IIAPS

IIAPS WHITE PAPER

Transforming Public
Sector Sourcing:

Right Sizing Public Procurement
Using Power Positioning &
Value Flow Management
A new approach for the ef fective management of public sector sourcing,
Right Sizing, builds on traditional thinking to improve value for money.
by Stephen Allot t

Sometime Crown Representative for Small & Medium-Sized Enterprises, Cabinet Of fice

&
Professor Andrew Cox

A. The Current Aggregation Or thodox y in Public
Procurement Practice

Vice President, IIAPS

In this White Paper a new approach is outlined for the ef fective management of public sector sourcing. This approach
uses Sourcing Por tfolio Analysis and Power Positioning
techniques to develop a sophisticated understanding of how
to improve ‘value for money’ in public procurement. In doing so this new approach, Right Sizing, builds on traditional
thinking about how to improve public procurement using
‘cost reduction’ techniques based primarily on the aggregation of ‘categories of spend’ and the award of longer-term
framework deals with preferred suppliers.

There are two broad choices facing governments when
they seek to improve public sector sourcing. The currently
dominant thinking used by most governments can be summarised as tactical spend management. In this White Paper
the strengths and weaknesses of this orthodox aggregation
approach, based on standardisation, aggregation, supply
base reduction and volume leverage, are briefly summarised, and compared with a more radical approach based
on the adoption of value flow management thinking.
This more radical approach uses Power Positioning and
Sourcing Por tfolio Analysis tools and techniques to identify the scope for improved ‘value for money’ from strategic
supply management. A case study is presented of how this
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way of thinking has recently transformed public procurement in the UK to deliver improved ‘value for money’, as
well as significant reductions in costs when compared with
more traditional approaches based on tactical spend management.

In UK government a new Crown Commercial Service (CCS)
was established in the autumn of 2013. Its remit was to deliver cost savings by ensuring that government acts as a
true single customer. To this end the CCS will:
• Centrally manage the purchase of common goods and
services (such as professional services and energy).
• Introduce a new Complex Transactions Team to work
with departments on complex procurements, reducing
the need for external advice.
• Enable departments to focus their commercial efforts
on their own strategic requirements.
• Further strengthen the commercial leadership within
government.
• Further strengthen the procurement profession and
improve overall commercial ability across the Civil Service.
• Continue to work closely with the wider public sector to
ensure that the benefits of aggregation and centralisation are shared across the public sector to
maximise savings for the taxpayer.
This thinking is based on tactical spend management thinking and focuses primarily on the use of aggregation as the
basis for improve leverage and reducing costs in public
sector sourcing. This traditional approach to leverage can
be summarised as follows:
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• Standardise all supply requirements and aggregate all
similar items into the same ‘categor y of spend’.
• Use supply market analysis to identif y a limited number
of pre-defined preferred suppliers for market test.
• Use market competition to identif y the lowest cost supplier, or suppliers.
• Reduce the costs of supply by using volume leverage to
aggregate spend with one, or if this is not feasible, the
fewest number of suppliers possible.
• Enhance cost leverage during negotiations, and reduce
post-contractual transaction costs, by awarding medium to long-term framework agreements with preferred
suppliers.
This is perhaps the most commonly used strategy by procurement professionals when seeking to reduce costs
quickly. Unfortunately, while it can often generate considerable short-term reductions in cost, it can also create a number of problems for users and may not always be the most
effective approach to reduce costs for some ‘categories of
supply’.
These problems arise because this strategy mistakenly assumes that ‘cost reduction’ rather than ‘value for money’ is
the primary goal of public procurement, and that aggregation and supply base reduction are always the best means
available for reducing the costs of supply. As we shall see
in what follows, this thinking is based on an outdated approach to sourcing options identification and selection in
public sector sourcing.

talks with Blackberry and Nokia about four year bulk deals
for the supply of mobile phones. Similarly, Consultancy One
is a four year framework with a fixed number of suppliers
that provides for lower cost agreed day rates, but limits the
choice of consultants that can be used for any particular
requirement.
The problem with this current approach to public sector
IT sourcing is that there is considerable evidence that this
orthodoxy is resulting in poor ‘value for money’ in sourcing decisions. Interestingly, there is evidence that this approach has been in tension with the IT strategy administered by the Office of the Chief Technology Officer, where
disaggregation and getting full value from SMEs has been
the primary strategy.
As Figure 1 demonstrates this tension between cost reduction and value delivery can be shown as a series of choices.
Buyers can either source the ‘Right Stuff’ (i.e. what the customer needs and values) or the ‘Wrong Stuff’ (i.e. what the
customer does not need and does not value). Relatedly, a
buyer can source at the ‘Right Price’ (i.e. at the lowest cost
possible) or at the ‘Wrong Price’ (i.e. at a premium price).

