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Abstract

The purpose of this study is to examine the significance of purchasing strategies and effective negotiation,
collaborative relationship and interaction, effective cost management, and supply base management
towards manufacturing performance. Applying the strategic-choice theory and the resource-based view of
firms to the purchasing strategies, in this study a research model is developed to demonstrate the premise
that implementing proper purchasing practices to support and execute the manufacturing industry will
enhance the performance. The study utilizes survey data from respondents in the purchasing functions of
manufacturing firms in Malaysia. The results are based on regression analysis and execution modeling by
using SPSS software. The study finds that purchasing strategies, namely, effective negotiation and
effective cost management have a positive relationship with manufacturing performance. Manufacturing
firms should focus on purchasing strategies, effective negotiation, supplier collaborative relationship and
interaction; effective cost management, and supply base management as navigators for their excellent
performance in the current volatile market conditions. The paper theoretically develops logic for and
empirically shows that all of the purchasing strategies are appropriate practices for mediating the impact
on manufacturing performance. Considered at a higher-level abstraction, these relationships indicate a
contribution to the theory that explains how purchasing strategy can result in manufacturing performance,

through the concurrent deployment of appropriately matched purchasing practices.
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1. Introduction

Purchasing strategy is the most crucial part of any business organization. A hole in the purchasing
strategy will affect the whole manufacturing performance (Tarigan & Siagian, 2021). The causes of
purchasing function activities to fail are due to the lack of understanding or knowledge of the nature of
demand and not having a good relationship with suppliers (Greer et al., 2020; Sundram, Bahrin, et al.,
2018). Purchasing functions tend not to have a good relationship with suppliers. This can cause a failure
to have effective negotiation about the cost of material and quality of the product (Paesbrugghe et al.,
2017). Besides, it can cause late delivery supply the material to the firm (Ali et al., 2020; Sundram,
Atikah, et al., 2016). Manufacturing needs a large amount of material to produce products (Sivan et al.,
2022). Purchasing function needs to purchase a large number of materials that meet manufacturing
requirements. The process of purchasing might take time due to finding the right supplier and negotiating
the price of the product (Paesbrugghe et al., 2017). This will affect the interruption of production in
manufacturing. In this current economic turmoil in the country, it is essential to make every Ringgit and
time count (Sundram et al., 2017b). Any sort of waste, either an internal or external occurrence they are a
large number of expenses of time and money (Atikah & Sundram, 2014; Sudusinghe & Seuring, 2022). It
can be improved through more efficient purchasing strategies. Thus, the experts in the industry need to
have a thorough review in solving these issues by adhering to the supply chain activities and strategy so

that they can achieve purchasing strategy on manufacturing performance.

2. Literature Review

The research framework in Figure 1 depicts the relationship between particular purchasing
strategies and manufacturing performance. We next describe the rationale for the research hypotheses.

Figure 1 provides a summary of the relationship between H1, H2, H3 and H4 as described below:

Effective Negotiation (NG)

HI

Collaborative Relationship

& Interaction (RI) H2
Manufacturing Performance
H3 (MP)
Effective Cost Management

(CM)
H4

Supply Base Management
(SBM)

Figure 1. Theoretical Framework
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2.1. Relationship between NG and MP

Cooperative negotiation can build up win-win formula whereby both purchaser and supplier are
satisfied with the outcome of the negotiation process and believe their interest in the negotiation process
is well protected (Janda & Seshadri, 2001). Cooperative negotiation attempts to achieve goals through
tactics such as creating an atmosphere of aggressive price competition, imposing time pressure, lack of
flexibility, and threatening process as a zero-sum win-lose game (Karrass, 1974; Zachariassen, 2008).
Have a good relationship with a supplier for the supplier to provide a better quality of incoming items and
provide timely deliveries (Akmal et al., 2016). It could lead to reduced hidden costs for the buyer in the
long run.

H1: There is a relationship between effective negotiations toward manufacturing performance.

