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Abstract

The purpose of this thesis was to examine KONEB@0ng decision making process and the
criteria for selecting supplier in global sourcogeration. Selection model based analysis was
created according to the identified process toysthd current sourcing of component or
materials management. The vast available literatnceresearches make the work more
challenging.

The theoretical part of this thesis focuses on deénition of global sourcing, supplier
selection and supply chain management. Other panieatheories described different ways to

select supplier and management decision makingepsod he theory survey was supported by
an empirical part including a case study from avator company.

The methodology of the whole study was a combinatioliterature and interviews. As part [of
the data collection, the interview was semi-strteduand open-end questionnaires. The
findings from the theoretical and data analysisvgt® different criteria for selecting supplier
and sourcing decision making process.

The study therefore reveals that sourcing decisiaking process depends on three categaries:
sourcing location, sourcing relationship and sogaoption. In the empirical part, the result
from the study shows that the key important crtdar selecting supplier is based on price,
quality, delivery time, services and customer retehip.

Finally, at the end of this master’s thesis sonuppsals were presented to develop further the
criteria for selecting suppliers and to improve agegment decision making process.
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1. Introduction

The importance of sourcing, clearly characterizéhagractice of buying goods and services
from one global market to another geopolitical baanes can be clearly felt in global economy.
As market becomes more competitive, companiesoaced to seek global efficiencies by
pursuing global sourcing strategies that hingeaslucing price, increase quality, meeting
customer needs and deliver products and servicea.rAsult, sourcing management has turned
to support globalization companies’ in their intionalization process. Specifically, the
significance of global sourcing as a key compatistrategy for companies seeking globalization
of sourcing, is that, sourcing management appreaébcus on supplier from different emerging
countries rather than domestic suppliers offersoftyrtunity to improve global sourcing

experience that are different from local markets.

However, there positive and negative approacheasatkaassociated with emerging countries,
apart from low price, the issues of general busingglerstanding in a potential market and local
business practices are fundamental to the surgiMalisiness performance. Thus, tapping into
skills or resources unavailable to local supplides;eloping choice supply or vendor sourcing to
cope with competition and most important increasirgoverall supply capacity. The negative
associated with global sourcing is that, cost ateknown but affectively link to cultural
differences, time zones, financial and politicakd exposure, intellectual property and high

supervision of costs in the local supply.

Today, companies rely on different suppliers arotinedworld to maintain business activities and
satisfy their growing domestic and foreign custan@&here is no question that the role of
sourcing has become increasingly important to timeigal and growth of global companies, as
they pursue their ultimate goals for remaining rteimng their core activities. As emphasized in
several sourcing literature, the last decades tagss the potential sourcing in shaping global
business environment and corporate strategy. Tludevgiobal business has become a single
business area almost full of unexploited — andetioee highly attractive — opportunity to source

material from emerging countries to high earnechtioes.



What we have seen and continue to observe is tweigy for sourcing, which has already
change the way company compete in industry aserigifig as the manufacturing of elevator
and escalator equipment. Study by Accenture, (2608)vs that large numbers of firms believe
global sourcing to be part of their core strategyere external resources, skills, knowledge and
know and capabilities can be leverage. Thus, mghkessible for the purchasing managers to
learn new skills, improve their knowledge of intational business and logistics processes.

To me, the key management challenge remain inrtdee @ competence, getting new suppliers
which is capable of adding value to overall operadiand managing the huge network of global
suppliers. While globalization has succeeded ipihglfirm operates in foreign markets, it is
clear that firms no longer rely on local markettioeir material sourcing and manufacturing of
products. As a result, the choice of supplier gEladn sourcing is considered a key decision in
the literature of supply chain management (SCM)@mdhasing, thus, it is clear that supplier
selection is an integral part of global sourcingisien-making process. (Axelsson & Wynstra,
2002.)

As a result, companies go into sourcing operatoachieve cost efficiency, skills and
knowledge that are not visible within their orgaatian and markets. Many literature review
indicates that the practice of global sourcinghie production of goods and services is
flourishing, but yet, many firms are not fully ctean their cost saving and are particularly
concern of product safety and other related risledurally, speaking, cost is the main driver of
total cost in sourcing decision-making. On one ha&helvator manufacturers are already well
known, and it is easy to get sufficient and rekaslipplier information in a particular market. On
the other hand, foreign and local product reguhetiare becoming aware of various safety
issues, but it is still a challenge to ensure tjuatds and services purchased are in meet domestic
and foreign requirements. To do so, the key toesgwill depend on choosing the right supplier
and setting accurate quality control and safetgssuitable for both parties.

While, a number of studies in global sourcing decthe importance of supplier selection
process, most of the researches have basicallgédcon the criteria and their relative

importance. However, lack of process-oriented dndiss on supplier selection represent a clear



gap in global sourcing literature. Even so it Hetc at what extent and under what circumstance
can the process be considered a truly separabldisimct decision-making entity within the

process of global sourcing operations. (Cohen &dRel) 2005.)

In the area of sourcing, the potential for contusionprovement in some firms is very huge. But
again, the firm will also need to recognize thedhf sourcing — to define its sourcing strategy
to be inline with it global sourcing operation.is core activities are the main basis by which
the firm can compete and leverage its competitdwaatage in the global marketplace (Scudder
and Hill, 1998; Prahalad and Hamel, 1990). Firmdyath locally and foreign has their own core
competence and it is the basis for their businpssadions. The rationale for sourcing globally is
to focus on core competence and at the same tirretheneeds of the customers. Business
operation will then be integrated from initial maaé purchase to delivery of products and

services to customer. (Bowersox at al. 2010.)

According to (Arnold, 1999.), the ability to satisfustomer demands while reacting to harsh
competitive force requires more creative and ingdlapproaches to managing firm’s supply
chain. But in reality many managers believe thabglization offers the great opportunity to
achieve hug performance gains, and global souttsgoeen seen to be one area where
companies have managed to capture the benefibbaljation, which includes global
integration of operations and procurement centgpe@ally inside the upstream segment of a

firm’s supply chain. (Monczka and Trent, 2003.)

1.1 Objectives of the study

While firms generally believe that sourcing natlyr&cus on eliminating inefficiencies and
controlling costs. The benefits of sourcing do stop at increased efficiency alone, especially,
when cost savings has become more critical in tedaysiness environment. As a result, the
objective of this study: is to provide a method anderstanding into managerial supplier
selection decision in the activities of global song. This objective can be divided into more

practical process and are listed as follows:



» To explore the element of decision-making thatem®ential for the supplier selection

» To understand the selection process and the irdingriactors in the global sourcing

operations

» To examine the phenomenon of global sourcing aodige a wider approach to supplier

selection

The first point consists of building up a comprediea understanding of the subject and the
elevator industry in general. The outcome will be general overview of elevator industry and
some of the critical determining the global sougooperations. The second point focuses in the
understanding of the selection process and theendling factors in the global sourcing
operations. The sourcing benefit would be studoeprovide the solid understanding of why firm
enter into global sourcing and what should be takBnaccount. Sourcing decision is also taken
in order to adapt to market force, skills shortagehnology and network of suppliers and access

to global market.

The final point will further our understanding afiscing and the practical ways to select
suppliers. However, the overall viewpoint of thigdy will be managerial, taking into account
the sourcing process and decision in global sograperations. The main idea in this study is to
utilize existing framework and theories to provst#id understanding of selection process and

decision, instead of creating new ones.

1.2 Research problems

The rich literature on SCM and global sourcing hasbeen shy of stressing the key role of
supplier selection in global sourcing operation.id¥/many of the existing theories have focused
on the criteria for selection applied by firmsfails to show how firms actually select their
suppliers in the global sourcing operation (Scuddef Hill, 1998.). In light of the present
research problems, the main research questionisecdafined as follows:



HOW DO FIRMS SELECT THEIR SUPPLIER IN GLOBAL SOURYG?

