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Abstract

This paper contributes to the on-going debate about the relevance of the purchasing
function for the firm value creation. We empirically examine the role of the purchasing
function in improving business performance through an international survey based on
653 responses. Results suggest that purchasing practices related to spend rationalization
have a positive impact on the overall business performance, whereas supplier
development & integration and sustainable purchasing have not. Moreover, the
purchasing recognition by top managers and other organizational units emerge as a
powerful antecedent of all purchasing practices. Instead, pure formal authority provided
by the position in the organization chart (i.e. the report level) does not have any
influence on purchasing practices adoption.
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1 Introduction

In recent decades, a long and stimulating debate has been developed in the Purchasing
and Supply Management (PSM) literature about the role of purchasing within
companies (Carr & Pearson, 1999; Chen et al., 2004; Mehra and Inman, 2004; Ogden et
al., 2007; Bernardes & Zsidisin, 2008). There is no doubt that purchasing activities have
acquired a substantial weight over time due to the increasing rate of outsourcing
decisions. As a matter of fact, purchasing spend has increased in the last fifteen years
and nowadays it might be up to 80% of total company’s budget (Perkins and
Gunasekaran, 1998; Wagner, 2006; Ramsay & Croom, 2008). Even if this figure seems
self-explanatory, the actual role of the purchasing function is still under discussion as
researchers and practitioners do not always share the same views (Ramsay, 2001; Mol,
2003; Cousins, 2005). Purchasing is often considered by many practitioners as a
“Cinderella” department necessary for the company, but not strategic for its success
(Carter & Narasimhan, 1996; Cox & Lamming, 1997; Ramsay & Croom, 2008). Other
organizational units (e.g., Marketing and Sales, Finance and Control) are perceived as
more strategic in order to improve business performance.

In the academic literature, scholars have been trying to define and assess the role of
the purchasing function in several ways: by looking at the activities it performs, either
clerical or strategic (Ramsay, 2001); by considering its engagement with the top
management (Cousins et al., 2006); or by measuring its impact on the overall business
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performance (Bernardes & Zsidisin, 2008; Najmi and Makui, 2011; Hartmann et al.,
2012). However, other authors do not share the same views (e.g., Mol, 2003;
Rozemeijer, 2008). As a result, a common conclusion is missing, thus creating a
potential gap in the literature: some scholars argue that purchasing activities are crucial
for a company’s success, while others question the strategic role of purchasing.

This debate is further complicated by the fact that the actual ability of purchasing
employees to affect business performance through the implementation of specific
purchasing practices likely depends upon the formal authority assigned to purchasing as
well as the recognition of peer departments. Even though few studies partially take these
factors into account (e.g., Knoppen & Saenz, 2014), there is still much to learn about
the antecedents of purchasing practices adoption.

This paper contributes to the discussion by investigating two main research
questions:

* Do purchasing practices have an actual impact on business performance?

* Does purchasing recognition (both informal and formal) enable the adoption of

purchasing practices?

The paper is structured in seven sections. After this brief introduction, an overview
of the studies considering the role of the purchasing function, its contribution to
business performance, and its status is provided. The third section presents the research
framework and the hypotheses, followed by the methodology used. The fifth section
illustrates data analysis, and the sixth section provides the interpretations of results.
Finally, the last section reports concluding remarks, research limitations and possible
future developments.

2 The role of the Purchasing Function

Despite, since the 1980s, some early contributions tried to show how the purchasing
function could be considered as strategic and could contribute to the competitive
advantage of a firm (Kraljic, 1983; Porter, 1985; Burt & Soukup, 1985), more recently
some doubts about the relevance of purchasing have arisen. Many examples show that
purchasing and supply management play a strategic role for companies, but at least the
same number of cases suggest that those functions are not considered strategic at all
(Nelson et al., 2001). A number of studies prove that there is no common view about
this issue. For example, Ramsay (2001a) argues that purchasing is “irrelevant”,
grounding on the Resource-Based View (RBV) of the firm: since companies tend to
outsource their non-core competences, anything purchased externally cannot be a source
of competitive advantage. Similarly, Ellram et al. (2002) do not find a significant
relationship between purchasing and supply activities and the return to shareholders,
and envisage future research implementing broader definitions of business performance.
However, Ramsay himself (2001b) criticises the RBV perspective, by stating that not all
purchasing functions are the same, companies do not always have the same information,
and imitation costs might be very high. Therefore, there might be space for outsourced
activities to create a competitive advantage. Furthermore, Mol (2003) questions
Ramsay’s initial argument by adopting RBV’s more recent developments as well as
other strategic management theories, suggesting that external resources can generate
competitive advantage and therefore purchasing might play a strategic role within
organisations as the primary interface with suppliers.

