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the buyer and supplier. Perhaps the supplier has made significant investments in plant and equipment 
to produce a customized item sold only to the buyer and is also guaranteed a sufficient amount busi-
ness from the buyer for an extended period of time. Single-sourcing strategies are often used by auto-
makers when they purchase specialty parts such as the types of seats they install in the vehicles they 
manufacture. When a single-sourcing strategy is used, the supplier must be well-established because 
the impact on the purchasing firm will be great if the supplier goes out of business.

For bottleneck purchases, a company may want to rely on a multiple-sourcing strategy (use of 
multiple suppliers) so backup supplies are available. For leveraged purchases, the company could use a 
single-sourcing strategy or a dual-sourcing strategy (buying from just two suppliers) to achieve volume 
discounts. For example, many retailers dual-source their shipping between UPS (United Parcel Service, 
Sandy Springs, GA) and Federal Express (FedEx Corporation, Memphis, TN) to force these firms 
to compete with each other by discounting shipping prices. It has the added benefit of safeguarding 
against supply chain disruptions should one source experience difficulties; for example, threat of a 
labor strike or a natural disaster.20

Choosing Between Local and Global Suppliers
Despite the expanding global economy and competition, many organizations, particularly 
small- to-medium-sized companies, still rely on local suppliers located close to them. The close 
proximity helps a buying firm to invest in and support the local economy and to resolve any 
problems with the supplier quickly by visiting their facilities. A number of supermarket chains 
have begun routinely using locally sourced produce as a way of helping local farmers and 
investing in the communities they service.21

Sometimes firms rely on local suppliers simply because they are unfamiliar with the global supplier 
market. Nonetheless, advances in communication technology and e-commerce have made it easy for 
companies to gather information on any supplier, local or global, and their prices, delivery times, and 
customer service. Being able to take advantage of lower labor costs around the globe, and the manu-
facturing specialization that exists in some regions, such as electronics production in the Far East, can 
provide firms with a competitive advantage.

Global sourcing has some disadvantages, though. In some markets, it may be cheaper to buy from 
local suppliers. It is often difficult to achieve on-time or speedy delivery if your firm is buying supplies 
abroad. Exchange-rate fluctuations, import duties, customs clearance, the protection of intellectual 
property rights, and problems with quality can also be drawbacks. We will talk more about global 
sourcing later in the chapter.

Determining the Nature and Length of the Buyer-Supplier Relationship
The nature and duration of the buyer-supplier relationship depends on the item being purchased. In 
general, buyer-supplier relationships can be broadly classified into one of the three categories shown 
in Figure 10.4.

Transactional relationships are simple buy-and-sell exchanges of goods or services. They are typ-
ical for noncritical or one-time purchases, as is the case for commodities that can be purchased from 
hundreds of suppliers. To purchase these items, companies only need to have a purely transactional 
relationship with their suppliers that is based on price. Very little effort goes into these purchases, and 
there are rarely any cost savings in these transactions.22

Buyers and suppliers enter into collaborative relationships if there is a significant degree of mutual 
benefit to both parties. Perhaps the savings from doing so is significant or major product innovations 
can be achieved if the two companies collaborate. Early supplier involvement is typical in most collab-
orative relationships, particularly when the parties are seeking product innovations.23

Strategic alliances are the highest level of collaborative relationships between the buyer and the 
supplier. In strategic alliances, the firms share knowledge and expertise, expenses and risks. An exam-
ple of a strategic alliance is a joint venture. In a joint venture, the two firms create an independent 
company by sharing their resources and capabilities. A joint venture is typically used when both firms 
are seeking a competitive advantage or are hoping to reduce the risk when venturing into new mar-
kets. Microsoft Corporation (Redmond, WA) and Oculus VR, LLC (Menlo Park, CA), the maker of 
virtual reality goggles, announced a partnership in which Microsoft provides an Xbox controller with 
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FIGURE 10.4: The Buyer-Supplier Relationship Continuum


