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Introduction

Global Sourcing is a form of purchasing in which companies seek the best suppliers for their requirements on a worldwide scale. A lot of research has already been done into the purchasing of (parts of) goods or services. Among the subjects which  have been researched extensively in this area are purchasing strategies, reasons for purchasing and success factors in the purchasing of goods or services from other parties. Much has been written on these subjects in the international (academic) literature. 

This research project aims to verify whether the findings in the present literature correspond to the views of purchasing managers in the Netherlands and Belgium. The research has been carried out in collaboration with Boer & Croon Corporate Strategy B.V., which organized a congress on the theme of Global Sourcing in October 2009. The results of this research, which was held partly among the participants in the congress, were presented there. The first step is a literature study covering a number of subjects relating to Global Sourcing. After that the results of the research are presented. As stated above, the research focuses on purchasing managers working at different companies in the Benelux. To limit the time required by respondents, the research does not cover all the details of each company in relation to the purchasing function. The aim is to give an impression of the status of Global Sourcing in the Benelux, and to compare the findings with a survey carried out in 2005 among purchasers in the USA. The research presented here is to a large extent based on the US survey, which was carried out by Monzcka, Trent and Petersen (2005). The research questions that are addressed are also derived from this report, and are as follows:
· What is the profile of companies that make extensive use of Global Sourcing?
· What is the present status of organizations in relation to Global Sourcing?
· What are the key success factors for Global Sourcing projects?
· What are the biggest problems encountered by companies in the Benelux in Global Sourcing? 
· How are organizations that are successful in Global Sourcing structured to optimize this process?
· What in the view of the purchasing managers are the trends and strategies relating to Global Sourcing?
· Are any differences observed in relation to the comparable research among US companies (2005), and where do these differences arise (financial crisis, geographical differences)? 
Chapter 1: Literature study

This chapter deals with the existing literature on Global Sourcing. Global Sourcing focuses primarily on strategies for successful purchasing on a worldwide scale. The literature deals with these strategies and the criteria which organizations must meet to apply Global Sourcing effectively in practice. To ensure that the literature study is well aligned with the practical research, the literature study is subdivided into four parts: a general definition of Global Sourcing, the potential pros and cons, organizational aspects, and success factors and trends. 

2.1 Definition

Two kinds of definitions of Global Sourcing can be distinguished in the literature, the strictly defined and the more loosely defined variants (Vos 2004). The strictly defined variant of Global Sourcing only considers the transactions between different companies, while the more loosely defined variant also covers the transactions between the different business units of a company (intra‑company sourcing). 

The more loosely defined variant therefore also includes the choice of a production location, and the choice between internal and external assembly. Vos (2004) defines Global Sourcing as follows: Global Sourcing takes place when a producer, who regards the whole world as a potential purchasing market, sources from (internal or external) foreign suppliers. In their research, Monzcka, Trent and Petersen (2006) apply the following definition of Global Sourcing: Global Sourcing is a strategy that focuses on integrating the purchasing process with operational and R&D activities in different countries. It comprises the simultaneous purchasing of requirements of multiple business units of a company, in which the purchased products/services are consumed outside the borders of the country of production. In many cases the specifications of these products/services are formulated in a cross-functional way and on the basis of multiple company locations. These specifications can, among others, consist of: specifications of goods and services, locations where these will be used, volumes, quality, delivery reliability, flexibility etc. (from Monzcka, Trent and Petersen 2006). Because the present research is based on that of Monzcka, Trent and Petersen (2006), this definition will also be applied here. 
The model used in the research of Monzcka and Trent (1991a) will also be used in the present research to classify the participating companies into different Global Sourcing categories. This model distinguishes four possible maturity levels in relation to a company’s Global Sourcing activities.

phase 1: the company is not directly involved in international purchasing.

phase 2: the company sources internationally because local purchasing is not possible.

phase 3: the company is aware of the opportunities that Global Sourcing offers and has proactively formulated a purchasing strategy.

phase 4: the company makes use of Global Sourcing and has set up its organizational and information structure accordingly.

Most companies pass through all these phases before reaching the highest maturity level, phase 4.

