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ABSTRACT: Over the last years many countries have turned into real service economies. As a
result the strategic importance of purchasing services has increased. This article aims to present
the complexity of the process of buying services. The article begins with findings from the literature
review regarding the increasing importance of services in the contemporary knowledge based
economy. Next, we present the specific characteristics of services which make more difficult the
process of buying services. Furthermore, the paper presents the findings from three case studies.
At the end of the paper we present the conclusions and the recommandations for managers about
how they can improve the purchasing management of services.
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Introduction

Over the last decades, many countries have turned into real service economies. This shift has
affected the structure of the companies and they have been forced to focus more on core activities
and to outsource their non-core activities. As a result, the strategic importance of purchasing has
increased and professional purchasing of business services has become a crucial factor in gaining a
sustainable competitive position.

This paper aims to demonstrate the strategic importance of purchasing management of
services into the contemporary knowledge based economy. The paper starts with outlining the
importance of buying business services. Next, we present the specific issues of the purchasing
process of services compared with the purchasing process of goods based on a literature review.
Furthermore, we pointed out how can these specific particularities of business services influence the
phases of the purchasing process. The paper presents the empirical results from three focused
interviews done in three different organization from Maramures county. At the end of the article we
present the conclusions and we elaborate some recommendations for managers regarding the
improvement of the purchasing process of business services.

The importance of buying business services

We are now at the beginning of a new era, the industrial society has become a service
society and is on the way to become an information and knowledge society. We can observe that
services are bought and consumed more than ever, as a consequence of the present developments
(see figure no.1).
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Today is an important day and you want to make sure that you wake up on time. Therefore, you
have arranged with an operator for a wake up call. After you wake up you pick up the newspaper
from your mailbox and you take the breakfast. You read in the newspaper an interesting
information about the Stock Exchange and turn on the TV for teletext and morning news.

You take the subway to go to the office because your car is at the garage for repairs and you will
need to pick it up later. When you arrive at the office, you read your emails, listen to the messages
on your voicemail and check your agenda. At 110’clock you have an important meeting with an
consultant. When he arrives you go in the cafeteria to start the discussion with a cup of coffee. The
next meeting is during lunch with a project group. The discussions take places in the company’s
own restaurant.

You receive the books you ordered from the Internet then you make an important phone call and
make a memo on the company’s strategy. In the afternoon you arrange a ticket to Paris with a
travel agency.

You leave the office a little bit earlier because your daughter has an appointment and you have
agreed to babysit your granddaughter. In order to arrive on time you take a taxi and pick up your car
from the garage. On the way, you buy a toy and some chocolate to please your granddaughter. For
the dinner you order two pizza from a delivery service. When your granddaughter has gone to bed,
you use your daughter’s computer to do some electronic banking. Late in the evening you drive
home, see a movie and go to bed.

Figure no. 1. - A day in the modern service society
Source: Adapted after Axelsson and Wynstra, 2002

This is how it looks like a day for many people in the contemporary society. We don’t
realize how many services we consume in one day and we don’t pay too much attention to the way
we purchase these services.

Services begin to play an important role in the social and economical progress of the
knowledge based economies. Also in the literature, researchers have noted the important role of the
services sector at the economical progress (Gronrros, 1990, Axelsson and Wynstra, 2002).

The importance of the services sector is indicated by the statistics data which indicate that
between 60% and 81% of the active population is working in this sector (see table no. 1). This table
provides accurate data about the increasing importance of services in OECD countries. It is obvious
the fact that in the developed countries from the European Union around 76,2% from the active
population works in the services sector. In the same time, we can notice that there are big
differences between some countries: for example between Germany (69,9%) and Netherlands
(81,2%).

Tableno 1
Occupancy of the active population in services sector as
a percentage of total active population
Country 1997 2007 2010 Change(1997 — 2010)

France 69,9 73,3 75 51
Germany 60,2 67,9 69,9 9,7
Japan 61,6 68,4 70,6 9
Netherlands 74,1 74,7 81,2 71
Sweden 71,3 76 77,1 5,8
United Kingdom 71,3 76,1 78,9 7,6
United States 73,4 78,7 81,2 7,8

Source: OECD, 2011
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We can also notice that in the period 1997-2010, in all the countries the percentage that
indicates the occupancy of the active population in services sector increased with at least five
percentages. The largest increase was recorded by Germany (9,7%) and Japan (9%).

