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[bookmark: _Toc67346711]Introduction
The procurement strategy an organisation chooses is a key factor in the profit and sustainability of the organisation. The speed of delivery, the cost of good or services and the environmental impact of the supply must be considered procurement staff within the organisation. This report will investigate procurement strategy, risk within an organisation’s supply chain, and sustainability. This report will also evaluate Amazon’s procurement strategy and determine if the procurement strategies implemented by Amazon have led to the company becoming more profitable.
[bookmark: _Toc67346712]Procurement
Procurement in a company refers to the raw materials, component parts and supplies obtained by the organisation in order to manufacture a product or provide a service. Obtaining these assets accounts for a large portion of the organisation’s revenue. These assets come from both internal providers and third parties. This is different to purchasing as procurement considers the entire life cycle of the asset or service, from initial manufacture or purchase to end-of-life disposal. This process also requires the organisation to decide whether it is more advantageous to manufacture or purchase materials and goods.
The objective of successful procurement is to fulfil the long-term organisational goals of the company. Procurement strategies aim to improve and manage the purchasing processes of a company smoothly and effectively, paying suppliers as fast as possible and obtaining goods or services in a timely manner.
Procurement is usually carried out on behalf of an organisation by an individual or a group of employees. This is done by use of a ‘p-card’ or electronic payment, allowing an individual to make purchases on faster than if they were to have the organisation as an entity purchase the product. Generally, there are less invoices, and the suppliers and third-party companies are paid in a timelier manner which improves buyer-supplier relationships. However, the p-cards may not be accepted by all suppliers due to the different card companies used around the country, and currency differences in different countries may provide a challenge when expanding overseas.
[bookmark: _Toc67346713]Supplier selection
Supplier selection is the process of determining which third party supplier suits the needs of the organisation. Multiple factors must be considered, such as the speed of the delivery of service, the cost of the service, the location of the third party in relation to the organisation, and the supplier’s existing relationships with rivals. Simulation analysis will allow the organisation to better identify suitable suppliers. The organisation must also decide whether it is more beneficial to obtain the same service from multiple suppliers in order to more effectively manage the flow of supplies into the company.
Once a potential supplier or multiple potential suppliers have been selected, the performance of these suppliers will be evaluated on either the processes of the supplier or the performance of the supplier. Both methods of evaluation can be effective to judge the quality of service, but the first considers the internal processes and climate of the supplier, whereas the second simply looks at the end product and whether this product will be fit for purpose.
To coordinate the procurement of an organisation, a procurement portfolio is used. This is a document that organises and lists the organisation’s purchases in terms of their importance and supply complexity. This seeks to show which of the purchases are most critical to the function of the organisation and which purchases need to be prioritised, making the most of the buying power available to the organisation. One method of coordination is using a Kraljic Portfolio Matrix. This is a table that categorises purchases as either leverage, strategic, bottleneck or noncritical processes. (Murphy, P, 2013)
[bookmark: _Toc67346714]Relationships
The relationship between the organisational supplier is usually a long-term relationship where both parties involved mutually benefit. These relationships can be complex and need to be managed and maintained carefully. The focus of the relationship for the organisation is to retain the supplier for as long as is needed to achieve the organisational goals. Unlike a purely transactional relationship, both companies work to improve the price, quality and delivery of any services in both directions, and seek to collaborate to achieve both parties’ goals. This means there is a large amount of information being shared between the two parties, and as much communication as possible. This results in the two companies growing and developing as one entity. Both parties will need to internally assess their processes as well as evaluate the quality of service from the other party. Although the aim is for the two organisations to have a good working relationship, both parties must have an exit strategy prepared for the possibility of the end of the relationship. This is especially important when considering potential technical partnerships, as these processes can involve additional recruitment of staff and moving staff between the organisations. A technical partnership is a collaboration between two parties that aims to provide a single product or service. This could be a partnership such as an engine supplier working with a motor oil company in order to develop a specialised oil for only this brand of engine. This product would eb then sold and both companies would share the revenue from sales. Facilities only used for collaborative efforts will need to be repurposed and staff reassigned. Exit strategies plan for this eventuality.
