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Purchasing Power

 Introduction

‘The power of buyers determines the extent to which they retain most of the value created for themselves, leaving firms in an industry only modest returns.’




(Porter 1985 p.9)

Purchasing academics have repeated the claim that the Purchasing Function is important for at least the last three decades, Porter has drawn attention, in passing, to the underlying reason for that importance. Using plain English it may be stated that purchasing power is an important determinant of organisational profitability. Purchasing and Sales practitioners have always been aware of this truism, yet the concept of 'power' remains absent from the indexes of any of the main purchasing texts on either side of the Atlantic {Baily (1987) ;  Baily & Farmer (1985); Calvinato (1984); England, Leenders & Fearon (1980); Lee & Dobler (1977); Lysons (1989); Scheuing (1989); Wesling, Fine & Zeng (1976)}. The concept has made a handful of fleeting article appearances, most notably in the work of Naumann & Reck (1982), Pilling and Zang (1992) and S. J. New (1993). However Pilling, Zang and New make little more than passing reference to power in the conclusions of their works and Naumann and Reck are concerned with relationships between buyers and their own organisation - this is neither the kind of ‘buyer power’ that Porter was alluding to, nor that of this paper’s title. Given the importance of the concept, its almost total absence from mainstream Purchasing Literature is puzzling in the extreme and inhibits constructive speculation and analysis of the phenomenon of power in Purchasing. This paper will attempt to redress the balance by offering a definition of Purchasing Power and an analysis of the factors affecting its generation, amplitude and application.

Resource Exchange and power - an overview 

Relationships between professional buyers and suppliers form around a process of resource exchange which may be described as follows. Organisations possess both resources -  money and products - and external resource needs. As suppliers they need to obtain money through sales revenue, as buyers they need to obtain products not currently supplied by themselves. The latter needs, are transformed by the buyer’s organisation into purchase specifications which are then used to evaluate product specifications offered by suppliers. The specification generation and evaluation activities are iterative in nature, and information gathered during this process feeds back and is used to modify the purchase and product specifications. When a satisfactory match between the buyer’s purchase and supplier’s product specification has been found, the buyer’s external resource need is transformed into a desire to buy from a specific supplier or suppliers (the supplier selection decision), and the supplier’s external resource need is transformed into a desire to sell to a specific customer (the customer selection decision). The mutual satisfaction of these desires is shaped and defined through the medium of  bargaining activity as buyers and sellers negotiate, both the terms of mutually acceptable exchanges of resources, and the distribution of the resulting cost, and thence profit, between their respective organisations. The outlines of this resource exchange process may be shown diagrammatically thus
:

[insert Figure 1.]

Both buyer and supplier share the primary task throughout this process of satisfying their organisations’ external resource needs in a manner that produces the largest possible long-term retention of profits for their own organisation. Power stems from the shared need that buyers and suppliers have for the resources each has to offer the other.
Purchasing Power - a working definition

The lack of academic interest in the concept of power so evident in the field of Purchasing, is not shared by a number of other disciplines including Sociology, Politics, Psychology and Marketing each of which has produced an extensive literature on the subject. Although a comprehensive review of these literatures is clearly beyond the scope of this paper, the texts cited in the following brief survey are either representative of a particular approach to the study of Power, or themselves contain comprehensive surveys of the relevant literatures. Thus some authors concentrate on the nature of power within, and the effects of power upon the individual - so-called 'intra-personal power'  {see Kets de Vries (1980), for example, or McClelland (1975)}. Many treatments focus on the nature of interpersonal power, dealing with the relations between individuals in society or relations between individuals and elites {French & Raven (1969) produced one of the most influential pieces of work in this particular area, Clegg (1989) provides a useful overview of the literature and Lukes (1974) was influential in the political sphere}. Discussions have also been developed in Sociology around intra-organisational phenomena {see Etzioni (1961) and Martin (1977) on Power within Organisations, Pfeffer (1992) has also tackled the same subject from a Management Theory viewpoint. Sociologists have dealt extensively with power relations both between the Individual and the Organisation, and the Organisation and the State. Purchasing Power however, is an inter-organisational phenomenon, and this variant has been largely neglected by academia with the exception of the publication of a number of Marketing papers from authors such as Gaski (1984) , Lusch (1976) and Beier & Stern (1969) who explored the relatively esoteric topic of the relationship between power and conflict amongst common members of sales distribution channels. Of all the extant treatments of power, perhaps the most directly useful and applicable to this paper is the resource-dependency approach developed by Emerson (1962), Blau (1964), Jacobs (1974) and others to explain general community relations.


The diversity of approaches to the subject of power adopted in other disciplines has created a  correspondingly large number of different definitions of the concept ranging from Weber’s venerable:

‘In general, we understand by 'power' the chance of a man or a number of men to realize their own will in a social action even against the resistance of others who are participating in the action.’






(Weber, 1968, p. 926)

through Russell’s:

‘Power is the capacity of some persons to produce intended and foreseen effects on others.’ 








(Russell, 1938, p. 25)

to Emerson’s :

‘The power of actor A over actor B is the amount of resistance on the part of B which can be potentially overcome by A.’

 




(Emerson, 1962, p. 32)

Emerson echoes both Russell and Weber in defining Power in terms of the ‘potential’ ability of one actor to overcome ‘resistance’ by another. In the context of buyer-supplier relations, the reader is entitled to ask why power should only be defined as a ‘potential’ and what type of behaviour the actors might be resisting. 

Potential and Actual purchasing power

In order to explore the idea of ‘potentiality’ we shall temporarily apply a version of Russell’s definition of power to the commercial context and state that buyers possess Purchasing Power if they are able to produce intended changes in a supplier’s behaviour.  Consider the relationship between a very large buyer with a multi-million pound spend and a supplier with a very small annual sales turnover. Assume that the buyer has need of the products the supplier offers and the supplier is interested in dealing with the buyer.  Suppose that, prior to any agreement to exchange resources, the supplier was offering the product at a price that the buyer regarded as 10% higher than they considered reasonable. Further suppose that although the supplier did not want to lower their prices, they would be prepared to accept a  5% reduction if this generated a sufficiently large increase in sales volume. It might be argued that the buyer has potential purchasing power in these circumstances; the potential to make the supplier reduce its selling price. If the buyer subsequently proved able to make the supplier lower its price, then one might suggest that the buyer had successfully exercised purchasing power, and in so doing had manifested actual purchasing power.  However, if the buyer attempted to exercise their potential power by trying to get the supplier to reduce its price and subsequently failed in this task, this would raise an interesting question about the nature of the buyer’s power.  Gaski has no doubts about the answer:

‘What of an unsuccessful attempt to exercise power....... ?  How shall that be designated; what are its consequences ?


