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Professional Certificate in Purchasing, Supplier Management And Negotiation

Strategic Sourcing

Advanced Negotiation Techniques – Concept: sophisticated methods used to influence outcomes in
complex purchasing discussions. Related terms: BATNA, concession strategy, win‑win. Explanation: Involves
preparation of multiple scenarios, use of calibrated questions, and psychological anchoring to steer
counterpart behavior. Example: A buyer prepares three pricing tiers and uses “mirroring” to reveal supplier
limits. Practical application: Deploy in high‑value contracts where stakes are high. Challenges: Requires deep
emotional intelligence and risk of over‑complicating talks.

Benchmarking – Concept: systematic comparison of an organization’s performance against best‑in‑class
standards. Related terms: KPI, best practice, performance gap. Explanation: By collecting data on cost,
quality, and delivery from leading competitors, buyers identify improvement opportunities. Example: A
procurement team compares its supplier lead‑time to industry averages to set reduction targets. Practical
application: Guides strategic sourcing decisions and supplier selection. Challenges: Access to reliable data
and ensuring comparable metrics.

Category Management – Concept: holistic oversight of a group of related spend items as a single strategic
unit. Related terms: spend analysis, sourcing strategy, supplier segmentation. Explanation: Teams develop
market intelligence, define sourcing roadmaps, and manage supplier relationships for the entire category.
Example: Managing all “office supplies” under one category manager who negotiates a global contract.
Practical application: Drives economies of scale and consistent compliance. Challenges: Requires
cross‑functional alignment and accurate spend classification.

Cost‑Benefit Analysis (CBA) – Concept: quantitative evaluation of the total expected costs versus benefits of
a sourcing decision. Related terms: ROI, TCO, financial modeling. Explanation: Calculates net present value
of options, helping prioritize projects that deliver the greatest value. Example: Comparing the acquisition
cost of a new ERP system against projected efficiency gains. Practical application: Supports business case
development for strategic sourcing initiatives. Challenges: Estimating intangible benefits and future cost
fluctuations.

Cross‑Functional Team – Concept: group of stakeholders from different departments collaborating on
sourcing projects. Related terms: matrix organization, stakeholder engagement, governance. Explanation:
Brings diverse expertise (finance, legal, operations) to ensure decisions meet all business needs. Example: A
team comprising procurement, engineering, and compliance members evaluates a new raw‑material
supplier. Practical application: Enhances risk identification and solution robustness. Challenges:
Coordination complexity and potential conflicting priorities.
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Deal‑Board – Concept: governance structure that reviews and approves major sourcing contracts. Related
terms: approval workflow, sourcing governance, compliance. Explanation: Provides a formal checkpoint
where senior leaders assess strategic fit, financial impact, and risk. Example: The CFO and COO sign off on a
multi‑year logistics outsourcing agreement. Practical application: Ensures alignment with corporate strategy
and mitigates unauthorized spend. Challenges: Can slow decision speed if overly bureaucratic.

Demand Management – Concept: proactive control of the quantity and timing of goods or services
required. Related terms: consumption forecasting, inventory optimization, spend control. Explanation: By
analyzing usage patterns, organizations can reduce waste and negotiate better terms. Example:
Implementing a “just‑in‑time” policy for non‑critical consumables reduces inventory holding costs. Practical
application: Strengthens bargaining power in strategic sourcing. Challenges: Requires accurate data and
cultural change toward consumption awareness.

Earned Value Management (EVM) – Concept: performance measurement technique integrating scope,
schedule, and cost. Related terms: baseline, variance analysis, project control. Explanation: Tracks actual
spend versus planned value to assess contract health. Example: A construction sourcing project uses EVM to
monitor supplier performance against milestones. Practical application: Early detection of cost overruns in
long‑term contracts. Challenges: Complex data integration and need for disciplined reporting.

