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ABSTRACT

This study sought to examine the relationship between purchasing strategies (effective negotiation,
supplier relationship and collaborative interactions, and cost effective management of supply-based
management) on production improvement and prioritizing each procurement component to improve
Khuzestan Steel Company products. The research is an applied and correlation — descriptive type, the
analytic community is 289 employees of Khuzestan Steel Company out of which 127 were chosen as
subjects by stratified random sampling technique. Two production strategies and procurement evaluation
and improvement questionnaire were used to assess. For data analysis, the T-Student test, the
Kolmogorov-Smirnov test, Pearson Solidarity test, simple and multiple regressions, independent two-
sample t-test and ANOVA were used by SPSS software. The results show that there is a significant
relationship between the four components of purchasing strategy (effective negotiation, supplier
relationship and collaborative interactions, and cost effective management of supply-based management)
and production improvement.

Keywords: Production Process, Effective Negotiation, Supplier Relationship and Collaborative
Interactions, Effective Cost Management

INTRODUCTION

Optimal purchasing management of an organization is a tool that organization managers can use to
achieve their goals. Since the overall strategy of the organization determines the goals, it is logical for a
close relationship to exist between overall strategies of and organization and purchase strategies. More
precisely there should be a rational relationship between the environment, business type, and set strategies
of organizations for purchasing in order to create harmony between them. Harmony creates synergy in
organizations.

Procurement strategies play a key role in the success of organizations in the field of competition. These
strategies, if developed properly, could lead to the selection of strategies that, if implemented correctly
and on time, achieve excellence and pioneering of the organization. Today’s financial activities of the
world are done by a combination of big, medium, and small organizations. In a turbulent and highly
competitive market all of these organizations are looking for a win against their competitors and to satisfy
the needs of their customers.

Strategic planning if developed and implemented soundly, is a useful tool for companies’ success in the
competitive global marketplace and can help keep them afloat. Because of the differences between small
and large organizations in various fields of formulation, implementation and evaluation of programs, their
purchasing strategies are different from one another.

This study sought to identify the impact of an effective negotiation strategy, supplier relationships and
collaborative interactions, supply-base management and, fee-based management and their difference in
order to help production improvement, so not only the organizations manage to achieve success in the
competitive market through this, but also by understanding the existing differences in order to be more
successful, be able to plan their activities more strategically.
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Research Literature

Procurement Strategies

Due to tremendous changes and developments in the area and intensity of competition in global markets,
each organization has the urgent need to take advantage of Procurement strategies in order to survive and
gain further success. Differences between organizations in various fields such as: size and nature of
operations, sales or revenue, number of employees, investment amount, and etc. causes variety in the way
of procurement strategy planning (effective negotiation, supplier relationship and collaborative
interactions, and cost effective management of supply-based management). Different countries classify
their organizations according to the mentioned measures.

One common aspect between us and the organization, regardless of the profound differences is that we
are all consumers. All organizations have various needs like we do, and to meet their demands they
purchase different goods and services. Supplier companies have the biggest market and they offer their
products to that market. This market is an organizational market. Organizational market consists of all the
organizations that produce different goods and services to be used in production of other goods and
services, goods and services that will be resold, or rented or are brought to others (Wilson and Dominik,
1991). Institutional buyers are qualified with different levels of information, experience, and expertise in
purchasing required goods and services. Similar purchases are not identical in two different organizations,
because different procurement strategies might be used in different purchase situations. Understanding
these differences can be useful in organizational marketing to create effective marketing strategies for
organizational buyers. Therefore corporate marketing strategies must be designed, developed, and
implemented based on the procurement situation of buyer organizations (Donald and Christopher, 2003).
It is also important for a corporate marketer to know how different parts of an organization should play a
role and give their opinion in procurement of that product.

Before recalling the name and consumer awareness was sufficient but now consumers have to be
associated with certain advantages, in the past quality competition was very low but today world-wide
product quality has increased. By reviewing the status of manufacturer and comparing it to current
situation we find that as a result of these developments, the marketing science has shifted its focus from
emphasis on product to direct emphasis on the consumer and now the consumer, identifying it, and its
needs are a part of marketing strategy. Now we are looking to evaluate the effect of procurement
strategies on production improvement.

Production Improvement

In the present business environment, rapid in progress changes, has made control over prices to try to stay
in the global competition very hard and this has caused the steel companies to react quickly to doubts and
uncertainty, therefore the rise of global competitors in domestic or international business has forced the
organizations to react to changes in appearance in order to meet the demands of the market, as a result,
the main strategy and partnership objective of organizations, is to develop a sustainable competitive
interest (Husycson, 2007). Due to economic conditions and sanctions to the country and transformations
that have been created in the business environment all companies in the industry are facing difficult and
competitive conditions so that on one hand, production costs for companies have increased and on the
other, they are trapped in a sales slump in the market.

As a result these factors have caused the companies to identify and take up strategies to get out of this
situation. One of the key strategies is to pay more attention to the issues of procurement and logistics
(Oskuee, 2011).The aim of any industrial activity is to create a product that is profitable in business and
achievement of interest in commercial and industrial establishments is only possible through the right
combination of human resources, money or capital, raw materials, machinery and management. In today’s
industry, material plays a vital role and without that the establishment cannot continue its activity and this
material should be purchased at a right time, in a right place and with a decent quality and price and flaw
in its procurement and supplement causes unemployment of other sections and increase in costs and
eventually causes decrease in profitability of the corporation.
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In the recent decade, procurement task management in supply chain has been a challenge to
establishments and the need to access an international competition level in the supplement area has
increased fundamentally (Kareiak et al., 2001).

In most industries the cost of raw material and components are the main cost of a product, therefore the
procurement section can play a key role in efficiency and effectiveness of an organization, since they
have a direct effect on decrease of the organization’s profitability and flexibility (Ghodsi et al., 2001).

