


Abstract
This essay will be looking at the strategic procurement stategies and policies of « Auchan », a french major distributor and will discuss the management of it’s activities from the procurement point of view.
Introduction
Major distributors are one of those companies that have very complex purchasing and procurement policies. These actors have a great variety of products and therefore, this results in a large amount of flows that can be hard to manage. Companies like « Auchan » have to know how to manage these very complex flows in a way that is the most cost effective, most reliable, … Customers today also have new requirements as they tend to favorize products that are ethically friendly, eco-friendly etc… This introduces the need to a good trackability of the products which is also hard to manage given the amount of actors that the company has to manage.
This assignment will focus on the company’s strategic procurement policies by discussing the way of proceeding on each of the aspects of strategic procurement.
This essay will first focus on introducing the notions of strategic procurement and then discuss the use of strategic procurement techniques in Auchan.
It is worth noting that as Auchan is a French company, a lot of the references used for this essay will be in French.
Presentation of Auchan
Auchan is one of the biggest distributors in France, it is the 6th biggest distributor with 10.1 % of the market shares ( statista, 2018 ). The company is present in 17 countries around the world. The company has shopping centers in Europe, west africa, eastern Europe, Russia and Asia ( Taiwan, China and Vietnam ). In France, it has 643 shopping centers and more than 70 000 collaborators ( Auchan, 2017). All of this for a total turnover of 50.3 Billion euros excluding taxes. 
Definition of strategic procurement
Definition of strategy :
As a plan, strategy is some sort of consciously intended course of actions, a guideline ( or set of guidelines ) to deal with a situation.
As a ploy, strategy is a special manœuvre intended to outwit an opponent or competitor.
As a pattern, strategy is a stream of actions demonstrating consistency in behaviour, whether intended or not intended. ( Lysons & Farrington, 2016 )
Concretely, what can be held from this definition is that strategy is something that involves long term thinking. It is used to outwit the other businesses in the same area to have better results than them and generate more money than them.
Definition of procurement : 
Procurement is the process of acquiring goods, works and services, covering both acquisition from third parties and from in-house providers. The process spans the whole life cycle from identification of needs, through the end of the useful life of an asset. It involves options appraisal and the critical « make or buy » decision. ( Lysons & Farrington, 2012 )
The Kraljic matrix
The Kraljic matrix, named after Peter Kraljic, is a tool used in procurement to « understand and quantify relative value and procurement issues for any business or organizations ».( Mangan & Lalwani, 2016 ) 
This matrix looks like this ( Lysons & Farrington, 2016 ) :
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As you can see, the matrix is a very simple tool but it can be really useful to who knows how to use it.
The matrix is built from two values. On the Y axis, there is the financial risk, also called value, which means the financial impact that a product can have. On the X axis, there is the supply risk, also called risk.






From these two values, the products can be divided in 4 categories which are ( Mangan & Lalwani, 2016 ) :
· The strategic products are products that have a high financial risk and a high supply risk. The strategy is to « work strategically and collaborate. High risk and high value usually represent a high dependency relationship with a supplier and high exit costs. Source and manage strategically »
· The bottleneck products are products that have a high supply risk and a low financial risk. They need to be « managed carefully. The bottleneck may be technical or commercial but to reduce the risk, buyers have to design the bottleneck out of their portfolio or ensure an appropriate relationship with the supplier is maintained – to ensure continuity of supply. »
· The leverage products are products that have a high financial risk and a low supply risk. The strategy to manage them is to « ensure value for money is achieved from the most appropriate source of sources. Increase sources and maintain competition between suppliers. »
· The routine products are products that have a low financial risk and a low supply risk. The strategy to manage them is to « aggregate and consolidate spend. Low risk, low value are like commodities where source is less important than continuity of supply and assuming all other performance requirements are met. »
The Hadfield matrix
The Hadfield matrix is another tool that is similar to the Kraljic matrix, but Hadfield is used to rank the different activities within a company by their importance.
Here is an example of the use of the Hadfield matrix ( Lysons & Farrington, 2005 ) :
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As you can see, the Hadfield matrix uses a quite similar system of two axis, 4 categories classification.
On the X axis, there is the strategic importance which means how essential the task is for the company, and on the Y axis, there is the cost of those tasks.
This tool allows the companies that use it to manage certain problems by knowing which task is the most important which helps managing the means that are employed to solve the problems that the company can face.
This tool can also be used to have a good grasp of what is the core competence of the company and therefore help the company managing the budgets when they have to invest for example.
Supplier relationship management
Depending on the activity of a company and how it is managed, the relationship that a company with it’s suppliers will vary. 
According to Lysons and Farrington, there are 2 main types of supplier relationships. Here is a comparison of these 2 types of relationships ( Lysons & Farrington, 2016 )
	Transactional
	Relationship

	· Focus on short, discrete procurement
· Short term orientation
· Arms length
· Simple buyer seller relationship
· Emphasis on price, quality and delivery in the delivered product
· No innovation
· Moderate supplier contract
· Little sharing of information ; opaqueness
· Reverse auctions may be applicable 
	· Focus on supplier retention
· Long term orientation
· Closeness
· Complex, including internal relationships
· Emphasis on improving price, quality and delivery and other factors such as innovative design as a collaborative exercise between purchaser and supplier
· High supplier contact with each contact being used to gain information and strengthen the relationship 
· Significant sharing of information including cost information ; transparency
· Reverse auctions generally inapplicable


These two types of supplier relationship management are very different and therefore, companies have to choose between one or another depending on their activity, their size etc…
Usually, big companies that interact with various actors tend to apply the transactional supplier management as it would be very difficult to have strong bonds with a lot of actors. These companies are also very cost driven and will require their suppliers to lower their prices as low as possible which doesn’t favorize good relationships.
Companies that don’t have a lot of suppliers on the other hand tend to develop a relationship with their suppliers as they will tend to always need the same materials. This allows a lot of transparency and consistency in the activities which benefits both the supplier and the company.




