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1. Introduction

With an increase in the importance that consumers are placing on the social and ethical circumstances of a product, it logically follows that the supply chain must conform to the same social and ethical considerations. If not, the negative publicity that can arise through the unethical processes in sourcing and manufacturing, such as the use of child labour, and the sourcing of materials from poverty-stricken areas, can affect a brands reputation and ultimately its profits. We only need to look at examples such as Nike who had to ensure transparency and ethical supply due to their brand image being damaged by working conditions in its factory in Indonesia (CIPS, 2008) Forefront in this shift of ethical purchasing, has been the precious gemstone and metals industry. The well documented illicit trade in diamonds and gold, in areas such Sierra Leone and Angola, directly funded terrorism as well as funding combatants in civil wars throughout the regions they were sourced from. Under international scrutiny and pressure, the diamond and gold trade have looked to reform the industry through trade initiatives and internal regulation. This has not been the case for the coloured gemstone industry. 

This report looks to evaluate and analyse the current risks to the international supply chain with regards to the trade of coloured gem stones and provide recommendations to make the chain more resilient and to improve the supplier appraisal process. For the purpose of coherence, an evaluation of the supply chain must first be undertaken in order to present an accurate picture of the current supply chain structure. A comparison of several structures presented by known authorities, will result in a comprehensive structure with which to analyse and evaluate.  A combination of the PESTEL analysis model and The British Army’s 3 Column Estimate Process will be used to identify external factors, deductions and outputs, along with a SWOT analysis tool, used to evaluate the internal factors affecting the supply chain. These models will then provide the recommendations for improving resilience throughout different stages of the structure. This naturally leads to the supplier appraisal process and what could be done to effectively vet prospective suppliers in a complicated and unregulated industry, which will be done from the perspective of a jewellery retailer. Finally, the conclusion will provide a clear summary, collating all the points mentioned above and delivering concise next steps for anyone involved in the coloured gemstone industry. 

1.1 Limitations
•	Lack of clarity and transparency at the beginning of the supply chain make it difficult to analyse and evaluate therefore making it difficult to recommend changes.
•	A simple literature review of this kind is not enough to fully understand the supply chain as a whole and without information derived directly from the supply chain it is difficult to maintain perspective or even guarantee that the information held in the literature is true.
•	This report looks to evaluate the chain as a whole however, this could and should be done for each phase of the supply chain in order to establish clarity and correct information. 
•	The sheer number of countries involved at the different stages mean it is impossible to say whether the information included is relevant to that all supply chains or whether the recommendations are valid.

1.2   What is the coloured gemstone industry?

The coloured gemstone industry is the sourcing, mining, manufacturing and purchasing of gemstones other than diamonds. Relatively small in comparison with the diamond industry and completely different with regards to its supply chain, the coloured gemstone industry accounts for between 25-35% of all gemstone trade estimated at USD 9 Billion (Shortell and Irwin, 2017) with diamond. Unlike the diamond industry, the coloured gemstone industry suffers from a series of inhibiting factors when accounting for its supply chain. A report by The Graduate Institute of Geneva states:

“One reason that might account for why the gemstone sector is lagging behind other extractive industries, especially diamonds and gold, is the extremely fragmented nature of the supply chain: Unlike the global diamond industry, which is largely controlled by a small number of big companies such as De Beers and where the number of countries producing jewellery quality diamonds is equally limited, the colored gemstones are today sourced in over 47 countries. In most producing countries, the sourcing of colored gemstones is still largely dominated by informal small scale-mining, and the way the stone travels from the mine to cutting centers and then to the market is different from country to country”

