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The new image of procurement
Procurement has historically been seen as an important but separate part of a multina-
tional corporation, always independent to an organization's objectives. However, as the 
world has become more globalized, the perception of procurement has changed.

Now it is viewed as an essential component, its role a strategic one. Procurement has 
evolved and today its position within a corporation is multifaceted, with decisions 
happening at a corporate level.

It is no longer solely the means by which an organization acquires goods and services, 
but an integral mechanism through which executives can drive growth, achieve savings 
across the board, boost operational performance and improve relationships with 
suppliers.

Successful businesses are those that innovate and change with the times. In centralizing 
procurement and putting it at the heart of strategy, organizations are positioning 
themselves as industry leaders, helping forge new ideas about best practice. Procure-
ment is setting a new standard in how businesses can continue to thrive in any environ-
ment.

WHY PROCUREMENT SHOULD BE AT THE CENTER OF YOUR BUSINESS STRATEGY

Procurement as a strategic partner                                                                           
Although procurement is a tactical part of corporate life, this was not always the case, as 
Andreas Gocke, managing director at The Boston Consulting Group (BCG), highlighted 
in the firm’s 2008 report.

In The Importance of Procurement in a Global Environment, he stated how ten to 15 
years ago, it was "fighting for organizational significance". The consensus in the 
business world was that the primary purpose of procurement was exclusively grounded 
in just the acquisition of goods and services.

This is because the conventional wisdom of the time had defined procurement in a 
limited way, explained Samir Khushalani, a partner at KPMG Advisory Services, when 
commenting on the findings of his company's Global Procurement Excellence Bench-
marking Survey (2012).

"It has traditionally been more of a back o�ce trans-
actional function that hasn’t really been known for or 
expected to deliver value as a strategic business 
partner," he said.

The development of procurement within an organization has been changing for an 
extended period of time, slowly moving away from its distant position as an isolated 
purchasing apparatus.

However, the global financial crisis of 2008 has accelerated its transformation into a 
constituent feature of a corporation, one that now contributes significantly to the 
successes of an organization.

Executives have come around to the fact that if they want to make serious changes to 
the structures that have long governed the way they do business, procurement has to 
be treated with respect.

This requires investment. One of the reasons that procurement has typically been 
hindered in achieving strategic recognition is because it has lacked any definable place 
within a corporation, characterized by a lack of funding, respect and skill development.

Corporations that address these shortcomings are more likely to thrive in any given 
economic environment. The Aberdeen Group stated as much in its 2009 study The 
CPO's Agenda: Smart Strategies for Tough Times.

It found that there is a discernible link between ‘best class’ enterprises and center-led 
procurement structures. The report also explained that where procurement is at the 
forefront of strategy – entrepreneurial purchasing as Mr Gocke has described it – there 
tends to be a strong correlation with high performance.

Getting to such a position requires aligning procurement with business objectives.

Procurement as a cost-cutter                                                                                    
The classic understanding of procurement is that it is the means through which a 
business acquires goods and services at the best possible cost. It has to be worth its 
value in money in terms of quantity and quality (though it hasn't always been allied with 
overall objectives of a corporation).

Making e�cient purchases has always been its main focus. In an age of austerity, with 
businesses looking to make major savings across the board, it is especially important 
that procurement does all it can to reduce excessive spend. This, in turn, will help 
companies be more profitable.

Procurement is expensive. Mark Johnson, associate professor of operations manage-
ment at the Warwick Business School, estimates that executives spend 75 percent of 
their finances on this area of the business.

Another indicator of the high cost can be derived from an example made by Acuity 
Consultants Ltd, a strategic and operations consultancy. On its website, for instance, it 
has stated that in the manufacturing business, the cost of purchases is 60 percent of 
turnover. In the services industry too, it adds, "purchases are often the largest element 
of costs. Any savings deliver straight through to the bottom line".

However, it is not just about making arbitrary savings for the sake of it. There has to be 
order to procurement and structure, as well as an unambiguous approach to 
cost-cutting. "Cost is important but value is king and value is key," says Hamish 
Mckechnie-Sharma, head of procurement transformation at Capgemini Consulting.