Electronic Data Interchange (EDI) – Concept: standardized electronic communication of business documents
between buyer and supplier. Related terms: API, integration, transaction automation. Explanation: Enables
real‑time order placement, invoice receipt, and shipment tracking, reducing manual errors. Example: A
retailer sends purchase orders to a supplier via EDI 850 transaction set. Practical application: Streamlines
operational procurement and supports strategic sourcing efficiency. Challenges: High implementation cost
and need for mutual system compatibility.

Enabling Technology – Concept: digital tools that support sourcing activities, such as e‑sourcing platforms,
AI analytics, and blockchain. Related terms: digital transformation, procurement tech stack, SaaS.
Explanation: Provides visibility, automates routine tasks, and uncovers spend insights. Example: Using an
AI‑driven spend classification tool to refine supplier segmentation. Practical application: Accelerates
strategic sourcing cycles and improves decision quality. Challenges: Data security concerns and
change‑management resistance.

Evaluation Criteria – Concept: set of measurable factors used to assess supplier proposals. Related terms:
weighting, scoring matrix, selection rubric. Explanation: Criteria may include price, quality, sustainability, and
risk. Example: Assigning 40% weight to cost, 30% to delivery reliability, and 30% to ESG performance.
Practical application: Objectively ranks suppliers during strategic sourcing. Challenges: Over‑emphasis on
price can overlook strategic fit.

Exhibit A (Contract Attachment) – Concept: supplementary document attached to a contract specifying
detailed terms. Related terms: annex, schedule, addendum. Explanation: Often contains technical
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specifications, service level agreements, or pricing tables. Example: Exhibit A outlines the exact material
grade requirements for a manufacturing contract. Practical application: Clarifies expectations in strategic
sourcing agreements. Challenges: Ensuring alignment between main contract and attachments; updates
must be tracked.

External Benchmark – Concept: performance reference point derived from competitors or industry
standards outside the organization. Related terms: market intelligence, peer comparison, best‑in‑class.
Explanation: Helps identify gaps and set realistic sourcing targets. Example: Comparing the organization’s
average supplier lead‑time to the top quartile of the industry. Practical application: Informs strategic
sourcing goal setting. Challenges: Data reliability and relevance across differing market conditions.

Financial Ratio Analysis – Concept: evaluation of a supplier’s financial health using metrics like
debt‑to‑equity, current ratio, and profitability. Related terms: credit assessment, solvency, risk rating.
Explanation: Determines the likelihood of supplier continuity and performance. Example: A supplier with a
current ratio of 2.5 is considered financially stable. Practical application: Integral to supplier risk assessment
in strategic sourcing. Challenges: Access to up‑to‑date financial statements and interpreting
industry‑specific norms.

Force Majeure Clause – Concept: contract provision that relieves parties from liability when extraordinary
events prevent performance. Related terms: contingency, risk allocation, contractual exemption. Explanation:
Covers natural disasters, wars, pandemics, etc., and defines notification procedures. Example: A supplier
invokes force majeure due to a flood that halts production. Practical application: Mitigates supply risk in
long‑term strategic sourcing contracts. Challenges: Ambiguity in defining qualifying events can lead to
disputes.

Functional Specification – Concept: detailed description of the functional requirements a product or service
must meet. Related terms: technical spec, requirement document, scope. Explanation: Guides supplier
design and ensures alignment with business needs. Example: A functional spec for a software module lists
required user authentication features. Practical application: Forms the basis of evaluation criteria in strategic
sourcing. Challenges: Over‑specifying can limit supplier innovation; under‑specifying can cause gaps.

Gain‑Sharing Agreement – Concept: contractual arrangement where cost savings or efficiency gains are split
between buyer and supplier. Related terms: incentive contract, performance bonus, collaborative sourcing.
Explanation: Aligns incentives to drive joint continuous improvement. Example: Supplier achieves a 10%
reduction in material waste; savings are divided 50/50. Practical application: Encourages supplier
participation in strategic sourcing initiatives. Challenges: Measuring savings accurately and agreeing on
baseline.

Global Sourcing – Concept: procurement of goods or services from suppliers located in different countries
to leverage cost, capability, or innovation. Related terms: offshoring, nearshoring, international trade.
Explanation: Expands the supplier base and can reduce total cost of ownership. Example: Sourcing electronic
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components from Southeast Asia while retaining design in‑house. Practical application: Integral to strategic
sourcing strategies seeking competitive advantage. Challenges: Currency risk, geopolitical instability, and
complex logistics.