2.2 Potential pros and cons

The issue of local versus global sourcing has been discussed extensively in the literature. The primary reason for a company to source (part of) its products/goods is often to gain a lasting competitive advantage. This competitive advantage can be found in a number of areas, which are related to the decision to purchase on a worldwide scale. It appears that in most cases the main reason to adopt a Global Sourcing strategy is cost reduction. Other reasons are: gaining access to new technologies, penetrating a new market, increasing flexibility in production volumes, better logistics performance and producing higher-quality products (Handfield [1994], Birou and Fawcett [1993]). Markides and Berg (1998) further stated that Global Sourcing probably leads to higher costs for other activities in a company, for example as a result of higher inventory levels and higher costs of transport and administration. The purchasing of goods or services can also lead to the loss of economies of scale, lower end-product quality and longer, less certain cycle times. The costs associated with the corrective measures necessary to address these fluctuations will often mean a significant reduction in the margin on the purchased product (Levy, 1994). In practice, little if any allowance appears to be made for these hidden costs. An analysis of all possible risks is essential for the success of a purchasing project. The goals of such a project can only be achieved if the organization is able to manage these risks. The risks associated with Global Sourcing can be divided into two categories: quantitative and qualitative (Benders and Vos, 1998). Quantitative (in other words easily measurable) risks include:

· logistics risks

· economic risks

· quality risks 

· information and communication risks


Among the risks which are more difficult to quantify are those of a political/legal, cultural, bureaucratic, environmental and ethical nature (Vos, 2004). 

2.3 Organizing for global sourcing

According to Hartmann e.a. (2008), structuring the organization and the company’s processes to reach an effective purchasing organization is a major challenge. The right mix needs to be found between a centralized and a decentralized organization to ensure that Global Sourcing can be applied effectively. Once a company has structured its organization as it considers appropriate, the next step is to define the restrictions and scope of the purchasing function, both within the department and outside it. This includes drawing up manuals and rules, and defining the different roles within the purchasing function. Hartmann states that these criteria are essential if an organization is to become a stable worldwide player on the market.

As well as the functional organization, the information and communication structure is also of great importance in a purchasing organization. Mol e.a. (2004) state: if the impact of the (international) purchasing activities on the organization is great, that of the integration with other departments within the company will also be great. It is therefore very important that the information exchange and communication between the departments run smoothly. Hartmann e.a. (2008) emphasizes that an effective information system is a vital enabler for the successful implementation of Global Sourcing. 

The qualities and characteristics of the staff of the purchasing organization also have a great influence on the effectiveness of that organization. A number of research projects have been carried out into which characteristics have a positive influence on the effectiveness of the purchasing organization.
Van Weele and Rozemeijer (1996) state that innovative companies seek ‘well trained’ purchasing staff with good communication and teamworking skills, a strong personality and a good understanding of business needs. Saunders (1997) refers to comparable criteria, with the addition of technical knowledge. Scheuing (1989) also refers to analytical and decision-making abilities as important factors. Mohr and Spekman (1994) further extend this list, and divide the characteristics into two categories: knowledge (product knowledge, technical understanding, logistics qualities and insight into the market, trading positions and the characteristics of companies); and skills (creativity, motivation, research skills and a good understanding of one’s own qualities). Schorr (1992) endorses the importance of being able to react to specific situations, together with mobility, as decisive success factors for (worldwide) purchasers. While for relationship-oriented purchasers, flexibility and innovative ability are important characteristics (Akbar and Lamming, 1996).

2.4 Success factors

Various factors that make a positive contribution to the success of a Global Sourcing strategy are referred to in the literature. An important criterion for the success of a project is a high level of standardization of the product to be sourced (Vernon, 1996). 

In the research of Trent and Monzcka (2003) among purchasing managers (on which the present research is partly based), respondents were asked which in their view were the most important factors in successful Global Sourcing projects. The four most important factors emerging from this study were:

1. Sufficiently qualified staff to support the Global Sourcing process.

Important characteristics which staff must possess include: analytical skills, an understanding of, and the ability to deal with, a global economy, and skills in negotiating with people from different cultures.

