ORGANISATIONAL BEHAVIOUR

Changing course
Corporate purchasing initiatives are often stymied by local managers. Winning them round requires a shrewd understanding of power politics 
by Arjan van Weele and Frank Rozemeijer

What brings a group of functional departments, business units and purchasing groups to meaningful co-operation and exchange of information and knowledge? Basically, there are two answers to this question: first, because a central power forces them to co-operate with each other (mandatory basis); or second, because they want to co-operate to serve their self-interest (voluntary basis). 

Other factors explaining successful co-operation include: because they trust each other; because they have common and/or congruent interests; because they are complementary to each other in reaching a “stretched goal” that each business unit cannot reach by itself; and because if the co-operation is successful it leads to personal success in terms of career opportunities or financial rewards.
As we see it, capitalising on potential synergies in the area of procurement across business units and/or functional departments has two sides: a “hard” side and a behavioural, “soft” side. The former includes making plans together, designing a structure that encourages communication and the solving of conflicting interests, a good information and communication system, working in cross-divisional, cross-functional teams, and so on. These are all components that can be pre-arranged. 
The behavioural side comprises what is usually termed the corporate culture or management style. A set of shared values and dominant beliefs provides an important key to the implementation of synergetic co-operation because it is a powerful force for providing focus, motivation and norms (eg. informal rules). In this article we will show how understanding this “soft” side of purchasing organisations can deliver hard insights.

Rationality and logic are not enough
A continually changing environment puts corporate purchasing structures - and with them the relationships between the executives - under pressure. This makes the realisation of purchasing synergy more difficult. To achieve results, you need a good eye for the tensions that can occur between executives, employees and departments, and the political and power struggles that are almost always involved. These often go unsaid, but are felt strongly by the actors involved. In our opinion this makes it impossible to blindly implement rational organisational and process models. Apart from changes in corporate strategies and structures, they are fluid because of changes in internal power regimes and positions within the internal (informal) company hierarchy.

To gain some insight into the political and power processes that can occur in relation to the issue of centralised or decentralised purchasing, we carried out an experiment during a management conference. After sketching out the structure of a fictional company (see box 1), the participants, all senior purchasing executives, were asked how they could use their role to either support or frustrate corporate plans to create purchasing synergy. We divided them into two role-playing groups: co-operative purchasing executives, and malicious  business unit executives.
Box 1: Creating corporate purchasing synergy – a case study experiment
Participants at a Dutch management conference were presented with the following case study scenario:

“Dairy Firm Ltd is a company with different, reasonably autonomous subsidiaries situated in several countries, including the Netherlands, Germany, France, Great Britain and Spain. The company wants to expand, but external funding is very expensive. Until now the different business units not collaborated much in the area of purchasing, but the board of directors feels that purchasing should be given priority. 

The board decides to establish so-called “lead buyer” teams that will have to make corporate contracts for common, strategic raw materials, packaging materials and components. The agreements that will result from this exercise are to be used in the future by all business units. Each team is given clear targets, not only for the purchasing savings they need to realise, but also with regards the reduction of overheads and limitation of working capital. The money saved in this way can then be used to expand the company.”
Participants were split into two groups with very different objectives:

· Business unit executives. These executives have their own thoughts on the corporate management’s proposals for purchasing co-ordination. They themselves will not see many of the advantages and are not inclined to follow management’s requests for co-operation. However, they can't say that openly, of course. The business unit executive tries to avoid losing his autonomy to select and negotiate with his own vendors. What behaviour or which actions will help this executive to keep the situation as it is?

· Purchasing executives. The purchasing executives in the business units have generally been won over by the corporate management initiative, which they see as giving them long-awaited recognition from senior management. They see numerous possibilities for savings. As a business unit purchasing executive you want to put as much energy as possible into achieving collaboration. What behaviour or which actions can help to realise the desired purchasing synergy?

ROLE 1: THE MALICIOUS BUSINESS UNIT EXECUTIVE
When put into the role of the BU executive, participants seemed to be particularly creative in thinking up actions to ensure that the plans would not be implemented. For instance, they suggested making the purchasers accountable for any mistake they made, and bringing their expertise into doubt under the motto “they just are operational staff who do not understand corporate strategy”. 