The researchers consider that the statistics don’t reflect the true magnitude and dynamic of
the services sector. The statistics don’t include so called hidden services, such as: finance,
accounting, legal services and also the complementary services related to installation, bringing
optimal operating capacity, staff training, repairs, etc.

There are several factors behind the development of the services sector but the approaches in
the literature are different. Somesan (1997) considers that the strong grow of the service economy is
generated by the following factors:
new technologies of production emerged
higher complexity of the products
the strategic importance of the IT technologies
stiffer international competition.

Baker (1997) has another approach and he considers that there are three important factors
that are responsible for the growth of the services sector:

¢ the technological impact — new technologies have determined the development of services.
The volume and the quality of the available services is also increasing and determines an
increased demand for services.

e clients specialization — society becomes richer and so important parts of the income is
available for the satisfaction of special desires and recreational activities: holidays, dinners
at the restaurants, hobbies). This is substantially enhancing the demand for certain services.

e increased competition and new regulations — changing conditions for penetration and
maintenance on certain markets and the need to increase competitiveness creates new
opportunities for services companies (for example: financial sector, real estate agents).

We consider that besides the factors found in the literature review there is one which has
greatly contributed at the growing importance of services sector, namely specialization. Nowadays,
organizations are in a continuous process of specialization. Services such as security, cleaning and
so on were produced within the organizations and now all these services are purchased from outside
from the specialized companies that provide them.

Special issues of the purchasing process of business services

Many definitions of services can be found in the literature. We choose to focus our attention
on the following definition: “a service is a process consisting of a series of more or less intangible
activities that normally, but not necessarily always, take place in interactions between customer and
service employees and/or physical resources or goods and/or systems of the service provider, which
are provided as solutions to customer problem.” (Gronroos, 2000: 46)

Organizations have to buy many business services every day. We mention further some of
these business services: accounting services, catering services, cleaning services, insurance services,
banking services, advertising services, transport services, training services, logistics services, legal
services, etc.

Axelsson and Wynstra (2002) classified business services into the following categories:

¢ information and communication technology services (all services regarding ICT issues such
as hardware implementation, maintenance, telecommunication services);

o financial services (banking, finance, salary administration, insurance);

o facility services (cleaning, catering, security);

e business organization services (management consultancy, environmental consultancy, risk
management, accounting and auditing, legal services);
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e transportation and distribution services (warehousing, value added logistics, transportation
services);
o research and development technical services (technical maintenance, repairs and assistance,
development and engineering).
Purchasing business services has become an important activity also for romanian companies.
The amount of money involved in buying business services is raising. Business services present a
number of characteristics which makes their purchasing process more difficult. We will focus our
attention on the most important characteristics:
1. intangibility
2. impossibility of storage
3. heterogeneity
4. inseparability of production and consumption

Intangibility

Intangibility is considered to be the fundamental characteristic of business services. This is
also a major factor in differentiating services from material goods. This characteristic has two
important aspects:

o the physical inability to touch the service
o mental difficulty to imagine the service

Unlike the goods, services cannot be seen, felt, heard and smelled before they are bought.
For example, the client of a legal service is not able to know beforehand the results produced by
using the legal service that has been bought.

Some buyers of services have the impression that they are exposed to some risks, they are
not sure about their choice, they would like some evidence about the quality of services but they
cannot obtain them because of the services intangibility. They try to draw conclusions from what it
can be seen, from the visible parts of services such as: the place of the service, the employee and
their behavior, the price, etc.

The intangibility makes difficult not only the comparison, but also the possibility to have a
clear picture about the service. The purchasing decision has to be taken in unknown conditions and
becomes stressful for the buyer. It is very important in this case the clear definition of advantages
that the buyer will gain by buying the service.

Impossibility of storage

Unlike the goods, services cannot be stored and inventoried. Therefore, in the services
industry, services cannot be stored in order to be used in the high demand periods. Because of their
perish ability, services has to be purchased just in time to be consumed. The process of purchasing
business services has to be carefully planned to ensure that they are provided at the right time and in
the right place.

Heterogeneity

Heterogeneity is a special characteristic of services which makes them different from goods
and does not allow to standardize them. In general, the quality of services is not constant and
fluctuates depending on the person who provides the service, the time and the place. That is why it
is difficult to predict and ensure the same quality for services in time, because the quality may be
affected by the provider performances and by the customer behavior.

