the supply base reduction process of the case
company. As this thesis was meant for a first investigation and thus, no real eliminations
took place, it would be interesting to see whether the suggested eliminations will take
place. Moreover, it could be further researched whether the developed supply base
reduction process is applicable to all commodity groups of the case company or only
applicable to some of the commodity groups. Additionally, it would be interesting to
include the suppliers point of view into the supply base reduction process as well as into
the preferred customer status process. This would offer new insights of how and why to
eliminate or not eliminate certain suppliers. Moreover, capacity or capability drawbacks
could be analysed better with the help of the suppliers’ input. Consequently, a research that
includes both the case company and the suppliers’ point of view might create new insights
and thus, develop new approaches to reduce the supply base of a company. Another point
of view is the preliminary reason why supply bases grow large and thus, need to be
reduced later. This research might add up to better sourcing strategies and new approaches
on how to effectively manage the supply management department. Moreover, this might
offer companies solutions to not let their supply base grow too big and keep it under
control.

Furthermore, it would be interesting to establish regular audits for every supplier and
compare the results of the audits with the expectations of a supplier. Here, expectations of
the focal company could be compared to the point of view of the supplier which might

show gaps between expectation and perception.
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12.Appendix

Appendix A — Questionnaire Group Discussion Technical Purchasing

Part 1

1. Richtlinien und Strategie *
Markieren Sie nur ein Oval pro Zeile.

trifft voll
Zu

trifft teilweise

neutral
ZUu

Es gibt klar definierte ) Pa— —
Richtlinien fiir den . ) .
operativen Einkauf

Ich halte mich an diese Yy Ty Ty
Richtlinien S S S
Die Richtlinien sollten o' o Y
angepasst werden R L _/

Es gibt eine klar definierte

Einkaufssirategie fir meine () ), O
Warengruppe
Einkaufsstrategien werden
klar und deutlich an den ' T Y
operativen Einkauf — — —
kommuniziert
Ich halte mich an diese ' N s
Einkaufsstrategie h— — —
Es gibt viele sogenannte
Jbevorzugte Lieferanten” . . .
bzw. Pfiichtlieferanten, die () D D
vom sirategischen Einkauf
festgelegt sind
Es gibt wenig sogenannte
.bevorzugte Lieferanten” o o
bzw. Pllichtiieferanten, die () ) )
vom strategischen Einkauf
festgelegt sind
2. Operativer Einkauf *
Markieren Sie nur ein Oval pro Zeile.
trifft voll  trifft teilweise neutral
zZu zZu
Bedarfsanforderungen an o .
den Einkauf werden D) ) D
frihzeitig gestelit
Bedarfsanforderungen sind Yy ~ P
terminlich realisierbar — ~— ~—
Ich wahle nach eigenem
Ermessen, bei welchen . J— -
Lieferanten C ) ) C )
Materialien/Produkte
angefragt werden
Ich wahle nach eigenem
Ermessen, welcher Lieferant f_ ) r_,\ f_“‘
den Auftrag erhalt
Ich kann eigenstandig nach o o
neuen Lieferanten suchen () C D C D
und diese anlegen/nutzen
Fur bestimme _— R J—
Materialien/Produkte werden () ), D
mir Lieferanten vorgegeben
Ich hatte gerne mehr fixierte o o o
Preise/ mehr mit Preislisten () D D
arbeiten
Ich hatte gerne mehr i
. . Ty Ty s
Vorgaben in Bezug auf die L J ) -,

Lieferantenauswahl

Fur die meisten Lieferanten
sind Preise im System
hinterlegt
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— L
I _“-.I ST
A L
Y Y
J L
' '
A L
s &) P
L L
trifft teilweise trifft nicht
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3. Gréke der Lieferantenbasis *
Markieren Sie nur ein Oval pro Zeile.

trifft vaoll  trifft teilweise trifft teilweise trifft nicht
Zu Zu neutral nicht zu Zu

