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Abstract

Purpose — To propose a framework for purchasing and outsourcing decisions together with a
process model for evaluating and assessing possible suppliers. The paper focuses in particular on the
“planning” and “qualifying” phases of the process which, respectively, set the criteria and prepare a
shortlist for invitations, before the final selection.

Design/methodology/approach — By reference to the literature, past experience and a priori
reasoning, a conceptual framework and quantitative model are combined in a checklist to guide
responsible managers through a formal, systematic decision-making procedure.

Findings — The model is fully described, its strengths and weaknesses are discussed, and the modus
operandi of the derived decision-making framework is explained. The system and process are strongly
advocated as the most appropriate instrument for the selection of suppliers of outsourced products and
services in the contemporary business environment.

Research limitations/implications — The system suffers to an extent from one of its defining
strengths: relative simplicity, which may limit its applicability in more complex situations. This
emphasises the importance of the procedures undertaken in the “qualification” phase. Assigning
evaluative values codes to the various decision parameters involves a good deal of subjectivity, which
could lead to misguided decisions. Further research and development is needed.

Practical implications — The advocated selection offers outsourcing decision makers a structured
and systematic selection framework, which does not compromise their own professionalism, but
rather encourages imagination, innovation, investigation and opinion based on critical observation.
Its potential applicability covers the full range of industry sectors, beyond the outsourcing of product
and component manufacture which have been the focus of the great majority of published studies.
Originality/value — The paper examines a widely investigated “hot topic” that is in fact surrounded
by confusion and misunderstanding. It focuses on aspects of outsourcing practice that have so far
attracted little attention from researchers.

Keywords Purchasing, Sourcing, Outsourcing, Selection

Paper type Conceptual paper

Introduction

Continuously increasing competitive pressure on companies, especially during an
economic downturn, demands streamlined, cost-effective and measurable management
processes. Managers have realised that they cannot achieve corporate objectives
without the collaboration of satisfactory vendors (Handfield and Nichols, 1999). The
consequent increasing importance of supplier-selection decisions is forcing companies
to re-think their purchasing and outsourcing strategies, and the topic has received
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considerable attention in the literature (De Boer et al, 2001; Karpak et al., 2001; Park
and Krishnan, 2001; Bhutta and Hugq, 2002; Handfield et al., 2002).

Though the title of this journal implies a primary focus on the marketing function,
purchasing has always been an essential and critical function in nearly all business,
and its impact on the other major functional divisions cannot be ignored by marketing
strategists and planners. Nowadays, purchasing in its broadest sense is increasingly
recognised as a strategic issue, since in-sourcing and outsourcing decisions have a
crucial influence on an organisation’s success (Carr and Pearson, 2002; Cousins and
Spekman, 2003). A striking example of the role of importance of sourcing and
purchasing in commercial success is provided by the Dell Computer Corporation
(Fine, 1999).

Normally, there is a clear distinction between purchasing and sourcing decisions.
Purchasing includes all activities associated with identification of needs (initiation),
identification of decision criteria (planning), initial screening of preferred suppliers
(qualifying), selecting suppliers (winning), and monitoring performance. Sourcing
decisions, on the other hand, are high-level strategic decisions answering the question
“what to make and what to buy”.

The main aim of this paper is to give an overview of the purchasing process, and to
focus on sourcing decisions, specifically outsourcing. We propose a conceptual
framework and an outsourcing and purchasing model, and concentrate specifically on:

(1) the planning phase, since we believe it is crucial in selecting the right attributes
upon which the potential suppliers will be judged,;

(2) the qualifying phase, which is a pre-selection step necessary to the construction
of a list of preferred suppliers from a larger pool; and

(3) the transition-of-responsibility phase of the outsourcing decision, from
company to sub-contractor, because it is often underestimated and should be
prepared in parallel with the (1) and (2).

In addition, the paper looks into the decision-making methods and procedures reported
in the literature and applied in practice, revealing some trends in supplier selection
process.

After discussion of the basic concepts of the purchasing process and sourcing
decisions, with particular giving emphasis on outsourcing, the planning and qualifying
phases of purchasing will be examined in detail. Attention will then turn to the
identification and evaluation of suppliers, because these two steps in the process
determine the quality of the final outcome, and a procedural model will be proposed.
An illustrative example shows how the proposed method works in practice. The paper
concludes with general conclusions, and implications for both management and
research.

The purchasing process and sourcing decisions

The purchasing process

Purchasing is nowadays recognised as a strategic function, not only because the
decisions made by purchasing managers have such a profound influence on overall
company performance, but also because businesses have to manage the process that
links them with their upstream suppliers.
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Figure 1.