2.2. Relationship between RI and MP

Long-run collaborative relationships with key suppliers contribute to the firm’s financial
performance (Carr & Pearson, 1999; Sundram, Rajagopal, et al., 2018). Good relationships and
interaction with suppliers are key elements of a good purchasing strategy (Syakirah et al., 2020;
Thrulogachantar & Zailani, 2011). According to Janda and Seshadri (2001) and Sundram et al. (2020),
supplier integration is important to provide information and technical assistance that can increase product
quality and be involved in competitiveness. A good quality relationship supplier can be an effective
outcome where both parties can have good supplier relations and suppliers willing to make adjustments
for the buyer.

H2: There is a relationship between collaborative relationships and interactions towards

manufacturing performance.

2.3. Relationship between CM and MP

Total cost ownership is a purchasing tool and philosophy that aimed to understand the relevant
cost of buying a particular good or service from a particular supplier (Bakar et al., 2016; Ellram & Siferd,
1998). Total cost ownership is an important tool to support strategic cost management. It is a complex
approach where firm have to asses and measures the cost which is relevant and significant (Selvaraju et
al., 2017). According to Newman and McKeller (1995) and Mkumbo et al. (2019), target costing is also
one of the purchasing techniques to support alliance relationships. It is focused on purchasing firms
developing and producing only those items it can sell at a reasonable profit.

H3: There is a relationship between effective cost management towards manufacturing

performance.

2.4. Relationship between SBM and MP

Supplier selection based on quality, pricing, delivery, and performance of the product has a
significant relationship with four elements of customer satisfaction (product quality, product variety,
delivery service, and competitive pricing) and firm performance (Sundram et al., 2017a; Tracey & Leng

Tan, 2001).
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H4: There is a relationship between supply base management towards manufacturing performance.
3. Research Methods

It is important to follow the format given to develop an effective questionnaire since its quality is
so crucial to the success of the research (Sundram et al., 2013). Fieldwork was conducted to collect data
on the influence of purchasing strategies on manufacturing performance. For the questionnaire, this study
will be using the type of question that can measure the influence of purchasing strategies on
manufacturing performance (Bhatti & Sundram, 2015). The items describe the main content of the
definition of the constructs. All items were measured on Likert-type scales with response options ranging
from 1 (strongly disagree) to 5 (strongly agree).

The pilot study was conducted by distributing sample questionnaires to 30 selected respondents to
pre-assess the validity of all constructs by asking different areas of manufacturing to act as a judge and
sort the items as well as their understanding of the questionnaire given (Sundram et al., 2013). All items
are being assessed except for the items in the demographic profile. The results were then analyzed by
using the SPSS on the reliability analysis test. All item's scores represent an excellent level of the
agreement since several it is considered that scores greater than 0.5 are said to be acceptable (Bhatti et al.,
2012).

Probability sampling can be either unrestricted (Simple random sampling) or restricted (complex
probability sampling) in nature (Sundram & Chandran, 2010). In this study, proportionate stratified
sampling will be adopted. This means that the members represented in the sample from each stratum will
be proportionate to the total number of elements in the representative strata (Sundram et al., 2012).

The questionnaires were distributed to the respondents through self-administered questionnaires,
the e-mail. The benefit of this method includes cheaper distribution and processing fees, faster turnaround
time, more flexibility, and less paper chasing (Sundram, Chandran, et al., 2016). From a total of 250
manufacturing, 100 completed the survey in two rounds, representing a response rate of 45 percent. To
ensure the completion of the survey, phone calls and e-mail reminders were sent exactly a week after the
first attempt to contact them. A token of appreciation was also arranged in a form of a prize worth RM20

to encourage participation in the survey.
4. Data Analysis and Findings

4.1. Respondents’ Profile

Table 1 to Table 7 provides a profile of the respondents in the survey. Table 1 shows that most of
the respondents were from consumer products. Table 2 shows that most of the respondents have 100-200
numbers of employees. Tables 3 and 4 provide the profile of the organization surveyed. Table 4 shows
that the majority of the manufacturing industry is in the top 7 in the market of the reputation of the
product. Tables 5 and 6 provide the profile of organization resources. Table 5 shows 25-50 of the
suppliers used in the manufacturing industry. Table 6 shows that 20-40 of percentage purchases from

outside Malaysia in the manufacturing industry.
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Table 1. Area of Manufacturing of Respondents