The questions can be derived from three main reBeprestions:

1) To understand how company make global sourcingsaectand what they should consider?

2) To examine the criteria for selecting suppliergliobal sourcing operations?

3) To understand the key decisions and actions wglahal sourcing process that differentiate
firms in regards to how they select their supplters

As the objectives are related to describing thegmestate of sourcing in the elevator industry,
the focus is on the element of supplier selectigh e perspective of global sourcing. In fact,
this study will approach the field under considerain both theoretical and empirical methods.
Apart from going through several literature on glbsourcing and creating the framework for
supplier selection, the study will provide concrexample of how firm select their suppliers and
what criteria have been applied, support with cigdy analysis. As part of the empirical part,
factor determining the decision to select and holvb& explore through questionnaire and

findings in the data collection.

1.3 Definitions

Global sourcing

While the literature on global sourcing is incregsiast that, the problem strongly present in the
research is the inconsistency in the definitiothds field. However, the earlier phase of global
sourcing actually meant low-cost country sourcifige use of global sourcing has been the
natural driving force behind the growth and develept of the world economy. To this,
sourcing product/ component from a country with labor costs, and thereby attains cost
advantage and competitive price. Today, as compahyik of the best way to respond to
demand, the development of global strategies aptbaphes as well as global sourcing

strategies, will become ever more attractive option



According to Monczka and Trent (1991), refers tmbgll sourcing as the coordination and
integration of procurement requirements acrossajlbbsiness units including processes,
technology and suppliers. Kotabe and Murray (2@@inition refers global sourcing as a
process where inward, outward and cooperative tipasaare linked in the dynamics of
international trade:Global sourcing can be seen as the process of &stng international

involvement in international operations”

Birou and Fawcett (1993) presented four factorcivlaire considered important to successful
global source. They said a successful global sngneiust have: 1) overall support of the top
management; 2) ability to communicate; 3) ableuidddong-term relationship and; 4) have the
skill required for international sourcing. Moncziad Trent (1991), also argue that recognizing
international business opportunities, knowledgogign business practices, qualifying foreign
supplier and adequate planning for internationat@ag can contribute to the success of global
sourcing. Kotebe (1998) concluded that going intdal sourcing gives company the
opportunity to exploit both its own competitive ativages and the comparative location

advantages of various countries in global cometiti

Therefore, in this study global sourcing is defirmasdhe activity of searching and obtaining
material, goods, services and other resourcesvmrldwide scale. This means that companies is
able to manufacture and sell their product glohaburce some or part of their materials from
different suppliers so that, cost effective andreimg efficiency can be achieve. This definition
will be adopted in this study, even though the gttohcentrates on exploring the supplier

selection process in global sourcing operation.

Supplier selection

Supplier selection has long been seen as one ofdiséimportant role perform by the
purchasing manager, in order to gain access terrahtequipments and services in different
areas of the business. As competition increasesintpossible to manufacture product from
emerging countries and high quality products witreogood supplier. Thus, decision to selection

supplier and manage their competence is one aftpertant task of the purchasing units.



Supplier selection process is itself a very longleation process. Weber and Current (1991)
refer to supplier selection as the search for pi@leproviders, for such a search, the providers
are sorted (evaluated) into potential and non-pi@eproviders. For example, suppliers may be
evaluated on price structure, delivery (timelin@sd costs), product quality and services.
Previous research has paid more attention in theftbend risks of supplier selection, while

little research has focus on the dynamics of collation and management relationship.

All'in all, supplier selection is perhaps the samlest important stage of the purchasing process.
The main objective is to look for the best suppheno can offer the best technical solution,
service and low price possible and at shortesvelglitime. Naturally, there is a relationship
between the buyer and suppliers; therefore, ingtidy, supplier selection is defined as the
process of searching and selection potential peswadl product (goods) and services which in
turn make available to the market for the purpdssatisfying the consumer needs.

However, this study will focus on supplier seleotishich is defined as ongoing process of
searching and evaluating process to find a suppfian essential goods or services. The
selection of good and reliable supplier is onéhefinost challenging tasks in global sourcing
operation.

International purchasing

International purchasing is defined as the commét@nsaction between a buyer in one country
and the supplier located in another country. Alsbarcing, which differs from International
purchasing in scope and complexity, involves prieabt aggregating volumes and coordinating
common items, practices, processes, designs, tlghes, and suppliers across worldwide
procurement, design, and operating locations. Masgarches in international purchasing has
focused on risk management, as a result of incrieasatory across extended material pipelines,
longer lead-time of material ordering, unreliabl@gliers and huge increases in total cost
compare to unit costs. Arnold (1989) argued therimational purchasing is either operation or
tactical than integrated or coordinated, the denignto international purchasing can thus be

made by independent units within the organization.
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1.4 Structure of the study

Figure 1, depicts the structure of this thesishtiws how the presentation proceeds

chronologically and what the basis of the conclusiis at the end of the Master’s Thesis.

Introduction Theoritical frame of A Case company Results
Ch.1 reference Methodology ch.4a Ch6
- Global sourcing theories Ch.3 '

- Supplier selection theories
- Framework of the study
Ch.2

Analysis of current
sourcing process
Ch.5

Conclusion
Ch.7

h 4

A

s

Figure 1: The structure of the Master’s Thesis

Chapter 1presents the introduction to the Master’'s Thekes background of the study,
objectives, goals and research problems are spe@sg well as the definition of relevant terms.
Chapter 2presents the theoretical frame of references, iwhiiovides the literature review and
the theoretical foundation in global sourcing ang@ier selection. After that, the framework of
the study, which divides the theoretical discussma three (see chapter 2) is presentdthpier

3 inaugurates the methodology of the study dmapter 4introduces the case company in general
terms and their sourcing process in particUldrapter 5is the analysis of current sourcing
process andhapter6 presents the resultShapter 7is devoted to the conclusion, discussion and
managerial implication of the study is presentedalfy, some ideas will be proposed for future

research purpose.

2. Theoretical frame of reference

2.1 Global sourcing

Global sourcing is more than just the physical simgy of products and services, which includes

the operational task of buying and supplier develept and the creation of global purchasing

11



activities. The goal of global sourcing is to irmse the competitive position of the firm by
means of strategic and coordinated efforts, antl teésulting in generating competitive
advantage for the entire company and its supplincls®me of the major reasons driving

companies’ decision to international sourcing styags are direct and indirect:

Direct drivers:
= Labor cost and productivity of suppliers/ manufaetu
= Energy rates
» Raw materials

= Improve quality and technology

Indirect drivers:
= Tax costs
= Delivery or inventory holding
= Supply chain flexibility and continuous productyvit

» Cost of managing suppliers

However, improvement in technology has giving besses worldwide the opportunity to benefit
from global resources. Sourcing manager is ablaldetto purchase material from a single
source or multiple sources. Global sourcing enabiapanies to identify reliable suppliers across

the world based on price, quality, and technolagy delivery reliability.

Monczka and Trent (2002) compared domestic purogaand integrated global sourcing. They
say that sourcing activities and processes throeligble supplier can increase operational
efficiency and enhance value-added business cayakilven this in mind, the sourcing process
takes place when firm increases their worldwideegigmce (Monczka and Trent, 2002.) The
development from domestic purchasing and integrghalolal sourcing is as follows also see

(figure 2):

12



Figure 2: Domestic purchasing to the integratedalsourcing

Level 1 Engaged in domestic purchasing only
Level 2 Engaged in international purchasing as
—1 needed
International
sourcing
~ Level 3 International purchasing as part of
e sourcing strategy
Level 4 International and coordination of global
Global sourcing strategies across worldwide
Sourcing buying locations
L |5 International and coordination of global
Y eve sourcing strategies with other financial
groups

Sources: Monczka and Trent (2002) “Pursuing cortipetadvantage through integrated global sourcing”

= Level 1: Companies in the level 1 has no directldwaide purchasing activities, because
they don’t find the need for buying internationatilyhave no formal experience.