Later studies explore such role, especially focusing on the activities the purchasing
function is responsible for, usually distinguishing strategic from operational/clerical
activities. Ramsay & Croom (2008) acknowledge this distinction, but argue that there is
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no one-size-fits-all classification: whether one task is strategic or not depends on many
contingent factors (e.g., the industry or the business strategy). Moreover, both strategic
and operational activities can be a source of competitive advantage. For this reason, the
authors criticise one-way evolutionary models prescribing that the purchasing function
should ultimately aim at strategic tasks. Instead, Rozemeijer (2008) reject any
distinction between strategic and clerical activities, since any task carried on within a
functional unit is important. Moreover, he stresses the relevance of purchasing
development models for the professions and the need for careful empirical testing.

More recent studies carry on this debate and confirm that purchasing can have an
impact on business performance. Hartmann et al. (2012) show the positive effect of
purchasing maturity (conceived as a set of practices) on the firm’s operational and
financial performance. Zimmerman and Foerstl (2014) conduct a meta-analysis that
provides strong support for the purchasing practices-performance link, from the
perspective of the buying firm. The authors offer suggestions for future research,
including the need for a more nuanced view of the different practices that can affect the
different types of performance considered (for example, market performance seems
relatively under-investigated). On the one hand, these studies confirm that the role of
the purchasing function should be analysed in light of its actual contribution to business
performance. On the other hand, we argue that the role of the purchasing function
cannot be assessed by simply looking at the activities it is in charge of, but also at its
status within the firm, and research is needed to identify concrete measures for the
status of this function independently of the assigned tasks.

The next section follows up these considerations and presents our theoretical model.
We develop specific research hypotheses regarding, firstly, purchasing practices that are
expected to improve business performance; and, secondly, the driving role played by
the purchasing status (both informal and formal).

3 Research framework and hypotheses
3.1 Purchasing Function’s contribution to Business Performance

The examination of prior research suggests that the relevance of purchasing is driven by
the contribution to overall business performance. Carter & Narasimhan (1996) conduct
one of the first relevant studies, linking six purchasing practices (i.e., the importance of
purchasing, human resources management, interaction with suppliers, influence over
suppliers, interaction with other departments, purchasing organisation and structure) to
sales and marketing performance, without considering profit-related performance or any
control variable. More recently, other studies analyse the link between the purchasing
function and business performance (Carr & Pearson, 1999; Narasimhan & Das, 2001;
Paulraj et al., 2006; Gonzalez-Benito, 2010), even including financial performances,
such as ROI and net profit (Moody, 2001; Chen et al., 2004; Oltra & Flor, 2010;
Hartmann et al., 2012). Some contributions specifically focus on the role of purchasing
and suppliers’ involvement in new product development, especially when companies
pursue a differentiation strategy (Carr & Pearson, 2002; Cousins, 2005; Azadegan &
Dooley, 2010; Wynstra et al., 2010; Oke & Kach, 2012; Luzzini et al., 2015).

Across all these studies, three major approaches may be identified. The first
approach investigates the relationship between operational competitive priorities and
business performance (e.g., Gonzalez-Benito, 2010; Oltra & Flor, 2010). The second
approach highlights the link between the functional-business strategy alignment and
business performance (e.g., Cousins, 2005; Gonzalez-Benito, 2007). Finally, the third
approach investigates the relation among initiatives, managerial levers and practices
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undertaken at the functional level and business performance (e.g., Ellram et al., 2002;
Azadegan & Dooley, 2010; Wynstra et al., 2010). We adopt the third approach and
consider three major sets of purchasing practices that are expected to affect the overall
business performance. In particular, we take into consideration recent recommendations
to include both external practices accounting for the relationship management with
suppliers as well as internal practices accounting for the skills and capabilities of the
purchasing function (e.g., Zimmermann & Foerstl, 2014). In addition to that, we include
a general set of practices that acquired relevance in recent years as a consequence of
sustainability becoming a key objective for firms (McKinsey, 2014) and for purchasing
(Blome et al. 2014; Caniato et al. 2014; Marshall et al., 2015). Table II and III
summarize the constructs considered in our theoretical model and their
operationalization respectively.

