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Learning Objectives

After completing this lesson, you should be able to

 Understand the differences between purchasing and supply 

management

 Understand the differences between supply chains and value 

chains

 Identify the activities that are part of supply chain management

 Appreciate the importance of supply chain enablers

 Identify the historical stages of purchasing’s evolution



What is Purchasing and supply

Purchasing is the function in a firm responsible for the professional 

management of a firm’s interface with the supply market, to 

ensure its supply with the necessary goods and services provided 

by other organisations, i.e. suppliers. 

Industrial firms spend more than half of their turnover on supplies, 

which is why the purchasing function has become a central 

success factor for modern firms. 

Purchasing can be distinguished into strategic sourcing (supply 

planning, supplier selection and contracting) and operative 

procurement (material ordering, expediting and paying).

The activities of a purchasing department can be organised in a 
purchasing year cycle, which repeats on an annual basis. 



“Con” What is Purchasing and 

supplier

Next to ensuring a safe and timely supply, purchasing has the target to 

achieve good costs as well as to contribute to innovation and improve 
the strategic position of a firm. 

For that several tools have been developed, such as the Kraljiˆc-Matrix

(which helps to develop sourcing tactics), the lever analysis (used to 

systematically achieve cost savings) or the preferred customer 

approach (used to achieve competitive advantages through smart 

purchasing).



“Con” A New Competitive 

Environment

organizations also realized that this required a strong engineering, 

design, and manufacturing function to support these market 
requirements. Design engineers had to translate customer 

requirements into product and service specifications, which then had 

to be produced at a high level of quality at a reasonable cost. 

As the demand for new products increased throughout the 1980s, 

organizations had to become flexible and responsive to modify existing 

products, services, and processes, or to develop new ones to meet 

ever-changing customer needs.



“Con” A New Competitive 

Environment

As organizational capabilities improved further in the 1990s, managers 

began to realize that material and service inputs from suppliers had a 
major impact on their ability to meet customer needs. This led to an 

increased focus on the supply base and the responsibilities of 

purchasing. Managers also realized that producing a quality product 

was not enough. 

Getting the right products and services to customers at the right time, 

cost, place, condition, and quantity constituted an entirely new type 

of challenge. More recently, new technology has spawned a whole 

set of time-reducing information technologies and logistics networks 

aimed at meeting these new challenges.



“Con” A New Competitive 

Environment

The availability of low-cost alternatives has led to unprecedented shifts 

toward outsourcing and offshoring. The impact of China as a major 
world competitor poses tremendous challenges for U.S. firms in both 

the manufacturing and services sectors. Because the services sector 

now accounts for over 70% of the Gross Domestic Product, new 

strategies are required for effective supply management in this sector.

All these changes have made 21st-century organizations realize how 

important it is to manage their supply base. They must be involved in 

the management of (or at least take a serious interest in) the suppliers 

that provide materials and services. 



“Con” A New Competitive 

Environment

They must also be concerned with the network of downstream firms 

responsible for delivery and aftermarket service of the product to the 
end customer. From this realization emerged the concept of the supply 

chain and supply chain management.

Several factors are driving an emphasis on supply chain management. 

First, the cost and availability of information resources between entities 

in the supply chain allow easy linkages that eliminate time delays in the 

network. 



“Con” A New Competitive 

Environment

Second, the level of competition in both domestic and international markets 

requires organizations to be fast, agile, and flexible. Third, customer expectations 
and requirements are becoming much more demanding. Fourth, the ability of an 

organization’s supply chain to react rapidly to major disruptions in both supply and 

downstream product or services will lessen the impact on lost sales. 

As demands increase, organizations and their suppliers must be responsive or face 

the prospect of losing market share. Competition today is no longer between 

firms, it is between the supply chains of those firms. 

The companies that configure the best supply chains will be the market winners 
and gain competitive advantage.


