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ABSTRACT

The National Health Service (NHS) is a unique organisation which experiences
continual change, making the management of the supply chain a particularly
challenging area. Key relationships at the two ends of the supply pipelines between
NHS buyers and their suppliers and between local NHS supplies managers and their
customer base are therefore crucially important. Following the 1990 reforms and the
introduction of the NHS internal market, an environment has been created in which
managers are generally much more cost conscious and customer orientated. The net
effect of these changes has been to raise the profile of the buyer-supplier and Supplies

Manager-customer relationships.

A review of the current literature has highlighted aspects of relationships that can be
applied to those within the NHS supply chain as well as identifying some conceptual
gaps. Initial exploratory surveys of supplies managers, NHS buyers, suppliers and end
customers were undertaken with the emerging themes being further investigated
through semi-structured interviews. Two relationship review tools were constructed
and an action research approach adopted to evaluate the tools which involved Scottish
NHS buyers with their suppliers and Scottish Supplies Managers with their end

customers.

The experience of the case studies suggest that the tools are a useful way of continually
reviewing relationships which is necessary given the dynamic nature of the NHS. The
research also suggests that purchasing relationships between NHS buyers and the
suppliers currently exist along the whole of the relationship spectrum — from adversarial

to partnership type — depending on the influence of particular factors. Both extremes



have a place in the NHS buyer’s “relationship portfolio”, the challenge is to recognise
when and how to adopt a particular type. The research suggests that the tool devised
specifically for use by NHS Supplies Managers and their customers assists Supplies
Managers in their task of identifying a means of ensuring flexible packages of care are

offered to meet the increasing expectations of all customers.
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BUYER-SUPPLIER RELATIONSHIPS AND
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SUPPLIES SERVICES




Chapter One
Thesis Introduction

CHAPTER ONE

INTRODUCTION

“The best thing for being sad is to learn something. That is the only thing that never fails.
You may grow old and trembling in your anatomies, you may lay awake at night listening to
the disorder of your veins, you may miss your only love, you may see the world about you
devastated by evil lunatics, or know your honour (has been) trampled in the sewers of baser
minds.

There is only one thing for it then - to learn. Learn why the world wags and what wags it.
This is the only thing which the mind can never exhaust, never alienate, never be tortured by,

never fear or distrust, and never dream of regretting.”

T.H. White
US Novelist (1845-1920)
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Chapter One
Thesis Introduction

1.0 rpos h rch

The central themes of this thesis are to demonstrate that the unique nature of the

National Health Service (NHS) as an organisation determines:

o the practices and type of relationships employed in purchasing goods from

suppliers;

o the methods used in delivering a Supplies Service' to internal customers;

The purpose of this study was two-fold, firstly to identify factors that can be used to
shape and adapt the relationship strategy adopted by NHS buyers with their supplier
base and secondly to identify factors that affect the way in which NHS Supplies

Managers can enhance the delivery of care to their customer base.

Following a review of the relevant literature an action research approach was used
whereby an initial exploratory survey was undertaken to identify common themes
which were then further investigated in semi-structured interviews. A predominantly
qualitative analysis of the data taking account of the literature review, resulted in the
construction of two specific relationship review tools. The review tools have
subsequently been tested and evaluated in case studies involving both NHS buyers and

their supplier base as well as NHS Supplies Managers and their customer base.

' NHS Supplies Services are the departments within Health Authorities/Boards or Trust hospitals that have traditionally managed
the process of purchasing, storing and distributing goods on behalf of other NHS departments. See Chapter 3 for a detailed
historical account of the supplies function in the NHS and an explanation as to current organisational arrangements.
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Chapter One
Thesis Introduction

1.1 xt of th

1.1.1 Historical Overview of Supply Chain Management

Drucker (1962) argued that physical distribution was one area of business which
previously had been neglected but could yet yield significant management results. In
the intervening decades, Drucker's plea has been answered by both greater management
and academic commitment to the logistics and distribution function. Management
focus initially centred upon the transport element of the distribution mix (Wentworth,
1970; Kearney, 1978) but as information' technology enabled data to be processed
quicker, the emphasis shifted to integrating not only the elements of the distribution mix
but to all elements of logistics (Bowersox et al, 1986; McKinnon 1989; Johnson and

Wood 1990; Ballou 1992).

Ballou (1992; 4) referred to the 1962 United States Council of Logistics definition of

logistics which states:

"Logistics is the process of planning, implementing and controlling the
efficient cost effective flow and storage of raw materials from point of
origin to point of consumption for the purpose of conforming to

customer requirements".

Whilst this definition is somewhat outdated, written ironically in the same year as
Drucker's article, it nevertheless still captures the main tenets of logistics management.
The key management trade off is to minimise the total costs involved whilst at the same

time ensuring that desired levels of customer service are achieved.
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Chapter One
Thesis Introduction

Supply Chain Management (SCM) is the terminology that has subsequently emerged
(Christopher, 1992; Christopher 1993) and will be used by the author throughout this

thesis.

Some writers argue that there is a simple but significant distinction between logistics
and SCM in that logistics concentrates on internal organisational issues, such as
inventory and transport management, while SCM also incorporates the crucial external
relationships of purchasing and customer service (see Stevens 1989). However, this
view was held prior to the emergence of the partnership literature in the early 1990s®
which has sought to link all the component parts within the supply chain. It also has to
be borne in mind that logistics emanate from the fusion of physical distribution
management and materials management. There is now a wider acceptance within the
academic fraternity that logistics and supply chain management are synonymous terms
which include the management of supplier and customer relationships. It is within
these two component parts of the supply chain that considerable competitive advantage
can be achieved (Porter 1985). There has been a realisation that the optimisation of
internal logistics within individual organisations could still leave the supply chain as a
whole sub-optimal, thereby promoting the need to improve external linkages. Much of
the research into SCM in the United Kingdom (UK) has focused upon the
manufacturing sector, notably the automobile industry (Womack et al 1990; Lamming
1993) and the retail sector, particularly the grocery industry (Smith & Sparks 1993;
Fernie 1994). There is, however, only preliminary research work relating to the NHS

(Rees 1992; Rees 1993; Rees 1994).
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Chapter One
Thesis Introduction

1.1.2  Purchasing Relationships with Suppliers

Purchasing's role within an organisation is to manage the process of buying goods from
external sources, therefore, the es_tablishment and nurturing of relationships with
suppliers is crucial.  Traditionally, though, buyer-supplier relationships have been
adversarial (Shapiro 1987) based upon short-termism, aggression and price haggling.
Sako (1992) argues that business transactions in the Western world are conducted at
"arms length". Traditional marketplace economies have consisted of large numbers of
suppliers allowing the buyer the opportunity to "jump" between suppliers without
having investigated large amounts of time or money in developing relationships. Price
would appear to have been the major determinant for the buyer in deciding whether or
not to "place the order" with only secondary consideration given to the adherence to
delivery schedules and even less to the more qualitative aspects.  This approach to
suppliers reflects the internal status and position of buyers within their own organisation
in what Lamming (1993) describes as a "traditional" model.’ In this type of model
buyers are treated as a clerical ordering function rather than a discipline that can 'add

value' in any strategic sense (Cousins 1991).

The process and detail of purchasing will be shown in Chapter 2, Section 2.2 (Dobler et
al 1984; Baily & Farmer 1981). The underlying theme of these texts was however
based upon an adversarial type relationship with suppliers and the assumption that the
predominant market conditions would be such that there would always be a sufficient
choice of suppliers for the buyer. This body of literature, whilst essential to the buyer

learning his trade, presents a narrow focus. There are obviously a number of different

? See Chapter 2, Section 2.2.3 for discussion regarding the partnership literature.
3 Further discussion of Lamming’s traditional model and his models is contained in Chapter 2, Section 2.2.3
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Chapter One
Thesis Introduction

approaches to the buyer-supplier relationship, not just the adversarial type promulgated
by these texts. At the opposite end of the relationship spectrum the notion of

partnerships have emerged as the way forward for the future.

A greater emphasis on cost reduction was brought about by UK market conditions in
the 1950s and 1960s which produced increased competition and falling profits. The
1970s shortage of raw materials placed an even greater focus on cost. One element of
the subsequent cost management strategy that evolved has been the minimisation of
total costs involved in purchasing through the devélopment of stronger links with key
suppliers based on longer timescales and trusting-dependancy type partnerships
(Carlisle & Parker, 1989; Kanter 1989; Womack et al 1990; Hanan 1992; Cousins 1992;
MacBeth and Ferguson 1994; Hines 1994) which shall be explored in some depth in

subsequent chapters.

A critical stage before partnerships in the evolution process for purchasing is the
acceptance by management of purchasing's strategic role (Carlson 1990; Cammish &
Keough 1993; Gaade and Hakanson 1993). Partnerships with suppliers cannot be
embarked upon without senior management support and long-term vision as substantial
investment and commitment is required which results in only limited short term return.
Senior Management must be willing to accept this principle and be prepared to wait for

a return on investment.

The partnership philosophy, whilst a significant development in buyer-supplier
relationships, cannot be regarded as appropriate for application in all situations. It has
been argued that there appears to be a gap between the theory of partnershipping and

the reality (New 1994).
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The concept of a spectrum of relationships between buyer and supplier (Sako 1992) is
very much more acceptable in practice and is seen as the basis for this research.
Lamming and Cousins (1994) emphasise the complexity and dynamics of relationships
suggesting the need for an organisation to accept and adopt what they label as a

Purchasing Relationship Portfolio.

This thesis contends that purchasing relationships between NHS buyers and suppliers
currently exist along the whole of the relationship spectrum from adversarial to
partnership dependent upon the influence of particular factors. Both extremes have a
place in the NHS buyers "relationship portfolio" - the challenge is to recognise when
and how to adopt a particular type. NHS Management need to assimilate this concept,
be aware of the influential factors, establish practical monitoring measures for control
purposes so the chosen purchasing relationship can, if necessary, be adapted to suit

changing circumstances.

1.1.3 Customer Care

The concept that customer satisfaction has to be the main strategic influence throughout
an organisation has become increasingly accepted throughout the 1980s and 1990s as a
means of achieving competitive advantage (Porter 1985; Peters 1987; Schonberger

1990). It is important to define customer care at the outset. Lewis (1995:73) states that:

“Customer care is concerned with customer satisfaction; putting the
customer first, anticipating needs and problems, tailoring products and

services to meet needs and establishing customer relationships”.
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If organisations are to accept a customer centred approach and make this a reality, then
senior management has to be committed. Indeed, it is senior management direction that
determines the operating procedures within the rest of the organisation. Customer care
can be neither merely a management philosophy or a piecemeal approach, but has to

become the responsibility of all employees.

A prerequisite of a customer care strategy is the adoption of Total Quality Management
(Hutchins 1990: Cook 1992; Morgan & Murgatroyd 1994) where there is a commitment

by all to continuously and systematically improve performance.

TQM as a concept can be traced back to early post World War II theorists and
practitioners who focused on Japanese manufacturing industry (Deming 1988: Juran
1988). The first stage in establishing a customer care strategy is to carry out a customer
audit to determine what level of service the customer actually requires (Christopher &
Yallop 1992) rather than what the service provider perceives the customer requires. It
is obviously crucial that monitoring mechanisms are put into place, having been agreed
with customers, to measure the achievement of customer targets (Donabedian 1980:
Parasuraman 1985). Benchmarking performance or “daitotsu™ is a monitoring

technique employed to gauge performance against an acknowledged market leader.

Organisations have recognised that whilst any level of service is possible (Christopher
1993) not all customers require the same level of service (Sabbath 1987). The need to
offer customised packages of care is a necessary flexibility for an organisation to adopt.

It is with this principle in mind that successful companies understand the need to stay in

4 Daitotsu is the Japanese word for benchmarking and has a literal translation of “striving for the best of the best™. (Oakland 1989)
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close and regular contact with customers. Clear communication between service
providers and customers is vital to predict and meet changing requirements (Peters

1987; Oakland 1989).

Every contact between customers and service providers is likely to influence the
customers’ opinion of the provider and ultimately determine if the experience is to be
repeated. Albrecht & Zemke (1985) label each contact as a separate “Service
Encounter” which can build or damage trust and confidence between the parties. Both
the actual outcome of the encounter and the perception of the process are influential
factors on customers’ future decision making (Lehtinen & Lehtinen 1982). Perceptions
are derived and constructed by a multiplicity of different factors which culminate in the
establishment of a culture® and can affect the customer-provider relationship. The
philosophy of customer care is “not simply concerned with external linkages but needs
to apply to internal customers” (Cardwell 1992:17). The approach adopted to internal
customers will determine the attitude taken when dealing with external agencies. This
thinking re-introduces the main theme of TQM in that responsibility is accepted by all

employees in every business dealing whether it be internal or external.

The NHS has not traditionally embraced the philosophy of customers and is unlikely
ever to have done so without the introduction of competitive forces through the creation
of the internal NHS marketplace® in which Trust Hospitals compete for Health
Authorities/Boards’ business. The NHS and Community Care Act 1990 which created

the framework for the marketplace has, as its core objectives, the need to make more

5 Schein (1983:10) defines culture as *..the pattern of basic assumptions which a given group has invented, discovered or developed
in learning to cope with its problems of external adaptation and internal integration.
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cost effective use of NHS resource and to create a more patient centred, customer
focused organisation. An indirect result of the internal marketplace has been to raise

the profile of NHS Supplies Service and the concept that they serve internal customers.

This thesis contends that in order for NHS Supplies Services to survive against the
threat posed by external competitors, flexible packages of care to meet the increased
expectations of all customers must be offered. After having accepted this principle, the
management challenge is to determine and understand factors that can inhibit or

facilitate their ability to offer increased levels of care within the NHS.

The use of differential service levels may be appropriate in NHS, depending upon the

make up of the Supplies Service’s customer base.

¢ Further discussion of the NHS internal marketplace is contained in Chapters 2 and 3.
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1.2 Structure of the Thesis

The structure of this thesis is shown below in figure 1.
Figure 1.1

Summary of the Structure of the Thesis

SECTION 1
Chapter 1 - Thesis Introduction
REVIEW OF SUPPLY CHAIN
MANAGEMENT, BUYER- Chapter 2 - Principles of Supply
SUPPLIER RELATIONSHIPS & Chain Management,
CUSTOMER CARE IN RELATION Buyer-Supplier
TO NHS SUPPLIES SERVICE Relationships and
Customer Care
Chapter 3 - The Evolution of the
Supplies Service in
the NHS
SECTION 2
Chapter 4 - Research Methodology
RESEARCH METHODOLOGY &
FINDINGS Chapter 5 - Research Results (Postal
Questionnaires)
Chapter 6 - Research Results (Semi-
structured Interviews)
SECTION 3
Chapter 7 - Practical Review Tool
DEVELOPMENT OF PRACTICAL for use in NHS Buyer-
REVIEW TOOLS FOR Supplier relationships
APPLICATION IN THE NHS
SERVICE SUPPLIES Chapter 8 - Practical Review Tool
for the delivery of NHS
Supplies Customer
Care.
Chapter 9 - Conclusions to Research
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1.2.1 Section 1: Supply Chain Management, Buyer-Supplier Relationships

and Customer Care in Relation to NHS Supplies Services.

This section of the thesis outlines the central themes of the research and the boundaries
within which the thesis is to be considered. A review of the relevant literature in
supply chain management, buyer-supplier relationships and customer care is undertaken
to provide a backcloth upon which the results of the empirical studies can be discussed.
As Section One in essence is concerned with scene setting, there is also a historical

account of the evolution of supply chain management in the NHS.

1.2.2 Section 2: Research Methodology and Findings

This section begins by examining the methodologies employed in reviewing the
secondary data and generating primary data. There is a recognition of the limitations
and constraints placed upon the research by the chosen methodologies. Finally, this
section reports on the results of the empirical data and reviews this information in the

light of the literature review.’

1.2.3 Section 3: Development of Practical Review Tools for Application in

the NHS Supplies Services.

This section builds upon both the literature review and the findings of the primary
research to suggest separate programmes of practical measures for buyer-supplier
relationships and customer care in NHS Supplies Services. The discussion considers
how these programmes can be applied in the “real world” using a small number of case
studies as examples. Finally, overall conclusions of the study will be covered,

including areas for possible future research.
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1.3 nclusion to th r
This chapter has introduced the central tenets of the thesis, discussed the literature

framework being used as the context of the research, and explained the structure.

? Data is gathered from postal surveys, semi-structured interviews and case studies. See Chapters 4, 5 and 6 for detail of samples
used and a summary of the findings
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CHAPTER TWO

PRINCIPLES OF SUPPLY CHAIN MANAGEMENT,
BUYER-SUPPLIER RELATIONSHIPS & CUSTOMER CARE -

“When you are skinning your customers you should leave some

skin on to grow again, so that you can skin them again”.

Nikita Khruschev (1894 - 1971)
Soviet Communist Party Leader
(addressing British businessmen)

“Mr Morgan buys his partners: I grow my own”.

Andrew Carnegie (1835 - 1918)
US Industrialist/Entrepreneur
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2.0 Purpose

The purpose of this chapter is to outline the principles of supply chain management,
buyer-supplier relationships and customer care. Each of the three sections in the

chapter will critically review the available literature making comparisons to the NHS.®

2.1 Principles of Supply Chain Management
2.1.1 Introduction

This section defines supply chain management and examine the main attributes of the
supply chain, comparing the theories and models contained in the literature to some of

the current practices in NHS Supplies Services.

2.1.2 'What is Supply Chain Management?

Supply chain management can be defined as

“the management task of co-ordinating the component parts of the supply
process to facilitate the flow of goods from origin to the point of use. The
role of management is to minimise the total cost involved, whilst at the same
time ensuring that the desired levels of customer service are achieved.”

(Bowersox et al 1986 : 5)

The flow of goods can best be visualised as moving through a supply pipeline, passing
from one component part of the pipeline to another before finally reaching its

destination point - the customer. Rushton (1984) believes that a ‘flow society’ had been

83 5ee Chapter 5 for more detailed analysis of questionnaires and Chapters 7 and 8 for discussion regarding the case studies
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created. The management of the components requires an overview as to how each
interacts with the others to ensure there is an integrated approach. The best combination
of components has to be found in order to ensure the core objective of satisfying

customer requirements at the lowest possible cost is achieved.

No one component can be seen in isolation or treated separately from one another, but
has to be viewed in respect of its effect both on the total system and the ultimate

outcome.

Slater (1994 : 159) describes the supply chain as being,

“essentially a number of independent activities connected together to transfer
goods from their origin to the end user. The key being to integrate all the
elements of the supply chain to the single overall objective of minimum cost

for a pre-defined service level.”

Figure 2.1 shows the supply pipeline with the main component parts identified. Figure
2.2 further develops this picture framework showing what could be entitled as
“enablers”, both within and outwith an organisation, that surround the supply chain and
impact upon its ability to deliver the required level of customer service at the minimum

possible total cost.
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Figure 2.1
The Supply Pipeline

The Main Component Parts

STOCK
PURCHASING | WAREHOUSING CONTROL TRANSPORTATION | CUSTOMER
INVENTORY
MANAGEMENT

Figure 2.2
The Supply Pipeline
The Main Component Parts and the ‘Enablers’

ENVIRONMENT

ORGANISATIONAL STRUCTURE

USE OF INFORMATION TECHNOLOGY

STOCK
PURCHASING  WAREHOUSING CONTROL TRANSPORTATION CUSTOMER
INVENTORY
MANAGEMENT

CORPORATE STRATEGY

HUMAN RELATIONS

ENVIRONMENT

The supply pipeline illustrated in figure 2.2 is derived from previous literature,
particularly the work of Porter (1985) and Bowersox et al (1986). The management of
the supply chain is, in itself, of little value unless it ultimately creates competitive

advantage. Porter (1985) introduced the term ‘value chain’ where the collection of
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activities are performed to design, produce, market, deliver and support its product.

Porter’s value chain is shown below in figure 2.3.

Figure 2.3

Generic Value Chain

FIRM INFRASTRUCTURE \

| |
HUMAN RESOURCE MANAGEMENT |

SUPPORT ! {
ACTIVITIES

) 1
TECHNOLOGY DEVELOPMENT
] |

i
| PROCUREMENT]|

INBOUND OPERATIONS OUTBOUND MARKETING SERVICE
LOGISTICS LOGISTICS & SALES

PRIMARY ACTIVITIES

Source: Porter (1985:37)

Porter differentiated between activities of a support and a primary nature, both of which
employ purchased inputs, human resources and technology. The value activities create
information which should be used to ensure the chain ultimately produces a margin, a
profit. Obviously the company with the largest margin has the greatest competitive

advantage. Porter (1985 : 38) explains:

“The value chain displays total value, and consists of value activities and
margins. Value activities are the physically and technologically distinct
activities a firm performs. These are the building blocks by which a firm
creates a product valuable to its buyers. Margin is the difference between total
value and the collective cost of performing the value activities.” (Porter

emphasis).
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The flow of information as alluded to by Porter is crucial. Information and
communication are the life blood of a successful supply chain which, if not available or
employed well, will ultimately cause a blockage in the flow. “It is only when the
supply of goods is interrupted by, for example, bad weather or industrial disputes, does
distribution attract much attention ....” (McKinnon 1989:1). Bowersox et al (1986:18)
further emphasised how critical the flow of information is both between customers and

suppliers and within the ‘enterprise’.

The ‘logistics system’ proposed by Bowersox is illustrated in figure 2.4, showing the

flow of ‘requirements information which facilitates inventory flow.

Figure 2.4
Logistics System
Value Added Inventory Flow
! Enterprise I
Physical Manufacturing - . Suppli
Customers Distribution Support Purchasing uppliers

Requirements Information Flow J————/

Source: Bowersox et al (1986:16)

Bowersox et al (1986:16) state that:

“Information flows from and about customers in the form of forecasts and
orders and is refined through planning into specific manufacturing and
purchasing objectives. As materials and products are purchased, a value-added
inventory flow is initiated which ultimately results in ownership transfer of

finished products to customers”.
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The definitions and illustrations given of the supply chain are generic in nature and can,

at this level of examination, apply to all industries, including the NHS.

The acceptance of the supply chain management concept within the NHS has been, and
continues to be a slow process. Although changes in the wider NHS environment post
the 1990 reforms have resulted in a greater acceptance of the concept, the full potential
benefits of ensuring that supply chain management is afforded strafegic management
status are still to be realised. NHS Supplies Services have only recently acknowledged
the existence of customers and even more recently begun to realise there are now

competitors in the marketplace. Rees (1992:18) commented that:

“ Supply chain management in the NHS has traditionally been regarded as the
Cinderella service, but now there is widespread realisation that the function
can add overall financial and service value. Supply management in the NHS
does though require that a professional approach is adopted to the co-
ordination of procurement and the management of logistics. There is also a
subtle balance to strike between controlling financial expenditure and

producing an acceptable service to customers”.

2.1.3 Strategic and Integrated Management Approach

Senior management has to recognise that the component parts of the supply chain
cannot be managed separately as there is an inter-dependence of the functional areas.
Christopher (1993:13) believes that these fundamentals cannot be adopted without

strategic senior management direction, stating that:
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“.. the move towards supply chain management points in one direction: the
top. Only top management can ensure that conflicting functional objectives
along the supply chain are reconciled and balanced; that inventories assume
their proper role as a mechanism for dealing with inevitable residual
imbalances and finally, that an integrated systems strategy that reduces the
vulnerability is developed and implemented .... only top management can be
expected to have the perspective to recognise the significance of supply
chain management, and only top management can provide the impetus for

adopting this new approach”.

The results of the author’s questionnaires suggest that the lack of supply chain
management status within the NHS is attributable to two main factors - the environment
and senior management. The changes to the wider environment of the NHS which will
be explored in Chapter 3, have, in summary, increased the focus on costs and customers
‘per se’ which has indirectly helped the profile of the supply chain. Senior management
have subsequently responded, motivated predominantly by the possibility of cost

reduction, and secondly by the desire to achieve customer service levels.

An integrated management of the supply chain is largely based upon a total systems
approach (Johnson & Wood 1990). This approach is concerned with determining the
best mix of components to produce the right balance so that costs are minimised whilst
the desired service level is achieved. It may be that all component parts are functioning
at maximum efficiency but the end result may not be ideal. In fact, it may be that one
component is only required to work at 80% efficiency in order to product the desired

overall outcome.
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Traditionally, there has not been such an overview of all the functions, indeed fierce
resistance and functional barriers have been erected within organisations. (Oliver &
Weber 1994:61). Departments have considered themselves independent of the
workings of other departments, not realising the need to find the “best mix” from each

in order that the organisation can satisfy the customer.

Johnson and Wood (1990:10) outline the broad principles of a total systems approach as

being:

“The systems approach to a problem involves not only a reconciliation of
the individual importance of the various elements of which it is composed,
but an acknowledgement of their interrelationship. Whereas the field
specialist concentrates restrictively on his own particular bailiwick, the
more versatile systems manager, in his capacity as a generalist, seeks the
optimum blend of many of these individual operations in order to fulfil a

broader objective”.

A holistic and integrated approach to managing the supply chain necessarily cuts across
the functions within it. Systems and information flows require horizontal integration in

the following ways (Houlihan 1987):

e the management of data capture and flow across the functional boundaries without
delay or distortion;
e linking systems in the manufacturing setting for purchasing, production, inventory

control, distribution, customer order entry and service;
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¢ the shared ownership of information and a high degree of visibility across all

functions’ plans, allocations and inventories.

Balance is a key word to refer back to when examining supply chain management. In

this instance, it is balancing functional objectives and the need to control systems that

are required to satisfy the customer.

There is a need for integration not only within the organisation but also with other

organisations, especially suppliers. Figure 2.5 suggests that there is an evolution of

integration from stage one where all departments are functionally independent through

to stage four where there is integration externally in order to add value for the

customers and optimise profit and competitive position.

Stages in achieving an integrated supply chain

Figure 2.5

Stage one: baseline

Malerial Customer
llow service
MBIBNB‘
Produchon Sales Oiatrubutoon
- - -
- [T} - LT T} -, - - - -

Stage two: functional integration

Maienal Cuslomer
'Iow sewuco
Materlals anufacturing Dlstnbuuon
mansqement management -.-
s Y .. -

Stage three: internal integration
Material Customer

flow service
Materials Manutfacturing, Distribution
-- management w —-.
mam LI 1 ]

Stage four: external integration
Material Customer

————
flow service

. Intemal supply

Source: Stevens (1989) in Christopher (1993:15)
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2.1.4 Clarification of Customer Requirements

The raison d’€tre of any business organisation is to satisfy the requirements and
expectations of its customer base.” A business organisation has firstly to win and
subsequently retain customers, both to generate profit and ensure continued survival in
a competitive marketplace. A considerable number of organisations assume that they

are able to predict their customers’ requirements. This is a misplaced assumption as:
e customer service is perceptual;

¢ no two customers’ needs are the same;

¢ customers need to be continually asked what their changing requirements are rather

than the service provider making assumptions.

The identification of customer requirements should dictate the type of supply chain

established. Figure 2.6 suggests a simple and logical three stage process.

Figure 2.6
Customer Driven Supply Chains

Identity customers' service naeeds

v

- Define customaer service
objectives

|

Design the logistics system

Source: Christopher (1993:34)

% See Section 2.3 Customer Care on Page 81 for a more detailed discussion of the literature
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A refinement of this process is to establish the relative importance of those service

components to customers and then identify ‘clusters’ of customers in similar service

types. (Christopher 1993:35).

Companies with existing customers do not start with a blank sheet of paper, so the first
stage is to audit the requirements of the existing customer base (Bowersox et al 1986;
Weeks 1990) before deciding how to re-engineer their service provision to fit. There is
a need to accept that when planning service, the process ‘“starts at the end” and

customers should be allowed to drive and determine service provision.

There are three main tenets to customer care (Weeks 1990):

e availability;

¢ service frequency;

e cost.

It is the balance of these three that facilitates effective customer care packages. (Weeks

1990:117) discusses the relationship between inventory management and availability in

respect of satisfying the customer, stating that:

“. the biggest determinant of inventory is the company availability
objective.... once you have worked out what you want to achieve, not only

will it drive inventory, it will drive a number of other costs”.

Weeks (1990:119) further states: “the second most sensitive determinant of inventory

size is probably service frequency”.
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Supply chain management and marketing are interwoven by the fact that customers are
at the end of the marketing channel as well as at the end of the supply pipeline.
(Bowersox et al 1986; Christopher 1993; McKinnon 1989). “Customer service is the
thread that links the logistics and marketing processes, because in the end, the output of

the logistics system is customer service”. (Cooper 1988:22).

It is clear that there is a strong overlap between marketing and supply chain
management with the common goal of satisfying customer requirements. The NHS,
both in terms of supply chain management and marketing was virgin territory up until
the introduction of the 1990 reforms as customers and competition were not previously
to be found in this environment. NHS Supplies Services did not need to satisfy
customers of their worth in obtaining repeat business as there were no real competitive
alternatives. The NHS departments simply received, and largely accepted, the standard
package available for supplies services. Marginal improvements could be negotiated by
departments following a great deal of time and effort, but without the existence of a

marketplace, the Supplies Services did not feel the need to be truly customer focused.