Schematic of purchasing
and outsourcing
methodology

Figure 1 shows schematically the five phases of the purchasing process. In practice,
the effort that a company spends on each of these activities differs from one situation to
the next. It is, of course, axiomatic that the better they are performed, the more
competitive the company becomes.

Initiation phase. The purchasing process starts with the identification of a need, for
either service(s) or product(s). At this point, the flows and exchanges of information
amongst the interested parties can be very extensive, and require good communication
internally. A feasibility study is required, entailing analysis of expected benefits, likely
costs and consequent risks, and a plan for managing the outcomes.

Planning phase. Central to the purchasing cycle is the planning phase, in which
criteria against which the potential suppliers will be assessed are defined. This implies
the setting of standards for bids, the defining of requirements in detail and the
preparation of a pool list for invitations to tender. At this stage, it is clearly necessary
to ensure that the user’s needs are communicated to potential suppliers in the most
efficient and accurate way possible. The necessary descriptions can take the form of
market-grade or industry-grade specification or performance characteristics, the latter
focusing attention on the customer’s desired outcome rather than on the precise
configuration of the product or services. For example, a company soliciting service
from a third-party logistics (“3PL”) provider might demand delivery within 24 hours
and twice-daily deliveries, leaving it up to the provider to decide how to meet those
requirements. Planned choice criteria can thus be both qualitative and quantitative; to
select the best supplier, it is in practice necessary to balance tangible and intangible
factors. Research studies of that trade-off among attributes have suggested a number
of relevant criteria: quality, on-time delivery, cost (Verma and Pullman, 1998,
Karpak et al., 2001), environmental issues (Handfield et al, 2002), and manufacturing
costs, technology and service (Bhutta and Hug, 2002). Park and Krishnan (2001)
examined supplier-selection practices among 78 small business executives and
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adapted 15 criteria from a study by Ellram (1990). Although the choice criteria reported
differ across products and services, there is a marked convergence with respect to four
in particular: price, quality, delivery and service. Some common issues surrounding
this phase, apart from selection of the most appropriate criteria, are: assignment of
relative weights to each and every one of them, and decisions concerning their critical,
objective and subjective status (Houshyar and Lyth, 1992); and identification of the
true decision maker, given that authority may reside with a single person or function or
with several people or functions.

Qualification phase. Equally important in the purchasing cycle is the qualifying
process, which screens the pool of potential suppliers against the criteria established at
the planning stage, and draws up a shortlist of qualified contenders. As De Boer et al.
(2001) put it, the objective is to reduce the set of “all” suppliers to a smaller set
of “acceptable” suppliers. The first step in this process is always to define a set of
acceptable suppliers, while possible subsequent steps serve to reduce the number for
active consideration. Thus, qualification is a sorting process rather than a ranking
operation, and is therefore sometimes described as “pre-qualification”. The factors that
achieve qualification for a supplier are not necessarily the major determinants of
competitive success, but are important in the sense that supplier performance has to be
above a particular level for a contender to be included in the shortlist. Performance
below the qualifying level will normally disqualify a supplier from being considered
for preferred status, but performance above it will not on its own confer particular
competitive advantage (Slack et al., 2005).

Winning phase. The final choice begins once the company has completed the initiation,
planning and qualification phases. Suppliers who demonstrate a minimum level of
expected performance are given the first opportunity for new (or repeat) business. To win
it, a supplier has to achieve a superior level of performance with respect to the key reasons
for purchasing the product or service. These order-winning factors constitute an element
of the value chain that is more important to the purchasing company and dominate the
other elements of value. According to Hill (1987), they are market and time specific. He
categorized them into manufacturing-related criteria — such as price, delivery reliability,
delivery speed, quality, demand increases, product range, design and distribution — and
non-manufacturing criteria, which might include design leadership, marketing and sales
capabilities, brand name, technical liaison support and after-sales support. Corbett and
Van Wassenhove (1993) argued that what is an order winner today may evolve intoa mere
order qualifier in the future, due to competitive pressures.

Monitoring and review phase. The process does not end with selection. Purchasers
must regularly review the performance of suppliers against agreed levels. As well as being
an important control check, this operation can build strong and efficient long-term
relationships if handled constructively. Sometimes, it calls for negotiation, to take account
of changed or new requirements. These should be handled separately from those already
under consideration, for confusion can result from trying to manage them in the same way.
Normally, good relationships solve most of the problems. Contracts are a necessary part of
the working relationship, but hiding behind them can cause many problems.