2. Availability of all (or almost all) the required information.

An important aspect here is that all parties around the world have ready access to the information required for the negotiations. A characteristic of a good purchasing database is that it is well structured and contains all the relevant information. The most important information includes: a list of all the existing contracts and suppliers, reports about the capabilities and performance of suppliers, consolidated purchasing volumes at company level, information about potential new suppliers, and the demands placed by internal customers on the products/goods to be purchased.

3. Identifying suppliers on a worldwide scale.

In the research by Trent and Monzcka, the purchasing managers state that identifying the right suppliers is one of the most difficult tasks for purchasers. This is particularly difficult in regions such as Eastern Europe and Asia. For this reason, purchasing managers often tend to maintain their relationships with existing suppliers when they are looking for suitable sourcing partners.

4. Staff who have enough time to define a worldwide sourcing strategy.

The research shows that having a Global Sourcing strategy is a factor that has a great deal of influence on the success of a sourcing project. However, formulating such a strategy takes a lot of time, and it is essential that this is done carefully

A new research project carried out in 2006 by Monzcka, Trent and Petersen looked at the success factors for Global Sourcing. As well as the factors referred to above, this research also identified a number of new factors that influence the success of a (global) sourcing project. 

1. A well defined plan that supports the Global Sourcing process. 

A clear and carefully formulated sourcing process is undoubtedly one of the most important factors influencing the success of a Global Sourcing project. A well defined process helps the organization to overcome social, cultural and legal differences between the various locations. It helps to align the efforts of all staff within an organization, and it avoids duplication of work. 

2. Centrally coordinated/managed decision-making processes.

It is important that all strategically important decisions are taken at a central level. This has the following advantages: standardization and consistency of the sourcing process, greater involvement of suppliers in the development phase of a product or service, better relationships with suppliers, and higher satisfaction of customers, stakeholders and managers with the sourcing process.

3. Decentralized coordination at operational level.

Decentralized coordination at operational level probably results in lower Total Cost of Ownership, lower inventory levels right through the supply chain and higher overall performance for the customer. 

4. Real-time communication tools.

Because a complex process like Global Sourcing demands much and clear communication, while the distances between the involved parties are often large, it is very important that the right communication tools are available to enable effective clear and effective coordination.

5. Sharing information with suppliers.

The research shows that companies that share supplier performance data with their suppliers are often able to achieve lower purchasing prices of products. This data may relate to aspects such as delivery times, quality, flexibility and prices of products. Supplier ratings relative to direct competitors can also have beneficial effects.

6. Availability of the right tools.

This factor relates to the four factors identified in the research by Trent and Monzcka in 2003 (referred to above).

According to Hart (1992), an effective sourcing strategy comprises at least three characteristics:

1. The strategy is based on research into all possible alternatives.

2. The strategy is based on a thorough analysis of the pros and cons of these alternatives.

3. The strategy focuses on reducing the options to the one alternative that offers the most added value to the company.

A strategy can be formulated at departmental and at company level. The advantage of a company-wide strategy is that it probably leads to significantly better collaboration and communication with other departments. Cavusgil e.a. (2004) endorse this advantage, but note that formulating a uniform strategy is a very big challenge, especially in the case of multinationals with business units and purchasing departments around the world,. 

2.5 Trends and developments

Despite the financial crisis, the number of sourcing transactions on a global scale is not decreasing but increasing. The same does not apply to the volumes associated with these transactions. These have declined in the past year (Logistics Manager, May 2009; Industry Week, July 2009). According to these articles, companies are extra aware of the risks relating to Global Sourcing. For many companies, the economic downturn is a reason to review their present sourcing strategies and locations, to give them the assurance that they have chosen the most cost-effective options.

An article in Highlands Ranch magazine (February 2009) asserts that many companies, even though they are forced to economize on a broad front because of the economic downturn, are maintaining their Global Sourcing strategy because managers regard the (potential) competitive advantage of this strategy as too valuable to give up. This article also identifies Global Sourcing as an effective cost-saving strategy. 