Governance Framework – Concept: structured set of policies, roles, and processes that guide sourcing
activities. Related terms: compliance, oversight, SOP. Explanation: Ensures decisions are transparent,
auditable, and aligned with corporate objectives. Example: A procurement charter defines authority levels
for contract approvals. Practical application: Provides a foundation for disciplined strategic sourcing.
Challenges: Balancing control with agility; keeping policies current.

Green Procurement – Concept: sourcing approach that prioritizes environmentally sustainable products and
services. Related terms: ESG, circular economy, sustainable sourcing. Explanation: Incorporates lifecycle
impacts, carbon footprint, and recyclability into evaluation. Example: Selecting a packaging supplier that
uses biodegradable materials. Practical application: Supports corporate sustainability goals within strategic
sourcing. Challenges: Verifying supplier claims and potential cost premium.

Heuristic Evaluation – Concept: quick, rule‑of‑thumb assessment method used to screen suppliers before
detailed analysis. Related terms: fast‑track, preliminary screening, triage. Explanation: Uses simple criteria
such as minimum revenue, certifications, and geographic presence. Example: Excluding suppliers without
ISO 9001 certification from a strategic sourcing shortlist. Practical application: Saves time in large‑scale
sourcing events. Challenges: May overlook innovative smaller firms.

Incoterms – Concept: internationally recognized trade terms defining responsibilities of buyers and sellers
for delivery. Related terms: FOB, CIF, DAP, shipping obligations. Explanation: Clarifies who bears risk, cost,
and logistical duties at each stage. Example: A contract specifies Incoterm CIF Hong Kong, meaning the seller
covers cost, insurance, and freight to the destination port. Practical application: Reduces misunderstandings
in global strategic sourcing contracts. Challenges: Incorrect application can shift unexpected costs to the
buyer.

Indirect Spend – Concept: procurement of goods and services that support operations but are not directly
incorporated into the final product. Related terms: non‑core spend, MRO, facilities services. Explanation:
Includes office supplies, travel, and IT services, often fragmented across the organization. Example:
Consolidating all corporate travel bookings under a single strategic sourcing contract. Practical application:
Generates significant savings through volume aggregation. Challenges: Visibility across departments and
resistance to centralization.

Innovation Partnership – Concept: collaborative relationship with a supplier aimed at co‑creating new
products, processes, or technologies. Related terms: joint development, R&D collaboration, open
innovation. Explanation: Moves beyond transactional buying to shared risk‑reward models. Example: A car
manufacturer partners with a battery startup to develop next‑generation energy storage. Practical
application: Accelerates time‑to‑market within strategic sourcing programs. Challenges: Intellectual
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property protection and alignment of timelines.

Internal Stakeholder Analysis – Concept: systematic identification of individuals or groups within an
organization who influence sourcing decisions. Related terms: RACI matrix, influence map, stakeholder
register. Explanation: Determines needs, expectations, and potential resistance. Example: Mapping finance,
legal, and production heads to define approval authority for a new supplier. Practical application: Improves
communication and buy‑in for strategic sourcing initiatives. Challenges: Overlooking informal influencers
can jeopardize project success.

Key Performance Indicator (KPI) – Concept: quantifiable measure used to evaluate supplier or sourcing
performance. Related terms: metric, scorecard, dashboard. Explanation: May track on‑time delivery, defect
rates, cost variance, or sustainability compliance. Example: A KPI requiring 95% on‑time delivery for a
logistics provider. Practical application: Provides ongoing monitoring after strategic sourcing contract
award. Challenges: Selecting meaningful KPIs that reflect strategic objectives.

Lean Procurement – Concept: application of lean principles to eliminate waste in the sourcing process.
Related terms: value stream mapping, Kaizen, continuous improvement. Explanation: Streamlines activities
such as requisition approval, supplier onboarding, and contract management. Example: Reducing the
number of approval steps for low‑value purchases from five to two. Practical application: Shortens cycle
time in strategic sourcing cycles. Challenges: Changing entrenched processes and ensuring quality is not
compromised.