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Outsourcing is the of transferral of internal processes to external companies. This can be product design, product manufacturing, or administrative work, as well as many smaller day-to-day running tasks such as cleaning of facilities. This comes at a lesser cost to the organisation and allows for redistribution of the organisation’s workforce and funds to more critical areas. This method of operation also mitigates risk to the organisation, as the outsourced process can be taken over by another company of the previous company does not fit the standard needed. Also, the organisation can be more flexible to changing customer demand and can utilise the technical knowledge of the suppler to improve the quality of the end product. However, this comes at the cost of revealing competitive knowledge to these suppliers, who may be able to pass this knowledge to rival organisations. They are also reliant on the speed and coordination of the supplier and are not free to introduce new products and changes immediately. This is also affected by the supplier intending to be as cost efficient as possible, so will be slow to adapt processes out of reluctancy to spend money. It is therefore key for the organisation to evaluate which processes are too critical to be outsourced, to maintain a competitive advantage over their rivals.
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Mitigating risk is one of the key roles of procurement staff when considering how to best meet demand within the organisation. It is key to ensure that supplies and services are where they are most needed at the right time, but without overspending. It is important to understand the vulnerability of each supply of goods or services and where there is a risk of lack of supply if conditions change. Procurement staff often use the Kraljic Supply Matrix to categorise procured services to evaluate where to allocate funds.
The Kraljic Supply Matrix splits the supply into four categories:
	Bottleneck Items
These items are high risk, low value items that are very critical to the flow of the production cycle. It is key that supply of these items is maintained, as these can often be the most critical goods or services to production. Procurement staff will try and mitigate the risk by sourcing multiple upstream suppliers to back up the supply or by putting aside stock to fill any gaps if the supply is disrupted.
Strategic items
Strategic items are high risk, high value items that often create a reliance on a single supplier. This could be because the quality needed is only achieved through working with one supplier, so it is key to ensure a good relationship with this third-party. The exit costs can be very high with these items because finding a reliable, high quality source of these services or goods can take time and purchase of these items can be expensive.
Non-Critical Items
These items are low cost, low risk items. Because the impact of these items on the organisation is very small in comparison to the other items in this matrix, these methods can be outsourced or automated in order to simplify. Because of the low cost and relative simplicity of the supplies and goods in this category, the risk of moving to a different supplier is low.
Leverage items
Leverage items are high value, low risk items. This is where an organisation will seek to save costs. The relative low risk of these items means that switching to a new supplier can be advantageous if they can provide a cheaper service. Items in this category are often of a high abundance with multiple suppliers, which makes the market of these items competitive.
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When considering how to procure an item, an organisation must decide whether it is more cost efficient to buy goods or services from a third party of procure them internally. To decide this, different costs during the life cycle are considered. An organisation must consider the cost of setting up a facility, obtaining manufacturing tools and hiring staff, as well as obtaining the raw materials needed to manufacture the product. If these costs are less than the cost of procuring the item from a third party and shipping these items to the organisation, then it may be more financially advantageous to manufacture in-house. The setup costs must be considered a short-term cost, so if the production of the in-house supply is cheaper in the long term the organisation may decide it is possible to mitigate the setup costs in the long term. Making the product in house also allows the company to be more flexible as they do not have to rely on third parties to produce the product or service and can implement revisions and changes whenever necessary. Competitive advantages can also be maintained as the methods used by the company are not seen by any rival and are only used by the original organisation. Companies can also better implement lean manufacturing and just-in-time manufacturing processes because they are not held to the timescale of a third party. However, in-house manufacturing means that the company can not make use of third parties with specialised equipment and skills, and more staff may be needed in the organisation to produce this product or service.