In Business Wire magazine (2008) which describes the Global Sourcing trends for 2009, the strength of Global Sourcing as a strategic tool to reduce costs is endorsed. However it is also emphasized that a number of things will change in the present situation. The rising unemployment rates in the Western world will probably mean a declining growth in the sourcing of services, because enough capacity and flexibility are available on the home market to provide these services. Global Sourcing and globalization in general will continue to grow (although at a lower rate), despite the economic downturn. 

Because the present economic situation is making companies increase their level of outsourcing to suppliers, allowance should be made for the fact that capacity increases often require suppliers to make large investments. But if these are handled correctly, both the supplier and the purchaser can benefit from increased scale. 

The large fluctuations in exchange rates make it very important for the associated risks to be carefully identified. Increasing numbers of long-term project-based sourcing contracts are being entered into. To provide stability and reduce uncertainties in the supply chain, more and more companies are opting for long-term relationships with suppliers.

To respond to a changing market, it is now more important than ever to ensure that the right mix of internal production, ‘nearshoring’ and outsourcing is in place within the organization. The aim is to provide the right level of flexibility, but also to allow the most cost-effective possible production where necessary (Business Wire, 2008).

Research method

To get a clear impression of the status of companies in Belgium and the Netherlands in relation to Global Sourcing, a questionnaire was drawn up and distributed to purchasing managers in these countries. The questionnaire was distributed in Dutch, although the (French-speaking) Walloon Region of Belgium was not included. The questionnaire was distributed through a number of channels to members of the Netherlands Association for Purchasing Management (NEVI), the Association for Purchasing and Business Logistics (VIB) (Belgium) and associates of Boer & Croon Strategy and Management Group. To make it as easy as possible to participate in the research, the questionnaire was in the form of an e‑survey. It comprised 29 questions, and took approximately 25 minutes to complete. The purpose of the questions asked was to gain an overall impression of the status of Global Sourcing in the Netherlands and Belgium. A total of 126 questionnaires were filled in completely.

As stated earlier, the present research is based on that of Monzcka, Trent and Petersen in 2006. The questions in the questionnaire are largely based on the questions used in the earlier research. The complete questionnaire is included as Appendix 1 to this report. 
Results


4.1 Current status of Global Sourcing and Supply Management

The vast majority of the respondents (73.8%) hold positions as Chief Purchasing Officer, Purchasing Manager or Initial Purchaser. Of the companies represented by the respondents, 81% have their head office in the Netherlands or Belgium, and 7.1% have their head office in the USA. 63.5% of the respondents are purchasers at group or company level. The companies involved in this research are evenly distributed across a range of industries. The industry with the largest share of the respondents is metal, plastic and glass processing with 8.7%. The respondents are mainly purchasers in large to very large companies. 54% of the companies have a turnover of more than 500 million euro, and 25.4% of the respondents represent companies with a turnover of more than 5 billion euro. Like the turnover of the participating companies, the purchasing spend also covers a broad range (see Table 4.1). 

	
	Turnover
	Purchasing spend

	Less than € 1 million
	0.8%
	2.4%

	€ 1 to 5 million
	1.6%
	3.2%

	€ 6 to 10 million
	2.4%
	4.8%

	€ 11 to 25 million
	5.6%
	16.7%

	€ 26 to 50 million
	3.2%
	16.7%

	€ 51 to 100 million
	12.7%
	15.1%

	€ 101 to 250 million
	11.1%
	12.7%

	€ 251 to 500 million
	8.7%
	11.9%

	€ 501 million to 1 billion
	11.9%
	6.3%

	€ 1 to 5 billion
	16.7%
	8.7%

	€ more than 5 billion
	25.4%
	1.6%


Table 4.1: Distribution of turnover and purchasing spend of the participating companies

The numbers of people working in the business units concerned in the participating companies are shown in Table 4.2.

	Number of people
	Percentage

	1-10 people
	1.6%

	11-25 people
	1.6%

	26-50 people
	4.0%

	51-100 people
	9.5%

	101-250 people
	22.2%

	251-500 people
	11.1%

	501-1,000 people
	17.5%

	1,001-5,000 people
	18.3%

	5,001-10,000 people
	4.8%

	> 10,000 people
	9.5%


Table 4.2: Numbers of people working in the business units of the participating companies

65.1% of the respondents stated that the companies at which they work are market leaders in their own markets, or in any case among the top 3 market players (see Table 4.3).

