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FEATURES OF SUPPLIER MANAGEMENT AND ITS MECHANISMS -
INSIGHTS IN HUNGARIAN PRACTICE: HOW TO ENHANCE THE EFFECTIVENESS OF
PROCUREMENT PROCEDURES?

A SZALLITO MENEDZSMENT JELLEMZOI ES MECHANIZMUSAI -
BETEKINTES A MAGYAR GYAKORLATBA
HOGYAN LEHET JAVITANI A BESZERZESI ELUARASOK HATEKONYSAGAT?

Considering the risk how serious consequences could occur in case of supply problems, the increasing importance
of suppliers in supply chains is indisputable; therefore, management of relationships and selection and evaluation of
suppliers are seen as crucial strategic issues (Araz & Ozkarahan, 2007). The practice/activity — and theory — how to handle
the suppliers is the so-called Supplier Management (SM).

The article presents the findings of research investigating the actual practice of SM in the inquired procurement organizations.
The theoretical contribution of the paper is to compare the practice of these particular organizations with the literature in
order to state the coincidences with it or the discrepancies between them, in other words, to reveal the status of purchasing
work. The managerial implication — on this basis — is to be a compass for practitioners where to find the deficiencies (if any) and
how to strengthen the effectiveness of procurement by a better understanding of the problems; also, the paper formulates
suggestions for a more efficient SM practice. The author argue that the procurement processes in terms of SM have deficiencies
which can be originated from its component parts: i) supplier evaluation; ii) cooperation; and iii) IT platforms.

She applied survey research while the answers of the survey were analyzed applying comparison to the literature and
using Cross-table analysis to reveal the connection among the stated SM factors.
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Figyelembe véve annak kockazatat, hogy milyen sulyos kdvetkezmények Iéphetnek fel ellatasi problémak esetén, a szallitok
novekvo fontossaga az ellatasi lancokban vitathatatlan; ezért a szallitéi kapcsolatok kezelése, a szallitok kivalasztasa és ér-
tékelése stratégiai kulcskérdéseknek tekintenddk (Araz & Ozkarahan, 2007). A tevékenység/eljaras — és elmélet —, amellyel
a szallitokat kezeljuk az ugynevezett szallitdé menedzsment (SM).

Jelen cikk annak a kutatasnak az eredményeit mutatja be, amellyel megvizsgaltuk az SM tényleges gyakorlatat a megkérdezett
beszerzési szervezetekben. A tanulmany elméleti hozzajaruldsa az, hogy 6sszehasonlitja a kivalasztott szervezeteknek a konkrét
gyakorlatat az irodalommal, hogy megallapithatok legyenek a kdzottik [évé egybeesések vagy éppen kilonbozéségek, annak
érdekében, hogy felfedjiuk a beszerzési tevékenység valos allapotat. Elébbiek alapjan a tanulmany gyakorlati vonatkozasa, hogy
iranymutatasként szolgaljon a szakemberek szamara, a hidnyossagok (ha vannak ilyenek) hol taladlhaték és hogyan lehet a be-
szerzés hatékonysagat novelni a problémak jobb megértése altal, illetve a cikk javaslatokat is megfogalmaz egy hatékonyabb
SM-gyakorlatra vonatkozéan. A mellett érveliink, hogy a beszerzési folyamatoknak vannak hidnyossagai az SM szempontjabdl,
amelyek ennek alkotéelemeibdl szarmaztathatok: i) szallitdk értékelése, ii) egytittmuikodés és iii) informatikai platformok.

A felmérés kérddives kutatdssal készllt, amelynek eredményeit egyrészt 6sszehasonlitva a szakirodalommal, masrészt
kereszttablas analizist hasznalva elemeztik, annak érdekében, hogy lehetéség adddjon a meghatarozott SM-tényezék
kozotti kapcsolatok feltarasara.

Kulcsszavak: szallitd menedzsment, szallitok értékelése, szallitdk kivalasztasa, egyuttmukodés, IT-platformok
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In today’s turbulent environment, the necessity to sustain
and to further enhance the competitive ability of a company
is unquestionable (Trkman & McCormack, 2004). Therefore,
there is a continuous competition among companies to gather
benefits from this race in order to increase competitiveness as
much as possible; in Hungary — the same as elsewhere — the
companies should choose how to do this: on their own pos-
sibilities/assets, in alliances with other companies (as corpo-
rations, joint ventures or subsidiaries), or even by becoming
a destination of the foreign direct investments in Central and
Eastern European region (Ldrincz, 2018).

The work of the procurement organization affects strongly
the competitiveness since the purchasing area has the role to
manage corporate costs efficiently, to perform these purchases
in a cost- and time-effective manner. Also, procurement man-
agers cannot disregard the continuously and rapidly changing
environment and the phenomenon that the supply patterns
can fall overnight (Kraljic, 1983), therefore the most complex
and maybe the most critical part of the purchasing work is the
management of supplier relationships (Handfield et al., 2009).

Due to the market changes “in organizations of the future,
world-class operations will require world-class supply man-
agement and suppliers” (Carter et al., 2000, p. 22). Therefore,
“without a foundation of effective supply chain organizational
relationships, any effort to manage the flow of information or
materials across the supply chain is likely to be unsuccessful”
(Croom et al., 2000, p. 73). As a consequence, the role of the
purchasing function in the business has significantly increased
in importance due to the emphasis on building and maintain-
ing long-term relationships with external partners (Cousins,
2002; Bendixen & Abratt, 2007; Handfield et al., 2009).

Considering the depicted responsibilities of procure-
ment, the paper seeks to compare the actual practice — in
terms of SM — of purchasing professionals to the recom-
mended features of literature, in order to confirm the co-
incidences or to depict the discrepancies; the endeavor of
this article is to be a support both for practitioners and for
scholars; for practitioners in that sense how to avoid the im-
proper routines or how to follow the suggested behaviours;
for scholars to see the actual processes in practice.

To enlist the undertaken tasks, the article is organized
as follows: the first chapter is to give a general description
about the topic and its importance, while Chapter II. intro-
duces the concept and the notions of Supplier Management
in the literature. In Chapter I11. we depict shortly the char-
acteristics of the survey and the research methodology,
then, in Chapter IV. we draw up the research hypotheses,
and the fifth chapter depicts the findings of the survey. In
Chapter VI. we summarize the research findings and we
offer some concluding remarks, while the last one shows
insights in terms of theoretical contribution and practical
implications, furthermore to the limitation of the research.