To this, the answer is emphatic: There is no such thing as an unsuccessful attempt to exercise power when power is present. Power means the ability, not the inability, to alter behaviour. Its exercise is at the discretion of the power holder. If an attempt to exercise power is unsuccessful, it is merely confirmation that the power did not exist in the first place.’






(Gaski, 1984, p. 24)

This conclusion is accurate in terms of a narrow, ability-based definition of power, but, as Gaski himself points out, it assumes that power is a ‘one force vector’ rather than a ‘...force vector subject to the offsetting influence of “countervailing” power’ op cit. 2 The position adopted in this paper is that in buyer-supplier relations where both parties have need of the other’s resources, both parties possess potential power. In the earlier example, prior to the act of exchange, the buyer had potential purchasing power and the supplier potential selling power. This power might usefully be described in terms of  the parties’ respective specifications. Thus, employing a simple example, a buyer’s purchase specification might include a target product price of £300 each and a delivery requirement of two weeks time. The supplier’s Product specification might include a price of £500 each delivered in two month’s time. If we assume that both parties have need of the other’s resources and a desire to enter into exchange, potential power stems from this shared need and desire, i.e. the potential capacity to persuade the other party to modify their specification in order to achieve exchange. The success or failure of a party’s attempt to convert that potential into actual power might be represented by the difference between their original specification and the final agreed exchange specification. Thus an agreed exchange specification of £300 each delivered in two weeks would represent the completely successful conversion of the buyer’s potential into actual power and the total failure of the supplier to generate any actual power. Conversely, an exchange specification of £500 each delivered in two months would represent the completely successful conversion of the supplier’s potential into actual power and the total failure of the buyer to generate any actual power. Any agreed specification that falls between these two extremes would represent the result of both parties successfully (albeit partially) converting potential into actual power. 


Caution must however be used with any definition of power based on specification change. Not all such changes require power for their implementation. Power is only required to overcome resistance to change; to bring about changes that would not otherwise have occurred. Given the buyer’s and supplier’s shared objective of satisfying their organisations’ external resource needs in a manner that produces the largest possible long-term retention of profits, it is reasonable to suppose that they will resist changes that incur additional costs for their organisations.

Working Definitions

The preceding discussion allows us to offer some working definitions of Power in buyer/supplier relationships:

Potential Purchasing Power is the potential capacity of a buyer to produce intended changes in a supplier’s product specification, that both create a closer match between that specification and the buyer’s purchase specification, and incur increased supplier costs without increasing buyer costs.

Actual Purchasing Power is the ability of a buyer to produce intended changes in a supplier’s product specification, that both create a closer match between that specification and the buyer’s purchase specification, and incur increased supplier costs without increasing buyer costs.

Potential Selling Power is the potential capacity of a supplier to produce intended changes in a buyer’s purchase specification, that both create a closer match between that specification and the supplier’s product specification, and incur increased buyer costs without increasing supplier costs.

Actual Selling Power is the ability of a supplier to produce intended changes in a buyer’s purchase specification, that both create a closer match between that specification and the supplier’s product specification, and incur increased buyer costs without increasing supplier costs.

It is not always necessary for a buyer to ‘exercise’ their potential power in order for actual power to be generated. Supplier’s may modify their product specifications in a cost-incurring manner, in the absence of any overt buyer activity or behaviour.  Thus, in the earlier example, in order to ensure winning the potential business the supplier might adjust their product specification to £300 each delivered in two weeks, before the buyer had made any overt attempt to bring such a change about. This would represent an example of the ‘rule of anticipated reactions’ which Wrong has described thus:

‘Power is sometimes said to be potential rather than actual, to be ‘possessed’ without being ‘exercised’, when others carry out the wishes or intentions of the power holder without his ever actually having issued a command to them or even having interacted with them at all to communicate his aims.’

(Wrong, 1979, p.7)

This kind of behaviour might be observed for example, if the supplier’s desire to trade with the buyer and to obtain their money was so strong that the buyer’s presence and trading characteristics were enough to overcome the supplier’s resistance to specification modification.  


The discussion to this point has concentrated on describing the external  effects of purchasing and selling power. In order to increase our understanding of the nature of the phenomenon it is now necessary to explore the underlying causes of the existence of power in trading relations. Potential and actual purchasing and selling power stems from the ability of either party to satisfy or frustrate the satisfaction of the other’s resource needs. The exhibition of compliant behaviour on the part of a buyer or supplier in response to the exercise of power might also be described as symptomatic of a condition of dependence. 

Resource-dependency theory - Power generation and amplitude

Buyers and suppliers are dependent upon each other for the satisfaction of their resource needs. Power stems from this state of interdependence. In discussing general societal relations between individuals and groups Emerson has argued that:

‘Social relations commonly entail ties of mutual dependence between the parties. A depends upon B if he aspires to goals or gratifications whose achievement is facilitated by appropriate actions on B’s part. By virtue of mutual dependency, it is more or less imperative to each party that he be able to control or influence the other’s conduct. At the same time, these ties of mutual dependence imply that each party is in a position, to some degree, to grant or deny, facilitate or hinder, the other’s gratification. Thus, it would appear that the power to control; or influence the other resides in control over the things he values, which may range all the way from oil resources to ego-support, depending upon the relation in question....

Dependence (Dab). The dependence of actor A upon actor B is (1) directly proportional to A’s motivational investment in goals mediated by B and (2) inversely proportional to the availability of those goals to A outside of the A-B relation.’