Another idea was to literally bury the BU purchasing executives with operational work to prevent them from spending time on corporate projects. Many synergy projects involve preparing corporate contracts, and frustration is guaranteed if you make sure they are based upon outdated specifications. Just as the contract is about to be closed with the supplier, you as the BU executive turn up with a last-minute change of specification, forcing the work to begin again. This method of working is guaranteed to lead to frustration within the purchasing or lead buyer team in question, which of course the BU executive has ensured does not include the best people available!
To derail synergy processes, it is essential that the BU executive receives regular reports. Planned meetings to discuss the issues with the purchasing executives are then cancelled at the last moment, and it is several weeks before the BU executive can find any space in his diary. 
The malicious BU executive also makes sure he is conspicuous by his absence whenever important decisions need to be taken. He then declares that he doesn't feel bound by the central contract because he didn't have any say in its formation, due to a lack of time or something more important cropping up at the last moment. Another method that appears to be effective in practice is boycotting purchasing co-ordination initiatives by letting important information leak to existing suppliers beforehand. An even better idea is, as a BU executive, to quickly close a long-term contract with your own favoured supplier. In all cases, the differences between the executive’s business unit and others are magnified by emphasising its very specific requirements. 

Table 1 gives an idea of the many examples of subversive behaviour that the purchasing managers involved in the experiment were able to name in their role as malicious business unit executives. All would lead to the gradual undermining of well-intended corporate initiatives. After a while this would lead to doubt in the minds of senior management about the effectiveness of any corporate purchasing initiative. It is probably better to leave the purchasing entirely to business units, they will think.

Table 1: How business unit executives frustrate corporate purchasing initiatives
· Quickly arrange a long-term contract with an existing supplier
· Hold a “trial” with an alternative product from the new supplier, then purposely let the trial fail
· Point to P&L accountability and state that the choice of supplier requires their approval
· Continually ask for written justification of proposed supplier choices
· Question the method of working and/or the expertise of the purchaser
· Sudden, unannounced absence at crucial moments in the process
· Overcomplicating issues and making endless analyses
· Purposely leaking all information to the existing supplier
· Let the purchaser slave away on outdated specifications, then changing the specifications continually
· Point to the difference in standards between BUs (“we can never align the specs”)
Essence of the BU executive's “resistance behaviour”:
· Take all measures to avoid decision-making, or at least to postpone it; draw out discussions endlessly, insisting on consensus
· Work with impunity, so that no one can be held responsible
· Purposefully not wanting to take responsibility
In essence, the behaviour of a malicious BU executive can be summed up as the following. They do everything possible to prevent decision-making or, at least, to postpone it. The idea is to ensure that the proposed initiatives make no headway. The involved BU executives can do this with impunity and can make sure that it is difficult to confront them about their behaviour and attitude towards the corporate initiatives. They continually show goodwill, mainly verbally, although their actual behaviour shows anything but. 

Their attitude is essentially that they do not want to take any responsibility for, or give any active support to, the purchasing co-ordination initiatives that have been agreed upon. It is clear that in this sort of situation it will be impossible for a CPO or any lead buyer team to carry out even well-prepared corporate purchasing initiatives and plans.

ROLE 2: THE CO-OPERATIVE PURCHASING EXECUTIVE

The main problem that purchasing executives are confronted with when carrying out corporate purchasing initiatives is the fact that, while they are often given a great deal of responsibility by the board for achieving savings, they only have very limited powers to actually get co-operation from other parts of the organisation. This is why purchasing executives often end up frustrated and feeling that they are “beating a dead horse”. 
It is very important that they realise what a difficult position they are in. The solution revolves around the recognition that realising targets related to corporate purchasing initiatives is primarily a line management responsibility. This means that the purchasing executive has a leading and supporting role. Projects aimed at realising purchasing savings should be presented to line management beforehand in the form of a persuasive business case. The CPO should ensure that all the measures from line management are co-ordinated and regularly harmonised. Under these terms, the CEO and CFO can manage the whole process. The CEO and CPO should together also ensure that the team has sufficiently qualified members and that they operate according to previously established and agreed upon sourcing procedures and templates. 

To summarise, the purchaser must ensure that the energy remains with line managers and let them take responsibility for corporate purchasing initiatives. It is also crucial that the purchaser recognises his supporters and opponents at an early stage.

What was remarkable in the experiment we conducted was that the participants (all experienced purchasing directors and executives, remember) had no problem putting themselves in the shoes of malicious business unit executives. It was perfectly clear to us that the behaviour they described is common in the companies involved. We think it is essential that top executives and purchasing representatives develop a good eye for this and are aware of it. Otherwise, their well-meant plans and actions will never achieve the desired objectives.