Concept and literature of Supplier Management

Purchasing decisions will affect core activities of the
company such as production planning and control, inven-
tory management and logistics (Govindan et al., 2010),
therefore will have a significant influence on the whole
competitiveness of the company.

The main goals of supplier relationship management
processes are to reduce purchase/supply risk, to maximize
value to customer, to give importance to strategic sourc-
ing, to build long-term strategic relationships between
buyers and suppliers and to improve delivery, quality and
cost performance of the product (Kraljic, 1983; Ganesan,
1994; Snehota & Hékansson, 1995; Dyer & Singh, 1998;
Bensaou, 1999).

To achieve all the above goals, we argue that in terms
of Supplier Management — as the essential and main part
of the purchasing work — we can distinguish different ac-
tivities and/or aptness as follows:

1. Supplier selection and evaluation: as the crucial
parts of Supplier Management strategies (Lee et
al., 2001; Choi & Kim, 2008) means the internal
activities of purchasing organization to properly
handle suppliers;

2. Cooperation: as the other main part of Supplier
Management strategies (Bensaou, 1999; Chen et
al., 2006) means the external activity of the organi-
zation in connection with suppliers;

3. IT platform: is the aptness of the company in terms
of IT systems and applications, on which basis the
internal and external processes and workflows take
place.

Supplier selection and evaluation

Since suppliers are parts of the supply chain, the re-
lationship between supplier and customer company will
have a determinative effect on the whole supply chain, so
on the competitiveness of company as well, therefore, the
supplier selection problem becomes one of the most cru-
cial issues to implement a successful and effective supply
chain system (Chen et al., 2006; Araz & Ozkarahan, 2007;
Amindoust et al., 2012). Thus, we can treat supplier selec-
tion and evaluation as an optimization opportunity of the
processes; in this case, this problem-solving (i.e. selection
and evaluation of suppliers) requires the formulation of an
objective measurement (Huang & Keskar, 2007).

To possess that objective measurement a proper Sup-
plier Management system has to be set up; its role will be
to monitor suppliers’ performance, to identify strengths
and weaknesses of suppliers and to provide relevant infor-
mation about them to procurement (and to other divisions),
to state distinctions in performance among supplies, also
to give feedback to suppliers about their performance or
even to support suppliers by providing knowledge, skills
and experience via various supplier development pro-
grams (Araz & Ozkarahan, 2007).

The decisions of supplier selection and evaluation are
based on multiple criteria. The number of decision mak-
ers, the nature and number of criteria and the degree of
uncertainty, all have to be taken into consideration while
solving them. Therefore, one of the crucial challenges
confronted by procurement managers is the selection and
evaluation of suppliers by the usage of a properly configu-
rated method, built on right kinds of attributes/factors/cri-
teria by a system compatible to company’s other decision-
making platforms (Chen et al., 2006).
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The techniques used in supplier selection vary widely.
Researches carried out in this field apply several models
which can be grouped (almost all of them) into four main
conglomerates: MP (mathematical programming), MA
(mathematical analytical), Al (Artificial Intelligence)
and other models (e.g. combined methods or industrial/
company’s specific ones). Even if there is a large body
of literature on different methodologies, most of them
are basically variations of MA methods (e.g. DEA-Data
Envelopment Analysis: Liang et al., 2006; Chen, 2011
and AHP-Analytic Hierarchy Process: Bruno et al.,
2012; Rouyendegh & Erkan, 2012; De Felice et al., 2015
and MCDM-Multi-criteria Decision-Making: Araz &
Ozkarahan, 2007; Chen et al., 2006).

Also, we often find Al methods (e.g. Fuzzy logic: Chen
et al., 2006; Amindoust et al., 2012), hybrid methods or
other methods such as SCOR-Supply Chain Operations
Reference (Lima-Junior & Carpinetti, 2016) or ISM-
Interpretive Structural Modeling (Huang & Keskar, 2007;
Mohd et al., 2006).

As described above, in the literature various decision-
making techniques are proposed to deal with the process
of supplier selection and evaluation. But supplier selection
differs significantly from supplier evaluation. The main
goal of supplier evaluation is to classify each supplier
based on the gaps existing between their real performance
and desired one. Also, supplier evaluation includes
determination of the evaluation criteria to be used and the
weights of each criterion; therefore supplier evaluation
seeks to categorize suppliers (along the predefined
criteria), while supplier selection aims to define an order
of preference among evaluated suppliers (Keskin et al.,
2010; Omurca, 2013); in other words, we can evaluate
all suppliers, but it could happen that we will select only
a part of them (to conclude a contract or to continue an
already started cooperation).

The most of studies and papers found in the literature
propose techniques for supplier evaluation which are more
appropriate just for ranking suppliers based on compari-
son among them (e.g. Olsen & Ellram, 1997; Chen et al.,
2006; Sarkar & Mohapatra; 2006; Araz & Ozkarahan,
2007; Lee et al., 2009; Park et al., 2010; Chen, 2011; Zey-
dan et al., 2011; Rezaei & Ortt, 2013).

Also, numerous decision models consider only quantity
criteria for supplier selection (Chen et al, 2006). In
addition, several researchers have concerns regarding the
existing methods: about mathematical rigor of AHP (Dyer,
1998), while Liang et al. (in spite of application of DEA)
consider that “it cannot be employed directly to measure
the performance of supply chain and its members, because
of the existence of the intermediate measures connecting
the supply chain members” (Liang et al., 2006, p. 35); also
while applying fuzzy system in case of large number of
suppliers and criteria “this method is quite time consuming
and the final results of ranking are very close to each other,
therefore, the ranking results from this method may not be
accurate” (Amindoust et al., 2012, p. 1665).
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However, even scholars emphasize the need of quanti-
tative researches, they do not apply them or overlook the
importance of integration with business strategic thinking
and apply them “without a clear rationale for choosing an
appropriate objective function to be optimized” (Huang &
Keskar, 2007, p. 522).