	Market position
	Percentage

	Market leader
	18.3%

	Top 3 player
	46.8%

	Top 10 player
	20.6%

	Average player
	8.7%

	Small (niche) player
	4.0%

	Other, (please state)
	1.6%


Table 4.3: Market positions of the participating companies
4.1.1 Global Sourcing characteristics of the respondents

The results show that there is a clear trend in the nature of the sourcing activities of the participating companies. The respondents expect the share of Global Sourcing in companies to increase from a negligible fraction in 2005 to more than 50% in 2013. The proportion of companies purchasing solely in their own countries has also declined in the past four years to 5.5% of the total. The current situation is that only few companies purchase solely in their own countries. On the other hand, the number of companies whose purchasing activities are totally globalized is 12.7%. This means that the vast majority of companies are somewhere in between these two extremes (see Figure 4.1). 
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Figure 4.1: Current situation in relation to Global Sourcing

To give an impression of the regions in which companies are at present purchasing, we asked the respondents to indicate what percentages of their purchasing spend are allocated to the various regions. Table 4.4 shows the regions in which companies spend 20% or more of their purchasing budgets. (N.B. the percentages do not add up to 100% because companies can allocate more than 20% of their purchasing spend to multiple regions.)

	Region
	Percentage 

	Netherlands
	74.2%

	Belgium
	13.3%

	Other Western Europe
	51.7%

	Central & Eastern Europe
	20.0%

	USA
	11.7%

	China
	18.3%

	India
	8.3%

	Other low-labor-cost countries
	5.8%

	Other (please state)
	2.5%


Table 4.4: Percentages of companies allocating at least 20% of their purchasing spend to specific regions

A striking factor is that many companies still allocate a large proportion of their purchasing spend to Western Europe. Other popular regions are Eastern Europe, China and the USA. Only a small proportion (16.3%) of the participating companies source outside these regions. 

4.1.2 Reasons to invest in Global Sourcing

To gain an impression of why companies invest in Global Sourcing, the respondents were asked about the main types of goods or services which they purchase. They were asked to indicate on a scale from one to seven which of the statements below are applicable to the products or services they purchase. The average response is shown in Table 4.5.

	Characteristics of goods and services
	Average response

	Labor-intensive goods/services
	4.75

	Goods/services requiring few special capabilities of the producer
	4.06

	Goods/services requiring moderate to high special capabilities of the producer
	3.41

	Goods/services requiring high technological capabilities of the producer
	2.90


Table 4.5: Characteristics of purchased goods and services

As predicted in the literature study, the most purchased goods and services are those that are labor‑intensive and require few special capabilities to produce. These two characteristics are the only ones with average ratings of over four.

In response to the question of what strategy their companies follow, 40.5% of respondents referred to the drive for operational excellence. These companies have a strong focus on costs. It is therefore logical, as shown in Table 4.5, that the products which are purchased most are those that require labor‑intensive production, and that are produced by parties who can do so at lower cost. The strategies of product or service innovation (focus on innovation) and customer intimacy (focus on customer relationship) were both found to be followed in approximately the same number of cases, by 28.6% and 27.6% of companies respectively. Only 3.2% of the respondents followed a different strategy from the three referred to above. 

The cost prices of products are among the most important factors in deciding whether or not to apply Global Sourcing. Also important are labor costs, availability of technology and the quality of suppliers. Purchasing in a specific region because a customer recommends it, and following customers who are already active in the region, are as yet no reason to start purchasing from specific suppliers. 