Life‑Cycle Costing (LCC) – Concept: total cost assessment of a product or service from acquisition through
disposal. Related terms: TCO, cost of ownership, amortization. Explanation: Considers acquisition price,
operation, maintenance, and end‑of‑life costs. Example: Choosing a higher‑priced but energy‑efficient
HVAC system because its LCC is lower over 10 years. Practical application: Informs strategic sourcing
decisions for capital assets. Challenges: Requires accurate long‑term data and assumptions.

Market Intelligence – Concept: collection and analysis of external information about suppliers, pricing
trends, and industry dynamics. Related terms: competitive analysis, supplier landscape, data mining.
Explanation: Supports risk assessment and negotiation strategies. Example: Monitoring commodity price
indices to anticipate raw‑material cost fluctuations. Practical application: Shapes sourcing strategies and
timing of contract renewals. Challenges: Data overload and ensuring timeliness.

Negotiation Leverage – Concept: sources of power that a buyer can use to influence supplier terms. Related
terms: BATNA, volume commitment, alternative sources. Explanation: Includes factors such as market
scarcity, buyer’s total spend, and supplier dependency. Example: A buyer leverages a large consolidated
spend to negotiate a discount. Practical application: Enhances outcomes in strategic sourcing negotiations.
Challenges: Misjudging leverage can damage relationships.

Non‑Disclosure Agreement (NDA) – Concept: legal contract protecting confidential information exchanged
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during sourcing. Related terms: confidentiality clause, proprietary data, trade secret. Explanation: Binds
parties to not disclose or misuse shared information. Example: Requiring suppliers to sign an NDA before
revealing product specifications. Practical application: Safeguards intellectual property in strategic sourcing
collaborations. Challenges: Enforcing compliance across multiple jurisdictions.

Opportunity Cost – Concept: value of the best alternative foregone when a particular sourcing decision is
made. Related terms: trade‑off, economic decision, marginal benefit. Explanation: Helps evaluate whether
resources could generate higher returns elsewhere. Example: Choosing to source a component internally
may forego the cost savings of an external supplier. Practical application: Informs strategic sourcing
trade‑off analysis. Challenges: Quantifying intangible benefits accurately.

Outsourcing – Concept: transfer of a business function to an external provider to achieve efficiency or focus
on core activities. Related terms: offshoring, vendor management, service contract. Explanation: Involves
defining scope, selecting a supplier, and managing performance. Example: Outsourcing payroll processing
to a specialist firm. Practical application: Central to many strategic sourcing strategies aiming to reduce
overhead. Challenges: Loss of control, cultural differences, and dependency risk.

Performance Bond – Concept: financial guarantee issued by a bank or insurer that the supplier will fulfill
contractual obligations. Related terms: surety, guarantee, security. Explanation: Provides protection against
non‑performance or default. Example: A supplier provides a 5% performance bond for a construction
contract. Practical application: Reduces risk in high‑value strategic sourcing agreements. Challenges:
Additional cost and administrative burden.

Preferred Supplier List (PSL) – Concept: curated roster of vetted suppliers approved for recurring purchases.
Related terms: approved vendor list, supplier qualification, contract pool. Explanation: Streamlines
procurement by reducing evaluation time for repeat purchases. Example: A PSL includes three certified
printer manufacturers for office equipment. Practical application: Supports efficient execution of strategic
sourcing contracts. Challenges: Keeping the list current and avoiding complacency.

Procurement Card (P‑Card) – Concept: payment card issued to employees for low‑value purchases,
bypassing traditional purchase orders. Related terms: expense management, spend control, electronic
payment. Explanation: Enables faster transaction processing and improves spend visibility. Example: Using a
P‑Card to buy office stationery under $500. Practical application: Reduces administrative overhead for
indirect spend within strategic sourcing frameworks. Challenges: Monitoring misuse and ensuring policy
compliance.

