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every purchase of the Oculus Rift headset. They are also allowing purchasers the ability to stream 
Xbox One games to the virtual reality device. The benefits to both companies are huge: Microsoft 
gets a head start on its game device competitors into the virtual reality marketplace and Oculus Rift, 
a small start-up firm, gets the brand recognition that comes from Microsoft.24

A strategic alliance common among Japanese businesses is the Keiretsu network. In a Keiretsu 
network, manufacturers and their suppliers of raw materials and components form a coalition. Many 
Japanese automobile companies such as Toyota, Honda, and Nissan (Nissan Motor Company Ltd 
(Yokohama, Japan) belong to Keiretsu networks. The companies in these networks maintain long-
term relationships and collaborate as partners by providing mutual financial support and technical 
expertise to one another.

IDENTIFYING POTENTIAL SUPPLIERS
After developing a sourcing strategy (see Figure 10.2), the buyer needs to identify a set of potential 
suppliers. The process of identifying potential suppliers will depend on the extent of value added and 
the supply risk of the items to be purchased (see Figure 10.3). For noncritical and lower-cost items, 
suppliers can be identified by searching locally, on the internet, or in trade magazines and directories. 
For high-value or high-risk purchases, the buying company should develop a set of criteria used to 
identify, prequalify, and select suppliers. Table 10.1 lists examples of supplier selection criteria.

SELECTING SUPPLIERS
The process of selecting suppliers begins with the buying company preparing a request for proposal 
(RFP), which is sometimes called a request for quotation (RFQ), and sending it to potential suppli-
ers. An RFP includes details such as the specifications for the product being purchased, its quality 
requirements, delivery and service requirements, evaluation criteria, pricing, and shipping and pay-
ment terms. To generate interest among suppliers and to be sure that all of them compete on a level 
playing field, the buying firm should have a plan indicating how it will communicate with suppliers 
during the RFP process.25 The plan, which is an internal document, should identify the buying com-
pany’s goals and objectives, the steps in the communication process, and the policy for sending key 
messages to and from the suppliers.

Depending on the type of items being purchased and the amount of money being spent on them, 
the buying organization can use one of the following approaches to select its suppliers: competitive 
bidding, online reverse auctions, and negotiation.

Competitive Bidding. With competitive bidding, the buying firm publishes its RFP or RFQ electronically, 
and each interested supplier submits a bid, usually also electronically. Competitive bidding is used when:

•• A large enough pool of qualified suppliers is available to make the bidding competitive, and the
buyer-supplier relationship is transactional.

•• The items are standardized, are in the mature stage of their product life cycle, and have
well-defined specifications.

•• The price is the predominant selection criterion, and the amount spent on the purchase will be
high enough to generate competition among potential suppliers.

If the spending level on the item is high enough, the buying organization might want to create a 
cross-functional team to carefully evaluate each bid against the requirements specified in the RFP. The 
cross-functional team might also visit the suppliers’ facilities to evaluate the quality of their opera-
tions and processes, financial viability, credibility and reputation in the market, delivery and technical 
capabilities, managerial style, sustainability practices, labor climate and attitudes, culture, and their 
strategic direction.
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TABLE 10.1: Selection Criteria for Potential Suppliers

• Price or products • Commitment to sustainability

• Product and service quality • Financial stability

• Product safety • Flexibility and agility

• Delivery reliability • Prior experience and past performance

• Service support • Technical capabilities
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