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PURCHASING MANAGEMENTASA
COMPETITIVE ADVANTAGE

Summary

Effective purchasing management is a one of the
main component to achieve competitive advantage. The
conditions of high competition in the modern global
market force organizations to actively seek new ways
to create and deliver value to customers. The theory and
practice of logistics and the management of the supply
chain have become extremely important in recent de-
cades.

Procurement is a large part of the overall manage-
ment of any corporation. In financial and value terms,
purchasing activity is usually measured in terms of the
company’s revenue. Usually purchases amount to 30-
40% of sales.

Competitive advantage is achieved on the basis of
how the organization organizes and carries out certain
types of activities through which it creates certain val-
ues for its customers. The ultimate value created by
the company is determined by how many customers are
willing to pay for the goods or services offered by the
company. The competitive advantage of the company is
either in low costs, or in the ability to differentiate their
products, each state is achieved by structured purchas-
ing procedures.

Keywords: Purchasing, competitive advantage, pur-
chasing advantage, value chain, logistics, purchasing
management.

Effective procurement management can be an im-
portant source for achieving competitive advantage. The
conditions of high competition, formed at the modern
21-st century on the global market are forcing organiza-
tions to actively seek new ways to create and deliver
value to customers. Customer service is becoming a key
factor in the individualization of goods, as their exact-
ingness and competence are constantly increasing. At
the same time, the market’s attainment of a state of
maturity along with the emergence of new sources of
global competition led to the emergence of surplus ca-
pacity in many industries, which inevitably began to af-
fect prices, which have always been the main factor of
competitiveness in many markets.

Considering the background of the situation, theo-
ry and practice of logistics and supply chain manage-
ment has become extremely important in the latest years.
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With their help, companies manage to achieve two goals
of reducing costs and improving service.

There are several ways to define logistics, but the
underlying concept can be expressed as follows: (Chris-
topher, 2011) Logistics is a process of strategic man-
agement of procurement, movement and storage of
materials, components and finished goods (and corre-
spondingly information flows) of the organization and
its marketing channels, allowing to maximize current and
future profitability due to implementation orders and di-
rections with the minimum possible costs.

Procurement management process is an important
logistics mechanism, strategic goal of which is to in-
crease the profitability of the enterprise, including by
reducing logistics costs. There are many models that
describe the success of the market. One such model is
the so-called strategic triangle (3C) model (Ohmae, 1991),
based on the use of tripartite communication system
between the company, its customers and competition.

According to concept, the competitive advantage
of the company is either in low costs, or in the ability to
differentiate their products. Low costs reflect the com-
pany’s ability to develop, produce and sell a similar prod-
uct at a lower cost than competitors. By selling goods
with lower price comparable to the prices of competi-
tors, the company receives large profit. Competitive
advantage gives higher productivity than competitors
when: a company with a low cost of production pro-
duces product at a lower cost than its competitors and
in case of differentiated product: the profit per unit of
output is higher than that of competitors. Thus, suc-
cessful companies have the advantage of either produc-
tivity (production efficiency), or in the value of the pro-
posed product or in both of these indicators simulta-
neously. The advantage in production efficiency pro-
vides lower costs, and the advantage in value provides
the product, or offers an individualized superiority over
the goods and offers of competitors.

No organization can completely avoid logistics
costs, the best option in these conditions is to make them
as low as possible. In these conditions, the goal of the
business is to minimize the overall logistics costs at ac-
ceptable level of customer service. This approach is
generally known as “lean” logistics. The goal of lean
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1. Competitive Advantage and 3C model

logistics is to perform each operation using fewer re-
sources of: people, space, supplies, equipment, time, etc.
For achieving this, an effective flow of resources has to
be organized to exclude waste, minimize time to com-
plete orders, volume of stocks and total costs. Tradi-
tionally, it is believed that the main way to reduce costs
is by achieving large sales volumes. However, it should
also be recognized that the procurement management
process can make a significant contribution to reducing
unit costs and therefore provide different ways to in-
crease efficiency and productivity (Waters, 2008)

Purchasing management can play a key role in in-
creasing the value of spending time of the buyer by means
of increasing the customer’s satisfaction and his next
hold. Achieving this goal requires the development of a
management strategy based on market requirements, and
re-defining the objectives of the service. Taking into
account the specific requirements of the buyer. The
modern market has become more “sensitive to service’:
buyers are looking for more reliable suppliers with bet-
ter response; they are interested in shortening the terms
of development, just in time and service, creating added
value. In its turn the development of better service strat-
egies is not possible without applying the advanced meth-
ods of logistics management.

Competitive advantage is achieved on the basis of
how the organization organizes and carries out certain
types of activities through which it creates certain val-
ues for its customers. The ultimate value created by
the company is determined by how many customers are
willing to pay for the goods or services offered by the
company. As a rule, all activities require the use of cer-
tain procedures or a certain sequence of actions, human
resources, physical assets, relevant technologies, the
creation of databases and the use of information.

To understand the basis of competitive advantage

and what strategy should be in it is necessary to disas-
semble into components what the company does in its
value chain. M. Porter, who first used this concept, de-
fined the “Value Chain” as follows: “Competitive advan-
tage cannot be understood without consideration of all
firms as a whole. It comes from many independent ac-
tivities that the company performs in the design, pro-
duction, marketing, delivery and support of the prod-
uct. Each of these activities can contribute to the value
of the firm’s costs and the creation of a basis for indi-
vidualizing the product. The value chain disaggregates
the functioning of the firm into strategically relevant
activities in order to provide an understanding of the
behavior of costs, as well as existing and potential sources
of individualization. The firm gets a competitive advan-
tage due to the fact that it carries out these strategically
important activities cheaper and better than its compet-
itors”.