Ich nutze nur einen kleinen
Teil, der fir meine Y I P Y IS
Warengruppe verfugbaren — — — - —
Lieferanten regelmanig
Es gibt viele Lieferanten fiir
bestimmte o ) o )
Material-/Produkigruppen C ) C ) C ) C C )
innerhalb meiner
Warengruppe
Ich nutze meistens
dieselben Lieferanten flr
bestimmte — o S Y o
Material-"Produkigruppen _,
innerhalb meiner
Warengruppe
Es gibt
Material-/Produktgruppen,
welche nur von bestimmten  —— — — — —
Lieferanten bedient werden '\—J ' ' ' N ' '
kénnen — aufgrund der
Komplexitat der Teile
Es gibt
Material-/Produkigruppen,
welche nur von bestimmten ('_j — — — . .
Lieferanten bedient werden s s p— e
kénnen — aufgrund von
Kapazitdten bei Lieferanten

4_Zufriedenheit mit den Lieferanten *
Markieren Sie nur ein Oval pro Zeile.

Ty
W/
oy

p—
"\
A

trifft voll ~ trifft teilweise neutral tnfll_teihveise trifft nicht
Zu nicht zu pal|
Die meisten Lieferanten
erflillen die
Qualitatsanspriiche

zu

O O O O O
Die wenigsten Lieferanten - -
erfullen die - ) . D -
Qualitatsanspriche
Die Preise vieler Lieferanten =
sind zu hoch o
Viele Lieferanten sind auf ) )
die Auftrage der Schuler C D (D D ) D
Pressen GmbH angewiesen
Wenig Lieferanten sind auf
die Auftrage der Schuler C D C ) C ) ) C )
Pressen GmbH angewiesen
Die meisten Lieferanten
melden sich innerhalb der

C ) C ) C ) C )

0 P P i ™ ‘o

vorgegebenen Fristen e s R _J L
{Anfragen, Angebote, etc.)

Viele Lieferanten liefem e Yy o' Ty

pinkiiich - [ . ) -

Wenige Lieferanten liefern —) T Y —:, \

g ': A L i L

plinktlich
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5. Eigene Praferenzen bei Lieferanten *
Markieren Sie nur ein Oval pro Zeile.

trifft voll  trifft teilweise trift teilweise trifft nicht
neutral i
Zu Zu nicht zu Zu

Es gibt Lieferanten die zwar

gelistet sind, aber bei denen  ——, —_— e Y —
ich nicht bestelle — aufgrund = ~—~ -~
von zu hohen Preisen

Es gibt Lieferanten die zwar

gelistet sind, aber bei denen  ~—— s
ich nicht bestelle — aufgrund "~ - ) / -
von Qualitatsproblemen

Es gibt Lieferanten die zwar

gelistet sind, aber bei denen (D
ich nicht bestelle — aufgrund

von Lieferproblemen

Ich bevorzuge bestimme

Lieferanten fir bestimmte
Material-/Produktgruppen, Y — . Yy —
auch wenn die Konkurrenz — -

gunstiger ist (bei annlicher
Qualitat)

Ich bevorzuge bestimme
Lieferanten fur bestimmte
Material-/Produktgruppen, e Ty —
weil sie ginstiger sind, D — ' ' (_:' '
obwohl die Qualitat der

Konkurrenz besser ist

Ich bevorzuge bestimme
Lieferanten fir bestimmte
Material-/Produkigruppen,

weil ich zu den Verkaufern L
eine bessere Beziehung

habe und bevorzugt
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Qualitat ist wichtiger als der ~ ——
Preis — -
Preis und Qualitat mdssen i i i
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werden
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-
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q
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Part 2

Bitte schatzen Sie die Wichtigkeit der unten genannten Faktoren fur einen reibungslosen Ablauf des
Einkaufs ein.