= Level 2: in this level companies enter into inteior@al purchasing because of domestic
competition and there are no suitable domesticlgrgmnd competitor is benefiting
from worldwide sourcing

= Level 3: Companies in this level understand theebeaf solid international purchasing
strategy which can help improve overall companygrerance and handle worldwide
supply market from global viewpoint.

= Level 4: companies in this level have internatiamgderience and can integrate and
coordinates material and service requirementscioss worldwide level.

= Level 5: in this level company have gained crossation integration and proactively
engaged in coordinating their technology, proceaseéssuppliers across worldwide

purchasing center.

Monczka and Trent (2003), for example, argue thatgss toward global sourcing should be

gradual and require global business capabilitiesol (1989) noticed that global sourcing,

13



when put into practice correctly the benefits tudt come with it — is high quality products,
affordable products, access to worldwide technokyy better access to new market and
customers alike, thus, success in the global sogiseill strongly depends on the ability to

execute and manage it in the right way. (ArnolB89)9

2.1.1 Supply chain theories

The concept of supply chain is not new to the wdrktause global development from building
to the humanitarian relief worldwide, material fl@and information are all made to meet the
need of the global economy and customer. Accorttir@hristopher (2005), emphasis logistics
and supply chain management can provide a multivfiseays to increase efficiency and

productivity and hence contribute significantlyrealuced unit costs. (Christopher, 2005)

Bowersox, Closs and Cooper (2010) emphasizedhkaglobalization of supply has forced
companies to look for more effective and efficiemtys to manage and coordinate the flow of
materials within and outside the company. One geadon for such coordination is the closer
relationship between the company and the suppliaréonde at al. (1997) concludes that
supply chain aligns the firm with its customers #mel entire supplier networks. Christopher
(2005) stresses the unique feature of supply cradhidentifies the three supply chain
components: as supply chain network structure,ge®and integration. He found that SCM is
built on relationship which link company to themntiee global network of suppliers and channels.
(Christopher, 2005.)

2.1.2 Internationalization process theories

Luostarinen (1994) argue that firm internationdlaa process is a gradual development and
taking place through purchasing and logistics dpmraand that, internationalization requires the
ability and willingness to develop operation in theernational level. According to Luostarinen
(1994), the force driving companies internationaliysists of four parts: 1) home country
factors, 2) host country factors, 3) firm relatadtbrs and 4) global factors. Monczka and Trent
(2003) found that firm international ambitions arglobal call and that a firm begins their

14



international involvement through purchasing; intgronal purchasing and finally global
sourcing. Both international purchasing and glamaircing involvement is considered to be firm
reactive strategy seen to secure permanent componegraterial supply and to effort to reduce

cost.

2.1.3 Global sourcing determining factors

In the general, the theory of global sourcing answige question as to “why firm would want to
produce their product and service in a foreigntioc&” instead of exporting and entering into
other forms of corporation with local firm. Moneknd Trent (2003) argue that transferring
spends to low cost countries and access to knowamaxtechnology is important determinant of

global sourcing operation.

Figure 3: Rationales underlying global sourcinged®ainant

f = Access to manufacturing services

= Access to low cost labor — low cost countries

= Access to resources supplies closer to manufagtsiia

= Guarantee permanent access to low cost materidlpaais

» Reduce delivery and logistics costs

= Guarantee access to higher quality and performaaglg & Services

\_

Monczka and Trent (2003) suggested three impobtanéfit of global sourcing, and are:

purchase price or cost is lower, better accessamyets and services, technological know-how
and supplier relationship. Even as cost reductomain one of the most success factor of global

sourcing, labor and material cost also drive fimtoisourcing from low-cost countries.

Handfield (1994) argue that foreign country speqpfiays an important role in the success of
global sourcing. He argues that why low cost, highality, technology remain the main drive
for global sourcing, success in global sourcing lsamard to measure because of other hidden
cost or expenses that are not fully known. Kot@d®94) also suggest that firms seek suppliers

15



from foreign countries because of lack of domestigpliers of certain components and high
demand of better products in the global marketplace

2.2 Supplier selection theories

Supplier selection is considered a key manageeailstbn in the supply chain literature. Slecting
the best and right suppliers are the most crueiglgf sourcing operations and the success or
failure of sourcing activities. According to B€4009) supplier selection assist firm in
identifying, evaluating and contract with suppliéss strategic partnership. He argues that for
firm to achieve its sourcing objectives they willad the right suppliers capable of delivery
results to the company. Weber and Ellram (1993}ictemed supplier selection to be a long-term
process, and argues that suppliers should be @¢gdlbased on core competences and strategic
needs. While several literature on supplier seladtas stress the key role of supplier, other
studies has focus on the criteria firms use touatal prospective suppliers. Bhutta & Huq (2002)
study focus on evaluation of prospective suppliene single mechanism in the selection
process. They argued that, although selectionrierite important, other criteria is needed to

support the selection process.

Weber, Current and Benton (1991) identify three smaymanage suppliers: (1) supplier
selection must be successful; (2) supplier mushibevative and improvement strategy; and (3)
supplier measurement must be meaningful and sysiterian Weele (2005) argues that there
are no differences between the way suppliers deetee and the traditional ways of buying a
product from the seller. However, selecting tlghtisuppliers is the prime determinant of every
firm because of the complexity in evaluating anel ¢hiteria used. Study by Dickson (1966)
suggests cost, quality and delivery capabilitiessader as the most important when selecting
suppliers. Other studies done in the area of seppélection also identified cost, quality, cycle
time, service, relationship and organizationalatittn should be consider as important criteria

for supplier selection.
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2.3 Supplier buyer relationship

According to Baily, Farmer, Jessop & Jones (20@8ationship between the firm and its
supplier companies are important part of globaraog operation, because successful supplier
relationship will allow firm to effectively managed maintain steady relationship between
internal and external suppliers. Successful manageof supplier buyer relationship (figure 4)
is important in order to be competitive in markegcause internal supplier is vital to the
company future survival in the market. (Baily at2005). Varis at al. (2005) argues that a good
and reliable supplier relationship is fundamentahie success and failure of global sourcing
activities. They notice that companies with so&thtionship with their supplier have a greater

access to the market and remain competitive itotfag-run.

Figure 4: Supplier relationship

Source: Baily, Farmer, Jessop & Jones (2005)

Cox (1996) argues that long-term relationship it suppliers is the best to provide growth and
relatively reduce risk associated with sourcingvétes. He noted that relationship with supplier
is important and best used as a general form tdlmmiative relationship between buyers and
suppliers. Effective supplier buyer relationshipplsancrease business confident and enhance
atmosphere of co-operation and mutual advantagelsdon and Wynstra (2002) noticed that
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firms that are involve in global sourcing operataiten seek long-term relationship with
suppliers, and consider the relationship with sigpplto be very important to the successful
operation of sourcing activities. Varis at al. (8D@oncluded that say that strong relationship
with supplier is vital to both buyer firm and suigps. They further stress the need for continuous
relationship management and organization capaslity linking relationship as the key factors

in a successful sourcing operation.

2.4 Characteristics of component sourcing

Sourcing materials and component differs in natume the component suppliers or
manufacturers. Normal sourcing procedure is usexder to meet different demand condition
and supply chain process. However, sourcing is ipagtween company to company and
supplier to company basis. According to Silveké$ Peterson (1998) SCM must be seen as
taking the business approach managing componeptissifrom the suppler partner to the next.
Lambert & Stock (1993) argue that by integratirigaapect of sourcing capabilities within firm,
the supply chain management can support the sguaciivities so that component can be made

available to the market and thus enhance to sauommponent simplicity.