Categories Frequency Percentage
Electrical and electronic products 26 35.14
Consumer products 29 40.85
Area of manufacturing Chemical/gases products 16 19.05
Metal products 11 12.36
others 18 21.20
Table 2. Number of Employees Respondents Firm
Categories Frequency Percentage
Less than 100 19 23.46
100-200 37 58.73
Number of employees
501-1000 32 47.05
More than 1000 12 13.64
Table 3. Years of Establishment Respondents Firm
Categories Frequency Percentage
Less than or equal to 5 21 26.60
Years of establishment 6-10 36 2625
11-15 25 33.33
More than 15 18 21.95
Table 4. Market of Reputation of Product Respondents Firm
Categories Frequency Percentage
The market leader 10 11.11
Intop 3 12 13.64
The market of the In top 7 21 26.58
reputation of the product  In top 10 17 20.50
In top 20 19 23.46
None of these 21 26.58
Table S. Numbers of Suppliers Respondents Firm
Categories Frequency Percentage
Less than 25 16 19.05
25-50 28 38.88
Numbers of suppliers 51-75 24 31.58
76-100 15 17.65
More than 100 16 19.05
Table 6. Percentage Purchase from Outside Malaysia Respondents Firm
Categories Frequency Percentage
Less than 20 18 21.95
Percentage purchases 2040 27 3698
u
from outfidz Malaysia 41-60 21 26.58
61-80 16 19.05
81-100 18 21.95
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4.2. Descriptive Analysis and Reliability Analysis

The process of analysis begins after all data and information had been gathered through the data
collection method (Bhatti et al., 2012). The first step in testing the hypothesis is to run the direct effect of
effective negotiation, collaborative relationship and interaction, effective cost management and supply
base management. Table 8 presents the mean values, standard deviations and the number of items for
each variable. For the independent variables, supply base management yielded the highest mean (4.5367),
followed by collaborative relationship and interaction (4.4540), effective negotiation (4.4500) and
effective cost management (4.1986). Table 7 also shows Cronbach’s alpha values for the independent and
dependent variables in this research. The result indicates that Cronbach’s alpha value range from 0.621 to
0.885. the value for Cronbach’s alpha of 0.6 or higher is considered acceptable. Thus, the data on these

variables are reliable and consistent with research standards.

Table 7. Mean and Reliability of Variable

Number of Cronbach

1D Variable Name Mean (n=100) SD items Alpha
MP Manufacturing performance 44.1875 0.51753 6 0.721
NG Effective negotiation 4.4500 0.33459 4 0.638
RI CollaboraFive rela?tionship and 4.4540 0.49190 5 0.621
interaction
CM Effective cost management 4.1986 0.41815 4 0.885
SBM Supply base management 4.5367 0.51753 5 0.708
Table 8. Pearson Correlation Coefficient Analysis
Variables NG RI CM SBM MP
NG 1 0.501** 0.906**
RI 1 0.982**
CM 0.501** 1 0.627**
SBM 0.982%* 1
MP 0.906** 0.627** 1
** Significant at 0.05

Table 8 reveals the correlation matrix of the conceptual variables. A two-tail test at a 0.05
significance level indicates that there are positive relationships between a dependent variable and the

independent variables.

4.3. Regression Analysis

From Table 9, R=0.928 and R2-value=0.862. This means that 86.2 percent of the variation in Y
can be explained by all 4 predictors (or accounted for by) the variation in X. It is shown that the
maximum Mahalanobis Distance value is 11.445. Thus, there will be data that is removed. Cook’s
Distance is in a good condition when the data is < 1.00. It is shown that the data is 0.100. Thus, the data is
valid.