The outsourcing decision
Outsourcing decisions are often distinguished from purchasing activities on the grounds
that the latter are typically high-level, strategic decisions regarding what to make and

Purchasing and
outsourcing
decisions

711




Downloaded by ABE, Miss Claire Siegel At 10:53 22 November 2017 (PT)

MIP
24,7

712

what to buy; while the former include all activities associated with recognition of the
need for new suppliers, setting of decision criteria, location and selection of suitable
suppliers, negotiation of terms, and monitoring of supplier performance.

It is clear that the outsourcing process itself is a critical, strategic operation. Though
the “make-or-buy” question asked of themselves by manufacturers and the “do it
ourselves or buy it in” question asked by service providers may be answered at the
level of the purchasing function, those responsible for sourcing have to consider
the issues of single versus multiple sources of outsourced products or services. The
phenomenon of outsourcing is sweeping through industry, affecting employees and
managers beyond the so-called core-competences. In concert with other techniques, it is
creating a new, sophisticated environment for customer-supplier relations, and
therefore calls for real partnerships in successful outsourcing ventures. It is considered
one of the most important developments of recent years, involving diverse sectors from
manufacturing companies, through services to government and the public sector.
A prime and longstanding example of outsourcing is the UK government’s Market
Testing Programme (Market Testing for IS/IT Provision, 1993), which is regarded as a
benchmark by other governments and has already been adopted by other countries,
such as Australia (Environment Australia Annual Report 2001-2002, 2002).

It is not the intention of this paper to discuss both outsourcing and “in-sourcing”.
The pros and cons have been covered extensively and sufficiently in the literature by
literally hundreds of articles from both academics and practitioners (Harland et al.,
2005). The aim is instead to approach the debate from another angle: the methodology
for a company outsourcing appraisal, as shown in Figure 1, and more specifically the
transition of responsibility from the organization to the contractor, which is often
underestimated and can be prepared for in parallel with the planning and qualifying
phases of the purchasing process, as described in the previous section.

Transition planning. Transition from the internal management of an activity or
function to working with an external provider requires significant up-front involvement
in the provision of initial data, industry or customer expertise, and overseeing of the
process during the transfer of responsibilities. Therefore, transition planning is vital for
an orderly and planned transfer to the new provider of the outsourced product or service
(or both). Its objective is twofold: to keep track of customers as the service responsibility
1s transferred and to focus on the people involved in the process.

The key point is not to lose sight of the customers in all of this. On the contrary, it
may be a good opportunity to exploit the public relations value of the new initiative.
After all, the basic motivation dictating the need for outsourcing is the success of
customers. Therefore, communicating the change to them in an effective manner
assumes high importance.

From the staff point of view, the issue that will need to be addressed is what new
roles within the outsourcing organization will require to be discharged, and which may
be no longer needed. It will certainly be necessary to identify, and perhaps train, the
people who will work with the supplier and oversee the relationship. Usually, the best
solution is to delegate these responsibilities to key personnel in the newly-outsourced
part of the organization, taking advantage of their knowledge to effectively oversee the
supplier’s work, especially in the critical early stages of the transition. It also gives
them a strong incentive to make the transition successful.
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Time frames for completing s to complete transition from internal supply to
outsourcing will typically vary according to the situation. Probably, it is generally best
to aim for a speedy changeover, because spreading the process out allows more
scope for delay, or even sabotage. Difficulties will certainly occur as new relationships
are established. With a rapid transition, the incentive is to deal with problems that
arise quickly and efficiently. On the other hand, a more prolonged transition process
can provide the opportunity to test and develop the new relationship, while limiting the
risk to ongoing work.

The transition plan should at least include such items as those shown in Figure 2.
Some companies fail to appreciate the number of players involved in the transition
process and the amount of coordination and communication needed for both sides to be
on the same track during implementation. An extensive study of critical trends and
issues in 3PL among key markets and key customers in North America and Western
Europe found, amongst other things, that users reported unsatisfactory experiences of
transition during the implementation stage, which may have been explained partly by
an apparent lack of strategic management skills (Langley et al., 2001). Change is by its
nature difficult; change that involves new people in new roles is often overwhelming.
Therefore, good preparation will improve the quality of transition planning.

Sourcing strategies. Once the decision has been made to outsource a product or
service, a company is faced by the need to make a strategic choice between single and
multiple sources. In the past, the practice for the buying companies was typically to

» ) Organizational
Transition planning planning
« set up atransition team « launch new organisation
« audit resources to be * educate staff

transferred b *set up review measures

« establish plan of « verify (to both sides) the
transition selection of management
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share their business among multiple suppliers, even for the same product or service.
The reasons given for this multiple-sourcing approach were that competition is the
basis of the economic system, purchasing must not become source dependent and
multiple sources spread the risk (Shin et al., 2000).