B. Right Sizing – Buying the Right Stuf f at the
Right Price
One of the most challenging areas for government sourcing
is IT, where there has been considerable evidence of procurement failure. These failures have been recorded within
many areas of the public service, although they have been
extensively documented in Health and Defence-related
contracting in particular. The failure to achieve valued outcomes from IT contracting has normally involved a failure by
suppliers to deliver the functionality required and/or within
the originally agreed budget—resulting in extensive cost
overruns for sub-optimal IT systems and processes.
Given this it is interesting to note that, until recently, CCS
thinking about how to improve IT sourcing has focused almost exclusively on the orthodox standardisation, aggregation, supply base reduction and volume leverage approach
briefly outlined above. This means forcing requirements
whenever possible into a standard specification and then
seeking to reduce costs by leveraging aggregated volumes
with one, or only a few suppliers.
The consequence of this has been the award of a number of
framework agreements with preferred IT suppliers in order
to reduce costs. For example, CCS has a framework for
the buying managed email, and in the past there had been
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This results in a segmentation of sourcing decision-making
in which the following outcomes can occur:
• Right Sizing – Buying what the customer needs / at the
lowest cost possible
• Value Buying – Buying what the customer needs / at a
premium price
• Wrong Sizing – Buying what the customer does not
need / at the lowest cost possible
• Cheap Buying – Buying what the customer does not
need / at a premium price
It is self-evident that to obtain ‘value for money’ buyers must
pursue Right Sizing—obtaining what the customer needs
and at the lowest cost possible. This is different to Cheap
Buying, which uses cost reduction as the primary basis for
making sourcing decisions, irrespective of whether the customer is supplied with what they actually need to fulfil their
tasks successfully. Clearly, what should be sourced cannot
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be determined solely by what it costs, but rather must be
understood as a trade-off between what is required functionally from any supply item, in relation to its relative costs
of its acquisition.
Unfortunately, the inability of buyers to understand this
trade-off is not new because, as John Ruskin indicated
many years ago:
“There is scarcely anything in the world that some man
cannot make a little worse, and sell a little more cheaply.
The person who buys on price alone is this man’s lawful
prey.”

that the approach recommended by current public procurement thinking would have been Cheap Buying (i.e. buying
the ‘Wrong Thing’, while attempting to buy it at a discounted
or ‘Right Price’). While there is no question that with standardising, aggregating, supply base reduction and volume
leverage over four years this sourcing strategy would have
resulted in considerable cost reduction, it would still have
been an exercise in moving from Wrong Sizing to Cheap
Buying and for the ‘Wrong Stuff’.

Similarly, as Oscar Wilde also bemoaned in earlier times:
“Nowadays people know the price of ever ything and the
value of nothing.”
It is, therefore, a great pity that so much of current thinking in public procurement still fails to understand these simple rules of thumb when thinking about value in sourcing
decision-making. Two simple examples from recent public
sector sourcing decision-making are presented below to reinforce the point that knowing the ‘cost’ of something does
not tell us anything about its ‘value’.
Example 1: Sourcing Mobile Phones
Some years ago a decision was taken in the UK public sector to explore the scope to standardise the specification of
mobile phones, and focus on either Blackberry or Nokia
products. The thinking at that time was that if all mobile
phone requirements could be aggregated into one specification then volume leverage would be feasible, and a
substantial discount could be negotiated from the full cost
price. And especially if a four-year framework agreement
was entered into for all future mobile phone requirements.
There is nothing wrong with the assumption that, by standardising, aggregating and identifying one or two preferred
suppliers, volume leverage will normally lead to a reduction
in the full premium price that a one-off or small volume purchaser would receive. The problem, however, is that this
thinking is only focused on the cost side of the ‘value for
money’ equation.
If such a decision to enter into a medium-term framework
agreement with Nokia and/or Blackberry had been made it
is now clear that this would have provided civil servants with
outdated technology and limited functionality, that would
have seriously undermined their personal productivity. This
is because advances in technology have resulted in the
development of smart phones, with Google applications.
These provide much greater flexibility and productivity than
the old technologies, which are locked into Windows XP,
with slow booting capabilities and without collaborative
apps or Google hangout.
As Figure 2 demonstrates, with hindsight, it can be seen
© IIAPS, 2017
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In IT the pace of innovation is rapid, and it can be very difficult to identify what will be the leading product or software
functionality in the future. Given this, entering into long-term
framework agreements with suppliers who cannot guarantee to be leaders in the future is a recipe for incompetent
buying. In these circumstances, it is incumbent on buyers
to understand the trade-off between the value of obtaining
the best functionality available (the ‘Right Stuff’) or obtaining the lowest cost (the ‘Right Price’), but for a lower value
functional product/service.
This means understanding whether it is better to have the
‘Right Stuff’ or the ‘Right Price’. As Figure 2 demonstrates,
buyers should ideally be Right Sizing (in this case buying
Tablets or Androids at the lowest cost possible), but sometimes they may prefer Value Buying (i.e. buying the ‘Right
Stuff’ at a premium price) rather than Cheap Buying (i.e.
buying the ‘Wrong Stuff’ at the lowest cost possible).
In the absence of detailed discussions about the relative
value of different ‘value for money’ trade-offs such as these,
it is debatable whether public sector sourcing can move beyond its currently cost-led focus. Furthermore, as we shall
see later when discussing the recent UK public sector GCloud approach, even when pursuing the lowest cost outcomes the orthodox approach based on aggregation and
volume leverage with preferred suppliers may not always
be the most optimal strategy for effective cost reduction.
This is because, in technologically innovatory markets, using on-line catalogue technology to constantly monitor the
best deals available for any required functionality is often
the best approach.
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Example 2: Sourcing IT Sof tware Developers
A second example of serious myopia in public sector procurement practice is revealed in the case of the sourcing of
IT software developers. Under current thinking the best way
to improve sourcing is to aggregate all requirements into
one ‘category of spend’ and achieve cost reduction through
volume leverage and the offer of long-term framework
agreements to a limited number of suppliers of IT software
developers. The problem with this approach is that once
again it fails to understand ‘value for money’ trade-offs.
One of the most important things to understand about software development is that an expert developer can provide a
tenfold improvement in productivity relative to second-rate
developers (source: McKinsey analysis). This means that
the costs of a developer can vary widely with expert developers normally commanding a premium price relative to
second-rate developers.