[bookmark: _Hlk11322740]Collet, Curtze and Reed, 2013

[bookmark: _Hlk11067565]In summary, the further away from the retail jeweller the harder it is to track a gemstones history or journey. Diagram 3 clearly shows the increase in illicit and unregulated activity the further up the supply chain, from which the owner at this point naturally benefits from being difficult to track. The stones are generally sourced from third world countries such as Madagascar, Tanzania and Zambia, then sent to less poor developing countries such as Thailand, India and China to be cut and polished ready for retail were they are then usually sold in wealthy Western countries like the USA and Europe (Cross, Van der Wal and De Haan, 2010 & Shortell and Irwin 2017). This span of continents rather than countries further exacerbates the visibility of the gemstones journey, ultimately providing opportunity for the sale of unethically sourced gemstones and the possible backlash from a consumer that has purchased them. There is little to no regulation from the industry or from state actors as it is difficult to enforce however, there is a rise in demand for ethically sourced gemstones (Jacobs, 2018).

2. Critical Evaluation Of The Supply Chain Vulnerability

The benefits of industry regulation are clearly evident in the diamond and gold trade with the Antwerp World Diamond Centre and Bain and Company (2018) report stating the growth across the value chain as being consistent and resolute due to industry actor regulation. However, the coloured gemstone industry, as mentioned previously, is vastly different to the diamond industry and provides a different set of problems. In order to identify and evaluate the supply chains vulnerabilities, first the supply chain must be mapped.

2.1    What the supply chain looks like?

In order to critically evaluate the coloured gemstone supply chain, we must first establish what the supply chain looks like, its structure. Below are three diagrams of what is perceived to be the supply chain. 

Diagram 1. Identified Gemstone Supply Chain Structures – Rifan and Jayaratne, 2017.
[image: ]

This diagram by Moratuwa and Jayaratne (2017), is based upon research founded specifically around the Sri-Lankan coloured gemstone supply chain where the gemstones are mined before being passed on to be cut and polished. Unique to this diagram is the demonstration of goods moving backwards and forwards through the chain. This means that traceability in these circumstances should be feasible however, the dotted lines indicate, illicit/low visibility transactions which are largely untraceable and stem mostly from the polished gemstone dealers. Compared to the other diagrams this may be too specific to Sri-Lanka and does not take into account the manufacturing stage of the cut and polished gemstone before it reaches the retailer however, it is the most recent and may offer the most recent picture of modern day supply chains from the mining perspective.

Diagram 2. Supply Chain of the Genuine Gems Industry – Somboonwiwat and Atthirawong, 2009.

[image: ]

Once again, another supply chain structure based around an explicit area specifically, Thailand. As mentioned previously Thailand is prominent during the processing phase of the supply chain where the gemstones are cut and polished as shown in the diagram, the gemstones are largely imported from abroad. Useful on this diagram, is the logistics activity parallel which lists at each stage the individual actions that are happening notably, the gems are constantly being graded implying that the value of a gemstone can change down the supply chain. Interestingly, illicit or unregulated supply chains are not mentioned in the report or the diagram unlike the others and it is the oldest and simplest model focusing on the processing phase.
[bookmark: _Hlk11077295]Diagram 3. Non-Diamond Gemstone Value Chain with Key Actors - Cross, Van der Wal and De Haan, 2010. 
[image: ]
Covering the supply chain in its entirety, this diagram offers the most comprehensive and ergonomic structure. The dotted lines once again show illicit or unregulated transactions or movements of the gemstones. It is quite easy to apply the different stages to location with this model, the mine and rough trade is conducted in poorly regulated and manged third world countries, the processing and manufacturing in the developing countries and the retail market in the wealthy countries. It also shows lateral movement of goods through various meaning gemstones can change hands multiple times before reaching a professional or regulated actor. Cross, Van der Wal and De Haan (2010) maintain that whilst the illicit nature early on in the supply chain prevents accurate tracking, they also mention that coloured gemstones are also lost in the sale of minerals as whole for instance, rough uncut rubies may be sold in bulk with a selection of other minerals through a broker to a dealer who may sort through the materials or sell on again. This makes it extremely difficult to track back to the exact mine from which a certain gemstone may have been sourced from.  Furthermore, it makes it difficult for a retailer to analyse and forecast supply and enforce change back up the chain. 