However, the example set by Japanese firms and the just-in-time production
philosophy affected the attitude of western companies, which are nowadays seeking
reduction of their supplier base. Some of the potential benefits of such a decision
include (Chen and Paulraj, 2004):

+ fewer suppliers to contact in the case of orders given on short notice;
+ reduced inventory management costs;
+ volume consolidation and quantity discounts;

+ increased economies of scale based on order volume and the learning curve
effect;

+ reduced lead times due to dedicated capacity and work-in-process inventory
from the suppliers; reduced logistical costs; coordinated replenishment;

+ an improved buyer-supplier product design relationship; trust due to
communication; improved performance; and

+ better customer service and market penetration.

Moreover, the administrative or transactional costs associated with managing a large
number of suppliers often outweigh the benefits (Dyer, 2000).

Today, companies typically weigh up the pros and cons of single and multiple
sourcing. “Parallel sourcing” describes the use of multiple sole sources for each type of
component, providing the performance incentives for suppliers associated with
multiple sourcing while preserving the claimed benefits of sole sourcing (Richardson,
1993). “Dual sourcing” describes the use of just two suppliers for the same product or
service, to ensure a continuous supply at a favourable price (Pochard, 2003).

Supplier identification and evaluation

This section will elaborate upon two major activities within the planning and evaluation
phases of the overall purchasing process (Figure 1), since successful outsourcing choices
are heavily dependent on the quality of decisions taken with respect to supplier
identification and evaluation Obviously, both endeavour and significance increase in
parallel with increases in the complexity of the outsourced product or service increases,
the costs, and the time-span of the anticipated buyer-supplier relationship.

Supplier decision criteria

Supplier selection is a complex decision-making process, and has been the subject of
many research studies and practitioner commentaries for more than 40 years. One of
the most important published studies was carried out forty years ago by Dickson
(1966). On the basis of data collected by questionnaire from 170 answered purchasing
agents and managers, he ranked 23 criteria in terms of their perceived importance.
At that time, the most important were seen to be quality, delivery performance history,
and warranties and claim policies. A quarter-century later, Weber ef al. (1991) reviewed
74 articles published since 1966 and observed that the most frequently cited criteria
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were price, delivery, quality production capacity and location. Clearly, the evolution of
the industrial environment had affected the relative weighting of these criteria. For
example, the criterion of location is crucial to the just-in-time production philosophy,
while communication systems, ranked tenth in Dickson’s study, are highly important
in the current IT environment.

For the interest and information of readers with a particular interest, Table I
summarises the content of relevant research studies published in the first five years of this
century.

We have already briefly noted a marked convergence in supplier-choice criteria
despite micro-variation across the range of products and services bought-in. This was
confirmed by Frost and Long (2000), who tested both procurement managers’ and
marketing managers’ perceptions of the importance placed by buyers on various
attributes of a supplier. The results suggested that these perceptions do not differ
significantly, except for reciprocal arrangements and the reputation or image of the
organization within the industry, and do indeed major on four key attributes: to price,
quality, delivery and service.

Authors and dates Brief description

Akarte et al. (2001) Groups 18 criteria into four categories

Avery (2000) Looks at the experiences of three IT purchasing professionals and their
decision criteria

Bowman et al. (2000) Studies the factors and their relative importance in supplier selection from

the global business perspectives

Frost and Long (2000) Attempts to find out through a survey both the procurement manager’s
perception of the importance placed by buyers on various attributes, and
the marketing manager’s perceptions of the importance they place on
these attributes when sourcing a supplier

Gonzalez et al. (2004) Examines the quality, cost and productivity factors and their relative
importance in supplier selection

Humphreys ef al. (2003a) Draws attention to integrate environmental criteria in the supplier
selection process

Humphreys ef al. (2003b) Attempts through a decision support tool to incorporate environmental
criteria into supplier selection process

Kannan and Tan (2002)  Examines through an empirical study the purchasing selection and
assessment criteria of the American manufacturing industry for goods
already used in production

Katsikeas et al. (2004) Examines the purchasing selection and assessment criteria of the UK
distribution companies in the IT industry

Krause et al. (2001) Develops measures of purchasing competitive priorities

Lee et al (2001) Develops a methodology based on information obtained from the supplier
selection process

Lin et al (2005) Attempts to find out what factors affect the supply chain quality
management

Sharland et al. (2003) Aims at exploring the impact of cycle time on supplier selection

Svensson (2004) Looks at the models of supplier segmentation and the different supplier

selection criteria.