In practice, there are also several ways and methods on
how to evaluate the performance and efficiency of suppliers
and how to select them. Therefore, the methodologies and the
complexity of evaluations/selections cannot be discussed that
easy; or — because of business confidentiality — the indeed
applied methods cannot be disclosed at all. Furthermore,
the mode of evaluation and its relevant aspects — we mean
the aspects and items of a particular model — cannot be
generalized, as we could see in this chapter as well. Therefore,
there was no purpose to put questions in the survey regarding
the applied methodologies for supplier selection. Instead, we
inquired respondents about the supplier selection schemes
during the bidding phase and their popularity.

In terms of proposed criteria, based on literature their
number and types also vary significantly. Several models
propose to evaluate/segment suppliers based on the eval-
uation of factors such as cost/price and delivery issues,
product quality and technical aspects (e.g. Olsen & Ell-
ram, 1997; Sarkar & Mohapatra, 2006; Araz & Ozkara-
han, 2007; Omurca, 2013; Rezaei & Ortt, 2013).

Undisputable, cost and quality, furthermore on-time
delivery and flexibility are the most dominant factors.
In the late 1970s’ and early 1980s’ literature, there was a
heavy emphasis on cost; in the early 1990s, cycle time and
delivery aspects emerge, while in the late 1990s, research-
ers realized the importance of flexibility. Later, environ-
mental and safety issues became the key criteria (Huang
& Keskar, 2007; Dobos & Vorosmarty, 2014).

Recently, evaluation of supplier follows methodolo-
gies which identify factors such as supplier financial (still
prominent criterion) and operational performance, human
resource quality and compliance with processes and IT
systems, as the main supplier characteristics which affect
the likelihood of a supplier-connected disruption or a de-
crease in its performance; a supplier with a good evalua-
tion in these categories is less likely to underperform in
the chain (Trkman & McCormack, 2009). In addition,
a significant part of the cited articles groups further the
evaluation criteria into two (sometimes one) dimensions
of supplier classification/evaluation.

Rezaei and Ortt (2013) propose a two-dimensional
model to evaluate and classify suppliers based on the di-
mensions of capability and willingness. They consider the
dimension of capability including price, quality, delivery,
etc., while the dimension of willingness contains — among
others — criteria such as relationship, communication
openness, commitment to quality, etc.

Sarkar and Mohapatra (2006) also propose a two-di-
mensional model in which suppliers are segmented into
motivated and de-motivated categories based on evalu-
ating long-term capability and short-term performance.
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Criteria of the long-term capability are — among others —
financial capability, technological capability, quality sys-
tem, production facilities, management and organization,
and reputation; while short-term performance criteria are
price, quality, delivery, lead time and attitude.

Olsen and Ellram (1997) propose a two-dimensional
model as well: strength (intensity) of a relationship and sup-
plier attractiveness. They argue that strength of relationship
depends on economic factors, characteristics of the exchange
relationship cooperation and proximity, while supplier attrac-
tiveness depends on financial, technological and organiza-
tional factors, production performance, culture, and strategy.

Omurca (2013) and Araz and Ozkarahan (2007) both
propose a uni-dimensional model to group suppliers; Omurca
organizes them in clusters based on 11 criteria (such as cost
reduction, quality, price, delivery, quality management
practices and systems, development capabilities, etc.), while
Araz and Ozkarahan propose in their model — based on a set
of 10 criteria (such as technology level, quality, cost reduction,
delivery, ease of communication, etc.) — to evaluate and
classify suppliers according to their ability and performance.

As we can see, apart from the evaluation and selection
methods applied, the first step is to state the criteria to be
used for evaluation, segmentation, and selection. To have a
general view about of the set of criteria, we compared the
ones found in the literature to the criteria we used in our
survey. Based on the comparison (Figure 1), even if there
is a variety of quantitative and qualitative criteria used to
evaluate supplier performance, criteria such as financial
terms (cost/price/payment), quality and delivery still are
the most commonly used. High technological capabili-
ties and long-term partnership, participation in common
product development and supplier evaluation belong to the
second group of the most commonly used criteria. It is
interesting to see cost reduction (as endeavor and action)
is not anymore among the most frequently used criteria.

We seek to emphasize again, indifferent from the
methods along which the evaluations are made, the first
and general step is to identify and select criteria for evalu-
ation — as measurements factors — which will be applied
equally to all suppliers.

Cooperation

Nowadays there is no mode to avoid supply risks and
to enhance competitiveness without an efficient supply
chain system. The purchased materials generally form
a considerable part of the manufactured products, since
“the typical industrial firm spends more than one half of
every sales dollar on purchased products” (Dyer et al.,
1998, p. 57); thus, building stable and long-term relation-
ships between buyers and suppliers is a critical success
factor of such a system (Chen et al., 2000).

Good cooperation among Procurement and Supplier can
contribute significantly to produce value. Procurement should
purchase goods and services using the most efficient supply
chains of suppliers who can provide them the purchased ma-
terials not only at the lowest cost, best quality, and highest
flexibility but also in a socially and environmentally respon-
sible manner (Seuring & Miiller, 2008; Zimmer, 2015).

Therefore, the cooperation within a given supply chain
must start with the identification of supplier relationship
types; all the suppliers and their “value” must be measured.
Hence, companies need to optimize the classification of
suppliers, to apply as effective systems as possible. The
company’s ability to strategically segment suppliers in
such a way as to realize the benefits of the cooperation
model secures the key to future competitive advantage in
supply chain management (Dyer et al., 1998).

Several supplier- and supplier relationship classifica-
tions can be found in the literature; we show a few of them
to give an insight into the wealth of cases:

The traditional view of suppliers is to keep them at
“arm’s-length” and to avoid any form of commitment,
to minimize dependence on suppliers and to maximize
bargaining power. Formerly this arm’s-length model was
widely accepted as the most effective way to manage
supplier relationships. Later, based on the success of
Japanese companies, the partner-type model emerged, and
there was a need to consider this new type of cooperation,
the partner-type model as well. However, while Japanese-
style partnerships have economic benefits, some researches
found that these types of relationships are costly to set
them up and to maintain that cooperation since they could
result in a reduced customer ability to switch away from
a less efficient supplier to another one (Dyer et al., 1998).

Kraljic’s (1983) in the frame of his portfolio matrix
categorized the products/goods/services as non-critical,
leverage, bottleneck and strategic items. Following this
way of thought, we can extend these four item categories
even to supplier categories, to broaden items to supply
sources, consequently, to measure each supplier on the
weight of supplied items.

