
Companies have been consolidating
their supplier base for more than 15
years. But, if you think they’re done
tightening that core group, guess
again—it’s still their top priority.
Chief procurement officers and other
supply chain executives still  rank
supplier rationalization first of 13
supply chain strategies they intend to
emphasize over the next four years.

A recent study
by the Boston

Logistics Group found that supply-
chain execs rated supplier rationaliza-
tion, global sourcing, and purchasing
councils at the high end of their prior-
ities, and group purchasing, p-cards,
and auctions at the low end.

One of the most notable findings: The
new economics of partnering are redefin-
ing the business processes, systems, and
skill sets of procurement organizations
today. That is, companies are shifting from
value-based strategies to scale-based strate-
gies—particularly supplier rationalization and
centralization of procurement activities—in order to drive
production and distribution economies. Tools based on
competition—such as RFQs (requests for quotes)—are
declining in emphasis.

Megatrends
It’s the megatrends in our business environment that are
driving this trend. The 1990s brought a bubble of mergers
and acquisitions, and then 2001 brought 9/11 and the sub-
sequent recession. As a result, companies in growth modes
are using centralized purchasing to digest recent mergers
and acquisitions, while companies facing negative margins

and shrinkage are focusing on fewer, partner-type suppli-
ers to obtain more spend per supplier and maintain their
purchasing power. These are different circumstances than
in the 1990s, when many companies were deeply involved
in quality-related programs such as value engineering,
total quality, and business process reengineering. 

Since 1990, the average number of active suppliers
accounting for 80% of the spend has decreased by about 25%.
Most manufacturers have gone through supplier rationaliza-
tions that have taken them from, say, 42 suppliers to 10. Now

the question is how much to centralize?
Assuming there is adequate competition
and it is operationally possible, should
buyers consolidate to three suppliers, or
two, or one? The 80/20 rule is no longer
the rule. Now, 80/10 may be more accu-
rate—if you have 100 suppliers, 80% of
your business should be with 10 or fewer

of them. 
Usually the top two to three suppliers end up with

about 50% of the spend. This permits economies of scale
and economies of scope, and helps generate the level of
intimacy that’s needed with your core suppliers. 

Yet consolidation of this magnitude is much easier said
than done. Tremendous changes underlie hyper-consolida-
tion. Moving up the partnership chain involves major changes
in expectations, communications styles, time and energy
spent in planning and monitoring the business. Higher-level
contacts are often involved in both the buying and the sup-
plier organizations. Most organizations’ suppliers are current-
ly transactional or preferred suppliers. With partners, there is
more emphasis on integrating processes and systems, form-
ing long-term agreements, and collaborating on joint supply
chain strategies. This requires a high degree of trust, systems
integration to reduce transactions costs, and a joint accounta-

bility for project management and deliverables. 
When it comes to technology, most companies will tell

you that the actual use of auctions, portals, and electronic
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SPEAKING OUT

With senior executives planning to
place 30% greater emphasis on
strategic sourcing over the next four
years, the dearth of strategic supply
chain skills has become a critical
concern of top management. 

What’s the implication of that
finding from a recent study by Boston
Logistics Group? It’s simple. That dra-
matic increase in the intensity of
strategic sourcing efforts, combined
with a frequently outdated purchas-

ing skill-set in organizations, presents a formidable challenge
to companies as they endeavor to develop high-performing
supply chains. 

Throughout the early 1990s, companies applied strate-
gic sourcing techniques such as long-term contracting,
supplier process integration and group buying. Then the
1999-2003 period brought portals, auctions
and exchanges. Over the next four years,
there will be an accelerating and intense
focus on centralized purchasing and consol-
idation with strategic global partners,
according to the study. With fewer suppliers,
there will be more emphasis on integrating
processes and systems through e-procurement, long-term
agreements, and strategic supply chain programs. 

These changes are defining a new era for strategic sup-
ply chain management—one that necessitates a skill set
geared truly for strategic sourcing and integrated supply
chain management. To be prepared, companies need to
strengthen recruiting, hiring, training and managerial
processes to develop the next Chief Procurement Officer
or VP Supply Chain—someone who will eventually take
responsibility for a large proportion of spend that can be
sourced and manage it as a strategic asset.

In the recruiting and hiring stages, hiring managers

need to define the right skill set, establish a rigorous inter-
view process and conduct reference and background
checks to guard against resume embellishment and mis-
representation.

Screening criteria should include a mix of traditional
hard skills (such as math, computer modeling, economics,
finance or engineering), semi-soft process skills (such as
negotiation, strategy or writing), and soft skills (such as
interviewing, presenting and interpersonal skills). In addi-
tion, interviews should be challenging.  Probing open-ended
questions are effective interview tools

It’s also important to understand that when individu-
als have been exposed to training, cross-cultural projects
and mentoring, it is likely to accelerate their growth as
future supply chain executives. For example:

• Focused training in areas such as supply market
analysis, negotiation, terms and conditions, and financial
analysis sometimes offer immediate payback on projects

or current work. A diverse assortment of sessions is offered
by the Institute for Supply Management (ISM), its affili-
ates, and independent organizations.

• Professional certifications (C.P.M., CPIM, etc.) and
recertifications can motivate and distinguish employees.

• Cross-cultural management opportunities are impor-
tant for career growth in today’s global supply environ-
ment. International experience builds cultural skills (bow,
kiss or shake hands) and flexibility (e.g., dealing with
Latin American vs. U.S. work styles) that can make
employees more valuable change agents across operating
divisions and geographies, even inside the company.

• A good mentoring program offers newcomers project
opportunities, honest feedback, and career advancement
guidance. In addition, a recognized program can make
recruiting a competitive advantage, reduce turnover, and
build managerial skills. 

David Jacoby is president of Boston Logistics Group in 
Wellesley, Mass.

Mega-sourcing: Do you have the skills?

David Jacoby

Strategic Supply Chain
Human Resources Checklist

1. Communicate the group’s mission, vision, goals and objec-
tives so everyone knows them and is empowered to achieve
them.

2. Clearly define the skill sets required for each position.
3. Interview and grade candidates objectively, consistently

and rigorously.
4. Ensure that everyone is trained and certified in their des-

ignated areas of expertise.
5. Provide staff with ongoing training and on-the-job oppor-

tunities and challenges, including international experi-
ences where possible.

6. Develop and implement a mentoring program.

Over the next four years, there will be an accelerating
and intense focus on centralized purchasing and
consolidation with strategic global partners.

How deep is your organization’s supply chain skill set? Do
you have the skills for mega-sourcing? Boston Logistics Group
is now conducting the 2004-2005 version of its study. To get
a free copy of the feedback report, e-mail djacoby@bostonlo-
gistics.com or download the confidential survey at
www.bostonlogistics.com. A summary of last year’s report is
available on the site.
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