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Abstract

In recent years, the industries and manufacturing sector have struggled hard
for existence. The fact that the PMI of manufacturing sector in China witnessed
less than 50 for consecutive 7 months from August 2015 to February 2016
indicates that the manufacturing sector has been in a state of contraction. Although
the PMI showed a slight rise in March 2016 to 50.2, the manufacturing sector is
still under great pressure. If enterprises want to have a dominant position in market
amid such fierce environment, they need to look at their business from the angle of
value chains in order to maximize their profits. The cost control of an enterprise
plays a vital role in its profit-maximization. Purchasing cost, which constitutes a
very important part of cost control for most manufacturers, is in turn determined
by the level of vendor management of the enterprise. Therefore, the level of
vendor management has a great bearing on the level of profit and core competitive
power of the enterprises.

Traditional enterprises usually treat their ties with their vendors as a buy-sell
relation. This limited view tends to make the traditional enterprises focus on
immediate interests only and ignore long-term and hidden ones, leaving them thus
unable to weigh their gains and losses in an all-round way, which leads to their
failure in long-term profit-maximization. However, in the view of the supply chain
management, the ties between enterprises and vendors are defined as an
interdependent and cooperative relation. Under the supply chain management,
purchasers upgrade their ties with vendors from a simple buy-sell relation to a
higher level where commercial cooperation takes place in various aspects.

Contemporary vendor management has acknowledged the shortcoming of the
traditional vendor management, especially that of key vendor management, and
tried to turn the competitive relations between enterprises and vendors into mutual
beneficial and win-win relations, affecting both sides in a positive sense. In the

meanwhile, the effective vendor management helps enterprises realize that
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selection of a vendor shall not be determined by prices alone. Factors, such as how
to upgrade the quality of products, lower production cost, speed up the turn-over
rate of inventory, improve service and raise product design level, shall also be put
into consideration in order for the enterprises to occupy a market and win more
clients on the basis of their integrated strengths. In short, the final goal of the
vendor management in the frame of the supply chain management is for an
enterprise to strengthen the core competitive power of the entire enterprise and
achieve reasonable maximum profit by forming cooperative, win-win and
trustworthy relations with its vendors in replace of the traditional competitive
relations, as well as making best use of vendors’ advantages to offset its own
disadvantages.

Company A was incorporated in China in 1994 by one of the world top 500
enterprises. Thanks to its development in the past 20 years or so, its annual sales
value and purchase value have reached 4 billion RMB and 2 billion RMB
respectively. Meanwhile its supply chain management team has been able to
develop and manage vendors for itself and other subsidiaries under its group
company. However, Company A still has some shortcomings in strategic
management of vendors, selection of vendors, assessment of vendor performances,
vendor cost control and vendor inventory management.

In its strategic management, Company A started to execute sustainable
improvement strategy based on vendor management around 2005 and worked out
relevant strategies for different vendors in 2010 or so. In practice, however, some
of the strategies, especially those long-term cooperative strategies aimed at key
vendors, failed to be executed satisfactorily, for there appeared to be a lack of trust
and communication, a low fit in common strategic goals and delays in updating
relative predicted sales data between the two sides. To address those problems,
Company A should establish mutual trust mechanism starting from the high level
of the management teams on both sides and improve the strategic ties with the
suppliers step by step. It should build a data sharing platform for the purpose of
data sharing and joint R & D, so that it and its vendors both could win.
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To select vendors, Company A still relies simply on making enquiries without
conducting an all round cost examination for any new vendors. Therefore, the
decision making level of the supply chain management of Company A is unable
to make a complete evaluation of the total cost for a certain future period (usually
the life cycle of a product) of a new potential vendor. A set of more detailed and
more mature cost assessment rules, if set up, would help the decision making level
of the supply chain management of Company A make a correct and reasonable
choice in vendor selection. Besides, application of incentive mechanism for
relevant employees at the vendor development stage would keep the database of
vendors of the company active so as to ensure that there are always sufficient
potential vendors in the company’s database for evaluation.

With regards to assessment of performances of its vendors, Company A uses
the same criteria involving three aspects: quality, cooperative ability and
cooperative development. Concerning quality, the examination methods are not
fair for vendors who supply relatively complicated products or products which are
difficult to manufacture. Therefore, different methods of performance assessment
shall be conducted for different vendor qualities. Furthermore, the current
performance evaluation methods do not include assessment of the cost of each
vendor and the minimum amount of order, which is adverse for the cost and
inventory management of Company A. Therefore, Company A is advised to use
different assessment methods to assess different vendors and to examine the cost
and minimum amount of order of each vendor as well.

As for its cost control, Company A’s cost would be affected more and more
by the changing cost of some upstream vendors (namely suppliers to Company A)
due to growing refinement of professional division of labor. Although Company A
conducts relatively strict and detailed cost control over vendors with whom it has
direct transactions, it lacks effective and systematic control over the upstream
vendors. So it would be urgent for Company A to set up a control system for the
upstream suppliers to control their cost through an electronic data platform.
Besides, Company A also lacks in price models for relevant goods, leaving it
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unable to judge whether vendors’ price offers are reasonable or not (especially in
the stage of R & D of Company A). Therefore, setting up price models for relevant
goods would help Company A improve its cost control in a sustainable way.

As is known to all, Vendor Managed Inventory (VMI) can improve a
company’s inventory, the turn-over rate and cash flow to a great extent. As for its
VMI, company A has currently a relatively small percentage. The company is
advised to improve its VMI by setting up VMI access rules and regulations.

In summary, as a manufacturer among the world top 500 enterprises,
Company A would serve as a handy reference for similar domestic enterprises in
terms of its vendors management, issues it is faced with and solutions it takes to
solve them. It would be particularly so in the period of the economic downturn,
where the relations between enterprises and vendors have become even more tense
due to drops in profits, and where how to pull through the difficult period has
become a headache for many enterprises. Based on supply chain management,
vendor management is a management method which bases itself on vendors
strategy, unfolds from top to bottom, can, once properly implemented, turn the
relations between the enterprises and vendors from being antagonistic to being
win-win, and consequently help enterprises improve their core competitive power

and profit winning strength.

Key words:  Supply chain management, vendor selection,

vendor performance, vendor cost, vendor inventory
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