The first cluster of purchasing practices includes Supplier Development &
Integration practices, assuming that collaboration with suppliers might improve
business performance (De Toni & Nassimbeni, 2000; Narasimhan & Das, 2001; Ellram
et al., 2002; Hartmann et al., 2012). In particular, technological collaboration in terms of
technology sharing, joint new product development and requirements alignment, and
operational collaboration in terms of sharing planning and forecasts and order
management systems are considered (Cousins, 2005; Humphreys et al., 2011;
Buyukozkan & Arsenyan, 2012). The second cluster takes into consideration one of the
most common task for purchasing, i.e., Spend Rationalization. In particular, supply base
optimization in identifying the appropriate number of suppliers and the sourcing
strategy (Berger et al., 2004; Yu et al., 2009) together with the degree of purchasing
centralization (Arnold, 1999) are analysed. In addition, a clear portfolio management
strategy is considered as a sign of purchasing maturity as well as the necessary premise
for spend rationalization (Gelderman & van Weele, 2005). Finally, Sustainable
Purchasing practices are also included in the study. That means for example recycling
and packaging waste reduction initiatives, vendor assessment on environmental and
social performance, and social compliance programs (Bowen et al., 2001; Carter, 2004;
Rao & Holt, 2005; Walker & Phillips, 2009).

Based on such premises, we can introduce our first research hypothesis:

H]I: Purchasing Practices have a positive effect on Business Performance.
Hla:  Supplier Development & Integration has a positive effect on Business
Performance.
HIb:  Spend Rationalization has a positive effect on Business Performance.
Hlic:  Sustainable Purchasing has a positive effect on Business
Performance.

3.2 Status of the Purchasing Function

There is a general consensus that increasing the automation (Caniato et al., 2012) and
outsourcing (Brewer et al., 2014) of purchasing activities leads to a reconfiguration of
purchasing roles and responsibilities, which are becoming less operational and more
strategic. However, evidence about purchasing position in the organisational hierarchy
and its status relative to other functions is still equivocal (Zheng et al., 2007). For
example, Johnson et al. (1998) reveal that Chief Purchasing Officers (CPOs) mostly
have an operations/production background and that purchasing responsibilities in the
make-or-buy decisions were less than expected. Pearson et al. (1996) find that the
purchasing status (including recognition as an equal partner; access to information,
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participation in decision-making, and reporting relationships to other functions) is
significantly lower than other functional areas, such as Research and Development,
Marketing, and Engineering. Similarly, Carr & Smeltzer (1997) conceive the purchasing
status as: the strategic role of purchasing, the CPO gaining high visibility with the
CEO/President, and the purchasing function being viewed as equal to other functions by
the CEO/President. The authors also demonstrate that the status is an important driver
of strategic purchasing (i.e., the long-term planning, implementing, evaluating, and
controlling purchasing activities). Maltz & Ellram (1999) find mixed evidence about the
purchasing specialists’ influence over corporate-level strategic issues, such as major
outsourcing and make-or-buy decisions. Finally, Cousins et al. (2006) confirm that the
purchasing function status depends upon the top management support. Not only does
top management play an important role in influencing an organisation’s attitude toward
purchasing, it can also devote resources in terms of time, personnel, and finances toward
functional capability improvement. When purchasing is considered to be strategic, it is
more likely to be involved in the strategic dialogue of a firm. Other functional areas
may also engage with purchasing to seek input and to leverage its expertise.

As a result of previous arguments, we expect that the status acquired by the
purchasing function has a positive impact on the implementation of purchasing
practices. The literature suggests measuring the status of the purchasing function by
looking at its interactions with the other functions, its perception by the top
management, and its involvement in the strategic planning process (Moody, 2001; Chen
et al., 2004; Cousins et al., 2006), which we refer to as purchasing recognition (see also
Table II and III). Therefore, the second research hypothesis is the following:

H2: Purchasing Recognition has a positive effect on the adoption of Purchasing

Practices.