Cheap Buying at the expense of the increased productivity that comes from sourcing expert developers, which is
normally a much better ‘value for money’ trade-off. This is
because having the right person is normally better than having a cheap person for this supply requirement, not least
because of the high incidence of time and cost overruns
from sub-standard software development.
Unfortunately, when trying to source expert developers at
a keen price the use of long-term framework agreements is
once again not normally very effective. This is because expert developers are in high demand and they know they can
command a premium price. As a result, they are unlikely
to work for buyers who can only offer them low day rates.
Given that they normally have many options, the sourcing
of expert developers may best be achieved using the latest
available on-line catalogue technology (like the G-Cloud approach discussed below). This technology allows individuals or smaller niche suppliers to bid whenever they become
available for work, and this can sometimes provide a much
more effective mechanism for obtaining keen pricing in the
short-term.
These two short examples demonstrate that current orthodox aggregation and leverage approaches to procurement
may be delivering low value supply (i.e. the ‘Wrong Stuff’
rather than the ‘Right Stuff’). This would not be so bad if it
always delivered Cheap Buying, but it may very well be that
it is also providing Wrong Sizing (i.e. delivering the ‘Wrong
Stuff’ and at the ‘Wrong Price’).

As Figure 3 demonstrates if the focus of sourcing is based
solely on cost reduction then there is always likely to be a desire to undertake Cheap Buying (i.e. aggregating all requirements for developers into a number of preferred suppers
who may only be able to provide second-rate developers
given the low day rates that cost leveraged sourcing strategies normally generate). As a result, in practice customers
using framework agreements normally end up receiving the
‘Wrong Stuff’, but at a low price (i.e. a cheap person) rather
than the ‘Right Stuff’ (i.e. the right person at either a premium price or, ideally, at a keen rate).
In the case of IT software developers the ‘value for money’
trade-offs that buyers need to debate with their customers
are, therefore, whether it is better to undertake Right Sizing
(i.e. having a much more productive developer, at the lowest
possible cost); Value Buying (i.e. having a much more productive developer, but at a premium price); Cheap Buying
(i.e. a second-rater at the lowest possible cost) or, Wrong
Sizing ( i.e. having a second-rater, but at a premium price).
The problem for orthodox procurement practices is that
the focus on cost-down savings tends to force them into
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Below we demonstrate how a recent innovation in sourcing
leverage, associated with the adoption of on-line catalogue
technology, has demonstrated superior capability in reducing costs (while also providing increased functionality to
customers), compared with current orthodox aggregation
and volume leverage approaches.

C. G-Cloud – Improving Value & Reducing Costs
Through On-Line Technology Innovation
There is often a lack of clarity in public procurement because of the development of contradictory policies being
pursed by different parts of the public sector. We saw above
that in 2013 CCS decided to pursue an aggregation and
volume leverage approach for the whole of the public sector.
Unfortunately, this policy decision was taken even though
the government had previously announced a very different
approach for public sourcing in relation to SMEs.
In a 2011 David Cameron made the following quotes or
statements:
“Today, we are announcing big changes to the way government does business.”
“No one should doubt how impor tant this is.”
“It’s impor tant for getting to grips with our deficit, as it will
help us tackle waste and control public spending.”
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“...the system doesn’t encourage small and mediumsized businesses, charities and social enterprises to
compete for contracts … the ver y firms who can provide
the competitive pressure to drive down costs.”
“....wherever possible, we’re going to break up large
contracts into smaller elements, so that SMEs can
make a bid and get involved.”

vices bought by public sector buyers and that is transparently visible on-line, as shown in Figure 5.
Each service line is defined and the price published in the
catalogue, with currently some 19,996 services on offer
on-line from 1,852 suppliers, as shown in Figure 6. Prices
can be lowered in the system, but they cannot be raised. All
trades are public (on http://govspend.org.uk/).

One of the major developments from this initial statement
of intent was the creation of an on-line public sector catalogue called Cloud Store in the Home Office in April 2012.
This was created to enable the Home Office to buy from
new suppliers more easily than using standard Home Office framework strategies. Since then Cloud Store has gone
through six iterations to become The Digital Marketplace
(DM), as shown in Figure 4.

The DM is built in-house by the Government Digital Service
in London using open source software components. The
DM uses an OJEU framework that is now regularly updated
on a six-monthly basis to populate it with G-Cloud suppliers.

The commercial construct is that DM is a catalogue of ser-
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G-Cloud is highly innovative legally, allowing large numbers of suppliers onto a framework and allowing buyers to
choose suppliers from information provided (and updated)
rather than from using competitions. Currently the G-Cloud
focuses on cloud services and related consulting but the
concept can and will be extended widely in the UK public sector. To date some 700 buyers have, however, bought
from some 500 suppliers and there has recently been an exponential increase in participation amongst public buyers,
as shown in Figure 7. The current annual run rate for services being purchased through G-Cloud is now over £0.6bn.

Most importantly than mere usage, however, are the ‘value
for money’ benefits that have been delivered by DM and
G-Cloud. In pursuit of opening up the public sector to new
SME suppliers (as desired initially by the Prime Minister in
2011) so far 50% of sales have been with SMEs, compared
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with only 10% within normal legacy central Government procurement processes. Perhaps the most important finding
from this exercise in on-line bidding is that G-Cloud has reduced transaction costs for buyers and sellers and provided
an easy way for public bodies to buy within days rather than
months. Many of the revolutionary process benefits from the
use of this new on-line process are identified in Figure 8.