6. Generelle Faktoren *
Markieren Sie nur ein Qval pro Zeile.

seh{ wichtig neutral eher unwichtig unwichtig
wichtig
Transparenz zwischen P— J— P—
verschiedenen Abfeilungen und ) 'f__ Joo ) -
dem Einkauf schaffen
Transparenz zwischen dem Y Y Y ' Ty
Einkauf und Lieferanten schaffen — i — — —
- - . Y I Y Fa '\I Y Fa '-\
RegelmaBige Benchmarks L) L ) ) l’: ) -,
Regelmaiige Ty ™ Ty ) "
Lieferantenbewertung p— (—f — e —
Regelmaliges Y T a Y —
Lieferantenfeedback — A — —
Klare Einkaufsstrategie ' Y Y Y Ty
formulieren und kommunizieren S—’ — et —’ S—
Fachwissen & Kompetenz im i S S P
Einkauf regelmanig ) ) ) ) L
erweitern/schulen
Andinlkea ; P T N P
Zustandigkeiten klar definieren Lo Lo ) L Lo
Einsparungen erkennen und ' Y Y ' Y
messen — —_— = — —
7. Faktoren bei der Lieferantenauswahl *
Markieren Sie nur ein Oval pro Zeile.
sehr —_— - A
S wichtig neutral eher unwichtig unwichtig
wichtig
Preisgestaltung "__, ( _;' i_:f k_) i::

- - Fd Y rFa N If Y 4 Y If \I
niedrige Fehlerquote ) C o ) ( ) C )
Qualitat ¢ ) Y ) O ) O )

L L b
Liefertr D) < — —
lefertreus N A NS l'k._/ NS
Flexibilitat bei ' Y Y Yy P
Mengenanpassungen e — (- —
Flexibilitat bei kurzfristigen Y U T Ty

) ] 1

Bestellungen [ O OO / _
Informationssicherheit C ) C ) () ) C )

Innovationen . C ) C ) C ) (
Bereits vorhandene Yy Y Y o
PartnerschaftKooperation — — (- —
Maoglichkeit zur Ty 'i_ S Ty Y
FPartnerschaftyKooperation — — (- —’
Erfullung von Sonderwiinschen C ) C ) C ) C ) ()
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Appendix B — Semi-Structured Interview Questions
Questions about the Interviewee

1. What is your name?

2. What is your job title?

3. What are your main responsibilities?

4. How long are you already working for Schuler Pressen GmbH?

Questions Commaodity Group 0709

1. What is the purchasing strategy for 0709?

How are the relationships with suppliers managed?

How would you rate the relationships with suppliers of 0709?

Are there specific suppliers and/or products that are only required every few years?
How many product groups belong to 0709?

How do you segment the suppliers?

How do you choose mandatory suppliers for a specific product?

8. Are there any products where it is not helpful to reduce the number of suppliers?

Noakowd

Procurement Questions

1. What is more important — quality, price or delivery reliability?
2. Are there no-go suppliers who are still listed in the supply base?
a. Why
b. How are those marked?
c. Do you still use them, e.g. for service?
3. Are benchmarks conducted on a regular basis?
4. How much does a supplier cost per year?
5. What do you think about the preferred customer/supplier status?
a. Applicable to 0709?

Spend Analysis

1. Do you perform a spend analysis on a regular basis?
2. How often do you perform a spend analysis?
3. Which criteria are considered?
4. What happens with the results?
a. Who is informed
b. Which information are used

Supplier Selection

1. What are the minimum requirements for a supplier?
2. How are new suppliers selected?
3. Who decides which supplier is added/deleted from the supply base?
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Appendix C — Interviews and Group Discussion
Interview A — Introduction Interview — confidential, 15" February 2018

Head of Location Procurement Goppingen and Weingarten, and Outbound

Logistics
Team Meeting with Lead Buyers - confidential, 16" May 2018
Lead Buyer Raw Materials
Lead Buyer Forgings & Manager Global Purchase
Lead Buyer Raw Materials
Team Lead Operative Technical Purchasing Goppingen

Group Discussion — technical Purchasing Department — confidential, 15" May 2018