H2a:  Purchasing Recognition has a positive effect on Supplier Development
& Integration.

H2b:  Purchasing Recognition has a positive effect on Spend
Rationalization.

H3c:  Purchasing Recognition has a positive effect on Sustainable
Purchasing

It may also be noted that the closer the purchasing function is to the CEO of the firm,
the more likely it will be involved in the strategic decision-making. For this reason, its
hierarchical position in the organisation chart might also be considered a measure of its
status within the firm (Mol, 2003; Gonzalez-Benito, 2010). In other words, we expect
that the reporting level of the purchasing function to the CEO leads to greater
purchasing practices implementation. As a result, we can introduce the third research
hypothesis as follows:

H3: Purchasing Report Level has a positive effect on the adoption of Purchasing

Practices.

H3a:  Purchasing Report Level has a positive effect on Supplier
Development & Integration.

H3b:  Purchasing Report Level has a positive effect on Spend
Rationalization.

H3c:  Purchasing Report Level has a positive effect on Sustainable
Purchasing



Figure 1. Research model and hypotheses.
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4 Research methodology
4.1 Sample

To test the research model, we used data collected through IPS, an international survey
precisely aiming at investigating purchasing role and purchasing practices within
companies. Data were collected during the winter of 2009/2010 from ten different
countries (see Table I). According to the suggestions for future research provided by
Chen et al. (2004) the targeted companies were of different sizes and from different
sectors, both in manufacturing and in service industries. In the sampling procedure,
contacts were stratified in terms of countries and industries. The overall sample is made
of 681 usable responses. We only excluded responses from the Public Administration
and agriculture and mining, as we wanted to focus on secondary and tertiary industries,
thus obtaining 653 usable responses.

The survey is based on a questionnaire composed by constructs derived from the
literature. The English version of the questionnaire was translated into different
languages using the TRAPD (Translation, Review, Adjudication, Pre-testing and
Documentation) procedure (Harkness et al., 2002) and subsequently tested by
submitting it to a couple of purchasing executives for each country. The final version of
the survey tool was uploaded onto the project website and made visible only to
respondents selected in the sampling procedure. The Internet survey offers higher levels
of accuracy and reduces missing values due to either the respondent or some data entry
mistakes (Boyer et al., 2002). Following other similar key informant-based research
studies (Cini et al., 1993; Cousins, 2005), the goal was to find the right person within
the organisation who was able to respond to all of the questions about the purchasing
function, its involvement in the strategic planning process of the company, and to
collect data on business performance. For this reason, mostly CPOs, VPs of Purchasing,
Purchasing Directors and Purchasing Managers were involved.

To test non-response bias, the final sample was divided into early and late
respondents, assuming that late respondents were similar to non-respondents
(Armstrong & Overton, 1977); t-tests were conducted with variables that were included
in the model, and no significant differences were found between the two groups.

Knoppen et al. (2010, 2011) provide a detailed description of the project and check
for sample equivalence through multi-group confirmatory factor analysis (CFA).
Authors show that, although data were collected in different countries, responses and
constructs were consistent and reliable. Thus, the entire database may be used
altogether.



Table I. Sample descriptive statistics.

Descriptive Frequency Percentage

Country
Sweden 143 21.9
United Kingdom 86 13.2
Germany 68 10.4
United States 67 10.3
Netherlands 54 8.3
Italy 53 8.1
Canada 52 8.0
Spain 49 7.5
Finland 41 6.3
France 40 6.1

Sales (mIn€)
<50 199 30.5
<250 171 26.2
<500 68 10.4
< 1,000 44 6.7
<10,000 92 14.1
>=10,000 26 4.0
Missing 53 8.1
Sector
Manufacturing 431 66.0
Wholesale and retail trade 37 5.7
Other 36 5.5
Transportation, storage and communication 34 52
Construction 29 4.4
Electricity, gas, and water supply 21 32
Professional and administrative services 21 32
Financial services 14 2.1
Human health and social work activities 11 1.7
Hotels and restaurants 6 0.9
Arts, entertainment and recreation 6 0.9
Missing 7 1.1
Respondent position
CPO, VP of purchasing 91 13.9
Purchasing director 134 20.5
Purchasing manager 306 46.9
Senior, Project buyer 53 8.1
Buyer, Purchasing agent 33 5.1
Other 35 54
Missing 1 0.2
Total 653 100