(Emerson, 1962 p. 32) 

This approach may be applied to buyer-supplier relations with a few terminological modifications. In the commercial context, ‘goals’ and ‘gratifications’ become the organisation’s need for external resources, and ‘motivational investment’ becomes the attractiveness of the resources each party has to offer. The attractiveness of a resource to a buyer or supplier will depend, inter alia, upon the closeness of fit between the resource’s specification and that of the buyer’s or supplier’s need. Emerson’s words may now be re-stated. 


Buyer-supplier relationships embody a condition of interdependence. Supplier S depends upon buyer B (and vice versa) for the mutual satisfaction of resource needs and wants. After agreeing to exchange resources, B and S enter a state of interdependency in which each party is in a position to grant or deny, facilitate or hinder, the satisfaction of the other’s resource needs and wants. Consequently, both parties have reason to try to control or influence the other’s behaviour. Dependence (Dsb:bs): the interdependence of supplier S and buyer B, is directly proportional to each party’s perception of the attractiveness of the other’s resources, and inversely proportional to the availability of those resources from other organisations. Suppliers and buyers are , in these terms, interdependent, and power stems from this condition of interdependence.  As Bacharach and Lawler expressed it :

‘From the standpoint of power-dependence theory, power is a function of dependence. More specifically, the power of an actor is a function of the other person’s dependence on the actor. The greater the other person’s dependence on the actor, the greater the actor’s power in the relationship.’






(Bacharach and Lawler, 1980, p.20)

The amplitude of a buyer’s purchasing power may now be seen to be determined by the degree of interdependence between the buyer and supplier, and this in turn depends upon the relative attractiveness and availability of the resources the buyer and supplier have to offer each other. In the commercial sphere the amplitude of purchasing (and selling) power is also affected by the ability of organisations and their representatives in an exchange relation to convert potential into actual power - what might be called their conversion capability.


The peculiarly interdependent nature of buyer-supplier relationships means that, unlike some other exchange relations, both parties always possess potential power. Indeed, it is perhaps useful to consider the relationship between the two parties as being characterised by a ‘balance of power’. It would be misleading therefor to consider the concept of Purchasing Power in isolation from that of Selling Power, and in the investigation or resource attractiveness, resource availability and conversion capability that follows, although the focus is on Purchasing Power, references to Selling Power will appear as and when necessary.

Resource Attractiveness

Money

Money is the primary resource the buyer brings to the exchange process. Suppliers need to obtain that resource, and potential purchasing power arises from the buyer’s capacity to satisfy the supplier’s resource needs by committing the buyer’s organisation to the issue of current and future orders and the payment of suppliers. Before an exchange of resources has been agreed, buyers possess potential, reward-based purchasing power (the reward of giving the supplier a new order, increasing or extending existing orders or re-structuring agreements). Once exchange has been agreed, buyer’s possess potential, threat-based purchasing power (the threat of cancelling or reducing existing or future orders or re-structuring agreements). However, the significance of these potential threats and rewards, and hence the amount of potential purchasing power they bestow on the buyer, is not simply proportional to the amount of money involved. It is also strongly influenced by the supplier’s perception of the degree to which any given quantity of money succeeds, or is likely to succeed, in satisfying their resource needs.  It depends, in other words, upon the attractiveness of the buyer’s expenditure. Although there are no agreed methods or units for measuring it, the attractiveness of money 2 is nonetheless real, variable, essential to an understanding of purchasing power and determined by a variety of different factors. 

Determinants of money attractiveness 


 Firstly, the amount or volume of money offered has an influence on its attractiveness. However, although the monetary value of a buyer's orders on a given supplier may, for example, be a very large proportion of the buyer's total purchasing budget, it may also be only a very small proportion of the supplier's total Sales Revenue. The attractiveness of the buyer’s expenditure is thus directly proportional to the ratio of that expenditure to the supplier’s Total Sales Revenue (hereafter called the E/R ratio). The smaller the E/R ratio, ceteris paribus, the less attractiveness there will be associated with a given amount of a buyer’s money. Secondly, the form in which the money will be delivered to the supplier - whether as cash, on credit terms, as a foreign currency, in advance of deliveries and so on - has a self-evidently direct effect on attractiveness of the payment. Moreover, the supplier’s financial state of health can have a profound effect on their perception of any given amount of buyer’s money. Regardless of the E/R ratio, suppliers suffering a severe cash-flow crisis will regard any given quantity of money as more attractive than those enjoying a comfortable financial situation. Finally, suppliers who believe that too much of their total output is already committed to a single buyer will tend to find that particular buyer’s expenditure less attractive than funds from other customers with whom they are less deeply involved. 


From the supplier's viewpoint therefor, Physical Expenditure is the Sales Revenue generated by the buyer’s expenditure measured in simple money terms. Perceived Expenditure may be defined as the Physical Spend modified by the attractiveness of that Expenditure as perceived by the supplier. Supplier perceptions may either increase or reduce the attractiveness of a buyer’s expenditure and thus amplify or compress the buyer’s potential power. Potential purchasing power is a function of Perceived, not Physical Expenditure.
Products

The distinction between Physical and Perceived Expenditure is matched by a directly analogous divide between Physical and Perceived Products on the supplier’s side of the relationship. The Physical Product may be thought of as the supplier’s goods or services specified in technical terms. In the case of photocopier paper for example, the physical product might be expressed in terms of the paper’s size, colour and weight.  The Perceived Product is the Physical Product  modified by the attractiveness of that Product as perceived by the buyer. The relative clarity of the meaning of the term ‘physical expenditure’ above however, is not mirrored in that of the ‘Physical product’. This may appear counter-intuitive. Whereas many products have a relatively unambiguous physical form, money, in commercial transactions, typically retains a near-cyberspace existence only, its physical form rarely extending beyond the ink on bank statements or a few joules of energy flowing down cables between chips in clearing bank computers. However, even this degree of clarity and precision eludes the definition of a ‘product’. Thus, whilst Money at least has recognisable units of measure, products can apparently take an infinite number of forms, as indicated by Kotler’s general definition of a product as:

‘..... anything that can be offered to a market for attention, acquisition, use, or consumption that might satisfy a want or need.’