Table 1: Characteristics of component or matenarang

» Requires high negotiation and supplier analysis

* High understanding of component markets

» Differences in component criticality must be redagble

*  Supply of component difficult to forecast, and deghen demand

» Supply or delivery can depend heavily on supplret manufacturer
» Delivery and lead time

* Product complexity

e Supplier — buyer - relationship

e Global location

18



2.5 Sourcing decision-making

Sourcing is essential for an organization intendarhpeting in today’s business environment.
However, with changing global market and technologmpany measure of success have
shifted, driving companies to rethink how acquiratenials and deliver sacrifices to their final
customers. One of the logic behind sourcing is, $@ircing can take place on several locations
for that reason the term of “global sourcing” candpplied, this is because sourcing is finding
and managing source of production of final produrctervices at a worldwide basis and that
require the overall management decision. This plagavay for company to fully recognize that
sourcing has the potential to delivery businesaasbnd cost savings in order to enhance

operational efficiencies.

According to De Looff (1996) companies sourcingisien depend if the company want to
maintain current position or make it better (byreog) would have to consider cost, time-to-
market, quality, flexibility, control and continyitDe Looff (1996) argues that sourcing decision
is the early opportunity for company to improveithrisiness performance and maintain
competitive position. Lysons and Farrington (200@&)cluded that a successful sourcing
operation need top management support, becausarsphas a direct link to the overall
operation of the firm, especially, profit, suppigk;, high risk of product and services. Today,
companies are making more informed decisions admuricing and they want to leverage the

potential value its offer.

2.6 Framework of the study

The research approach in this study is divided tiwtmphase of sourcing and the supplier
selection process. The theories of global souramdjsupplier selection are discussed and used
as a starting point, to explores how firm seleetrtbuppliers in the sourcing activities. So, this
chapter introduces the framework of the study aralilt on the previous theoretical assessment
in the previous chapters. The most important agich in earlier studies is that global sourcing

is more about producing enabler and supportingumibdty, and buying or selling goods and
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service from low cost countries to another coundy a result, global sourcing is considered as
integral part of international sourcing strategy.

/Fir Firm characteristics \
International experience-based 1
expertise 1
- Internal assessement |
- Market assessement |
- Collect supplier information 1

—_———

e e e e e e =

Decision Evaluate Negotiate Implement Manage |
baseline supplier

-
-
-
-
-
-
-
-
-

Global
sourcing

Supplier selection
- ensure compliance

- senice performance criteria = — = — - e e e e e e e == -
- product performance criteria

- supplier criteria

Figure 5: Framework of the study

Global sourcing is an alternative for internatiopatchasing and improvement in global
business, because firm increase their foreign éxpes through sourcing operation. Kotabe &
Swamidass (1993) argues that among many drivesswting, the most commonly known is the
low cost, quality, technology and access to gloesburces, in which the company can no long
find in the domestics markets. They concluded ithatake of global sourcing activities, a firm
does not need a physical present in the foreigntcpuand thus uses the local or foreign
suppliers in order to achieve its own operatiomallg. Figure 5 displays the framework of this
thesis, by explaining the process of global sogyeirsupplier selection in the context of elevator
industry. Other forms of competitive advantagevpted by sourcing is the economic of scales,
proprietary learning and differentiation with otleampetitors are not tied to countries specific
but to the configuration and coordination of thens global approach to sourcing. (Kotabe &
Murray, 2004)
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3. Methodology

The methodology of this study is qualitative baghkédl is, a single case-study methodology. A
qualitative approach was chosen because it allowarf in-depth analysis of the case using the
theoretical framework. Silverman (2006) emphastbedmportant of methodology, he argues
that methodology shed light on the research mettmts used, data collection and analysis that

will be follow throughout the research.

Yin (1984) suggests that single case studies aflushen the limitations between phenomenon
and context are unclear, but are fundamentallyl@vai and used in other theories. Also,
Anderson, (1993) concluded that single case studigsanswer the question of how and why
such phenomenon take place, and make it possibegroper research within it real-life
context to identify the origin and the actual s@stcAs the goal of this study to further explores

supplier selection in global sourcing operatiosimgle case methodology will therefore, be used.

Patton (2002) sees that the nature of researchosh@thgy can suggest the direction of research
and its process. So, the research strategy oétiindy is built on the in-depth understanding of
global sourcing, but the qualitative research madthagy will be use to address the research
questions (Patton, 2002). The following chaptetdsfatus on the kind of data and how the data
is collected, and finally the empirical findingsdaresult is display respectively. However, the
main data collection method will based on semiettned interview, because it permits the
adjustment and advance preparation of questiorghndillow researcher to better explore, obtain
valuable knowledge and understanding on the subjatter (Koskinen at al. 2005.) Further to
this, different publications, materials, reportsl @otes obtained during the interview will be use

to strengthen the basis for comprehensive analysis.
3.1 Data collection
The data collection is based on secondary and pyideta. The reasons for selecting such data

collection methods and the case company is expidims section, and the reliability of various

sources of information is discussed.
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3.1.1 Selecting the case company

The main reason for selecting KONE as the targeipamy for this study was its global
experience and operation, it size and differenirtass-lines. As one of the first Finnish
companies to internationalized, KONE provide a sgstul model on how sourcing in modern
business environment is managed and the implicédiofuture development in global sourcing
activities. This is particularly problematic esglyi, in low-cost countries where information
flow can be challenging and hard to get. For ta@son, | decided to interview people within the
company and who are in the line of purchasing,@ngrand logistics management operations.
Because, | knew they are in that field, their inparh share more light in understanding sourcing

operation in corporate levels and decision to $eleupplier is made possible.

Another reason for concentrating on one single @myjps because as a global company, it can
provide a global view in sourcing activities, enbug analyze as a whole. My aim was to collect
as many information as possible from the expertsraanagers in the subject. Furthermore, this
study concentrate on sourcing operations of KONdEasan employer, | have met many of the
managers in different occasion and in short, |d&gdeat opportunity of contacting, emailing and
personal visit them, in an effort to gather infotioa. All the materials used in this study are

based on the narrative of my discussions and iles/made during this period of my studies.

3.1.2 Primary and secondary data

Primary data sourceNaturally, academic research is based on primargces such as original

'material’ from the field one is studying, inclugibhooks, articles and letters, interviews and
diaries they kept, etc. according to Hirsjarvi &rhe (2009), a good researcher knows how to
use both primary and secondary sources in hisrowvhtng and to them put together in a
combined fashion.

The primary data source in this study was appledugh various discussions and interview

carried out in different office location and witblevant people in sourcing, purchasing, supply
chain management and logistics in the company witapable of contributing to the subject
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matter. While this collection method is importanthis study is that it allow the face-to-face
interviews and discussions, and has provided ratanéormation to support the thesis. The
researcher was able to gain in-depth knowledgeuaddrstanding about the topic in general and
how the company make their supplier selection d@tssin particular. The minimum age

participant in the interviews was around 28 yedr ol

The interview included four opened questions relabeglobal sourcing — supplier selection. |
also have a set of open questions to be discussader to fully understand the criteria use in
selecting suppliers. The interview or discussios wayanize around time frame suitable for the
participants and the researcher, and lasted fartabbohour or so. The discussion was conducted
entirely in English and sometimes Finnish languagexe spoken, led by the researcher. The
researcher took notes during and throughout tlee\virgw or discussion period, however before
commencing; the participants had warm greetingh thi¢ researcher. An overview of the day
activities and the thesis was presented — but lpasgined as the “Supplier selection in global
sourcing — the case of elevator industry” was hggtied. Finally the participants were given

time to think and ask any questions.