There is also a misconception, still widely held, that all customers require the same
level and frequency of service. McKinnon (1989:260) highlighted this by pointing out
that,
«“.an increasing number of firms are also abandoning the long-accepted
principle that all customers should receive a uniform standard of service.
Efforts are now being made to tailor the quality of service to the particular
wishes of individual customers, in recognition of the fact that some will be

prepared to accept a lower quality service in return for larger discounts,
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whilst others will pay more for a superior service. In developing a variable

service policy, firms must explore individual customer preferences ...”

The notion of recognising individual customer preferences is important to offer a
flexible service. It may be that separate supply channels may need to be established for
regular customer orders (Ballou 1992:39). Customer preferences can all be
accommodated as long as it is profitable to do so. Once more, the questions of
balancing components and trade-offs between them are applicable. Any level of service
is possible - it all depends upon the cost of providing that level of service and what
amount the customer is prepared to pay. The organisation must also determine at what

point a particular customer service level becomes unprofitable.

“The challenge to customer service management therefore is firstly to
identify the real profitability of customers and secondly to develop
strategies for service that will improve the profitability of all customers”.

(Christopher 1993:39).

The difference between the cost of providing a level of service against the revenue

derived from that service will determine profitability.

Figure 2.7 shows a typical curve for the costs of service where the cost rises as service

levels increase.
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Figure 2.7

The Costs of Service

Costs of service

/] 100%
Service level

Source: Christopher (1993:40)

Figure 2.8 shows the returns to service in a S-shaped curve which assumes that there is
a minimum level of service deemed acceptable and once this level is achieved,

increasing returns to service improvements should be achieved.

Figure 2.8

The Returns to Service

Sales revenue

0 100%
Service level

Source: Christopher (1993:41)
There will obviously reach a point where diminishing returns set in when “additional

expenditure on service does not pay back” (Christopher 1993:41).

A study in 1956 by the Harvard University Graduate School of Business Administration

to look at the possible use of air freight as a means of distribution concluded that
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decisions as to the mode of transport should be on the basis of total cost. The total cost
concept which has become an accepted means of evaluating supply chain management,
“takes account of conflicting costs, for example the direct cost of transport and indirect
cost of inventory with the best choice occurring where the sum of both direct aﬂd
indirect costs is at its lowest”. (Ballou 1992:41). Total cost analysis is based on a
synergistic approach whereby the cost associated with one element of improving
customer service may rise but the overall cost decreases (Gattorna 1983:8). . This is
obviously limited to the holistic and total systems approach previously discussed so that
it is not only the best mix of components that has been arrived at, but also the best mix
at the lowest total cost, which will satisfy the customer. Lalonde and Zinser (1976:204)

state that;

“Integrated logistics management is based on total cost analysis ..... that is,

at a given customer service level, management should minimise the cost....”

The problem for the NHS has largely stemmed from their difficulty in identifying all
the true costs involved in the process and consequently informed decision making is
difficult. Any changes to the components within the supply chain that have been made
to try and produce a better overall outcome have been taking within a ‘“costing
darkness” and are practically meaningless as resultant success or failure is hard to
measure. A simple summary guide to total cost analysis is suggested in Figure 2.9

which shows three key stages.
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Figure 2.9

Key stages in a total cost analysis approach to reviewing the management of the

supply chain
Stage 1 - Identify all true costs - both for individual components and the overall
effect.
U
Stage 2 - Identify the cost of different combinations of components necessary to
achieve the required level of customer service.
U
Stage 3 - Choose the combination with the lowest cost which achieves the
required service level.

2.1.5 Performance Measurement

Measurement of the performance of service providers against agreed targets is an
essential part of successful supply chain management (Bowersox et al 1986:328). The
measurement tools employed need to be agreed between service providers and

customers rather than imposed by the service provider.

“The first key point to make is that the ultimate measuring rod is the
customer, hence it is the customer’s perceptions of performance that

must be paramount”. (Christopher 1993:80).
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Controlling the supply chain is, though, a complex task with a plethora of information

available to the manager. The manager must decide:

e what is to be measured and how?

e when and how often is it to be measured?

e at what stage is corrective action initiated to ensure that actual performance will

reflect targeted performance?

The vast majority of what has traditionally been measured by service providers is based
on cost. This is useful in itself, but does not “reflect cost-service trade-offs that are so
important to include in revenue potential”. (Bowersox et al .1986:330). Customer
service measures such as inventory availability, speed of delivery, consistency of
delivery, order-fill speed and accuracy (Ballou 1992:650) are also relevant but cannot

be viewed without reference to associated cost and revenue data.

A large number of reports are generated in the normal course of business operations and
the manager must decide which are the relevant ones to be used to track performance.
Reports are available at whatever frequency level is required since the advent of
information technology. Daily reports, weekly reports, or monthly reports can be used
to both monitor actual performance and flag up trends that need to be corrected.
Measurements are best undertaken on an exception reporting basis to limit the problems

of interpretation and ensure the data is of a manageable size.
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Ballou (1992:652) suggests that three key measurement reports are necessary to control
the supply chain; - the cost-service statement, the productivity report and the

performance chart.

Response time is an area that has increasingly become important to customers during
the late 1980s and 1990s. Quick response to customers (Fernie 1990:18) is becoming
the accepted norm rather than the exception. Service providers need to be able to offer

this as a standard rather than a special.

Bower and Hout (1992) refer to “fast cycle companies” and cite Toyota as an example
of these companies who know where in the system compressing time will add the most
value to customers. Fast cycle companies are able to distinguish between the main
operating sequence, the organisation’s central value adding activities from the time
consuming support and preparatory steps. This concept which is concerned with a
process of continuous review and rapid decisions to respond to changing customer
requirements is based upon a United States Air Force method which is known by the

acronym OODA (Observation, Orientation, Decision and Action).

In November 19930 the author undertook a postal questionnaire survey of Trust
Hospital Chief Executives, primarily to determine the criteria applied to assess the
performance of Supplies Services in general and specifically to elicit perceptions of the
current ‘in-house’ service (Rees 1994). The Chief Executives were given 11 criteria to
rank in terms of importance for assessing the supplies service performance using a

Likert scale where 1 is equal to very important and 5 is not very important at all. The

10 gee Chapter 5 for more details
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highest ranked criterion was the overall reduction in the cost of service, with the second
most important being the reliability of delivery schedules. Criteria relating to response
times, although still considered important, were ranked in joint third (immediate
response in emergency situations) and eighth (short lead times). As customer
expectations increase, it may be that if a similar survey were repeated, response time

criteria would be ranked higher.

The growth in competition within markets had made companies realise that simply
monitoring their own performance is of little value and what is required is a
comparative evaluation against the best in the industry. Christopher (1993:80) describes
this process as “competitive benchmarking” and defines this as “the continuous
measurement of the company’s products, services, processes and practices against the

standards of best competitors and other companies who are recognised as leaders™.

The aim of benchmarking is to act as a stimulus to the organisation to identify areas
within their operation that need improved so that they themselves can become the best.
Camp (1989) identified a number of benefits a company derives from benchmarking

which include:

o cnabled the best practice from any industry incorporated into the processes of the

benchmarked function;

e can provide stimulation and motivation to the professionals where creativity is

required to perform and implement benchmark findings;

Page 33



Chapter Two
- Principles of Supply Chain Management, Buyer-Supplier Relationships and Customer Care

e breaks down ingrained reluctance of operations to change. It has been found that
people are more receptive to new ideas and their creative adoption when these ideas

did not necessarily originate in their own industry;

* may also identify technological breakthrough that would not have been recognised

and thus not applied in one’s own organisation or industry.

Benchmarking should incorporate not only those functions internal to the organisation
but also the performance of external suppliers, in respect of key areas such as on time
delivery and quality conformance. The emphasis should be on assessing their
contribution to reducing the total delivered cost and increasing end user customer

service.
2.1.6 Supporting Organisational Structure

Organisational structure is a supporting mechanism, an enabler, to effective

management.

“Management is the process of getting things done through others employed
.by the enterprise. An integral part of management is personnel motivation.
The fundamental responsibility of top management is to create an
environment within which each operating executive has maximum
opportunity to achieve corporate objectives. To this end, organisation

structure is a vital part of management.” (Bowersox et al 1986:303).
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The organisational structure of the management of the supply chain has to facilitate the
achievement of customer requirements. The management of the functional components
within the supply chain need to be integrated, as has been discussed, therefore an

appropriate structure to support this needs to be designed (Coyle & Bardi 1992).

A key question is whether or not functional components are allowed to integrate
through a loose matrix team working structure. In this instance, cross functional co-
operation and working together to satisfy customer requirements ultimately depends
upon the willingness and attitude of all staff.  This cross functional team working
approach can be augmented by the appointment of a manager with ultimate
responsibility for the supply chain, either with line management of all those involved or
without direct line management. In the case of the manager with direct management
control, the functional barriers are formally removed, so that a of specialists is created
under the management of a supply chain “generalist”. Where no direct line
management authority is given to the manager, the process of control is necessarily

through personal influence and persuasion.

Successful companies appreciate that the purpose of business is to create “profitable
outputs” and it is outputs rather than inputs that dictate how organisations should be

structured. Christopher (1993:189) argued that functional boundaries impede process

management,
“the process of satisfying customer demand begins with inbound supply
and continues through manufacturing or assembly operations and
onwards by way of distribution to the customer. Logically the ideal way
to manage this process is as an entity, not by fragmenting it into

watertight sections.”
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In large organisations where separate business units exist, such as the NHS, the
questions of control and organisational structure extends to the debate as to whether a
centralised or decentralised structure is more effective (Johnson & Wood 1990). Both
forms of structure offer some advantages and have some disadvantages. A centralised
structure more easily permits control by the issue of directives in terms of action and
the type of monitoring mechanisms to be used. Decentralised structures should, in

theory, set frameworks within which the autonomous business units function and report.

The NHS Supplies Service in England is a centralist structure with the NHS Supplies
Authority'' being corporately responsible for delivering a service to all customers who
buy their services. There is a direct line management responsibility from the national
headquarters to the six divisions from where policy and strategy emanate and to whom
divisional monitoring data is submitted. Van der Hoops (1992:262) supports this

centralist structure of supply chain management stating that:

“... to achieve an effective logistics system, both from a cost and service
perspective, centralised control is necessary to manage and mesh the

converging and diverging material flows”.

In contrast to England, the NHS Supplies Service in Scotland is based on a
decentralised model with autonomous supplies organisations delivering a service on a
geographic basis. These local organisations predominantly offer only warehousing and

distribution services. There is also a centralised contracting function that negotiates

" Refer to Chapters 3 and 4 for more detailed discussion on the NHS Supplies Authorities in England and Scotland
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Scottish!? wide contracts which, under Scottish Office edict, the units around the
country are instructed to buy from. This is arguably as strong a form of central control
as exists in England in respect of purchasing, although it is plainly different from an

organisational structure perspective.

2.1.7 Impact of the Wider Environment

Figure 2.2 suggests that the environment can act as an enabler in facilitating the flow of
goods through the supply chain. Equally the impact of the wider environment can be an
inhibitor to this objective. Socio, political and economic factors can all affect the supply
chain and will combine in different mixes, depending upon the organisation and its
wider operating environment. Organisations cannot always control such factors but
need to be aware of these in order to try to minimise their potential impact. Reforms to
the NHS in 1990 were politically driven in the first instance, having been introduced by
a Conservative government and designed to create a more free market style

environment.

It could be argued that the NHS internal market is a managed market, controlled by the
Department of Health and indeed there are various interpretations as to the status of the
market. Duncan Nichol, the NHS Chief Executive 1988-1993 labelled the internal
market as a ‘social market’, although definitions of social markets are many and varied.
Robinson (1993) discussed the theme of ‘contestability’ which suggests incumbent
firms in a market only need the threat of competition to increase their efficiency and

reduce their costs. A real competitive situation is, therefore, not necessary to achieve

12 geottish Healthcare Supplies (Contracting Branch) is one of the chosen case studies and is reviewed as the major purchaser of
goods in the Scottish NHS.
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these objectives. The NHS market could arguably be said to exhibit traits of

contestability.

The type of marketplace, the ability and number of meaningful competitors and barriers
to entry are all important in shaping the environment. Basically, the competitiveness of
the market will influence the urgency organisations attach to the need to satisfy and
retain their customers. The management attention afforded to supply chain issues will
be determined by the extent to which it is believed costs will be contained and customer

satisfaction increased if such a focus is adopted.

The NHS has changed considerably since the impact of the reforms with significant
effect on supply chain management. Rees (1994:249) thinks that the “creation of an
internal market in the UK’s National Health Service (NHS) produced an environment
conducive to the acceptance and growth of supply chain management”. Rees

(1994:251) further comments that:

“A new culture has emerged, which focuses more than ever before upon the
costs of providing healthcare and the concept that those within and outwith
the organisation are to be considered customers. The focus of the changes
reflect the key aspects of supply chain management - costs and customers -
and has provided a basis from which supply chain management is growing

in stature”.
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2.1.8 Summary

This section has outlined the principles of supply chain management and identified five

key aspects which are:

the need to adopt a strategic and integrated management approach;
the need to clarify what the customer’s requirements are;

the need to establish, in conjunction with customers, the performance measurement

tools to be used;

the need to create an organisational structure that supports the task of managing the

supply chain;

the need to be aware of the impact the wider environment can have upon the

organisation and supply chain management.

Effective supply chain management is concerned with the application of the total cost

concept combined with a systems approach which is illustrated as a simple five stage

process in figure 2.10

Figure 2.10
Five Stages of Effective Supply Chain Management
Stage 1 - Define customer service level required
U
Stage 2 - Establish a base level of components and monitor associated costs
U
Stage 3 - Trade off components and monitor costs
U
Stage 4 - Arrive at the optimum combination of components to meet the service
required at the lowest possible cost
U
Stage S - Establish performance indicators, in conjunction with customer base,
to constantly review service provision
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Three critical tenets of supply chain management which run throughout both the five
stages shown in Figure 2.10 and the five key aspects discussed in this section are:

* the speed of availability;

e the reliability of the product and its delivery schedule;

e the minimisation of total costs involved so as to maximise revenues.

This section has also contrasted the principles of supply chain management to the
practices in the NHS Supplies Service, a theme which will be further developed and
substantiated in subsequent chapters both by empirical evidence and case studies. It is
suggested that the literature, whilst relevant to the NHS, is applicable only to a limited
degree as the NHS presents such a unique set of circumstances, as summarised in Table
2.1.

Table 2.1
Unique Characteristics of SCM in the NHS

* acceptance of SCM as a concept in the NHS is a slow process as traditionally SCM

has been seen as a “Cinderella” service;

* there continues to be problems identifying all of the true costs within NHS supply

chains, although cost transparency appears to be improving;

e itisrelatively recently that market forces have been introduced to the NHS
environment and these have made a significant impact in heightening the

awareness of both costs and customers.

An issue common to NHS Supplies Services and other organisations is that SCM is not

yet given a strategic level status.
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2.2 Principl r- li ionshi

2.2.1 Introduction

This section considers both extremes of the purchasing relationship spectrum which
exists between buyers and suppliers and develops the central argument and contention
of the thesis that the NHS presents a unique environment which is only partially

explained by the current literature.

2.2.2 Adversarial Type Relationships

The extreme types of the purchasing relationship spectrum are adversarial and
partnership, as shown in Figure 2.11.

Figure 2.11

Purchasing Relationship Spectrum

| |
Adversarial Type A Full Partnership Type

Adversarial type relationships are traditionally those that have existed between buyers
and suppliers (Shapiro 1987) and exhibit characteristics such as confrontation,
aggression and mistrust, as well as being short term in nature (Gaade & Hakansson
1993:3). This type of relationship results in business transactions being undertaken at

‘arms length’ (Sako 1992) with both parties being suspicious of the other’s next move.

Inevitably this type of relationship is not sustainable in the long term and whilst one
party may feel that it temporarily has the upper hand by becoming the ‘senior partner’,

ultimately neither party will be able to derive as much competitive advantage as would
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be possible if both were working to develop a mutually beneficial relationship.
Adversarial relationships are, in many ways, the easy option, as they “make it easy for
people to complain, to throw stones, to withdraw, without having to play any role in

improving the situation” (Kanter 1989:145).

The buyer involved in adversarial type relationships will be constantly “fire fighting”
and “looking over his shoulder” nervously, jumping from one supplier to the next to
minimise the effects of the supplier who under performs. Sporadic multiple sourcing is
as much a symptom of the buyer’s fear of supplier failure as any planned move to
improve the sources of supply, by managing the competition. A seemingly non-stop
series of competitive bids will be used by the buyer to constantly test the market and
drive prices down. Kanter (1989:118) argued that the “adversarial model had long
dominated purchasing ... the goal was to minimise price by maintaining a large vendor
base, frequently shifting the mix of purchases from each vendor'’ and operating
through short term formal contracts with frequent rebidding”. Competitive bids which
are an acceptable and valuable form of comparing proposals from different suppliers
should be used by a buyer in the context of a balanced purchasing strategy, rather than

as a strategy in itself.

The supplier in this type of relationship is likely to feel constantly tense and insecure. It
is not surprising that the predominant feeling of both parties is to protect their self
interest “it is particularly clear in business dealings between firms that self-interest ... is
a prime motive for doing most things ... everyone tries to satisfy the particular need
which is most pressing at the time ... that is in their self-interest” (Carlisle and Parker

1989:17). Suppliers may also feel that their self worth is being attacked by buyers who

Page 42



Chapter Two
Principles of Supply Chain Management, Buyer-Supplier Relationships and Customer Care

repeatedly attempt to drive prices down to a level where the suppliers make very little,

if any, profit. As Carlisle and Parker (1989:19) point out:

“It is this challenge to individual or corporate self-worth which tends to

inject adversarial conditions into so much of the negotiation done ...”

Selective communication is another significant and common characteristic of an
ineffective buyer-supplier relationship (Southey 1993). Buyers who are unsure of their
partner will be hesitant to offer information to the supplier that is not directly related to
the specific individual business transaction in hand. Information regarding long term
plans is unlikely to be shared, equally the supplier will be reluctant to offer the buyer
detail showing the breakdown of costs if there is a concern that this will simply be used
to drive down the price further. The supplier will be unsure whether to share product
prototypes or other innovative developments with a buyer who is constantly changing
suppliers. The lack of commitment between the buyer and supplier will result in
selective communication, perpetuating misunderstandings and building up assumptions
that may mean the adversarial relationship at best continues or, at worst, the whole

relationship ends completely.

Buyers in an adversarial relationship tend to focus upon price as the major determinant
in supplier choice. Deming (1988) who developed fourteen managerial points on
quality, believed that price, and price along was not a solid basis upon which to make

purchasing decisions. Deming’s fourth point recommended that organisations;

" Vendor is a US term synonymous with supplier
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“End the practice of awarding business on the basis of price tag alone.
Purchasing must be combined with design of product, manufacturing and

sales to work with the chosen suppliers” (Carlisle and Parker 1989:7).

It is, however, not surprising that buyers have focused their efforts on price reduction as
this has traditionally been the means by which their own performance, and
consequently salary levels, have been determined. It is nevertheless true that one of the
buyer’s prime tasks is to ‘reduce input costs’ (Quayle 1992:28) but this cannot be an
isolated objective and necessarily needs to be contained within the boundaries of a

wider purchasing strategy.

NHS buyers have traditionally been price driven which has dictated their whole
purchasing strategy. (Court 1993:16). The findings of the author’s survey '* of NHS
Supplies Managers undertaken in 1993 by the author suggests that price reductions are

still an important part of NHS purchasing strategy.

Price reductions can only result in short term gains as eventually the supplier will be

unable to reduce these any further. A level will be reached at which it is not viable for

the supplier to sell to the buyer. Quayle (1992:28) states that;

“Suppliers will ‘learn’ from the behaviour of an aggressive price-optimising
buyer. In the short term they may compete in the classical sense, but over

time will likely withdraw from price competition”.

" For further details, see Chapter 5
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The buyer will then be left in a position of having to source an alternative supplier with
the associated costs and possible diminution of quality. The buyer and supplier need to
change their approach, adopting a new culture to relationships. Any cultural change is
difficult, especially when both parties “expect an arm’s length, if not adversarial

relationship”(Hines 1991:112).

A fundamental change in culture and approach involves risk for bpth parties as,
voluntarily, each is making themselves vulnerable to the other. One party could decide
to exploit the opportunity and violate the other party’s trust. Kanter (1989:118) states
that “the adversarial mode with its paranoid view of the world centres on images of

domination and fear of being dominated”.

Sako (1992) outlined three levels of trust; contractual trust, goodwill trust and
competence trust. The first type of trust relates to the aspects agreed between the
parties as part of a contractual agreement, both explicit and implicit. Goodwill trust
develops the notion that relationships between the parties have matured to a level where
one party will want to perform over and above what is required in the contract. This
creates a type of reciprocal indebtedness in so much as the party feels obliged to “return
the favour” so that “mutual indebtedness or obligatedness at any time is a normal state
of affairs which sustains a relationship” (Sako 1992:10). Competence trust is based
upon the parties’ belief that the other has the technical and managerial ability to
perform the tasks required. Trust, whilst being a fairly nebulous concept and difficult to
define, is nevertheless an important part of relationship building as will be discussed

again in respect of partnerships. It is clear that trust is not dominant in adversarial type
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relationships where one-off, short term business transactions of an opportunistic nature

are the norm.

Adversarial relationships do encourage unplanned and haphazard purchasing from
suppliers. Buyers’ attitudes are influenced by their position and standing with their own
organisation. Barry (1992:25) points out that it is “crucial to get your internal
relationships operating before you can achieve the most from external ones”. Buyers
have traditionally been perceived to be order clerks who simply transpose information
from requisitions onto order forms, the actual negotiation with suppliers being
undertaken by the end user of the goods. Indeed, NHS buyers have traditionally been

seen as little more than administrative assistants.

The role and status of purchasing is, though, moving to becoming a more strategic level
function. Cousins (1992:33) argues that “.. the role of procurement is moving from a
clerical to a much more strategic business function in its own right”. Cousins’ research
suggests that the educational standards of buyers is increasing with a growing

proportion of buyers now holding at least first degree qualifications.

The ackhowledged purchasing texts of the 1980s in both the United States (Dobler et al
1984) and the United Kingdom (Baily and Farmer 1981) paid scant attention to
relationship strategies. The texts were largely concermned with the technical detail and
process of purchasing. Whilst useful, they did not explore that relevance of
relationships, and this was only referred to in a chapter discussing sourcing, Baily and
Farmer (1981:107). This chapter captures both academic thinking and practice at the

time in which buyers were encouraged to focus upon the task of constantly squeezing
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suppliers for more price discount. Baily and Farmer also refer to the dangers of buyers
being forced, by internal pressure, into practices that perpetuate adversarial type
relationships with suppliers, such as reciprocal trading. In the case of reciprocal trading
the organisation will ask “which are the companies from which we make substantial
purchases who could utilise some of our produc.ts, but are currently buying elséwhere?
This is then followed by ‘Can we bring pressure to bear on these organisations to buy
from us on the basis that we are good customers of théirs? Or the sales department may
simply ask for the help of the purchase department in applying pressure to a possible

customer who is a supplier”. (Baily and Farmer 1981:121).

The discussion so far has presented the negative aspects of adversarial relationships and
has inferred that these types of relationships are not to be pursued by the buyer at any
cost. However, an adversarial approach may be the most appropriate strategy on certain
occasions, such as a one-off spot purchase where an opportunist approach may produce
maximum benefit for the buyer. The qualification to this is that increasingly
organiéations tend to use a smaller supplier base with which a longer term approach is
the most sensible to adopt. The management challenge is to determine when it is

appropriate to create partners and recognise that some relationships will be a mixture of

the two.

2.2.3 Partnerships
Definition and Characteristics

Partnerships can be defined as “.. a commitment by both customers and suppliers,

regardless of size to a long term relationship based on clear, mutually-agreed objectives
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to strive for world class capability and competitiveness” (Hornby 1991:2). The key

objectives of partnership are as follows:
¢ to minimise total costs;
* to maximise product and service development;

e to obtain competitive advantage.

Interpretation and definitions of partnerships are many and varied but the Hornby
definition, proposed under the banner of the Partnership Sourcing initiative sponsored
by the Confederation of British Industry, captures the essence of the partnership
philosophy. The main characteristics of partnerships are directly opposite to those of an
adversarial type relationship. Partnership-type relationships exhibit co-operation
between the parties and a desire to develop trusting, long-term strategic alliances. Open
and honest communication exists as each party willingly builds up an inter-dependence
upon the other. Supplier relationships can be viewed as “the most susceptible link ...
(as) the dependency of a firm on outside sources for materials often leaves it at the
mercy of the supplier’s performance” (Handfield 1992:2). Handfield suggests that
buyers should introduce supplier certification programmes so that there is a ‘co-destiny’

agreement between the two organisations.

NHS buyers and their suppliers have not traditionally adopted such a co-destiny type
approach, but rather have been more adversarial in style. NHS Supplies Services have
mainly been motivated by price and adopted opportunistic short term supplier
relationships. The changes to the wider NHS environment and the creation of the
internal market has been the catalyst for the change in relationships with external

suppliers. The internal market where Health Boards/Authorities buy healthcare from
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NHS Trust Hospitals'® under contractual arrangements has produced a new
environment and culture. This new environment has indirectly helped NHS Supplies
Services to become recognised. NHS Supplies Services have been able to capitalise on
the new market place by trying, in some cases, to adopt a new ethos and approach.
However, the results of the author’s initial survey in 1994'® suggests that suppliers
remain unconvinced that the NHS Supplies Services are any more partnership

orientated in their approach to relationships than before the NHS reforms.

Nevertheless, the White Paper “Setting the Standards : A Strategy for Government
Procurement” (1995) sets out the Government’s stance on public procurement. There
is, for the first time in such a government publication, discussion of concepts such as re-
engineering, benchmarking and supplier partnerships. This indicates an acceptance at
the centre of these concepts and is likely to influence all public bodies such as the NHS.
However, the application of this philosophy in the NHS may prove to be problematic.
The NHS Supplies Services have a large and diverse supplier base with whom a whole

range of relationships necessarily exist along the purchasing relationship spectrum.

The management of the NHS Supplies Service need to grasp the concept of partnership,

understand the factors that influence its effective application and decide when to use

this strategy.

'S NHS Trust is a term to describe a hospital or group of hospitals who supply healthcare under contractual agreements to Health
Boards/Authorities in their geographic vicinity. The 1990 NHS Community Care Act has enabled Trusts to become legal persona
in their own right. Trust Hospitals accept GP patient referrals which mainly come from within their locality and the costs of these
services to treat these patients are recovered via the Health Board/Authority contracts.

' See Chapter S for a more detailed description of the results regarding the survey of NHS Supplies Managers and company Chief
Executives regarding buyer-supplier relationships.
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Emergence of Partnership Models

The evolution of the partnership philosophy can arguably be traced back to Deming’s
(1988) fourteen points on quality. Deming’s thrust in respect of buyer-supplier

relationships was that organisations should work more closely with fewer suppliers.

In the late 1970s and early 1980s, an international group of university researchers
known as the Industrial Marketing and Purchasing (IMP) Group developed an
interaction model (Hakansson 1982), which shows the connections between buyers and
suppliers. The IMP research is derived from inter-organisational theory (Van de Ven et
al 1975) and new institutional economic theory (Williamson 1975). The interaction

model is shown in figure 2.12

Figure 2.12
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The model identifies four types of variable which are influential on the behaviour of

both buyer and supplier which are;

the elements of and process of the interaction;

the participants involved in the interaction;

the environment in which the interaction takes place;

the atmosphere affecting and affected by the interaction.

Ford (1978), writing under the auspices of the group, points out that the model
recognises both short term interactions, which are labelled “exchange episodes” and
long term interactions, labelled as “relationships”. Ford suggests that the short term
interactions, if repeated, become an accepted part of the relationship and so move, over

time, to be the norm.

The IMP model and the four variables is a seminal piece of research on relationships
and is helpful when considering the relationships that exist between NHS buyers and
their suppliers, particularly the importance placed upon the environment. However, the
IMP model does not consider the practical issues of how to manage and measure the
process. Research focusing upon NHS Supplies Services’ relationships with suppliers
needs to produce practical output in order to continue to enhance the credibility of the

function both within the NHS and externally with suppliers.

