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Generic Procurement Process
The Structure of Supply Chain

The cost of raw materials and component parts constitutes 70% of
total product cost 

[Source] A. Ghobadian, A. Stainer, T. Kiss,” A Computerized vendor rating 
system”, Proceedings of the First International Symposium on Logistics, The   

University of Nottingham, Nottingham, UK, July 1993, pp.321-328.

Backward Forward
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Success Story-1
Global Procurement at Dell

Total Value Assessment

[Source] Leslie Campbell (Vice President, General Procurement),   
Presentation made at Winston-Salem Supplier Information Session,    
April 5, 2005
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Success Story -1
Global Procurement at Dell

End To End Procurement Process

[Source] Leslie Campbell (Vice President, General Procurement),   
Presentation made at Winston-Salem Supplier Information Session, 
April 5, 2005
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Success Story -1
Global Procurement at Dell

Dell’s Supplier Diversity Policy

[Source] Leslie Campbell (Vice President, General Procurement),   
Presentation made at Winston-Salem Supplier Information Session, 
April 5, 2005



7
Graduate School of Logistics @ Univ. of Incheon
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Success Story -2
Confirmed Production Plan& Execution at “S” Electronics, Co.

To eliminate the bullwhip effect caused by S Electronics, co.
By the corporate level’s rule, at least for 3 days, any change in production 
plan established at three days ago shouldn’t be permitted.

As-Was As-Is

SME: Small-and-Medium Enterprise
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“Continuous Changes” Fixed Plan within pre-determined period
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Supply Chain Lead-time
Supply Chain L/T vs. Inventory Driven Cost

Component Devaluation
Price Protection
Product Return
Product Obsolescence

Inventory Holding Cost

Inventory
Driven
Cost

Inventory
Driven
Cost

Reduction of
Component
Supply L/T

Selling Point

Buying Point
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Closed-loop Supply Chain Process
Continuous alignment between planning and execution

Supply
Chain

Planning

Supply
Chain

Execution

ASN MES WMS TMS

Rule &
Policy
Rule &
Policy

ProcessProcess

SystemSystem

Role &
Responsibility

Role &
Responsibility

Performance
Measure

Performance
Measure
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Benefits of Supply Chain Execution
Continuous alignment between planning and execution

Real-time
information

Increased
throughput

Accurate & 
Reliable

data accuracy

Reduced
Delivery

costs

Lower
inventory

carrying costs

Incentive
offering

Enhanced 
Visibility

Increased
Customer
service

Higher
Inventory

turns

Higher
conformance
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Supply Chain Integration
Vertical vs. Horizontal Integration

Strategic
Level

Tactical
Level

Operational
Level

Supply Risk
Management Sales & Marketing

Plan D
eploym

ent

Plan Feedback

Supplier(s)Supplier(s) ManufacturerManufacturer Customer(s)Customer(s)
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Framework for Procurement Strategy 

Framework for Procurement Strategy Formulation

[Source] Veli-Matti Virolainen, “A survey of procurement strategy development 
in industrial companies”, Int. J. Production Economics 56-57 (1998) 677-688

Environment Business
Mission

Procurement
Strategy

Production
Strategy

Other functional
Strategies

Make-or-Buy
Decision

Own
Manufacturing Procurement Spot Markets

Strategic
Supplier

Partnership

Own local
Manufacturing/
Joint venture

Core competency &
Strategic capability

Competitive
Strategy

1) Cost  
2) Quality
3) Dependability 
4) Flexibility

Elements of
Competitive

Strategy

Information
Gathering

Identification &
Determination

Integration

Decision
making

Implementation
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Common Issues and Challenges

Procurement
Strategy

absent or is not linked to
the business strategy

aligned with
corporate objectives

Data/Information 
Management

unstructured & inaccurate
data management

Enhancement for better
visibility, quality, consistency

Coordination 
Mechanism

non-centralized
(or vaguely coordinated)

implementation of
procurement agreements

Planning
Structure

rigid and lagged
planning behavior 

Adaptive and
contingency planning

Performance 
Measurement

poor performance measure
(local performance measure) 

true and fair
performance measurement

Supply chain
visibility

lack of visibility
(plan, execution)

supply chain execution
supply chain event management

ProblemsProblems Big XBig X ChallengesChallenges
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Successful Supplier Partnership 

Key factors for successful partnership

[Source] L.M. Ellram, “Partnering pitfalls and success factors”, International
Journal of Purchasing and Materials Management(1995) 36.