(Kotler, 1991, p. 429)

Products can thus be goods or services, tangible or intangible, objects, ideas, processes, emotions. Indeed, almost anything may become a product. This extraordinary state of affairs throws little light on the nature of the relationship between products and power. The further elaboration of the concept by the same author into ‘core’, ‘generic’, ‘expected’, ‘augmented’ and ‘potential’ ‘levels’ of  product is perhaps more useful:

‘The most fundamental level [of a product] is the core benefit, namely the fundamental service or benefit that the customer is really buying. In the case of a hotel, the night guest is really buying “rest and sleep”. In the case of lipstick, the woman is really buying “hope”. 4 In the case of drills, the purchasing agent is really buying “holes”.


[the next level consists of ] ...........a generic product, namely a basic version of the product. Thus a hotel consists of a building that has a front desk and rooms to rent.....


At the third level, the marketer prepares an expected product, namely a set of attributes and conditions that buyers normally expect and agree to when they purchase this product. Hotel guests, for example, expect a clean bed, soap and towel, plumbing fixtures, a telephone, clothes closet and a relative degree of quiet...


At the fourth level, the marketer prepares an augmented product, namely one that includes additional services and benefits that distinguish the company’s offer from competitors’ offers. A hotel, for example can augment its product by including a television set, shampoo, fresh flowers......


At the fifth level stands the potential product namely all of the augmentations and transformations that this product might ultimately undergo in the future.’

(Kotler, 1991, p. 430) 

The level of ‘Physical product’ that a buyer is interested in, or considers when making sourcing and purchase decisions varies with the nature of the purchase. In terms of Kraljic’s (1983) classification of purchase types, buyer’s of ‘noncritical’ materials may be content to consider nothing more than the expected product, but those dealing with the purchase of  ‘strategic’, ‘bottle-neck’ or ‘leverage’ materials might be concerned with the broad augmented product. Furthermore, larger, more sophisticated, purchasing organisations have, over recent years been pushing out the boundaries of their purchase specifications, and hence the product specification that they are interested in, to include an enormous number of different aspects of the supplier’s organisation. This tendency has reached its most advanced form in organisations that have adopted what Merli (1991) calls a ‘business partnership’ approach to supplier relations in which buyers enter into long-term agreements with a view to integrating suppliers into their own organisational structure. In these circumstances Merli (p.71) suggests that buyers should consider the following aspects of the supplier’s operations:

· Total cost of products supplied (nonquality costs, stock, planning, costs (sic), etc.)

· Process capability

· Quality assurance system

· Technological level

· Human resources level

· Management system

· Flexibility/elasticity

· Improvement abilities and performance trends

· Technological development capability

· Compatibility with client’s strategies

· Business capability.

Each one of these headings can be readily exploded into a more detailed list of sub-headings that rests in turn upon a further complex hierarchy of details.  Thus, Merli subdivides the first item on the list - Total cost of products supplied -  into a 19 item checklist under the sub-headings of  quality cost, costs related to delivery reliability, response time costs, supply lot costs, costs linked to lack of improvement and technological obsolescence costs. To the would-be integrating buyer, the supplier’s ‘physical product’ becomes an extremely complex concept approaching, at the limit, Kotler’s ‘Potential level’. 


All ‘levels’ of the physical product may have an associated, variable attractiveness to the buyer in much the same way as the buyer’s money had variable attractiveness to the supplier.  This variation in appeal is the result of a number of factors some of which may be regarded as being largely accidental, unplanned or beyond the buyer’s control, and some of which are the result of deliberate supplier action. 

Determinants of product attractiveness 


Perhaps the single most influential determinant of a product’s attractiveness is its Total Cost (see Merli above).  There is an inverse relationship between the attractiveness of the buyer’s money to the supplier and the attractiveness of the supplier’s product to the buyer. Thus an offer of cash-on-delivery may increase the attractiveness of the buyer’s offer but reduces that of the supplier’s product offering. A wide variety of other factors affect the product’s Total Cost. Organisations involved in international trading for example, are affected by exchange rate fluctuations. Thus a German Supplier selling machine-tools to a French buyer and demanding payment in Deutschmarks will enjoy an increase in potential selling power as the French Franc strengthens against the German Mark and the relative prices of the their tools fall and their attractiveness increases. The opposite effect - an amplification of potential purchasing power - will accompany a weakening of the currency in which payments are made.


The urgency of the buyer’s need for a product may also have a profound effect on its perceived value.  Physical products that are identical in every other respect may have a completely different degree of attractiveness to the buyer when offered by the same supplier at different points in time. To give but one example, the failure of an obscure bearing in the heart of a key machine in a buyer’s production process can instantaneously transform that particular product from a simple manufacturer’s part number with low monetary value showing a nil stock position on a stores parts listing with very low usage and negligible attractiveness, to the single most desirable object in the company’s (or at least the buyer’s) universe. 



Finally, supply market research and evaluation activities involve information processing, and their efficient performance requires the supply or generation of relevant, accurate and timely information. The quality of the buyer’s documentation and analytical systems such as supplier performance records, vendor rating systems, market research data, supplier financial health data and the like have a critical effect on the efficiency of the buyer’s search and supplier monitoring performance. Inadequate, inaccurate or irrelevant information will impair the buyer’s ability to identify and develop alternative suppliers or monitor and control the performance of existing suppliers, thus risking a misleading increase in the apparent attractiveness of the products of existing suppliers and compressing the buyer’s potential power.

