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The topic of our discussion today is devoted to value preposition in terms of supply chain management. To be more precise we will touch some points concerned about relationships with suppliers. In the first part we will consider some theoretical aspects of relationships with suppliers. In the second part I will give you the case to illustrate how successful company manages relations with its suppliers.

Theoretical aspects 
Very familiar to you Porter’s [1] generic value chain model illustrates how company combines different functions in the process of value creation. From this model you can see which relations are included in this process on every stage of primary activities: with suppliers on the stage of inbound logistics, with employees and outsourced companies (let’s call them partners) on the operational and outbound logistics stages, with employees, partners and clients on the stage of marketing, sales and services. Relationships may differ in the degree of involvement and interdependence. 
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Figure 1. The Kraljic purchasing portfolio model
(Modified from Kraljic. 1983, p. 111).





Y. Gordon [2] distinguished different levels of relationships: 

· Single and repeater transaction that usually used by companies with competitive strategy 

· Routine and long term relationships for companies with Competitive strategy with cooperation elements 

· Partnership, networks, strategic alliance for companies with cooperative strategy 

· Vertical integration for companies with incorporate strategy 

Relationships one the one level also could differ by types of relations [3]:

· Individual dual relationships if we consider companies with partners separately like closed system 

· Portfolio if company classifies its partners and gives them different roles according to their strategic importance and applies different selection criteria and relationship strategies. 

· Network when we consider companies relations with different stakeholders as network, when every member operates in one system and aims to reach one goal: suppliers, suppliers of suppliers, clients of our clients, institutes and so on. 
I would like to consider portfolio approach closer. 

In 1938 Kraljic presented his purchasing portfolio model in management that was originally based on portfolio model in finance field. 
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According to this model all procurements in the company should be divided by four types: 

· Leverage items in case of low complexity of supply market and high importance of purchasing

· Strategic items in case of high complexity of supply market and low high importance of purchasing

· Non-critical items in case of low complexity of supply and low importance of purchasing

· Bottleneck items in case of high complexity of supply and low importance of purchasing

The model Kraljic’s [4] was a foundation of further researches. It illustrates how company may classify its suppliers. Depending on type of supplier company might use different selection criteria like for example “9 C criteria for suppliers appraisal” of R. Karter [5]: 
· Competence

· Capacity

· Control system

· Cash resources and financial stability

· Cost

· Consistency 

· Culture

· Clean

· Communication 
After selection company should manage relations with suppliers in different ways. It depends not only on supplier’s characteristic but also on company’s strategy about joined value creation strategy. 

Nothing can illustrate it better than real case. I would like to suggest you 2 examples: successful and not, in order to thing together what was the mistake of the company from the first example. 
Case study

Automobile company so called “American Auto” decided to organize the center of suppliers development aimed to increase the level of world standards of lean manufacturing. The head of the company was inspired with successful experience of such companies as Honda and Toyota. 

This project was one of the main projects of American Auto logistics department. The center supposed to correspond to the latest educational technology. The building seemed to be the biggest and best, and suppliers will be strive for learning the most advanced methods, including methods of lean production (бережливое производство).

The first step in the project was to collect data on the current situation. To do this, 25 suppliers of American Auto were interviewed. Most of them already had their own programs lean manufacturing, and many of them outdid the American Auto in this regard.

It was clear that the American Auto faced a lot of work to build a fantastic center of suppliers’ development in order to gain at least some benefit. The main problem is the weakness of the internal systems of American Auto, lack of training for its own people and excessive enthusiasm for the carrot and stick method (метод кнута и пряника),  managing without understanding the processes that suppliers use. The company had to earn the right to be a leader, before teaching their suppliers own example. The company also was very far away from leader position, and it didn’t move to where it should. 

In the end, work to create centers of suppliers’ development has been terminated for reasons of cost savings. This happened in 1999, and the situation in American Auto became worse and worse. American Auto is not so different from other companies who want to get all the benefits from well-functioning and effective supply chain without long and painstaking (кропотливой) preliminary work within their own company.

Questions:

1. Which level of relationships American Auto tried to reach through building the center of suppliers’ development? 

2. Which types of relationships in your opinion the automobile company should develop with suppliers of different items?

3. Which were the main mistakes of adoption the lean production system in the company? How company could reach this target without loses?
Toyota case
Another approach to relationships with suppliers was used by automobile company Toyota. In famous book “Toyota’s 14 principle of management” the 12 th is devoted to relationships with suppliers: “Respect and develop your suppliers”. The real activities of Toyota demonstrate this principle very well. First of all, company organized joined development with suppliers when company had neither capacity nor financial resources. But CEO of the company realized on time that the most important asset is its relationships. It was beneficial for both sides because that time suppliers’ level of technological and management development was not so high. Despite of developing quite close relationships with its suppliers Toyota kept its core competence in some activities and didn’t disclose strategically important know how. For example, when Toyota planned to launch new hybrid model Prius the management of the company decided to learn and produce hybrid engine themselves do not lose competitive advantages and on the market. 
As for suppliers Toyota classifies them according to their own strict criteria and previous experience giving some categories to curtain partner. The following example illustrates how Toyota applies it. Producer or automobile seats Trim master was addicted to electronic system that served production and delivery processes. Toyota and Trim master used  just in time system when Trim muster supplied Toyota with seats every four hours without making any stocks. But ones the electronic system failed and supplies were disrupted. After this accident Toyota gave to Trim master second category and appointed the trial period during which company had to improve its processes. Despite of all strict conditions the experts from Toyota visited the factory of Trim master every week to make some exploration and consulting work. As a result Trim master implemented the supportive manual system in case if electronic fails again, and receiver the award “The best supplier of a year”, because it newer ever let suppliers be disturbed. So Toyota with constant support and developing its suppliers instead of penalties keeps close relationships with them and encourage them to reach high quality. To develop its relationships Toyota also organizes voluntary study groups, conferences, seminar and events with its suppliers.  

Conclusion 
In out discussion we considered some theoretical aspects of relationships: types and levels of relationships, Kraljic’s portfolio model, “9 C criteria for suppliers’ appraisal” of R. Karter. Also we analyzed some real examples and compared different strategies that lead to fail and to success. 
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