The research based upon the Japanese automobile industry of Womack et al (1990) and
Lamming (1987;1993) is derived from the findings of the IMP work. Womack et al,
who identified some of the key traits of the Japanese automobile industry from a
purchasing and supply perspective, introduced the term ‘lean production’ to describe

how the Japanese automobile companies used value analysis to achieve cost reductions.
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The major difference between the Japanese and Western systems is seen as being one of
culturé. The traditional Western approach to negotiations and decisions is to focus on
price. Womack et al contend that this needs to be changed so that costs are analysed by
both parties within the framework of a long term agreement. Womack et al conclude,
however, that there is a changing culture emerging in the relationships in the West
between car assemblers and suppliers which is promoting longer term contracts and

lower costs.

Lamming (1987) proposes four models of buyer-supplier relationships which he

originally saw as sequential in development. The models are as follows:

e Traditional,
o Stress;
¢ Resolved;

e Partnership.

Lamming’s revised thinking can be summarised as firstly the development of another
model, Lean Supply (Lamming 1993), secondly that the models did not necessarily
need to evolve in a chronological stage by stage order, and finally that a Purchasing
Relationship Portfolio (Lamming & Cousins 1994) will necessarily always exist for
.organisations. It is appropriate to discuss Lamming’s work, considering its relevance to

the NHS Supplies Service’ buyer-supplier relationships.

Lamming’s traditional model corresponds to the discussion regarding adversarial
relationships. The model is characterised by the buyer constantly driving the price

down and continually sourcing new suppliers from the marketplace. NHS buyers, pre
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the 1990 reforms, also exhibited these traits and can be placed within this traditional

model. The model is summarised by Lamming (1993:159) such that,

“.. the traditional model provides a picture of haphazard purchasing, dealing
in an inefficient manner with poor information, in a buoyant market, with
little real competition requiring it to improve. The threat of re-sourcing was
outweighed by the stability of the old boy network and lack of real

alternatives for buyers”.

Lamming argues that the traditional model is likely to have continued but for the
economic pressures in the 1960s that affected the marketplace within which the buyer
supplier relationship existed. The oil crises and labour problems in the 1970s produced
stress'’ for both parties as companies fought to survive. This shock to the environment
can be compared to that which the NHS experienced following the 1990 reforms. As
costs were forced down within the NHS generally, the ramifications were felt all the
way through the organisation and “out” to suppliers. The focus in the stress model is
very much price, “the buyer had not only to win in price negotiations, but having won,
to squeeze a little more out of the supplier to achieve a further saving” (Lamming
1993:160). Suppliers, in order to win business, are prepared to bid for contracts at
levels which will barely cover their costs, let alone produce a profit. Eventually this

will result in the less competitive suppliers being forced out of existence.

Buyers in the stress model are able to negotiate with increasingly vulnerable suppliers
to demand that a breakdown of manufacturing costs is made available. This could be a
positive development for both sides if the information is used in the context of a long

term relationship, to review how costs can be contained and on the assurance that

"7 Stress was later substituted in Lamming’s research by the word pressure (Lamming 1993:175).
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subsequent increases in profit are shared. However, if the buyer decides to exploit the
supplier and drive down prices to unrealistic levels with no guarantee of any share of
resultant profit, then the opening of communication channels can only be regarded as a

negative step.

Buyers and the suppliers that survived the stress period began to realise the “importance
of relationships as opposed to individual deals” (Lamming 1993:163). This period of
the early to mid-eighties in the automobile industry was described by Lamming as
producing the resolved model. Resolution of the problems of the stress model is

conveyed, however, as Lamming (1993:176) states;

“The term resolved may be seen to suggest a removal of the ﬁroblems
caused by the stress model. This was, of course, not the case. The title is
chosen, however, to reflect not simply the resolution of the stress, but also
the apparent belief on the part of the assemblers (customers) at the line, that

this was all that was necessary”.

Nevertheless, the attention of both parties began to focus upon the length of
agreements, the quality of products with the parallel emergence of TQM, jointly agreed

cost reduction initiatives and the involvement of suppliers in the design stage.

There are suggestions that some of the NHS buyer and supplier relationships are in a
resolved type model according to the author’s 1993 survey of company executives.'®
An example is that suppliers are holding inventory and delivery to NHS warehouses

and direct to hospital ward level in an apparent, rather than a real Just-in-Time

'8 See Chapter 5 for a more detailed discussion.
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arrangement.'® The result is that distributors hold stock specifically for particular NHS
organisations so that whilst the NHS stock holding costs are reduced, the real cost of

holding the stock remains in the supply chain, simply transferred one stage back.

The resolved model does at least introduce some concepts that are required to be in
place for a partnership to develop. The resolved model introduces willingness,
commitment and, in general terms, requires the adoption of a new cultural approach.

Lamming (1993:170) points out that partnerships are demanding;

“.. it 1s necessary for the supplier to use all available resources - including
the abilities of other suppliers. Thus co-operation is essential for the
partnership model supplier, both with other suppliers (including
competitors) and with customers (buyers). This naturally poses challenges
for customers : co-operating with suppliers is the reverse of many features

of the traditional (adversarial) relationships”.

Buyers in a partnership obviously still need to be assured that the price paid is
competitive and the quality of goods supplied are to specification. Open channels of

(3

communication must exist but on much more of a reciprocal basis, “...efficient
information exchange is of fundamental importance to the success of the partnership

model” (Lamming 1993:170).

NHS buyers have traditionally been reluctant to share all of their information with
suppliers as in the game of negotiation information is power. The ability to ‘get one up’

on the supplier has been the prevailing attitude. However, certain elements of the

19 Apparent Just-in-Time” is defined as “the tactical transfer of the inventory from assembler to the supplier” Lamming
(1993:164). Lamming saw three variations to Just-in-Time, which were: a) apparent just-in-time; b) in-line warchouses; c) the
milkround or ex-works delivery system.
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partnership philosophy do appear to exisf within some of the NHS Supplies Service

relationships with suppliers.

NHS Supplies Managers, like other practitioners and, indeed, academic researchers
(New 1994) have questioned the practical application of the partnership model. The
NHS has an enormous range of suppliers and it is not appropriate to foster partnership
type relationships with all of these organisations. A sensible approach may be to
prioritise the suppliers by criteria such as value and importance to key customers so that

a manageable number are identified to receive partnership style development.*

Lamming’s additional model, lean supply, is a theoretical extension of the partnership
model. The buyer in the partnership relationship is still seen to be the owner of both the
value and supply chains whilst the supplier is merely accommodated within them. The
power involved in the relationship is an important concept?’ and if mis-managed, will

destroy the partnership. Lamming (1993:239) states;

“This is where lean supply goes beyond partnership ... lean supply, then,
emerges as the state of business in which there is a dynamic competition
and collaboration of equals in the supply chain, aimed at adding value at
minimum total cost, whilst maximising end-customer service and product

quality”. (my emphasis).

Lean supply requires a quasi-firm to be established between the two partners, such is
the strength of the collaborators. This quasi-firm becomes so accepted that it begins to
be viewed as having its own resource base, image, equipment and premises. Figure

2.13 illustrates the creation of a quasi-firm between buyer and supplier.

29 See Chapter 7 for further discussion of suggested practical measures for NHS buyer-supplier relationships.
2 power is discussed within this section, page 72.
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Figure 2.13

The creation of a quasi-firm between buyer and supplier.

~—

Customer

Organizational structure
Communications mechanisms
The people working in the Business goals
relationship are more concerned
with their immediate working
environment (the relationship)
than with that of the customer
or the supplier (either of which
might be legally their employer)

Culture

Source: Lamming (1993:242)

This concept accepts the supplier as being part of the internal stakeholder group of the

organisation, the “fifth constituency”22 (Kanter 1985; 1989).

Criticism of the lean supply model is similar to that levelled at partnership. In essence,
it is difficult to apply in practice as in the measurement of achievement. How does a
buyer know where the relationship with a supplier qualifies to be called a partnership?

When should the relationship be enhanced, and how, to the level of lean supply?

Lamming originally labelled the partnership model “the Japanese model”, reflecting the
birthplace of the philosophy. The tenets of sub-contracting that exist in Japan can be
traced back to how companies developed in the East after the Second World War.
Organisations established tiers of suppliers, the first tier then subcontracted to the

second tier, and so on. Hines (1994:52) discussed network sourcing, commenting that,

““.. the basic starting point for this relationship is not only that the customer

(buyer) firm is focused on the consumer requirement, but that it ensures that

2 N . . sar .
Kanter’s four other constituencies are: customers, employees, communities and society.
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its suppliers also have this total quality focus. Hence the strategies that the
customer (buyer) forms to supply the consumers must be translated back
through the direct and indirect supplier network. These strategies will
involve what to subcontract, where to locate and even how many people to
commit. This can only be done through an extremely close communication
mechanism within a group which closely associates with the same aims.
This type of supplier network co-ordination is largely achieved through the

kyoryoko kai (or supplier association) mechanism.” (Hines emphasis)

Buyers involved in network sourcing tend to have reduced their supplier base prior to
establishing stronger links. A pyramid of suppliers does, however, exist with an
increasing number of suppliers further down into the network. Figure 2.14 shows

Toyota’s pyramid system in the automotive industry which illustrates this point.
Figure 2.14

Toyota’s Pyramid Supply System in the Automotive Industry

@ 11 assemblars (Toyota, Nissan, Honda
Mazda, Mitsubishi, Fuiji, Daihatsy, isuzu,

Major Suzuki, Hino, and Nissan Diesel

Assemblers

FlFIST STAGE

Sub-assemblers ©® 168 establishments
& sub-processors (20.5%)°
Independent Affiliated

SECOND STAGE
Sub-assembiers & sub-processors . 4;‘?:‘,‘“"’""‘”"
Machine and press processing (68.5%)

/ * \
THIRD AND LOWER STAGE ® 31,600
Sub-assemblers & sub-processors establishments
Casting, piating, lathing, cutting, eic. (97.5%)"
] 1982
*Small/med ized ishments as proportion of total.

Source: Shimokawa (1985) in Hines (1994:66)
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There is a misconception that the Japanese approach favours single sourcing as a means
of developing longer term relationships. It may be that a single source is adopted for a
limited period, but that a Japanese buyer will maintain two or three other suppliers over
this period to ensure continued competition. Womack et al (1990:153) comments that
“in fact, as we saw, Japanese long term relationships do not depend on a single
sourcing, but on contract framework that encourages co-operation”. Co-operation is
likely to include the reduction of costs through joint planning and design. Nishiguchi
(1994:124-127) emphasises the importance of communication in this whole process,
_describing how Japanese firms involve the supplier at the design stage and set clear

targets in respect of pricing and completion times.

One of the first supplier associations was developed in 1939 by Toyota who developed
long term relationships to the advantage of both themselves and their suppliers. All of

the parties involved have become, and remain, competitive - growing together.

“Growth requires a partner ... in growth partnering, each major customer
powers your growth. The power of your customers can be applies co-
operatively with you so that your objectives can be the same. Each of you

works to grow the other’s business”. (Hanan 1992:xiv).

Toyota refer to seven guiding principles as shown in figure 2.15 which have facilitated

growth and reflect their commitment to developing relationships.
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Figure 2.15

Toyota’s Seven Guiding Principles

. Customer first;

o Competition and co-operation within our industry and community;
. Respect for the value of people;

o Mutual trust between employees and management;

. Challenge and Courage;
o Applied Creativity;

° Cost Consciousness.

Source: Hines (1994:5)

Network sourcing is then a powerful means of unlocking supplier abilities and
increasing competitiveness. However, Hines’ research concludes that network sourcing
as a model is not typical in industries and sectors throughout Japan. Also other research
such as Burt and Doyle (1994) suggests that family tiering of suppliers is not an
absolutely essential ingredient to forming alliances in the West as partnership type
relationships have succeeded outside of the networking model. Networking sourcing as
a model to create strategic alliances is appropriate to consider when reviewing NHS
Supplies Services’ relationships with suppliers but it needs to be adapted to reflect the

circumstances of the various marketplaces NHS buyers operate within.

Western business culture is built around ideals of individualism, competition,
specialisation and fragmentation so it is therefore difficult to break the mould. There
requires an attitudinal change of both parties in the relationship to develop an

interdependent and integrated approach. Carlisle and Parker (1989) focused on the
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need for both parties to categorically state their commitment to each other and accept
responsibility for each other. The traditional ethos and importance of the ritual of
negotiation is devalued by Carlisle and Parker (1989:30-40) who believe a long term

relationship goes beyond such a one-off confrontation.

Carlisle and Parker (1989:64) discuss three distinct phases than an organisation moves
through, which are pioneer, rational/scientific and integrated. Figure 2.16 illustrates the
phases and identifies the types of vendor (supplier) to buyer relationships that exist in

each.

Figure 2.16

Three Phases of Organisational Development and Buyer Supplier Relationships

Preferred PHASE ONE PHASE TWO PHASE THREE
m@_ Persuasion Negotiation Association
) INTEGRATED
\ increasing Crisis redeemed by
A levelsof humanizing systems
managerial Dominant relationship
consciousness _—
Associative—characterized
Crisis redeemed by Joint problem-solving
[otionalizing relationships VENDOR IS AN ASSOCIATE
RATIONAL/
SCIENTIFIC
Dominont relationshij
Negotiating—characterized
- by distributive bargaining
IPIONE £R VENDOR IS A RESOURCE
| Crisis relotionship
. . . Politicization—characterized by
Dominant relationship in-group/out group contlict and
Trading—characterized by manipulotive negotiation
v racieriz Crisis relationship
persuasion, personal buying VENDOR IS A VARIABLE
and selling Personal coercion—characterized
VENDOR IS AN ALLY by individual conflicts
VENDOR 1S A FRIEND OR ENEMY

Source: Carlisle and Parker (1989:88)

Negotiations with supplier can be used to facilitate both organisations moving to the

integrated phase where trust and association is created. Carlisle and Parker (1989:83)

comment that,
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the active relationship between supplier and purchase becomes one of
“association”, characterised by the ability to conduct joint problem solving
exercises on a whole variety of issues, but all ultimately designed to

maximise consumer satisfaction”.

In this model, the negotiation process is used not as an opportunity to be hostile to
the supplier, but to determine what kind of relationship is required and therefore
how integrated the association needs to be. Carlisle and Parker (1989:84) believe

that,

“.. the supplier should increasingly be seen as a voluntary member of the
customer (buyer) family. T_he buyers, then, should be seen as a prime
resource to the supplier with responsibility for ensuring that all customer
disciplines can and do play their part to cause this associative relationship

to recognise and deal with the needs of both parties”.

Negotiations should also be used to develop an internal awareness of the importance of
the buyer-supplier relationship (Carlisle and Parker 1989:89). Medical clinicians are a
crucial internal group that have to work with NHS Supplies Service buyers. Clinicians
are influential in determining the product choice, particularly within the medical and
surgical commodity group. This involvement needs to be rﬁanaged by the Supplies
Managers in a diplomatic and skilful manner, especially if a clinician’s choice of
product is more expensive than the one recommended by the Supplies Service. The
suppliers to the NHS need to be clear who their customer is and who is the real decision

maker so that only one point of contact and access into the system is used. Buyers need
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to engage suppliers, having firstly secured a mandate®’ (Carlisle and Parker 1989:151)
from internal customers whose demands are conveyed to suppliers. It would appear
that the NHS structure can precipitate constant confusion as to who is the contact point
which does not create the correct basis upon which to build a relationship. Clinical
input is vital, as is input from all other customers, but it has to be controlled and

regulated.

Carlisle and Parker identify the strength of increased communication and joint problem
solving in the integrated phase. The involvement of end customers and suppliers with
the buyer is recommended by the establishment of mandate teams. The mandate teams
help to develop strength and perpetuate the greater relationship. However Carlisle and
Parker do recognise that mandate teams will move through group development stages
and are likely to come to an end point. The parties must be able to accept this concept

and voluntarily leave the relationship at an appropriate juncture.

Carlisle and Parker (1989:163) refer to the boiling frog syndrome?* as an analogy to
dissolving group development. It is debatable as to whether this also applies to
relationships, as the Japanese type model argues that buyer-supplier relationships are

necessarily long term (Hines 1994:96) although interpretations of long term may vary.

Changes in approach and attitude by the buyer to the establishment of relationships, as
alluded to by Carlisle and Parker, are a theme of the final model to be reviewed.

MacBeth and Ferguson (1994:156-160) under the banner of their Supply Chain

B Carlisle and Parker (1989:151) discuss the benefits of establishing “mandate teams... to achieving a creative, buyer-supplier
relationship which generates competitive advantage for both parties”. Mandate Teams would involve end customers, buyers and
suppliers. .

# “Boiling Frog Syndrome - it is a physiological fact that the frog has a great ability to adapt to the ever-changing temperature of its
watery environment. It is also a fact that it does not like extreme temperatures and if dropped into a pan of boiling water, will jump
out immediately, little the worse for its experience. It is said to be equally true that a frog placed in a pan of cold water which is
slowly brought to the boil will make heroic efforts to adjust to the bad situation, but will die when the water boils without having
thought to jump out (Carlisle and Parker 1989:163).
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Management Group (SCMG)* People, Process and Purpose discuss how such

developments can only occur within a framework, labelled RAP-3.

Figure 2.17
RAP-3 Framework

Strategic
Balance
Compatible
S
oo Purpose Structures

Mandate team
Understanding
People Process
o = P
s ppon/ /- N\ /
s;;(gm. Involvement Measurement Relationship
improvemen
process

Source: MacBeth and Ferguson (1994:157)

The RAP model as shown in figure 2.17 suggests that results are produced following
cross-functional and cross-organisational teams. The teams concentrate on the purpose,
the process involved and the people undertaking the actions when deciding how to
enhance relationships. This model is similar to others discussed in that it highlights the

need for an integrated approach.

A Strategic Issue

A prerequisite to the establishment of partnership type relations is that management

accept that purchasing and associated buyer-supplier interactions should be viewed

2 SCMG is an approach devised by MacBeth & Ferguson that uses twenty four questions to consider how the management of
buyer-supplier relationships can be transformed. This approach has been marketed and sold commercially by the authors (SCMG
Ltd).
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from a strategic’® perspective. ‘An attitudinal change is required by senior management
to enable purchasing as a function to be placed on the strategic agenda which would
boost long term competitiveness as well as short term profitability’ (Cammish and

Keough 1993:30).

Senior management input is required to ensure that everyone in the organisation
understands the rationale and means by which purchasing can contribute to the
achievement and maintenance of competitive advantage. Rajagopal and Bernard (1994)
argue that it is as much the responsibility of purchasing professionals themselves to
manipulate their position to be more strategic. This is achieved by focusing upon the

following four internal areas:

¢ resources and capabilities;
e organisational structure and control mechanisms;
e organisational culture;

e top management commitment

Purchasing professionals have to be capable of promoting their own work and value

before they can be given the opportunity to prove themselves.

% 3) “Strategic decisions are those that determine the overall direction of an enterprise and its ultimate viability in light of the
predictable, and unpredictable, and the unknown changes that may occur in its most important surrounding environments”.
(Mintzberg & Quinn 1991:5).

b) Strategic decisions exhibit the following characteristics:

e are concerned with scope of an organisation’s activities

match activities of an organisation

have major resource implications

affect operational decisions

are affected by those who have the power in the organisation

affect long term direction

are complex in nature

(Johnson & Scholes 1988:5-8)
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In order that purchasing can become strategic, the role of the buyer has to move from
simply being the ordering point to the controller of a multi-disciplinary task force which
seeks potential new suppliers, evaluates the performance of existing suppliers and acts
as a commercial agent for internal departments. Cammish and Keough (1993) identify
five key initiatives that are likely to help purchasing move into a more strategic

function:

the establishment of a new purchasing leadership group;

e shifting the focus of the purchasing function to include tasks that have a strategic
impact;

e develop and upgrade the existing staff;

e integrate purchasing staff with the staff in the rest of the organisation;

e motivate new and appropriate measures of performance.

Kanter (1989:150) argues that purchasing staff need to be given and be able to accept a

new role stating that:

“Instead of using the purchasing staff as an opportunity to promote less
sophisticated clerical personnel, the department seeks people who can effectively
take more complete business responsibility for their decisions, represent the

company in strategy discussions with partners ....”

Gaade and Hakansson (1993) identified the three strategic roles for purchasing as being
rationalisation, developmental and structural. Rationalisation is the need for day to day

activities to be reviewed so that less costly suppliers are used. Developmental is longer
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term in nature where the buyer and multi-disciplinary team colleagues are actively
involved in developing products with suppliers. The final stage is structural which
suggests the need for organisations to be aware that the purchasing decisions affect the
wider marketplace. Gaade and Hakansson conclude that an increased dependence on
selected suppliers is desirable overall in respect of both rationalisation and development
models in order to build up openness, mutual trust and long term partnership type

relationships.

It is important that purchasing monitors its performance and benchmark against
industry leaders. Butler (1995) suggests that measurement in itself can be described as
a tool in the overall process of strategic control. Harland (1995) examines measurement
in the context of the shift to longer term partnership type buyer-supplier relationships
and identifies the need for measurement techniques to reflect the fact that both parties
should try to understand each other and exactly what is being performed in the
relationship. Harland’s research concludes that parties need to identify sources of
misperception in the relationship and suggests a “mismatch tool” to do this. The
misperceptions that exist between two parties are a reason why relationships do not
develop. Assuming this to be the case, the way forward is to firstly identify the gaps

between the two parties’ perceptions and secondly, close the gaps.

A key aspect of accepting and evaluating purchasing professionals to a strategic status
is their performance when given the opportunity. The selection of suppliers with whom
to develop strategic alliances is an important aspect in this process. White (1993)
suggests that there is little evidence that organisations attempt to categorise components

into a hierarchy of strategic importance, therefore it is not surprising that in general,
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organisations have not focused sufficiently on those components that are strategically

critical.

NHS Supplies Services are unlikely to be able to create effective and sustainable
partnership type relationships with all of their array of suppliers, if indeed this was
considered desirable. The categorisation of commodity groups in order of strategic

criticality is a practical measure that may derive benefits.?’

The Role of Information Technology

NHS buyers have traditionally spent long hours of price negotiations with suppliers
when operating in an ‘information vacuum’. Decisions have been taken based on soft
data, incomplete data and sometimes no data. The primary source of data has been the
suppliers themselves quoting annual usage of a particular product which, whilst useful,
is somewhat suspect unless validated by the buyers themselves. The introduction of
computerised information systems from the early 1980s has provided the NHS buyers
with an invaluable source of knowledge of products and quantities. Information
technology has revolutionised the decision making process for NHS buyers from ill-
informed to well-informed status. The problems for the NHS buyers are now much
more welcome, namely ensuring that the endless data can be distilled into a manageable
form to be constructively supplied to buyer-supplier negotiations. The use of Electronic
Data Interchange (EDI) in devéloping buyer-supplier relationships is of particular

significance.

%7 See Chapter 7 for discussion of practical measures to develop relationships between NHS buyers and their suppliers.
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EDI was defined by Clifton (1989:61) as “... the intercompany computer to computer
intérchange of business documents in standard formats”. However, EDI is much more
than this definition, accurate though it may be. EDI has a strategic significance for the
two parties who use this form of technology. The need for the buyer and supplier to
open different lines of communication within their respective organisations simply to
install the computers has the spin-off benefit of promoting sfronger links between the
two. Emmelhainz’s (1988) extensive US based study indicates the EDI implementation
is frequently driven by “the desire to obtain a competitive advantage”. Buyers and
suppliers regard the technology, not as a means in itself, but as a means to an end and as

a long term investment.

Rogers et al (1992) argued that IT, and particularly EDI, profoundly change business
practice. EDI enabled trading parties to respond quicker and more flexibly to the
changing needs of the more demanding customer base. Rogers et al (1992:16) suggest

that:

“The EDI linkage provides a connection which creates a closeness between the
service supplier and its customers ... shortens the pipeline and facilitates

communication flows between firms supplying and the ultimate customer.”

Interestingly, the research undertaken by Rogers et al, which is predominantly based
around warehousing companies, concludes that those companies using EDI are able to

offer more in the way of services than those companies without EDI.
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Allen et al (1992) conclude from studying the US Motor Carrier industry, that the
establishment of EDI between members or links in the supply chain, has become
increasingly important and has been encouraged by the adoption of such concepts of
just-in-time production buying, partnershipping and supply chain management. Allen
et al conclude that the decision to implement EDI appears to be either customer driven

or marketing driven.

Sheombar (1992) whilst recognising the benefits that EDI presents, argues that in order
for EDI to have any lasting benefit, then the current ways of working have to be
redesigned. EDI’s greatest contribution can be made in facilitating an enhanced level of
co-ordination, both internally and with external parties. Sheombar believes that in order
for EDI to be effective it has to cut across functional and company boundaries. This in
itself is a new approach to management that is enabled by the use of EDI. The use of
EDI and the adoption of partnership type relationships to complement one another as
the growth of partnerships emphasises co-ordination which is facilitated by EDI. The
need to synchronise actions between partners requires a greater and quicker flow of

information, to lead the way for the flow of goods which is made possible through EDL

EDI’s benefits are seemingly unquestionable, however there do still appear to be delays
in its widespread implementation. The author’s 1993 survey28 of NHS Supplies
managers and executives of suppliers included questions relating to EDI.
Approximately only half of the NHS Supplies Managérs who responded stated that they
used EDI whilst suppliers felt that EDI was not used on such a widespread scale as is

popularly thought within the NHS itself. The extent of the use of EDI also appeared

28 See Chapter 5 for details.
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limited as the majority of respondents were using the system for ordering, but not for

the transfer of payment.

The need to manage communication effectively cannot be stressed enough (Gaade &
Hakansson 1993:143-14; Lamming 1993:148). Lamming identifies two levels of
communication, the first relating to the integrity of the information exchanged and the

second to the use of technology in building the relationship.

“At the second level, data transfer between companies has taken on a new
meaning in the 1908s with the advent of EDI .... thus a measure of a relationship
might be the extent to which the parties have invested in compatible technology

for transmission and reception of data”. (Lamming 1993:148).

Gaade and Hakansson believe that information and communication performs three

important roles in a purchasing organisation which are:

e co-ordinating;
e controlling;

e leamning.

Information content is categorised as falling into three main areas: commercial,
technical and administrative.  Plainly, both the purpose and content can vary,
demonstrating the complexity of communication. Information exchange is not simply

between the buyer and supplier, the buyer also needs to communicate easily and quickly
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with internal colleagues. Hakansson and Gaade (1993:145) commenting upon a survey

of purchasing organisations, suggest that:

“In-house communication took more time than external communication and the

relative importance of different types of communication varied greatly.”

Power

The use of power, which is a determinant in shaping the buyer-supplier relationship,
occurs due to the shared need that both parties have for the resources each one has to
offer the other. Weber (1968:926) defined power, “in general, we understand by power
the chance of a man or a number of men to realise their own will in a social action even
against the resistance of others who are participating in the action.” Power as a concept
is discussed extensively in psychology literature from the point of view of inter-
personal power involved in individual relationships (French & Raven 1969) and also
intra-organisational literature (Etzioni 1961). However, power within the context of
purchasing that occurs between organisations has received little in the way of research

focus (Lush 1976; Porter 1980; Gaski 1984).

Porter (1980) describes how the buyer and supplier are in a competitive situation and
use bargaining power to manipulate the relationship to meet their own objectives.
Porter suggests that the buyer’s organisation will use its power to ultimately acquire the
supplier’s organisation as a means of integration. This model is based very much upon
the ethos contained in Lamming’s traditional model where adversarial t}.rpe
relationships exist and there is an unequal distribution of power, resulting in unequal

partners in the relationship.
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Ramsey (1995) views purchasing power from both a potential and actual basis. “In
essence, the key theme being that it is the potential ability of one to overcome the
resistance of another ..... this issue of potentiality can be applied in a commercial
setting”. (Ramsey 1995:128). Purchasing power can be seen as 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 which will increase the supplier’s, but
not the buyer’s costs. Potential power in a purchasing sense is distinguished from
actual purchasing power which is the ability to produce real changes in a supplier’s

specification and incur increased supplier, but not buyer costs.

Ramsey suggests there is a direct correlation between power and dependency, with
power being a function of dependence, whereby the greater party A’s dependence, then
the greater party B’s power in the relationship. Ramsey argues that anything that
increases the buyer’s need to buy from a specific supplier or that reduces the buyer’s
freedom tends to increase the buyer’s dependence whilst at the same time, reduces the
buyer’s power. The converse of this is when aspects of the relationship increase the
supplier’s need or desire to obtain money from specific buyers or that reduces the

supplier’s customer freedom, tends to increase the supplier’s dependence on the buyer.

The balance of power in a relationship may not be equal, but the party in a position of
strength should not further their own ends, but rather secure the future stability of the
relationship. This links back to the concept of trust being established between the two

partners, so that one party does not exploit the other. Ramsey argues that the potential
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power within a relationship stems from the attractiveness and availability of resources

to the other.

In terms of attractiveness, it is plain to see that if this model is followed through that the
perceptions of both parties have about each other and the products/services involved are
crucial. In respect of availability, the key aspect is the ability of both parties to obtain
from, or supply to alternative sources. Ramsey views the most influential factor in this

respect to be the type of marketplace.