Two-way 
information 

sharing

Two-way 
information 

sharing

Top 
management 

support

Top 
management 

support
Shared
goals

Shared
goals

Early 
communication 

to suppliers

Early 
communication 

to suppliers

Supplier adds 
distinctive 

value

Supplier adds 
distinctive 

value

Successful
Partnership
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Successful Supplier Partnership 

Conceptual model of trust effects

[Source] David A. Johnston∗, David M. McCutcheon, F. Ian Stuart, Hazel Kerwood
, “Effects of supplier trust on performance of cooperative supplier
relationships”, Journal of Operations Management 22 (2004) 23–38

Supplier’s
Perception
Of Buyer’s

Benevolence

Supplier’s
Perception
Of Buyer’s

Dependability

Buyer’s
Assessment

Of Relationship’s
Performance

Buyer
Satisfaction

Joint
Responsibility

Shared
Planning

Flexibility in
Arrangements

Cooperative
Relationship
Behaviors

Supplier’s
Trust

Outcome
For Buyer
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Focused Topic: Supplier Selection
Major vendor selection criteria

[Dickson(1966)]

1. Quality
2. Delivery
3. Performance history
4. Warranties & claim policies
5. Price
6. Technical capability

1. Quality
2. Delivery
3. Performance history
4. Warranties & claim policies
5. Price
6. Technical capability

[Source] Charles A. Weber, John R. Current and W.C. Benton, “Vendor selection criteria 
and methods”, European Journal of Operational Research, Vol. 50, 2-18, 1991.
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Focused Topic: Supplier Selection
Supplier selection criteria

Reviewed articles: 74 articles

1. Quality
2. Delivery
3. Performance history
4. Warranties & claim policies
5. Price
6. Technical capability

1. Quality
2. Delivery
3. Performance history
4. Warranties & claim policies
5. Price
6. Technical capability

[Source] Charles A. Weber, John R. Current and W.C. Benton, “Vendor selection criteria 
and methods”, European Journal of Operational Research, Vol. 50, 2-18, 1991.
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Focused Topic: Supplier Selection
List of major performance measure studied

[Source] Charles A. Weber, John R. Current and W.C. Benton, “Vendor selection criteria 
and methods”, European Journal of Operational Research, Vol. 50, 2-18, 1991.
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Focused Topic: Supplier Selection

Supplier Selection Procedure

[Source] Gye Hang Hong, Sang Chan Park, Dong Sik Janga, Hyung Min Rho
, “An effective supplier selection method for constructing a competitive 
supply-relationship”, Expert Systems with Applications 28 (2005) 629–639

Inside
data

Outside
data

Define criteria

Summarize data

Divide total analyzing periods into several
meaningful parts of periods and identify

Procurement conditions by periods in time

Search the available suppliers

Segment & select candidate groups
by periods in time

Select the optimal suppliers to maximize
revenue with procurement condition satisfied

Identify changing supply conditions of
selected suppliers over the period in time

Preparation
Step

Prequalification
Step

Final selection
Step
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Focused Topic: Supply Chain Quality
Buyer-Supplier Relationship for integrated TQM

[Source] Joseph R.Carter, Larry Smeltzer, Ram Narasimhan, “The role of buyer and
Supplier relationship in integrating TQM through the supply chain”,
European Journal of Purchasing & Supply Management 4(1998) 223-234

TQM factor Factor

1 Importance of the purchasing function

2 Interaction with suppliers

3 Level of interaction with other functional areas

4 Human resource management

5 Influence over suppliers

6 Competitive focus

7 Purchasing organization and structure
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Focused Topic: Supply Chain Quality
Buyer-Supplier Relationship for integrated TQM

TQM factor Factor Sub-factors

1
Importance of the 

purchasing 
function

1.Degree of top management emphasis on the purchasing 
function

2. The existence and the importance of the planning 
process in the procurement function

3.The purchasing function’s emphasis on the total quality 
management/customer satisfaction in defining its 
mission

4.The purchasing function’s role in the corporate 
business planning processes

1.Whether or not the company employs formal 
reward/recognition programs for its suppliers

2.The number, or lack, of organizational layers in the 
purchasing function

3.The level and quality of purchasing interaction with 
suppliers

4.The degree of supplier training
5.The degree of formal evaluation of purchasing 

personnel (based on their involvement with suppliers)