Table 2: How purchasing executives can overcome blocking tactics
· Look for momentum within the organisation; find a corporate theme or initiative to latch on to 

· Secure senior management support

· Actively involve and plan business units in decision-making; make the BU executive owner of the process
· Report monthly indicating the state of progress
· Achieve credit with BU executives through short-term successes

· Communicate lots of issues to the CEO/CFO, and make BU finance directors your allies
· Bring in good examples from outside
· Communicate effectively with BU executives, line managers and purchasers
· Keep to your targets and maintain the momentum
· Let the BU executive be accountable to be CEO for his contribution to corporate synergy
The essence of effective behaviour of a purchasing executive:

· Make sure that the energy lies with line managers; let them take the responsibility for purchasing
· Recognise supporters quickly and get them on your side
· Push on where others give up
Political sensitivities
Effective change management in corporate purchasing organisations does not only require logic and rationality. Our experiment shows that implementing organisational change in a corporate purchasing environment is a politically sensitive matter in which many different behavioural concerns and emotions come into play. The reason for this is that developing corporate purchasing co-ordination efforts tend to interfere with existing governance rules within the organisation. New roles come into play and existing ones change. 
To state it differently: starting up purchasing co-ordination efforts implies in many cases significant changes in the way tasks, responsibilities and authorities are divided within the organisation. Implementing such efforts, therefore, requires a careful change management approach that takes in not only logic but also emotions among the major stakeholders. In his or her role as an intelligent change leader, the CPO should be aware that “multiple realities” exist among these key players. Issues that involve change are perceived and interpreted differently by each employee and executive. Before starting such a process, but also during it, the CPO should regularly validate and check the expectations of the most important stakeholders against his or her own expectations. 
One of the major difficulties any CPO has is that they seldom have the full authority to drive the necessary changes through. So the seasoned CPO keeps in mind the following principles:

· Make sure corporate purchasing co-ordination efforts are related to and embedded in the organisation’s overall strategy. Be careful that these co-ordination initiatives are not perceived by executives as a standalone programme.
· Given the fact that in most cases the formal authority (“license to act”) of most CPOs is limited, ensure that line executives are made responsible for executing the co-ordination initiatives.
· In order to get the buy-in of senior executives, make it clear from the outset what the programme is going to bring them and the organisation in terms of strategic advantage and/or clear-cut savings.
· In order to be able to do the preparatory work thoroughly and to secure buy-in from the board, make the CFO you ally from the start. Ensure that monthly reports are prepared by finance, who need to verify all purchasing savings delivered before reporting these to the board.
· Make sure that superior, multi-disciplinary talent is available for staffing the cross-functional teams that, in most cases, will be responsible for implementing the initiatives. Do not compromise on this in any circumstances. 

A context for collaboration
Given the specific context, different options are open to the CPO to foster purchasing co-ordination at the corporate level. It seems very difficult to create purchasing synergy at corporate level in situations where there are absolutely no other forms of collaboration taking place. If a company is managed in a relatively decentralised way, from a rational point of view it might be a good idea to develop synergy in purchasing, but such an initiative is probably doomed to fail. 
Our research has shown that the optimal way to co-ordinate purchasing at the corporate level is determined by two types of variables: purchasing maturity and corporate “coherence” (see box 2). Many executives and consultants fail to see this distinction. We have seen many situations in which corporate purchasing structures were recommended based on purely rational motives. Corporate purchasing structures seem to be very sensitive to the leadership that is provided by senior management at the centre. If these executives cannot succeed in fostering synergies in other business areas at a corporate level, then they will certainly not succeed in the field of purchasing.

Box 2: The importance of corporate ‘coherence’ for purchasing
Research has shown that corporate purchasing co-ordination initiatives need to fit with the level of “coherence” in the company and with the level of maturity within the purchasing function in the business units or subsidiaries involved. “Coherence” indicates the extent to which the company is led as a single entity. 
Big differences between subsidiaries in the area of management style, vision, strategy and culture indicate a low level of cohesion. The extent of purchasing professionalism is reflected in the status, role and organisational position of purchasing within the company, as well as the degree of automation of purchasing processes, the skills of purchasing staff and the degree of co-operation with suppliers. 
A low level of coherence within the company combined with minimal purchasing maturity make co-ordination a fruitless task. In these situations, decentralised purchasing will usually be the rule. If both parameters are at a moderate level, purchasing co-ordination will often take the form of hybrid structures. Centrally deployed commodity teams are often combined with voluntary co-ordination initiatives. 
If both parameters are at a high level, then a centre-led co-ordination structure is most appropriate. These initiatives are then realised by commodity teams, where the specialists from various business units work together under close supervision and with a mandate from top management. 

Organising for corporate purchasing synergy is not about copying best practices found elsewhere. Best practices and models can inspire and give direction. But the CPO will mainly have to ensure that the selected models and working methods fit within the specific company context and management culture, and particularly within the corporate governance rules that apply. History, context, competences, ambitions and leadership will determine the most optimal solution.
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