Das and Teng (2000) group alliances (the cooperation/
relationship types) into four major categories as follows:
equity joint ventures, minority equity alliances, bilateral
contract-based alliances, and unilateral contract-based al-
liances.

Baker et al. (2002) argue that relationships depend on
the integration degree (e.g. vertical integration) between
companies since it affects parties and determines their
behavior. They distinguish two groups of relationships:
transaction integrated (when the downstream party owns
the asset) and transaction non-integrated (when the up-
stream party is an independent contractor, working with
its own asset).

Araz and Ozkarahan (2007) suggest selecting and
sorting suppliers based on their relations to the customer
company as follows: strategic partners (“perfect”
suppliers), candidates for supplier development programs
(“‘good” suppliers), competitive suppliers (‘‘moderate”
suppliers) and pruning suppliers (‘‘bad” suppliers).

Bensaou (1999) applies also four types of relation-
ships: strategic partnership and market exchange, captive
supplier and captive buyer. According to him, the level of
investment made by either party in every type of relation-
ship correlates significantly with the practices commonly
associated with strategic partnerships and notions such as
long-term relationship, cooperation, and mutual trust.
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Figure 1. Frequency of used evaluation criteria (Author’s construction)
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Garcia et al. (2013) 9
Govindan et al. (2010) 10
Huang-Keskar (2007) 11
Jain et al. (2004) 12
Keskin et al. (2010) 13
Kraljic (1983) 14
Lee et al. (2009) 15
Lee-Drake (2010) 16
Liang et al. (2006) 17
Luzini et al. (2012) 18
Mohd et al. (2006) 19
Ohdar-Ray (2004) 20
Olsen-Ellram (1997) 21
Omurca (2013) 22
Pagell et al. (2010) 23
Park et al. (2010) 24
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Zeydan et al. (2011) 30
No. of references 3 IZHI S S(2|10(8 |3 |11|[1|10|9

Although Cousins is on the opinion that “partnership
relationships do not exist” (Cousins, 2002, p. 71), itis worth
to consider the force of close and strategic cooperation
among companies because cooperation delivers superior
value (Contractor & Lorange, 2002). Cousins also
acknowledged that collaborative relationships (instead
of partnership relationships) exist, but these are still
competitive because the parties do not trust each other.
They will judge the risk on the basis of the particular
business case and will decide the appropriate relationship
based on the outcome (Cousins, 2002, p. 71).

Ganesan suggests that a successful long-term
relationship between a buyer and supplier is the condition
of mutual dependence (Ganesan, 1994).

At one point all perceptions are the same: companies
should think more strategically about Supplier
Management; should avoid both under-designing and
over-designing of supplier relationships (Bensaou, 1999).

But a “one-size-fits-all” strategy for supplier
relationship management will not be feasible; instead,
each supplier should be analyzed strategically to have
opportunity to determine the extent to which its product
contributes to the core competence and competitive
advantage of the company (Dyer et al., 1998).

Further concordant opinions in the literature are the
power of (strategic) cooperation and of the governance
mechanism such as trust, fairness, commitment, and reli-
ability.
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The importance of cooperation and building mutual
trust still remains utmost in the digitized world, since
“trust ... lead to improved satisfaction and performance”
(Nyaga et al., 2010, p. 101). Trust means the dimension to
which extent parties of the given relationship perceive one
another to be credible and benevolent partner (Ganesan,
1994). Therefore, trust is undoubtedly an important vari-
able in governing the interactional dynamics (Andersen &
Kumar, 2006; Gelei & Dobos, 2016).

Literature confirms the idea that one part of a coop-
eration can use knowledge about another one (as levels of
the same organization or in case of supplier-customer rela-
tion), to improve its own performance or the mutual per-
formance of the members (Snehota & Hakansson, 1995;
Dyer & Singh, 1998; Liang et al., 2006). The supply risks
can be managed in an effective manner if all partners of
that supply chain share information frequently with each
other through a collaborative relationship and the mem-
bers trust each other (Mohd et al., 2006).

The success of Japanese-style partnerships can be
originated from the above phenomenon as well since they
apply a close supplier relationship and follow a partner
model behavior. They result in superior performance be-
cause partner companies i) share more information with
each other, ii) invest in dedicated or relation-specific as-
sets which lower costs, improve quality and speed product
development, and iii) rely on trust to govern the relation-
ship, a highly efficient governance mechanism that mini-
mizes transaction costs (Dyer & Singh, 1998).

As we can see in the above parts of this chapter, there is
no agreement on how to segment the suppliers; but there is a
consensus on the importance of suppliers and on the necessi-
ty to classify them for a better cooperation and lower risk lev-
el; consequently, the segmentation of supplier relationships
and how to name these segmentations are required activities.

Due to the fact that in practice these activities will also
vary significantly from company to company, therefore, we
did not aim in our survey to classify/catalog these relation-
ships probably segmented in as many types as companies
exist; nor the questionnaire and its questions were built in
this sense. But we inquired our respondents about how they
handle their partners, and also about the effectiveness of co-
operation and its features such as trust, fairness and so on.

IT platform

Given the globalization of markets and sourcing pro-
cesses, the necessity to focus on core business and the need
to exchange information inside and outside companies made
IT vital for companies and the entire global economy (Chae
et al., 2005; Ronchi et al., 2010); therefore, information
technology becomes one of the key drivers in the formation
of cooperation and alliances in supply chains (Contractor &
Lorange, 2002). No one, nor the professionals and managers
can disregard that the EDP (Electronic Data Processing) is
a must for decades in business processes (Krajlic, 1983); es-
pecially in such an area as procurement, where everything
is data, information consists of figures and databases.

IT platforms as various digitized systems, applications,
and tools are to provide relevant information to manage-
ment to help decision making, including performance
evaluation of a given activity (Szukits, 2017). Therefore,
several digital solutions are available for procurement as
well: transaction on the network, different platforms or
cloud solutions, mobile applications, Big Data analysis
and so on (Centobelli, 2013). Even Artificial Intelligence
(AI), which — for instance — would be able to pull out the
necessary content from thousands of contracts; in addi-
tion, by monitoring economic and/or social background,
companies will be able to make forecasts, to predict
whether those events could affect the relationship and co-
operation with the strategic suppliers. Because all these
factors finally will have an impact (positive or negative)
on suppliers’ performance.