The method used was semi-structure interview metioth open end-questions. The benefit of
this method is that it is less structured, flexidba allow new question at any giving time during
the interview depending on what the intervieweess@e researcher also used other method of
communication such as the email and carrying oahpltalls as much as it is needed. The
purpose was to clarify any element that was ndy fuhderstood or clear enough during the
interview. However, to support other analysis, gave analysis was carried out to collect
related information and data already availabldvexdompany. This way, | was able to get hold

of relevant but important information.

However, what | consider important and useful tothmeughout the interview is the pen and
paper which | carried with me during the intervievhich make it possible to keep note of any
discussion and | was not ready to miss any relewdmtmation. This was very helpful and
proves useful to me because since the questioragpareand can be change depending on the
response, taking a personal note become very imptoahd useful method. Thus, | was able to
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focus on what is important to the respondent asgias providing an answer to the research

problem.

Secondary sourcesSecondary data is information gathered for reasloerdhan the completion

of a research study. A wide range of secondarymimédion sources is available to the researcher
gathering data on an industry, potential producdttiie market. Secondary data can be used to
gain initial insight into the research problem. Heain (2009) argues that “Secondary data
source” can provide a means by which the benetihv@fiurvey, particularly its ability to provide
a national-level dimension, may be combined witieotmethods in other to bridge the
traditional dichotomy of qualitative and quantiatiresearch. Creswell (2003) classified
secondary data in terms of its source — eithernateor external. He suggests that internal
secondary data is information acquired within thgaaization where research is being carried
out, while the external secondary data is obtafr@d outside sources. For this study, my
internal and external sources are information dliyesvailable in the company, reports,

presentation materials, internet base publicatibosks and sourcing journals.

In addition to this, several literatures were rexad to further strengthen the theoretical structure
and analysis of the study. However, | am fully asvilrat there are a number of disadvantages in
the secondary source because of the differencesgbetthe aim of research and original purpose
of data being collected. The information collectedlso depended on the particular standards

and purposes set by me and that, | have to uthisenformation in order to present analysis and

recommendation.

3.1.3 Qualitative and quantitative

A qualitative approach was chosen because it alfowan in-depth analysis of the case using
the theoretical framework to capture the develograea firm level. A company case is chosen
for qualitative purposes, aiming to broaden thespective on supplier selection in global
sourcing operation. Another method is the quamntgaiesearch (interview) - the purpose is to
increase my understanding of the subject matteigusn interview-based approach aiming to
gain a bigger picture of the company wide sourapgration. The advantage of using
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combination of qualitative and quantitative-oriehtesearch is that it helped to apply effectively
the research tools and detect the subject matarqrhenon. "All research ultimately has

a qualitative grounding” (Creswell, 2003.)

Uusitalo (1991) compares quantitative and qualigatnethodologies and concludes that a
gualitative study must represent the essentialifeatof the research topic, and that the collection
of research material and analysis are closelyaela typical research material consists of field
observations, free-form interviews, documents amodiycts of culture. A qualitative study

develops a theory further and the ability to follawesearcher is significant. (Uusitalo, 1991.)

The interview conducted in this study is a goodnepi@ of quantitative research because it is
based on describing and clarifying certain issurebveords was used as the main element for
analyzing the results. In the other way round,ghestionnaire applied in this thesis is directly
related to quantitative research technique, eveagh the element of the analysis was in words.
All my forms of the data collection include inteews and discussions, my reflection field notes,

various texts, pictures, and other materials.

3.2 Data analysis

The goal of data analysis is to understand thecgogielement and the force behind the sourcing
decision, especially, when selecting supplierssjdivi & Hurme (2009) argue that method of a
research can not tell the best technique, waysamdct practice to fully analyze qualitative
data, and that data analysis is part of case stnityh is sometimes uncontrollable and difficult
to manage. Silverman (2006) suggests that byfyilagi the research method and other data
collection mechanism will set the stage for datalysis to be followed throughout the study.

The framework of the study and the theoretical conemt shape the overall theme of the study.

For this study the most notable source of dathggésearcher notes obtained during the
interview. By reading through my notes give me adyanderstand that support the theme. This
was followed reviewing and summarizing all detaf®rmation from the materials, papers and

reports to get the overall understanding of théctagnd clarifies area that was unclear in the
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subject matters. Giving this explanation, the sunmsavas broken down systematically into
different areas of the study and according to @i§psubject matter, such as sourcing, supplier
selection and firm decision-making process in gl@oarcing operation. Throughout the whole
process of reading, writing and conducting therinésv, the theories have played a huge role in
the interview process and have helped shape teangsphenomenon. Thus, all data collected
and information from the interview was analyzedtsat all aspect of the research goal will been
achieved. All data divided according to content audrall theme was analyzed based on the

core concept of the study.

The good case data also came from the interviewdesatission, which focused mainly on the
firm sourcing activities in the global marketpladée interview method was chosen as the main
method for data collection because it gives dedaiérmation on the firm supplier selection
process and purchasing strategies, which may navaiéable in the literature. The central issues
are that, the data analysis was divided into dffiéssub-set of the study, to allow an exploration
of the study validity. The result and the theomdtjwerspective of the study will be discussed in
the final two chapters of the study. As the purpaisiie study was to examine and explore firm
decision-making process in global sourcing, theegapurpose as stated earlier is to increase
our knowledge of difference sourcing and firm sigrpbelection process.

3.3 Reliability of the study

The validity of a research can be enhanced gredtgn there are a several methods or viewpoint
applied in the studies in order to avoid systenaaticrors possible in the study. Kirk & Miller
(1986) state that validity allows us to see if tegearch can truly measure according to its
purpose and how straightforward is the result efrésearch in the context of validity. Creswell

& Miller (2000), claim that researcher opinion amd ability to observe can affect the validity of
the study either positive or negative. Thus, redess has to think of a proper way to validate
their study based on how and what they considéatslei for them, for example, research quality,

accuracy and honesty and readabil@tefbacka, 2001).
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Furthermore, the validity of this present studyéacreased anshade safe because of the fact that
many viewpoints have been considered and on simssaes. For example, the researcher data
collection method and the interviews or discussiamied out with sourcing managers, specialist
and logistics make it possible to validate thislgfbecause different views have been

considered that can have some direct validity togameral understanding of the study.

Naturally, | am made to believe that a measuresbamv the way to valid discussion and
conclusion. So sample allows us to give valid dagan and at the end, bring the conclusion that
have good validity and which the reader understaddsever, it was argued that when the
reliability is high it means that the same reseanethodology and techniques has been used to
give the same answer. Therefore, by stressingipertance of high quality studies, you are
saying that the validity and reliability of a resdais high when there are proper control in the
over settings of work, the use of language, lotyaaleaningful and measurement, and other

areas of examinations in the study are connectixhig&cka, 2001.)

4. Case: Company presentation

4.1 KONE in brief - history

KONE is one of the global leaders in elevator asch&ator industry in the world. Established in
1910, KONE has grown and become one of the glatrapanies and in 2010 KONE has net
sales of 5 billion Euros, and operating income@6,64 million Euros, about 145 of net sales. As
one of the global leader in the elevator and esmaladustry, KONE has over 1,000 offices
around the world and services over 800,000 unitgafpment globally. In 2010, KONE has
about 34 000 employees and is present in more3@aountries and serves about 250 000
customers globally. Globally, KONE has seven préidacunits and seven R&D centers. Further
to its position as industry-leader, KONE peoplétertogy, KONE deliver the best people
experience that enable people to move smoothlysafedly. KONE strategy is delivers a
performance edge to its customers by creating éiséser experience with innovative people
flow solutions. (KONE, 2010.)
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4.2 KONE market and sales operation

KONE objective is to offer the best People Flow &xpnce (PFE) by developing and delivering
solutions that enable people to move smoothly lsatemfortably and without waiting in
buildings in an increasingly urbanizing environmd®NE provides its customers with
industry-leading elevators, escalators and innggagolutions for modernization and

maintenance, and is one of the global leaders imaustry.