Swift and Gruben (2000) Investigates the different supplier selection criteria between the male and
female purchasing managers

Yan and Wei (2002) Proposes a compromised weighting for group decision making by
incorporating supplier selection criteria
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Figure 3.

Supplier decision criteria
of the planning phase and
evaluation steps in the
qualify phase

Variations in the nature and weighting of decision criteria can be attributed to a number
of factors, such as the relative size of the buying organisation (Pearson and Ellram,
1995), the kind of products or services purchased (Bowman et al., 2000; Akarte et al,
2001; Kannan and Tan, 2002; Sharland et al., 2003; Gonzalez et al., 2004; Katsikeas et al.,
2004; Svensson, 2004), the adoption of a single or multiple sourcing strategy (Krause
et al., 2001; Lee et al., 2001; Lin et al., 2005), the demographic and cultural characteristics
of purchasing managers (Chao ef al., 1993; Mummalaneni et al., 1996; Swift and Gruben,
2000; Yan and Wei, 2002), and factors reflecting modern concerns environmental issues
(Humphreys ef al., 2003a, b). Also, the trend to relationships between outsourcers and
their suppliers that are based on partnership rather than on adversarial transaction,
favours such additional criteria such as capacity for co-operation, control of
co-ordination and types of communication system.

Consequently, the skills of purchasing professionals have changed considerably over
time, moving from a role focused predominantly on the four traditional criteria to one
emphasising the professional management of strategic, long-term, complex agreements
between internal stakeholders and suppliers (Faes et al., 2001). Outsourcing is no longer
a simple price-reduction game but an activity in which managers concern themselves
with supplier coordination and development, market research, cost analysis, sourcing
strategies and benchmarking, as well as the outsourcing choice itself (Carr and Smeltzer,
2000). The intensely competitive environment typical of today demands more integrated
ways of working, involving more sophisticated skills and competences on the part of
purchasing professionals (Anderson and Katz, 1998; Carr and Smeltzer, 1997, 2000;
Giunipero and Pearcy, 2000; Cousins and Spekman, 2003; Giunipero et al., 2005).

Figure 3 shows all possible decision criteria under six categories. Although it may
not be possible to gather all necessary information, the greater the quality and quantity
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of the data relating to each criterion, the more successful the match between buyer
and supplier.

Process and design capabilities. The outsourcing company needs to be clear about
the provider’s capabilities, and to take them into account in the selection process. In an
increasingly information-driven decision-making environment, the ability to obtain
and act upon performance information is often seen as a prerequisite for business
success, and a buyer of outsourced products or services will not wish to be associated
with a supplier deficient in this respect. For instance, if a potential supplier does not
have extranet capabilities, the buyer may regard an electronic data interchange
capability as a minimum requirement for obtaining required information in the
shortest, quickest and most intuitive way. Similarly, previous experience and current
know-how in the specific industry will typically be considered a necessary capability.

Management capability. This requirement is complex to assess, but a key
selection-decision criterion. It reflects the capacity and quality of the top people of the
supplier, the behaviour of whom can affect cooperation and collaboration in a strongly
positive or negative way. It can be the engine which powers a culture of continuous
improvement, creates and diffuses organisational behaviour, strengthens positive
values in the relationship, and maintains a partnership ethos. Important aspects of
management capability include the availability of top management to the outsourcing
company (Menon et al., 1998), the depth of management expertise (Sink and Langley,
1997), management skills (Foster, 2003), creativity in management, rate of personnel
change, and many others.

Financial considerations. There is no doubt that the main motive of each partner in a
collaboration is to gain advantage over time. It follows that each company has its own
motives, even if they are hidden. Though benefits sought can be both financial and
non-financial, we concentrate here on the first category. Financial advantage can be
achieved by focusing on relationship activities, which can reduce cost, enhance asset
utilisation, realize joint investment, reduce inventory, share business risk, eliminate
duplication and waste, and achieve economies of scale (Parker, 2000; Horvath, 2001;
Henry and Mayle, 2002; McLaren et al., 2002). A potential supplier in a weak financial
position inevitably presents a source of risk, not only because it cannot commit itself to
any financial investment, but also because it may not have the necessary resources to
invest in personnel, equipment and development efforts. In the worst case, it may go
out of business. Such measures of financial health as liquidity, operating, profitability,
and leverage ratios are thus vital test of suitability, from the outsourcer’s point of
view. Normally, most can be calculated from data in balance sheets and income
statements.

Planning and control capability. These capabilities reflect the presence or absence in
the supplier’s operations of, for instance: systems for planning material, equipment
personnel and capacity needs; performance measures related to the four key selection
criteria, at least; and IT systems capable of interacting with provider’s systems.
Planning and control capability is crucial because it significantly affects performance
in the supply chain. Therefore, verification by visiting and auditing the provider’s
planning function is a key precaution.

