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Sourcing Approaches
Key Concept Exercise
The dynamic nature of business environments and modern technologies have opened up opportunities for companies to expand their operations. Consequently, the demand for the organization’s respective goods or services has increased. Following the increased demand, it has become a necessity for companies to increase their production levels. With production comes the constant need to have the right raw materials for production. This is where purchasing comes in making it a strategic function for an organization. With time, purchasing has become a valuable arrangement for organizations and a function that deals with numerous transactions in the supply chain (Johnson and Flynn, 2015 p. 302). Suppliers play a vital role in the company’s supply chain and operations hence having the right supplier who meets the needs of the company and has similar interests with the company is essential. Thus, this necessitates the need to have organized sourcing practices since an organization can achieve consistency in its supply base. As a result, different purchasing models such as the Kraljic’s matrix exist to reduce costs and reduce supply risk.
Kraljic’s portfolio purchasing model significance in analyzing the purchasing strategies in the organizations cannot be overlooked. Notably, the model is based on two dimensions which include supplier risk and profit impact. (Padhi et al., 2012 p. 2). The supply risk which may either be low or high is based on vendor or supplier availability as well as how easy it is to obtain materials that are up to date. On the other hand, the profit impact may either be low or high, and it is based on the value that the materials add to the organization and the cost effects it may have on a firm’s overall profitability.
The primary idea in Kraljic Portfolio is to classify commodities in a way that minimizes supplier risk. The classification of the commodities is based on the preferred purchasing strategy. This results in a 2 ×2 matrix creating four quadrants which include noncritical items, bottleneck items, strategic items and leverage items (Gelderman and van Weele 2005 p.20). The matrix is vital in helping companies analyze which products are useful for the firm’s operations. Furthermore, for organizations to reduce their overall expenditure, it is essential to employ different sourcing strategies for each quadrant. 
The Kraljic purchasing Portfolio model also enables organizations to improve their sourcing strategies. As such, firms can save on costs by spreading the materials across the four quadrants. Therefore, organizations can minimize the supplier risk since they have the upper hand when dealing with the suppliers (Padhi et al., 2012 p. 2). However, it is also worth noting that the supplier risk and profit impact varies in the items in each quadrant. For instance, the non-critical items have the lowest supplier risk and profit impact since they have little or no effect on a company’s financial status. As for the bottleneck items, their profit impact is low, and the supplier risk is quite high. The strategic items are crucial for the organization hence suppliers must be prioritized due to high risks and low suppliers. Lastly, the leverage items have lower risks hence it is easier for organizations to have high profitability levels. Based on this variation, it is crucial that companies utilize an appropriate sourcing strategy in each quadrant.
The Krajlic Portfolio Matrix is quite beneficial in enabling an organization to effectively classify items based on the supplier risk and profit impact. As a result, organizations can apply appropriate sourcing strategies. However, the model has its limitations. Gelderman and van Weele (2005) suggest that the cost against price management is not evaluated in Krajlic Model. It also has few instructions on the evaluation of information the model provides.Moreover, profit impacts and supplier risk cannot be accurately measured in the model. It also overlooks the alterations that may occur due to the supplier’s actions on the operations (p.21). The shift in power and dominance is also likely to occur in the model since conflict may easily arise between the buyer and the seller. Lastly, the recommended strategies in the model are perceived to be too static, generic or reactive.
Without a doubt, the Krajlic portfolio model fulfills an organization’s need to have an effective and efficient sourcing strategy. As a result, it the model that is applied by most companies despite having some limitations. This may be attributed to the fact that organizations can easily overcome some of these limitations by having both proactive and reactive strategies in place. Moreover, having these limitations does not make Krajlic Portfolio utterly ineffective as most organizations using the model have an effective and organized sourcing strategy and supply chain. Thus, we can conclude that Peter Krajlic aim and insight when developing the model was to urge the purchasers to manage their resources intelligently which makes the model relevant to corporate purchasing in most organizations.
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Organizations can use the Krajlic Portfolio model to develop sourcing strategies for key categories in the organization to save on costs. To achieve this, it is essential for an organization to spread the materials in the four quadrants. This can be applied to both the product groups and single products. Therefore, in the beginning, the purchasing department must classify the purchased products based on the supply risk and profit impact dimensions. It is also vital for the company to compare its bargaining power with that of its suppliers (Caniëls and Gelderman, 2005 p. 142). As a result, an organization is now able to know where to place its products on the Krajlic Matrix quadrant based on the analysis. Once all the products have been placed in the quadrant, an organization is now able to identify how to maximize the profits and evaluate risks as well as develop the appropriate sourcing strategies. Also, the purchasing strategies and action plans provided in the model are significant when it comes to developing the sourcing strategies for strategic products in the organization. In this case, three purchasing strategies which include balance, exploit and diversify are used. These purchasing strategies as well as the different items in the matrix not only help an organization develop appropriate sourcing strategies but also enable a firm to effectively manage the suppliers.
Analysis
The model allows purchasers to understand where their products are categorized based on profit contribution, supply risk and whether the power balance lies with them or with the suppliers. Once they determine this, an appropriate purchasing strategy that will facilitate the firm’s competitive advantage in the market is selected (Gelderman and van Weele, 2005 p.19). The purchasing model also contributes to the company’s competitive advantage by enhancing the purchasing performance. This is possible when a firm can minimize its risks and increase its cost savings. For instance, a firm can reduce risks by spreading its products across the four quadrants in the model. Placing a product in the right quadrant enables an organization to take the right action which results in better positioning. As such, the purchasing department can efficiently manage its supplier relations which are vital to enhancing the firm’s competitive advantage (Gelderman and van Weele, 2005 p.22). Also, the matrix in Krajlic model gives firms an insight into the methods used in the purchasing department as well as an analysis of the purchasing portfolio in an organization. The model is essential especially in establishing working relationships with the suppliers which facilitate open communication across the supply chain. Consequently, an organization gains a sustainable competitive advantage in the industry.
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