	Purchasing aspects
	Average rating

	Best total purchase price
	6.02

	Labor costs
	5.15

	Availability of technology
	4.60

	Quality of local suppliers
	4.59

	Availability of local suppliers
	4.54

	Flexibility of local suppliers
	4.33

	Availability of skilled people
	4.24

	Tax-related reasons
	2.90

	On customer recommendation
	2.80

	Followed the customer who opened a local branch
	2.29


Table 4.6: Purchasing aspects

4.1.3 Results obtained with Global Sourcing
The respondents were asked to rate specific performance indicators on a scale from 1 to 7, where 1 stands for: ‘performance on this component has declined strongly as a result of the sourcing’, 4 stands for ‘no change’ and 7 stands for ‘a strong improvement’. The results showed that the purchasing price was the aspect that improved most through sourcing. This was confirmed by another question which asked for the improvement in the average overall cost price. 77.8% of the respondents said that they had achieved an overall cost price improvement by Global Sourcing. In general, top management are also more satisfied with the purchasing function when Global Sourcing is applied. As well as that, reference was made to the well known problems associated with Global Sourcing. Issues that were named specifically included: higher logistics and transport costs, the longer cycle time of the delivery process, reduced flexibility and higher inventory levels of work in progress. 

	Purchasing price of the component/product
	5.76

	Top management satisfaction with the purchasing function
	5.00

	Overall performance of your business unit towards the customer
	4.48

	Entry to new markets
	4.46

	Customer satisfaction with purchasing
	4.45

	Standardization of the purchasing process
	4.29

	Access to technology
	4.22

	Relationship with suppliers
	4.18

	Quality of the component/product/service
	4.00

	Early supplier involvement in product development
	3.88

	Delivery reliability
	3.73

	Transaction costs relating to the purchasing process
	3.72

	Inventories, costs and working capital associated with work in progress
	3.70

	Supply flexibility
	3.68

	Cycle time of the delivery process
	3.49

	Logistics and transport costs
	3.49


Table 4.7: Results achieved with Global Sourcing


4.2 Success factors for a sourcing project

The respondents were asked to indicate on a scale from 1 to 7 which statements were applicable to their purchasing process. It is striking that the statement ‘A formal purchasing process has been defined for Global Sourcing’ scores lowest, while more than 56% of the respondents stated that they follow a formally coordinated purchasing process. Purchasing volumes were in many cases said to be consolidated at group level. Most respondents said they possess the right knowledge and have sufficiently qualified staff to be able to purchase successfully on a world scale.

	Statements
	Average rating

	Purchasing volumes are consolidated at group level
	4.73

	Staff responsible for Global Sourcing possess the required knowledge and skills
	4.73

	Staff have knowledge of potential cultural differences in Global Sourcing
	4.68

	Local branches are actively involved in defining the purchasing strategy
	4.64

	Group purchasing contracts are binding (mandatory compliance)
	4.30

	Global Sourcing goals are clearly defined
	4.17

	A formal purchasing process has been defined for Global Sourcing
	3.94


Table 4.8: Statements about the structure of the purchasing process

4.2.1 Requirements that companies must meet for successful Global Sourcing

	Success factors
	Average rating

	Staff with the required knowledge and skills to implement Global Sourcing
	5.51

	Mandate/ assignment from top management for Global Sourcing
	5.42

	Effective planning of logistics and production
	4.99

	Application of a formal and structured purchasing process
	4.89

	Monitoring of supplier performance
	4.87

	Staff have capability to develop a global strategy
	4.86

	Use of cross-functional purchasing teams to develop a global strategy
	4.73

	The same language/languages spoken by purchaser and supplier
	4.72

	Cultural fit with the supplier
	4.65

	Centralized purchasing structure
	4.63

	Availability of suppliers able to deliver worldwide
	4.63

	Identically coded database for sourced goods throughout the company
	4.51

	Integrated IT system across different business units (e.g. central ERP system)
	4.48

	Experienced steering group from top/middle management to support the global sourcing process
	4.34

	Financial support (e.g. for travel)
	4.16

	Global list/database of suppliers
	4.08

	Use of e-sourcing technology
	3.83

	External support (e.g. purchasing market research survey or consultants)
	3.70

	Support from an international/global purchasing office (IPO)
	3.56

	Compatible IT systems between purchaser and suppliers
	3.51

	Decentralized purchasing structure
	2.96


Table 4.9: Global Sourcing success factors 

The most important success factors referred to by the respondents were the right staff and top management support for the Global Sourcing activities. In addition, many factors were said by the respondents to be of ‘average’ importance. Table 4.9 also shows that, in the view of the respondents, a centralized purchasing structure is more likely to provide the basis for success than a decentralized purchasing structure. 