Working relationships. We have noted an evolution in the buyer-seller relationships
from the traditional adversarial, transactional and short-term model to longer-term and
more mutual partnerships (Lamming, 1993; Krause, 1999). “Partnership” is a much
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abused term, the true meaning of which is poorly understood by most organisations.
That is precisely why so few companies have achieved successful partnership
agreements. A simple transactional relationship is based on the presumption that
buying is concerned with simple exchanges, and buyer-seller interaction is conducted
at arm’s length. The ulterior motive of the buyer in this rather simple scenario is to
acquire as much resource as possible for as little expenditure as possible, but that is
seldom possible in a changing environment of apparently endless resources, where all
trading parties need to act in a responsible and supportive manner. Therefore, much
more attention has been paid in recent years to the development of properly mutual
working relationships, in which the benefits of doing business together are rooted in
ideas of sharing as well as exchanging: the emphasis is on building a satisfactory
outcome together. Confidence and support are invested by both sides with the intention
of adding value, a process not possible with a simple transaction. The organizations
concerned seek to come closer together, and to identify overlapping interests. It is to be
stressed that forging such relationships is a complex undertaking. If it can be achieved,
however, a major benefit can be the elusive “win-win situation” in which both parties
gain a fair advantage from the relationship and have no reason not to maintain it.
While it is true that collaboration can benefit trading partners unequally, companies in
working partnerships can fail to appreciate that the efficiencies of collaboration in fact
lie in the cumulative effect of all benefits delivered.

Supplier identification

Once a decision has been reached to outsource and the selection decision criteria have
been formulated, the next step is to draw up a shortlist of potential suppliers that fulfil
them. This is often summed up as the process of finding the right suppliers to provide
the buyer with the right products and/or services, at the right price, in the right
quantities, and at the right time (Sarkis and Talluri, 2002). Evaluation and selection of
suppliers is an important task for supply-chain management, generally seen as a
typical multiple criteria decision-making (MCDM) problem with multiple qualitative
and quantitative dimensions. As a consequence, it demands a systematic, methodical
and realistic selection model.

Despite a wealth of candidates in the literature, it is generally agreed that four
factors make the supplier-selection decision inherently difficult. First, the typically
large number of potential suppliers available, all competing fiercely, plus the buyer’s
personal preferences result in a high number of options to choose from (Weber ef al.,
2000a, b). Second, since no single candidate normally offers the best performance in all
chosen criteria, all contenders must be compared on the basis of multiple criteria
(Weber et al., 2000a, b). Third, suppliers may change their credentials with respect to
important selection criteria; one presently regarded as “order looser” could, for
instance, immediately become an “order qualifier” or “order winner” simply by means
of a price reduction (Hill, 2000). The last factor is conflicting objectives and internal and
external constraints imposed on the buying process (De Boer ef al., 1998; Karpak et al.,
1999a, b; Muralidharan et al, 2001).

To offset these difficulties, various approaches have been developed in the
literature. Table II lists and classifies the main decision-making methods found in a
literature review, together with their main advantages and disadvantages. Obviously,
each method is best suited to particular evaluation criteria and circumstances.
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Model
Figure 1 shows the process model for evaluating and assessing potential suppliers to
receive the first opportunity for new business. These preferred suppliers are those
whose performance capabilities match the outsourcer’s specific needs and priorities.
In this section, we introduce a simple, straightforward, numerically graded
measurement method. It is qualitative and system-oriented in nature, able to carry out a
well-executed selection process. A system-oriented method was used in preference to a
function-oriented alternative. The latter would offer an in-depth examination and
evaluation of one particular element or function within the outsourcer’s organisation; the
former examines and evaluates all decision criteria involved across the organisation.
Thus, when it is applied to several different suppliers, differences in interpretation
quickly become evident. It is a sorting rather than ranking method, and is, therefore, not
the best technique for evaluating the overall effectiveness or continuity of a particular
operation, except if measured against referenced standards or specifications.

Rating scale

Following each assessment, a formal report is prepared, which presents a
point-by-point summary of performance against the checklist items, on a four-level
grading scheme: S = satisfactory; F = fair; U = unsatisfactory; NA = not
applicable (or not seen). The descriptions “satisfactory” and “unsatisfactory” are
self-explanatory, and cover situations in which evaluation has determined conditions
to be clearly acceptable or unacceptable with respect to the relevant. The term “fair”
implies a minor divergence from requirements. If a more detailed audit is required, it
could be expanded to “adequate” and “inadequate”.