The services providers and the customers are well aware of the fact that services have a high
degree of uniqueness and in order to reduce and prevent the feeling of dissatisfaction they try to
minimize its effects. The provider tries to customize service performance by adapting the service to
personal needs, using a differentiated approach for each customer. The customers gather
information about the company, about its performance before deciding to buy the service.
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Inseparability of production and consumption

This is another typical characteristic of business services. Unlike the goods which can be
produce in a period and sold and consumed in another period and space, services cannot be stored
and transported. For services, their provision and consumption are inseparable and simultaneously.

Because of production and consumption simultaneity, the quality of services cannot be
appreciated before their purchasing. There are services for which it is difficult to appreciate the
quality even after their consumption (for example: the results of the consultancy services can be
appreciated only in time). This difficulty to evaluate the services quality involves a higher risk in
the purchasing process of services than in purchasing goods.

Wittreicht (2000) considers that the rules that are applied when goods are purchased cannot
be used for buying business services. This happens because of the particularities of the purchasing
process of services. The most important particularities of the purchasing process of business
services are:

1. identifying the content of business service

An important problem which appears in case of business services is that the service does not
exist in the moment when it is bought. Therefore, the customers can have difficulties in defining
and evaluating the content of the services. This particularity of services makes more difficult the
first phase of the purchasing process: the specification of needs.

2. defining the quality of business services

The process of producing services consists in more repetitive activities which take place in
close collaboration between buyer and supplier. If any problem appears in this process, there will
also problems in services delivery. That is why the initial evaluation of the suppliers is very
important for the buying organization. It is important to asses also the effort done by the buying
organization in order to maintain a beneficial relation with the suppliers. For example, in the case of
the managerial consultancy customers will be concerned about selecting a consultancy firm which
is well known in order to be sure about the quality of the consultancy services.

3. difficulties related to the price of business services

Sometimes it is difficult to notice the connection between the price and the value of a

service.

This fact can create difficulties in the second and third phase of the purchasing process: selection of
suppliers and negotiating the contracts.
4. the impossibility to store business services

Because of the impossibility to store business services, it is important for organizations to

asses
properly their needs in order to make sure that they will have enough services when they need them.
It is important also for suppliers to adapt their service offerings with the moment when the
customers want the services.

Findings from empirical examples
In the attempt to discover how are things in practice regarding to the purchasing process of
business services we made three in-depths interviews. With the interviews we wanted to find out the
answers to the following questions:
- Is purchasing recognized as a strategic function of the organization?
- Who buys business services in the organization?
- Are any policies and procedures set for purchasing process of business services?
- Is top management interested in purchasing process of business services?
- If the purchasing process of business services is controlled and evaluated by top
management?
- Etc.
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The interviews were made with managers of three different organizations from Maramures
county:

e SC Adiss SA (Baia Mare)
e SC Faimar SA (Baia Mare)
e SC Amisa SA (Baia Mare).

Faimar SA is an organization from the ceramic industry and it produces a wide range of
ceramic articles. The company has 350 employees and produces a wide range: household and
artistic ceramics (table, vase). Around 85% from the turnover is obtained from export. At the
interview we discussed with the general manager and with the manager of the purchasing and
transportation department.

Adiss SA is an organization that has been founded in 1992 and is dealing with wastewater
treatment and its main areas of activity are: design, technology and detail engineering, production
and delivery of equipment. Adiss is one of the leaders in Romania and has 92 employees. At the
interviews we discussed with the general manager and with the manager of the purchasing
department.

Amisa SA designs, manufactures and sells construction works in high efficiency conditions.
The company performs in the followings fields:

e construction and installation (industrial and civil construction, plumbing, electrical,
automation)
o electrical network (network extensions and repairs of high and low voltage electrical, repair
public lighting networks)
o networks with gas (gas regulating and measuring stations, gas pipe repairs)
e mines closures
Amisa SA has 221 employees and has experience in the construction field for over 45 years.

We used focused (semi-structured) interviews in order to collect qualitative data from the
managers of the selected organizations. We choose to use this method because it allows the
respondent the time and scope to talk about their opinion on a particular subject. During the
interview, we used open-ended questions, some suggested by use and some arise naturally during
the interview.

