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Chapter learning objectives:  
 
Lead Component Indicative syllabus content 

B.1 Evaluate the 
influence of key 
external factors on an 
organisation’s strategy. 

(d) Recommend how 
to build and manage 
strategic relationships 
with stakeholders 
(including suppliers, 
customers, owners, 
government and the 
wider society). 

• Stakeholder management (stakeholders to 
include internal stakeholders, government 
and regulatory agencies, non-
governmental organisations and civil 
society, industry associations, customers 
and suppliers). 

• Building strategic alliances with 
stakeholders. 

• The customer portfolio: customer analysis 
and behaviour, including the marketing 
audit and customer profitability analysis as 
well as customer retention, relationship 
management and loyalty. 

• Strategic supply chain management. 

• Implications of interactions with the 
external environment for Chartered 
Management Accountants. 



 
E3 - Strategic Management CH11 – Customers, suppliers  

and supply chain management 
 

  Page 2 

1. Supply Chain Management 
• A supply chain consists all activities starting from the acquisition of raw material up to 

the eventual consumption of the product or service by the consumer. 

• Nodes in the supply chain: supplier → manufacturer → wholesaler → retailer → 
consumer. 

• Supply chain management ensures efficient functioning of the supply chain. 

• Upstream supply chain management includes the management of all the activities 
involved in obtaining raw materials, i.e. procurement and logistics. 

• Downstream supply chain management includes management of all activities involved 
in supplying the final products or services to the consumers. 

Push and pull supply chain models 
Push supply chain model:  

• A traditional model that focuses on product development. 

• More power rests with the manufacturers, distributors and marketers. 

• The manufacturers focus on developing products and push the product out to 
distributors and customers. 

Pull supply chain model:  

• A new business model that is more customer-focused. 

• In this model, the customer directs the supplier on the type of products that they want, 
so more power rests with the customer. 

• Demand stimulates production and delivery. No orders are raised nor production 
started until there is demand from the customer. 

• An electronic supply chain enhances this pull model. In this, electronic connections 
(EDI) are used by the customers to pull products out of the system and give suppliers 
directions about the product. 

2. Supplier Relationship Management 

Supplier strategy 
When managing relations with suppliers, the following factors need to be considered: 

• Sources – location and size of the supplier. 

• Number of suppliers – a single supplier will be beneficial for obtaining bulk discounts, 
whereas, with multiple suppliers, the risk of delivery failures can be reduced. 
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• Cost, quality and speed of delivery – all of these factors will be taken into account 
when selecting or deciding to change suppliers. 

• Make or buy and outsourcing – the decision whether to produce the supplies in-
house or to buy them will depend upon the resources and competencies that the firm 
possesses. 

Antagonism or partnership 
• Antagonism: in the past, the supply chain was more antagonistic in nature, where 

organisations placed little trust on suppliers. They would constantly change suppliers, 
seeking out new ones via tendering, placing heavy penalty clauses within the 
contracts, and withholding information from them to prevent them from gaining more 
power. 

• Partnering with suppliers: collaboration with suppliers is beneficial for both parties. 
This could lead to new innovative ideas and products, better solutions to problems, 
and improved materials, deliveries and relationships, eventually resulting in greater 
value being provided to customers. 

• In order for partnerships to work, detailed service level agreements (SLAs) should be 
established between the organisation and the supplier. 

3. E-procurement 
Procurement:    the complete process of acquiring goods and services from suppliers. 

E-procurement: procurement via electronic means such as the internet and other 
networking systems. 

 

Benefits of e-procurement Risks related to e-procurement 

• Reduced inventory levels. 

• Reduction in costs such as labour costs, 
ordering costs and inventory holding costs. 

• Better monitoring of demands leading to 
fewer stock-outs. 

• Wider choice of suppliers. 

• Enhanced financial transparency and 
accountability. 

• Quicker ordering, making it more feasible 
to operate a JIT system. 

• Beneficial for the supplier as there will be 
less paperwork, reduced costs and 
improved cash flows. 

• Technology-related risks – functional risks, 
data security risks, etc. 

• Organisational risks – issues with 
acceptance and adaptation to the new 
methods. 

• Lack of control over authorised purchases. 

• Cost savings difficult to estimate – certain 
benefits may be difficult to forecast. 
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The three stages of e-procurement: 

• E-sourcing: searching new suppliers globally via electronic means and establishing 
contracts. 

• E-purchasing: selecting and placing orders via the internet. 

• E-payment: electronic invoicing and transfer of payments. 