KONE key customers include builders, building oveéacility managers and developers.
Further, architects and consultants are key partidge decision-making process. The majority
of KONE customers are maintenance customers. KQMEain business is new equipment

business with income of 46% and service busine8si% of the income (figure 6).

46 %

54 %

‘ @ New equipment business @ Service equipment business

Figure 6: Sales by business

The sales by market shares of these three segarends follows: 58% of the market share are
EMEA, the Americas is 21% while Asia Pacific isa&l1% (figure 7). KONE sourcing
organization plays a key role in ensuring thatsuppliers are aligned with KONE approach to
corporate responsibility. KONE organizes an aniudplier Day for strategic suppliers to share
objectives, best practices and to recognize pedoo®a. (KONE, 2010.)

28



58 %
21 %

‘ @ EMEA O Americas B Asia-Pacific

Figure 7: Sales by market

Traditionally, the most important market for KON&still the European markets. At the

moment, the new equipment market is recovery inyn@antral and Northern European
countries and in the Middle East. However, the rtegiance business markets continue to
develop well in these markets. Markets in the Agesiare stabilizing since 2010 and recovery is
underway, but maintenance business still show gtstgm and still competition is increasing. In
addition, the Asia-Pacific markets seem to be tstrposition market development,
modernization and maintenance markets continueveldp favorably. The new equipment
markets — in China all segment continue to growidnAustralia and South East Asia market
also show a strong growth in many of these counttrezen by economic recovering. (KONE,
2011.)

Among the 575 000 equipments in operation, aboyie36ent of them are KONE own makes
equipments and lifts. However, most of the (35,8%)sists of inherited lifts. Naturally, these
are lift makes by that the subsidiaries manufactixefore merging with KONE. There are also
some competitors lifts under service contracts DNE and these lifts are made up of (33,7 %)
of all lifts in service. Among all the lifts, thégmificant lifts are made by KONE competitors like
Otis, Schindler and Thyssen. (KONE, 2010.)

Over half of KONE employees are in the field evéay, and the biggest majority (59%) of the

34 000 employees are in maintenance and modemizatrk category (see figure 9). The new
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equipment sales and installation is still growimgl & second with (24%) share of the
workforce, while manufacturing is 9% and administna, IT and R&D represents also (9%) of
the workforce in KONE. (KONE, 2010.)

9 %

59 %

@ Maintenance and modernization B New equipment sales and installation
0O Manufacturing O Administration, IT, R&D

Figure 8: Employees by product category

As can be seen in figure 8, approximately 11,000@NE 34,000 employees work in the field,
keeping the equipment running as smoothly andysatepossible. Understanding the company’s
strategy is one of the key elements driving empgogregagement. KONE promotes active
dialogue with employees to ensure that every KOMiBleyee understands the company’s
direction and their role in executing the strataggluding the approach to corporate

responsibility (appendix 1).

4.3 KONE global sourcing organization

The KONE Sourcing Organization (KSO) is a globalneof approximately 180 sourcing and
supplier quality professionals responsible for ngggmaent of our enterprise-wide direct and
indirect materials and services spend includingsaplier relationship development and
management. Working in close collaboration acrogserthan 40 country organizations and
manufacturing sites, KSO operate in a matrix orgaion combining local / unit, regional and
global knowledge and expertise to deliver maximuwmsitess impact. KSO mission is to
continuously improve customer value and profit cbntion by proactively engaging internal

and external (supplier) partners in collaborate@mwork as well as relentlessly provide
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innovative solutions and reduce total cost of owhgr so that KONE is competitively positioned
in every market in which we compete. The visiotoibe recognized as a world-class sourcing

organization.

KSO responsibility and objective includes cost ngeamaent of all KONE material and services
spend, including supplier quality and managementpilaboration with internal business
partners to provide maximum value for KONE. A keyiting block of KONE Sourcing is the
concept of category management, defined as a covapsere, unified approach to managing
areas of spend (categories) identified by similatenal attributes and or supply market
characteristics. The category management approsdies cross-functional teaming and

enterprise-wide alignment.

4.4 KONE global supply chain

KONE suppliers play a key role in helping to detitgh quality solutions to its customers. In
order to serve the needs of its customers as@ftigi as possible, KONE has established a
global supply network supported by an optimizedritigtion and delivery network. The purpose
of the supply chain is to deliver KONE productghe building sites in the most efficient manner
possible, fulfilling time and quality requirementghile aiming to minimize KONE operational
carbon footprint. While the company approach itsibess from a global perspective, their

supply chain, particularly in the installation nesss, is highly localized. (KONE, 2009.)

KONE conducts business with close to 25,000 suggpl@ which approximately 100 are
considered to be strategic. KONE purchases 80 peoféts raw materials, components and
systems supply for new equipment production fromraximately 100 suppliers located in
proximity to the production centers. Suppliers uti# raw material providers, contract
manufacturers, component manufacturers, as wellilasontractors in the installation phase.
(KONE, 2009.)

The KONE strategic sourcing process requires teatimm and continuous renewal of sourcing
category plans for all spend categories and idestéxecution accountability at global, regional,

or local levels. Sourcing Unit management, Sour€@agegory management and Sourcing Area
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management must ensure that all KSO staff receisleguate training and that the process is
understood and adhered to. However, sourcing catg@ans are defined as three year plans
setting out the steps to reduce the total costwoienship while ensuring supply, supplier quality
and delivery of business requirements. Managerseauéred to work in close partnership to
develop and execute respective category plansm@swtetimely, quality and cost competitive
supply of products and services.

4.5 The KONE Way

The KONE Way (KW) define as a process underlinenthg of doing business and in
relationship with its customer, their delivery abgducts and services, creation of new solutions,
and the management and support for these procds$sese processes are deeply embedded in
KONE policies, systems and tools. The objectivi@isemove overlaps in different process areas
in order to gain productivity, clarify responsibigis and emphasize collaboration between
functions. Further to enable the improvement in@uer satisfaction and market expansion.

This connection between these view points is sed¢he (see figure 10).

Source

Maintain

Solution
creation

Maintenance

Fulfill
Make

Figure 9: The KONE Way (KONE Intranet, 2011)

5. Analyzing current sourcing process

Current sourcing initiation for selecting suppliéalis into three stages: The first stage involaes
choice regarding the organizational form, nameéydburcing department, at which point
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supplier is selected, (see figure 10). The sectagksepresents the supplier search and selection

process, while the last stage comprises negotgtotin the selected supplier to create a

framework that establishes complementarities astefe the development of synergies.

Supplier quality management

1: Innitial
evaluation &
selection

2. Qualification\ 3.
& start-up

Mornitoring &
development

~
1.1 Supplier 2.1 Supplier 3 1 performance
screening process control & continuous
qualification IO
- AN O\ J
) ) )
1.2 Supplier 2.2 Supplier 3.2 Supplier
profile product development
qualification
- J O\ J
) ) )
1.3 Supplier 2.3 Quality 3.3 Supplier
selection aggreement consolidation
start-up
- AN O\ J

Figure 10:Summary of the mean of sourcing at corporate ldgeision process

As present in figure 10, the supplier selectiorcpss constitutes many stages at a corporate

level: 1. drawing a profile of the desired suppééributes; 2. identification and screening of

potential supplier; 3. preliminary contacts andategions; and 4. Final selection. The initial

evaluation and selection process is when the coyngagages with the potential supplier. This

method ensures that the company has the best supglected and allows progressive building

of a strong supplier network. Sourcing departmakes the leading role to perform and evaluate

the supplier selection process.