Furthermore, the process is compliant by default and
matches buyers with best ‘value for money’ suppliers with
zero friction, and without time-consuming attempts to force
through standardisation and aggregation or complex market testing activities to identify preferred suppliers. This has
generated a high degree of customer and supplier satisfaction.

The evidence so far shows that G-Cloud provides a considerable number of benefits over orthodox aggregation and
volume leverage approaches. These include the following:
• “Red Tape Buster”: reduces procurement time from
227 days (2010) to a typical 2 to 4 weeks (and fastest
in 3 minutes). Delivers procurement reform (faster, simpler access to best VFM).
• Increases Government spend with SMEs directly and
substantially. 90% of SMEs benefitting are UK-based.
SMEs have created 60% of jobs since 2010.
• Saves money for the ta xpayer: G-Cloud saves 50% of
spend on average.
• Elegant use of EU regulations: Systems Up CEO: “GCloud is transformational”.
• Helps economic grow th and exports of technology.
• Is a British first: world leading design visible to citizens.
• Uses transparency, competition and digital to deliver
results.
The future opportunities for improvement are of course immense and, as Figure 9 shows G-Cloud has only just started to impact upon UK public sector sourcing and supply
management since its inception in 2012 in the Home Office.

Most importantly of all, research shows that typical cost
savings are in the order of 50% when compared with legacy
and/or aggregation and framework-based leverage strategies. Examples below confirm the radical improvement in
costs from this iterative and multiple supplier on-line bidding
process:
• Some Departments were paying £57 for IT power cables that could be bought on-line for £20 individually,
and £8 wholesale – a potential saving of between 65%
and 86%.
• In 2015, a Department reduced their cost of web-hosting by 90% using G-Cloud.
• An SME bid using digital was 87% less than the incumbent central Government centralised supplier.
• Managed email services on G-Cloud is less than half
the price of current CCS managed email framework
pricing.
• DFE received a total service cost for educational services that was 40% cheaper than any other bids.
• Employment Tribunals received a digital payment service 25% cheaper than any other bids, and it was delivered a year earlier than originally planned.
• MOJ saved 1.1M per Megawatt energy/year and 6000
tons of carbon against industry average from bidding
on Data Centre hardware containers .
• DVLA saved 75% on the original business case estimates for an Enquiry Platform SME cluster.
© IIAPS, 2017
All Rights Reserved. IIAPS Confidential.

Given its current growing success in other Departments the
forward strategy for G-Cloud is, as indicated in Figure 10, to
expand widely into the public sector.

The current forward implementation strategy is briefly shown
on the following page:
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• Ex tend functionality from a public catalogue to full
self-service platform:
• One stop shop for digital project components
• Click for reference customers and their contact details
• Auto-document the award decision. “Compliant by
default”
• One click purchase full integration to purchase to
pay and ERP systems
• Detailed feedback to losers who can the improve
their of fering
• Geographic and SME search capabilit y
• Achieve categor y range authority (it stocks all you
need) through proactive best-of-breed management of
suppliers, who can join and leave the G-Cloud dynamically.
• Ex tend customer base from Central Government to
Local Authorities (LAs), Health and WPS. Contracting
authorities can let their own frameworks. G-Cloud provides the front-end.
• Ex tend product categories as far as appropriate
(strong interest from PSN, IT contractors, IT software
and hardware, FM, Construction, Health, MOD Research Cloud, Home Office ESCMP and more).
• Suppor t expor t oppor tunities for “Best of British”
suppliers.
Given this success does this mean that the traditional procurement approach of CCS based primarily on aggregation
thinking is now completely outdated for the public sector?
The simple answer, as we show below, is no. But what the
G-Cloud revolution (and similar developments in Digital
Marketplaces) is showing is that traditional thinking about
best practice in procurement and sourcing needs to be significantly modified. Why and how is discussed in the next
section.

To understand why this should be so it is necessary to
explain where aggregation and volume leverage thinking
comes from, and why this thinking is flawed for many of the
public goods and/or services that must be sourced. Historically most thinking about appropriate sourcing strategies in
the procurement profession has been derived from the work
of two authors. Michael Porter (1980) outlined some of the
strategies that buyers can use to augment their power and
leverage over suppliers. In particular he argued that buyer
power could be improved significantly if buyers could use
the following levers:
• Purchase large volumes relative to supplier sales (supplier dependency)
• The product required is standardised and undifferentiated (commoditised)
• The supply market is highly contested
• There are few sunk (already incurred) or switching (will
be incurred if we move supplier) costs
• The buyer poses a credible threat of backward integration
• They buyer has full information about total demand and
supply characteristics
• The buyer has available credible substitute products/
services
• The barriers to market entr y are low in the supply market
This work was later adapted by Kraljic (1983) to create a
segmentation approach known as Purchasing Por tfolio
Analysis (PPA) to manage categories of supply/spend.