Needs and wants

Poor information may lead to accidentally misleading perceptions of resource attractiveness and sub-optimal decision-making by buyers, but many suppliers frequently attempt to deliberately ‘mislead’ buyers in this respect. In competitive market-places, suppliers may try to increase the perceived attractiveness of their products by offering specifications that exceed the buyer’s purchase specification, or that exceed the product specifications offered by their competitors. The purpose of such activity is to differentiate the products they supply from those of their competitors and thus create buyer preference for their product. In uncompetitive markets, suppliers may try to boost their perceived attractiveness in order to justify higher prices or to mask the provision of lower and less costly service levels. This activity of modifying buyer perceptions of attractiveness might equally well be described in terms of the manipulation or modification of buyer needs.  The buyer comes to market with resource needs expressed in the form of purchase specifications. Suppliers offer a variety of products some of which may simply satisfy those needs, and some may both satisfy the original needs and, by offering attributes not included in the buyer’s original specification, satisfy ‘needs’ of whose existence the buyer was previously unaware. Since the word ‘need’ implies an element of compulsion that is entirely missing from ‘attributes not included in the buyer’s original specification’, it might be more accurate to describe this process as supplier manipulation of buyer needs in order to create ‘wants’. In the political/social sphere, Lukes (1974) has defined a ‘two-dimensional view of power’ that refers to both the ability to change the behaviour of others and also to control or influence in some way what the other wants :

‘A may exercise power over B by getting him to do what he does not want to do, but he also exercises power over him by influencing, shaping or determining his very wants. Indeed, is it not the supreme exercise of power to get another or others to have the desires you want them to have - that is, to secure their compliance by controlling their thoughts and desires ?’ 









(Lukes, 1974 p. 23)

In the commercial arena, the purpose of supplier attempts to generate buyer wants is to induce buyers to modify their purchase specifications to match the supplier’s product specification, thus increasing the buyer’s dependence on the supplier and compressing their purchasing power. Information gained at the product evaluation stage of the Exchange Process feeds back to shape and re-define the buyer’s purchase specification. An equivalent process occurs on the supplier’s side of the relationship. This is illustrated in figure 2. below:

[insert  figure 2.]

Wants in excess of, or different from an organisation’s original resource needs take two forms - organisational and personal. The ‘underlying’ needs of the organisation, unaffected by the personal preferences of the organisation’s staff, may be modified in response to data from the external environment concerning new materials or products that were not available or unknown to the organisation at the time of initial specification generation. Feedback of this information into the specification generation process may create what might be called an ‘organisational want’, i.e. a desire for resources, different from the original specification, that will satisfy the organisation’s resource needs. However, both the communication of the organisation’s needs to, and the receipt of information flowing back from the external environment is channelled via individuals such as professional buyers, in roles spanning the boundary between the organisation and the external environment. 5 Information flowing in both directions is filtered through, and consequently influenced by, the personal needs, aspirations, opinions and prejudices of the individuals occupying boundary-spanning roles. The resulting modifications in the organisation’s needs may be called ‘personal wants’ i.e. a desire for resources, different from the original specification, that will satisfy both the organisation’s resource needs and the personal needs and wishes of the organisation’s representatives. 6 There are many possible examples of this phenomenon. One of the primary uses of all advertising, for example, is to try to generate wants in both organisations and buyers. Branding and advertising can increase product attractiveness and thus the supplier’s potential power.


Some companies train their sales staff in the simple psychological analysis of customers based on an interpretation of verbal and body language behaviours. The objective is to identify the buyer’s broad character type with a view to making an informed judgement about their likely personal psychological needs. This information is then used to mould the presentation of the supplier’s products in a manner calculated to appeal to and match the buyer’s intangible, frequently subconscious, needs for status, security, attention and the like. The resulting sales pitch might thus stress the way in which a buyer’s decision to purchase a specific product may enhance their security or expert status within the organisation. The purpose of this tactic is to enhance the buyer’s perception of the attractiveness of the product, create a personal want and thus preference for the supplier’s products in order to compress the buyer’s potential power.


Similarly, some suppliers dealing with (predominantly male) professional buyers employ a deliberate policy of recruiting attractive women to sales posts. This practice is based both on a weary or eager cynicism and a variety of empirical research including the finding that:

‘There appears to be a halo effect for physical appearances that generalizes to such favorable trait perceptions as talent, kindness, honesty, and intelligence....consequently, attractive individuals are more persuasive both in terms of changing attitudes....and getting what they request... a study of the 1974 Canadian Federal elections found that attractive candidates received more than two and one-half times the votes of unattractive ones...In a Pennsylvania study, researchers rated the physical attractiveness of seventy-four separate male defendants at the start of their criminal trials. When much later, the researchers checked the results of these cases through court records, they found that the better-looking men received significantly lighter sentences...When viewed in the light of such powerful effects, it is not surprising  that extremely attractive models are employed to promote products and services, that sales trainers frequently include appearance and grooming tips in their presentations, or that con men and women are good-looking.’







(Cialdini, 1984, p.21)

In terms of the preceding analysis, the use of physically attractive female sales staff in a male-dominated environment may generate personal wants (the desire to meet and receive attention from physically attractive women) that increase, through association, the perceived attractiveness of the supplier’s products. 


Although many personal and organisational wants are deliberately created by suppliers, some are also the inadvertent consequences of environmental or historical factors. Thus prestigious companies such as Rolls Royce, IBM, Shell, ICI may have an attraction for that is based, not on the volume of revenue the relationship creates, so much as the prestige of being associated with such companies. The effect of the image is to create an organisational want within the supplier’s organisation that increases the attractiveness of the buyer’s money and hence amplifies their potential power. The same phenomenon may also work in reverse when a supplier’s image increases the attractiveness of their products and creates organisational purchasing preference for their products over otherwise identical supplies from competitors. The image may be based on technological superiority, market leadership, product innovations, quality or reliability, but whatever the cause, the effect is to amplify the supplier’s power and compress that of the buyer. 


From the buyer's viewpoint, the Physical Product is the Sales Revenue generated by the buyer’s expenditure measured in physical terms. The Perceived Product is the Physical Product modified by the attractiveness of that Product as perceived by the buyer. Buyer perceptions may either increase or reduce the attractiveness of a product and thus amplify or compress the supplier’s potential power. Potential selling power is thus a function of the Perceived, not the Physical Product. Many suppliers are well aware of this and try to compress the buyer’s power by favourably influencing buyer perceptions of their product offerings. 