Procurement Cost Savings – Concept: reduction in total cost of acquisition achieved through strategic
sourcing activities. Related terms: cost avoidance, efficiency gain, financial impact. Explanation: Measured as
a percentage of baseline spend or as absolute dollar value. Example: Negotiating a 12% discount on a
multi‑year software license yields $250,000 savings. Practical application: Demonstrates ROI of strategic
sourcing initiatives. Challenges: Attribution of savings to specific actions and avoiding double‑counting.
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Procurement Governance – Concept: system of rules, policies, and oversight mechanisms that direct
sourcing behavior. Related terms: compliance, audit, policy framework. Explanation: Defines authority levels,
segregation of duties, and reporting requirements. Example: A governance charter mandates that any spend
over $1 million requires board approval. Practical application: Ensures strategic sourcing aligns with
corporate risk appetite. Challenges: Over‑regulation can hinder agility.

Procurement ROI – Concept: financial return generated by procurement activities relative to the investment
made. Related terms: cost savings, value creation, performance metric. Explanation: Calculated as (Savings –
 Costs) / Costs. Example: Achieving $1 million in savings with a $200 k procurement budget results in a 400%
ROI. Practical application: Justifies strategic sourcing budgets to senior leadership. Challenges: Capturing
indirect benefits and long‑term value.

Purchase Order (PO) – Concept: formal document issued by a buyer to a supplier specifying type, quantity,
and agreed price for goods or services. Related terms: order confirmation, contract, requisition. Explanation:
Serves as a legally binding agreement once accepted. Example: Issuing a PO for 10,000 units of
component X at $2.50 each. Practical application: Core transaction instrument in strategic sourcing
execution. Challenges: PO mismatches and duplicate orders.

RACI Matrix – Concept: responsibility assignment chart defining who is Responsible, Accountable,
Consulted, and Informed for each task. Related terms: role clarity, governance, process mapping.
Explanation: Clarifies ownership in complex sourcing projects. Example: The sourcing manager is
Responsible for supplier evaluation, while the CFO is Accountable for final approval. Practical application:
Reduces confusion in cross‑functional strategic sourcing teams. Challenges: Maintaining accuracy as team
composition changes.

Risk Mitigation Plan – Concept: structured approach to identify, assess, and reduce potential sourcing risks.
Related terms: contingency, risk register, mitigation strategy. Explanation: Includes actions such as
dual‑sourcing, insurance, and inventory buffers. Example: Establishing a secondary supplier for critical raw
material to protect against supply disruption. Practical application: Enhances resilience of strategic sourcing
contracts. Challenges: Balancing cost of mitigation against risk probability.

Reverse Auction – Concept: online bidding process where suppliers compete by lowering prices in response
to a buyer’s posted requirement. Related terms: e‑procurement, competitive bidding, dynamic pricing.
Explanation: Often used for commodity or low‑complexity purchases. Example: A reverse auction for office
furniture results in a 15% price reduction. Practical application: Generates cost savings in strategic sourcing
for high‑volume items. Challenges: May limit supplier innovation and can be perceived as adversarial.

RFQ (Request for Quotation) – Concept: formal solicitation inviting suppliers to submit price proposals for
defined goods or services. Related terms: tender, bid solicitation, quotation request. Explanation: Focuses on
price and basic terms, suitable when specifications are clear. Example: Issuing an RFQ for 5,000 units of
standard fasteners. Practical application: Early step in many strategic sourcing cycles. Challenges: Ensuring
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equal information distribution and avoiding low‑ball offers.

RFP (Request for Proposal) – Concept: comprehensive solicitation seeking detailed solutions, methodology,
and pricing from suppliers. Related terms: solution request, proposal solicitation, bid package. Explanation:
Used when requirements are complex or innovative. Example: An RFP for a cloud‑based ERP system
includes functional specs, integration plans, and cost breakdown. Practical application: Enables evaluation of
value‑added services in strategic sourcing. Challenges: Lengthy evaluation and potential for scope creep.