D. Power Positioning and Sourcing Por t folio
Analysis – Why Or thodox Aggregation & Leverage
Thinking Is Only Sometimes Correct
According to Vivek Kundra, the US Government’s CIO:
“G-Cloud is the model for Governments around the
world”
With many governments now copying this innovative on-line
approach, it is important to ask why G-Cloud can achieve
relatively frictionless, high ‘value for money’ sourcing, and
deliver much lower costs (i.e. Right Sizing), than the orthodox aggregation and volume leverage approaches with preferred suppliers developed by CCS? The explanation is not
that the CCS leverage approach is wrong, rather it is that the
aggregation and volume leverage approach is only sometimes (and not always) the right approach to take to obtain
improvements in ‘value for money’.
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As Figure 11 shows Kraljic’s model recommends four different sourcing strategies based on the position of the
buyer relative to the ‘Importance of the Supply Item’ being
purchased and the ‘Difficulty of the Supply Market’ being
sourced from. According to this model, depending on the
location of the category to be sourced, a buyer should follow the following simple rules of thumb:
•
•
•
•

Leverage: Regular Competitive Tendering
Bot tleneck: Ensure Supply Availability
Non-Critical: Functional Efficiency
Strategic: Collaborate with Suppliers
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It would appear that this thinking has had a significant impact on current thinking about best practice in public sector
procurement. It would appear that Porter’s levers have been
identified as the most appropriate for improving sourcing
of all public goods and/or services, when they may only
be appropriate for standardised production parts that can
be easily standardised and aggregated (unlike most public
goods and/or services). Furthermore, it appears that only
the Leverage approach in Kraljic’s model, using regular market testing with preferred suppliers, is seen as appropriate.

• Alliance – this is Interdependence, where both the
buyer and supplier have many power resources that
countervail those of the other party. Value will normally
be shared in such relationships because neither party
has the upper-hand.

Many public procurement professionals appear therefore to
have fallen into the trap of thinking that one approach is ‘fit
for purpose’ for all sourcing circumstances in the public sector. This error is revealed by the superiority of the DM and
G-Cloud approach in delivering improved ‘value for money’
to public sector customers and at significantly lower cost.
To fully understand why the DM and G-Cloud approach has
been successful it is, however, necessary to understand
when, and also why, on-line bidding using a marketplace is
a more appropriate sourcing strategy than aggregation and
volume leverage for many (if not all) public sector sourcing
categories.

• Dependency – this is Supplier Dominance, where the
supplier has all, or most, of the power resources to determine value for money outcomes and also to retain
the lion’s share of value from the buyer, who possesses
few countervailing power resources.

The starting point for understanding appropriateness in category sourcing strategies is Power Positioning and Sourcing Por tfolio Analysis (Cox, 2104; IIAPS White Paper 15/2).
In this model the main focus of analysis is the dyadic exchange relationships between buyers and suppliers, and
the concepts of static and dynamic leverage. There are over
150 variables that must be analysed to fully understand the
current balance of power between a buyer and potential
suppliers (Cox and Ireland, 2015 forthcoming), but some of
the major attributes are identified in Figure 12.

The Power Matrix identifies four Power Scenarios in which
buyers and suppliers can operate:
• Leverage – this is Buyer Dominance, where the buyer
has all, or most, of the power resources to leverage
improved value for money from the supplier, who possesses few countervailing power resources.
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• Market – this is Independence, where the buyer and
supplier have few power resources with which to leverage the other. The relative competence of both parties
in bidding and negotiation will normally determine the
share of value.

This approach provides a comprehensive way of thinking
about the dyadic exchange relationships that actually occur
within supply markets. This is because it insists on the analysis of the power and leverage position between the buyer
and all of the potential suppliers within a supply market. The
methodology recognises, therefore, that a supplier may be
operating in the same supply market as other suppliers, but
have a very different power and leverage position with the
same buyer.
Figure 13 demonstrates this point. In the example provided
a power analysis has been undertaken for four suppliers.
In this case this is the ‘actual’ supply market that is available to the buyer. The analysis shows that the four potential
suppliers do not operate in the same power positions. In
fact some suppliers (A and D) are much more powerful than
others (B and C) in this market.

This is one of the most significant insights that the Power
Matrix provides. It allows buyers to understand which suppliers are more or less amenable to ‘value for money’ leverage, and why this is so. This is important because, as we
shall see, sourcing strategy options and ‘value for money’
outcomes can vary widely if suppliers are operating in very
different power positions.
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In Sourcing Por tfolio Analysis (excluding Insourcing and
Joint Ventures) there are ten potential sourcing strategy options for buyers to select from:

ence) power position have fewer potential feasible sourcing
options (when insourcing and joint ventures are excluded)
than those operating in the other three quadrants.

1. Supply Chain Management – full lean/agile/agilean
supply chain collaboration with the first-tier supplier
and in the supply chain.
2. Supplier Development + Par tial Supply Chain
Management – full lean/agile/agilean supplier collaboration at the first-tier + information-based collaboration only within the supply chain.
3. Supplier Development + Supply Chain Sourcing
– full lean/agile/agilean supplier collaboration at the
first-tier + arm’s-length sourcing from within the supply chain.
4. Supplier Development – full lean/agile/agilean supplier collaboration at the first-tier only.
5. Par tial Supply Chain Management – informationbased supply chain collaboration with the first-tier
supplier and in the supply chain.
6. Par tial Supplier Development + Supply Chain
Sourcing – information-based supplier collaboration at the first-tier only + arm’s-length sourcing from
within the supply chain.
7. Par tial Supplier Development – information-based
supplier collaboration at the first-tier only.
8. Supplier Selection + Supply Chain Sourcing –
competitive arm’s-length sourcing at the first-tier +
arm’s-length sourcing from within the supply chain.
9. Supplier Selection – competitive arm’s-length
sourcing at the first-tier only.
10. Internal Value & Process Optimisation – value
and lean process improvements internally.