In summary, the supply chain for coloured gemstones is vast and intricate, not only in terms of its structure but also its various geographical placements. Diagram 3, whilst now 9 years old, falls in line with Shortell and Irwins (2017) report from the Natural Resource Government Institute and the National Jewellers article, 6 Takes on the Challenges in the Coloured Stone Supply Chain (Branstrator, 2017) and for the purposes of this report will be used as the main point reference throughout. 

2.2    Factors Affecting the Supply Chain

In order to determine how or where the supply chain is vulnerable, we must first deduce both the internal and external factors that will cause stress or failure. To do this, a combination of the PESTEL model and the British Army’s 3 Column Estimate Process, has been used (see Diagram 4). The PESTEL model analyses the external macro-environmental Political, Economic, Socio-cultural, Technological, Environmental and Legal factors that can apply to chosen subject, typically an organisation or business, in order to identify threats and weaknesses as well as potential strengths and opportunities. The Army’s 3 Column Format, takes these factors that have been identified and asks you to make a deduction in order to determine an output.  The PESTEL model has been chosen as it provides a start for analysis and evaluation with no cost and a simple methodology. All of the factors will apply to any business or in this case, supply chain and whilst it has weakness mentioned below, combined with the 3 column format, it can be extremely useful in providing deductions that can be then formed into outputs or recommendations to mitigate any threats. However, Frue (2018) states 4 weaknesses of PESTLE analysis. These are:

· A sole focus on external factors means there is a lack of internal analysis however this can be combated by a SWOT and Competitor/Supplier Analysis which is used later in the report. 
· The analysis provides a snapshot in time and therefore becomes subject to variation pretty much as soon as the analysis has been completed.
· It is time consuming if done correctly. Whilst for the purposes of this report it has very lightly touched the overarching global factors, each factor itself should be subject to intense speculation and evaluation in order to generate accurate deductions and useful outputs.
· Whilst the PESTLE model provides a framework for analysis it is relatively simple with an option to include as much or as little information without prompting for more. This can lead to a shallow accounting for each topic. 
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Table 1. PESTLE Analysis of the coloured gemstone industry supply chain

	Factor
	Deduction
	Output

	POLITICAL

	Numerous government jurisdictions over mines and rough trade brokers
	· Industry regulation would be more efficient than governmental
· Very little guidance/regulation in the countries of gemstone origin
	Regulator should be formed from industry actors starting from the retail market as they hold the most perceived power. This should also be in partnership with governments that form the policy holders for the nodes of the supply chain.

	Illicit activity further up the chain is funding civil war and organised crime (Naylor, 2010)
	· Potential strife may lessen the availability of gemstones
· Potential backlash from the use of conflict gemstones
· Inherently difficult to track gemstones that have come from illicit backgrounds
	Countries identified that may be affected by internal strife, organised crime or illicit activity should face further scrutiny and robust checks and balances for the sourcing of their gemstones. This should be in the governments interest putting corruption aside and should once again be partnered with the local government.

	Political backlash from the known use of the gemstone trade by organised crime and civil war combatants
	· Causing further instability within regions that do not have the funds or political will to change
	The only way to protect the supply chain form political backlash would be to identify the sources which are suspect and using alternative responsible sources.

	[bookmark: _Hlk11317021]Current gemstone regulators and governing bodies have no power without government backing (Cross, Van der Wal and De Haan, 2010)
	· Large scale petitioning of individual governments to back robust regulation 
	Whilst it is evident that current initiatives are ineffective this is largely due to a lack of government regulation and policy in the mining field. Visits to suppliers and access to financial reports would help identify legitimate sources.