4. Marketing and customers 

The 4Ps in marketing 
• product 

• price 

• place 

• promotion 

The concept, however, has been expanded to 7Ps. 
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Relationship marketing 
Customer relationship management involves building and maintaining relationships with 
customers by using strategies and technologies to analyse and organise interactions with 
customers.  

Transaction marketing  Relationship marketing 

Focus on enhancing product features Realises the importance of customer benefits 

Focus on a single sale Focus on maintaining customer relations 

Regular customer communication not a 
preference 

Continuous customer communication a 
preference 

Product quality is of major importance Quality service is a major concern 

Customer retention is not the focus Customer loyalty is important 

Payne’s six markets model 
Payne believes that there are relations other than that with customers that should also be 
managed and are just as important. 

 
• Customer markets: the traditional markets that consist of the eventual buyer. 

Managing customer relations, however, also depends on good relations with other 
markets. 

• Referral markets: made up of those institutions and people who introduce new 
customers to the organisation, e.g., existing customers or banks. Having strong 
relationships with these markets is likely to bring in new customers. 

Customer 
markets

Referral 
markets

Supplier 
markets

Recruitment 
markets

Influence 
markets

Internal 
markets
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• Supplier markets: collaborations with suppliers could possibly create better value for 
the customers. 

• Recruitment markets: include recruitment agencies, career advisors and professional 
bodies that will provide potential staff to the organisation. Connections within these 
markets will give wide access to human resources, and high-calibre staff are crucial for 
providing a high-quality service. 

• Influence markets: some individuals and companies can influence the decisions of 
current and potential purchasers, and a company should remain in close contact with 
them. 

• Internal markets: the internal departments of the company. A healthy relationship 
must be maintained between them to keep the business running smoothly. 

Customer account profitability (CAP) 
Customer account profitability (CAP) is an analysis of the company’s customers to 
determine which are profitable so that the company can focus its resources on retaining 
them. 

Stages of CAP: 

1. Dividing the customer base into segments. 

2. Determining the annual revenues generated by each segment. 

3. Determining the annual costs for each segment. 

4. Calculating the profitability per customer segment as the difference between the 
revenues and costs. 

5. Focusing on the most profitable customer segments. 

 

Advantages of CAP Disadvantages of CAP 

Identifies profitable customers who are worth 
spending on. 

Obtaining reliable figures for revenues and 
costs and assigning them appropriately to the 
customer groups is practically quite difficult 
and can result in incorrect calculations. 

Analyses differences between the profitability 
of different customer groups. These 
differences arise due to the costs of servicing 
customers. 

This profitability analysis is mostly based on 
a single product. However, in reality, 
customers may be purchasing a range of 
different products from the company. 

Shifts the resources of the company from non-
profitable to profitable customers. 

CAP ignores the lifecycle value of the 
customer and focuses on current revenues 
and costs. A customer, if not at present, 
could possibly be profitable in the future. Helps estimate the financial value of marketing 

and expenditure on product development.  
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5. Customer lifecycle value (CLV) 
Customer lifecycle value is the value that each customer represents for the company. 

Customer lifecycle value is determined as the present value of the future cash flows 
expected to be derived from the customer during their lifetime. 

The assumptions and inputs generally used when calculating CLV include: 

• Churn rate: the percentage of customers that stop purchasing the company’s 
products or services within a given period. 

• Discount rate: the cost of capital used to discount future cash flows from a customer. 

• Retention cost: all the costs that a company incurs to retain a customer, e.g. 
customer support, special offers. 

• Time period: the unit of time that is used for the analysis of the customer relationship. 

• Periodic revenue: the inflow of revenue from a customer during a period. 

• Profit margin: this could be as a percentage of gross profit or net profit. 

Marketing audit 
A marketing audit is an analysis of the products of the organisation, the market that it 
operates in and its relationships with its customers to get an understanding of the major 
problem areas and opportunities and recommend strategies and processes to improve 
marketing. 

The stages of a marketing audit are: 

• Determine the market characteristics: this would include determining which 
products the company wishes to market and the market characteristics. Market 
characteristics would include market size, growth rate, etc. 

• Identify and exploit performance differentials: here the company attempts to 
search out areas of the market that have not yet been exploited and could give the 
business a competitive edge. 

• Analyse the competitor: this involves identifying the major competitors and their 
products, services and marketing strategy. 

• Setting out strategic structures: in this step, the company will set out its marketing 
objectives and strategies, assign staff and organise the marketing effort. 
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7. Downstream Supply Chain Management 

E-business  
E-business means doing business using electronic resources. 

Benefits of e-business to an organisation: 

• Disintermediation - removal of intermediaries from the supply chain so that products 
can be sold directly to the customer 

• Continuous updates on products, prices, etc. 