When making sourcing strategy selection decisions, therefore, the first task for buyers is to understand their current power positions with their potential suppliers. Having
achieved this, it is then possible to identify (within each of
the four quadrants of the Power Matrix) which of the strategic sourcing options identified earlier are potentially viable
options with the supplier, or suppliers, in the most currently
leveraged power position.

This list indicates that selecting appropriate strategic sourcing options is not as simple as selecting from the four simplistic choices proffered by the Kraljic methodology. Despite
this, in Sourcing Por tfolio Analysis not all sourcing options
are potentially feasible in all power positions. As Figure 14
demonstrates, those operating in the Market (Independ-

Unfortunately, even this much more comprehensive analysis of power positioning and options has limitations. This is
because electing to work with suppliers who are currently
in the most favourable leverage position is only a static approach to sourcing. The beauty of power positioning, however, is that it is also provides scope for a dynamic approach
to sourcing. This is because it is based on the assumption
that there are preferable power positions that a buyer or
supplier would ‘ideally’ wish to move to, and operate within,
in the future.

As Figure 15 shows the ideal position for a buyer is to operate in the Leverage (Buyer Dominance) position. Conversely, the ideal position for the supplier is to operate in
the Dependency (Supplier Dominance) position. Given
this, it should be obvious that buyer and supplier exchange
relationships are inherently conflictual. This is because, if
buyers and suppliers are competent, they should always be
seeking ways to operate within their ideal or optimal, rather
than sub-optimal, power positions.
If this is the case, then a competent buyer (or competent
supplier for that matter) should not just understand their
current (static) power circumstance, and identify what they
should do given this. Their first task should be to understand
the scope for dynamic movement. That is understand, assuming they are not already in their ideal leverage position,
what in the future are the most appropriate strategies and
tactics to move from their current less advantageous to a
more advantageous leverage position.
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no such opportunities for movement exist, only then should
a buyer select the currently most appropriate static sourcing
option(s) that is currently available in the most favourable
power position they can manage from in order to achieve
improvements in value for money (not just cost savings).

As outlined in Figure 16 the potential routes by which buyers
can improve their power positions with suppliers to achieve
more favourable locations from the buyer’s perspective are:
•
•
•
•
•
•

Route 1: Dependency to Leverage
Route 2: Dependency to Alliance
Route 3: Dependency to Market
Route 4: Alliance to Leverage
Route 5: Market to Alliance
Route 6: Market to Leverage

This means that before considering ‘static leverage’ options
a buyer must analyse the scope to move dynamically from
their current into more favourable power positions in the
future. When considering dynamic leverage routes the key
is normally to identify sourcing strategies that augment the
power resources of the buyer, while diminishing the countervailing power resources of the supplier. The one exception is Route 5. In this case the power resources of the buyer
and the supplier are both increased in the search for reciprocal ‘value for money’ improvements.
Nine potential dynamic leverage strategies are normally
considered when seeking to use these six dynamic leverage
routes, although these are not all available for buyers in all
routes (Cox, 2014):
•
•
•
•
•
•
•
•
•

Rationalise Supplier Power Positions
Optimise Design and Specification Leverage
Optimise Demand Management Leverage
Increase Competition and New Entr y
Minimise Risks of Post-Contractual Lock-In
Reduce Information Asymmetr y
Increase Supplier Hold-Up and Dependency
Joint Ventures
Insourcing

It should now be clear that when selecting strategic sourcing options The First Principle of Leverage applies.
Namely, a buyer should seek all opportunities to use dynamic leverage to change the current power scenario to a
more advantageous one. Once this has been achieved, or if
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Using Technology to Reduce Information Asymmetry
and Change the Balance of Power – Explaining the
Causes of DM and G-Cloud Sourcing Improvement
Given this, it is now possible to explain why the DM and GCloud approach provides a much more effective strategy
for delivering improvements in ‘value for money’ for some
‘categories of supply’ than the traditional aggregation and
volume leverage approach. The first thing to recognise
is that the aggregation and volume leverage strategy developed has a number of strengths but also considerable
countervailing weaknesses.
The first major strength is that, if standardisation can occur
across all buyer requirements for a particular category, then
it may be possible to aggregate spend and increase the
volumes that are available to offer suppliers. Unfortunately,
set against this potential volume lever is the time and effort that must be expended in agreeing to standardisation
(and policing compliance once a standard specification of
requirement has been established).
It is clear, however, that the transaction costs that must
be incurred in creating standardisation and aggregation
across public bodies (and especially for services that are
not standard generic parts) are immense. These also often
add considerable costs to the process. Unfortunately, even
if standardisation and aggregation can be achieved the volume required often has a deleterious impact on the types of
suppliers capable of making bid lists.
Given the scale of volume required it is often the case that
these approaches ensure that only a few, larger suppliers
are capable of making bid lists. The consequence of this
is that, while there may be many better ‘value for money’
smaller suppliers (who may provide superior functionality and/or lower costs) who could take the work, they are
precluded because they do not meet all of the volume and
scale requirements.
As a result of this, aggregation and volume leverage strategies often artificially reduce the supply market and create
information symmetry between buyers and suppliers. This
latter problem arises because buyers are faced only with
limited choice and do not have full awareness of the competencies or costs of alternative suppliers.
Figure 17 shows the dilemma with aggregation strategies.
While they may offer volume leverage they can significantly
reduce the number of suppliers available through long-term
framework agreements, and lock buyers into suppliers who
may fail to keep pace with new innovations in supply mar-
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kets. The overall effect of this may be to create myopia and
information asymmetry favouring the preferred suppliers (A
or D). This is because buyers are not aware of the ‘value for
money’ offerings from alternative or new entrant suppliers
(such as B and C). In effect aggregation strategies (and
especially in technologically innovatory supply markets)
may shift power from Leverage (Buyer Dominance) (B) or
Market (Independence) (C) scenarios to Alliance (Interdependence) (D) and/or Dependency (Supplier Dominance)
(A) scenarios.