A spectrum of market structures exists such as monopsony where the market is
comprised of only one purchaser, and monopoly where there is only one supplier. It
may be, as in the case of the NHS, that there is a range of marketplaces in which buyers
will find themselves, and there is a need, therefore, for a flexible approach once the

particular marketplace has been identified.

It is also possible for a bilateral monopoly market structure to exist, where a
monopsony buyer interacts with a monopoly supplier. However, probably the most
common type of market structure that is created is one where a small number of
organisations supply a single buyer. This particular structure which consists of
oligopoly suppliers and a monopsony buyer is relatively unknown in the academic
literature. The principle point is to recognise that the market structure influences the
buyer-supplier power balance and the possibility of partnership type relationship being

created.
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Kanter (1989) describes how buyers and suppliers become partners through a process
which pools resources, creates allies to exploit opportunities and /inks systems (PALS).
In order for both parties to become PALS, there needs to be a real change in the way
business is undertaken and how power is employed in the relationship. Kanter
(1989:141) also points out that changes to internal relationships are necessary, stating
that “... the development of formal alliances with ‘external’ parties also changes internal

roles, relationships and power dynamics for the organisations entering into them”.

Partnerships are not concerned with one party temporarily agreeing to give the other
party power, “to bequeath something voluntarily in order to win co-operation ... which
is something that can be withdrawn at will ... such a paternalistic attitude can
undermine the core of the partnership effort and its potential future” (Kanter
1989:141). In short, a real re-distribution of power is required in partnerships, rather

than a token effort.

Implementation Problems

Partnerships are neither easy to achieve, not quickly established, with both parties
taking time to develop the type of trusting interdependency required. There will always
be problems moving such an abstract concept into reality as well as maintaining this,
once it has been achieved. Business partners experience constantly changing
circumstances which will impact on the stability of the relationship. A multiplicity of
factors can affect the subtle balance of the buyer-supplier relationship which need to be

identified and monitored. The type and nature of decisions®® taken by partners at each

? Interestingly, the Greek for “decision point” translates in English to “crisis™. (Carlisle and Parker 1989:152).
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crucial stage in the development and subsequent maintenance, of the relationship are of
vital importance. Kanter (1989:160) recognises that:
“... the fragility of interorganisational alliances stems from a set of common
‘dealbusters’ - vulnerabilities that threaten the relationship. Partnerships are
dynamic entities, even more so than single corporations, because of the
complexity of the interests forming them.”
Kanter identified twelve common dealbusters,”® four of which are of specific
significance to the NHS Supplies Service. The first factor is where there is a strategic
shift by one or both of the parties involved, “any strategic shift in the strategy of the
organisations forming an alliance is a potential threat to the relationship (Kanter
1989:16). Suppliers to the NHS are more likely to withdraw from partnerships with
NHS buyers than vice versa, as NHS buyers will usually have a continuing need for a
product or a similar product, once they have commenced buying. There will, however,
be instances when the NHS buyer wants to move from one source of supply to another,
but usually following a documented period of deterioration with the existing supplier.
There may also be occasions where technological innovation renders certain products
obsolete, therefore ending the need to purchase them. This would not normally be a
reason to finish a relationship as the partners, if functioning effectively, will be

identifying such planned changes well in advance.

Uneven levels of commitment are an inevitable part of relationships which re-
empbhasises the correlation between power and dependency. Organisations entering into
partnerships have obvious differences which largely determine their degree of power

and dependency in relation to the other party. There are many small organisations for
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whom the whole or vast majority of their income is derived from NHS business. These
suppliers are then totally dependent upon the NHS buyer who becomes the more
powerful of the two parties. This is likely to influence both parties’ level of

commitment to the relationship. Kanter (1989:161) suggests that:

“The vulnerability of alliances to strategic shifts simply points to another source
of fragility; differences in the commitment of the partners to their joint activity.
For one partner, the alliance may be central to its business, but for the other, it

may simply be a peripheral activity”.

Adversarial type relationships tend to exhibit a lack of trust where both parties “expect
the other side to attack or not to keep to the agreement, so they feel they should be their
retaliation in first” (Carlisle and Parker 1989:53). Partnerships are based on trust, but
trusting another party is a major decision which should not be taken without serious
consideration. Kanter (1989:164) suggests that “sometimes parties to an alliance are
naive in trusting their partners too soon, before a solid basis for trust is established”.
Traditionally NHS relationships have been characterised by extensive contract
documentation which has been designed to be able to address worst case scenarios.
This approach does appear to be changing somewhat as contract documentation
becomes more streamlined, reflecting the growing trend towards partnership type

relationships.

% Kanter’s (1989:160-172) deal busters are: strategic shifts, uneven levels of commitment, power imbalances (a) resources, (b)
information, imbalances of benefits, premature trust, conflicting loyalties, under management, hedging on resource allocation,
conflicts over scope, insufficient integration and absence of common framework and internal corporate politics.
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Nevertheless, NHS buyers still need to retain sufficient protection, only allowing
“looser” contracts to evolve over time with their more trusted suppliers. It would be
folly on the part of the buyer to prematurely trust suppliers who may then take the
opportunity to exploit the buyer. Equally the buyer does not want to operate under the
old adversarial maxim of ‘caveat emptor’ (buyer beware) so a balance between the two

has to be struck.

The fourth of Kanter’s dealbusters to highlight in respect of NHS Supplies Services is

internal corporate politics. Kanter (1989:171) suggests that:

“.. they (partnerships) also fall prey to the enemy of all innovation - the politics
within each of their member organisations. The issue can range from someone
feeling that the partnership threatens his or her territory, to the partnership’s chief

sponsors losing (internal) power.”

As already alluded to, the NHS buyer has a vast array of customers and ‘masters’ to
satisfy, some of which are obviously more important and powerful than others. The
internal conflicts and ‘battles’ between disciplines within a Trust hospital, such as
between accountant and medical consultants, may cause an agreed stance, which the
buyer has adopted with a supplier, to be changed during the course of a negotiation or
relationship. NHS buyers need to be wary at all times that they are acting upon

information and adopting a stance which their customer has the capacity to authorise.
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The management of these problems requires the NHS buyer, indeed buyers in any
organisation, to constantly make decisions which will facilitate the establishment, or
continuation of partnership type relationships with suppliers. Decision making theory
as a generic type is a wide ranging and interesting subject. So, too, is strategic decision
making in a commercial setting. Decision making in a competitive environment (Porter

1980: 120-123, Farmer 1981:50-57) has been the traditional focus.

Specific research to investigate NHS buyers’ decision making would be worthy, for
although not considered critical to this thesis, it is appropriate to recognise the
importance of this area and indicate its potential impact upon the buyer-supplier

relationships.

2.2.4 Summary

This section has described the complexity®' of buyer-supplier relationships and, in
particular, has contrasted the adversarial and partnership types. Christopher (1993:4)

suggests that:

“the traditional relationship between a buyer and a supplier was a pretty tenuous

one. It was an argument, basically, between a sales person and a buyer.”

In contrast, Cousins (1992:33) advocates the adoption of a partnership approach which

he defines as:

3! Gaade and Hakansson (1993:63-77) outline six characteristics of buyer-supplier relationships, one of which is complexity. The
others are: relationships to be seen as investments, adaptations, reciprocal trust, power and dependence, and conflict and co-
operation.
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“.... entering into a long term agreement between buyer and supplier, the sharing
of risks and rewards, of technology and innovation, leading to the ultimate

creation of synergy and competitive advantage.”

NHS buyers’ relationships with suppliers necessarily occur across the whole
relationship spectrum from adversarial to partnership. Lamming (1993:242-243)

recommends that different levels of relationships should be adopted:

«_for each supplier, the customer (buyer) would have a planned development of
the relationship, based upon the practical limits of performance, the scope for
improvement, useful life and so on.... This leads to the idea of a portfolio of
relationships on the part of the customer (buyer). This is a strategic plan o

operate differing levels of developed relationships with various suppliers. The

relationships interrelate and support one another on a continually reviewable
basis. Thus, a critically impoftant supplier might be part of a fully developed lean
supply relationship, providing technological solutions through collaboration etc.,
whilst a source of commodity items might be run on a more arm’s length basis -

still with excellent service, but without the need for such intimate working

practices.” (my emphasis).

The discussion in this sub-section has developed the argument that the literature review,
whilst providing a sound conceptual basis from which to consider NHS buyer-supplier
relationships, does not sufficiently take account of the unique nature of the NHS. The

unique characteristics in respect of buyer to supplier relationships are summarised in

Table 2.2;
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Table 2.2
Unique Characteristics of NHS Supplies Service in

respect of buyer to supplier relationships

e Itis only since the reforms that an environment conducive for the growth of

partnership type relationships has been created in the NHS;

e NHS Supplies Services have both a large and diverse supplier base as well as a
large and diverse customer base. The establishment of meaningful internal

relationships affects the buyer’s ability to create partnership type relationships.

¢ The accepted models which describe partnership type relationships are largely

based upon the manufacturing sector and are not always applicable to the NHS

Supplies service.

The issues which are common to the NHS Supplies Service and other service providers
are; the need to have a portfolio of relationship types, that traditionally buyers are more
comfortable with adversarial type relationships, the use bf EDI is not widespread,
purchasing is not afforded a strategic status and finally the balance of power and

dependency varies depending upon the parties involved.

Subsequent chapters will build upon the existing literature, adapting specific concepts
to develop a programme of practical measures which will help NHS Supplies
Management to determine which type of relationship to adopt, when to adopt it, as well

as heightening awareness of the factors that can influence relationships with suppliers.

2.3 Principles of Customer Care

2.3.1 Definition

The importance of satisfying the customer, which has become increasingly accepted

through the 1980s and early 1990s across all industries and sectors, appears to be
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penetrating public sector management thinking. Traditionally, the NHS, both in general
and specifically within the NHS Supplies Services have not embraced the concept of
customer care. However, the introduction of competitive forces, albeit in a managed
market setting, has served to raise the profile of customer care, both generally and for
Supplies Services. Cardwell (1992:74) suggests that the adoption of a customer
focused strategy is a vital developmental step all organisations have to take as,

“.. success in the future can only be as a result of customer satisfaction

through quality - of product, of service, of environment and of people.”
There are many definitions of customer care and customer service which are qualitative
in nature.> Lalonde and Zinser (1976:203-207) however suggest a framework which
is based upon three models - the first where customer service is seen as an activity, the
second in terms of performance levels and finally as a management philosophy that
allows a working definition of customer service to be developed. Bowersox et al

(1986:93), building upon these models, suggest that

“The broad definition of customer service must balance elements from all
three models. First, the enterprise must adopt an overall customer-oriented
" philosophy. This means that the management must direct resources to
identify and meet customers’ needs. This philosophy must be instilled
throughout the enterprise. Since it is difficult to measure performance
against a management philosophy, the second task is to define specific
measures for evaluating performance. Specific measures are usually

quantative in nature...... the final task requires that the customer service

32 a) See definition given in Chapter 1, Section 1.2.3
b) Customer care and customer service are regarded as synonyms in this thesis
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managers be provided (with) the human resources and information necessary

to effectively process customer orders and provide necessary information.”

It is helpful to consider both the more qualitative and practical definitions of customer

care together.

The NHS Supplies Authority®® (SA) in England, created 1 October 1991, appears to
recognise the importance of defining its interpretation of customer service. The mission

statement contained in its initial market brochure states:

“NHS Supplies works within the NHS to provide a reliable, responsible and
forward looking service that guarantees its customers the best value for
money on the goods and services they need to deliver health care”.

NHS Supplies Marketing Brochure (1992:1).

The marketing brochure refers throughout to customers and the need to satisfy their
requirements which demonstrates the NHS SA’s intention, if nothing else, to be
customer focussed. Terry Hunt, the National Director of NHS SA states that, “NHS
Supplies is customer led .... giving total supply services to customers within their
boundaries” (Miller 1993:14). However, these commendable intentions need to be
translated into actual day to day practices and compared against the customer’s
perception of the service they actually receive. In July 1993, the NHS Trust Federation,
whose membership of the time covered 80% of all Trusts, published a report entitled

“Improving the NHS Supplies Service” which, although containing some positive

3 See Chapter 3 for further discussion of NHS Supplies Authority in England
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comments, is generally negative and critical of the NHS Supplies Service. The report,
which is written by an organisation representing the customer base, suggests that the

customer’s perception is somewhat different to that of the service provider.

Up until July 1993, the NHS SA enjoyed the status of monopoly supplier** position as
the customer base did not have the right to decide whether to use NHS SA or obtain
such purchasing, warehousing and distribution services from an alternative source. The
NHS Trust Federation report highlighted the point suggesting that the NHS SA abused
their status in the marketplace by adopting a “take it or leave it” attitude with its
customers. Also, due to the absence of competition, the Trust Federation .suggested that

the cost of providing the service was excessive. The ethos of the report is encapsulated

by the following statement:

“... the new NHS Supplies Authority shows some early signs of becoming a
national bureacracy, imposing its will rather than being accountable to local
customer wishes through market mechanisms and choice”. NHS Trust

Federation Report (1993:14)

In November 1993 and February 1994, the author issued a postal questionnaire survey
% to English and Scottish Trust Hospital Chief Executives . Unsurprisingly the vast
majority of respondents to both surveys thought that the Trusts should decide from
whom they obtained Supplies Services. Nearly two thirds of respondents to both
questionnaires perceived that the NHS Supplies Service needed to be improved in order

to retain its customer base.

34 . .
ChFrom 1 July 1993, Trusts were given the authority and the right to decide from whom they obtained their Supplies Services, See
apter 3.
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In contrast, the NHS SA conducted its own survey of existing customers during the
summer of 1993, concluding that their customers rated them highly (on a scale of 1-5

where 1 is low, 5 is high, the NHS SA obtained an average of 4).

The discussion in this section has highlighted the need for both customers and service

providers to understand what is meant by customer care.

2.3.2 A Strategic Issue

The need to make customer care the main strategic driver of an organisation is
necessary simply for survival in increasingly fierce competitive marketplaces. The
ultimate sanction a customer has is to remove business from the provider organisation
and buy from an altemnative source. “Customers are poised to fly like a nervous flock
of geese in a grain field” (Schonberger 1990:34). The objective should be to build a
chain of customers which links people at all levels in the organisation directly or
indirectly to the marketplace®®, Another significant factor is that customers increasingly
expect more from their chosen service providers and as such, customer care
programmes necessarily need to be devised and monitored at a strategic level by senior

management.

NHS Supplies Services are relatively inexperienced at devising, implementing and
monitoring customer care strategies. Up until the impact of the 1990 reforms, NHS
Supplies Services did not have any customers, only users of the services they provided.

Consequently senior supplies management was unconcerned whether customer care

3 See Chapter 4 for more detail,
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percolated throughout their organisation or not. After all, their view was that they were
a monopoly supplier with no competition and the ‘users’ could not go elsewhere for the
service anyway. The resultant culture and attitude that prevailed was a “take it or leave
it” one. The customer who shouted loudest was likely to get the best service but
probably only as a one-of improvement, rather than a sustainable change in practice.
Furthermore, the users did not regard themselves as customers who could legitimately
complain about service provision and expect the NHS Supplies Service to respond to
their individual requirements. A blanket type of service was provided which did not
allow for anything other than “the standard” provision. The culture within NHS
Supplies Services neither tolerated or responded to requests for individual packages of

customer care.

Apart from the Supplies Authority in England, there are signs emerging from other
parts of the Supplies Services across the NHS that demonstrate the adoption of a more
strategic level acceptance of the customer care philosophy. The Scottish Healthcare
Supplies®” (SHS) organisation produced a promotional document in 1995 which has a
customer focus throughout. SHS senior management claim to be a ‘customer friendly’
organisation who undertake “on-going consultation with clients in order to create a
cultural affinity so that a flexible and responsive approach is possible.” The contracting
branch of SHS states that “our customers’ needs are our aims and caring is our

commitment”.

36 Schonberger’s concept of a customer chain is an extension to Porter’s value chain analysis. See Chapter 2, Section 2.1.2.

37 Scottish Healthcare Supplies was formed April 1995 and previously known as the Supplies Division. SHS is part of the
Common Services Agency which is part of the Scottish Office (NHS in Scotland). Scottish Healthcare Supplies negotiates central
contracts for use by the Scottish NHS and also provides technical/scientific services. See Chapters 3, 5 & 6 for more details.
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Senior managefnent attention is vital to ensure customer care is afforded a strategic
status. Peters (1987:70) suggested that management needed to be obsessed with
quality, not just on a one-off basis, but consistently, “persisting through program
doldrums™ (1989:72). A philosophy is unlikely to become part of an organisation’s
culture unless the service is valued and seen by others to be valued by the leaders.

Cook (1992:49) highlights this point, stating that:

“Senior managers, therefore, need to be seen to visibly support the
service programme if employees are to recognise its importance. If
senior managers say ‘do this’ and employees see them applying other
rules to suit their own needs and circumstances, it is hardly surprising

when employees do not take service (customer care) seriously”.

The central tenets of adopting customer care as a strategic issue are simply: win new
customers and retain customers. Competition is such that organisation cannot afford to
focus exclusively upon their product features but will need to augment these with added
value services. Christopher (1993:31) suggests that customer care services should be
used to augment the core product as a means of differentiating from competitors, see
figure 2.18. The main intangible benefit centres around availability of the product to

the customer as customers increasingly want the product immediately following

request.
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Figure 2.18

Using service to augment the core product

Core
product
Tangible Qibl
® Quality @ Delivery service-
® Product leatures frequency
e Technology Delivery reliability and
@ Durability consistency
ote. Single point of

Source: Christopher (1993:31)

After winning customers, it is crucial to retain them. Christopher (1993:33) discusses
‘relationship marketing” which is based on the premise that organisations “should
consciously strive to develop marketing strategies to maintain and strengthen customer

loyalty”. Customers are satisfied with the care they receive to the extent that they do

not even consider an alternative service provider.

Schonberger (1990:1-16) describes an approach to strategy that places customers at its

centre which is summarised:

e recognition that we all have customers;

e there is a need to reduce flow time through supply chains;

e there are customers inside as well as outside the organisation;

e there is an acceptance that customers are both fickle and demanding - those that are

loyal are only so because their needs are consistently satisfied.

Strategy must be planned to deliver to the customer even better quality at lower cost

with even quicker response times and greater flexibility. Flow time in the customer
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chain is increasingly becoming of paramount importance with quick response seen as

customer standard rather than a special requirement.

NHS Supplies Service customers are now expecting *“special” treatment all the time
from their service providers. Flexible packages of care are required by all of the
customer base. All NHS Supplies Services have a common difficulty which is to
satisfy their large number of customers, all of whom have very specific requirements,
most of which are different and some even conflicting. A possible solution may be to
pﬁoﬁtise customers and focus on certain key customers who receive preferential
packages.’® The composition and nature of the customer base will be a significant
factor as to whether Supplies Services should or should not offer differential service
levels. It may be the case that the Supplies Service has only one Trust organisation as a
“customer” therefore making it difficult to prioritise individual staff groups within the
whole. However, there may be more scope in dealings where a Supplies Service serves
more than one organisation and customer. Peters (1987:112-114) refers to the United
States textile manufacturer, Milliken, who, in 1985, adopted a strategy called Total
Customer Responsiveness (TCR) which helped them identify new market opportunities
through closer collaboration with the customers. The need to engage customers in a

constant dialogue must be part of NHS Supplies Service customer driven strategy.

Customer care must be interwoven through an organisation’s strategy and the message
must be conveyed to both external parties and internal employees. To this end,
organisations have developed both mission and vision statements. There does appear to

be confusion relating to terminology, although a helpful interpretation of the two is that

3 . .
8 See Chapter 6 for discussion of programme of measures for customers.
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“a mission is a statement of the purpose or task of the organisation while a vision is a
statement of where the business is going, its values and beliefs” (Cook 1992:36). It is
clear that both mission and vision statements necessarily need to be formulated at senior
management level. Senior management input is required to produce action in line with
both the acknowledged mission and vision. Figure 2.19 shows how the mission and
vision statements can be used as a platform from which senior management can develop
an overall service strategy that produces tangible outcomes.

Figure 2.19

Developing a Service Strategy

Development of mission statement and vision
Evaluation of current position
Development of quality objectives
Establishment of criteria for success
Indentification of obstacles to progress
Design of quality programme

Figure 2.1 Developing a service strategy

Source: Cook (1992:41)

The NHS Trust Federation Report (1993) recommended that in England both the
service provider, NHS SA and the customer, the Trusts, needed to reassess their
individual stances in respect of their overall relationship. In respect of the NHS SA, the
report recommended that improved responsiveness should be an over-riding aim “... the

need for a more Trust-customer focus” (NHS Trust Federation Report 1993:13) that is
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built into their strategy. The report also made the point that individual customer care
packages needed to be made available. The Trusts themselves were urged to view

supplies expenditure as an area where savings could possible by derived;

“.. Trusts should demonstrate, through the business planning process, the
importance and strategic significance they attach to the supplies function and
the savings and efficiency gains they are able to make”. NHS Trust

Federation (1993:35).

2.3.3 Total Quality Management

Total Quality Management (TQM) is a competitive strategy 'where everything an
organisation does is perceived through the eyes of its customers from the point of view
that the customer is using information to justify continuing to do business with the
current organisation or deciding to switch to a competitor. “TQM is a technique, an

attitude, concerned with creating an overall impression”. (Hutchins 1990:22).

TQM is defined by the American Federal Office of Management and Budget circular

(1990) as being:

“.a total organisational approach for meeting customer needs and
expectations that involves all managers and employees in using qualitative
methods to improve continuously the organisation’s processes, products and

services”. Milakovich (1990:209).
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The key phrases in this definition are “total organisational” and “Improve
continuously”. TQM affects everyone in the organisation and requires everyone to
accept quality as their responsibility. TQM strives for the situation when tasks will be
performed right at the first time of asking which necessarily involves the commitment
of everyone in an organisation. Furthermore, organisations who adopt TQM accept that
in order to retain customers, there is always scope for improvement. TQM is therefore
“an approach which organisations adopt to improve their performance on a systematic
and continuous basis”. Cook (1992:69). Clearly the TQM philosophy is based upon
the existence of a competitive marketplace and the lack of any competitive forces in the
NHS prior to 1990 explains TQM’s absence from the NHS up untiil this time. However,
as NHS Supplies Services have begun to focus upon the question of differentiating their
service in order to retain customers, TQM is being increasing considered as an

appropriate tool for this purpose.

Cook (1992:70) suggests that all TQM initiatives will likely consist of three major

elements which are as follows:

e a documented system of defining quality standards whose effectiveness and

application can be monitored on a regular basis;

o the creating of organisational processes to ensure that policies, procedures and

practices are focused on the customer;

e the monitoring and control of these processes to eliminate waste by doing things

right the first time.

The common theme running throughout these elements is monitoring performance to

ensure that the customer needs are fulfilled first time of asking with the most efficient
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use of resources. Cook also suggests that there are four principle stages required to

implement a TQM approach which are as follows;

the development of a documented quality management;

the knowledge of the cost of quality;

the identification of key projects which need to be undertaken to eliminate variations

between actual and desired performance;

the involvement of all employees to ensure continuous improvement.

The knowledge of costs is important to bear in mind as quality enhancements or
developments have to be affordable to the organisation and the financial benefits that
ultimately occur have to outweigh the implementation costs. Therefore, identifying the
true costs is a crucial step in determining if a particular quality initiative should be

pursued.

As TQM emanates from Deming’s39 research of post World War II Japanese
manufacturing industries, its application to the public sector, particularly the UK NHS
is questionable. Morgan and Murgatroyd (1994) suggest five aspects where TQM and

the public sector type organisation are incompatible. These are as follows:

a) nature of TQM inhibits applications to public sector.
b) nature of public sector is hostile to TQM
c) cultures of professional groups hostile to TQM

d) public sector customer is a problematic concept
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€) public sector much more complicated than manufacturing

One of these five aspects is that TQM is based upon the manufacturing of the same or
similar products again and again, whereas a service industry is concerned with agreeing
with the customer, a correct service level for a particular individual or group. It is the
case that the NHS Supplies Services have a large and diverse customer base who

require individual care packages.

It is suggested by Morgan and Murgatroyd that public sector organisations are resistant
to change and that real change cannot be affected as “resourcing is disconnected to
performance”, Morgan and Murgatroyd (1994:31). This would have been relevant to
NHS Supplies Services when they were afforded protection as a monopoly supplier,
however as their customer base is no longer secured, resourcing is now connected to
performance. If a supplier service under performs, the customer can, if it chooses, buy

these services elsewhere.

Another of Morgan and Murgatroyd’s five aspects suggests that conceptually there may
be a problem accepting customer care in a public sector environment. This relates
again to the complications presented by different types and wide ranging numbers of

customers. Swiss (1992:357) suggests that:

“.. because Government agencies must serve a wide variety of customers who
have widely divergent and even contradictory demands, and because the
general public remains a hidden customer, with yet additional, often

incompatible demands, Government agencies often have to deliver a service

% See also the work of Taguchi; Shingo (both in Deming 1988); Juran (1988) and Crosby (1984).
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or product that reflects an uneasy compromise. In such cases, the (TQM)
principle of delighting or satisfying the customers begs too many questions to

be a clear or useful goal.”

Although the NHS certainly has a complicated customer base, the TQM principles can
still be adapted and applied to the NHS Supplies Services setting. TQM can be viewed
as providing a generic framework which is flexible enough to incorporate different
organisations. It is not, however, possible for a rigid or prescriptive application of a

manufacturing type to be applied to the NHS Supplies Service.

The adoption of TQM necessitates a change in organisational culture. Bate (1994:33)
describes how cultures can be used as a strategy for either maintenance and continuity
or for change and transformation. TQM can be described in these terms as a strategy
for transformation so that customers’ changing requirements are met, Harvey-Jones
(1989:23) has pointed out that success depends upon change, stating that “... unless a
company is progressing the whole time, it is, in fact, moving backwards”. The NHS
Supplies Service has recently experienced both changes in the overall type of
marketplace it operates within and the focus given to customers, creating an opportunity

for TQM and a new culture to be introduced.

TQM is, however, a difficult concept to maintain once introduced (Whittle et al 1991).

Bate (1994:92) comments that;

“.. this novel way (TQM) of conceiving organisational development is often

‘spiked’ by the existing culture of the firm; although TQM fundamentally
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implies cultural change, what usually happens is that TQM programmes end
up adapting to fit the existing culture rather than the other way round. As

this happens, they are effectively deprived of their impact and novelty”.

The danger for NHS Supplies Services in implementing and managing TQM
programmes is that they are ‘consumed by’ the greater organisational culture already in
existence, thus the potential impact of TQM is only marginal. Clearly the TQM
philosophy requires to be implemented as part of an overall customer care strategy

which is sponsored by senior management.

The implementation of TQM is crucial as the concept is worthless unless it changes
actual practices in respect of customer care. The key to effecting this change is the
establishment of two way communication channels between service provider and

customer.

Oakland (1993:42) suggests that clear statements to staff are important and should

include:

o the need for improvement
e the concept of total quality

e individual’s responsibilities

Staff must be clear about the organisation’s stance in respect of quality so that they can

communicate effectively to customers.
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2.3.4 Differential Service Levels

It is an acknowledgement that not all customers require the same level of service from
their provider. Different customers will obviously have different needs yet
organisations consistently assume that changes in service designed to improve quality
will be welcomed by all customers. It is crucial that customers’ requirements are
clarified to avoid a possible waste of resource and management time in arbitrarily
increasing an aspect of service when, in fact, the customer may not actually want this.

Sabbath (1978:26) stresses this point and states that,

“... the first step is to banish the costly misconception that all customers seek
or need improved service. It is far more likely that current service levels are
more than adequate but are poorly defined, it may be that only very few
products in a large line need, say a 95% service level, and that 75% is highly

satisfactory for all other products”.

The initial task is to identify what the customer actually requires and if organisationally
possible and economically viable provide this. Individual customers may place
different emphasis upon availability (frequency of delivery and timing of delivery),
quality of the actual product or cost. However, NHS Supplies Services have
traditionally provided one level of service, a rigid delivery schedule, similar quality
products and one standard on cost to all customers, regardless of the amount of service
they actually use. The threat from potential competitors has been the catalyst for NHS
Supplies Services to increasingly consider developing alternatives for particular
customers. Also there has been a change in stance for the NHS SA from one where

customers were given the option of having to take all the services or nothing at all, to
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one where “.. customers can take advantage of as many of these services, however, our
preferred approach is to develop partnerships (with customers) over a whole range of

activities” NHS Supplies Authority Marketing Brochure (1992:7).

This type of approach necessitates a greater empathy with customers than was
previously achieved, to understand their situation and changing circumstance. All
organisations are constantly changing, however, in the past five years, the NHS has
undergone an excepﬁonal amount of fundamental change. All groups within the NHS
have experienced change, none more so than the medical profession. Hunter (1992:20)

claims that,

“. an understated, yet central aim of the NHS reforms is to get a grip on
doctors through the introduction of management principles to a hitherto

largely no-go area of professional freedom.”