4.2 Measures

Hypotheses were tested using the maximum likelihood (ML) estimation method. Most
structural equation models (SEM) described in the literature are analysed with this
methodology. The hypothesised model was tested statistically in a simultaneous
analysis of the entire system of variables to determine the extent to which it is was
consistent with the data. Where goodness-of-fit is adequate, the model can be seen as a
plausible explanation of postulated interactions between constructs. The research model
is analysed and interpreted sequentially: first the assessment of the reliability and
validity of the measurement model and secondly the assessment of the structural model
(Hulland et al., 1996).

To measure latent variables included in the research framework we considered the
extant literature and we operationalized a set of seven constructs, with an addition of
two control variables. Table II provides a description of each construct along with the
main references, whereas Table III shows the indicators used. In particular, two
constructs reflect the components of the purchasing status introduced above, i.e.,
Purchasing Recognition and Report Level. The former was measured by asking
respondents to what extent they agree with a set of nine statements (see Table III), using
a 6-point Likert scale (1="totally disagree”; 6="“totally agree”). The latter was measured
by asking the number of direct-report levels between the CPO and the CEO. Then,
three constructs are dedicated to purchasing practices (i.e., Supplier Development &
Integration; Spend Rationalization; and Sustainable Purchasing) asking to what extent
the company pursued a series of actions on a 6-point Likert-like scale (1="not at all”;
6="completely”). All indicators are shown in Table III. Finally, we used four indicators
to measure the Business Performance, asking respondents to rate their own company in
comparison to competitors on a 7-points Likert-like scale (1="far worse”; 6="far
better”). In addition to the main constructs included in our research model (see Figure
1), we considered two main control variables: the Market Trend, measured through the
rate of decline or growth of demand on a 7-points Likert-like scale (1="extremely
decreasing”; 6="extremely increasing”); and the Purchasing Spend, measured as the
ratio between purchasing spend and sales. We also tested other common control
variables (such as the firm industry and size) which resulted as non significant, therefore
we avoid to include them in the final model.

We evaluate the model fit through recommended goodness-of-fit statistics (Hu &
Bentler, 1999). Some authors suggest to check for the ratio between chi-square value
and degrees of freedom in the model, where cutoffs values ranges from <2 to <5
depending on the investigator (Byrne, 1989; Kelloway, 1998). Another way to evaluate
the fit of a model is to use fit indices that range from 0 to 1, with values closer to 1
indicating good fit. Hu and Bentler (1999) recommend MLE-based fit indices and also
suggest a two-index presentation strategy with, among others, the comparative fit index
(CFI), and Gamma hat or root mean square error of approximation (RMSEA). An
acceptable threshold for CFI is >0.95 whereas RMSEA is supposed to be lower than
0.05. Table III shows the results of the Confirmatory Factor Analysis (CFA). All of the
model fit indicators were found to be satisfactory (x*>=301.901; d.f.=187; RMSEA=.031;
CFI=.981). Reliability measured by the Composite Reliability (CR, Fornell & Larcker,
1981) was also fully satisfactory (Nunnally, 1994). Additionally, convergent validity
was assessed through significant loadings from all scale items on the hypothesized
constructs, and through the Average Variance Extracted (AVE, Anderson and Gerbing,
1988): AVE ranges between 45% and 80%. As an additional test for discriminant
validity, we compared the squared correlation (Table IV) between two latent constructs
to their average variance extracted (AVE) estimates (Fornell & Larcker, 1981).
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According to this test the AVE for each construct should be higher than the squared
correlation between each pair of constructs. This condition is valid for all the constructs.