Resource Availability

The ability to obtain products from alternative suppliers will henceforth be called the buyer’s Supplier Freedom, and that of obtaining money from alternative customers the supplier’s Customer Freedom. The larger the number of alternatives, the greater the degree of relevant freedom. Fortunately the relationship between resource availability and the concept of power in commercial exchange relations has already been investigated in the study of Economics, in which markets are divided into product markets where consumers buy consumer products, and factor markets where firms purchase their factors of production. Unfortunately, the conventional economic analysis is of only limited value, both because of an overwhelming concentration on product markets and the behaviour of organisations-as-suppliers, and also an inability to produce many illuminating observations or predictions. 

Suppliers and Power

There is an extensive literature dealing with the nature and effects of a variety of product market structures characterised by large numbers of buyers (consumers) dealing with a small number of suppliers viz. Monopoly, Imperfect Oligopoly, Monopolistic Competition and the like. There is no need to rehearse those structures here. Suffice it to say that the same concepts apply to factor markets and, through the impact on the buyer’s supplier freedom, there is an inverse relationship between the number of suppliers in any given market and the potential selling power of any individual supplier. At the extreme, in the complete absence of supplier freedom, where buyers face a monopoly, their potential purchasing power may be compressed to zero. 

Buyers and Power

The emphasis within the discipline of Economics on firms-as-suppliers is pronounced and very little work has been devoted to an investigation of the power accruing to professional buyers in product markets. The observations and predictions proceeding from the work that has been carried out are sparse and contribute little to the current discussion as the following quotation from Cohen & Cyert illustrates:

‘There are as many different types of market structures in the factor markets as in the product markets. At one extreme is perfect competition... the other extreme is monopsony, a market in which there is only one purchaser of a factor. Intermediate between these extremes is oligopsony, which is analogous to oligopoly on the product side.’




(Cohen & Cyert, 1975, p. 267)

The situation in markets with small numbers of buyers is, again, a mirror image of the consumer/supplier analysis. Thus there is an inverse relationship between the number of buyers in any given market and the potential purchasing power of any individual buyer. At the extreme, in the complete absence of customer freedom, where a supplier faces a monopsony, the buyer’s potential purchasing power is amplified enormously. The magnitude of the amplification will depend upon the proportion of the supplier’s total sales revenue devoted to the product in question. This analysis yields a few observations, generalisations and predictions:

‘The crucial factor in these types of factor market imperfections is the dependence of purchase price on the quantity of a factor purchased by a firm... The existence of monopsony leads to the utilization of a smaller amount of the factor at a lower purchase price than would be the case under a perfectly competitive factor market.’








(ibid. p. 283) 

Cohen & Cyert’s conclusions appear somewhat tangential to this discussion insofar as the purchase price might more accurately be described as dependent on the extreme attractiveness of the buyer’s money and the extraordinarily low levels of selling power. Despite the large number of words economists have dedicated to the analysis of monopolies in consumer markets, such organisations are few and far between. Factor market monopolies are, on the other hand, common-place. Many buyers deal with single-sources, but their trade with these monopolies is neither the result of any particular market expertise on the part of suppliers, nor the extraordinary nature of the products they sell or even of professional incompetence on the part of buyers. These companies have been deliberately established as monopoly suppliers by their customers. Factor market suppliers dealing with professional buyers frequently have to offer slightly different specifications of a generic product to different customers. This customisation of the specification may range from simple changes in the production process to produce, say, different colours of plastic moulded products for different customers, to radical changes in product design that require heavy investment in customer-specific tooling. If a specification modification is unique to a single buyer, then that buyer is, technically, a monopsony buyer of that product variation. Furthermore, in the short-term at least, many suppliers become single-sources for buyers and thus technical monopolies. There may be many other suppliers perfectly capable of supplying the same product with a minimum of effort, time or investment. The equivalent phenomenon, without the element of volition, is called by economists (with their usual consumer market/supplier bias) bilateral monopoly:

‘Bilateral monopoly is a market structure consisting of a monopsony buyer of a factor confronting a monopoly seller of that factor.’









(op cit. p. 284)

The use of the term ‘confronting’ is understandable from authors accustomed to thinking about consumer markets where monopolies are regarded as inimical to consumer interests. Such value judgements are however, arguably misplaced in factor markets where professional buyers willingly choose to make monopolists of their suppliers and suppliers happily deal with monopsonistic customers. Conventional economic analysis is incapable of yielding any useful predictions about the behaviour of firms in bilateral monopolies: 

The price which will be established in such a market is indeterminate on the basis of conventional economic analysis, since the monopsonist prefers one price and the monopolist prefers a higher price. The relative bargaining abilities of the two parties will determine where within the possible range the actual price will be established.









(ibid., p. 284)
Cohen and Cyert’s conclusion that  ‘relative bargaining abilities’ will determine the price is true, but only part of the story (see below under Conversion Capability). The relative power of the buyer and supplier will play a critical role in determining the overall outcome of the exchange relation and the final details of all aspects of the purchase and product specifications.


The inability of conventional economic analysis to say anything useful about bilateral monopoly is repeated and exaggerated when it attempts predict the effects of a small number of buyers trading with a small number of suppliers: 

‘The general nature of the analysis which we present for bilateral monopoly also applies to bilateral oligopoly, but the specific details of the solution and the range of uncertainty are even greater in bilateral oligopoly than they are in bilateral monopoly.‘








(op cit. p. 278)

Given the continuing reluctance of many buyers to embrace partnership sourcing and the bilateral monopoly that this sourcing strategy frequently creates, one common structure encountered in factor markets is that of a small number of suppliers all supplying a single buyer with a product whose detailed specification is unlike that supplied to any other buyer. This relationship between an oligopoly and a monopsony, exemplified in the Japanese practice of parallel sourcing (see Richardson 1993), has never been named by Economists, but we can be sure that were it to be studied, conventional economic analysis would have very little to say about it beyond the intrinsic uncertainty and indeterminacy of the relationship. 

Conversion Capability

Power stems from the interdependence of buyer and supplier, and their individual dependence is a function of the attractiveness and availability of the resources they each have to offer. However, a buyer with an enormous amount of potential purchasing power may, for a variety of reasons, still fail to exercise much actual power when dealing with a supplier.