Application of other technological solutions such
as EDI (Electronic Data Interchange: capabilities and
infrastructure regarding electronic data transfer in the
supply chain for effective communication) initiates
changes both in organizational architecture and processes
(Centobelli, 2013), by anecessity to partly/totally reorganize
them. But based on these IT investments, they will launch
an undeniable positive effect on the procurement function
and processes and as a consequence, e-procurement will
allow increased efficiency in the organizational structure
as well (Rodriguez-Escobar, 2015; Ronchi et al., 2010).
Thus, Procurement should run its activity by digitized
workflows (by digitized applications/tools on digitized
platforms) to operate procedures at the most effective
level, with secured outputs in the most transparent way.

As we can see in the literature, and since several times it
happens that there is an urgent need of data (figures which
can be obtained or extracted from the digitized systems
and applications only), the digitized workflows and
processes are must; without them it is not possible to make
the purchasing procedures faster and well-monitored, to
have reporting possibilities, where the status, lead times
and spending can be viewed accurately and instantly.

Considering the importance of the IT platform, in order
to have the opportunity to see the status and the degree of
digitized systems and solutions applied by the companies,
we also put concerning questions in our survey.

General thoughts about the literature

In the literature there is no clear connection between
the theory of Supplier Management and its applicability
in the practice; especial regarding the procurement area
as a segment only of the supply chain. We argue that the
presented literature is — generally — too scientific (in their
original form) to be applicable/viable in the practice; on
the other side, the practice will be much more complex
than to discuss it — for instance — on the evaluation criteria
basis only.

Furthermore, we did not find in the literature research-
es which process the practice (analyze and show the re-
sults), especial in comparison with the theory.
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Research methodology and characteristics of survey

We decided to apply the survey research and as its tool
for data collection the survey; we consider the survey to be
an appropriate method for the present research since it is a
means for gathering information about the characteristics,
actions or opinions of people (Pinsonneault & Kraemer,
1993). The survey research has the features which we were
looking for: it is used to quantitatively describe specific
aspects, several variables can be originated from it, which
allow examining the relationships among these variables.

The research was carried out between 2017 Q4 and
2018 Q1-Q2 time interval. The mode of inquiry was an
online survey, where the questionnaire was available on
Hungarian online platforms of professionals and via direct
emails. Some parts of the questionnaire (partial questions)
were adapted from International Purchasing Survey (IPS
- Rotterdam School of Management, Erasmus University,
The Netherlands) and others from Competitiveness Sur-
vey of Corvinus University (Competitiveness Research
Centre, Institute of Business Economics, Corvinus Uni-
versity of Budapest).

The number of respondents was 57, 80% of them pro-
curement directors or managers. Regarding the corporate
structure, the respondents’ companies in more than 60%
of cases belonged to the manufacturing industry and in
more than 70% they were multinational and large com-
panies.

The mode of examination of the answers was on one
hand, the comparison of our examination factors (i.e.
evaluation criteria) to the literature to see whether there
is overlap among them, on the other hand we apply Cross-
table Analysis — by SPSS — to analyse whether relation-
ships exist among variables (answers and/or criteria) and
if so, to reveal the strength of connections.

Research hypothesis and questions

Despite the increasing importance of SM, our hypoth-
esis is that there are several deficiencies in the procure-
ment processes.

We argue that the factors which improper handling
could weaken and jeopardize — or contrarily strengthen
— the procurement processes can be originated from the
segments of Supplier Management:

i) supplier evaluation and selection: application of im-
proper evaluation criteria and/or tools in practice, ii) co-
operation: there are deficiencies in relationships, iii) IT
platforms: there are lack of proper IT systems.

Therefore, we aimed to examine — through the ques-
tionnaire — the status of procurement practice in terms of
the three discussed areas to see whether the features of the
literature could be identified in the practice.

STUDIES AND ARTICLES

Nevertheless, we extended the survey from the sim-
ple inquiry about the evaluation criteria, cooperation
type with the suppliers and mode of application of the IT
systems (i.e. from the theoretically reviewed parts), to a
broader pool of questions, putting more (others) of them in
connection with the various aspects of practice; following
this approach we had the opportunity to interpret widely
the professional status of organizations.

We seek answers — among others — of the following
questions:

1. Supplier selection and evaluation:
Whether the applied evaluation criteria are in line
with the ones recommended by literature?
How serious accent do the companies put on
supplier evaluation?
What kind of supplier selection schemes do they apply?

It was expected that supplier evaluation and selection
are not in line with the literature and the applied criteria
still have too much emphasis on financial aspects.

2. Cooperation:
How do the companies handle their suppliers?
How effective do they consider the cooperation to be?

Our hypothesis was there are several deficiencies in
terms of cooperation, on one hand in the mode of how to
handle the suppliers, on the other hand in the effectiveness
of cooperation.

3. IT platform:
What is the degree of digitized solutions?
Whether the applied IT platforms are in line with
the actual requirements?

We supposed that the penetration of digitized applica-
tions and systems is too poor and too many processes still
are conducted without IT support.

Findings of research

In this chapter we enlist the findings of research in that
manner to follow the stated segments of Supplier Manage-
ment.

Supplier selection and evaluation

Instead to put questions in the survey regarding the
applied methodologies for supplier selection (because it
cannot be disclosed and/or generalized at all, as we see in
Chapter II), we inquired, and Figure 2. shows some selec-
tion schemes during the bidding phase and their popularity.
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Figure 2. Popularity of supplier selection schemes during bidding (Author’s construction)
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As the results depict, a heavy emphasis still is on the Figure 3. describes the results of the survey in con-
price aspects; nevertheless, fortunately — and as a step to- nection with the evaluation tools used in practice by the
wards systems thinking — the TCO (Total Cost of Owner- respondents; besides their types, we can see their popular-
ship) is the most popular (34,94%) selection scheme. ity/frequency in the application. There is a possibility to

Figure 3. Supplier evaluation tools (Author’s construction)
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state some ascending order among the tools based on their
complexity from the simplest prequalification to a more
complex tool such as Big Data.

As we can see there is a quite equal spread of tools
among the most popular/used ones, it seems that none of
them precede the others significantly.