Supplier Collaboration – Concept: ongoing partnership where buyer and supplier jointly work on
improvement initiatives. Related terms: co‑development, joint value creation, partnership. Explanation:
Involves sharing forecasts, joint problem solving, and continuous feedback. Example: Sharing sales
projections with a component supplier to align production schedules. Practical application: Strengthens
performance and innovation in strategic sourcing relationships. Challenges: Trust building and aligning
incentives.

Supplier Diversity – Concept: procurement strategy that includes businesses owned by minorities, women,
veterans, or other under‑represented groups. Related terms: inclusive sourcing, supplier inclusion, social
procurement. Explanation: Expands the supplier base and supports corporate social responsibility goals.
Example: Setting a target that 15% of spend goes to diverse suppliers. Practical application: Integrated into
strategic sourcing policies to meet ESG objectives. Challenges: Ensuring qualification standards while
avoiding tokenism.

Supplier Evaluation – Concept: systematic assessment of a supplier’s capability, performance, and fit with
buyer requirements. Related terms: audit, scorecard, qualification. Explanation: Uses criteria such as quality,
cost, delivery, and sustainability. Example: Conducting a quarterly audit of a key logistics provider. Practical
application: Informs decisions to retain, develop, or replace suppliers in strategic sourcing. Challenges:
Subjectivity in scoring and resource intensity.

Supplier Segmentation – Concept: categorization of suppliers based on criteria like spend volume, criticality,
and risk. Related terms: tiering, classification, strategic vs. tactical. Explanation: Determines management
approach—strategic partners receive more collaboration, while transactional suppliers are managed leanly.
Example: Tier 1 includes core component manufacturers; Tier 3 includes office supplies vendors. Practical
application: Aligns resources in strategic sourcing to supplier importance. Challenges: Accurate data
classification and dynamic re‑segmentation.

Supply Chain Resilience – Concept: ability of the supply network to anticipate, prepare for, and respond to
disruptions. Related terms: risk mitigation, continuity planning, redundancy. Explanation: Incorporates
strategies like safety stock, dual sourcing, and digital monitoring. Example: Implementing real‑time sensor
data to detect supplier bottlenecks. Practical application: Integral to strategic sourcing decisions for critical
items. Challenges: Balancing resilience costs with efficiency.
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Supply Market Analysis – Concept: comprehensive study of the external market conditions affecting a
category of goods or services. Related terms: market intelligence, supplier landscape, trend analysis.
Explanation: Examines concentration, pricing dynamics, technology trends, and regulatory impacts. Example:
Analyzing the global lithium market before sourcing battery cells. Practical application: Shapes sourcing
strategy, negotiation stance, and risk assessment. Challenges: Rapid market changes and data availability.

Sustainability Scorecard – Concept: tool that rates suppliers on environmental, social, and governance (ESG)
criteria. Related terms: ESG metrics, green procurement, responsible sourcing. Explanation: Assigns
weighted scores to factors like carbon emissions, labor practices, and ethical conduct. Example: A supplier
achieving a 85/100 ESG score qualifies for inclusion in a strategic sourcing shortlist. Practical application:
Aligns sourcing decisions with corporate sustainability targets. Challenges: Standardizing measurement
across diverse industries.

Supplier Onboarding – Concept: process of integrating a new supplier into the buyer’s systems, policies,
and performance expectations. Related terms: qualification, registration, activation. Explanation: Includes
contract signing, data exchange setup, and training on compliance requirements. Example: Setting up
electronic invoicing and EDI for a newly approved logistics partner. Practical application: Ensures smooth
execution of strategic sourcing contracts from day one. Challenges: Lengthy paperwork and IT integration
hurdles.

Total Cost of Ownership (TCO) – Concept: comprehensive assessment of all costs associated with acquiring,
using, and disposing of a product or service. Related terms: life‑cycle costing, cost analysis, hidden costs.
Explanation: Captures purchase price, maintenance, operation, and end‑of‑life expenses. Example: A
low‑priced printer appears cheap, but high consumable costs raise its TCO. Practical application: Guides
strategic sourcing decisions beyond headline price. Challenges: Data collection across multiple cost
categories.