Next, we performed some tests to assess common method bias. Given that we relied
on a single respondent design, we controlled for common method bias in two ways:
through the procedure of the study and through statistical control (Podsakoff et al.,
2003). Regarding the survey, the research project was labelled as a broad overview of
purchasing management and purchasing practices adoption. Therefore no explicit
reference to the intention to test the effect of purchasing status was evident. Thus,
respondents’ attention was not drawn to the relationships being targeted in this study.
Moreover, questions including items and constructs related to each other in the general
model were separated in the questionnaire in order to prevent respondents from
developing their own theories about possible cause-effect relationships. Furthermore,
the questionnaire was carefully created and pretested and respondents were assured of
strict confidentiality. As a second mean to ensure against common method bias, we
performed Harman’s single-factor test (Podsakoff et al., 2003), obtaining a 28.5%
variance associated to a single factor for all constructs considered. Overall, this ensures

data analysis is not affected by common method bias.

Table II. Constructs included in the model.

Concept First-order construct | Description References
. The actual and formal recognition of Pearson et al., 1996
Purchasing . . Carr & Smeltzer, 1997
i, the purchasing department strategic
. Recognition . . Chen et al., 2004
Purchasing role within the buying firm .
Status Cousins et al., 2006
Purchasing Report Number of direct-report levels
. ) Mol, 2003
Level between the highest-ranking member Gonzalez-Benito. 2010
(single measure) of purchasing and the CEO ’
Supplier Development | . ec fo upstre s Narasimhan & Das, 2011
. involving the supply market, such as
& Integration . . . Ellram et al., 2002
collaboration with suppliers and .
o Cousins, 2005
suppliers’ development
Purchasing Purchas.lng pracqces that the o Arnold, 1999
. purchasing function pursues within
Practices Spend Rationalization | the firm to improve purchasin Berger et al,, 2004
p P pureh & Gelderman & van Weele, 2005
processes such as portfolio
L Yu et al., 2009
management and spend centralization
Sustainable Purchas.mg practlc.es aiming at Bowen et al., 2001
Purchasing improving the environmental and Carter, 2004
social sustainability Rao & Holt, 2005
Business Business Performance Performance obtained by the firm Ellram et al., 2002
Performance with respect to competitors Gonzalez-Benito, 2010
Market Trend Rate of decline or growth of demand )
(single measure) in the firm final market
Controls
Purchasing Spend Ratio between the firm total )
(single measure) purchasing spend and sales
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Table I1I. Resulting constructs operationalization.

First-order

Indicators Loading CR AVE
construct
Top management is supportive of efforts to improve the 0565
purchasing department ’
Purchasing’ s views are considered important by most top 0.664
managers '
Purchasing is recognised as an equal partner with other functions 0671
of the top management team ’
Purchasing recommends and initiates changes in products/services 0616
based on supply market analysis )
Purchasing o S o 0.880 = 0.452
Recognition Purchasing actively participates in new product/service design 0.625
Purchasing actively participates in organization-wide process 0682
improvement )
Purchasing is included in the firm’s strategic planning process 0.793
Purchasing performance is measured in terms of its contributions
) L 0.748
to the firm’s strategic objectives
Purchasing’ s focus is on longer term issues that involve risk and 0657
uncertainty :
Supplier Technological collaboration with suppliers 0.695
Development Operational collaboration with suppliers 0.665 0.759 i 0.514
& Integration Supplier development 0.785
Centralization of purchasing decisions 0.551
Spend L
Rationalization Supply base optimization 0.780 0.713 : 0.458
Developing a portfolio approach 0.680
; Environmental sustainability programs 0.850
;“S“}‘lma.ble 0.888  0.798
urchasing Social sustainability programs 0.935
Number of new products/services introduced into the market 0.588
Business =01 O 0367 0ass
Performance Net profit 0.561 ' ’
Sales growth 0.797

*=301.901; d.f.=187; NFI=0.951; RFI=0.934; IFI=0.981; TLI=0.974; CF1=0.981; RMSEA=0.031

Table IV. Correlation matrix.