STUDIES AND ARTICLES

In Figure 4. we show how important respondents consider
evaluation criteria in their Supplier Management practice. Based
on respondents’ answers criteria with the highest importance lev-
el (above 50%) are price, delivery, the stability of supply and high
quality. The findings are in line with the frequency/popularity of
criteria experienced in the literature and depicted in Chapter I1.

Figure 4. Importance of evaluation criteria in Supplier Management (Author’s construction)
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Due to the continuously changing environment, re-
spondents evaluated both the importance of stability in
supply (61,40%) and the precise delivery (61,40%) at the
highest (‘completely’) level, while the reasonable price is
also ranked (still considered) at one of the most important
criteria (57,89%). The next one best-ranked criterion is
high quality (53,57%).

The short delivery time is considered very important
(50,88%), while the geographical proximity of the Supplier
is placed to a lower position with a distinctive neutral
(45,61%) or slightly important (15,79%) ranking.

The reputation of the company (‘good company
reputation’) is becoming increasingly important (54,39%)
which phenomenon also confirms the importance of the
relational capital.

45

Conversely, there is not enough emphasis — despite
the relevant literature and expertise — on the common
product development in Hungary, since the participation
in product development is positioned at neutral (40,35%)
or ‘Not at all’ (10,53%) importance level.

The criterion reduction the number of suppliers seems to
be the least important, since it was selected neutral (42,86%),
or slightly important (10,71%) or not at all (8,93%). This
judgment of this criterion is also in line with the literature.

As we have already had the set of criteria, in addition,
we strived to reveal whether there are relevant connections
among them, and if so, to see their strength; therefore,
Figure 5. is to show the results of the Cross-table analysis
on a 5% significance level, where the pairwise relationship-
significance is stated on p-value basis.
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Figure 5. Strength of connections of evaluation criteria (Author’s construction)
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Stability of the supply 5 0,956 0,100 0,775]0,316( 0,280 0,695 | 0,049 0,013
Precise delivery 6 0,939(0,677 0,870{0,2210,206| 0,945 0,259 0,022
Short delivery time 7 0,406 0,025 0,082 0,179] 0,038 0,050(0,295| 0,557( 0,314 (0,088] 0,080| 0,079 ( 0,854 0,042
Flexibility in schedule changes 8 0,45910,279 0,028 0,632 0,244 0,325
High technological level 9 0,376 0,803 0,074] 0,062 0,162 0,768 0,243
High product/service quality 10 [0,159]0,849]0,121(0,151 0,179 0,247 0,15810,818(0,366 0,022
Favourable connected services 11 0,338]0,427 0,038 0,074 0,075{0,389(0,100| 0,201 0,058 0,032{0,080(0,011
Geographical proximity of the Supplier| 12 0,190{0,4650,108] 0,775 0,870 (0,050| 0,028 0,062 ( 0,247| 0,075 0,255]0,342 0,265]0,208(0,578) 0,923| 0,314
Quality management system (e.g. ISO) 13 [0,513]0,384|0,176(0,224|0,316|0,221(0,295| 0,632| 0,162 0,389]0,255 0,024] 0,124 0,107( 0,703 0,628 0,215 0,383
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Cost reduction 15 0,69510,945|0,314 0,818] 0,201 0,124| 0,254 0,196 0,081/ 0,299(0,019
Finding the right Suppliers 16 0,92910,650(0,93310,049| 0,259 (0,088] 0,244 0,768 [ 0,366| 0,058| 0,265 0,107| 0,165 0,196 0,067 0,239 0,020
Long-term partnership with Suppliers 17 0,140{ 0,560 0,150 0,080 0,208 0,703 0,011 0,020{ 0,193
Reducing the number of Suppliers 18 0,67410,699( 0,147 0,079 0,022] 0,032 0,578 (0,628 0,087 0,081 0,067 | 0,020 0,116
Evaluation of Suppliers 19 [0,153]0,264|0,592(0,726|0,013| 0,022 0,854| 0,325| 0,243 0,080]0,923(0,215|0,116] 0,299(0,239(0,193| 0,116
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* There is a “nodule point” which consists of a
group of factors — from 4 to 11 — where we can see
significant connections; these factors have a quite
strong connection to each other, and they are con-
nected (mainly) to supply, delivery and techno-
logical level. This phenomenon is in line with the
importance of the factors decided by respondents,
and also in line with the popularity suggested by
literature.

* There are no significant connections among factor
2 (Favourable payment terms) and factor 3 (Rea-
sonable price) and other factors; except for the fac-
tor 15 (Cost reduction).

* Factor 1 (Good company reputation) has the biggest
number of significant connections to other factors
which confirms the emerging importance of this
criterion.

* Factor 20 (Management of Suppliers' relation-
ship) has the second rank in the number of signifi-
cant connections to other factors, such as price,
delivery, technological and quality level; this also
emphasizes the importance of Supplier Manage-
ment.

* There are also significant connections among fac-
tor 20 (Management of Suppliers' relationship) and
other factors (such as Long-term partnership with
Suppliers and Evaluation of Suppliers), also related
to a conscious Supplier Management.

Cooperation

Considering that our intention was to avoid the classi-
fication of suppliers in a not uniform manner (by different
approaches of companies), thus we applied three simple
categories to group them (Figure 6): partners, competitors
and sources of materials/goods/services.

To the question “How do you consider and handle your
Supplier?” we got answers as follows: no one considers its
supplier to be a competitor of the company, while almost
80% of respondents consider and handle their suppliers as
partners; a considerable percentage of respondents (more
than 20%) still classify their suppliers as a simple mate-
rial source. The question is — and further research should
confirm — whether this category is equal to “arm’s-length”
category and viewpoint, in order to keep suppliers at that
distance where it is possible for the buyer to preserve its
independence from any commitment.
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Figure 6. Classification of suppliers (Author’s construction)
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We also analyzed the relation between criteria Supplier
Management effectiveness (as an existing system) and im-
portance of management of Suppliers’ relationship (as an ac-
tivity), in other words as a part of procurement work. We find
a connection between variables because the result of the anal-
ysis showed that if the company consider more important the
suppliers’ relationship management, also the effectiveness of
SM will be better. The relationship (on a 5% significance lev-
el) between variables was significant (Pearson Chi-Square:
23,621, p-value: 0,023 and Exact sig: 0,024).

