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PROCUREMENT LEADERS’ RESPONSE

TO THE ECONOMIC DOWNTURN »

Expert Opinion by Peter Jones

The current economic downturn is having a significant impact on businesses
and their suppliers. As part of the Atos Consulting Procurement Roundtable
series, we brought together a group of procurement leaders to discuss

the challenges and opportunities that the current situation presents to
Procurement, and share ideas and experience on how Procurement should
respond.

Procurement organisations are faced with the dual, and potentially competing,

challenges of responding to the increased risk of supplier financial failure,
whilst driving further savings out of the supply base to support cost reduction
priorities within their own businesses.

This article offers you insights from your peers at the roundtable event which
debated these challenges and the key factors influencing their success.
Concluding with priority areas for you to consider as the economy moves
toward growth.

54% INCREASE IN THE INSOLVENCY RATE IN
Q1 2009 OVER THE SAME PERIOD IN 2008.
BUSINESSES ARE NOW FAILING AT A RATE NOT
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HOW IS THE PRESENT ECONOMIC DOWNTURN
IMPACTING PROCUREMENT?

Statistics from the Insolvency Service show a 54%
increase in the insolvency rate in Q1 2009 over the
same period in 2008. Businesses are now failing at

a rate not seen since the early 90s. What is more,
forecasters are projecting an increasing number of
insolvencies through the remainder of 2009.

Procurement organisations are faced with addressing
the increased risk of supplier failure at a time when
the demands on their resources are being stretched
like never before. 86% of businesses have accelerated
cost reduction over the past year, and increasingly
see third party cost reduction as a highly preferable
alternative to painful and costly structural change'.

Furthermore, procurement functions are being asked
to deliver increased savings with the same or fewer
resources. Pressure on budgets has left little room to
increase resources to support delivery and a number
of attendees at the Procurement Roundtable reported
cuts in the size of their procurement organisations.

RESPONDING TO SUPPLIER FINANCIAL
VULNERABILITY

In order to assess the financial vulnerability of the
critical suppliers, organisations have developed

new approaches and up-skilled their teams. Largely
in recognition of the fact that financial information
provided by the ratings agencies may not provide full
visibility of risk. Organisations are increasingly working
more closely with critical suppliers in the hope of
detecting the early warning signs. The group reported
increased time spent at supplier premises, and greater
engagement between organisations at board level.

Without the resources to scrutinise every supplier,
procurement organisations need to prioritise. The
dominant approach employed by attendees is to focus
financial assessments on their critical suppliers, those
suppliers which provide goods and services essential
to the business and for which alternatives are not
readily available.
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Responding to these risks, organisations recognise
the importance of developing plans to mitigate supplier
financial failure. It is important to have the appropriate
contractual safeguards in place with suppliers, but

it is more important to work with the business to
develop contingency plans. For example, the value of
contractual step-in rights is negligible if the business
has neither the capability nor capacity to step in.

DRIVING QUICK WIN COST REDUCTIONS
Procurement cost reduction has become key for
many organisations seeking to mitigate the impacts
of declining revenue on underlying profits. To many
business leaders it provides an appealing alternative
to the costly and painful resizing that may ultimately
lead to capacity issues when the economy rebounds.
The majority of attendees at the roundtable believed
that the new found pre-eminence of cost reduction
presents opportunities for Procurement.

Organisations at the
forefront of procurement
will deliver these cost
reduction opportunities
with an eye to the future,
to ensure that today’s
short-term cost reductions
do not impede growth in
the future.

Firstly, Procurement has an opportunity to stand
centre stage, demonstrating its value by leading major
cost reductions across the business. By supporting
the business objectives and delivering cost reduction
in the short term, procurement organisations have

a real opportunity to bring about an enduring
advancement in their profile within the business.

Secondly, cost reduction provides the business
imperative to address areas of spend that were
previously beyond the reach of Procurement. Business
leaders are more willing to support procurement
engagement and influence across the business.
Procurement has greater access to influence spend
than at any time in the recent past.

To seize upon these opportunities, procurement
organisations represented at the roundtable are
looking to drive Quick Win cost reductions largely
through demand management activity and price
renegotiations. All areas of discretionary spend are
under attack, either through tight controls around

the volume and specification of goods and services
purchased, or through targeted negotiation to re-align
prices with prevailing market rates.



The greatest impact will be made by organisations that
have a consistent approach to identify and prioritise
cost reduction opportunities rapidly across the

supply base, that focus resources on pursuing those
opportunities with the greatest return on investment,
and that have engaged with their customers to secure
their support from the outset. A number of attendees
highlighted the importance of category specific
expertise when engaging with customers in areas of
spend previously outside procurement’s remit.

Organisations at the forefront of procurement will
deliver these cost reduction opportunities with an eye
to the future, to ensure that today’s short term cost
reductions do not impede growth in the future.

PREPARING FOR GROWTH

For many organisations growth remains a distant
prospect — attendees almost unanimously reported a
six month planning horizon — but the first green shoots
may now be visible on the horizon. The FTSE has risen
by 50% this year?.

The focus on cost reduction and security of supply
should not be to the exclusion of all else. Those
organisations that will emerge from the downturn
strongest will be those that are ready to seize the
opportunities for growth when they arise.
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Now is the time to lay the foundations for growth.
Procurement leaders need to begin asking key
questions to ensure their organisations are prepared:

» Do we have the capability and capacity within our
supply base to respond to growing demands when
they arise?

» Can our supply base provide the innovation that will
give us the edge over our competition?

» Does my team have the skills and competencies to
serve the business as it moves from consolidation
to growth?

» Do we have the internal customer relationships
to ensure that Procurement is part of that growth
when it comes?

Being able to respond positively to these questions
will provide competitive advantage to the business
and ensure that Procurement is well positioned to
pro-actively contribute to the growth strategy.

NEXT STEPS

For further information please email us at
ukconsulting@atosorogin.com, telephone
+44 (0)20 7830 4444, or visit our website at
www.atosconsulting.co.uk

THOSE ORGANISATIONS THAT WILL EMERGE FROM THE

DOWNTURN STRONGEST WILL BE THOSE THAT ARE READY TO
SEIZE THE OPPORTUNITIES FOR GROWTH WHEN THEY ARISE
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