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For example, suppose a firm produces hydraulic pumps, which have many components. The 
non-availability of a specialized check valve can delay production. To get these items, the firm 
may have to use both existing local and global suppliers and locate new suppliers who have the 
technology to produce these items.

•• Strategic Purchases. These items, like the bottleneck items, are critical to the firm because they
contribute directly to the company’s profitability. Yet, the supply risks associated with them are
high because they are unique, may not be readily available in the market, or may have very few
suppliers. Alternative fuel engines for the automobile industry are an example. The sourcing
strategy for such items typically involves building long-term partnerships with suppliers with a
focus on collaboration and innovation.

By using the framework in Figure 10.3, a company can decide in which category its purchases fall. 
Armed with this information, developing a sourcing strategy involves (a) optimizing the supply base, 
(b) choosing the location of the suppliers, and (c) determining the nature and length of the contractual
relationship

Optimizing the Supply Base
A supply-base optimization means determin-
ing the best number of suppliers from which to 
purchase. On the one hand, too many suppliers 
may result in a lack of control and make com-
munication more complex. On the other hand, 
too few suppliers increase a firm’s risk of short-
ages and leave it vulnerable to unexpected price 
increases. As a result, supply-base optimization 
does not necessarily mean reducing the number 
of suppliers. Instead, it is a repeatable process for 
determining the best number of suppliers for the 
various types of purchases.19

A company opts for a single-sourcing strat-
egy by contracting with a single supplier when 
purchasing a particular item. Using a single-sourc-
ing strategy enhances the cooperation between 

Leveraged Purchases

• Exploit Full Purchasing Power

• Availability of Multiple Supply Sources

• Consolidate Purchases to One or
Two Suppliers to Achieve a
Volume Discount

Example: Heating Oil

Strategic Purchases

• Critical to Company Performance

• High Value/Scarce Items

• Emphasis on Long-Term Partnerships

• Use Established Global and Local
Suppliers

Examples: Gold, High-Value Electronic 
Components

Noncritical Purchases

• Focus on Functional Efficiency

• Use Local Suppliers

Example: Office Supplies

Bottleneck Purchases

• Focus on Volume Assurance and
Reliable Sourcing

• Use Both Global and New Suppliers
With New Technology

Example: Maintenance, Repair,
Operations (MRO) Items
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FIGURE 10.3: Sourcing Strategies for Different Types of Purchases

Companies may contract 
with multiple sources or 
businesses in the same field 
to force competition within 
their supply chain.
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Supply-base 
optimization: the 
process of determining 
the best number of 
suppliers to purchase 
from

Single-sourcing 
strategy: a plan 
to contract with a 
single supplier when 
purchasing a particular 
item, enhancing the 
cooperation between the 
buyer and the supplier

SOURCE: Adapted from Kraljic, P. (1983). Purchasing must become supply management. Harvard Business Review, 61(5), 112.