• Fast, easy, two-way communication 

• Customer preferences can be tracked more easily and acted upon 

• 24-hour marketing, as products can be advertised 24/7 via the internet 

Intranet: a private network established within an organisation to enable employees to 
communicate using mail and web publishing. 

Extranet: an extension of the intranet beyond the company for the use of its customers, 
suppliers and partners. 

The advantages of an extranet include secure sharing of information, cost reduction, and 
improved customer service. 

8. Customer analysis, acquisition, retention and extension 

CUSTOMER ANALYSIS AND BEHAVIOUR 
• Analysing customer behaviour will involve determining the factors that are likely to 

attract customers towards the organisation’s products. These factors will help 
determine the organisation’s marketing strategy. 

• A distinction should be made between consumer markets and industrial markets when 
analysing customer behaviour. 
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Consumer markets 

 
Other factors affecting customer behaviour: 

- Cognitive dissonance: this occurs when a customer has conflicting beliefs and 
attitudes and is the uncertainty that the purchaser feels after making a purchase. 
Therefore, the organisation should develop a strategy to overcome dissonant 
attitudes by, for example, providing after-sales services. 

- Product image: customers will most often choose products that are compatible 
with their beliefs and personality. 

- Social and environmental influence: people are mostly predisposed to making 
purchases based on their familial, cultural and environmental norms and values. 

• Organisations should consider these factors and Maslow’s hierarchy in developing 
their marketing strategy. 

• For the purposes of customer analysis, consumers can be divided into segments 
based on psychological characteristics, demographic characteristics, geographic 
characteristics or purchasing characteristics, or based on the expectations that they 
have from a product. 
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Industrial markets 
Factors that could influence the behaviour of industrial customers: 

- Organisational needs: an industrial buyer will purchase to satisfy industrial goals 
and needs such as the need to maintain sufficient stock. 

- Individual or group behaviour: a purchase may be made by an individual or a 
group on behalf of the organisation. The purchases will reflect the behaviour of the 
individual or the group. 

- Organisation’s policies and procedures: an organisation’s policies and 
procedures will affect purchasing decisions. 

- Reciprocal buying: there may be a contract between two companies to purchase 
each other’s products or services. 

- Size of purchase: industrial buyers will generally buy in larger quantities than an 
individual consumer. 

- Consumer demands: industrial purchases are mostly dependant on consumer 
demands for the organisation’s product. 

Industrial customers can be divided into segments based on geographic characteristics, 
purchasing characteristics, the benefits derived from the item, company type and company 
size. 

Customer acquisition 
• New customers can be acquired via traditional offline methods such as advertising, 

sponsorship, etc. or via online methods. 

• The internet provides a range of techniques to acquire customers, which include 
search engine marketing, pay per click advertising, online partnership, developing 
interactive adverts, viral marketing, and opt-in email. 

Customer retention 
• In order to retain customers, businesses need to understand the elements that satisfy 

customers. 

• Zeithaml, Parasurman and Berry developed an approach by which service providers 
can gauge their performance. The five areas to look at include: 

- Tangibles: the outward appearance, for example, equipment, staff and physical 
facilities 

- Reliability: how dependable the service is with respect to quality, timeliness and 
accuracy 

- Responsiveness: how well and quickly responses are received 

- Assurance: how problems are resolved, whether the staff are able to satisfy the 
customers 
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- Empathy: how well the staff/business understands the customer on a personal 
level and is able to meet their personal needs 

• E-methods by which a business can retain customers include creating online 
communities, asking customers to opt in for emails, extranets and personalised web 
pages. 

Customer extension 
• Customer extension aims to introduce other products offered by the organisation to 

expand the lifetime value of a customer. 

• This can be done by re-selling products that are similar to past sales, cross-selling 
related products or up-selling expensive products, as well as by reactivating customers 
who have not purchased anything in a long time. 

• Propensity modelling: used to assess the behaviour of the customer so that 
appropriate recommendations for further purchases can be made to them. 

9. Brand strategy 
Characteristics of a brand: 

• Name 

• Logo 

• Colour scheme 

• Associations – characteristics, value, etc. that customers associate with the brand 

Branding strategies by Kotler 

Kotler identifies the following branding strategies: 

• Line extensions: adding variations of the product under the same brand. 

• Brand extensions: adding a new product category under the same brand name. 

• Multi-brands: having several different brands for the same product category. 

• New brands: creating a fresh, new brand. 

• Co-brands: combining two brands in an offer. 
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10. Chapter summary 

 