The point here is that the medical fraternity’s “fortress” of power has unquestionably
been challenged through the introduction of stronger manaéement in the NHS. Medical
staff have been encouraged through the introduction of Clinical Directorships, to take a
more active role in management, even if there is debate as to how successful this move
has been (Best 1993). Clinical practice is also increasingly facing scrutiny, indeed the
debate continues regarding the clinical effectiveness of procedures and also more
rigorous audit of medical performance are being established (Maynard 1993). In
essence, mechanisms are being designed so that the medical staff are accountable for
the decisions from both a financial and clinical perspective. The medical staff are

experiencing some pressure which NHS Supplies Services need to be aware of so that
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they can empathise generally with their customer and understand how this may impact

upon their particular relationship.

The medical staff are a key customer of NHS Supplies Service, even if this is not as yet

openly and consistently acknowledged by Supplies Services senior management.

The medical staff are the prime users of medical and surgical equipment which is
significant expenditure.* Therefore the medical staff are a key customer as they
influence a significant slice of the overall business for Supplies Services. In short, it is

important that the medical staff requirements are continuously satisfied.

Normann (1984) suggests that each service encounter that takes place between the
customer and provider moulds the customer’s level of satisfaction and Normann terms
these encounters as ‘moments of truth’*!. In large service industries, such as the NHS
Supplies Service, there will be thousands of moments of truth on a daily basis.
Furthermore, Normann suggests that it may be helpful to classify these moments of
truth in terms of personality intensity, where the performance of individuals or small
groups of people who have a fairly high degree of discretion to influence is a key factor
in determining quality and economic performance. The majority of NHS Supplies
Services now have specific customer service teams who act as the lead contact for
customers. However, it is not only these groups that may interact with customers but

also delivery drivers, receptionists and buyers, so all within an organisation must be

“ FHC SS spend approximately 70% of the total expenditure on medical and surgical products. See Chapter 3, Section 3.3 for more
details.

I The history of the term ‘moment of truth® both as a framework and metaphor is that it was invented by Normann R (1978)
‘Development of Strategies for Swedish Service Knowledge’, SIAR, Stockholm. The concept was then adopted by Scandinavian
Airlines and published in a book by Carlson J ‘Moments of Truth’.
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customer focused. The customer service teams can be employed to give greatest

attention to key customers and proactively management the moments of truth.

2.3.5 Performance Measurement

The usual scenario for the measurement of Supplies Services in the NHS is one where
the Supplies Management decide themselves upon the type and extent of information to
be sent to customers. The Supplies Service have traditionally assumed the areas that
the customers place importance upon rather than engaging the customers in an
interactive process to identify what is important. Lewis and Sinhapalin (1991) suggest
that the criteria customers think are important are usually different to those which

service providers think are important.

A typical NHS Supplies Service will routinely produce basic statistics showing stock
tumn, stock value, service level in terms of the percentage of stock items issues first
time, the value and volume of non-stock orders and number of complaints received.
These measures, though very useful, are totally quantative in nature and offer little in
the way of qualitative analysis of the service. One of the reasons such statistics
continue to be so regularly collected and issued relates to the ease with which such
information is available from IT systems. However, this type of information needs to

be supplemented by more qualitative type analyses.

Gronroos (1984) discussed the importance of both the technical quality outcome of

encounters, in terms of the actual service delivered as well as the functional quality of

Page 100



o Chapter Two
Principles of Supply Chain Management, Buyer-Supplier Relationships and Customer Care

the process which includes such “softer” issues as attitudes, behaviour, appearance,

accessibility and approachability. Rees (1994:252) comments that

“.. Gronroos in essence states what appears to be obvious, with the
advantage of hindsight, that it is not only the end result, but how the result is
achieved and delivered that is important. NHS Supplies Services have
traditionally been guilty of poor performance on both of Gronroos’

dimensions of care, but particularly on the functional quality of the process”.

In 1994 the NHS Supplies Authority in England established a series of working parties
in conjunction with the NHS Trust Federation to tackle Trusts’ supplies issues. One
objective was to prepare guidance for Trusts on the tools to measure the performance of
a supplies service and the efficiency of local supplies staff. A document issued jointly
by both parties entitled “Performance Measures in Service Level Agreements” explores
in detail how the service level agreements actually work and illustrates a series of
performance indicators (PIs) that can be included. The service level agreement should

contain,

«. agreed action plans, performance measures and reporting mechanisms to
ensure that both parties can monitor progress”. NHS Supplies/NHS Trust

Federation (1994:2).

This is clearly a significant step that the NHS SA have taken and it is one that appears
to have the full support of the customer base. Figure 2.20 summarises the reports

available:
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Figure 2.20

Summary of Performance Measures available from NHS Supplies Authority

Agreed measures of
performance, covering:

m action plan i
= catalogue lines and non-stock
‘| ® requisition turnaround

u monthly reports

m quarterly executive summary

® trust-specific and customer
oriented data.

Source: NHS Supplies/NHS Trust Report (1994:2)

The main criticism of these types of reports centre upon the quantative aspect of the
data. Parasuraman et al (1985) discuss customers’ “zones of tolerance” which are based
upon the difference between desired and adequate expectations. The desired level of
service is what customers expect to receive and is a blend of what “can” and “should

be”.

Expectations are complex phenomena, imperfect and subjective judgements which are
formed largely through previous experience and word of mouth. Hard data can
sometimes hide service gaps and need to be supplemented by sensitive service provider
intelligence regarding customer expectations. This type of information can only be
derived from regular contact with customers. Lehtinen and Lehtinen (1991) identify the
benefits to be derived from quality interaction between service providers and their

customers.

NHS SA also provide a quarterly executive summary report targeted at Trust Chief

Executive level which “shows key purchasing activity month by month as well as
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inflation comparisons and comment on any relevant market changes.” NHS SA/Trust

Federation (1994:10).

The impact of high performance statistics when presented to customers can be diluted if
the service provider is not also nurturing, at every available opportunity, the customer’s
perception that they are receiving a good service. Each “moment of truth” has to be
treated as a golden chance to reinforce customer satisfaction. The success of this type

of marketing is, though, difficult to measure.

2.3.6 Summary
In summary, this section has:

defined customer care and commented that both service providers and customers

need to have a common understanding of definitions;

e suggested that senior management need to make customer care a strategic issue;

e discussed the benefits of adopting a TQM approach to customer care;

e suggested that service providers need to recognise that in certain circumstances

different customers should receive different levels of service;

e highlighted the need for service providers and customers to agree the types of

performance measures to be employed.
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The discussion has commented upon the unique nature of the NHS Supplies Service
and how this makes comparison to the literature problematic.  The unique

characteristics in respect of customer care are summarised in Table 2.3.

Table 2.3

Unique Characteristics of NHS Supplies Service in respect of Customer Care

e the concept of customer care is relatively new to the NHS as a whole;

e traditionally there has been a lack of senior management attention to customer care

programmes and consequently a poor acceptance that this is a strategic issue;
o the NHS Supplies Services have a large number and a diverse range of customers;

o the NHS Supplies Service may wish to offer different service levels depending on the

configuration of the customer base;
e the customer base is multi-disciplinary in composition, all of whom have different needs;
e a large proportion of the customer base is professional staff which makes the adoption of

TQM problematic, especially as TQM has largely evolved from manufacturing type
industry.

The customer care type issue which is common to the NHS Supplies Service and other

service providers is the need to agree performance measures with the customer base

prior to implementation.
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2.4  Conclusion to Chapter

This chapter has discussed the main principles of supply chain management, buyer-
supplier relationships and customer care, drawing out the issues where the application

of the literature to the NHS Supplies Service presents difficulties.

The discussion demonstrates the importance of forming a conceptual understanding of
both the principles and associated issues to enable a review of current practices in the
NHS Supplies Service to be undertaken and subsequently a specific programme of real

improvement measures to be developed.

The next chapter will complete the scene section of Section One of the thesis by

discussing the evolution of the Supplies Service in the NHS.
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CHAPTER THREE

THE EVOLUTION OF THE SUPPLIES SERVICE
IN THE NHS

“It’s a little bit like coming from being a back room boy to being one of the stars of the

show .... centre stage so to speak”.

Scottish NHS Supplies Manager
(1995)

“Evolution ..... is a change from an indefinite, incoherent homogeneity, to a definite

coherent heterogeneity”.

Herbert Spencer
English Philosopher
(1820-1903)
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3.0  Purpose

The purpose of this chapter is to complete the scene setting section of the thesis by
describing the evolution of the Supplies Service in the NHS and beginning to focus
upon two NHS organisations selected as case studies. The organisations are Scottish
Healthcare Supplies as the major buyer within tl;e Scottish NHS and Fife Healthcare

Supplies Service in respect of their customer care approach.

3.1 tvolution of i vi
3.1.1 General NHS Background

The NHS has undergone constant change, generally Government legislation, since its
creation on 5 July 1984, with the most recent radical changes emanating from the
Griffiths Report (1983). Griffiths, who was at the time Managing Director and Deputy
Chairman of the major retailing company Sainsbury, criticised the lack of general

management within the NHS stating that:

“One of our most immediate observations from a business background is the lack
of a clearly defined general management function throughout the NHS. By
general management function we mean the responsibility drawn together in one
person, at different levels of the organisation, for planning, for implementation
and control of performance ... absence of this general management means that

there is no driving force ...” (1983:10).

The Griffiths Report recommendations are summarised in Table 3.1:
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Table 3.1

Summary of Recommendations contained in Griffiths Report

* Appointment of General Managers on short term, performance related pay contracts
designed to inject a business oriented approach into NHS Management;

e the devolution of responsibility to lower levels;

e the involvement and incorporation of the medical staff into the management process

¢ the introduction of more sophisticated information systems

The Griffiths Report can .be argued to have been the catalyst for major legislative
reforms imposed upon the NHS in the late 1980s and early 1990s. The issuing of three
White Papers; ‘Promoting Better Health’ (1987); ‘Caring for People’ and ‘Working for
Patients’ (1989) aimed to change where health promotion and healthcare was provided
as well as altering how the services were funded. The emphasis was directed at
establishing more community based services with funding managed through a system of
contracts between the “purchasers” of healthcare, the Health Boards/Authorities, and
the “providers”, Trust hospitals. Significantly, the White Paper ‘Working for Patients’
also laid the foundations for measures to monitor clinical activity and performance,
challenging, for the first time, the powerful position of the medical staff. The basis for
a more business orientated, cost and customer conscious NHS was established when

Parliament passed the NHS and Community Care Act 1990.

As alluded to in the previous chapter, an internal marketplace has been created in the
NHS as a result of the changes initiated by the introduction of the 1990 Act. The
competitive elements injected have changed relationships within the NHS and also

between NHS bodies and external parties. A new culture has emerged which focuses
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more than ever before upon the costs of providing health care and the concept that both

those within and those who come into contact with the NHS are customers.

The Government, in creating the marketplace, had as its core objectives, the desire fo
make the NHS more cost effective in the use of its resources and also more orientated to
the needs of its customer base - the patients. In short, the reforms have introduced a
private sector business type ethos into the Health Service such that there is a need to
continually satisfy its customers. However, the internal marketplace is arguably a
managed market, as it is still overseen by the Government’s Department of Health and
in which the competition is not real. It remains to be seen if hospitals will compete
against each other to provide certain medical services on the basis of cost, volume and
quality. In the event of a hospital consistently losing ‘market share’ to a competitor,
presumably, like any other business, it would cease to function when its operating costs
exceed its income. The closure of hospitals due to true market forces is not a likely
outcome, however, as this would not be politically acceptable to the Department of

Health in its role as guardian of the market.'

The Chief Executive of the NHS Management Executive from 1988 - 1993, Sir Duncan
Nichol, labelled the internal market as a “social market”, although definitions of social
markets are many and varied. Robinson (1993) discussed the theme of “contestability”

which suggests that incumbent firms only need the threat of competition to increase

their efficiency and reduce their costs, therefore a real competitive situation is not

! Since this thesis was written, the new Labour Government, elected in May 1997, has indicated that it will review the future of the
NHS internal marketplace and intends to produce a White Paper by November 1997.

2Contestability is a term and concept firstly highlighted by the work of UK economist Baumol

Page 109



Chapter Three
The Evolution of the Supplies Service in the NHS

necessary to achieve these objectives. The concept of contestability may best be used

to describe the NHS internal market.

New et al (1995) argue that the 1990 reforms have had the net effect of decreasing the
influence of doctors, increasing management power and introducing an entrepreneurial
and cost conscious culture into the NHS. They recognise that the new environment has
not only produced significant changes in the relationship between purchasers and
providers of healthcare but between all parts of the NHS. However, they perceive the
internal marketplace for health care to have inherent conflicts built into the system,
indeed they argue that the term ‘networks’ would better describe the evolving situation

rather than the term marketplace.

New et al (1995) argue further that the term marketplace can only be applied where
scparate organisations of parties interact for commercial exchange and as the
relationship between the organisations within the healthcare network was so close prior
to the organisational divide that strict commercial decisions are not taken.
Nevertheless, whatever the term internal marketplace or network, it remains clear that a
new environment has been created within the NHS to the extent that supplies
organisations’ relationships both with internal customers and suppliers have been

transformed. It is also clear that the NHS is a unique environment.

The introduction of Trust hospitals within the NHS can be seen as a means of
facilitating decision making at lower levels. Trusts are, however, contrary to the claims
of the popular press of the early 1990s still within the NHS and can only exercise their

. autonomy within certain defined parameters, particularly financial ones. It is clear that
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Trust hospitals do not have total freedom to act as a private sector business does, with

particular constraints on their capacity to borrow and invest money.

Ham (1992) feels on the whole that the Conservative government did not deliver the
promises of freedom it made when first announcing the establishment of Trusts. On the
other hand, some Trust Chief Executives interpreted the situation differently, as

Brackenbury (1992), the Southend NHS Trust Chief Executive stated:

“I think we have been given the freedom we expected and have not faced any

major interference from the centre......... ” Brackenbury (1992:24).

In short, whilst Trusts are ‘legal personae’ in their own right, the constraints on them,
particularly the financial ones, suggest a comparison to private sector firms is
unfounded. Nevertheless, the net effect of Trust hospitals has been to increase the
ability of local managers to make quicker decisions resulting in a more business

orientated culture, albeit within a protected environment.

3.1.2 An Historical Review of the NHS Supplies Services Development
Introduction

The development of Supply Chain Management within the NHS in many ways reflects
the development of the host organisation. The reactive and uncoordinated approach of
Supplies Services mirrors the evolution of the NHS as a whole. The provision of goods
and services to hospitals appears to have been an issue that was not consciously planned
for and one which just happened. The need for goods to support hospitals is obvious,

but less obvious is the need to plan and review how these goods are obtained, stored
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and distributed. As the various NHS reforms have taken place with the resultant
changes to management style and culture so also have the Supplies Services altered.
The most recent reforms, driven partly by the Griffiths Report, have encouraged a
greater emphasis on cost. It is interesting to note, however, that the Griffiths Report
contained only brief references to costs directly attributable to the purchasing, storage
and distribution of goods which is ironic, given Griffiths’ role in a major retailing
organisation. Nevertheless, the overall change in emphasis within the NHS has
produced an environment conducive for an increased profile for Supplies Services. A
recognised internal NHS average is that 25% of a Health Board/Authority’s expenditure
is spent on goods and services. It appears that there is now a growing acceptance and
recognition of the importance of the role that Supplies Services in the NHS play in
balancing the need to satisfy customer requirements whilst at the same time, contain

costs.

It is important with this background in mind to review the chronological order of
internal NHS reports and legislative changes which have ultimately resulted in such an

increased profile for the Supplies Service in the NHS.

Public Accounts Committee - 1951

It was as early as 1951 that a series of internal NHS reviews began to focus on
purchasing practices in the NHS, only three years after the NHS had been created. The
philosophy from 1948 to 1951 had been to allow hospitals to purchase goods and
services on a totally independent basis regarding themselves as separate entities. The
trend to centralise in order to try to maximise the NHS purchasing power began in 1951

when a Government Public Accounts Committee (PAC) was convened to examine the
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control of hospital expenditure. The PAC’s simple recommendation was that there

should be greater group purchasing, however no such changes were implemented.

Hunt Report - 1966

The 1966 Report of the Committee on Hospital Supplies Organisation, chaired by J. F.
Hunt, reaffirmed the need for a centralised procurement function in the NHS. The Hunt

Report’s main recommendations are summarised in Table 3.2:

Table 3.2

Main Recommendations of Hunt Report

o the rationalisation of products held in hospitals;

o the involvement of user departments to rationalise product ranges and also to specify
future product purchases;

e creation of a central authority able to enter into contracts;

o formalise the ad hoc joint purchasing arrangements that take place in certain
geographic areas of the UK NHS and create Area Supply Units to maximise the

purchasing power.

These significant recommendations advocate a centralised control of purchasing, a need
for strategic level decision making, a greater customer involvement in product choice
and a new organisational structure to support the changes. However, the
recommendations were not fully adopted throughout the NHS. It is interesting to note
that points 103 and 104 of the Hunt Report recommended a Supply Advisory
Committee be set up as a corporate body, established by statute with delegated powers
from the Minister of Health. These points were not adopted until 1 October 1991 when

the NHS Supplies Authority in England was created, some twenty-five years later!
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Although the Hunt Report was influential, the process of change was slow and the level
of overall responsibility for Supplies matters was left at the individual hospital level,

perpetuating the fragmentation of NHS purchasing and supply.

Salmon Report - 1977

‘Eleven years later, in 1977, a Working Group chaired by R. Salmon was set up within

the remit;

“to examine present arrangements in the NHS in England for procuring supplies
(excluding dmgs and other items prescribed under the Family Practitioner
Service) and to make recommendations on how to make better use of resources by
improving these arrangements, with particular regard to the proposal to set up a

Supply Board”.

The Salmon Report’s recommendations extended further than just purchasing. The
report suggested that there was a lack of information throughout the Supplies Service in
the NHS, poor means of communication, inadequate staffing to perform the tasks
required and a lack of oversight from a corporate body. It was also felt that Supplies
issues had not yet been recognised at a strategic level and were subsequently omitted
from the Department of Health’s planning process. The report highlighted the fact that
generally storage facilities in the NHS were inadequate and recommended the
establishment of central stores at both Regional and District Health Authority level. In
respect of information it was felt that the Supplies Service lacked relevant management
information and was, therefore, unable to develop, implement or review policies. The

lack of information did not allow for any real performance monitoring to take place.
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In terms of purchasing, the evidence collected by the Working Group suggested that the
proportion of contractual purchasing could be increased as well as concurring with the
findings of the Hunt Report by commenting that the NHS still failed to maximise its
purchasing potential. The report called for the Supplies Service to give suppliers
commitment to purchasing although recognising the pre-requisites for this were the
need to involve the end “users” of products in the specification process and also the

need to enhance current information systems.

In essence, the Salmon Report exhibits similarities to the Hunt Report as it promoted a
centralised form of control for the management of purchasing, as well as recommending
changes to the ménagement of warehousing and distribution. The Salmon Report states
that their recommendations would be rendered ineffectual unless they were to be
implemented consistently throughout the NHS. The Salmon Report recommends that a
central body should be given responsibility for formulating policies and monitoring
their implementation. The subsequent creation of the Supply Council in 1978 was a
step toward centralised control and which echoed Points 103 and 104 of the Hunt
Report. However, the Supply Council was ultimately to suffer from its inability to

directly manage Supplies Services in England as its decisions and policies were not

binding.

Public Accounts Committee - 1980

In 1980, the PAC report on the Procurement and Sforage of Supplies in the NHS
recommended that executive power be given to the Health Service Supply Council,
particularly to co-ordinate purchasing and information systems. Once again, this

recommendation was not implemented.
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Simultaneously in the early 1980s, plans were drawn up by Regional Health Authorities
(RHA) in England to establish Regional Supplies Departments to executively manage
supplies services in the fourteen English Regions. In the mid 1980s, Regional
Distribution Centres (RDCs) were established which were  large’ centralised
warehouses built and owned by the RHAs. The RDCs were radical reactions to the
philosophy of the time that large centralised storage facilities were the most cost
effective means of managing inventory. RDCs were established in Alfreton Park
serving Trent RHA, Normanton for Yorkshire RHA, Runcom for Mersey RHA, Kings
Norton in Birmingham for West Midlands RHA and also one in the London area for
South East Thames. These RDCs, which were modelled on the storage and distribution
systems of supermarket retailers, were exclusive to England. Althoﬁgh both Wales and

Scotland did establish central warehouses, they were on a considerably smaller scale.

The concept of a centralised warehouse and the consolidation of stock means that in
theory there should be both a one-off reduction in inventory levels, and the elimination
of all other stock holding points. The centralised control of stock should then allow for
lower overall stocks to be held on a recurring basis at lower costs, whilst still satisfying
the same level of customer demand. However, it is important to note that the process
was largely mis-managed in the English NHS and the huge number of stockholding
points in hospitals were not eliminated as RDCs came on stream. The net effect was
that the RDCs were “filled” up with new stock yet the existing stock had not been
eliminated. This factor, together with high start up costs and significant running costs,
meant the predicted return on investment for RDCs was not realised. The result was
that the costs of these establishments exceeded the benefits available to customers.

Indeed, the English Health Service’s decision to create RDCs has dictated future

? Large in this instance being defined as a minimum of 100,000 sq.ft.
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storage and distribution policy and become a millstone around the newly formed NHS
Supplies Authority’s neck. It is significant to note that NHS inventory policy was to
increase stock held and create larger storage facilities when, at the same time, the policy
in other industries was most definitely toward cutting back on inventory and
stockholding. In 1993 the NHS Supplies Authority in England, which had adopted six
divisional structures based on geographic areas began to consider the future viability of
the RDCs, eg. the newly created Central Division of the Supplies Authority covering
both the old Trent and West Midlands Regional Supplies areas had two RDCs, one in

Alfreton Park and one in Kings Norton, Birmingham.

Establishment of National Procurement Directorate - 1986

In 1986 the Supply Council was replaced by the National Procurement Directorate
(NPD) following a further PAC report which stressed the need for greater co-ordination
in purchasing and the rationalisation of storage arrangements, even though at the time
the RDCs were being established in some Regions. The NPD was again to lack the
executive management control necessary to implement the policies it devised. Although
the policies were drawn up with Regional Supplies Managers, there was no line
management to Regional Supplies Managers from the NPD, therefore implementation

was not performed in a consistent fashion.

In November 1986 the NPD produced at “15 point plan” for development of the
purchasing and supply function in the NHS which was implemented in part by only

some of the regions (see Appendix 1 for details).
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' One of the “15 points” called for the development of a long term national warehouse,
distribution and logistics strategy for all supplies and as a result a National
Warehousing and Distribution Group was convened. One of the Group’s initial
decisions was to appoint Binder Hamlyn Management Consultants to join them to

promote strategic thinking in the review process.

Binder Hamlyn Report - 1987

The Binder Hamlyn Group’s first input was to convince the Group that the original
terms of reference needed to be widened to include the total flow of materials from the
point of origin to the point of use. This made the remit innovative in that it was one of
developing a strategy for Supply Chain Management in the NHS and can be argued as

being the first such review of NHS Supplies Services.

Binder Hamlyn listed the main elements of logistics as being service to users,
procurement, inventories, storage/distribution and management. The reference to
“users” was the first indication in such a high profile national report of the need to treat

user departments as customers.

The two principal themes that emerged from the review are discussed below:

“There should be a National Supplies function regionally managed to provide

agreed services at the lowest cost.” Binder Hamlyn Report (1987:2)

This recommendation did not concur with the Hunt and Salmon’s call for a Corporate

National Structure to oversee Supplies, but left the management at regional level. This
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may have been the Group’s considered view, but a view which may have been tainted
by the fact that five of the fourteen Regional Supplies Managers were members of the

seven strong working group.

“The critical factor is the recognition of the fundamental importance of the end
user as the force which should influence the structure of the logistics chain.”

Binder Hamlyn Report (1987:2).

This implied a need for the adoption of a customer cuiture, placing the customer at the
centre of all planning. The Binder Hamlyn Report recommended that the supplies
function should manage the total flow of materials concentrating on procurement
negotiations and improved delivery to users resulting in the interpretation/co-ordination
of procurement and physical distribution functions. The report recognised that the
supply pipeline should be shortened to cut costs and reduce management problems.
Also it was recognised that traditional supplies functions such as inventory holding,
transport, materials handling and warehousing should be minimised and maximum

reliance placed on proven suppliers, and third party distributors.

The emphasis of these recommendations was towards a more cost conscious, customer
orientated supplies service that focuses both on relationships with internal customers
and suppliers. The report can be said to have shown considerable foresight in
addressing the issues and recognising the need to control the total flow of materials. It
is, however, ironic that at the very time RDCs were being established, demanding
considerable management time and effort, the report recommended that input to such

functions should be limited. This could be cited as an example where agreed policy at a
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national level was diluted at regional level due to the fact that there was no line

managed structure in existence.

The Binder Hamlyn Report also suggested how the NHS Supplies Service should
develop in the future. The main points in this section, summarised in Table 3.3, reflect
the conceptions and key issues identified above:

Table 3.3
Summary of Binder Hamlyn’s Future Vision of NHS Supplies Service

¢ move toward a national co-ordination of the supply chain;
e team work with clinical professional staff;

e partnerships with suppliers;

e full use of information technology;

¢ minimal inventory levels.

It is curious that the main report’s recommendations did not state that a national
structure was the best way forward and yet the section which offered the future vision
did. It may be that in this instance, the internal politics of ihe NHS, which have to be
recognised as a recurring factor, had inhibited clear management decisions. It is also
notable that there was an acceptance of the need to cultivate effective internal relations
with particular reference to clinical staff. As discussed in th;: previous chapter, there
cannot be partnerships developed with suppliers unless the NHS buyer has a mandate

from key customers such as the medical staff.

The call for partnerships with supplies in the future is also important. The accepted
attitude of NHS buyers has been an adversarial approach and such an immense cultural

change, if accepted as the way forward, would take time to be introduced.
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Inventory control is also identified as a key issue. Centralisation suggests that in order
to control inventory, all stocks should be “bought in” and can then be controlled from
~ the centre. There are obvious benefits in this general philosophy, but the creation of |
RDC:s appears only to have added to stocks housed in one facility and has not addressed

the costs associated with the flow from origin to point of consumption.

Supply Chain Management had hitherto not been regarded at a strategic level in the
NHS and there had been little call from within the organisation for this status to be
afforded to the management of the flow of materials. The Binder Hamlyn Report at
least identified the need for top management to recognise and support the concept. A
significant change in culture was also identified in order that customers’ needs were
placed at the forefront and that partnerships with key suppliers were created. In storage
and distribution the report called for suppliers to hold more stocks for the NHS and,
where distribution was required, to evaluate the cost and benefits of employing third

party distributors.

The Binder Hamlyn Report clearly identified the issues, took an awareness of the
environment and recommended a logical course of action. However, implementation of
the plan was once again the stumbling block. The requirement for resources to be made
available but the inability or unwillingness of either the Regional Health Authorities or
the Department of Health to provide additional resources was a major inhibitor of
progress. Nevertheless the Binder Hamlyn Report was provocative and pointed the way

forward even though there was only marginal implementation of its recommendations.
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MMM Consultancy Group Report - 1988

The 1988 MMM Consultancy Group Report on the NHS Procurement and Distribution
Strategies recommended that the procurement function should be considered a separate
“stand alone” service reporting directly to the NHS Management Board. The
recommendation from the MMM Report to concentrate UK level contracting for high
value and high volume goods, such as medical consumables and food stuffs in the
hands of fewer buyers was further evidence of recognising the need for tighter control
in the procurement component of the supply chain. This was the first ever
acknowledgement of the benefit to be derived from prioritising purchasing work. The
report also acknowledged the need for local Supplies operations to be responsible and

adopt a customer service approach.

Evans Report - 1990

In 1990 Eric Evans, a Management Consultant was commissioned by the NHS
Procurement Directorate to review national procurement. The final report emphasised
the growing acceptance of both costs and customers. Evans’ main recommendations
called for a national strategic focus which would be best achieved through a “tighter”
national structure concentrating on purchasing of Pareto® ‘A’ class items and the

creation of a Procurement Agency to negotiate a contract for these items’, later to be

*Pareto, an Italian economist became famous for introducing the 80-20 rule, an example being that 80% of a company’s
expenditure is concentrated with 20% of their suppliers.

3 Evans listed the major spend areas which he believed would fall into the ‘A’ class as being:
Major building and capital works

Electro medical equipment

Drugs

Medical and Surgical items

Energy and utilities

Information Technology

Food, drinks and catering equipment

Medical gases

Rehabilitation products

® © o o & ¢ o o o
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established as National Procurement Unit of the NHS Supplies Authority.