Having a detailed strategy will ensure that the procuring of goods and services will be as 
comprehensive as possible, minimizing indirect costs, enhancing relationships with 
suppliers and contributing to the overall success of the company. 

In many ways, executives have no other choice but to do this because the economic 
environment is still very fragile. In over a decade of global supply management research, 
the Aberdeen Group highlighted, it has "never seen the pressure to find savings reach 
this high level". Keeping on top of costs is key to staying successful.

"One aspect often overlooked is regular monitoring 
of spend in relation to the financial strength of 
suppliers," Mr Hood illuminates.

"Business disruption war stories abound, in which companies overstretch their supply 
chain with extra and unexpected volume demands, overwhelming their working capital 
and funding resources and pushing them over the financial cli�." Monitoring must be 
part of the methodology.

Cost-cutting and adding value should go in tandem and be considered as a whole entity. 
It is no longer about delivering "tactical annual targets", as Ray Slayford, national lead 
partner for Shared Services, Procurement and CFO Advisory Services in Australia, has 
described it. Reducing spend should be an informed decision made at the highest level.
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"Procurement should 
never be run as a stand-
alone function. It needs 
to be integrated into a 
variety of management 
functions and to 
balance the demands of 
each interest group."  

Nick Hood, business risk analyst 

at Company Watch, specialists in 

corporate health monitoring.
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Best in Class firms look ahead and collaborate 

Visibility of suppliers beyond first tier

Best in Class

Low performers

43%

18%

Collaboration and supplier development

Best in Class

Low performers

41%

19%

Measure supplier performance

Best in Class

Low performers

47%

23%

Innovation team for supplier development

Best in Class

Low performers

35%

8%

(Source - Purchasing Card Implementation Report, 2008, Aberdeen Group)
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Case study – Adidas

An article appearing in the 
Harvard Business Review 
magazine in 2006 demon-
strated how e�ective 
procurement can be in 
boosting the operations of a 
company.

Its authors, Carlos Niezen 
and Wulf Weller, discussed 
how in the wake of Greece's 
unanticipated victory in the 
finals of the 2004 European 
Football Championship, 
Adidas was able to monopo-
lize on the situation and 
delivered more than 145,000 
Greek football shirts across 
Europe days after the final 
whistle blew.

"Thanks to a centralized 
supply chain coordinated 
with its country-based sales 
subsidiaries, the company 
created just-in-time 
product," they explained. 
This flexible supply chain 
strategy would not have 
been possible if Adidas had 
not elevated procurement to 
a more centralized position.

(Source - Harvard Business 

Review magazine, 2006)
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Procurement as an operational booster                                                                    
Bill Michels, supply management consultant and president of ADR North America, has 
witnessed procurement change from its modest utilitarian origins into a bona fide area 
of supply management. Now it can revolutionize every facet of a corporation.

It is "a multi-discipline function that is often involved with the design and engineering of 
a new product, sourcing components, bringing down costs, managing risks, creating 
strategic relationships and nurturing innovations from a company’s supplier base,” he 
explains.

Procurement should therefore take into account more than just cost-cutting measures. 
It should be used to drive home e�ciency gains through identifying new opportunities, 
fostering best practices to enhance managing operations and streamlining purchasing 
to better reflect the objectives of the company.

"It is really the opportunity to drive corporate-wide 
visible change to organizations where they can make 
not just bottom line savings but change their 
practices and behaviors to governance, to things like 
consequence management," elaborates Mr Mckechnie-Sharma.

By putting in place dedicated teams with clear goals and responsibilities, corporations 
can revolutionize the way they work, which in turn delivers real, deep-seated adjust-
ments that have a long-lasting impact.
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Richard Nixon, a partner at KPMG in the UK, has stated that this is only the start. 
Procurement's importance within a business might now be firmly established but that 
doesn't mean there is no scope for it to keep growing. He said that there is even more 
opportunity for it to help businesses address issues like "cost, cash and risk as they 
develop and face the challenges of today and tomorrow".