	ECONOMIC

	Retailers are making approx. 11 times the amount of the initial sale from the mine (Shortell and Irwins, 2017)
	· The imbalance in the value chain means the balance of power is located towards the retailer 
· The livelihoods of communities rely on the mines 
· Is there investment in the mining communities?
	Small scale and artisanal mining is often conducted in poor conditions with no plant or equipment. This is largely due to a lack of investment and can only come about with an abuse of working conditions. Spreading the value and investing further up the chain should allow mining communities to become more efficient, safer and ensure the supply chain is more resilient.

	The diamond and gold trade overshadow the coloured gemstone trade as more profitable (Shortell and Irwins, 2017)
	· With coloured gemstones contributing significantly less to the gemstone industry there is less motivation to invest and regulate
· Can industry standards be transferred directly across the coloured gemstone industry
	Identify initiatives and regulators from the diamond and gold industry in order to utilise best practice. 

	[bookmark: _Hlk10569193]The countries of origin depend on the economic input from the gemstone trade as a significant part of their economy especially the communities in which mines are based
	· Cheaper to deal directly with mine owners and may generate interest with mine owners if part of cost saving is transferred to them
	Investment into the communities and country would incentivise regulation. 

	Potential trade war between USA and China
	· The link between manufacture and retail may become more expensive therefore increasing costs pushing the cost back up the chain
	Circumventing the manufacturing node and take in house may cut out an expensive part of the supply chain. Also purchase a surplus of stock in order to offset the risk.

	Economic downturn or global recession
	· Luxuries are no longer sought after and the value of stock will drop as well as the consumers ability to purchase expensive items
	Diversify stock 

	SOCIO-CULTURAL

	The countries of gemstone origin do not have the skills or technology to cut and polish gemstones themselves
	· Miners or forced to sell to brokers in order to access markets adding to the cost of the gemstones 
	Possibly look at combining the mining, rough trade and cutting/polishing of gemstones into a single node. Increase in initial cost but long term gain?

	Communities rely on the gemstone industry for subsistence (Collet, Curtze and Reed, 2013)
	· Mining communities are forced to sell in order to live with no access to unions or governmental protection
	What protections do the mining community have? Investigation into the nature of mining communities and what their composition entails

	A focus on the ethical and environmental circumstances of a product from the jewellery consumer (Collet, Curtze and Reed, 2013)
	· Traceability is now important when purchasing jewellery
· The supply chain must be investigated in order to ascertain the legitimacy of a gemstone
· The use of child labour is not tolerated by consumers in the retail market
	How early are gemstones certified and can this be done from the beginning?
Proof of ethical mining must be evident in all purchases in order to enforce change back up the supply chain and in order to ensure child labour is not being used

	TECHNOLOGICAL

	Mass global use of technology (Branstrator, 2017)
	· It is easier to communicate across the supply chain and potentially track gemstones from origin
	Employment of electronic solutions to tracking gemstones from beginning to the end of its lifecycle could help reduce the burden on authentication

	Artisanal methods used for extraction of coloured gemstones from mines
	· Technology is not invested in at the beginning of the supply chain reducing efficiency and safety
	Identify best practice mines and source from them possibly invest

	Technology and labour used to cut and polish gemstones is based in developing countries
	· The manufacturing expertise lies in the middle man.
· This is where the most value is added however it is also where cost is added.
	Combining the mining element with cutting and polishing could reduce cost and improve long term gain

	Lab grown gems
	· Mines may become less redundant as lab grown gems may afford a cheaper alternative 
	Investment in lab grown gems should start early for any organisation. However, there will most likely still be a market for legitimate gemstones.

	ENVIRONMENTAL

	Global awareness on environmental issues such as wildlife habitat destruction (Collet, Curtze and Reed, 2013)
	· Due to most mines being located in southern hemisphere tropics, there is high chance of natural wildlife being damaged by the process which in turn can have limit supply if the government decide to restrict licences
	Investigation into supplier

	Pollution caused by mining without requisite safety measures 
	· The use of harmful chemicals in the mining process can once again damage the local environment and the workforce tasked with mining
	Investigation into supplier

	Carbon footprint of the transport of the gemstones that can circle the globe several times before the retailer
	· The reduction of unnecessary movement of the gemstones should reduce the carbon footprint
	Efficiencies within the supply chain look to be made between the mining and manufacturing nodes.