Variables 1 2 3 4 5 6
1. Purchasing Recognition 1
2. Purchasing Report Level 0.08 1
3. Supplier Development & Integration 0.39%** 0.07 1
4. Spend Rationalization 0.45%%* 0.00 0.66%** 1
5. Sustainable Purchasing 0.31%*%*  -0.11*%*  0.44%**  (.39*** 1
6. Business Performance 0.14%* 0.01 0.15%*  0.20%** 0.05 1

w0k < 001, **p<.01, *p<.05
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5 Data analysis

The postulated path model produced a sufficient fit to the data (¥*>=526.781; d.f.=234;
RMSEA=.044; NFI=.916; RFI=.892; IFI=.952; CFI=.951). Table V shows the results of
the hypotheses testing. Spend rationalization has a positive and significant relation with
business performance, thus supporting H1b. On the contrary, Supplier Development &
Integration and Sustainable Purchasing do not affect business performance, thus
rejecting Hla and Hlc. Moreover, the structural model shows a positive and highly
significant relation between Purchasing Recognition and all three purchasing practices,
thus supporting H2. On the contrary, the Report Level is negatively related to
Sustainable Purchasing and not related to Supplier Development & Integration and
Spend Rationalization, thus rejecting H3.

Table V. Resulting structural model.

Structural path Standardised

Path coefficient effects Conclusion
Supplier Devel. & Int. > Business Performance n.s. n.s. Reject Hla
Rationalization - Business Performance 152%** 182k Fail to reject H1b
Sustainable Purchasing - Business Performance n.s. n.s. Reject Hlc
Purchasing spend - Business Performance n.s. n.s.
Market trend = Business Performance 198k 309%*
Purchasing Recognition = Supplier Devel. & Int. .556% AZ5HEH Fail to reject H2a
Purchasing Recognition 2 Spend Rationalization L640%** AT Fail to reject H2b
Purchasing Recognition = Sustainable Purchasing 574%%% 335k Fail to reject H2¢
Report Level = Supplier Devel. & Int. n.s. n.s. Reject H3a
Report Level = Spend Rationalization n.s. n.s. Reject H3b
Report Level = Sustainable Purchasing - 135%%x - 132 Reject H3c

*5%p < 001, **p<.01, *p<.05
1=526.781; d.£=234; NFI=0.916; RFI=0.892; IFI=0.952; TLI=0.937; CFI=0.951; RMSEA=0.044

6 Discussion and results interpretation

Our first research hypothesis (H1) assumes a positive relationship between a set of three
purchasing practices and the overall Business Performance. However, results show that
only Spend Rationalization has a positive effect on Business Performance (thus
supporting H1b). A first observation that might be drawn is that the purchasing function
creates value for the company by carefully analysing the spending, the supply base and
developing appropriate category strategies. On the one hand, this might be the result of
an efficiency-driven strategy, aiming at purchase volume consolidation (either through
centralization or supply base reduction) and consequent price reductions from suppliers.
This represents the classical way purchasing improves the company profit by lowering
the costs. On the other hand, our result can also point to an effectiveness-driven
strategy: by selecting the right suppliers and by establishing specific strategies for
different sets of purchasing categories, firms might be able to increase the level of
quality, service level, or innovation from suppliers, thus improving internal operations
and — possibly — the end customer satisfaction.

On the contrary, Supplier Development & Integration and Sustainable Purchasing
practices do not affect Business Performance in our sample, thus leading to reject Hla
and Hlc. This result is not consistent with previous studies arguing that the relationship
with suppliers and reverse marketing initiatives contributes to value creation (Cousins,
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2005; Wynstra et al.,, 2010) and that firms might get economic benefits by being
sustainable (Rao & Holt, 2005). A possible interpretation of this result might be related
to the level of analysis: both Supplier Development & Integration and Sustainable
Purchasing are likely to occur for specific categories of purchases, and not necessarily
within the whole supply base. As this study considers business performance overall, the
effects of practices at the category level might not be captured by the model, in case
they are not sufficiently diffused across the purchasing portfolio. Another possible
interpretation relates to the time lag between those practices and the actual impact on
business performance. While Spend Rationalization is relatively quick to implement and
therefore is likely to have an impact in the short run, Supplier Development &
Integration and Sustainable Purchasing do require more time in order to have positive
effects in the long run. Furthermore, while the former does not require large
investments, the latters carry on several costs connected to their implementation, which
could ultimately counterbalance the benefits in the short term. Finally, a wide debate is
on-going in terms of sustainability effects on functional and business performance,
including the investigation of possible trade-off effects (Wu & Pagell, 2011). Such a
matter is out of the scope of our study, but further research might clarify which
sustainable purchasing practices (and under which conditions) might enhance the
performance trade-off .