4.2.2 Potential problems

	Potential problems
	Average rating

	Long delivery times for materials, components or service
	4.80

	Fluctuations in supplier performance
	4.44

	Risks of exchange-rate fluctuations
	4.28

	Internal resistance based on the (company) culture
	4.28

	No local presence in the sourcing region
	4.19

	Lack of qualified staff to support the Global Sourcing process
	4.16

	Difficulties in assessing the competence and performance of foreign suppliers
	4.08

	Finding suitable suppliers
	3.82

	Lack of the knowledge and organization to determine the total costs of a Global Sourcing project
	3.77

	Political uncertainties
	3.50

	Availability of information about Global Sourcing from other business units
	3.44

	Lack of integrated logistics management
	3.23

	Inability to source from local markets
	2.99

	Spoilage/natural wastage of goods during transport
	1.91


Table 4.10: Potential problems in the purchasing process

Purchasers often encounter the same kinds of problems in Global Sourcing practice. To identify these problems, respondents were asked to assess the relevance of a number of potential problems. The answers showed that the biggest problems in sourcing are suppliers’ delivery times and performance. A lack of qualified staff was also said to be a possible problem. This was even though in earlier questions the purchasers had said they had the right staff for successful Global Sourcing. The answers given by the respondents appear not to be consistent on this point.

One of the questions was about culture-related problems. Respondents were asked to indicate the extent to which a number of potential problems were applicable in different countries or regions. The outcome was that most problems were encountered in all categories in the low-labor-cost countries (China, India and other low-labor-cost countries) (see Figure 4.2). These were followed by Central and Eastern Europe and Western Europe, respectively. 
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Figure 4.2: Percentage of problems encountered in sourcing in specific regions 

4.3 Organization
4.3.1 Centralized versus decentralized decision-making

The research shows that 65.9% of the companies use some form of centralized management of the purchasing process (see Table 4.11). This is fully in line with expectations, since more than 56% of the respondents said they used a formally coordinated purchasing structure. The literature that was found shows that centralized decision-making enables the organization to be highly structured. This allows a formally coordinated purchasing strategy to be formulated. 

	Type of decision-making process
	Percentage

	Centralized: All or nearly all of the purchasing spend is allocated to a single central purchasing organization for the entire group
	38.1%

	Hybrid centralized: More than 50% of the purchasing spend is allocated to a single central

purchasing organization for the entire group
	27.8%

	Hybrid decentralized: Less than 50% of the purchasing spend is allocated to a single central

purchasing organization for the entire group
	11.9%

	Decentralized: All or nearly all of the purchasing spend is allocated to divisions and branches within the entire group
	19.0%

	Other
	3.2%


Table 4.11: Type of decision-making

The literature study shows that the involvement of other departments, as well as the purchasing department, often positively influences the purchasing process. In the participating companies, the most involved departments in the purchasing process were those for operations, production and development & engineering. In addition, marketing & sales and logistics & transport departments were often involved in the purchasing process. As further explanation of their answers, the respondents often referred to other departments, such as legal and quality control, as playing an important role in the purchasing process (Table 4.12).

	Involved departments
	Percentage

	Operations/production
	72.2%

	Finance & administration
	27.0%

	Development & engineering
	73.0%

	Marketing & sales
	42.1%

	Logistics & transport
	37.3%

	After-sales service
	7.9%

	Other (please state)
	21.4%


Table 4.12: Departments involved in the purchasing process outside the purchasing department