The SWOT analysis will now look at the internal factors, the strengths and weaknesses, from the perspective of a western retailer and the opportunities and threats highlighted in the PESTLE analysis. As with all models is has benefits and limitations. Its main advantage is that it has little or no cost and a can be used when there is little time to address a complex situation. However, it is difficult to address uncertain or two-sided factors, such as factors that could either be both a strength or a weakness also it doesn’t prioritise issues and can generate too many ideas but not help you choose which one is best. 

Table 2. SWOT analysis of the coloured gemstone supply chain

	Strengths
	Weaknesses

	· Lots of choice from jewellery manufacturers meaning retail have leverage
· No shortage of supply due to the many mines and traders 
· Large skilled workforce spread throughout developing countries mean cheap skilled labour
	· Hard to trace, it is difficult to assure consumers of ethically purchased gemstones
· No physical checks are made by industry actors with regards to ensuring suppliers are ethical and follow best practices

	Opportunities
	Threats

	· No integrated mining, trading, cutting, polishing and manufacturing organisation
· The lack of an industry regulator means consolidation of coloured gemstone would be unopposed
· The poorer countries where the stones are sourced from would benefit from investment and may look favourably on an organisation looking to clean up the industry thereby granting influence
· Technology is largely absent till the manufacturing stage, if it can be implemented at the mining stage then it would give miners direct access to the market rather than through brokers
· Only one business with end to end control of its supply chain from mine to manufacture
	· Easy entrance into the market due to numerous suppliers, for instance the two largest coloured gemstone suppliers and manufacturers only own 2% of the market compared to the diamond industry where the top two suppliers own 80% of the market (Cross, Van der Wal and De Haan, 2010)
· Lack of regulation through supply chain means ethical integrity can be in question, thereby reducing consumer willingness to purchase
· Economic downturn means less disposable income for consumer therefore they are less willing to spend on luxuries such as jewellery
· Lack of governmental regulation means organised crime and illicit activity is intertwined with the mining and rough trade process
· Poor and unsafe working conditions for labour in mines is highly inefficient and does not make full use of deposits thereby eroding supply
· Use of child labour throughout the supply chain
· Lab grown gems
· Trade war between USA and China






3. Steps To Make The Supply Chain More Resilient

Utilising the information obtained from the PESTLE and SWOT analysis, the risks to the supply chain and its vulnerabilities can be plotted onto a 4 T’s risk analysis chart. The 4 T’s risk matrix is a useful tool that guides the user with options to deal with threats, weaknesses and risks by either tolerating, treating, terminating or transferring the risk.  The Glasgow Caledonian University Risk Management Strategy (2019) states the functions of the 4 T’s as:

· Tolerate accept the risk
· Treat take cost effective actions to reduce the risk
· Transfer let someone else take the risk (eg. by insurance)
· Terminate agree that the risk is too high and do not proceed with the project or activity

The model simply works by assessing the likelihood of an occurrence and the impact it has on the business or in this case the supply chain. In order to qualify the factor below is the criteria for impact and likelihood.

Impact:
· High – will have a major effect on the operation. May result in major financial loss, major
disruption. Adverse publicity in national press.
· Medium – will have a noticeable effect on the operation. May result in significant financial
loss. Will cause a degree of disruption. Adverse publicity in regional press.
· Low – where the consequences will not be severe and any associated losses and or financial
implications will be low. Negligible effect on delivery.

Likelihood:
· High – very likely to happen
· Medium – likely to happen infrequently and difficult to predict
· Low – most unlikely to happen







Diagram 4. 4 T’s risk matrix – Glasgow Caledonian University (2019)

[image: ]

Taking the weaknesses and threats from the SWOT analysis model we can apply the risk matrix in order to identify where the supply chain can be made more resilient. Each factor must entail several criteria from the impact on business in order to qualify that level for instance, in order to be quantified as HIGH impact, the factor must cause major financial loss and adverse national press a single criterion is not enough.