The results in Table 9 and figure 2 show the details of the estimated coefficients, where b

(constant) is 0.19, bNG is 0.786, bRI is 0.155, bCM is 0.235 and bSBM is 0.161. The result shows that all
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two variables are significant at a 0.05 significance level (0.05). This indicates that there is a linear
relationship between the dependent variable (manufacturing performance) and the predictor variables

(effective negotiation and effective cost management).

Table 9. Multiple Regression Analysis (R and R2)

Model R R Adjusted R Std. Error of Durbin- Mahal Cook’s
Square Square the Estimate Watson distance Distance
1 .928° .862 .856 .12696 1.273 11.445 0.100

a. Predictors: (Constant), SBM, CM, NG, RI
b. Dependent Variable: MP

Effective Negotiation (NG)

Collaborative Relationship

& Interaction (RI) —0
Manufacturing Performance

(MP)

Effective Cost Management
(CM)

Supply Base Management
(SBM)

Figure 2. Path Model with Beta Coefficient and Significant Levels

As shown in Figure 2 this paper makes several significant and discussions of the study. Firstly, the
results show the relationship between effective negotiations, collaborative relationship and interaction,
effective cost management and supply base management towards manufacturing performance.
Considered at a higher level of abstraction, these relationships indicate a contribution to the theory that
explains how purchasing strategies can get manufacturing performance through their concurrent
deployment in the industry.

Secondly, the result shows that effective negotiation contributes significantly to building
manufacturing performance, as indicated by the significance of hypothesis H2. The result shows a
positive relationship toward manufacturing performance which implies a greater extent of purchasing
strategies. Effective negotiation requires the firm to negotiate with the supplier to have the lowest price in
the manufacturing industry. Negotiation is needed to have a deal with the supplier about certain items
between supplier and buyer.

Third, the result for hypothesis H3 indicates that effective cost management directly affects its
relationship with manufacturing performance. It is shown that effective cost management is indicated by

the significance of hypothesis H3. Having the concurrent presence of an effective cost management
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strategy will enhance the relationships, in that it creates a pathway to manufacturing performance.
Additionally, effective cost management adds a new level of flexibility to lead to better way cost

reduction and understanding the supplier skills and ways to communicate with.

5. Discussion and Conclusion

While past research examines different influence purchasing strategies and their impact on
manufacturing performance, it does not provide theoretical or empirical guidance on how purchasing
strategies can be used effectively and boost their impact on manufacturing performance. This paper shows
the impact of four purchasing strategies effective negotiation, collaborative relationship and interaction,
effective cost management and supply base management with manufacturing performance.

From a manager’s perspective, this study demonstrates the influence of purchasing strategies on
manufacturing performance. Firms that manage to achieve this relationship benefit greatly by improving
their operations, cost reductions, waste reduction, and delivery time, quality of products and gain
sustainable competitive advantages. This study also demonstrates the relationship between buyer and
supplier in dealing with each other. It is a must for managers to develop relationships amongst suppliers
and downstream retailers and take them into their confidence before arriving at their purchasing strategy.
This research has important for purchasing managers, especially those who have an interest in building
deep supplier relationships. Aside from the objective to improve cost reduction, waste elimination and
quality of the product through effective cost management, managers should also look into partnership
relationships among selected suppliers. Positive partnerships will leverage collaboration and provide
resources that are even more difficult to imitate by other competitors.

The paper has several limitations that suggest caution in interpreting its findings as well as
directions for future research. First, this study is done at the firm level with one person from each
organization responding to the survey. A single respondent was asked questions about purchasing issues
dealing with strategies. Therefore, future research may benefit from having multiple respondents from
each organization participate in a similar study. Future research could consider other contingent factors
such as demand uncertainty or type of industry. In industries where demand is relatively stable or
predictable or in industries that have short product life cycles, other gainful combinations of purchasing
strategies may prevail. Research investigating such patterns would yield insights about broad industry-
specific templates of how purchasing strategies can be gainfully aligned. Similarly, service industries,
given their high degree of labor content and customer contact might see different findings concerning
purchasing strategies. Finally, future research could examine the fit between purchasing strategy and
manufacturing performance such investigation would provide insights about possible generalization and

extension of the results.
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