KONE strategic sourcing process (also known as BENéquires the creation and continuous

renewal of sourcing category plans. It seems ¢hetrfirms find and choose their suppliers by

following different paths, each entailing a varyimgmber of stages and a varying level of

resource intensity. Currently, company calculbteitmpact of global sourcing savings have on

measures that capture the attention of executivesurcing team. It shows that savings from
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global sourcing operation affect financial perfonoa of the company, thus, selecting the right
supplier is one of the critical function of the pliasing and sourcing team.

6. Results

6.1 Sourcing decision-making

Sourcing can be operated from several locationsral¢the world, which is why global sourcing
is frequently used. But most companies have to nfakeight decision on a global scale
sourcing, whether local market or foreign market.cbmpete in a global level through sourcing,
companies can add value to their services in tefresest savings and increased efficiency. This
study finding reviews the following components otiscing decision making: sourcing location,

sourcing relationship and sourcing option.

The empirical evidence from this study shows tlii@céive decision can significantly reduce
cycle times, achieve cost saving target and hamtmpany secure the best value management
sourcing decision. As a global company, it hasathiéty to enter new markets and seize new
business opportunities by making effective sourcagision. Rather than leveraging only local
resources and suppliers, the company can benefé wioen they integrate their global sourcing

and purchasing operation to take advantage of ress@and suppliers around the world.

Therefore, it can suggest that accurate sourciogid@ can create opportunities for securing
specialized suppliers from previous providers, tageng sourcing and supplier networks for the
best of and most economical result, adopt globlalegaand capabilities that will extend

collaboration across geographical boundaries.

Sourcing can bring fresh minds to your businesd,iacan also free time up for innovation and
other vital tasks. However, making the wrong decisian put your business at a competitive
disadvantage. Perhaps you'll lose control of petary information, or receive components that

don't meet your organization's quality standards.
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6.2 Supplier decision making process

Based on the literature reviews and findings fromgurvey, supplier selection is the most
important component of the purchasing process. flisngs led to the discovery of how firm
make their global sourcing decision, and a framé&wais been developed for the “sourcing
decision” on global sourcing (figure 11). A key loimg block on the sourcing decision is that
they defined a comprehensive and unified approasioaircing process at global, regional and
local levels to establish supplier agreements aladionships to drive performance in both cost

and value.
————— i —— ————
| Sourcing company assets & I
I .
I Business Need —
N —— )
Technology & Labor rate & Raw Materials Supplier Value
Output quality productivity & Product criteria Based
criteria performance Decision

Figure 11: company'’s sourcing decision

It appears that part of the decision process ibajlsourcing operation was to do with global
competition, transfer of expenditure to low costimvies, unavailability of resources and most
importantly the increase used of sourcing in tlabgl market. Many of the low cost countries
have seemly advance technology and they enjoy a tiugct investment from big manufacturers
from other parts of the world. However, it has evitithat labor rates and other costs benefit
many of low cost countries and that, local busiassgould ultimately want to attract more
investment in the area of equipment, technologytaoknical expertise in order to meet quality

and production requirement of their foreign custmne
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6.3 Supplier selection process

To clarify Dickson’s (1966) point of departure ahé definition of supplier selection, the

following is stated:

“The word “selection” frequently used in the literae to indicate the final decision on
which provider is used. Selection could be the de&or potential providers, for such a
search in itself means that providers are sortemh{parison/decision) into potential and
non-potential providers. For this reason, it is gegted that search, assessment, and
provider decision are all elements of selectionitker, movement from search to

evaluation to decision may occur only once, oralyrbe repeated (Dickson, 1966).”

Based on the empirical analysis, two modes of selecsed in the case company are evaluation
of alternative and short partner selection (seer&d.2). In this study, these two modes of
supplier selection are considered to plausibléénsburcing supplier selection context. Each

other these modes demand certain criteria and res®of the firm.

It is suggested that smaller and less experierioad are likely to choose supplier considered
“good enough” rather than most favorable and thatess willing to undertake supplier
selection process based on the evaluation of ali#gs mode. On short supplier selection,
decision is more of a team effort making it a piblesoption for firms access a wide range of

alternate which balance both short and long-teredroé the firm.
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Figure 12: Proposed alternative modes of suppdilercsion

The proposed mode show sourcing option dependirfgrarsourcing location and relationship.
Sourcing decision is based on the importance dfredlsiction, quality, flexibility, and time-to-
market. Savings in purchase price or cost varidsd@pending, thus, choice used in supplier

evaluation and selection can depend on country,lsgarcing situation and purchasing decision.

6.4 Criteria for selecting supplier

The result shows that quality - cost/price, delyyaupplier relationship, management and
organization are important criteria for their suppkelection (see table 1). However, the
approach to evaluating supplier seems to be regdircause one supplier may offer higher
quality components with unreliable delivery, white other may offer inexpensive component
of slightly below average quality, setting up al&aff. The important thing to note is that, each
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criteria is important for supplier evaluation adeparate stage because, allows the company to
organize its decisions and operating structurerataiucore business. Table 1 summarizes the
results of criteria normally used by the companyate potential suppliers. The result of this
study identifies quality, price, delivery time, kexcal capability and R&D know-how as the

most criteria factors in their supplier selectiongess.

Table 1: Criteria for supplier selection

*Rating Criteria Factor
1A Quality Performance, durable, reliability, ease of operatind usability
> 1A  Delivery Lead-time and speed delivery, on time deliverypoase time to markegt
» 1A  Cost Transportation, operating cost, after sale-service
> 2 Management & relationshii Management of relationships, industry relationstrgaship
> 2 After-sales & services Able to modify, flexibility, actionable, respond twgent request
> 1 Technical capability Know-how, technical contribution
> 2 Geographical location Distance, local or foreign, ready to act when nédede
> 2 Regulation compliance Obey local employment laws, avoid unlawful employine
> 2 Trust & commitment Trustworthy, reliability, dependability and perfaance
» 1A  Financial condition Financial stability and credit worthiness, staltaficial capabilities
> 2 Procedural compliance Ability to follow rules, maintain agreement
> 1 R&D capability Ability to contribute to new product developmeng€i8
*Ratings: 1A = Extreme importance 2 = Average imaoce 1 = Considerable importance.

3 = Slight importance

In general, under the global sourcing dynamics) finakes decisions to source in different
supplier markets for products and services thavakgable, reliable, and low-cost and offers a
higher return to the organization and customerssTtable 3, indicates that firm develop global
sourcing approach by managing new and long-terrantory process. The purchasing and
sourcing managers have the option of sourcing frarrety of markets that are compatible to the

firm core business and competences.
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6.5 Concluding remarks of key findings

The overall result of this thesis acknowledgesttitieefit and contribution of global sourcing is hu§e, the success
and failure will depends on the management decisiaking and the criteria for selecting supplierefigiore, the

key findings will now be summarized as follows:

Benefit areas Key drivers

Organizational:

= Top management support to sourcing =» Sourcing and corporate strategy

= Access to technology and resources = Closer to leading developmental edge

=  Short availability of local suppliers => Avalilability of qualified technical personnel
Purchase cost:

= Reduction in overall cost => Direct labor and other costs linked to productivit

= Reduction in direct material costs =>» Closer to source of supply provides competitivesadage
Country wide specific:

= Present in emerging and low cost countri®sLevel of cost are very low

= Availability of large scale production =>» Secure access to sourcing manufacturing services

= Ability to approach purchasing as global=» Secure access to low cost materials and parts

entity instead of country-wide driven

Table 2: Concluding remarks of key findings

Based on the findings, sourcing can be seen théderithancer and production development,
which provide firms with adequate resources. Agas said, sourcing from foreign suppliers can
help complement the firm internal product developtnand thus, provide well needed resources
and large scale production. However, by using eslesuppliers, the firm can reinforce its own
capabilities and maintain global competitivenessnen most challenging and demanding
business environment. Sourcing from low cost coesilis beneficial to companies, because of
the opportunity to operate at a reduced costs Ipesand increased productivity. The case
company stress that the firm can not be interreMiiful in all aspect of its operation, and thus,
sourcing decision is as a result of changing bssie&vironment and customer needs. Therefore,

supplier capability, technical know-how and locat@an affect the decision making process.
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7. Conclusion

This study has contributed to our understandingiabal sourcing in both theoretical and
empirically. The purpose of this study was setdplare the firm decision making and supplier
selection process in global sourcing activities tlhe data analysis and findings indicate, that it
Is possible for the firm achieve cost savings Bgdeg the right and suitable supplier. The firm

should evaluate sourcing options (country-leve) ampplier on a case-by-case basis.