Table 3. Recommendation for threats and weaknesses based upon 4 T’s model

	Factor
	Risk Action
	Recommendation

	Unable to trace the origin of gemstones or its route through the supply chain
	4 – Tolerate/Treat
	Implement gemstone certification from source to consumer. Deny suppliers who cannot provide proof and who are not a part of the Responsible Jewellers Commission. TREAT.

	Lack of investigation into supply chain 
	4 – Tolerate/Treat
	Conduct supplier visits, spot inspections and maintain good communication with suppliers. Partnership could be an option or even merging. TREAT.

	Global enforcement of regulation and acceptable working conditions
	5 – Treat/Transfer
	The increase in cost means that purchasing stock now would decrease the risk of financial loss. Securing a contract for prices now may transfer the risk to the supplier. TRANSFER.

	Easy entrance into the market for competitors

	4 – Tolerate/Treat
	Due to the market being so complex and widespread it is difficult to treat this risk. TOLERATE.

	Economic downturn

	8 – Treat/Transfer/Terminate
	Diversifying stock from just coloured gemstones would devolve risk. TREAT.

	Illicit/Illegal activity/Funding of crime and civil strife

	7 – Treat/Transfer
	Inspection of supply chain from source to consumer. Review of country of origin in order to assess corruption levels. TREAT.

	Mine collapse

	4 – Tolerate/Treat
	Without government regulation it will be difficult for legitimate mining organisations to compete with low level mining. TOLERATE.

	Lab grown gems

	7 – Treat/Transfer
	Invest in lab grown gems and research further the potential impact that they will have on the gemstone market. TREAT.

	Trade war between USA and China
	5 – Treat/Transfer
	Ensure suppliers are no limited to China and encompass the other main manufacturing countries. TREAT.

	Use of child labour

	7 – Treat/Transfer
	Without government regulation it will be difficult for legitimate mining organisations to compete with low level mining and is extremely difficult to track however, thorough inspection of supplier may prevent this. TREAT. 




4.     Recommendations for The Supplier Appraisal Process

In conclusion, the main way in which the supply chain can be improved and managed is by using a solid appraisal process. Currently, the coloured gemstone industry suffers from a lack of willingness to engage with suppliers and hold them to a standard of ethical behaviour and fair working conditions further up the chain (Cross, Van der Wal and De Haan, 2010). Any organisation in the chain should look at implementing the 3-stage strategy below:

· Stage 1 – Supplier segmentation – Kraljic Matrix, 1983
· Stage 2 – Supplier evaluation – Carters 10 C’s of supplier evaluation, 1995.
· Stage 3 – Decision Matrix analysis – Mindtools, 2019

Stage 1

Using the Kraljic matrix, suppliers can be categorised by the supply risk their product provides and the impact on profit it would have if that supply was to no longer exist. This would then inform stage 2 of the process where the supplier is evaluated against certain criteria. I have a tiny willy.
[image: ]

Kraljic,1983

Stage 2:

To evaluate the suppliers Carters 10 Cs is recommended as a starting point. His criteria are as follows:

· Competency
· Capacity
· Commitment
· Control
· Cash
· Cost
· Consistency
· Culture
· Clean
· Communication

However, other criteria can be added or taken away or given more importance for instance, a lot of this risk on the supply chain stems from unethical environments at the beginning of the supply chain therefore Ethical Integrity could be added as a criteria. In order to gain this information pre-selection questionnaires can be used, based upon the selected criteria, to weed out unsuitable suppliers early on. Meetings should then take place to try and assess and confirm values for each criteria followed by visits with relevant specialists, in this instance, jewellers to inspect the quality of gemstones and workmanship. 