[bookmark: _Toc67346718]Sustainable procurement
Sustainability is an important factor to consider in procurement. This can refer not only to the environmental sustainability of the practice but also the sustainability financially speaking. The entire life cycle of the product must be considered, from initial procurement to disposal of the product. This ensures that the organisation is not left blindsided by a large expense later down the line, such as a dangerous product being expensive to dispose of. Often, goods and services that can be recycled or disposed of more sustainably are cheaper when considering the whole life cycle, meaning looking for the most environmentally sustainable product can also be the more financially sustainable approach. Using sustainable materials, and managing the upstream suppliers can improve the sustainability of the organisation.
A key driver of sustainability is the public perception of the company. Given that the public will see all of the processes associated with the organisation, outsourced or not, as the organisation’s responsibility. Therefore, public image can pressure an organisation into imposing sustainability practices on sub-contractors.
[bookmark: _Toc67346719]Sustainable Procurement Policies
[bookmark: _Toc67346720]BS 8903		
The BS 8903 standard is a set of regulations that aim to make procurement more sustainable. The 2010 standards aim to improve this aspect of procurement through encouraging the implementation of organisational sustainability polices alongside organisational goals, focusing on the larger procurement cycle and the end life of the supplies or services procured. (UNEP 2008)
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The government buying standards implemented in 2012 aim to make it easier for government buyers to procure sustainably. Tis is important as a competitive market such as procurement can easily disregard sustainable practices in the pursuit of practice. This set of standards provides guidelines to follow when procuring goods and services and provides information about sustainable practices and the implementation of them. (DEFRA 2010)
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Amazon is a logistics company operating in the e-commerce market. This company provides services both to individuals and to businesses. One of the organisation’s biggest focuses is on speed of delivery, with next day delivery at a low cost being at the forefront of their marketing. A company of this size and scale must invest time into crafting and maintaining a strong procurement strategy.
Amazon sells a large number of goods, with a predicted 85% of the world’s products being sold through this platform in the near future. The ability to do so has come though improving Amazon’s competitive advantage, through improving the technology and infrastructure used across the company to speed up the movement of goods. Increasing the number of warehouses owned by the company helps spread the large amount of stock held by the company over a wider area and improves the speed of delivery of the items to customers as well as speeding up reactive transhipment to meet demand where needed. Reactive transhipment is the redistribution of stock to nearby warehouses to better meet customer demand. For example, if there is a high demand in Bristol for a particular product but a low supply in the Bristol warehouse, stock from another warehouse relatively close such as the Swansea warehouse can send some of their surplus stock to the Bristol warehouse so that this stock can fill the gap in supply. The company has also invested in technology that predicts the most likely items to be sold, meaning the company can more efficiently allocate resources and prioritise the movement of these goods. (P. Simpson, 2013)
The procurement model introduced by Amazon could be considered a success by looking at the rivals the company has driven out of the market. Competition such as Toys R Us, Circuit City and Borders Brooks have all closed due to being driven out of the online retail market by Amazon and failing to increase their holding in the e-commerce market to keep up with Amazon. In the business-to-business market Amazon have been a disruptive element, with Grainger having to significantly reduce the price of their goods and services in order to maintain sales, as the low-cost products and services Amazon provides serve to increase its market share.
[bookmark: _Toc67346723]Conclusion
In summary, the procurement strategy of Amazon can be considered a success at the time of this report’s publication, due to the impact the organisation has had on the retail and business-to-business markets. The company procures large quantities of stock and invests heavily in its infrastructure and technology to allow this stock to be distributed and delivered quickly and ensures flexibility due to the short-range reactive transhipment that having many warehouses close together affords. This helps it out-pace and out-price its competitors in both markets. The success of the company, in this case, is determined by the impact it has had on the rival companies in the market. The larger market share afforded by the implementation of this procurement strategy allows for more sales and higher profits. It is therefore the conclusion of this report that the procurement strategy implemented by Amazon is a success.
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