Trade Agreement – Concept: formal arrangement between governments that reduces tariff and non‑tariff
barriers for cross‑border trade. Related terms: free trade zone, customs duty, preferential tariff. Explanation:
Affects supplier cost structures and sourcing decisions. Example: The US‑Mexico‑Canada Agreement
(USMCA) lowers duties on automotive parts. Practical application: Informs global strategic sourcing and
pricing negotiations. Challenges: Keeping abreast of regulatory changes and compliance.

Triple‑Bottom‑Line (TBL) – Concept: framework that evaluates performance based on social, environmental,
and financial outcomes. Related terms: ESG, sustainability, corporate responsibility. Explanation: Encourages
sourcing decisions that generate profit while benefiting people and planet. Example: Selecting a supplier
that meets both cost targets and carbon‑reduction goals. Practical application: Embedded in strategic
sourcing policies for responsible procurement. Challenges: Balancing competing objectives and measuring
social impact.

Value Engineering – Concept: systematic method to improve the value of a product or service by examining

Read online: https://certificates.lspm.org.uk/glossaries/6589096/
strategic-sourcing

London School of Planning and Management · 26 Jul 2026



G LO S S A RY

function versus cost. Related terms: cost optimization, design review, functional analysis. Explanation: Seeks
alternatives that maintain performance while reducing expense. Example: Redesigning a component to use
a less expensive material without compromising strength. Practical application: Integrated during strategic
sourcing to achieve cost savings and innovation. Challenges: Requires cross‑functional expertise and
supplier cooperation.

Vendor Managed Inventory (VMI) – Concept: arrangement where the supplier monitors and replenishes
inventory at the buyer’s location. Related terms: collaborative planning, stock replenishment, consignment.
Explanation: Reduces stock‑outs and lowers carrying costs. Example: A supplier automatically ships spare
parts when usage data triggers a reorder point. Practical application: Enhances efficiency in strategic
sourcing for high‑turnover items. Challenges: Data sharing trust and alignment of service levels.

Weighted Scoring Model – Concept: quantitative tool that assigns weights to evaluation criteria and scores
each supplier accordingly. Related terms: decision matrix, rubric, multi‑criteria analysis. Explanation:
Converts subjective assessments into comparable numbers. Example: Assigning 30% weight to cost, 25% to
quality, 20% to delivery, 15% to sustainability, and 10% to innovation. Practical application: Objectively ranks
suppliers in strategic sourcing competitions. Challenges: Weight bias and over‑reliance on numerical scores.

Zero‑Based Budgeting (ZBB) – Concept: budgeting approach where each expense must be justified from
scratch for each period. Related terms: cost justification, baseline reset, expense review. Explanation: Forces
scrutiny of all spend categories, including indirect procurement. Example: Re‑evaluating the need for a
corporate travel program each fiscal year. Practical application: Identifies unnecessary spend that can be
eliminated through strategic sourcing. Challenges: Time‑intensive and may overlook long‑term strategic
investments.

Strategic Sourcing – Concept: systematic, data‑driven process of analyzing an organization’s spend, market
conditions, and supplier capabilities to develop and execute sourcing strategies that create long‑term value.
Related terms: category management, total cost of ownership, supplier relationship management.
Explanation: Involves spend analysis, market research, supplier selection, negotiation, and continuous
performance management, aiming to align procurement decisions with corporate objectives such as cost
reduction, risk mitigation, innovation, and sustainability. Example: A manufacturer conducts a strategic
sourcing project for critical alloy components, using life‑cycle costing, supplier segmentation, and a
gain‑sharing agreement to secure a 12% cost reduction while improving material quality. Practical
application: Forms the backbone of the Professional Certificate in Purchasing, Supplier Management And
Negotiation, enabling learners to design sourcing roadmaps, lead cross‑functional teams, and negotiate
contracts that deliver measurable business impact. Challenges: Requires accurate data, cross‑departmental
collaboration, change management, and the ability to balance short‑term savings with long‑term strategic
goals.
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