The strategic procurement in Auchan
In the first part of this assignment, various aspects of strategic procurement were defined. But how does Auchan actually manage it’s procurement ?
The warhouses implantations
The first part of Auchan’s procurement strategy is the placement of it’s warehouses. Indeed, their warehouses are located in areas so they are close from where their stores are, so they act as hubs to supply the various zones they defined, and in places where they can reduce their delivery costs.
By doing so, the proximity between the warehouses and the distribution centers also reduce the chance of delivery delay.
Here is a map of the locations of Auchan’s warehouses ( Livrer-auchan ) :
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It is worth noting that this map comes from an official Auchan website, but it isn’t dated so this map may be a little outdated.
As you can see, the map is divided in 5 distinct zones, and the warehouses that are located in a zone supply the stores that are in the same zone.
It is also worth noticing that the warehouses are mostly located near big cities. This allows Auchan to have a high reactivity in case of a stock shortage by reducing the delivery time to supply those stores.
Also, there is a low number of warehouses on the western part of France, this is partly due to the fact that there is no Auchan store in Brittany ( Auchan ). 
This strategy however has a disadvantage which is that the cost for building warehouses near big cities must be quite high so the investments made to build those warehouses must be big.
The products of Auchan
As mentioned previously, Auchan is a major distributor so it sells a great amount of different products for the lowest price as possible.
Most of the products are also low value which places their products in the lower half of the Kraljic matrix that was shown earlier.
This means that the strategy that they should adopt, according to ( Mangan & Lalwani, 2016, Table 8.3), would be to consolidate their spends as much as possible as well as increasing the number of sources and maintaining the competition between it’s suppliers.
[bookmark: _GoBack]This strategy is indeed applied in Auchan, in fact, this is a strategy that is applied not only by Auchan, but the competitors also apply this strategy ( France 5, 2018 )
The reason why this method is applied is that major distributors have a huge negociating power which allows them to maintain a pressure on it’s suppliers. This allows them to require the suppliers to sell at a certain price and in the case of a supplier not accepting their offer, they can completely cut the supplying which can make the supplier bankrupt as major distributors often are very important for smaller businesses.

Quality management and certifications
As a major distributor, Auchan has to provide the best services possible. And in order to prove to the actors with who it interacts, it has to have a certification that will attest their level of services. This would attract new supplier as they would know that the certification that Auchan has would guarantee a high level of quality and performance. That means low amounts of delivery delays, rare litigations in deliveries, …
Auchan is currently certified SGS Qualicert which means they have made several promises. Here are some examples of the promises that Auchan made concerning it’s performance ( Auchan, 2007 ) :
· Service rate for mass market products has to be superior to 98.5 %
· Service rate for fresh products has to be superior to 98 %
· The ponctuality rate of deliveries has to be superior to 95 %
· The reliability of command preparations has to be superior to 99.7 %
· Fast provisioning of novelty 
· Fast answer to the demands of the stores
The part of Auchan’s activity that has been outsourced
Auchan is not only a company that manages stores. Auchan also has a e-business platform since that allows customers to order their groceries online and be delivered in the next 24 hours at their door ( Auchandirect ).
This service was also proposed by the stores of Auchan supermarché, but is however not available anymore since 2018 from the stores of Auchan supermarché as the company is reorganizing it’s logistical tools ( Logistiques magazine, 2015 ).
The services from Auchan direct however are still available in the Paris area. Auchan direct is run since 2015 by 2 warehouses in the Paris area and by ID logistics who is a third party services provider that runs the services of Auchan direct since July 1st 2015. Then in 2018, ID logistics took the activity of a third warehouse still in the Paris area ( LSA, 2018 ).
Auchan’s Hadfield matrix
As discussed before, the Hadfield matrix is used to categorize the various activities that a company does on a daily basis.
Auchan being a commercial company, which means it doesn’t produce any products but only buys and sells products from suppliers, logistics is the number one activity.
Here is a Hadfield matrix made about the activity of Auchan :
	High cost low strategic importance
-Temporary labour

	High cost high strategic importance
-Logistics and transport
-Labour

	Low cost low strategic importance
-Web design
	Low cost high strategic importance
-Maintenance of logistics tools such as computers, forklift trucks …



Conclusion
Auchan is one of the top 10 distributors in France and it plays a big role for the economy in France. Most of the distributors adopt the same strategy when it comes to procurement, as they have a lot of influence they use it to put pressure on the suppliers to lower their prices as much as possible. This is a strategy that is also adopted by it’s competitors such as E. Leclerc, Carrefour, Intermarché, Casino, Système U … because it is a strategy that is very effective to reduce the costs at which they buy the products that they sell afterwards even though it is a strategy that has some flaws as some producers may have financial difficulties due to the very low prices that these companies require. By reducing the costs at which they buy the products they can reduce their own price afterwards which is one of the biggest criteria of the customers when they come to buy their groceries in big distribution centers like this. This reduction in prices then increases the competitivity of the company because distributors like Auchan are doing a race for the lowest prices in their stores because they know that a big part of the people will want low prices to keep as much buying power as possible.
Companies like Auchan also have to have a very cost efficient and reliable logistics system as their business heavily depends on logistics to survive. That’s why these companies can allow themselves to have certifications that guarantee high rates of services such as the Qualicert certification. A proof of the efficiency of their logistics is the fact that these companies have a lot of actors to manage as one store has hundreds of suppliers and these companies are still able to have service rates exceeding 98 %.
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