The second important result of this study is related to our hypotheses on the
purchasing status in the company (H2 and H3). As expected, Purchasing Recognition is
crucial for the development of all purchasing practices considered. We interpret this
result by arguing that the top management support and the purchasing function
participation into strategic processes facilitate the adoption and deployment of
purchasing practices, at least in terms of Supplier Development & Integration, Spend
Rationalization and Sustainable Purchasing. In other words, if the purchasing
employees are recognized as peers and are trusted by other departments, that creates a
fertile environment for an effective implementation of purchasing practices.
Interestingly, Purchasing Recognition does not necessarily come with formal authority.
As a matter of fact, results show that a purely formal status provided by the Report
Level does not have any significant effect on the adoption of Supplier development &
Integration or Spend Rationalization practices. Even more, the Report Level negatively
affects the adoption of Sustainable Purchasing practices. It seems that the more the
CPO gets close to the CEQO, the less sustainability becomes a priority. This result might
be partially explained considering the time of data collection, which followed the 2007-
2008 financial crisis and likely determined a greater emphasis on classical financial
performance. Nowadays, a more mature and comprehensive view of sustainability has
long shown its potential to foster the creation of long-term competitive advantage.

Considering the control variables (i.e., Market Trend and Purchasing Spend), only
the former is significantly linked to performance. Not surprisingly, this means that a
positive or negative economic cycle will show its effects on the Business Performance.
This result further confirms the significance of the other predictor (i.e., Spend
Rationalization).

Overall, we can comment this second result by observing that the actual recognition
of the purchasing function is much more important than its formal position within the
organisation chart in order to foster the adoption of purchasing practices and contribute
to the overall business performance.
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7  Conclusions, limitations and future developments

The study presented in this paper contributes to developing the long-lasting debate in
the literature and in practice about the role of the purchasing function within companies.
According to some authors, some companies’ purchasing activities are clerical in their
nature and cannot contribute to value creation; according to others, purchasing activities
are strategic and create value for the company. Moreover, few studies acknowledge the
effect of the purchasing status on the implementation of practices and, consequently, on
business performance. Thanks to an international and cross-sectorial survey, we provide
measures for defining the purchasing status within an organization (i.e., Purchasing
Recognition and Report Level), assessing its impact on the adoption of key purchasing
practices (i.e., Supplier Development & Integration, Spend Rationalisation, and
Sustainable Purchasing) and ultimately on Business Performance. In particular, we
show that Spend Rationalization is the only practice significantly improving Business
Performance, at least in the short term. Even more importantly, our results suggest that
the actual recognition of the purchasing function by top management and other
departments is a crucial driver of all purchasing practices, whereas the pure formal
authority provided by a high position in the organization chart does not have a
significant impact on purchasing practices and it might become harmful when
considering Sustainable Purchasing.

Besides the aforementioned contributions to the research debate, we believe our
results have clear implications for the purchasing profession. First of all, our results
supports purchasing professionals in the resource allocation on specific practices,
emphasizing that the definition of appropriate category strategies and the right balance
in terms of centralization and supply base rationalization do contribute to value creation
at the corporate level. Of course, this does not mean abandoning clerical activities that
must be carried on efficiently and effectively. Indeed, managing clerical activities in the
right way is a prerequisite for dedicating time and effort to more value added practices.
Secondly, we are able to show that whenever the purchasing function is considered a B-
ranking unit, this attitude will greatly obstacle the effective implementation of
purchasing practice and — consequently — the potential contribution to business
performance. This is especially true when considering the informal recognition of top
managers and other departments rather than the formal position within the organization.

In the end, it is worth addressing some limitations of this work and providing some
suggestions for future developments. First of all, this paper considers some
representative purchasing practices derived from the literature. Such list is not
exhaustive, and a more comprehensive assessment of practices might be performed.
Similarly, we measure the business performance with one single construct on a cross-
sectional sample. Further research might explore the effect of purchasing status and
practices on multiple performance dimensions and on a longitudinal dataset. Finally,
testing the results across different countries was out of the scope of this study. However,
it might be interesting to develop the theoretical debate and provide empirical evidence
about the effect of different national or regional cultures on the relationships targeted by
our model.
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