2 Interaction with 
suppliers
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Focused Topic: Supply Chain Quality
Buyer-Supplier Relationship for integrated TQM

TQM factor Factor Sub-factors

3
Level of interaction 

with other 
functional areas

1.The degree of implementation of quality 
improvement programs

2.Years of experience with of such programs
3.The overall relationships of the purchasing function 

with the other functional areas within the firm
4.The degree of active interaction with other functions

1.The degree of empowerment provided to purchasing 
personnel

2.The extent to which purchasing personnel are 
recognized and rewarded

3.The degree of emphasis on training purchasing 
personnel

4.The level of job security perceived by purchasing 
personnel

5.The degree to which purchasing personnel are 
encouraged to take risks without dear of punishment

4 Human resource 
management
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Focused Topic: Supply Chain Quality
Buyer-Supplier Relationship for integrated TQM

TQM factor Factor Sub-factors

5 Influence over 
suppliers

1. The ability of purchasing to exert power and influence 
over suppliers
2. The degree of supplier involvement
3, The degree to which purchasing can access internal and 
external supplier information
1. The degree of single sourcing as a percentage of total 
purchases
2. The use of Just-In-Time purchasing concepts
3. The degree of understanding of internal and external 
customer needs
1.The degree of decentralization of the purchasing 

function
2.The degree of purchasing involvement in and interaction 

with the manufacturing function
3.The degree of assigned responsibility for total quality 

management and customer satisfaction to purchasing
4.The degree of risk sharing (cost, info, etc.) with 

suppliers

6 Competitive focus

7
Purchasing 

organization and 
structure
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Focused Topic: Joint Replenishment

Joint Replenishment
Lot Streaming Issues through supply chain pipelines
Synchronized Production Planning on multi-stage supply chain system

[Source] T. Kim, Y. Hong and S. Y. Chang, “Joint economic procurement-production
-delivery policy for multiple items in a single-manufacturer,
multiple-retailer system”, International Journal of Production Economics, 
Vol. 103, 2006,198-208.

Single
Supplier

Retailer-1

Retailer-2

Retailer-i

Retailer-n

Raw
Material

Product-1

Product-2

Product-i

Product-n

……

……

……

……

Manufacturer

『Lot Streaming』



25
Graduate School of Logistics @ Univ. of Incheon

Joint Replenishment
Vendor selection and Order splitting policy

[Source] S. S. Park, T. Kim and Y. Hong, “Production allocation and shipment policies 
in a multiple-manufacturer-single-retailer supply chain”, 
International Journal of Systems Science, Vol. 37, No.3, Feb. 2006, 163-171

Focused Topic: Joint Replenishment

Supplier-1

Supplier-2

Supplier-i

Supplier-m

……

……

Raw
Material

Product-1

Product-2

Product-i

Product-n

……

……

『Supplier
Selection』

『Order
Splitting』
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Focused Topic: Supply Chain Execution

SCOR Model (for Make-To-Order environment)

※SCOR (Supply Chain Operations Reference)
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Operational issues in SCE

Focused Topic: Supply Chain Execution

Right Quality

Right Time
Right Place

Right Quantity

No Material
Shortages

No Delays

Accurate
Inventory Status

On-time
production

Optimized
Schedule
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Concluding Remarks 

Structure of Collaboration Factors
Collaboration
Viewpoints Planning Execution

Rule & Policy

• Procurement Strategy
- Sourcing strategy
- Supplier finding

• Supplier Partnership
- Supplier selection criteria

• Trust Management

• Rule & Policy Dissemination
- Employee Training

• Design for X
- SCM, Quality, Manufacturability

• Execution by System

Process

• Collaborative decision-making
• Interchangeability 

between process elements
• Process Optimization
- Consolidated Transportation

• Knowledge sharing with suppliers
- “Know-how”, Technology, Skill 
- Managerial decision

• Sync. Prod.-Delivery Operations

System

• Data/Information sharing
• Automated Data Transfer
• Material Handling System
• Validity of Master Data

• Transaction Data Visibility
-Accessibility, Accuracy, Reliability
• Automated Data Acquisition
• Standardized M/H Devices

Role & 
Responsibility

• Quality Assurance Program
• Continuous Training Program • Incentive Offering

Performance
Measure

• Value Sharing Scheme
• Mutually Recognized  KPIs

• Periodic KPI Evaluation 
& Feedback
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