Purchase Specifications

Within supply chains, large amounts of  purchasing power may accrue to the party with control of the process of purchase specification generation. In some industries, powerful end-customers control not only the specification of the products purchased by their suppliers, but also the choice of their suppliers’ suppliers (see case study in Ramsay 1991). In these circumstances the buyer’s suppliers, quite correctly, perceive the buyer’s customer as the ‘real’ customer and focus a large proportion of their attention and resources on satisfying the buyer’s customer’s needs and wants. The buyer has no supplier freedom at all and their potential purchasing power is radically compressed. 


Where the buyer’s own organisation retains control of the specification process, both the timeliness and the nature of the specifications produced have an effect on the amount of power generated. If actual power is to be maximised, it is essential that the buyer receives purchase specifications in a timely manner that permits adequate, efficient market research and evaluation activities. Supplier freedom depends upon the buyer having sufficient time to search out, assess and establish alternative sources. Similarly, some types of purchase specification severely restrict the buyer’s supplier freedom:

‘Open specifications give both the purchasing function and its suppliers the freedom to minimise bought-out costs, Closed specifications hinder or prevent such behaviour.

Open specifications specifically enable:


.......(2) the purchasing function to seek quotations from the largest possible number of potential suppliers.’






(Ramsay 1991 p.38)

 Through their effect on supplier freedom, open specifications that specify neither supplier nor the precise method of satisfying the buyer’s organisational needs, maximise purchasing power, whilst closed specifications limit the amount of power the buyer can generate. In a market place characterised by high levels of supplier competition, buyers with large spends may have a considerable amount of potential power, but be unable to convert it into actual purchasing power because their organisations persist in creating supplier-specific, closed specifications


Intra-organisational power

Closed purchase specifications are frequently the creation of Functions other than Purchasing, and in order to have an influence on the type of specifications an organisation creates, the Purchasing Function must have power and a high status within the organisation. The same characteristics of high intra-organisational power and status will also assist buyers in converting potential into actual power during negotiations with suppliers. The ability to construct and deliver convincing arguments depends partly upon the efficient use of available information (or the lack of it), verbal fluency and reasoning skills, and partly on personal image and credibility. The more intra-organisational power an individual possesses, the more credible and persuasive they are likely to appear, ceteris paribus, to the other negotiating party.


 The distribution of power within organisations is one of the few areas in which research has already been carried out in trading relationships. Much extant work has been based on French & Raven’s  'The Bases of social power' in which they identify five different sources of power that individuals can call upon in social relationships:

‘Our theory ..is limited to the influence on the person ,P , produced by a social agent O.... the five bases of O’s power are (1) reward power, based on P’s perception that O has the ability to mediate rewards for him; (2) coercive power based on P’s perception that O has the ability to mediate punishments for him; (3) legitimate power, based on the perception by P that O has a legitimate right to prescribe behaviour for him; (4) referent power, based on P’s identification with O; (5) expert power, based on the perception that O has some special knowledge or expertness.’







(French & Raven, 1969, p. 155)

French and Raven’s ideas have been applied in the Marketing literature  by Lusch (1976), Thomas (1984) and Busch (1990) for example, and in the Purchasing literature by Naumann and Reck who used questionnaire-based research to reach the conclusion (inter alia) that :

‘...Purchasing people should be encouraged to emphasize expert and legitimate influence, while avoiding reward and coercive influence. Since referent power and expert power are normally closely related, it is possible that referent power may also be a base of influence that should be encouraged.’







(Naumann & Reck, 1982, p.14)

The less intra-organisational power the negotiator wields, the less delegated decision-making authority they are likely to possess and the less credible and persuasive they may appear in negotiations with resulting reductions in their ability to convert potential into actual purchasing power.

Personal Attributes

The personal skill, knowledge and experience of buyers plays an important role at all levels of the Exchange Process. In general terms, the more knowledgeable experienced and skilled the buyer, the more capable they are likely to be of converting any potential power generated by the circumstances they find themselves in during bargaining into actual purchasing power. Skill, knowledge and experience are all personal attributes that can be improved through appropriate training, but there are other important factors that are not so amenable to conscious modification.


It is not necessary to go as far as Kets De Vries in referring to the 'charismatic' individual to acknowledge that certain individuals have more personal ‘influence' than others :

‘We occasionally encounter that rare person who not only acts as if he needs nobody else, but, at the same time, evokes in other individuals dependency needs, the universal craving to be taken care of. The meeting of independent assertiveness and dependent nurturance....... determines patterns of behaviour and conditions and means by which power is exerted.'








(Kets de Vries, 1980, p.66 )

Kets De Vries’ reference to ‘dependency needs’ in explaining the power of such individuals is intriguing, but there is insufficient space in this paper to explore the semantic congruence between the psychological foundations of charisma and the preceding analysis of commercial power. Nevertheless we may say that charismatic individuals appeal in some way to the personal psychological needs of individuals in exchange relations and, through the generation of personal wants, alter the attractiveness of the associated resources.


It was mentioned earlier that information deficiencies may lead to the generation of false perceptions of the attractiveness and availability of a supplier’s products. Information quality and control is also of critical importance in the bargaining process. The more either party knows about aspects of the other’s circumstances that would lead to a reduction (or increase) in their potential power, the less likely it is that potential will be converted into actual power. Hence a buyer attempting to source an emergency requirement that has resulted from a catastrophic planning failure of a long lead-time item for which there are very few alternative sources, will find their actual purchasing power severely compressed if the supplier is fully aware of the buyer’s and market circumstances. Indeed, in traditional adversarial bargaining relations, bluffing, misinformation and plain lying may all be used and depend for effectiveness on an information deficit on the other side of the table. Many skilful adversarial negotiators live and work in the narrow area of uncertainty created by inadequate, poor quality information that can surround exchange agreements. Such negotiators generate actual power out of information shortages and imperfections by using them to manipulate the other party’s perceptions of resource availability and attractiveness.