Due to IT solutions and according to the professional
practice, the proportion of personal contacts decreases day
by day. Even though there is an increasing emphasis on
digital solutions, these, however, do not always replace
personal connections. Also, in practice there is not enough
emphasis on on-the-spot audits, although this would be
one of the simplest methods for assessing supplier's proper
conditions or the possible risks. Since today we must be
more conscious in the evaluation and selection of Suppli-
ers, the onsite audit could help more in this sense: as it
is said “go and see for yourself to thoroughly understand
the situation” (“Genchi Genbutsu” i.e. “Go and See” from
TPS — Toyota Production System).

Figure 7 shows, on one hand, the percentage of meetings

20.00% 30.00% 40.00%

50.00%

|
60.00% 70.00% 80.00% 00.00% 100.00%

in person between buyer-supplier, while on the other hand
the percentage of audits at suppliers’ side; both are at the
same level and extremely low (21%), however, the personal
contacts ensure much smoother cooperation and an in-
creased trust level between parties, it seems that in practice
there is not enough accent on these personal connections.

Considering the above findings, there is a crucial need
to increase the proportion of the face-to-face meetings
in some cases, because it could strengthen the trust and
the relational capital between parties better than anything
else; one personal meeting could count more than hun-
dreds of impersonal letters (emails).

We also tried to reveal whether there are significant con-
nections between governance mechanisms (GM, such as
trust, fairness, reliability, punctuality, and cooperation itself,
as requirements on both Supplier and Procurement side) and
other criteria, such as effectiveness of Supplier Management,
the nature of cooperation (in terms of common goals) and the
supplier segmentation; we tried to see which conditions and to
what extent do ensure a good cooperation between Procure-
ment and Suppliers and an effective Supplier Management.

Figure 8 is to show the results of the Cross-table analy-
sis, where the pairwise relationship-significance is also
stated on the p-value basis.

Fiaure 7. Meetinas and presence in person at suobbplier site (Author’s construction)
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Figure 8. Strength of connections of GM factors and other aspects (Author’s construction)
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We find a connection between variables at those pairs IT platform

where the intersection of variable shows to be significance
between criteria on a 5% significance level. There are sig-
nificant relationships among criteria if:

- effective Supplier Management is accompanied
from the supplier side by punctuality and coopera-
tive attitude,

- there will be good cooperation with suppliers if
procurement trust supplier,

- treatment of supplier is appropriate in such a case
when a cooperative attitude of procurement exists
towards the supplier.

Based on the findings of the survey, the lesson to be drawn
is the better cooperative behavior and trust exist between par-
ties of the supply chain (buyers-suppliers), the more effective
Supplier Management and smoother cooperation will be in
that particular relationship, so, the more unlikely risks will be.

This chapter is to depict the degree of digitization,
more exactly to give information about the penetration
(percentage) and type of applied IT systems/solutions/ap-
plications.

Figure 9. shows the result of the survey in respect of
the degree of digitized workflows: as a positive result,
almost 70% of respondents responded that i) there is 80-
20% the proportion of electronic-paper-based processes
(60,34%) or there are not at all paper-based processes at
their company (8,62%).

However, more than 30% belongs to workflows which are
digitized in the proportion of 50-50% only (22,41%) or the
workflows are mostly or totally paper-based (altogether 8,62%).

In Figure 10. we collected the spread and types of the
digitized IT-platforms (systems/solutions/ applications)
applied which can support the purchasing operations, pro-
cedures and workflows.

Figure 9. Proportion of digitized workflows (Author’s construction)
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Figure 10. Digitized IT systems/solutions/applications applied (Author’s construction)
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Most of the companies own some digitized IT systems/
solutions/applications, however, their proportion is not yet
satisfactory enough; especial considering that majority of
companies are manufacturer ones, therefore the lack of
ERP system — only 30% of them have such a system — is
an alarming phenomenon.

Discussion of findings and concluding remarks

We strive to summarize in this chapter the research
findings in comparison to the literature and to our hypoth-
esis and questions.

Supplier selection and evaluation

Considering that in the nowadays global economy and
open innovativeness when it is must developing products’,
services’ and suppliers’ performance simultaneously, stra-
tegic supplier evaluation and selection decisions cannot be
based on traditional selection criteria only, such as cost,
quality, and delivery (Araz & Ozkarahan, 2007).

In the past, procurement managers focused (mainly) on
cost reduction (Kraljic, 1983); recently, they should give
importance to stability and continuity of supply, to flex-
ibility and good relationship between partners, because all
of them will ensure competitive advantages to the com-
pany; many other criteria should be also considered such
as to acquire supplier management practices and skills,
to develop long-term supplier relationships, to enhance
quality management, to strengthen financial results, to
increase technology and innovativeness level and so on
(Snehota & Hakansson, 1995; Dyer & Singh, 1998).

There is a consensus on that viewpoint that in order to
build durable and supporting relationships the increasing im-
portance of well-established and prudent evaluation models
and tools is indisputable. Leaders strongly believe that the
above objectives can be achieved through an effective Supplier
Management system. Therefore, companies need proper tools
to monitor and evaluate supplier’s performance, to select key
suppliers or develop promising suppliers for strategic partner-
ship, to support suppliers in common engineering activities,
even to provide feedback to suppliers about their weaknesses
and how to enhance them (Araz & Ozkarahan, 2007).

(B e-Auction system (for electronic auctions)

Supplier Management

30.38%

14.56%

8.86%

([l e-Bidding system (for electronic bid submissions)

Contract and/or Document Management ([l Other

To have a real opinion about suppliers and their capabili-
ties, the main rule is that all suppliers should be evaluated
several times. Generally, in case of a potential supplier (to
become a new partner) the prequalification will be a strong
requirement to see clearly the strength and weakness of the
future partner, so to reduce the supply risk. As minimum re-
quirement (and — for instance — during the bidding procedure
and supplier selection), the supplier will be evaluated before to
conclude a contract. Also, during the cooperation supplier will
(should) be periodically evaluated based on tasks fulfillment.

Those companies which have some quality assurance
system (e.g. possess an SO certification) the supplier evalu-
ation must be done regularly, at least once a year in order to
control the supplier’s performance, whether it still is in line
with the original (first) evaluation and requirements set by
assurance system standards and/or with the contract in force.