Normally, some operations are considered to be more important than others, and are
designated “major operations”. In Table III, they are indicated by the emboldening of
the description of the operation. Thus, the major operations in that case are
management (A), value added services (C), service characteristics (E) and performance
measurements (F). By contrast, “minor operations” are those considered less important,
which accordingly affect the overall rating to a lesser degree than the major ones.
They are identified in Table III by the not being in bold face: availability of transport
choices (B) and rate profile/quality services (D).

Within each group of operations, whether major or minor, some parameters are
weighted to have more influence than others. They can be identified by italics and
parenthesis around the parameter. In Table III, they are:

« Major operation A, management. Organisation, financial stability, willingness to
work as a partner.

* Major operation C, value added services. Attitudes towards quality, electronic
data interchange capability, regulatory knowledge.

* Major operation E, service characteristics. Dependability, problem solving
assistance, speed.

* Major operation F, performance measurements. Attitude, measurements available.

« Minor operation B, availability of transport choices. Less-than-truckload,
geographical coverage, temperature control requirements.

« Minor operation D, rate profile and quality services. On-time delivery, quality
processes to eliminate waste, reduce costs and improve service.
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Operation A: management

1)
)
@)
&)
)
(6)
()
®
©

Organisation

Vision

Corporate culture

Business reputation

Financial stability

Willingness to work as a partner
Commitment to continuous improvement
ISO 9000 certification

Present customer contracts

Operation B: availability of transport choices

@
@)
)
)
©®)
(©)

Truckload (TL)

Less-than truckload (LTL)

Parcel; express shipments
Equipment availability
Geographical coverage
Temperature control requirements

Operation C: value added services

)

@
3
@
®)
©)
()

Attitude towards quality (total quality management)
Attitude towards safety (spill procedures, emergency
response, safety records)

Electronic data interchange capability
Environmental concerns

Regulatory knowledge

Reputation with customers

Willingness to invest resources in the relationship

Operation D: rate profile and quality services

@)
@
3
“)

®)

Contingency planning considerations
Documentation processes and procedures
On-time delivery

Quality processes to eliminate waste, reduce costs
and improve service

Volume —/proportional distance and delivery
notes-/on demand-rates

Operation E: service characteristics

O]

(7)

Claims handling
Dependability

Problem solving assistance
Responsiveness,

Security

Shipment tracing

Speed

Operation F: performance measurements

1)
&

Notes: Code: S, satisfactory; F, fair; U, unsatisfactory; NA, not applicable or not seen

Attitude
Measurements available

(F]

[S]
[S]
[S]
(F]
[5]
[S]
[S]

(U]
(F]
[S]
(U]
(5]
[S]

F

(F]
(F]
[S]
(5]
[S]
18]
[S]

[S]
(F]
(5]
(5]
(U]
S

(F]
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Table III.
Evaluation form for the
selection of a provider

Calculation technique
One of the codes S, F, U and NA, as defined above, is assigned to each operation. The
weighting is generally U > F > S. Code NA carries no weight, because it is not an
evaluation. A numerical rating for each provider is then based upon the total number of
major and minor corrections, as follows:
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* Grade I: satisfactory provider. All major operations rated satisfactory; no more
than three minor corrections rated unsatisfactory.

* Grade II: fair provider. Maximum of one major parameter correction in any major
operations rated unsatisfactory; maximum of three minor parameter corrections
in any minor operations rated satisfactory.

* Grade III: unsatisfactory provider. Two or three major parameter corrections in
major operations rated unsatisfactory; more than three minor parameter
corrections in minor operations rated unsatisfactory.

Strengths and weaknesses of the model
The recommended procedure has six main advantages:

(1) simple;

2) not time consuming;

3) produces the minimum of paperwork;
)

can easily evaluate a considerable number of providers in a short period, thanks
to numerical evaluation;

—

(5) can be used as a pre-selection method, to separate the important few from the
irrelevant many; and

(6) provides evaluators with a vehicle, that does not inhibit their professionalism,
but rather encourages imagination, innovation, investigation and opinion based
upon critical observation.

There are however four disadvantages:
(1) suffers from brevity, and is thus difficult to apply to complex operations;
2) does not tell the “full story” in its limited narrative;
3) assignment of codes to parameters involves subjective judgement; and
4)

e

may induce an evaluator who does not think critically to jump to conclusions
that may prove wrong, for the reasons just noted.

