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Fully integrating the 
Procurement function into 
the supply chain Ñ the next 
big opportunity

Organisations are denying the potential 
of the procurement function to contribute 
in full to better corporate performance 
by failing to link the function to the 
customer, says Dr John Gattorna, 
Supply Chain ÔThought LeaderÕ, and 
Author of Living Supply Chains (2006)!

The way it is
The procurement funct ion on 
the supply-side of contemporary 
supply chains has a vital role to 

play in corporate performance, but its 
e! ectiveness is signi" cantly reduced if it is 
not directly connected to the demand-side 
which is customer facing. Sadly, in many 
modern corporations this is not the case 
because of the way these organisations are 
structured Ñ  in deep vertical silos that are 
managed by rote to a budget rather than 
designed to satisfy customersÕ expectations. 
Because of this, many companies are setting 
themselves up to fail from the get-go, and 
whatÕs more they seem oblivious to the 
problem!
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Help is on the way
But there are de" nite signs of enlightenment 
out there judging by the numerous articles 
written with ÔprocurementÕ as the focus. In his 
article At the helm or all at sea? Dick Russell 
makes the point that chief procurement 
o# cers ÒÉ must abandon the cost savings 
myopia and service mentality that tarnish 
procurementÕs imageÓ.$ Sound familiar to 
those of you who are living with this problem? 
Lee Timmins expresses a similar philosophy 
in his article on Aligning supply and demand. 
He is adamant that ÒÉ Procurement has a 
key role to play in ensuring that Sales and 
Operations processes deliver the goods for 
their organisationsÓ.% 

And so it must be if we are to reach new 
levels of peak performance across the entire 
reach of enterprise supply chains.

Further, source markets are just the 
mirror image of sales markets, and of equal 
importance. As such, the relationship with 
suppliers is in many ways just as important as 
the relationship with customer. Enterprises 
cannot prosper unless they focus on both 
ends of the supply chain, and keep them 
in synch.

Limits to functional specialism
The procurement funct ion, like other 
functions in management, has pursued 
excellence inside itself over the years. This 
has led to an internal focus, and an inside-
out perspective. There is no greater example 
of this than ÔSupplier SegmentationÕ, looked 
at from the buying side, which categorises 
suppliers according to such characteristics 
as their capabilities; risk; products being 

purchased; spend, and relationship type. 
But how do we know if any of these are 
relevant or not unless we connect " rst with 
the demand patterns on the demand-side? 
It is for this reason that it is essential to more 
tightly integrate the supply-side with the 
demand-side of business.

Everything starts from the customer end
Contemporary supply chains have to be 
designed and operated from the customer 
back, from outside, in. Our research 
across many product/service categories 
indicates that the best way to start is to 
segment customers by their buying values/ 
behaviours. 

The good news is that since customers 
are human, these buying behaviours exhibit 
patterns over time. We all thought things 
were more chaotic than that.  Not so.

Indeed, based on twenty years of 
" eldwork we can now safely say that for all 
product/service categories, and there are 
no exceptions we are aware of, there are 
never more than three or four dominant 
buying behaviours discernable in any 
given marketplace. Together, these three 
or four segments describe over 75% of 
customer behaviour in that marketplace. 
This is breakthrough thinking because it 
immediately informs us there exists the 
equivalent number of discrete types of 
supply chain, no more, no less. On this 
basis we can immediately discard the old 
convention of Ôone-size-fits-allÕ, and also 
the concerns about how many different 
segments we need to recognise and manage 
in practice. 

The future lies in multiple alignment 
of supply chains
Once we acknowledge that there are no 
more than three or four generic types 
of behavioural segments evident in any 
product/service market, the rest is logical Ñ 
we simply reverse engineer backwards from 
these segments into our organisation and 
beyond to our source markets. 

But this is just one half of the overall 
supply chain equat ion. Armed with 
much better information about our sales 
markets, we can then reverse engineer the 
procurement strategies back into the source 
markets, and de" ne the corresponding types 
of generic supply-side supply chains with 
correspondingly different procurement 
strategies.

! Zara, the very successful Spanish fashion retailer 
uses transactional (or lean) procurement strategies, buying 
materials in low-cost sour ce markets, and moving this 
material to locations close to the manufacturing points 
in Europe. Then, when certain designs are chosen for 
production, material is drawn fr om stock, cut, manufactur ed, 
and delivered to company stor es around the world in 15 
working days. This is an extremely agile process which would 
not be possible without using postponement techniques. "
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Key:  
P = Procurement 
MF = Manufacturing 
L = Logistics 
S = Sales 
MK = Marketing 
F = Finance 
HR = Human Resources 
I = IT 
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The secret lies in the combinations
As with most things, successful strategies are 
usually not purely of a single type, but rather 
hybrid in nature. Such is the case with supply 
chains. It is possible to have any combination 
of the four demand-side supply chains and 
four supply-side supply chains depicted in 
Figure 1. The way this organisation design 
evolved was discussed in more detail in 
the previous edition of Supply Chain Asia 
Magazine. 

For example, Zara, the very successful 
Spanish fashion retailer uses transactional 
(or lean) procurement strategies, buying 
materials in low-cost source markets, and 
moving this material to locations close 
to the manufacturing points in Europe. 
Then, when certain designs are chosen for 
production, material is drawn from stock, cut, 
manufactured, and delivered to company 
stores around the world in 15 working 
days. This is an extremely agile process 
which would not be possible without using 
postponement techniques. 

Making it all work
Beyond view lies the secret of success of 
companies such as Zara and Li & Fung 

Ñ  they ÔownÕ the relationships with their 
suppliers, and manage these relationships 
very assiduously, just as they do with their 
customers. They know their suppliers and 
customers intimately, far better than most 
companies could ever boast.

And on the inside of their respective 
organisations these, and an increasing 
number of successful companies in the 
ÔknowÕ, are organising themselves into 
multi-disciplinary ÔclustersÕ which are run 
like project teams in parallel with the 
conventional silos. In this way, procurement 
personnel work closely with representatives 
of the other functions, all locked together 
with joint KPIs, and focusing on a particular 
customer segment. Communications are 

! Source markets are just the mirror image of sales 
markets, and of equal importance. As such, the r elationship 
with suppliers is in many ways just as important as the 
relationship with customers. Enterprises cannot pr osper 
unless they focus on both ends of the supply chain, and keep 
them in synch. "

improved immeasurably, processes are 
re-engineered, and personnel selected not 
only for their technical skills, but also for the 
mindset they bring to a particular cluster. 
Likewise, IT is tailored to the requirements of 
each cluster, which in e! ect is managing one 
of the generic supply chain types mentioned 
above. This is a glimpse into the future.     

& Gattorna, John, Living Supply Chains, FT Prentice Hall, 
London, 2006
$ Dick Russell, At the helm or all at sea? CPO Agenda, Spring 
2008, p.18.
% Lee Timmins, Aligning supply and demand, in CPO Agenda, 
Winter 2007-08, p.16.

Figure.1: Demand-side and supply-side supply chains