As we can see in the figures of the survey regarding the eval-
uation tools, we can state that all the evaluation means (several
types of pre- and post-qualifications) are applied by companies.

Also, the evaluation criteria used in practice generally
are in line with the literature; the most popular criteria are
the stability of the supply and precise delivery, reasonable
price and high product/service quality. The hypothesis
that the companies apply improper evaluation criteria and/
or tools in practice is not confirmed.

In terms of selection schemes, however, there is still a
quite big accent on prices as well, but the TCO approach is
becoming more popular; the financial aspects (more exact-
ly a part of them) have to be replaced by other evaluation
criteria which are in line with the today’s requirements.

Cooperation

The literature recommends applying a well-balanced rela-
tionship network, where the weight and value of suppliers and
of relationships with them are measured based on the real risk of
each cooperation. Researchers also suggest managing suppliers
in that way to make them committed to the company forming
a well-functioning business network, because the network is
more effective than a single firm, due to the generation, trans-
fer, and recombination of knowledge at several levels; also the
cooperative participants of a supply chain can incorporate in
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their own strategies the aptitudes, capabilities, and performance
of their partners (Dyer & Nobeoka, 2000; Gereffi et al., 2005;
Hékansson & Snehota, 1995; Hakansson & Snehota, 2006).

Based on the findings of research the proportion of com-
panies who treat their supplier as partners is almost 80%;
nevertheless, the remaining part is too large if companies in-
tend to develop well-established networks. A single exception
could be, if the endeavor of them is to keep supplier at “arm’s-
length” distance; but even in this case such an evaluation of
partners (“simple source”) cannot be a generalized concept,
it could be applied after a prudent segmentation of suppliers.

Good relationships and well-working governance mecha-
nism of these relationships can be best achieved through reli-
able business cooperation and enhanced by personal meetings
to increase the relational capital which exists between buyers
and suppliers (Dyer & Singh, 1998; Cousins et al., 2006). But
as we can see, nowadays there is not anymore enough accent on
personal relationships, however, they will result in a smoother
bilateral and barrier-free cooperation and will strengthen the
relational capital. This will also make more attractive both
buyers and suppliers to each other and the projection of such a
relationship on cooperation would generate governance mech-
anisms such as trust, fairness, and commitment (Ganesan,
1994; Baker et al., 2002; Andersen & Kumar, 2006).

Based on results, it seems that the companies have re-
alized the importance of relationships and the function of
governance mechanisms, and they consider the coopera-
tion to be effective enough. Despite this feeling, the phe-
nomenon of rare personal connections confirms that there
still are deficiencies in terms of cooperation.

IT platform

The opportunity offered by digital technologies to make deep
rationalization in the purchase of goods and materials is becom-
ing indispensable in competition among enterprises, taking into
consideration the positive effects in reducing costs and process
lead-time of the companies which adopted e-procurement solu-
tions (Centobelli, 2013). Digitization and digital solutions can
help procurement to achieve an outstanding level of how to han-
dle the enablers (inputs/information): to improve a comprehen-
sive procurement intelligence, to deal with faster procurement
processes and solutions, to accelerate the decisions by a better
access to information, to boost flexibility in working, and finally
to reduce costs. The companies who still use paper-based and
labor-intensive processes for procurement freeze a large scale of
inefficiencies in their processes (Puschmann & Rainer, 2005).

Therefore, within a short time, the proportion of digi-
tized processes and applications — in order to maintain com-
petitiveness — will be acceptable ones at a 100% level only.

As we see, despite the importance of IT platform and
apart from the recommendation of literature, the degree
of digitization in inquired companies in not yet satisfac-
tory; more than 30% of companies still apply paper-based
workflows in more than half of processes.

Also, the proportion of applied systems, especial in case of
ERP systems, is alarming, since only 30% of companies own
such a system, but the ERP system is one of the crucial supporting
means in case of production. In this case, the hypothesis is defi-
nitely confirmed, serious deficiencies exist in the IT architecture.

Besides the findings of the research discussed above,
in order to emphasize the most important parts of SM, we
have some pieces of advice:

1. We recommend increasing the performance of
Supplier Management in terms of tools applied for
evaluation and selection schemes used.

2. We propose to focus more on inter-organizational
cooperation and strategic sourcing to follow an
adequate treatment of suppliers — as partners for a
continuous and stable supply — furthermore, to en-
sure proper importance to personal cooperation as
well, to enhance further the relational capital and
governance mechanisms such as trust.

3. We suggest to introduce and use as many digitized
solutions as possible to secure a continuous moni-
toring and instant reporting.

If procurement conducts a proper Supplier Manage-
ment which has a key role in risk mitigation and the dis-
cussed factors are treated at their proper importance, this
approach will assure to the company an effective and ra-
tionalized way of operations and will lead to optimized
functions and outstanding business results.

Theoretical contribution and practical
implications, limitation of research

This article was written to project attention on the (past)
routines and/or on existing ones, and to reveal the deficien-
cies and/or strengths to have opportunity to align them to
the new challenges. The revealed features and the practices
of procurement professionals could serve as inspiration for
other companies or could shed light on the problems.

The theoretical contribution of the paper is to inves-
tigate the relation between Supplier Management theory
and practice in Hungary to state whether gaps exist be-
tween them. From the managerial implication point of
view, the novelty of the article is the endeavor to analyze
the applicability of relevant literature in SM practice.

Since the paper shows concrete results of a research and
also, formulates suggestions for a more efficient SM practice,
the paper seeks to be a guide for practitioners how to strength-
en the effectiveness of procurement organizations, where to
find the deficiencies. Therefore, we believe it has a consider-
able contribution to the stream of the relevant researches.

This article depicts aspects and status of — mainly —
Hungarian procurement organizations and their Supplier
Management. Also, the practices have been studied from
the procurement perspective, therefore, the paper does not
try to evaluate these issues from the suppliers’ point of
view. Therefore, the findings cannot be generalized at all.

Furthermore, the result of research — considering the
number of respondents (no. of participating companies)
cannot be considered representative; that is why it remains
an open question whether the answers really reflect the
present situation. If not, there is another question whether
the quite small sample or a possible euphemism attitude
(that maybe was used in the answers) distorted the results
in comparison to the existing situation and applied prac-
tice, and if so, to what extent?
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