Conclusions and implications

Once a company decides that an outsourcing solution could be beneficial, the process for
selecting a partner must be put in place. Selection methods can entail actions not
discussed in this paper, such as up-front discussions with potential partners, aimed at
assessing their ability to contribute to the goals of a partnership, or internal operations
by cross-functional working parties, to gather input from departments that will be
mvolved in the eventual decision-making process. What we aim to add to those
worthwhile and sensible initiatives is a means of applying unique selection criteria that
reflect specific corporate goals for the relationship and the particular operational
circumstances. Those should balance the needs of the purchaser against the capabilities
of the supplier, and have the potential to deliver benefits. They may range from general
quality and service standards to such case-specific criteria as compatible corporate
cultures, business reputation, responsiveness, electronic data interchange capability,
financial stability, environmental concerns and willingness to invest resources in the
relationship. The price criterion should not be forgotten, of course, but nor should it any
longer be treated as the sole criterion, in the context of modern business.
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Fundamental stages in selecting a provider are:

(1) to prepare a list of carefully predefined parameters and operations which reflect
the situation closely (Phase 1); and

(2) to evaluate each potential provider in terms of fit with enterprise’s objectives,
and to derive thereby a list of the preferred suppliers amongst which the final
choice will be made (Phase 2).

The aim of this paper was to propose a simple, straightforward, qualitative and
quantitative measurement model, to be used as the basis of a systematic and structured
pre-qualification process. It has further offered an in-depth analysis of key criteria that
a company must use, at a minimum, to asses potential suppliers, with the proviso
that the exact selection criteria will change according to the company’s size and
operational configuration and will, therefore, be governed in practice by particular
operating characteristics.

Care, thoroughness and analytical insight are required in applying the model,
because “correct” selection procedures are by no means guaranteed to choose the
“right” supplier — as in many comparable choice situations familiar to management
analysts. The match between the two processes can be examined with respect to the
benefits that the outsourcing company aims to achieve; if it is primarily looking for a
long contract, a large and stable supplier will probably satisfy the objective; if it wants
to achieve higher cost efficiency, then a supplier with many similar customers who
have economies of scale may be an attractive solution. Similarly, an outsourcing
company that aims for service improvements may satisfy its objective through a
customised logistics solution, while if it seeks the development of a new competence
configuration in the outsourcing relationship, then a joint logistics solution seems to be
the right prescription.

The initial decision to outsource should be the subject of a feasibility study, in
which management cautiously considers all decision criteria, positive and negative,
and does not rely simply on financial or technical factors, as is so often the case in
practice. Given that business is in a constant state of change, it is very important to
choose a type of arrangement that is not only the most appropriate for the objective of
the outsourcing at present time but also takes into account possible future
developments. What will happen, for instance, if a new line of business is developed:
how can it be incorporated into the contract with the outsource supplier? What effect
could a business downturn have on costs? How could a change in business direction be
accommodated, when initial cost savings and/or service improvements achieved
through an expensive outsourcing contract are no longer needed but the company is
locked into a routine that is no longer required? What would be the effect of possible
mergers and acquisitions?

Another option worth considering is an arrangement in which 3PL has the potential
to generate revenues that can support the building of core competences and ultimately
contribute to the outsourcing company’s competitiveness. Halldorsson and
Skjott-Larsen (2004) advise “viewing 3PL [third-party logisitics] as a means to
configure logistics competencies” and recommend “joint logistics solutions”. It is
important for the outsourcing company to preserve some expertise with respect to the
outsourced activities, as the driver for enrichment and development of new
competences and innovation in the relationship. This calls for a true collaboration
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between the two parties, moving from the arm’s length relationships of the past to a
durable one which, according to Teece et al (1997), offers the potential to develop
dynamic capabilities, especially if the company acts as a qualified and competent
partner and opponent (Eisenhardt and Martin, 2000). In that case, decision criteria
related to management capability assume particular importance in the qualification
phase of the selection process.

The systematic approach described and advocated in this paper can be thought of as a
complement to existing outsourcing methodology, embodying good practice in decision
making. It focuses mainly on two critical phases: planning and pre-qualification phase.
Although the approach has been empirically tested in new 3PL arrangements, more
research i1s needed to check its validity, and in-depth case studies of outsourcing
arrangements. These will supply the body of evidence needed for consolidation and
evolution of the methodology by defining its strengths and weaknesses, and devising
strategies to overcome the possible barriers raised. Such progress is very important
because, though it is normally assumed that outsourcing is a well-trodden path, many
relationships do not in practice fulfil the expectations of the players in the game. Therefore,
it is vital to explore failures as well as successes. Was the breakdown a function of
agreements and working arrangements? Or did it result from faulty outsourcing
methodology in which the wrong decision criteria were selected or the qualification phase
failed to shortlist suppliers who truly had the competence and ability to do the job?

Much work clearly remains to be done.
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