As procurement increasingly takes on a proactive role and contributes to making 
organizations more proficient, other departments - through greater allocation of 
resources - can invest and spend more time on their respective divisions. Procurement 
might not be leading here, but it is creating an atmosphere where creativity can flourish.

"It really is time to move beyond just saving and [towards] driving value which is a very 
nebulous term but can mean a variety of things including things like risk reduction, 
increased di�erentiation of products and services and it includes relationships with 
customers and suppliers," comments Mark Johnson.

"There really is a requirement to make it more strategic 
and more integrated into the wider organization."

Procurement as a supplier negotiator                                                                       
One of the revelations experienced by corporations in the aftermath of the financial 
crisis was that supply chains on the whole were weak and needed restructuring for 
businesses to survive.

Even against full knowledge that supply risks have always been a "huge blind spot 
for procurement", as the Aberdeen Group put it; businesses have simply been 
passive in this area. While it wasn't e�cient, it worked. There was no real urgency to 
overhaul systems.

In much the same way procurement on the whole was sidelined by executives, 
investing time and e�ort in supplier management has "historically been practiced 
intermittently". This is something explored in greater depth by global management 
consulting company Accenture in its report Supplier Relationships: Cracking the 
Value Code (2011).

With economies beginning to recover, there has been a palpable sea of change, it 
noted. ‘Cost down’ measures look amateur against the new world businesses find 
themselves in. Reconfiguring relationships with essential suppliers is seen as way of 
deriving more from what used to be a narrow vision.

Attitudes are indeed changing. Suppliers are no longer considered as loose a�liates, 
but strategic partners who have a direct impact on how well a business performs. 
The relationship between an organization and its suppliers is now defined on what 
both partners can deliver one another. While getting the best value is important, it 
isn't the only thing driving dynamic partnerships.
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What suppliers can do for corporations goes well beyond price, explains Bob 
Tevelson, a BCG partner and managing director: "It's innovation, it's helping us go to 
the market, and it's working with us to understand our business better and identify-
ing best practices."

To get into a position where this can be achieved, executives need to nurture talent, 
develop new roles and set clear policies governing supplier management. The 
outcome of this, Mr. Tevelson expands, is a tighter, long-lasting and integrated 
relationship that is based on trust.

It is about collaboration. The idea that corporations are detached from suppliers – 
from whom they acquire goods and services when it best suits them – is outmoded. 
Suppliers are equal partners in a joint venture.

Leadership is needed, states Accenture in its report. Such leaders engage with their 
key suppliers on a daily basis, whereby ideas are generated, growth opportunities 
are seized upon, risks are identified and superfluous costs are cut.

It adds: "In doing so, they are making an important contribution to the competitive 
advantage of their business and redefining the role of procurement."
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"As economies begin to 
recover, we have 
witnessed a change ... 
Simple 'cost down' 
tactics look unsophisti-
cated against a backdrop 
of volatility, scarcity and 
rapidly evolving technol-
ogy. Facing this new 
reality, leaders are 
re-examining their key 
suppliers to capture 
untapped value beyond 
the enterprise boundary."  

Source: Accenture, Supplier 

Relationships: Cracking the Value 

Code (2011)



WHY PROCUREMENT SHOULD BE AT THE CENTER OF YOUR BUSINESS STRATEGY

Conclusion: Setting a new benchmark                                                                                          
Procurement has evolved into a cross-functional, forward-thinking and innovative 
part of a corporation, with the ability to a�ect real change across all departments. If 
an organization wants to set itself apart from the competition, it has to invest in 
procurement at an executive level.

Although it has been a long time coming, procurement has finally positioned itself at 
the center of a corporation. It had to happen, Hal Sirkin, a senior partner in BCG, 
explained in the firm's report on procurement's importance. He referenced the title 
of one of his books as an example of why - Globality: Competing with Everyone from 
Everywhere for Everything (2008).

These are tough but exciting times and executives that take command of procure-
ment and bring in line with their goals are setting a new benchmark in business 
practice. Procurement can support and boost the delivery of goods and services, 
bringing about a kind of quality that is an exceptional value for money.
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