National Audit Office and Audit Commission Reports - 1991

The National Audit Office (NAO) and Audit Commission (AC) reports, both published
in 1991, reviewed the NHS Supplies Services in England and reasserted the need for
centralised control. The difference with these reports to those previously produced was
that they were published at a time when the wider NHS environment was undergoing
considerable change. The NHS internal market in England was beginning to separate
purchasers and providers of healthcare highlighting the importance of costs and
customers. Accordingly, the NHS as a whole was more likely to act upon, and
implement the recommendations contained in the NAO and AC reports as it now fitted
with the changes taking place in the wider organisation. On 1 October 1991 the NHS
Supplies Authori#y in England was created as a single line managed organisation to

control the provision of supplies to the English Health Service.

It is interesting to reflect that the NAO and AC reports largely repeated the key themes
that had emerged in previous reports, which are the need for the Supplies Service to be
accepted as a strategic issue, greater central control of purchasing and more focus upon
customers. Implementation of the recommendations prior to NAO and AC reports had
varied across English regions with consistent application throughout the NHS. This
may link back to the fact that the environment did not recognise either the need to

contain costs or satisfy customers.

When the Griffiths Report in 1983 introduced costs and customers as topics to NHS

management it generated interest in SCM issues. Expenditure in 1991 of £4 billion on
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goods and servipes iq the English Health Service, £350 million in Scotland and £150
million in Wales began to receive the level of management attention and recognition
that it deserved. The subsequent changes in the marketplace with the creation of
competition between health provider units further heightened the potential role for

Supplies Services.

Nevertheless, the initial effects of the 1989 Government White Paper “Working for
Patients” and the subsequent 1990 Act were not positive for Supplies Services. All
previous reports specific to the Supply Chain had derhanded greater central control but
the White Paper declared that an internal competitive marketplace within the
boundaries of the NHS would be created for health care in the United Kingdom. The
effects of this on Supplies Services were overlooked as the main focus of the White
Paper was directed at the resources used to manage patient care and was paving the way
for changes to how health care funding in general would be organised as opposed to
concentrating specifically on Supplies Services. It is ironic that the immediate effect of
the 1990 Act was to destabilise Supplies Services in the NHS and create competition
amongst the Supplies organisations, yet ultimately the 1990 Act can be credited with

creating an environment that has allowed the recommendations of the NAO and AC

reports to be adopted.

Scottish Perspective

While the Hunt Committee was still active in England during 1965, it was decided that
a joint working party of the Scottish Home and Health Department (SHHD) and
hospital authority representatives should undertake a review of the supplies organisation

in Scotland.
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The Working Party produced the Robertson Report of 1969 which was the first report
specific to the supplies function in the NHS in Scotland. The main theme of the report

was to call for the establishment of a “strong central authority for supplies in Scotland”.

At that time the imminence of the re-organisation of the Scottish Health Service
necessitated the postponement of a decision on the location of such an authority, and
hospital service representatives accepted, in 1970, a strengthening of existing
organisations and the establishment of a Hospital Supplies Steering Committee, whose
remit was to keep under review general supplies policy in the hospital service, having
regard to Government purchasing policy and plans for the future organisation of the

NHS, and to make recommendations to the Secretary of State for Scotland.

The early 1970s saw the reorganisation of the NHS in England and Wales, in Northern
Ireland and in Scotland. In England and Wales the Regional Hospital Boards were
superseded by Regional Health Authorities, the Hospital Management Committees were
abolished, and there were set up, under the Regional Health Authorities, Area Health
Authorities and, under them, Health Districts. In Scotland, both the Regional Hospital
Boards and the Boards of Management were abolished and in their place, there were set

up 15 Health Boards and a Common Services Agency (CSA).

In 1972 the SHHD published a “discussion paper” setting out proposals for the
administration of the Supplies function by the CSA and Health Boards. The subsequent
SHHD circular clearly stated that an essential aim was to establish, within the CSA, a
Supplies Division capable of being the effective central service agency for the Supplies

function in Scotland. The circular also suggested that the Health Boards together with
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the SHHD and the CSA should review these arrangements in order to determine

whether further changes might be appropriate in the longer term.

In 1975 a small working party was set up by the Secretary of State for Social Services
which subsequently produced the Collier Report (1975). The remit of the group was
to “review existing policy for NHS procurement and to make recommendation as to the
most cost effective policy and its implementation, bearing in mind the need to
- strengthen the home market as a basis for export”. This report focused on the need to
adopt better procurement policies, particularly in the field of medical equipment.
Although the report concentrated upon England it was also relevant to the Scottish

Supplies and procurement practices.

Another significant report was produced by an ad hoc CSA Supplies Division
Working Group in 1978. The remit of the group was “to consider the current levels at
which contracts or other purchasing arrangements are made in the Scottish Health
Service and to recommend any changes in these levels which it is considered could lead
to greater efficiency of procurement in the service”. The report focused its

recommendations on specific contractual details of foodstuff and general supplies.

In 1980 the Scottish Office Audit Unit reviewed several Scottish Health Boards and

commented on their purchasing and supply arrangements. The main findings called for:

i) greater financial monitoring and control of local purchasing to ensure the
most economical was adopted,

1)  a greater flow of information between Health Boards and the CSA
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Supplies Division, particularly when estimating levels of required goods
for contracts,

i)  increased central purchasing.

This report was focused by a circular from the SHHD to Health Boards in August 1980

suggesting that a review of local supplies and purchasing be undertaken.

Up to this point it is clear that the historical development in Scotland mirrors that of
England. There had been a series of reviews which had, all to a lesser or greater extent,
called for greater central control but unfortunately little follow up action and

implementation had occurred.

The Ironside Report (1984) was a significant milestone in the process of reviewing the
Supplies Services in the Scottish Health Service. The report recommended that each of
the fifteen Health Boards in Scotland should appoint professional Supplies Managers to
co-ordinate services at Board level. The appointment of a Supplies Director in 1985 to
lead the Common Services Agency’s role of establishing Scottish-wide contracts for
commonly used items was an attempt to maximise the £350 million spend of the
Scottish Health Service. The relationship in managerial terms of the Supplies Director
to the fifteen Supplies Managers at Board level was only advisory as the local
organisations were autonomous and free from central control. This resulted in Health
Board Supplies Services developing at different rates in key areas such as warehousing,

use of information technology, customer service and purchasing.

In the mid 1980s, the Supplies Service in Scotland did not establish large warehouses
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similar to the English RDCs. The size of warehouses was dictated as much as anything
by the fact that each Health Board had its own supplies serviée. In fact, the idea of
establishing three large warehouses to serve the West, East and North of Scotland had
been discussed, but it was felt this would have required similar organisational structures
to have been established which was unlikely to be supported by Scottish Health Board

General Managers.

The Scottish Health Management Efficiency Group (SCOTMEG) Action Plan on
Supplies Strategy in Scotland (1989) attempted to standardise policies in key areas.
The specific recommendations related to purchasing, information systems, staff training
and warehouse management. The purchasing initiative was toward securing adequate
control at both local and national level whilst at unit level, the need to substantially
reduce the number of people empowered to place orders against suppliers was
identified. At national level, a move towards establishing contracts which committed
the Health Service to buy certain quantities of products was recommended to enable
more effective negotiation by the CSA Supplies Division Contracts Branch. Although
there were three monitoring reports requested by SCOTMEG over a two year period, an

uneven development of Supplies Services continued to persist.

The Scottish Health Service Management Executive letter of 16 April 1992 instructed
Health Boards that with immediate effect Scottish-wide and UK-wide purchasing
contracts were to be considered compulsory rather than optional. This was a means of
further méximising purchasing power and simultaneously challenging the previously
dominant position of the medical staff in determining which products should be

purchased. The issuing of this directive alleviated the pressure on the Scottish Office to
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follow the English lead in creating a single line managed organisation for Supplies in
Scotland. However, the debate in the Scottish Health Service continued to focus on
whether a national structure should be established or if alternative management

arrangements should be adopted to achieve the best balance of costs and customers.

The Scottish NHS Supplies Service structure prior to 1 April 1992 is shown in figure
3.1.

Figure 3.1

Scottish NHS Supplies Service Structure (as at 31 March 1992)
Prior to real effects of NHS Internal Market

NHS Management Executive - Scottish Office

Scottish Health Service
Common Services Agency - Supplies Division
SS SS SS SS SS SS SS SS SS SS SS SS SS SS SS

Dumfr |Lanark }Westem |Lothian | Greater Forth Fife |Ayr& Borders | Tayside |Orkney |Shetland |Grampian Argyll Highla
& Gall Isles Glasgow Valley Arman & Clyde

Notes: Health Board Supplies Services with professional responsibility to supplies director at the CSA - CSA offered guidance
for overall policy and strategy in purchasing, warehousing and distribution. CSA Negotiating Contracts for common usage items
that Health Board Supplies Service had option to participate in or not: CSA funded directly by Scottish Office.

Key: SS - Supplies Service

There were fifteen independent Scottish Health Board Supplies Departments with only
a professional reporting line to the Common Services Agency Supplies Division. There
was no line accountability to the centre and only monthly meetings between Supplies
Managers at Board level and the CSA Supplies Director to discuss, and hopefully agree,
common policies in purchasing, warehousing and distribution. The CSA negotiated
Scottish wide contracts for common usage items, such as medical and surgical sundries,
that the Health Boards could decide to buy from or could decide to negotiation their

own “local” contract.

Inevitably this structure produced a degree of duplication of effort in purchasing and

resulted in different prices being charged by companies for the supply of the same
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goods to different parts of Scotland. The purchasing power of the Scottish NHS was
diluted, particularly the effect of the CSA in negotiating contracts on a national scale
si'mply because they were unable to commit the NHS in Scotland of purchasing up to a
certain volume. There was also an uncoordinated and inconsistent approach to

warehousing and distribution policies adopted throughout Scotland.

The more positive aspects of the structure centre around the responsiveness of there
being local services which were able to adapt to the ever changing customer
requirements. However, on balance, these positive aspects were probably outweighed
by the fragmentation of services, particularly in respect of the dilution of purchasing
power. In any case, the concepts of customer service and responsiveness were only just
starting to emerge in the wider environment of the Scottish NHS, let alone in the
Supplies Service itself. In May 1995, the structure of the Scottish Supplies Service

shown in Figure 3.2,

Figure 3.2
Scottish NHS Supplies Service Structure (as at May 1995)
Post Effect of Internal Market
NHS Management Executive - Scottish Office
I
Scottish Health Service
Common Services Agency - Scottish Healthcare Supplies
Forth Valley Trust Led Fife Tayside Trust Led Trust Led - Argyll & Clyde
Ss SS in Lanarkshire SS SS SS in Lothian S8 in Greater SS
Glasgow
TrustLed SS | GrampianSS | Trust Led SS Borders Dumifries & SS SS SS
in Ayrshire & in Highland SS Galloway SS Western isles Orkney Shetland
Arran
Notes: @) Individual Trust Hospitals have established their own Supplies Services
(ii) Relationship between Scottish Healthcare Supplies and other SS is on either a Service Level Agreement or
contractual basis with the Scientific and Equipping branch, totally fee eamning,.
(iii) 1 April 1992 - mandatory use of central Common Services Agency contracts imposed by Scottish Office to

ensure collective purchasing power not fragmented by creation of internal markets.
Key: SS = Supplies Service
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presents a somewhat different picture. It is immediately noticeable that the number of
Supplies Managers and Supplies Departments has increased. There are Supplies

Departments at Trust Hospital level with the Board wide Supplies Departments.

Individual Trust Hospitals in Scotland have begun to want to control more of the
operational tasks that had previously been managed on a regional basis. In Greater
Glasgow Health Board, for example, there had been a central Supplies Department,
negotiating contracts, linking with the CSA Supplies Division and setting the policy for
the supply of goods into Glasgow hospitals.” As Trust hospitals have become
established in Glasgow, so the Trusts’ management have decided to control the supply
chain themselves. This scenario has largely been replicated throughout the other

regions within the Scottish NHS.

These structural changes may have resulted in further fragmentation of Scottish NHS
purchasing power, had the Scottish Office not issued an instruction that central
contracts be mandatory. Furthermore, the CSA Supplies Division were given rolling
targets to increase the value and volume of expenditure to be covered by the use of
central contracts. This measure was designed to ensure that the possible further
fragmentation of the purchasing power was not only stopped, but reversed. The CSA
Supplies Division was, for the first time, negotiating with companies from a position of
some power, being able to commit the Scottish Health Service to certain levels of
volume uptake. Obviously this was not wholly welcomed throughout the NHS in
Scotland, particularly by Trust Chief Executives. Trusts were, on the one hand, being
given an unprecedented level of autonomy from central control with their relationship
changing from parental to contractual in respect of Health Boards. However, on the

other hand, there was the imposition of a central instruction that limited the type of
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products that the Trust could purchase. It is again ironic that the Trust’s powers of
independence in the internal market which, with some justification, it seems, can be
regarded as a managed and false market, were increasing whilst at the same time the

Trust’s impact in real commercial markets was being restricted and managed for them.

3.2 P - tish I li

Scottish Healthcare Supplies (SHS) is the major purchaser of goods and services on
behalf of the Scottish Health Service. This section is intended to give an outline of the

purpose and scale of the SHS organisation.

The SHS came into existence on 1 April 1995, having previously been the Supplies
Division of the Scottish Health Service Common Services Agency. SHS is comprised
of four discrete branches - contracting services, capital equipping services, information
support services group (PSSG) and General Practitioner Information System Services
(GPASS). The contracting services branch is the focus of the case study as it negotiates
contracts on behalf of the NHS in Scotland. In 1995/96 the value of contracts amounted

to £195.76 million per annum, as shown in Table 3.4

Table 3.4
Value of Contracts Negotiated by SHS Contracting Services
in 1994/95 broken down by generic commodity grouping
Commodity Group £ million
Food & Drink 28.02
Textiles & General Supplies 19.03
Works & Energy 29.22
Office Equipment, Consumables and Transport 26.69
Medical Related Consumables 29.78
Pharmaceutical Products 30.67
Surgical Products and Allied Materials 12.45
Services for the Disabled 23.40
TOTAL 195.76
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In 1995/96 the contracting services branch of the organisation had an annual operating
budget of some £1.2m, resulting in an ‘on cost’ of 0.6%. In May 1995 there were a
total of 300 contracts in place covering 70,000 specific items with 600 suppliers on file.
As previously highlighted, the central control of purchasing in the NHS in Scotland
began in April 1992, at a time when the Trust hospitals were being encouraged to take
up greater autonomy to manage their own organisation and ‘break’ free from various
central constraints. However, in the three year period that has followed, a substantial
amount of expenditure has been added to the SHS portfolio of contracts. Annually
rising targets were set by the Scottish Office so that 50% of all Supplies expenditure

was covered by contractual agreement by April 1996.

This obviously means that the local Supplies Services do not have a substantial role to
play in negotiating major contracts with suppliers as this task ié performed by the SHS
contracting services branch which is the main reason why SHS has been chosen as a
case study.® The purchasing philosophy of the SHS is therefore crucial in determining
whether or not the NHS in Scotland is embracing the tenets of partnership purchasing
with its supplier base. The length of contracts, quality assurance measures, availability
and delivery requirements, as well as links to the huge and varied customer base are all
areas that will be discussed in subsequent chapters. Suffice to say that the SHS
contracting branch is of significant importance in shaping the types of relationship the

NHS in Scotland is perceived to have and actually has with its supplier base.

In January 1995, SCOTMEG issued a Supplies Monitoring Report to determine the

value of contracts held by the CSA Supplies Division to undertake a “shopping basket”

6 See Chapter 4, Section 4.3.3 for discussion of SHS case study
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price comparison against other NHS buyers and to undertake a customer satisfaction

study. The main findings of the report are summarised in Table 3.5:

Table 3.5
Main Findings of SCOTMEG Supplies Monitoring Report 1995

* 45% of total expenditure was the level of the contracts held and the report
recommended that the original target of 50% of total expenditure be achieved by 1
April 1996;

* In respect of “shopping basket” comparison, the report concluded overall the prices
to be 2.4% less than any other comparable NHS purchasing organisation;

* The customer satisfaction survey was possibly the most negative aspect of the report
concluding that there was evidence of communication breakdown between the
central contracting organisation and its end customers, ie. those actually using the
products. The communication process was in need of improvement particularly in
respect of information to customers regarding the range of products available on

central contract;

3.3 Case Study Profile - Fife Healthcare Supplies Service

With effect from 1 April 1993, the region of Fife comprised three NHS Trust Hospital
groups: Kirkcaldy Acute Hospitals, Queen Margaret Hospital and Fife Healthcare, all
of whom provide healthcare for Fife residents against contractual agreements with Fife
Health Board. Fife’s resident population of 350,000 is served by sixteen hospitals, see
figure 3.3. The hospitals have two main forms of supply pipelines, are managed by Fife
Healthcare Supplies Service who provide, at a cost, services to all three Trusts, whilst

each Trust manages its own pharmaceutical pipeline.

The basic introductory facts about Fife Healthcare Supplies Services (FHC SS)
demonstrates that it is a fairly small scale operation. The warehouse is only

approximately 1,000 sq. metres, whilst the organisation employs in total, 18 staff with a
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total operating cost in 1994/95 of £356,000. Nevertheless, the performance monitoring
information produced by FHC SS demonstrates a high level of proficiency and service

to its customer base.

Table 3.6 below shows the range of commodities supplied to customers as well as the
value of annual expenditure on items purchased as items for stock replenishment which
are held in the warehouse, as well as items purchased as non-stock, which are delivered

to customers and not held in the warehouse.

Figure 3.3

Map showing Fife Hospitals in relation to Fife Healthcare Supplies Service Warehouse
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7 See Page 166 for discussion of the Pharmaceutical Supply line
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Table 3.6

Fife Healthcare Supplies Service
Annual Commodity Expenditure 1994/95
Commodity Value of issues from the Value of Goods

warehouse purchased as “non-stock”

£ £

Non Medicated Dressings 723,533 239,003
Medical & Surgical Sundries 881,865 810,983
Surgical Appliances 24,880 89,073
Paramedical Supplies 14,384 53,636
Uniforms 204,789 97,972
Bedding & Linen 87,635 20,052
Cleaning Materials 18,455 20,226
Domestic - Hardware/Crockery 482,988 24,192
Stationery 173,580 243,619
TOTAL 2,612,109 1,588,756

There are also a number of purchases made which are manually made and not, as the
expenditure shown in the table, via a computer system. These manual orders amount to

£3,420,945. Therefore the total value of purchases made in 1994/95 was £7,621,813.

Scott & Westbrook (1991) discussed the concept of ‘pipeline mapping’ showing the
supply chain in terms of lead times between the corﬁponents as well as the level of
stock held at various points in the chain. Scott and Westbrook’s aim in using this
model was to highlight the flow of goods in pictorial fashion in an effort to pick up the
delays and bottlenecks in the pipeline. Equally as important is the identification of the
flow of supporting information which is critical to direct the flow of goods to reduce

any unnecessary blockages that may otherwise occur.

Scott and Westbrook’s pipeline mapping model is a useful basis from which to consider
the flow of goods and supporting information throughout NHS Supply chains.

However, the pipeline model has had to be adapted to the NHS. Figure 3.4 shows two
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Fife Healthcare Supplies Service pipelines with the first pipeline being for a medical
and surgical consumable issue from the warehouse which has a maximum delay time
of 4.5 days. The second is a pipeline for the same product range but relates to an item
which is not stocked in the warehouse and shows a range between 9-54 days although
the average is 12 days.

Figure 3.4

Mapping Fife Healthcare Supplies Pipelines for
Medical and Surgical Consumables

1. Items from the warehouse:

1.5 days

Request from 2 days maximum Request 1 day Delivered to
Ward or > Processed > Ward or
Department Department

Notes: Total Pipeline = 4.5 days; assumes no stock out of the product and that purchasing
process to replenish stock is ongoing.

2. Items not stocked in the warehouse:

Request 2 days Request 1-42 days | Receiptof | 1 day Delivered
from Ward | maximum | Sourced and > Goods at to Ward or
or > | Processed | (lead time | Warehouse > | Department
Department for
suppliers)
average 12 days
Notes:  Total range of Pipeline between 9-54 days. Obviously there are items not stored in the

warchouse where there are standing arrangements for goods to be delivered

direct to wards from supplier on a same or next day delivery basis.

There are also some basic and interesting statistics that present a more detailed view of
Fife Healthcare Supplies Service. The operating cost of £356,000 equates to 5.0% as a
pércentage of the overall value of expenditure which is a competitive on-cost figure and

compares favourably to most other warchouse and distribution type organisations.
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These costs can be further broken down to show that there is a 3.5% on cost for non
stock purchases and a 7.3% on cost for the warehouse and distribution functions within

the organisation.

There are some further statistics that place the operation in some perspective; 62.9% of
the total expenditure of the goods held in the warehouse in 1994/95 were incurred on
medical products. It is not unexpected that an organisation which is managing the
- supply chain to hospitals will have its main expenditure on medical products,

nevertheless it is interesting to see this expenditure in the context of total expenditure.

The Supplies Service in Fife has 465 suppliers on file with 195 suppliers used for
medical products. Of these suppliers the top 32 in value terms account for over 50% of
the computerised purchasing (£2.2m of a total of £4.1m). Of these the top eight
suppliers account for £800,000 of expenditure per year, with the top two suppliers both

being medical and surgical wholesalers.

It is significant to note that Fife Healthcare Supplies Service has negotiated three year
contracts with the two medical wholesalers, who are direct competitors to each other, in
an attempt to establish long term partnership type relationships that will maximise the
quality of products supplied, guarantee availability, and reduce the cost of the contract,
whilst protecting themselves from potential problems should one of the two under
perform. The vast majority of the remaining ‘top’ suppliers are supplying goods under

contract to the Scottish Healthcare Supplies organisation which Fife simply buys from.

Another point worthy of note is that from the middle of 1992 the Supplies Service has

been able to monitor both its costs and its performance against agreed customer targets.
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This has established an ongoing dialogue to be established with customers that
constantly reviews performance and refines the service. The type and range of
measurements employed have, in the main, been agreed with customers and
implemented by the Supplies Service, such as the service level from stock (meeting

requests first time of asking) which achieved 95.5% throughout 1994/95 and the stock

turn ratio, which was an average for all commodities 10 throughout 1994/95.

In 1995/96 FHC SS developed their package of performance indicators, in conjunction
with their customer base, which is worth exploring in some detail. Table 3.7 shows the
summary report of the store’s performance produced for the management team of FHC

SS. The trends are encouraging showing increasing service levels and stock tumns.

Table 3.7

Fife Healthcare Supplies Service (in 1995/96)

Stores Performance

1995/96 Stock Requests Issues Value of Service Stock
Month Value Received Made Issues Level Turns

£ £ %

April 252,070 17,551 17,153 228,191 971.73 10.86
May 237,400 21,606 21,113 274,608 91.72 13.88
June 252,520 18,801 18,360 250,622 97.65 11.91
July 249,150 18,820 18,310 245,362 97.29 11.82
August 242,611 20,121 19,577 257,340 97.30 12.73
September 195,610 18,655 17,968 250,841 96.32 15.39
October 191,882 19,826 19,214 254,848 96.91 15.94
November 202,754 19,640 19,116 265,678 97.33 15.72
December 177,693 19,760 18,418 277,677 93.21 18.75
January 198,049 18,196 17,261 250,067 94.86 15.15
February 214,318 19,036 18,287 254,791 96.07 14.27
March 191,971 18,053 17,704 252,592 98.07 15.79
Averages 217,169 19,172 18,540 255,218 96.70 14.35

Source: Fife Healthcare Supplies Service Internal Performance Indicator Package

(April 1996)
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Figure 3.5 plots the value of stockholding on a monthly basis throughout 1995/96.
Again the trend is clearly downward demonstrating that FHC SS had successfully
managed to reduce the value of stock whilst simultaneously increasing service levels to
customers.

Figure 3.5

Graph showing monthly stockholding
in Fife Healthcare Supplies Service Warehouse in 1995/96

Monthly Stockholdings

Source: Fife Healthcare Supplies Service Internal Performance Indicator Package
(April 1996).

Figure 3.6 plots the requests for items in stock (held in the warehouse) from the three
main Trust customers over the 1995/96 period. This is helpful in identifying periods

and determining if these need to be planned for in the next financial year.

Figure 3.6

Trust requests for stock items from Fife Healthcare Supplies Service in 1995/96

Source: Fife Healthcare Supplies Service Internal Performance Indicator
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Package (April 1996)

Figure 3.7 plots the service levels achieved overall for items which are issued at the first
time of asking from stock. This is helpful in presenting management with an immediate
picture of monthly service level trends. The graph shows a significant fall in service in

December 1995 and January 1996 which can be partly explained by the high requests

for stock items in December (see Figure 3.6).

Figure 3.7
Service Levels Achieved by Fife Healthcare Supplies Service in 1995/96

Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar
Mouth

Source: Fife Healthcare Supplies Service Internal Performance Indicator
Package (April 1996)

Figure 3.8 shows a summary of the numbers and value of orders issued by FHC SS
during 1994/5, broken down by stock and non stock orders. The bottom line shows the
monthly average which can be used as a basis to compare the figures for each month.
This shows an overall increase during January 1995 - March 1995 which will enable the
manager to “drill down” further to identify if this fits with the need to buy more to

reflect an increased demand from customers.
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Table 3.8
Fife Healthcare Supplies Service Order Summary 1994/95

S Sk NoaSak  Non St Non $ik Total Tors! Yoral

S
Mooh Orsars Linas Vabm Ordery Uines. Vahe Ordacy Linwy Viahe
A 9e s a2 208396 958 1.980 286,818 1.265 3472 1495214
May-04 285 s1s 156,193 1,234 2.289 £267.983 1623 o tada,1e
94 an s82 L398 .40 1198 3.108 247,360 L6 3,891 648,811
94 82 487 148,008 1,073 2,801 £259.764 1358 3268 €446.822
Aug B4 248 474 £168.320 1288 3312 £298.791 1534 3,86 £A68.117
Sep-94 m 508 C155.466 LS 333 £204.348 1407 3821 4198
Oct-94 7% 836 177,798 1261 3378 £314.801 1830 361 492 489
Nov B4 292 o8 318,314 1.402 3573 L3700 1694 4,082 695,724
Dec 84 288 622 224,407 an 2,088 £375.208 1.28% a0 1602612
Jun95 285 503 238,406 135 3380 £4588,303 1623 3.853 1826.709
Fob-0% ) 538 nresr2 1749 4542 £1,387,200 2113 65.080 £1.566.212
Mar-96 363 4482 445,415 1,277 2.802 £771,381 1,640 3.264 £1.218,798
Y_OI_AL 3538 6,110 £2.818.181 14,947 391298 £5,801.312 18 485 45239 £8,317.493

298 508 234,682 1.248 3.261 458 443 1.540 L7970 693,124

Source: Fife Healthcare Supplies Service Internal Performance Indicator Package
(April 1996)

The final two performance indicators to highlight are shown in Figures 3.8 and 3.9.
Figure 3.8 shows a comparison between 1994/95 and 1995/96 monthly stockholding.
This is again useful for management to identify the trends and determine if this is likely
to affect any manpower or service provision issues. The trend shows a decrease in
stockholding.

Figure 3.8
Comparison of monthly stockholding in 1994/95 to 1995/96

et Monthly Stockholdings

165,000

115,000
Aot May Jun Jui Aug Sep Oct Nov Dec Jan Feb Mar
Month

Source: Fife Healthcare Supplies Service Internal Performance Indicator
Package (April 1996)

Figure 3.9 graphs the 1994/95 issues against those in 1995/96. This shows an increased
level of issues, which could mean FHC SS have performed well in 1995/96 as there has
been a reduction in the stock held, whilst using more stock. This is reinforced by the

increased trend in service levels.
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Figure 3.9
Comparison of Fife Healthcare Supplies Service monthly issues in 1994/95 to
1995/96

Value € Monthly Issues
200,000
200000 § ff N Py _+w‘
mg»‘ ;;;;; S T : Wl o d
200,000
Apc May Jun Jut Aug Sep Oct Nov Dec Jan Feb Mar
Month

Source: Fife Healthcare Supplies Service Internal Performance Indicator
Package (April 1996)

It is important to note that Fife Healthcare Supplies Service has changed considerably
since 1992 which is largely attributable to the wider changes that have taken place in
the NHS in Fife. The new internal market which impacted from 1993 onwards in Fife
has created an environment receptive to the types of change the Supply Service was
already attempting to implement. The contractual culture within the NHS introduced
the concept of “customers” to the Supplies Service and the need to manage and reduce

costs focused attention upon relationships with its suppliers.