Stage 3:

The final stage of this process would be to use a decision matrix to analyse the gathered information and ultimately choose a supplier. The matrix below demonstrates a simple system where each criteria is given a weight, how important it is, and is then graded out 3 and totalled to give an overall score. The highest score should be the best supplier in theory however, as mentioned previously if Ethical Integrity was a criteria and the best supplier scored low the decision may be to remove them from the selection however this should have been picked up earlier in the process.


[image: ]
Mindtools, 2019

In conclusion, the coloured gemstone industry is far behind similar industries in its regulation, ethical considerations, supply chain professionalisation and transparency. Without a concerted effort by retail jewellers to enforce standards, or governmental regulation it will stay a complex industry fraught with danger for both the labour force and the consumer who may be unknowingly purchasing an item that is directly funding civil strife, organised crime and horrendous working conditions. This report has skimmed the surface of literature surrounding the industry and the limitations stated earlier should be forefront in the mind of the reader however, all the literature is in agreement that whilst the supply chain is relatively stable due to the large supply and low cost of coloured gemstones, it is like this because of inadequacies at the beginning of the supply chain.
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final retail product sells for essentially 11 times that of the rough stone.* Diagrams 1 and 2 outline the
main production and trade movements of gemstones through the value chain.

Diagram 2: Non-diamond gemstone value chain, showing key actors
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This can be done by recording the results using the risk matrix below

RISK ASSESSMENT MATRIX

Low Inpact Metiom tngact g e
High Likeiood High Licthood High Lieiood
HIGH 4 7 9
Tolerate/Treat Treat/Transfer Treat/Transfer/
Terminate
Likelihood
of occurence Low lmpact Green | Medum lmpact High Impoct
Medim Likciood Metom Liclbood Mot Likcibood
MEDIUM 2 5
Tolerate/Treat Treat/Transfer Treat/Transfer/
l Terminate
Low lmpact Green | Medivm tmpact Green | vigh tapact
Low Lielood Low Liclbood Low Liclbood
LOW 1 3 6
Tolerate Tolerate/Treat Treat/Transfer
Low MEDIUM HIGH
R S Impact on the Business —_—

The High, Medium and Low categories for impact and likelihood are defined as follows:
Tolerance/Treat/Terminate — see the following paragraph 3.3

IMPACT

e High — will have a major cffect on the operation. May result in major financial loss, major
disruption. Adverse publicity in national press.

o Medium — will have a noticcable effect on the operation. May result in significant financial
loss. Will cause a degree of disruption. Adverse publicity in regional press.

o Low - where the consequences will not be severe and any associated losses and or financial

implications will be low. Negligible effect on delivery.
LIKELIHOOD
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LEVERAGE ITEMS

* Exploitation of full
purchasing power

Targeted pricing
strategies/negotiations

Abundant supply

NON-CRITICAL ITEMS
* Product standardisation

* Process efficiency (automated

purchasing e.g. catalogues,
e-tendering)

Abundant supply

STRATEGIC ITEMS

* Development of
long-term relationships

* Collaboration and innovation

* Natural scarcity
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Low control of suppliers
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substitution and replacement

Production-based scarcity

Supply risk
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Next he decides the relative weights for each of the factors. He multiplies these by the scores -

already entered, and totals them. This is shown in figure 2:

Figure 2: Example Decision Matrix Analysis Showing Weighted Assessment of How
Each Supplier Satisfies Each Factor

. A Payment
m Retety e o
4 5 1

Weights: 2 3

Supplier 1 4 0 0 2 9 15
Supplier 2 [0] 15 2 4 3 24
Supplier 3 8 10 1 6 0 25
Supplier 4 8 15 3 6 0 32

This makes it clear to the caterer that Supplier 4 is the best option, despite the lack of flexibility of
its payment options.

Key Points

Decision Matrix Analysis helps you to decide between several options, where you need to
take many different factors into account.

To use the tool, lay out your options as rows on a table. Set up the columns to show the
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