CONCLUSIONS

Purchasing power refers to the effect of a buyer’s commercial characteristics and/or behaviour on a supplier’s behaviour with respect to their product specifications. The presence of Purchasing power may be detected if a supplier changes its product specification in such a way as to both create a closer match between that specification and the buyer’s purchase specification, and incur increased supplier costs without increasing buyer costs. The phenomenon has two forms - potential and actual. The latter is differentiated by evidence of actual changes in supplier behaviour. Purchasing power grows out of the interdependence of suppliers and buyers which stems, in turn from their shared need for the resources supplied, or potentially supplied by the other.  Both buyers and suppliers possess power in commercial exchange relationships which may consequently be characterised by a balance of power. The extent of a buyer’s potential power is a function of the attributes of  attractiveness and availability of the resources offered by both suppliers and buyers in such relationships. The amplitude of a buyer’s actual power is determined both by the amount of potential power and their conversion ability.


Anything that increases a buyer’s need or desire to buy from a specific supplier or that reduces the buyer’s supplier freedom or inhibits their conversion capability, tends to increase the buyer’s dependence on the supplier and thus amplify the supplier’s selling power and compress the buyer’s purchasing power. Conversely, anything that increases a supplier’s need or desire to obtain money from a specific buyer or  that reduces the supplier’s customer freedom or inhibits their conversion capability, tends to increase the supplier’s dependence on the buyer and thus amplify the buyer’s purchasing power and compress the supplier’s selling power.

Policy prescriptions

An understanding of the concept of purchasing power is perhaps of most relevance and practical use to weak buyers. Powerful buyers who are already successful in persuading suppliers to modify their behaviour and specifications as the buyer sees fit, have little need of an enhanced understanding of the concept. Weak buyers on the other hand, may well be able to use an understanding of the nature and sources of purchasing power to amplify what little potential power they possess by increasing suppliers’ perceptions of the attractiveness and attractiveness of the money they have to offer, seeking to minimise the effects of all those factors acting to compress that power and, perhaps most importantly of all, becoming more sensitive to the needs and wants of their suppliers. In general, buyers pay very little attention to what suppliers want. There is a tacit assumption that it is the supplier’s task to actively sell their products, while the buyers role is to sit back passively and make a decision. The very language used to describe the process embodies this assumption with the verb to ‘sell’ having an active overtone entirely missing from the verb to ‘buy’. Suppliers clearly regard it as being in their best interests to take an active interest in the wants and needs of buyers. Perhaps weak buyers should adopt the same tactic ?

Further Research areas

It is extremely tempting to consider trying to measure purchasing power. Aldrich however,  is dismissive of such an enterprise: 

.’.......Dependence is  characteristic of the relation between two parties (consequently)...A or B has power only within them context of a particular relationship  Rather than theorising about amounts of power, we should theorize about organizations’ control over resources that form a possible basis for power in particular relationships.’








(Aldrich, 1979,  p. 268)

He is, of course, correct. Power is relation-specific. Nevertheless, this has not deterred researchers in other fields {see Aiken & Mott (1970) and Polsby (1963) in Politics and Lusch & Brown (1982) or Dwyer (1980) in Marketing for example} from studying power relations and measuring power or it’s proxies. Equivalent research could be undertaken in the field of Purchasing.  Even if it should prove impossible to allocate cardinal values to purchasing power, such research might well be able to make ordinal measurements that would surely be of interest in the investigation of the relationships between purchasing power and organisational or functional structures, organisational size, industry classification or finished product type and so on.  There does, moreover, seem to be an urgent need for a re-examination of the current, largely uncritical interest in the purchasing discipline in relationship sourcing, partnerships and collaborative deals in general. Perhaps the concepts and relationships defined above may prove helpful in constructing a more rigorous means of evaluating alternative buyer-supplier relations ?


The ability to convert potential power into actual power is predicated on prior knowledge of the nature and existence of that potential. The current complete absence of a conceptual framework to facilitate an analytical approach to the discussion of Purchasing power in the literature does nothing to improve general awareness of the concept, and thus an enhanced ability to use it. Francis Bacon’s observation that ‘Knowledge itself is power’, may usefully be updated in this context to: Knowledge of power itself is power.

Notes

1. It should be noted that although this diagram focuses on the exchange of products and money, this is an over-simplification of reality. In practice, relationships between suppliers and buyers involve the joint exchange of a number of other commodities such as information, knowledge, skills, technology and the like. Although in the majority of cases the exchange of these factors will have a very limited effect on the magnitude of the power possessed and wielded by either party to the exchange, in extreme cases the effect may be one of the most important factor defining the power relations. Thus when, for example, a buyer develops a particular technology needed to manufacture a product and subsequently gives that technology to suppliers to enable them to supply the buyer’s needs, the effect on the power relation will be profound (see the later section on Resource Availability).

2. This is an inaccurate use of the term ‘countervailing power’ whose creator Galbraith described as possessing a ’self-generating’ quality thus :

’...power on one side of a market creates both the need for, and the prospect of reward to, the exercise of countervailing power from the other side’.

 (Galbraith, 1956, p. 127) 

There is, in general, no such self-generating tendency with purchasing or selling power - powerful sellers do not generate powerful buyers, or vice versa.

3 It is tempting to use the term ‘value’ in this context, but it is confusing to talk of the ‘value’ of money. Moreover, in the Managerial sphere Porter has further clouded the semantics by hijacking the meaning of the word. He uses ‘value’ to mean no more than Total Sales Revenue :

’..value is the amount buyers are willing to pay for what a firm provides them. Value is measured by total revenue, a reflection of the price a firm’s product commands and the units it can sell. A firm is profitable if the value it commands exceeds the costs involved in creating the product’.



(Porter, 1985, p.38)

It is a source of continuing wonder to the author that this ‘rediscovery’ of sales revenue should have so excited a whole generation of business managers.

4. This is incorrect. Either women are buying ‘attractiveness’ or some such state of being, or all customers are merely buying ‘hope’. The hotel customer would, for example, be buying ‘hope’ (of rest and sleep).

5. See Aldrich 1979 pp 245-264 for a discussion of Boundary-spanning role behaviour.

6. It should be noted that although it is possible to theoretically distinguish between  an organisation’s underlying needs and wants and those of it’s staff, in practice the two types of wants will be deeply intertwined and difficult to separate and identify.