In January 1995 the Special Projects Directorate of the NHS in Scotland issued a report
following a review of the storage and distribution function of seven Scottish Supplies
warehouses. The main recommendation contained in the report was that Trust based
Supplies organisations offering warehousing and distribution services should be the
subject of competitive tendering exercises as had been the case in England and Wales.
Interestingly, and arguably, what would be a retrograde step, the report recommended
that consideration should be given to closing small warehouses and establishing large

warehouses to supply multi-regions in Scotland. This argument was justified on the
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basis of bulk buying and the excellence achieved by private sector specialists. Indeed,
the report suggested private sector companies may be used to manage such operations.
The warehousing and distribution elements of the Fife Healthcare Supplies Service
were therefore subject to competitive tender in 1995 and it is significant that the in-
house service comfortably won the tender against such major specialist private sector

companies such as Exel Logistics.

Fife Pharmacy Supplies Service

Pharmacy supplies is a major area of expenditure for any Health Board or Authority and
Fife is no exception to this. The storage and distribution of pharmaceutical products in
Fife is not managed by FHC SS and by means of completing this introductory profile, it

is important to outline these services.

Fife Pharmacy Supplies Services are split into three distinct organisations operating
within and serving the three Fife Trusts. The total value of purchases made in 1994/95
was £3,525,643. Of this, £317,009 was subsequently issued as dispensary issues and

the balance as ‘normal’ pharmacy supplies to wards.

The pipeline mapping for the Pharmacy Service is somewhat diffgrent to the supplies
service with a system in place that allows wards to deliver requests to the hospital
pharmacy which, unlike the Supplies Service, is on the hospital sites. The wards
deliver requests once or twice weekly to an agreed schedule which are processed and
prepared for collection within 2-5 hours. This service is available from 8am - 5pm
Monday to Friday, 8am - 12 noon Saturday, with an emergency 24 hour on call rota. So

availability through quick response to customers is certainly a philosophy that has been
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adopted by the Pharmacy Services.

The Fife Pharmacy Services do seem to have minimised the distance in the supply chain
from the service provider to the ultimate customer. Towill (1992) suggested that the
greater the fluctuation in demand due to time delays in communication and supply
pipeline the the greater the distortion to planning results in increases in safety stock. If
wards in hospitals are convinced that stocks are available within the Pharmacy then the
wards themselves will not feel the need to hold stocks. For a true Just In Time JIm
delivery system to apply, then the Pharmacy must itself balance their requirement of
holding sufficient stock at any one time to meet demand whilst at the same time not

over stocking. This also requires a fast delivery service from suppliers.

In respect of relations with suppliers, the Pharmacy Services throughout Fife use a total
of 320 suppliers. It is estimated that 70% of all purchases are made from national or
zonal contracts, zonal being the combined purchasing power of Lothian, Fife, Borders
and Forth Valley Pharmacy Services. So the negotiation process with suppliers is not,

in the main, handled by the local Pharmacy staff but via the SHS.
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3.4  Conclusion to the Chapter

This chapter has described how the changes to the NHS as a whole have created an
environment conducive to increasing fhc profile of Supplies Services. The creation of
the internal market for healthcare has heightened the awareness of the need for both
cost containment and customer satisfaction. The NHS reforms have promoted a culture
in which the constantly recurring, yet previously unimplemented recommendations to
the NHS supply chain have occurred. This chapter has also introduced the profile of
two organisations selected as case studies, the Scottish Healthcare Supplies and Fife

Healthcare Supplies Services.

The developing theme throughout section one of this thesis has been to demonstrate that
the NHS as an organisation creates a unique set of circumstances within which the
supply chain operates. The NHS is designed to promote healthy lifestyles and
subsequently to provide healthcare for those who become ill. The organisation is a
collection of many different disciplines, all with their own agenda which are sometimes
conflicting. Nevertheless, all of these disciplines require goods and services in order to
undertake their function. The Supplies Service has a complex customer base, with
some customers having more influence than others in determining the product range to
be purchased. The obvious example and one which has already been referred to is
medical staff who are the most influential group of decision makers in terms of deciding
a particular product to be purchased such as medical and surgical consumables. It is
only recently, since the early 1990s, that NHS Supplies Services have started to
challenge the medical viewpoint, no more so than in the NHS in Scotland through the
introduction of mandatory contracts. This statement should be qualified by noting that

up to April 1996 the contentious areas of choice involving strong clinical preferences
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had not been addressed by Scottish Healthcare Supplies. Also there are doctors in
Scottish hospitals who continue to ignore the central contracting edict and as yet it
remains unclear as to the power the SHS possess in the policing of this edict and if

punitive action will be taken against offenders.

Similarly, the wide range of products purchased and the diversity of industries from
which products are obtained is a unique purchasing challenge. There is a large amount
of expenditure undertaken by the NHS from a multiplicity of suppliers. The NHS buyer
has firstly to co-ordinate disparate views of the customer base and then to adopt an
appropriate strategy with suppliers to obtain the best value for money contract to satisfy
the customer base. A spectrum of relationship strategies exist from which the NHS
buyer has to choose. Purchasing partnerships , much discussed in the current literature,
are but one strategy along the relationship spectrum. There appears to be varying
degrees of application of partnerships in practice throughout different parts of the NHS.
The factors that facilitate and inhibit the establishment and development of partnerships
will be developed in subsequent chapters of this thesis. Suffice to say that the NHS

presents a unique environment that has undergone considerable upheaval in a relatively

short timescale.

A review of the SCM, buyer-supplier and customer care literature, is a helpful
backcloth against which to consider the various models and frameworks that the NHS
may fit into. However, particularly when considering the purchasing and customer
service “ends” of the supply pipeline there does not appear to be a perfect fit into
existing models and frameworks. There is a gap in the literature regarding purchasing

and customer care in the NHS, which this research explores. This gap will be addressed
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in the two subsequent sections of this thesis. Section Two concentrates on the research
methodology and findings whilst Section Three develops a specific programme of
measures for practical application in NHS purchasing and customer care. The next

chapter reviews the research methodology adopted in this project.
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CHAPTER FOUR

RESEARCH METHODOLOGY

‘We never stop investigating. We are never satisfied that we know enough to get by.

Every question we answer leads onto another question. This has become the greatest

survival trick of our species.’

Desmond Morris (b 1925)
British Anthropologist
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4.0  Background

The overall aim of this research is two-fold, firstly to identify factors that can be used to
shape and adapt the relationship strategy adopted by NHS buyers with their supplier
base, and secondly to identify factors that affect the way in which NHS Supplies

Managers can enhance the delivery of care to their customer base.

Following a review of the relevant literature, an action research approach was used
whereby an initial exploratory survey was undertaken to identify common themes
which were then further investigated by semi-structured interviews. A predominantly
qualitative analysis of the data, taking account of the literature review, resulted in the
construction of two specific relationship review tools. The review tools have
subsequently been tested and evaluated in case studies, involving both NHS buyers and

their suppliers as well as NHS Supplies Managers and their customers.

4.1  The Four Paradigms of Management Research

Since the 1970s there has been ongoing debate as to the nature and status of data in
management research (see Burrell & Morgan 1979). The recurring questions that have

emerged are:-

- What is knowledge?
- What are data?
- What is the status of the data collected in the field of management

research?
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These questions received a reviewed focus with the relatively recent development in the
mid to late 1908s/early 1990s of postmodernism.® Indeed, one of the main themes of
tﬁe 1996 Conference of the British Academy of Management was to review the debate
on methodological research issues.  There are now four acknowledged research
approaches which can be applied to management, the key features of each are outlined

in Table 4.1 below:

Table 4.1
Key Features of the Four Research Approaches
NORMATIVE  INTERPRETIVE CRITICAL POSTMODERN
Basic goal demonstrate law  display unified unmask reclaim conflict
like reactions culture domination
among objects
Method nomothetic Ethnography cultural and deconstruction,
science hermeneutics ideological genealogy
critique
Problems inefficiency and  meaningless and ~ domination and  conflict and
addressed disorder illegitimacy consent suppression
Organisational control Commitment participation diversity
benefits
Risks of silencing Engineering offering Sfocussing all
unreflexivity  managers for ‘meaning’ for ‘emancipation’  attention of
whom they others ‘researcher’
speak
Source: Adapated from Hardy and Clegg (1996 : 9.23)
Normative

Normative research methodology is based around the maintenance of the existing social
order whose goal it is to establish law like relations between objects based on

nomothetic science. Normative research addresses issues of efficiency, order and

* See Page 177 in this chapter for further explanation of postmodernism.
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control. Positivism, which can be regarded as part of the normative approach, suggests
that the social world exists externally and that its properties should be measured
through objective methods, rather than being inferred subjectively through sensation,
reflection or intuition. The philosophical stance of positivism, which is derived from
the work of Comte (1853) makes two assumptions, firstly that reality is external and
objective, and secondly that knowledge is only of significance if it is based on

observations of this external reality.

Jankowicz (1995 : 90-93) lists the characteristics of positivism as being;:

e reliant upon the use of empirical science,

e applied in the form of theories which provide an underpinning to
technology,

e when an assertion can be shown definitively to be true or false,

e where truth is recognised in two ways only;
i) by seeing that an assertion is consistent with deductions made from it, or,

ii) by recognising that it is supported by empirical evidence.

Schén (1983 : 57) reinforces the positivists view stating that;
“ ... the only alternatives are either sheer emotion, which is unreliable,
or poetry, which is nice but not to be taken too seriously: anything else

is non-sense”.

Page 152



Chapter Four
Research Methodology

However, the positivists assumption that management research is essentially similar to
natural and physical sciences has been consistently challenged on three grounds;
e that there is no single method which generates scientific knowledge
in all cases,
e that what may be an appropriate method for researching the natural
or physical world may be inappropriate in the social world given the
inherent meaningfulness of management action and its contextual
nature,
e that knowledge generated is affected by the goals of managers and

their validation criteria.

Interpretative
Interpretative approaches are those which,

“ draw on ethnographies to display unified cultures and from an
organisational persepective examine the role of commitment, group dynamics
and quality of work life, with the prime literature example being Peters and
Waterman’s 1982 “In Search of Excellence”.

(Hardy and Clegg 1996 : 9.21).

A major criticism of this approach is that the researchers create the interpretation that

they perceive fits with their subject rather than determining this objectively.

The interpretative approach encapsulates the phenomenological type of analysis, which
emanates from Husserl’s research (1946) and contends that social scientists do not view

the world objectively as reality is socially constructed rather than objectively

Page 153



Chapter Four
Research Methodology

determined. Phenomenologists believe that it is necessary not only to gather facts and
measure how other certain patterns occur, but to appreciate the different constructions
and meanings that people place upon their experiences.

Critical

The term critical theory can be used to describe the work undertaken predominantly by

Alvesson & Wilmott (1992) which,

“..seeks to unmask domination, critique ideology, and reform the social order”

Critical theorists assume that they are autonomous agents and able to judge what their
research subjects’ best interests are. However, in this wéy, critical theorists begin to tell
subjects what to feel and how to act. The subject who does not act in this way is seen

as being unaware of the cultural norms. The subject,

“.. who does act must do so according to the strictures laid down by
critical theory with scant regard for the costs of such emancipation”.

(Alvesson & Deetz : 1992 :72)

This approach has been criticised (Clifford 1992) for examining a single component of
a group’s existence and taking this to represent them as a whole, therefore ignoring the

complexity and diversity of the whole.

Postmodern

It is appropriate to firstly describe modernism before briefly summarising
postmodernism. Modemism is a term, in the organisational context, used to draw

attention to the instrumentalisation of people and nature through the use of scientific

Page 154



Chapter Four
Research Methodology

and technical knowledge. The results achieved are predictable, based on productivity

and technical problem solving approaches which lead to a “good economic and social

life”.

However, postmodernists, who emerged in the mid-late 1980s/early 1990s see their
work as being a response to specific social conditions (see Alvesson and Deetz 1992).
Postmodernists argue that whilst contemporary society, as a result of science,
industrialisation and communication has developed positive capacities it has also
developed dangerous forms of domination. Postmodemists argue that technical or
instrumental solutions will not provide lasting remedies and are concerned with
“recovering the rational process” by a greater understanding of social, historical and

political constructionism.

Postmodern or dialogic approaches as they are also known,

“_.challenge ideas concerning grand theory, the fixity of meaning and the
essentialism of the subject .... postmodern approaches seek to claim a
space for lost voices by deconstructing and reconstructing meaning,
history, traditions and organisations often in ironic, ambivalent playful
narrative”.

(Hardy and Clegg 1996 : 9.23)

Siedman (1994: 2) defines postmodernism as,

«.. referring to broad social and cultural patterns or sensibilities that can
be analytically distinguished for purposes of highlighting social trend.

These themes seem especially visible in the realm of knowledge. Post
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modernism knowledge contests disciplinary boundaries, separation of
science, literature and ideology and the division between knowledge and

power”.

In summary, post modernism is concerned with challenging not only the more
traditional approaches to research but also the established ways of interpretation and

meaning.

42  Action Research - The Fifth Paradigm?
Eden and Huxham (1996 : 527) define action research as being that which

“.. involves the researcher in working with members of an organisation
over a matter which is of genuine concern to them and in which there is
an intent by the organisation members to take action based on the

intervention.”

This type of approach has become increasingly popular amongst researchers,
particularly in the field of management research, as a paradigm used to justify the
validity of adopting of a range of research outputs. It is also important to note that
action research can be seen as being more affiliated with qualitative rather than
quantative research, due to its historical evolution. Action research originates from the
work undertaken at the Tavistock Institute focussing upon the coal mining industry
which gradually led to an exposition of the relationship between investigatory research

and its implications for action (Trist and Bamforth, 1951).

Easterby-Smith et al (1993 : 6) reinforce this view, stating that
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“.. management requires both thought and action. Not only do most
managers feel that research should lead to practical consequences, they
are also quite capable of taking action themselves in the light of research
results. Thus, research methods either need to incorporate within them
the potential for taking action, or need to take account of the practical

consequences that will probably ensue”. (Easterby Smith emphasis)

Eden and Huxham (1996 : 530-537) suggest that there are fifteen key characteristics of
action research, seven of which are applicable to this research project® and are shown in

Table 4.2 below:

Seven Characteristics of Action Research which are Table 4.2
applicable to this research

o action research demands an integral involvement by the researcher in an intent to change the
organisation. This intent may not succeed, no change may take place as
result of the intervention and change may not be as intended.

e must also be possible to discuss the results to inform other contexts, at least to suggest other areas
for consideration.

¢ as well as being applicable to everyday life, action research demands valuing theory with theory
elaboration and development as an explicit concern of the research process.

e if tools or models are designed as a result there should also be some explanation related to the
theories which informed the design.

o action research will be concerned with a system of emergent theory in which theory develops from
a synthesis of that which emerges from the data.

e theory building, as a result of action research, will be incremental moving through a cycle of
developing theory from action to reflection to developing theory, from the particular to general in
small steps.

e action research requires that the theory development which is of general value is disseminated in
such a way as to be of interest to an audience wider than those integrally involved with the action
and/or with the research.

Source: Eden & Huxham (1996 : 530-537)

® See Section 4.5.4. For further explanation as to the application of action research to this particular project.
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4.3 ndary and Prim R rch

It is important to understand the distinction between secondary and primary research
both of which are used in this research project. Secondary research which involves
reviewing existing data contained in books, published articles in journals and specific
organisational literature is the usual method by which the researcher forms a broad
picture of the issues and context of the particular research topic. Secondary research
can also be said to be beneficial in helping the researcher focus more clearly on the
aims and objectives of the project by identifying gaps within the existing literature,

given the context of the project'®

Primary research is the process of gathering original data from which hypotheses and/or

thesis can be constructed and subsequently tested.
4.3.1 Methods of Gathering Primary Data
There are basically three methods that can be used to gather primary data which are;

e questionnaires;
e semi-structured interviews;

e case studies.

This research uses each of these at various stages of the project, therefore it is

appropriate to outline the three and identify their limitations.

' The Secondary Research that has been undertaken for this project has been described in Chapter Two.
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Questionnaires

Questionnaires are the main source of gathering large amounts of data which lend
themselves to quantitative type analysis. The use of postal questionnaires is particularly
popular as this is the most cost-effective method of obtaining substantial amo.unts of
information. There are particular types of questions that can be used, such as those that
seek facts as opposed to those that seek opinions. Another distinction in the type of
question is between open and closed questions, where a closed question limits the
number of responses possible. A type of closed question is where the respondent is
asked to rank in order of importance or value a list of attributes or statements. One of
the most common forms of this type of closed question is a Likert scale which has been
extensively used in the postal questionnaires for this research (see Appendices 2, 5, 6 &
8). This type of question offers both advantages and disadvantages, as Easterby-Smith

et al (1993:120) point out,

“The strength of closed questions is that they are quick to complete and

analyse; the weakness is that the data obtained may be very superficial”.

This criticism is accepted and is a major reason why the use of questionnaires has been

supplemented in this research by interviews and case studies to add a more qualitative

approach.

There are, of course, other limitations associated with the use of questionnaires, three of

which are summarised in Table 4.3.
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Table 4.3
Summary of key limitations of using postal questionnaires

e No opportunity to probe beyond the given answer, to clarify an ambiguous one, to overcome
unwillingness to answer a particular question or to appraise the validity or what a respondent said in
the light of how it was said,

o As respondents see all the questions as they fill them in, the different answers cannot be treated as
independent,

e Cannot be sure that the “right” person answers the questionnaire.

Source: Moser & Kalton (1993:260-261

Semi-Structured Interview

The use of personal interviews is the main medium of gathering qualitative data. Van

Maanen defines qualitative methods of data collection as,

“.. an array of interpretative techniques which seek to describe, decode,
translate and otherwise come to terms with the meaning, not the frequency,

of certain more or less naturally occurring phenomena in the social world”.

(1983:19)

Semi-structured or informal interviewing is, however, not easy. Moser and Kalton
(1993:289-301) identify four aspects which the interviewer needs to be aware of and try

to control, which are;

interviewer skill;

interviewer bias;

consistency of ‘depth’ throughout interviews;

difficulty in consistently coding and quantifying material.
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Easterby-Smith et al (1993:77) add a further aspect which is the need for the
interviewer and interviewee to establish some level of trust and respect to ensure an
accurate and honest interview is given. This is not an easy task given that the semi-
structured interview may only last a number of hours. Semi-structured interviews were

used in this research project as will be discussed in Section 4.5.3 of this Chapter.

Case Studies

The third method to highlight by which primary data can be collected is case studies.
Case studies are where the researcher focuses upon particular organisations in an
attempt to gain a deeper understanding of the organisation in the context of the research
project. Case studies will generate qualitative type data potentially ‘rich’ in content.
However, case studies present their own particular problems, as summarised in Table

4.4.

Table 4.4

Summary of Problems presented by the use of case studies

e Findings are open to influence or biased views and/or different interpretations;
e Very lengthy and unreadable documents are produced,

e There is little basis for scientific generalisation.

Source: Yin (1987:20-22)

These criticisms of case studies are well made and recognised by this research project.
In terms of Yin’s first criticism, the case studies were not the only method used to
gather data and were supplemented by both questionnaires and semi-structured

interviews. Also the case studies were used to test the application of the review tools
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that were devised as a result of the primary research. The second criticism can be a real
problem so the thesis document has been distilled from the large number of notes and

manuscripts produced by the researcher as a result of the case studies.

44 lin rch Proj
4.4.1 Overview of Research Project
An overview of the research project is shown in Figure 4.1.

Figure 4.1

Overview of Research Project

Secondary Literature Review and awareness NHS
Research \2

Broad Picture of Issues

2
Primary Collection of Primary Data
Research using mixed methods of analysis

\
\
\

Action Construction of the two relationship
Research review tools

O

Testing and Evaluation of
¥ 3 Review Tools

This illustrates that the first stage of the project was to perform a review of the relevant
literature, as has been performed and described in Chapter 2. This was supplemented '
in Chapter 3 by an historical review of the NHS Supplies Service which demonstrates

that the unique nature of the NHS, the management of the supply chain and the
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environment within which it operates are shaped by both Government decisions and
subsequent legislation. The researcher was also able to “call on” eight years experience
of being an NHS Supplies Manager in both England and Scotland to construct a broad

picture in which areas/issues on which to build the research project were identified.

The initial primary data was collected via exploratory surveys (see Kraut 1996) which
was analysed using both quantative and qualitative methods. The postal questionnaires
were analysed in a quantative way so that issues which required further investigation
could be “teased out”. The semi-structured interviews were used to gather ‘richer’ data
which could be reviewed in a more qualitative way. Cresswell (1994) states that there
are five arguments to support the combination of quantative and qualitative methods

which are as follows:

e Triangulation to seeck convergence in results and eliminate bias in particular
data sources, investigators and methods.

e Complementality to reveal the overlapping and different facets of social
phenomena.

e Developmentally, where the first method is used sequentially to inform the
second method.

e Initiation, where contradictions and fresh perspectives may emerge.

¢ Expansion, where mixed methods add scope and breadth to a study.

Kane (1985 : 51) observes that it is possible and perhaps preferable for research projects

to include elements of both, commenting;

“.. if you had to stake your life on which of these methods is likely to

represent the most accurate, complete research information, you would
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choose the centre (the overlap) in which you get the information through
interviews and questionnaires, reinforced by observation and checked
through documentary analysis ... here you are getting not only what
people say they do and what you see them doing but also what they are

recorded as doing.”

The next stage in the research process was to examine the data in the context of the
existing literature to construct two specific relationship review tools, testing and
evaluating them in real case studies. The case study organisations were willing to
participate and prepared to consider change as a result of using the relationship review

tools in an action research approach.

Action research requires not only the need to explain ‘what’ is happening, but also to
address ‘why’ it is happening. (Phillips and Pugh 1987). As management decisions
impact on the whole organisation, research that is concerned with shaping action needs

to examine situations from a cross-disciplinary approach. Easterby-Smith et al (1993:5)

suggest that,

“_. the practice of management is largely eclectic: managers need to be able to

work across technical, cultural and functional boundaries ..”.

This research considers Supplies Services” management of relationships with suppliers,
as well as the delivery of care to customers within the context of the NHS as a whole,

rather than treating the Supplies Services as an isolated function.
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It should also be noted that the original research proposal was to compare the
implementation of SCM principles in the UK health sector to that of the United State§
(US), identifying factors which inhibited or facilitated effective implementation. After
a short period of reviewing the literature and following a two week study visit to the
US, it became clear that the research was overly ambitious. Indeed, it was soon realised
that even a comparative analysis of England and Scotland was unrealistic due to the
unresponsive nature of English participants. Primary due to the researcher’s own work
experiences, the next level of focus concentrated upon comparisons between the
supplies services in England and Scotland. In order to obtain sufficient detail of the
process behind the relationships research exclusively on Scotland which has a unique
supplies service.

4.4.2 Initial Primary Data Collection - Postal Questionnaires

The questionnaires were targeted at three groups; NHS Supplies Managers, Trust
Hospital Chief Executives as the predominant customer base of Supplies Services and

the Executives of companies of key suppliers of goods to the NHS.

NHS Supplies Managers

It was intended that a questionnaire covering a broad range of issues, including
purchasing and customer care issues, would be issued to the total population of NHS
Supplies Managers in the UK, a census of 275 (as at September 1993). The differences
in organisational structure and titles of Supplies Managers dictated to whom the
questionnaire would be sent. The NHS Supplies Authority, by far the biggest
proportion of the census (87.6%) was to be sent questionnaires to managers at local
operational level. The Supplies staff at District Health Authority level being labelled a

variety of titles which included: District Supplies Managers, Account Managers and
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Customer Service Managers. Wales and Northern Ireland, although their Supplies
Services are also organised at a national corporate level, are not so large in size and
number, consequently the Supplies Managers at local level are more easily identifiable.
In the Scottish Health Service at the time, Board Supplies Services were autonomous
and coterminous with Health Boards. The CSA Supplies Division in Scotland was also

to be sent questionnaires.

The postal questionnaire was piloted on five randomly selected Supplies Managers
from the census. There were a number of amendments made before the finalised

questionnaire was issued in September 1993, see Appendix 2.

During the “piloting’ stage, it became apparent that the ‘in principle’ endorsement that
the questionnaire had been given by the NHS Supplies Authority in England was likely
to be retracted. One of the Supplies Managers chosen for the pilot questionnaire was
based in the South-East Division of the Supplies Authority, and following referral to the
Division’s Chief Executive, a reply was received which stated that the Division would
not participate in either the pilot or final questionnaire. This reduced the number of

questionnaires to be issued by 47, from 275 to 228.

The NHS Supplies Authority later confirmed that following further deliberation and
consideration of the final version of the questionnaire, they felt unable to issue a
supporting letter, which would have helped to increase the return rate, although they
“did not have any objection to their managers completing and returning the

questionnaire”. The reasons given for this change of heart were that the questionnaire
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would be time-consuming and similar data had already recently been collected,

therefore the NHS Supplies Authority was unlikely to benefit.

228 questionnaires were subsequently issued on 20 September 1993, see Appendix 3

for the distribution list.

Two letters were subsequently received from Central Division Headquarters and North-
East Division Headquarters indicating that their managers would not be allowed to
complete the questionnaires. These two Divisions accounted for 40% of the figure of

228.

The primary reason given in both cases was that the corporate NHS Supplies Authority
policy was not to complete ‘market research’ questionnaires to outside bodies which
contained confidential and proprietary information. After considerable correspondence,
and a visit to the NHS Supplies Headquarters, it became evident that the questioﬁnaire
was perceived to be market research and therefore no returns at all were likely to be
received from the NHS Supplies Authority. It is suggested that the real reasons why the
NHS Supplies Authority felt unable to support the participation of their staff in the
survey centred around their strong feeling, at the time, of vulnerability in the changing
marketplace. There had been some notable criticism of the Authority throughout 1993,
particularly the NHS Supplies Federation Report (July 1993) and the Association of
British Healthcare Industries (ABHI) Report (October 1993) the draft of which was
circulating at the time of the issue of the questionnaire in September 1993. The NHS

Supplies Authority having been criticised by both customers and those it was striving to

develop into purchasing partners, may have felt sensitive to the release of information it
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considered valuable to possible competitors seeking to erode its business base. No
assurance of academic confidentiality could comfort the Authority sufficiently to permit
its staff to complete the questionnaires. It was disappointing and frustrating from a
research perspective that authorisation for the NHS staff to complete the questionnaire

was given and then withdrawn.

Notwithstanding this, the research focus had already shifted to Scotland due partly to
the high percentage of Scottish Supplies Managers willing to participate and partly due
to the fact that the size of the Scottish Supplies function more easily lends itself to being
studied in greater depth than its English equivalent. It should be noted that the findings

from the survey as still seem to be general to the rest of the NHS supplies function.

The aims of the questionnaire are summarised in Table 4.5 below:
Table 4.5

Summary of the Aims of the
NHS Supplies Manager Questionnaire

¢ to identify what impact the NHS reforms have had upon Supplies
Services, particularly the introduction of the competitive marketplace
and Trust hospitals,

e to determine what elements Supplies Managers consider as important in
setting purchasing policy,

e to determine what benefits EDI is perceived to offer and to gauge the
extent of its use,

¢ to identify the types of performance indicators employed by Supplies
Services,

e to determine who Supplies Managers believe their key customers to be
and what Supplies Managers believe their role to be.
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Trust Chief Executives

In November 1993 a postal questionnaire was issued to 134 Trust Hospital Chief
Executives, (see Appendix 4 for the distribution list). It should be noted that the total
number of Trusts was constantly increasing so that as many of the total population,
known to the author at the time, were issued with questionnaires. The purpose of the
questionnaire was primarily to determine the criteria applied to assess the performance
of Supplies Services in general and specifically to elicit thcv Trust Chief Executives’
perceptions as to the current ‘in house’ Supplies Service. A draft questionnaire was
piloted to five randomly selected Executives and, following slight amendments, the
questionnaire was finalised, see Appendix 5. Of the respondents'! over 97% were

based within the English Health Service.

As the Supplies Managers’ survey had concentrated on the Scottish Health Service, it
was considered appropriate that a second survey of Trust Chief Executives was
undertaken, specifically directed to Scottish Chief Executives, so that comparisons

could be made against both the responses of their English counterparts and the Scottish

Supplies Managers.

The questionnaire was largely the same as the English version but with three changes.
The question asking the respondent to indicate which part of the UK the Trust was
located in was irrelevant as the questionnaire was issued exclusively to Scotland.
There were two additional questions aimed at drawing out the respondent’s perception
as to the value of the Common Services Agency’s role in contracting for services and

goods.
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The final questionnaire, see Appendix 6, was issued to a census of the 25 Scottish Trust
Chief Executives in February 1994, see Appendix 7 for distribution list. Again, it is
acknowledged that the small numbers will not allow for meaningful statistical analysis
but will nevertheless present the general thrust of Scottish Chief Executives’ opinion on

issues.