The types of activity that form the value chain are
divided into two categories: Primary activities and sup-
portive ones. Subsidiary activities are integrating func-
tions that intersect with the various primary (primary)
activities of the company (Figure 2) (L.Fahey, and R.
Rendall, 2000). The emergence of a competitive advan-
tage depends on the way the company performs these
discrete activities within the value chain.

It is necessary to note the importance of activity -
procurement. The value chain allows you to better un-
derstand the sources of gains in the cost level, which is
determined by the size of the costs. The cost of materi-
als, fuel, and energy and third-party services is consid-
ered to be the main component of costs for the opera-
tion of manufacturing enterprises (about 65%); there
are always opportunities to reduce costs. The value chain
helps to understand the reserves for differentiation. The
company creates a special value for the buyer, if it gives
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customers services or products, which they cannot get
by buying goods from a competitor. Accordingly, the
production of such goods (works, services) is possible
only if there is an effective procurement activity.

Business processes can be seen as the basis for
adding value within organization and beyond. Within the
chain, the analysis of the absence or creation of (or de-
struction causes), is the most important determinant of
the demand and effectiveness of a particular stage of
the process.

Values are characterized by such determinants as

time (cycle time, etc.) flexibility (additional features, the
ability for the customer to order a personalized kit, etc.),
the responsiveness of the reaction (the term for the de-
velopment of new products, the time of preparation to
the output of products, the number of cases when the
task is transferred from one for another, etc.), quality
(alteration, marriage, output, etc.) and price (direct dis-
counts, discounts on advertising coupons, etc.). It should
also be noted that costs are a determinant of value. The
cost effectiveness directly depends on the above deter-
minants value - time, flexibility, responsiveness.

REREFENCES:

Christopher, M., 2011. Logistics and Supply Chain
Management. 4" Ed. Great Britain: Prentice-Hall.

L. Fahey, R. M. Randall., 2000. The Portable MBA
in Strategy. 2" Ed. Wiley

Ohmae, K., 1991. The Mind of the Strategist: The

Art of Japanese Business. New-York: McGraw-Hill, Inc.

Porter, M., 1996. What is Strategy?. Harvard Busi-
ness Review
Waters, D., 2008. 4 Supply Chain Management:

An Introduction to Logistics. Palgrave.

107



LMGOSRIBO I3MEMB03S

BILIORBIBOL 3@MGBILIBOL 35®0)3S 3M63IPIEBH IR0
930600B3ILMBOL  OLORVI3OR

658 15860J9
bea-b deém@ob’éo

E-mail: nsamnidze@gmail.com
9boydg

Jgbgowggdol 3MmmEglgdol 9x3g9Jd 9o ds@mgs 3mbgy®dgb@ymo 930@s@glmdol dobsw(ggo
9O00-gamo Jmogs®o Lodygogngdes. mobsdgo@mmgg gemdoyd dobodbyg dgJdboano dowogno

3639096300056 25dMAP0boMg, M@Ab0bs(30900 BEOEMbYL 03mggh sbogno abgdo, Boms Imdb-
dogoem 9ol Igbogobmb Lbgs m@asbobsEogdmsb Ygwedgdomn dopogro bodolbbol Lgdgolo s
309305 @maolGogol mgm@os ©s 3Gs]Gogs InFmgdsms xokgol do@mgsdo dognosh 3dbod-
3bgermgobo aobs ¢30bsL3bgemo sorfengyagdols dsbdoanbg. Iglyoggdo m@ysbobsizool Logdmm
d969x39b@ol o bofoel dJmoiEsgl. gobsbly®o s oMgdygmgdgdol ggmbom dglyowggdol
boJdosbmds 0bmdgds m@asbobsoiool dgdmbegangdols dobgogom. Ladgegrme dglyowgol Lsgdosbm-
b5 30-40% 3OM3maE0gmos m®ysbobsool gogowggdmshb.

306390963 g0 930G5@gLmdols dow§gzel Logydgmom gogds m@ysbobsiEool measbobgdols
> Loko®m Lodosbmdols (omdo®mgol ¢bodo, Gmdgols 39dggmdomsi 0go Jdbol oM 3399
©0M909@9dgol msgolo dmIbIs@gdegdolomgol.  m@ysbobsiools dogd dgddbogro 3G Mool
Lodm@mem @odgoymgds dgaobegds,  dmdbdodgdbmgdols Gosmgbmdom Mmdmagdoi dbse sG0sb
35050bsMb go® 33990 mobbs Jgmegabgdyer 3GmeyJi0sTo.

3033560930l 3mbi®9bGPeo P30Ms@glmds b ol dog@ bsfo@mdmgdo 3BMmyJ300l wsdsgno
©0M 9o gdos ob Ygloden gdermds dglmegsbml Imdbds®gdgenl aoblbgeggdoymo 3Gmoeydios, mMogy
300mdol Jom§ggs dglygowggdol 3OmEgegagdol LTmeew dodmgomn os@ol dgbsdangdgaro.

108