It would appear that this is what can happen with some aggregation initiatives. Although they may initially have generated some headline costs savings they have often done
so by reducing the functionality desired by customers and
increased transaction costs within the sourcing process.
What the DM and G-Cloud initiative has demonstrated is
that a more effective approach is to link two sourcing strategies together to transform the power structure in favour of
the buyer. The two strategies are Internal Value and Process
Optimisation and Supplier Selection (but using on-line iterative, decremental bidding rather than regular market testing).
This conjunction has also been facilitated by using the following dynamic sourcing strategy levers:
•
•
•
•

Rationalise Supplier Power Positions
Increase Competition and New Entry
Minimise Risks of Post-Contractual Lock-In
Reduce Information Asymmetry

ket (Independence) (C) or Leverage (Buyer Dominance) (B)
power positions. Effectively the strategy has increased market contestation and allowed buyers to source from more
technically competent and/or lower cost suppliers.

There is little doubt that this approach has improved functionality for both the buyer and supplier, while also significantly reducing the costs of ownership. This is a clear example of Right Sizing, as opposed to the previous aggregation
and volume leverage strategy of Cheap Buying. Right Sizing
has occurred in this case because the buyers have adopted
a sourcing strategy that uses dynamic levers to move from
a less to a more congenial power position.

E. From Tactical Spend Management to Value
Flow Management – What Nex t to Improve Public
Sector Sourcing?
This analysis shows that relying solely on aggregation and
volume leverage is unlikely to be the most effective strategy for all public buying in the future, although it can be a
most effective strategy in certain power and leverage circumstances, as historic CCS frameworks have shown when
applied in appropriate areas. This is normally in Buyer Dominance (Leverage) power positions, when there are standardised requirements, and the award of high and regular
volumes to one, or only a few, suppliers, enables them to
use economies of scale/scope to produce lower unit costs,
that can be passed on to the buyer.

The result has been an increase in the number of suppliers, while simultaneously reducing the transaction costs of
organising market bidding and reducing potential lock-in
with framework suppliers. The significant reduction in information asymmetry has been generated by allowing a wider
range of potential suppliers to bid in a transparent manner.

As the case examples above demonstrate, for goods and/
or services where there are no or few cost benefits from
more effective physical capacity utilisation aggregation and
volume leverage is not always the most appropriate sourcing strategy. As a result, the primary issue that has to be
addressed by public sector buyers (as it is for private sector
buyers) is what is the most appropriate sourcing strategy to
pursue given a particular power circumstance?

As Figure 18 demonstrates, the consequence of this approach has been to significantly augment the power of the
buyer by moving the relationship from Dependency (Supplier Dominance) or Alliance (Interdependence) (C) into Mar-