The interview had two parts. The first part refers to the following aspects:

e general data about the organization (number of employers, total revenue, etc.)
e organization and role of the purchasing department
e the recognition of the purchasing function into the company
The second part contains questions about:
e phases of the purchasing process of business services
e evidence of services purchased (money spent, suppliers involved, etc.)
¢ evaluation and control from manager over the purchasing process of the business services.

We used the method of focused interviews because it provides a depth of information
through the use of open-ended questions and it allows the respondent to talk freely about issues and
does not constrain their responses.

The summarized results of the interviews are presented in table no. 2.

As you can see in the table no. 2 the purchasing process of business services is best
organized at Faimar SA and Adiss SA. The managers of these companies recognize the strategic
importance of the purchasing function. At these companies a clear methodology for the purchasing
process of business services has been set by management. Also, general manager is interested in the
purchasing of services and knows what is going on in the company: who is buying what? from
which supplier? .This fact is obvious in the way that the process of buying services is organized and
controlled. The management of these companies evaluate and control periodically the purchasing
process of business services.
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At Amisa SA purchasing of business services is not considered a priority neither for
general manager, nor for manager of the Purchasing Department. This can be observed in the way
that purchasing process is organized. In this case, there are not clear define procedure for the
purchasing process of services and it is not clear who is responsible for the purchasing of each type
of business service. The main criterion used for the selection of suppliers is the smallest price and
there is no cleared responsibility defined for the phases of monitoring and evaluating the purchasing
process of business services. The management of Amisa SA does not control and evaluate
periodically the purchasing process of business services.

Table no.2.
Summarized results from the interviews
SC Adiss SA SC Faimar SA SC Amisa SA
Recognition of the strategic Yes Yes No recognition
importance of the purchasing
function
Management support for Yes Yes No management support
purchasing business services
Policies and procedures for Clear policies and Clear policies and Does not exist special
purchasing business services procedures procedures policies and procedures
for purchasing business
services
Selection and evaluation of Rigorous process of The existence of a logical | The smallest price is the
suppliers selection and evaluation of | framework for evaluation | main criteria for selecting
suppliers and selection of suppliers the suppliers
Contracting phase Purchasing department Purchasing department No cleared responsibility
responsibility responsibility defined
Ordering phase Purchasing department Purchasing department Internal customers
responsibility responsibility
Monitoring and evaluating Purchasing department Purchasing department No cleared responsibility
responsibility responsibility defined
Evidence of services Clear evidence Clear evidence No evidence
purchased (money  spent,
suppliers involved, etc.)
Evaluation and control from Periodically Periodically Rarely
management
Centralization/Decentralization Wants to centralize the Centralized purchasing Mix of centralized and
of purchasing process of | entire purchasing process process of business decentralized
business services of business services services through
through purchasing purchasing department
department
Conclusion

The particularities of business services make more difficult some phases of the purchasing
process. So, the difficulties for identifying the content and defining the quality of business services
create some difficulties in the first phases of the purchasing process: the specification of the needs
and the selection of the suppliers. The difficulties in identifying the connection between the price
and the value of a service makes more difficult the selection and negotiation with the suppliers. The
impossibility to store and reception business services causes changes in the standard reception
procedure.

Business services have a number of characteristics which may contribute to the fact that they
are purchased outside of the Purchasing Department:

- wide range of services which are often coupled with an even larger numbers of suppliers;
- relative high frequency of initial purchasing activities;
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- high level of internal end-user involvement, especially in the initial steps of the purchasing
process.

Also, purchasing of business services is not seen by managers as a necessity, compared to
the purchasing of goods and raw materials for the primary process. As a consequence of this
undervaluation, structural attention and management of purchasing of services is not considered as a
means for improving effectiveness and reducing expenditures. Because of the lack of clear and
direct
insight in the size and contents of the purchasing volume of business services, managers are missing
opportunities for adding value to their organizations.

Because of these particularities of the purchasing process , managers should pay more
attention to the purchasing process of business services. They should create special policies and
procedures for the purchasing process of business services which can improve the efficiency and
effectiveness of the buying process. Managers should monitor and evaluate periodically the
purchasing of business services in order to stimulate better results. Only in this way the purchasing
process of business services will be able to help to increase the organization profitability.
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