4.4 Trends and Strategies


4.4.1 Observed trends

One of the questions asked was about the impact of the financial crisis on the Global Sourcing activities of the participating companies. Here, it was striking that despite cost-cutting only 20% of the respondents said that the level of the Global Sourcing activities would be reduced. More than 47% said the Global Sourcing activities would remain at the same level. 20% said the crisis was a good reason to accelerate the Global Sourcing activities, to enable the associated benefits to be gained as quickly as possible. Looking at the data in greater detail, we see that in 73% of the companies that now wish to further develop their Global Sourcing activities, these activities have already been implemented to a significant level (phase 3 out of 4). In addition, in 59% of the companies that have decided to restrict the further implementation of Global Sourcing, the current activities are still at an early stage. From this finding, we can conclude that companies whose Global Sourcing activities are already at an advanced stage are using this lead to improve their success at a time of crisis, and to make better use of the potential benefits. In contrast, companies that are still in one of the early phases of the process see opportunities for cost-cutting. These results indicate that the differences in competitive strength which companies experience as a result of Global Sourcing can be expected to increase further in the present financial crisis.
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Figure 4.3: Impact of the financial crisis on Global Sourcing
4.4.2 Comparison with US research

The research institute CAPS carried out a research project in 2006 among purchasers in the USA. As stated earlier, the present research is based on the US research by Monzcka, Trent and Petersen. The results of these two research projects will be compared in this chapter. 

The US research had 167 respondents, compared with 126 complete responses in the present research. The average turnover levels of the companies in the two research projects are roughly comparable. Many of the findings are strikingly similar. For example a better total cost price of the sourced goods/services was named in both research projects as by far the best reason for sourcing. The US research survey also notes that the regions in which most problems arise in relation to sourcing are located in Asia. In addition, Figure 4.4 shows that the results achieved with Global Sourcing correspond to the answers given by the purchasers in the Netherlands. The answers given in both research projects about the best organizational form for Global Sourcing (a centralized structure) also correspond. 

The biggest and most striking differences between the two research projects related to the current Global Sourcing phase of the companies, and where they expected to be in 5 years. Figure 4. 5 and Figure 4. 6 show that the proportion of companies in the final Global Sourcing phase was found to be far higher in the US research than in the Netherlands. In 2006, 53% of the US companies were already in the final Global Sourcing phase. This percentage corresponds exactly to the percentage of companies in the Netherlands and Belgium that expect to be in this final phase in 5 years from now. We can therefore conclude that companies in the Benelux appear to be lagging far behind in this development. 
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Figure 4.4: Results achieved in the USA with Global Sourcing
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Figure 4. 5: Results of research in the USA
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Figure 4. 6: Results of research by TU/e

Chapter 2: Conclusions

A number of striking findings can be identified from the results described above:

The respondents expect that the number of companies at the highest Global Sourcing phase will grow from a small proportion of the total in 2005 to more than half in 2013. The participating companies allocate the majority of their purchasing spend in the Netherlands and other Western European countries. Other popular purchasing regions are Eastern Europe, China and the USA. Only a small proportion of the respondents (16.3%) said they allocated more than 20% of their purchasing spend in India and other countries. Most of the companies have focused their strategies on operational excellence. This explains the fact that the most important considerations for Global Sourcing are achieving lower total cost prices and benefiting from lower labor costs. The most frequently cited results of Global Sourcing are: the low purchasing price of the product/service and top management satisfaction with purchasing. Goods which are sourced globally are characterized by the fact that they are labor‑intensive and demand few special capabilities of the producer. The respondents named a number of important success factors for Global Sourcing projects: centralization and coordination of purchasing at group level and qualified purchasing professionals. Top management support for the purchasing activities is also named as an important requirement. Identified problems in relation to Global Sourcing are related primarily to long delivery times and fluctuations in supplier performance. Problems in these areas are most frequently encountered in the so-called low-labor-cost countries, including China and India. The fewest problems are encountered when sourcing in Western Europe. 19% of the respondents stated that the financial crisis has led to reduced Global Sourcing activities; 48% said that the activities would remain at the present level; and 23% regarded the financial crisis as a reason to intensify their Global Sourcing activities. The respondents reporting an increase in their Global Sourcing activities are at present mainly in the group of companies that are in the final phase (highest maturity level) of Global Sourcing. The companies with reduced levels of Global Sourcing activities are mainly in the first two Global Sourcing phases. Furthermore, the results of this research largely correspond to those of a comparable research project that was carried out in 2006 among purchasers in the USA. The most striking difference is that US companies are in general in a more mature phase of Global Sourcing than the companies in the Netherlands and Belgium that participated in the present research. 
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