From all direction of this thesis, effort was deded in defining and understanding the current
global sourcing and supplier selection theoriesp&d of the learning curve, a capability of the
firm was also examined by reviewing internal datd aterviews with the sourcing teams. As
the study move on to a progressive stage, it & ¢heat the field of sourcing and the pressure to
choose the best supplier will depends on the topag@ment decision. It is also clear that global
sourcing and purchasing strategies are criticahtterstanding sourcing complexity, especially,
when selecting the right and potential supplietssView in GS helps to develop a complete

picture about relationship between different cidtemd factors.

More importantly, this study has offered empirigathportant trend in evaluating suppliers. It
can conclude that sourcing experience is an impoféator for selecting right suppliers,
especially, when lead-time and supplier competé&ncencerned. The transfer of expenditure
cost, lower purchasing costs, new supplier possdsiland high quality increase in product
guantity and lower labor cost is critical importarfor global sourcing activities. While access to
new markets, technical know-how and solid finanbedkground are key criteria for supplier
selection, it is acknowledged that customer senduapplier relationship and management are

still the key component for supplier selection dam-making process.

As evidenced in the study and the findings, casdlity and delivery are most significant
findings of the study as one the key drivers farrsing activities. The company’s international
experience also contributes to the success in sguoperation, for example, supplier related-
business activities; the company pursues a glalgdlg and purchasing policy in search of

access to new material suppliers.
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The study also finds strong support in the validityhe company pattern of GS operation,
namely, supplier selection process and industryewsimurcing strategy. The supplier selection
model suggests that selecting criteria dependsiondividual company method and its sourcing
strategies. However, literature review also shdvas more focus has been on how firm’s select
their suppliers instead what criteria an individfilah should apply. From an academic point of
view, the model presented in this study shows newsvof evaluating factors criteria in the

research of supplier selection.

Finally, while we recognized the importance of sty and it contribution to global economy, it
is important also not to underestimate the prooéselecting supplier. As the findings shows,
supplier selection is one of the key important mfilsourcing and purchasing managers in
evaluating and deciding which supplier is best ifpahd suitable for the firm. Global sourcing
process should be integrated in the overall perfmice of the supply chain management. When
the cost of sourcing can be reliably estimatedj thevould be easier to evaluate supplier based
on maintain delivery time, quality, reduce risk amehtinuous improvement. One thing is certain,
successful sourcing and supplier selection decisamnlead to alternative cost savings and
increase competitive advantage, even at a globedenkevel.

7.1 Recommendation

The created model (table 1) indicates that inteandl external capabilities are important
elements of global sourcing. The selection criterake it possible to evaluate supplier and
improve the firm overall sourcing process. For tieigson, choosing right the supplier is the key
to achieving the success of global sourcing aatwitin doing so, meeting global competition
and satisfying the global customer, firms should&eand manage core suppliers in the long-
term. Therefore, proper evaluation of the sup@edection process and categories is needed in
order to successfully operate at low-cost, highigguand management of the supplier
relationships. The created model itself shows npatkntial in the selection process and makes

it possible to analyze supply chain performancears, as table 2 shows.
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Table 3: Business benefit of the modify model agppsed.

Improve

o » How both supplier and the company can improve supiphin managemen

communication - . L

» How to utilize and improve communication network

» The effect on KSO and the suppliers
Improve overall » The factor affecting supplier management

_ » The relationship between suppliers and the company

understanding » Supply chain process and unaccountability of prbdad services
Improve overall risks > Identified hiding and unhidden costs associatet! sipply chain

and cost analysis management

» Supply chain management and component suppliefeobas

» The concrete effect of improvement effort and acptan

Therefore, since sourcing can take anywhere arthundorld, adequate monitoring system of
actual lead time of all suppliers is highly reconmabed to enhance the performance of supply
chain network. Since purchasing is fundamentalfpl/ chain management, the combination of
all logistics and purchasing processes as weh@$SCM systems into single units will ensure

smooth coordination and collaboration between ittme &nd suppliers.

Furthermore, even as several studies have strédssé@tiportance of cost, quality, delivery,
customer service, supplier relationship and managéno be important criteria for selecting
supplier. Other studies have also considered maiahgspect and experience in international
business. Thus, ethical and moral issues thatadbdjcompanies must face when dealing with
supplier in foreign markets are an important péglobal sourcing operations. Finally, it is
important to understand that what is “right” andéwg” is not always easy to determine, as
there are no universally accepted code of behawiard decision-makers in the global sourcing
activities. But, having knowledge of foreign masket essential to arriving at one’s own

behavioral code for each business situation faceshy markets.
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7.2 Manager implication

The managerial implication for this study is tredurcing of materials was to support the
operation of elevators and escalators in the glotzaket. Managers faced three distinctive
decision-making challenges: the long-term, mediamitand short-term decision-making. In the
long-term, the manager has to be ready to makaidaan which suppliers to choose and why.
Their decision should be based on analyzing suppigtorical performance and their ability to
meet and maintain business relationship. The medeasm, managers should be willing to make
sourcing decision and agreements to purchase m@lgteith the three major distinctive criteria
in mind (such as cost, quality and delivery). Hnahort-term ability is more tempting because
of the timeframe. In business terms, time is ma&y managers will have little time to analyze
supplier historical performance. So the challerayarfanagers in negotiating sourcing agreement
is to focus on supplier capabilities and technkredwledge.

7.3 Further research

Further research could carry out towards understgraf the selected suppliers in order to learn
from the past decision-making process and to su@gllitional improvement in the selection
process. It would be interesting to know from thpier’s side, how their foreign partners are
selected and which criteria used. Finally, the afléhe sourcing personnel should reveal

interesting aspect on how suppliers are selectddremarket implications to the company.
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Appendix 1: The interview lists

Company Date Respondent roles Type of
encounter

1 KONE March 2011 Sourcing Specialist Interview
Corporation

2 KONE March 2011 Sourcing Manager Interview
Corporation

3 KONE April 2011 Sourcing Category Manager Interview
Corporation

4 KONE May 2011 Supply Quality Manager Interview
Corporation

5 KONE May 2011 Purchasing Manager Global Interview
Corporation Spare Supply

6 KONE May 2011 Logistics Manager Interview
Corporation

7 KONE May 2011 Logistics Operation Manager Interview
Corporation

8 KONE June 2011 Sourcing Manager Interview
Corporation

9 KONE June 2011 Supply Manager Interview
Corporation

10 KONE June 2011 Sourcing Manager Interview

Corporation
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Appendix 2: Product — elevator and escalator

KONE elevator KONE escalator

Appendix 3: Elevator component

Escalator component /step

KONE LCE control board
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