The aims of the Trust Chief Executive questionnaires are below:

e to seek Trust Chief Executives’ views on,
e Supplies Services performance
o the cost effectiveness and customer responsiveness of “in house”

Supplies Services,
o the professionalism of Supplies Services

Company Executives

The views of senior executives of companies who supply goods into the NHS are
obviously important in helping to form an overall picture, particularly in relation to
their perceptions of buyer-supplier relationships. 130 questionnaires were issued in
February 1994 to suppliers of the NHS which comprised of a census of the Association
of British Health Industries (ABHI) membership, together with an additional 25
companies with whom the Scottish Health Service spend substantial amounts of money,
see Appendix 8 for final version and Appendix 9 for distribution list. The ABHI
members are predominantly manufacturers and distributors of medical/surgical
products. The additional 25 suppliers of the SHS were drawn from all the commodity

groupings; energy, medical (including pharmaceutical), hotel services (including food

"' See Chapter 5 for details of the number of respondents and analysis of the data.
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suppliers), textiles and disabled services suppliers. This ensured the questionnaire was

distributed to a cross section of suppliers.
The aims of the questionnaire are as follows:

e to identify which groups of NHS staff the supplying companies perceived to

be important;
® to assess the scale of the development of EDI;

* to determine how the companies perceive the reforms to have changed the

NHS Supplies staff attitudes to buyer-supplier relationships;

® to assess if the companies consider the NHS Supplies Service as a necessary

link between end users of products and the commercial world.

Once again, a small pilot questionnaire had been issued prior to the final version being

produced.
4.4.3 Second Stage of Primary Data Collection - Semi-Structured Interviews

Following the analysis of the data collected via the postal que:st_ionnaires]2 it was
decided that the second stage of gathering primary data was to be via semi-structured
interviews. The questionnaires were designed to identify the general areas of interest

that would require further investigation in the semi-structured interview.

"2 See Chapter 5 for summary analysis of the postal questionnaires
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A phenomenological type approach was adopted by the researcher to this stage of the
project in that the views and interpretations of the people involved in managing buyer-
supplier relationships and the delivery of care to customers were to be explored. Semi-
structured interviews were chosen primarily due to the need to produce a ‘richer’ form
of qualitative type data to supplement the initial information derived from the more

quantative type analysis of the of the questionnaires.

Buyer-Supplier Interviews

The following three questions were identified as being important in planning all the

interviews,

¢ who was it appropriate to interview?
* what should be the criteria for selection?

e what questions should be asked?

It was also recognised that whilst the buyer-supplier research focused on the Scottish
Health Service and their supplier base, the interviews also needed to try to capture

views which would be appropriate for other NHS buyers and suppliers.

Buyers

The SHS was chosen as a focus for the research primarily because it is largest and most

influential buyer in the Scottish Health Service'?.

** See Chapter 3, Section 3.2 for introductory profile of SHS.
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The Director of the SHS, together with the Assistant Director, who manage the
Contracting Services, were considered key policy making staff to interview. Also, the
four Contract Managers responsible for specific commodity groups were selected on the
basis that their attitudes and decisions could shape the relationships with the supplier

base. Table 4.6 shows the schedule of interviews undertaken.

Table 4.6
Schedule of Scottish Heath Service Staff Interviews
Name Position Interview Date(s)

Mr Terry Dunmore Director - SHS 21 August 1996

Mr John Cowie Assistant Director - SHS 21 August 1996

Mr Archie McEwan Contracts Manager - Medical Services 21 August 1996
Group

Mr Richard Hemsley Contracts Manager - Services for the 21 August 1996
Disabled

Mr Peter Howat Contracts Manager - Energy, Works, 21 August 1996
Office Equipment & Transport Services

Mr George Young Assistant Contracts Manager - Hotel 21 August 1996
Services

Suppliers

The SHS Contracting Services’ annual spend in 1995/96 was £195.6M from a total of
600 suppliers. Of this population, Table 4.7 summarises the percentage spend and

percentage of the supplier population of each commodity area.
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Scottish Health Service Percentage

of Spend on Commodities in 1995/96

Table 4.7

Commodity Value of Spend % of Total Spend
£m

Food & Drink 28.02 14.31%
Textiles & General Supplies 19.03 9.72%
Works & Energy 29.22 14.93%
Office Equipment, Consumables & 26.69 13.63%
Transport

Medical Related Consumables 29.28 15.21%
Pharmaceutical Products 30.67 15.66%
Surgical Products & Allied Materials 12.45 6.35%
Services for the Disabled 23.40 11.95%
Totals 195.76 100%

Using value as a determinant, it was possible to identify the suppliers which represented

at least 25% of the total spend for each commodity grouping. These companies were

then selected for interview. This sampling strategy regarding which suppliers to

interview is on the basis of critical cases (see Miles and Huberman 1994). Table 4.8

shows the number of interviews broken down by commodity groupings.
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Table 4.8
Number of Suppliers to be selected for Interview
broken down by Commodity Grouping
Commodity Grouping Number of Value of | % of Overall
Suppliers Selected | Spend | Spend within
£m Commodity
Food & Drink 2 8.6 30.7%
Textiles & General Supplies 2 4.8 25.22%
Works & Energy 5 22.4 76.86%
Office Equipment, Consumables & 2 6.8 25.47%
Transport
Medical Related Consumables 4 11 36.93%
Pharmaceutical Products 3 10.1 32.93%
Surgical Products & Allied 5 6.54 52.53%
Materials
Services for the Disabled S 9.46 40.42%
Totals 28 79.7 40.7% total
spend

Table 4.9 shows the interviews that took place with companies from each commodity

grouping.
Table 4.9
Interviews with Suppliers broken down
within commodity grouping
Commodity Company Name Position Date of
Group ’ Interview

Food & Drink Brake Brothers Mr Chris Milligan | Major Accounts 5 December 96

Food Service Manager
Booker Food Mr Joe Foster Depot Manager 4 December 96
Service

Textiles & Kimberley Clark | Mrs Alison Platt Account Manager | 15 November 96

General

Fast Aid Products | Mr Eric Robinson | Joint Managing 29 November 96
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Commodity Company Name Position Date of
Group Interview
Director
Energy and Scottish Hydro Ms Alison Account Manager | 22 November 96
Works Electric plc Gaubling
Scottish Power Mr Bruce Ogilvie | Sales Manager 12 December 96
BP Oil UK Ltd Ms Gillian Hughes | Government Sales | 27 November 96
Manager
Newey & Eyre Ltd | Mr Jim Morgan Branch Manager 5 December 96
Holland House Mr A Donnell No Interview
Electricity Co Ltd
Office Carlson Wagonlit | Ms Jayne Able Corporate Sales 20 November 96
Equipment, Travel Manager
Consumables &
Transport Cochranes Fleet Ms Janet Rendall | Sales Support 21 November 96
Services Manager
Medical Molynlycke Ltd Mr David Stark Scottish Sales 28 November 96
Ralated Manager
Consumables Regent Hospital Mr R Britten No Interview
Products
Becton Dickinson | Mr Ian Sanderson | Marketing 13 December 96
L« Manager
Procter & Gamble | Ms Alison Territory Manager | 22 December 96
Ltd McKelvie - Patient Care
Division
Pharmaceutical | AAH Ltd Mr Robin Supply Chain 26 November 96
Products Raymond Manager
Baxter Healthcare | Mr Ian MacDonald | No Interview
BOC Gases Ltd Mr Chris General Manager | 25 November 96
Browning
Surgical Smith & Nephew | Mr Peter Steven Sales/Account 13 December 96
Products & Healthcare Manager
Allied Materials
Southern Syringe | Mr T Pidding No Interview
Services
HM & S Lud Mr Steve Graham | Operations 9 December 96
Manager
Vernon-Carus Mr Vince Gatens Marketing 5 December 96
Manager
Johnson & Ms Sandra Chief Product 8 November 96
Johnson Medical | Humbles Manager
Services for the | Buchanan Mr M Currie No interview
Disabled Orthotics Ltd
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Commodity Company Name Position Date of

Group Interview

Johnson & Mr J Greenaway No interview

Johnson

Orthopaedics Ltd

A & M Hearing Mr H Weiss General Manager | 12 December 96

Aids

Howmedica Mr I Cunningham | No interview

International Ltd

Hugh Steeper Ltd | Mr D Knight No interview

Of the 28 companies approached, 8 declined to be interviewed. The interviews were

structured around the interview “prompt sheets” shown in Appendices 10 & 11",

Customer Care Interviews

The total population of Trust based Supplies Services in Scotland is 45 (as at May
1995).
A cross section of supplies services in Scotland were chosen representing a range of

different sites and geographic areas.

It was also deliberate that Supplies Services were chosen from across Scotland;
covering the South of Scotland (Dumfries), the North (Aberdeen), the West (Glasgow),
the East (Dundee,.Edinburgh & Fife) and the “Central Belt” (Stirling). A maximum
variation sampling strategy was employed to select the Supplies Managers to interview
(see Miles & Hubermann 19945. Table 4.10 lists those organisations chosen, together

with the dates interviewed.
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Table 4.10
Interviews with Selected Trust Supplies Services
Name Position Organisation Interview
Date(s)
Mr Gerald Ferrie | Supplies Central Scotland 5 Sept 1996
Manager Healthcare NHS Trust,
Stirling
Mr Terry Logistics Royal Infirmary of 31 July 1996
Dunthorne Manager Edinburgh NHS Trust
Mr Ron Heredia | Supplies Dundee Teaching 23 Aug 1996
Manager Hospitals NHS Trust
Mr Mike Supplies & Yorkhill NHS Trust, 18 Sept 1996
Hodgetts Purchasing Glasgow
Manager
Mr Dennis Rowe | Procurement Edinburgh Healthcare 14 Aug 1996
Manager NHS Trust
Mr Matt Supplies Fife Healthcare NHS 25 July 1996
McElroy Manager Trust
Ms Pat Currie Stores
Mr Alex Controller
Harrower Asst Supplies
Mgr
Mr Michael Supplies Perth & Kinross NHS 8 Aug 1996
Cambridge Manager Trust
Mr Gordon Craig | Materials Glasgow Royal Infirmary | 25 Sept 1996
Manager NHS Trust
Mr Brian Supplies West Glasgow Hospitals | 18 Sept 1996
Hennedy Manager University NHS Trust
Mr Jack Procurement Hairmyres & Stonehouse | 11 Sept 1996
Mclntyre Manager Hospitals NHS Trust
Mr John Senior | Supplies Grampian Healthcare 28 Aug 1996
Manager NHS Trust
Mr George Supplies Dumfries & Galloway 16 Aug 1996
Crosby Services Acute & Matemity
Manager Hospitals NHS Trust

It was appropriate to also interview the largest customer, in value terms, of each of the
selected service providers. Table 4.11 outlines the customers of each that were

interviewed.

' The prompt sheets were developed from the key points arising from the analysis of the postal questionnaires, see Chapter 5.
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Table 4.11
Interviews with Customers of the Supplies Services
Name Position Organisation Customer of Interview
Date(s)
Mr R Anderson | Finance Director | Kirkcaldy Acute Fife Healthcare 27 July 1996
Hospitals NHS Supplies Service
Trust
MrD Director of West Glasgow West Glasgow 31 July 1996
McPherson Operational NHS Trust Trust Supplies
Services Service
Mrs J Grant Administrative | Aberdeen Royal Grampian 28 Aug 1996
Service Hospitals NHS Healthcare Supplies
Manager Trust Service
Mr I Ritchie Director of Perth & Kinross Perth & Kinross 19 Aug 1996
Operations NHS Trust Supplies Service
Mr R Anderson | Finance Director | Royal Infirmary of | Royal Infirmary of | 6 Sept 1996
Edinburgh NHS Edinburgh Supplies
Trust Service
Mr D Patterson | Director of Central Scotland Central Scotland 5 Sept 1996
Facilities NHS Trust Supplies Service
Mr C McMurray | Business Dundee Teaching | Dundee Teaching 13 Sept 1996
Manager for Hospitals NHS Hospitals Supplies
Medicine Trust Service
Ms A Gracie Charge Nurse - | Dumfries & Dumfries & 16 Aug 1996
Orthopaedics Galloway Royal Galloway Royal
Infirmary NHS Infirmary Supplies
Trust Service
Mrs N Short Locality Edinburgh Edinburgh 14 August 1996
Manager Healthcare NHS Healthcare Supplies
Trust Services

It was not possible to interview the representatives of Yorkhill, Glasgow Royal

Infirmary and Hairmyres customers.

The interviews with both the Trust Supplies

Services and their customers were conducted using the interview “prompt sheets”

shown in Appendices 12 & 135,
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4.4.4 Use of Case Studies to test the practical application of the review tools.

The qualitative data derived from the interviews builds on the more quantitative
analysis of the questionnaires. This enabled the review tools to be developed both in

terms of the management of buyer-supplier relationships and customer care'®,

The case studies were treated as the “test beds” to determine if the review tools devised
were appropriate and useful in a “real” setting. It is intended that the review tools

although developed via research undertaken in the Scottish Health Service would be

applicable throughout the Supplies Service in the NHS.

As SHS is the largest and most influential ‘buyer’ in Scotland it is an obvious choice
around which to test a programme the relationship review tools. BP Oil UK Ltd, Smith
& Nephew, Vernon Carus and Proctor and Gamble !7 are all key suppliers to SHS and
were selected following consultation with SHS. The overriding reason that these
companies were selected centred around SHS’s desire to build and develop upon the
existing relationships with the companies, viewing this research project as a means of
encouraging this. The four companies willingness to participate in the research is
perhaps indicative of their ‘open’ approach and the researcher suggests that they are
likely to have been amenable to developing an improved relationship even without the
impetus of the project. ~Table 4.12 below shows the dates the buyer-supplier case -

studies were undertaken.

;hThe pr;)mpt sheets were developed from the key points arising from the analysis of the postal questionnaires. See
apter S,
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Table 4.12
Buyer-Supplier Case Studies
Case Study Parties Involved Date of Case Study
One BP Oil (Ms. G. Hughes) 7 March 1997
SHS (Mr. P. Howat)
Two Vemon Carus (Mr. V. Gatens) 12 March 1997

SHS (Mr. J.Cowie. Mr. V. Laing, Mr.
G. MclIntosh)

Three Smith & Nephew (Mr. P. Steven) 14 March 1997
SHS (Mr. J. Cowie, Mr. V. Laing, Mr.
G. MclIntosh)

Four Proctor & Gamble (Ms. A. McKelvie) 2 April 1997
SHS (Mr. J. Cowie, Mr. V. Laing, Mr.
G. MclIntosh)

FHC Supplies Service was selected to participate in the semi-structured interviews and
subsequently act as a case study as the information derived from the interview and the
previous experience of the researcher in working with the Fife Healthcare Supplies
Manager led the researcher to conclude FHC SS would be an appropriate organisation
to test the customer care review tool. FHC SS represents a medium size Scottish
Supplies Service in value terms as well as being well developed in terms of information
technology, it also has experience in using EDI, and has been through a competitive
tendering exercise as well as a fairly high number and range of customers. Also the
Supplies Manager of FHC SS has acknowledged to the researcher that, as there is a
continual need to enhance the existing customer care practices, they would be interested
in acting as a case study for the research project. Furthermore, the Supplies Manager is
conscious of their need to attract new customers and recognise that they are now in a

competitive marketplace.

'% See Chapters 7 & 8 for detail of the programmes of practical measures devised as well as discussion as to their application within
the case studies.

' See Chapter 7 for profile of the companies and the market places.
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Kirkcaldy Acute Hospitals NHS Trust was selected to participate with FHC SS
primarily on the basis that they are a major customer of Fife Healthcare Supplies
Service but that they had also expressed a desire to the researcher to further develop
their understanding of Supplies Services, partly due to their need to control supplies

costs. Table 4.13 details the date the customer care case study was undertaken.

Table 4.13
Customer Care Case Study

Case Study Parties Involved Date of Case Study

One Fife Healthcare Supplies 21 April 1997
Service (Mr. M. McElroy)
Kirkcaldy Acute Hospital
NHS Trust (Mr. R.
Anderson)

4.4.5 Validation

The importance of validating the research has already been discussed in this chapter. It
is therefore appropriate to record the process of validation used throughout the course
of the research project. The researcher sought feedback from both academics and
practitioners at key stages of the project. Table 4.14 outlines both the papers published

in journals and presented at conferences.
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Table 4.14
Validation Process throughout the course of the research project
Type of Title of Journal or Title of Paper Date
Publication Conference
Journal Government Purchasing | Cinderella Comes of Age: May 1992
NHS Purchasing &
Supply
Journal Purchasing & Supply The Changing Face of June 1992
Management Supply Chain
Management in the NHS
Journal Purchasing & Supply So Far and Yet So Near - | March 1993
Management NHS Purchasing &
Supply
Academic Second Conference - Supply Chain April 1993
Conference Purchasing, Supply Management in the NHS
Education and Research
Group (Venue -
University of Bath)
Academic/ Contracting The Impact of the Internal | February 1994
Practitioner Opportunities in the Market on the
Conference NHS: The Impact of the | organisational structure
Internal Market & EC and culture of supply
Procurement Rules on chain management within
Contract Awards the NHS
(Venue - University of
Birmingham)
Academic/ British Academy of Supply Chain August 1994
Practitioner Management Conference { Management in the NHS:
Conference (Venue - University of | Management Response to
Lancaster) Legislative Change'®
Journal European Journal of Impact of the Internal December 1994
Purchasing & Supply Market on the
Management Organisational structure
and culture of supply
chain management within
the NHS
Journal The International Supply Chain September 1995
Journal of Logistics Management in the
Management National Health Service'®
Journal Supply Management Research to Review June 1997

Relationships at opposite
ends of the NHS Supply
Pipeline designed to effect
real change

'* Paper submitted jointly with Dr John Fernie, University of Stirling (at the time at University of Abertay Dundee)

1 See Footnote 11
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4.5  Conclusion to the Chapter

This chapter has outlined and justified the selected research methodologies used in this
project. The stages of the research have been described from the initial literature

review through to devising and testing the tools in practice.

The next chapter of the thesis will discuss the research findings from the postal
questionnaires identifying the issues that require more in-depth investigation via semi-

structured interviews.
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CHAPTER FIVE
RESEARCH RESULTS

(POSTAL QUESTIONNAIRES)

“Discovery consists of seeing what everybody else has seen and thinking

what nobody has thought.”

Albert Szent- Gyérgyl
(1893-1989)

Hungarian born - US Biochemist
who discovered the role of Vitamin C
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5.0  Purpose

The purpose of this chapter is to identify and interpret the key findings arising from the
postal questionnaires. The postal questionnaires were intended to highlight broad areas

that need further and more detailed investigation.

Postal questionnaires were issued to the following:
. NHS Supplies Managers
. Trust Chief Executives in both England and Scotland

. Executives of companies who supply goods into the NHS.

5.1 ~ NHS Supplies Managers
5.1.1 Introduction

The NHS Supplies Manager questionnaire distribution was limited to Scotland due to
the non-co-operation of the NHS Supplies Authority in England. Of the 18
questionnaires issued to Scottish Supplies Managers, 14 were completed and returned.
However, it is accepted that this is an extremely small sample of the total Supplies
Manager population and the analyses of the responses can only give an indication of the
Supplies Managers’ views. The data, therefore, has to be interpreted with some caution
although it can be said to identify issues of interest which may be applicable to the
wider population. The issues flagged up will be further explored in the interview stage

of the primary data collection.

The Supplies Manager questionnaire covered a wide range of topics, however, only

responses covering the buyer-supplier and customer relationships will be considered.
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A general aspect worthy of note emanates from the question in which the Supplies
Managers were asked to indicate their strength of agreement with six statements
relating to the impact of the 1990 NHS reforms. Figure 5.1 illustrates the mean Likert
score for statements. The statement with the lowest bar denotes where the respondents’
strength of agreement is greatest so whilst all of the statements received a ‘positive’
mean score, ie. under 3, the highest is that the reforms have produced “a change in

culture within the NHS”.

Figure 5.1
Impact of 1990 NHS Reforms
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The statement with the greatest strength of agreement is that there is “increased
financial awareness of Supplies management” which may indicate that Supplies
Managers feel that the reforms have made them more cost conscious. It is interesting
that “improved Supplies Service performance against agreed targets” was ranked third
in terms of agreement, yet the lowest ranked statement was “increased reliability of the

supply chain”. So Supplies Managers who responded could be said to be suggesting
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that although performance against targets has improved, this has not necessarily made

their services more reliable.

5.1.2 Questions relating to NHS buyer-supplier relationships

The sections of the questionnaire that related to purchasing were designed to obtain
Supplies Managers’ broad views concerning buyer-supplier relationships and general
purchasing issues. Supplies Managers were firstly asked to consider three statements
and indicate if these were appropriate or inappropriate in respect of their overall
approach to purchasing. Figure 5.2 clearly shows that the Supplies Managers in
Scotland thought that co-operation with preferred suppliers was appropriate, although
no definition of what constitutes a preferred supplier was given in the questionnaire.

Figure 5.2

Co-operation with preferred suppliers

Inappropriate
11%

92.9%

Eight of the fourteen Supplies Managers thought it appropriate that a key criteria of
their purchasing policy should be the need to enhance the quality of purchased goods as
shown in Figure 5.3. However, somewhat surprisingly, six of the fourteen thought it

inappropriate.
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Figure 5.3
Quality Enhancement of Purchased Goods

Inappropriate
42.9%

Appropriate
57.1%

Interestingly, ten of the fourteen Supplies Managers thought ‘spot purchasing’ was an
appropriate key criterion to be included in their organisation’s purchasing policy, as
shown in Figure 5.4. One factor which may partly account for this is that Scottish
Supplies Managers appear to operate to a short term horizon and possibly use spot
purchasing to obtain “quick™ returns from the market place. Whilst spot purchasing

does have a role to play within purchasing, this has to be part of an overall strategy.

Figure 5.4
Use of Spot Purchasing

Inappropriate
28.6%

Appropriate
71.4%

Supplies Managers were also asked to rank the importance of six criteria in respect of
their purchasing policy. Figure 5.5 shows the mean scores of the Likert scales of each

of the statements. Again, the statement with the lowest bar denotes where the
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respondents’ strength of agreement is greatest. All six of the criteria were seen to be
important, with the highest ranked criterion being ‘the need to obtain a clear mandate
from internal customers’, possibly demonstrating that Scottish Supplies Managers are

beginning to recognise their role as one of service providers to customers.

Figure 5.5

Importance of Criteria to Purchasing Policy

~
L

~

Mean Score (Likert Scale)
t

Supplies Managers across the NHS have not traditionally held the responsibility for the
total range of products supplied to a hospital. The Scottish Supplies Managers were
asked to indicate whether or not they controlled the purchasing in the three areas of

pharmaceuticals, laboratories and building supplies.

Figure 5.6 shows that in the majority of cases, these high expenditure areas are outwith

the control of Scottish Supplies Managers.
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Figure 5.6
Items outside Scottish Supplies Managers’ Control

The use of information technology, particularly Electronic Data Interchange (EDI) was
also explored. Figure 5.7 shows that of the nine respondents, five used EDI and four

did not.

Figure 5.7
Use of EDI by Scottish Supplies Managers

Do not use EDI
44.4%

Use EDI
55.6%
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Of these nine respondents, only five stated that they use EDI as a ‘real’ means of
trading with supplying companies. Figure 5.8 shows that whilst these Supplies Services
used EDI for ordering and receipt of invoices, none had completed “the loop” and were

paying for goods electronically.

Figure 5.8
Extent of Use of EDI by Scottish Supplies Managers
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All fourteen Scottish Supplies Managers responded positively when asked for an
opinion as to their strength of agreement with six statements relating to the benefits of
using EDI. The mean score of responses to the Likert scales are shown in Figure 5.9.

Figure 5.9

Scottish Supplies Managers’ Benefits
associated with EDI

Mean Score (Likert Scale)
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The two highest ranked criteria are the perceived increase in the accuracy of trading and
the encouragement of a culture of partnership brought about by using EDI. However, it
appears that whilst the Supplies Managers see the potential of EDI, there is still a

reluctance to commit to using this in practice.

The findings from the small sample of Scottish Supplies Managers in relation to buyer-
supplier type issues can be summarised into positive and negative categories as shown

in Table 5.1

Table 5.1

Summary of the findings from Scottish Supplies Managers
questionnaire in respect of buyer-supplier relationships -

Positive Negative

e Supplies Managers are becoming more | ¢ EDI is not widely used in practice
financially aware and customer

orientated. e There is not widespread acceptance of
benefits of adopting partnership type
¢ The majority view co-operation with relationships

suppliers as appropriate.

e The majority recognise potential
benefits of using EDI

The positive aspects are that Scottish Supplies Managers seem to héve become more
financially aware and more customer orientated. The majority of those who responded
see co-operation with suppliers as an appropriate means of managing relationships and
recognise the benefits that using EDI presents. On the other hand, the more negative

aspects are that EDI appears to be under used in practice by Scottish Supplies Managers
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and also that there is not a widespread belief in the benefits of adopting partnership type

relationships with suppliers.

3.1.3 Questions relating to the delivery of customer care by NHS Supplies
' Services

The Scottish Supplies Managers were also asked questions relating to customer care.
The questions were designed to give some indication as to the level of importance the
Supplies Managers place on customer care, who they perceive their customers to be and

what are the types of performance indicators they use.

Eight of the fourteen respondents stated that they did have a customer care manager and
a discrete customer care team. This does not necessarily mean that the six who do not
are any less committed to the concept of customer care. The issue of customer care, the
level of resource commitment and the acceptance of the overall philosophy are aspects

that will be further discussed in the analysis of the interviews.

Using a Likert scale', Supplies Managers were asked to show the degree of importance
they attached to five staff groups as customers. Figure 5.10 shows the mean scores
which demonstrates that all of the staff groups are considered to be important with

Ward Sisters ranked as the most important.

! Likert scale used was as follows: 1 = very important; 2=important; 3=average importance; 4=not very important; S=not important
atall.
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Figure 5.10
Importance of Staff Groups as Customers of
Scottish Supplies Managers
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In respect of the use of performance measures, the Supplies Managers were asked to
state which of the seven indicators listed they used in practice on a monthly basis.
Stock turn ratios, customer services levels and the value of stock were the most popular

being used by twelve of the fourteen respondents, as shown in Figure 5.11.

Figure 5.11

Use of Performance Indicators by Scottish Supplies Managers
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In summary, the findings from the customer care questions are as follows:
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e marginally more Supplies Managers employ Customer Care Managers and have

discrete customer care teams than do not;
o Ward Sisters are considered to be the most important customer group;

* stock turn ratios, customer service levels and the value of stock are the most popular

performance measures used by Supplies Managers.

5.2 Trust Chief Executives
5.2.1 English Survey

The first survey of Trust Hospital Chief Executives concentrated on the Health Services
in England. Of the 134 questionnaires issued, 88 were completed and returned (57.5%).
As stated in the previous chapters, the survey was designed to determine the criteria
applied to assess the general performance of Supplies Services and specifically to elicit

perceptions of the current ‘in house’ supplies service.

The Trust Chief Executives were given eleven criteria to rank in terms of importance

using a Likert scale and Figure 5.12 shows the mean scores.

Figure 5.12

Trust Chief Executive criteria for assessing Supplies Service Performance
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The criterion ranked highest is the overall reduction in the cost of service with the
second most important criterion being the reliability of delivery schedules. The essence
of supply chain management could be argued to be captured by this outcome with the
balance between costs and customer service highlighted. The joint third criteria are also
cost and customer service orientated; cost in respect of ‘purchase price reductions’ and

a customer service criterion in ‘immediate response in emergency situations’.

The top four criteria are not surprising and reflect the importance of costs and
customers. The mean scores on other criteria are also interesting. A mean score of 2.57
for the “ability to keep the doctors satisfied” did not score as highly as would perhaps
have been expected. Does this demonstrate a changing attitude of management towards
doctors? Are the management now actually challenging the once sacred position of
doctors? Obviously there is only so much that can be inferred from this score, but it is

an issue that needs to be explored further in interviews.

Somewhat surprising also is that the production and circulation of performance
indicators (PIs) received a mean score of exactly 2.5, suggesting the customer base is
also indifferent to receiving performance indicators. As the literature suggests, in order
for customers to monitor the performance of a service, the use of PIs is crucial and,

therefore, a more positive result to reflect this may have been expected.

The Chief Executives were then asked for their strength of agreement as to whether
their current in-house supplies service provides a cost-effective and customer orientated

service. Figure 5.13 presents an inconclusive picture with the percentages split three
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ways, with nearly as many disagreeing with the statement as agreeing, and as having no
view.

Figure 5.13

The Current In-House Supplies Service Provides
a Cost Effective and Customer Orientated Service

Strongly Disagree Strongly Agree
5% 10%

i\ Agree
| 29%

Neither Agree nor

Disagree
34%

The Trust Chief Executives were asked to indicate their strength of agreement with the
statement that NHS Trusts should retain the right to decide from whom they obtain the
provision of a Supplies Service. Figure 5.14 shows unequivocally that the Trusts agree
with this statement. At the time the NHS Supplies Authority was established in
England, this choice was not available and may partly explain the i<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>