Obviously, while we expect to see how widely iterative, online decremental bidding can be used within the whole of
the UK public sector using the DM and G-Cloud approach,
it is already clear that this is not likely to be the most appro-
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priate sourcing approach for all public sector sourcing.
Where there are power scenarios of Dependency and Alliance, with few dynamic levers to move power positions
into more congenial leverage positions (such as Market or
Leverage) it is inevitable that on-line bidding strategies are
unlikely to be viable and more collaborative ways of working
will be required (see the discussion on the appropriateness
of collaborative approaches in Cox (2014) and IIAPS White
Paper 15/2).
Given this it is to be hoped that public sector buyers will
begin to adopt the Power Positioning and Sourcing Por tfolio
Analysis techniques that provide a more sophisticated understanding of the range of sourcing options available for
buyers under different power scenarios. On top of this it will
be essential for the public sector to address in the future the
major problem with current procurement practice, and one
that is also evident in the private sector. This is the continuing attachment to Tactical Spend Management rather than
Strategic Value Flow Management thinking.
Within the Procurement and Supply Management profession there are two broad schools of thinking about what is
meant by categor y management and strategic sourcing as
a process and methodology; who should be involved in the
process; and, how does an individual or organisation develop and then demonstrate competence.
1. Tactical Spend Management
In this school the following approach is taken to competence development:
i. What is meant by categor y management and strategic
sourcing as a process and methodology?
In this approach category management and strategic
sourcing is normally seen as a ‘project’ rather than a
continuous process. The process normally involves
segmenting categories by the size of spend (i.e. Spend
Cube analysis) and then the creation of ‘category project teams’ to deliver cost savings. The process is very
much about Procurement (pre-contractual phases)
rather than pre- and post-contractual phases. This is
because the goal is cost-down savings only in categories of spend. The methodologies used tend to be the
traditional Kraljic, and Porter ways of thinking.
ii. Who should be involved in the process?
Since this is really a project rather than a process, only
lip service is normally given to the need for cross-functionality. In practice these are Procurement-led projects
that are trying to win cross-functional support for Procurement Function KPIs based on cost-down savings
targets. In practice this means the Function is trying to
drive cost savings in the organisation using traditional
cost leverage strategies. Stakeholder engagement
is about winning support for Procurement cost-down
KPIs.
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iii. How does an individual or organisation develop and
then demonstrate competence?
Most competence development involves a mixture of
on-the-job training around a category management
and strategic sourcing process or project methodology,
and/or professional certification with one of the major
awarding Institutes in Europe or the USA and Canada.
Increasingly there are managers who have had prior
training on University degree courses at undergraduate and/or postgraduate levels, although most, if not
all, of the training is given to Procurement managers
within the Function and without any cross-functional
participation.
At best, the attainment of competence is demonstrated
by the passing of examined courses at Universities
or by Institutes providing examined certification, but
mostly by achieving cost savings on specific categor y
of spend projects. At worst, there is no test of attainment for managers other than attendance at a training
course (maybe for 1-3 days) without any post-course
assessment of competencies attained.
2. Strategic Value Flow Management
In this school the following approach is taken to competence development:
i. What is meant by categor y management and strategic
sourcing as a process and methodology?
In this approach category management and strategic
sourcing is a continuous 8-Step end-to-end process
covering all of the pre- and post-contractual phases,
and never a ‘project’. The process is always managed
cross-functionally within the business and, depending
on the criticalit y of the categor y of supply being managed to the strategy of the organisation, Procurement
may, or may not, have the leading role. The KPIs for
all categories of supply are value for money outcomes
rather than cost-down targets. The methodologies
used focus on Criticalit y Analysis, Power Positioning
and Value Flow Management ways of thinking.
ii. Who should be involved in the process?
Since this is a continuous process driving value for
money KPIs in all categories of supply, rather than a
cost-down project, the pre- and post-contractual phases must be managed cross-functionally. In practice,
since categories of supply are more or less critical for
an organisation, there will always need to be different
‘levels of analysis’ for managing particular types of
categories. In some categories Procurement may take
the lead, in others they may jointly lead, but in more
strategic categories they may play only a very junior,
supportive, role. In all categories of supply engagement of stakeholders is always cross-functional, and all
managers involved post-contractually must also be involved in the pre-contractual phases of sourcing strategy development.
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iii. How does an individual or organisation develop and
then demonstrate competence?
Partial competence development can occur through a
mixture of traditional on-the-job Procurement training,
and/or professional certification with one of the major
awarding Institutes in Europe or the USA and Canada
(as above). As there are also managers who have had
prior training on University degree courses at undergraduate and/or postgraduate levels, any training they
may have had in lean/agile ways of working will provide
valuable pre-training in this respect.
Despite this, given the historic attachment of most Procurement managers to traditional ways of thinking associated with cost-down targets and Kraljic and Porter
ways of thinking, a considerable amount of re-training is
normally necessary in the principles of value for money,
Criticalit y Analysis, Power Positioning and Value Flow
Management. It goes without saying that all of this training must be undertaken cross-functionally because
this is not a cost-down savings exercise. Such training
programmes cannot be undertaken in 1-3 days, and
certainly not if they are explaining how to implement a
new end-to-end process, and all of the new tools that
will be used to manage it.
The attainment of competence is demonstrated in this
approach, not by the award of a University degree
or traditional Institute examined certification, but by
d
‘ oing’. IIAPS believes that individuals must demonstrate competence by showing that they can actually
operationalise all (over 100 were identified above) of
the activities and tasks in a world-class category management and strategic sourcing process, as well as
achieve demonstrable value for money outcomes for a
particular categor y of supply in the ‘real world’.
This means that competence development must involve course-based training in the advanced principles
outlined above, but it must primarily be based on the
ability of managers to operationalise what they have
learnt in practice. We call this a ‘no hiding place’ approach to competence development. Attendance at a
course does not ‘cut the mustard’; only delivery of a
world-class category strategy, with validated value for
money benefits being delivered, will do.
It will come as no surprise that IIAPS believes that most
of the organisations seeking assistance with competence
development in Procurement and Supply Management are
currently locked into Tactical Spend Management approaches. In our view this can only result in sub-optimal ways of
thinking, with sub-optimal ways of developing competence.
IIAPS established its PSCM Index (organisational/process)
and ICA Index (individual competence) benchmarking tools
in 2010 (see our Corporate Ser vices Brochure and our Beyond Kraljic, World-Class or Best-in-Class and Improving
Procurement Competence White Papers) to address this
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problem. The idea then was that, if CPOs and Commercial
Directors understood where their organisation and staff are
in relation to world-class best practice, this would provide
them with the ability to begin their transformation journey.
The transformation journey requires the rejection of a focus
on ‘categories of spend’ in favour of a focus on ‘categories of
supply’. This thinking also requires the creation of a crossfunctional category management and strategic sourcing
process that focuses on ‘strategic, value for money tradeoffs’, not just ‘tactical, cost savings’ as the basis of engagement with the organisation (see IIAPS White Paper 15/1).
Unfortunately current thinking within public sector sourcing
still appears to be primarily focused, as it is in the private
sector, on Tactical Spend Management rather than Strategic
Value Flow Management thinking. If this is so then it would
appear that current public procurement practice needs considerable Right Sizing. In our view this can only be achieved
effectively if Power Positioning and Sourcing Por tfolio Analysis techniques are adopted.

Stephen Allot t is sometime Crown Representative for
Small & Medium Size Enterprises, Cabinet Office and currently G-Cloud Digital Marketplace Business Development
in the Cabinet Office
stephen@allott.plus.com
Andrew Cox is Vice President at International Institute for
Advanced Purchasing & Supply (IIAPS)
acox@iiaps.org
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