In addition to this, since nowadays the suppliers have a fundamental effect on success or failure of a
company, procurement that used to be considered as an absolute tactical tool, is now known as a strategic
task (Goffin et al., 1997).

Procurement is a key supportive activity in the manufacturing process, to create the excellence value for
the company’s production through input and services and facilities needed and at the same time increase
the maintenance of manufacturing facilities (Monczka et al., 2004).

In the new millennium, the structure and type of purchase and supply chain management play a vital role
for organizations in order to face the new era in international competition (Monczka et al., 2004).
Conceptual Model of the Research

This study sought to evaluate the impact of purchasing strategies, including (effective negotiation,
supplier relationship and collaborative interactions, and cost effective management of supply-based
management) on production improvement. Therefore the independent variables of the research are
procurement strategies with four components of effective negotiation, supplier relationship and
collaborative interactions, and cost effective management of supply-based management, and the
dependent variable of the research is production improvement. Therefore, the conceptual model of the
research which is derived from the general procurement strategies model on product implementation by
Zeilayi and Trolgachanter (2009) is as follows.

Independent Varables

Effective Negotiation

Dependent Varable
Effective Interaction

Production Improvement

Supply-bazed Management

Effective Cost Management
Figure 1: Conceptual Model of the Research

Hypotheses

Main Hypothesis

There is a significant relationship between procurement strategies and production improvement.
Sub-hypotheses

First Hypothesis: There is a significant relationship between effective interaction and production
improvement.

Second Hypothesis: There is a significant relationship between cost management and production
improvement.

Third Hypothesis: There is a significant relationship between Supply-based Management and production
improvement.

Forth Hypothesis: There is a significant relationship between effective negotiation and production
improvement.
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MATERIALS AND METHODS

In the present study the research method has been classified based on three bases: this project is
considered applied-research aim-wise, applied-research study is indicated to a study that is done about
daily life individual and collective problems, and employment and social problems. The goal of these
studies is experimental facts in theoretical concepts of real problems in order to improve the process or
the outcome (Delavar, 2005). Also the present study is classified in cross-correlation studies category
according to its nature and method. On the other hand studies can be classified by whether they have been
done in one period or several periods of time, to longitudinal and cross-sectional. Since the present study
has been done in a fixed period of time, is cross-sectional. The study is classified as Commercial Strategic
Management, and time-was it was done in the first three months of the solar year 2014 (Spring of 2014).
In the present study the population includes all the employees of purchasing deputy of Khuzestan Steel
Company which are 289 people. The researcher has determined 127 people as the sample mass and has
distributed questionnaire randomly among the population.

Data Analysis

Table 1: Results of T-test done on components

95% Confidence

Mean interval mean
Title T P- difference  difference and Test Condition
Statistics value and test testamount result
amount Lower  Higher
bound bound
Effective Interaction 26.823 0.000 1.023 0.947 1.098 Fail Hy  Desirable
Cost Management 21.828 0.000 0.970 0.882 1.058 Fail Hy  Desirable
ﬁ’/l“pp'y‘ba%d 20.412 0.000 0.827 0.746  0.907 Fail Hy  Desirable
anagement
Effective 19.656 0.000 0.896 0.806 0.987 Fail H;,  Desirable
Negotiation

As it is shown in table 1, all the components are in desirable condition and confidence intervals acquired
for variables’ mean difference are mentioned in the table.

The First Sub-hypothesis

There is a significant relationship between effective interaction strategy and production improvement.
The Ho hypothesis based on the correlation coefficient of two variables in the population being zero vs.
the Hy hypothesis based on the correlation coefficient of the population not being zero at the error level of
0.05, will be tested.

Table 2: Results of the correlation coefficient test of the “effective interaction” and “production
improvement” variables

Frequency Pearson correlation efficiency p-value

127 0.730 0.000

As it is shown in table 2, the acquired p-value is much smaller that the error level of o= 0.05, therefore the
Ho hypothesis based on two variables of "effective interaction" and "production improvement" being
uncorrelated at 5% level is rejected, which means that these two variables are significantly correlated and
the correlation coefficient acquired is 0.730, which show the existence of correlation between the two
variables.
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The Second Sub-hypothesis

There is a significant relationship between cost management strategy and production improvement.

The H, hypothesis based on the correlation coefficient of two variables in the population being zero vs.
the Hy hypothesis based on the correlation coefficient of the population not being zero at the error level of
0.05, will be tested.

Table 3: Results of the correlation coefficient test of the “cost management” and “production
improvement” variables

Frequency Pearson correlation efficiency p-value

127 0.834 0.000

As it is shown in table 3, the acquired p-value is much smaller that the error level of a= 0.05, therefore the
Ho hypothesis based on two variables of "cost management” and "production improvement" being
uncorrelated at 5% level is rejected, which means that these two variables are significantly correlated and
the correlation coefficient acquired is 0.834, which show the existence of correlation between the two
variables.

The Third Sub-hypothesis

There is a significant relationship between Supply-based Management strategy and production
improvement.

The Hy hypothesis based on the correlation coefficient of two variables in the population being zero vs.
the H;hypothesis based on the correlation coefficient of the population not being zero at the error level of
0.05, will be tested.

Table 4: Results of the correlation coefficient test of the “supply-based management” and
“production improvement” variables

Frequency Pearson correlation efficiency p-value

127 0.625 0.000

As it is shown in table 4, the acquired p-value is much smaller that the error level of a= 0.05, therefore the
Ho hypothesis based on two variables of "supply-based management” and "production improvement"
being uncorrelated at 5% level is rejected, which means that these two variables are significantly
correlated and the correlation coefficient acquired is 0.625, which show the existence of correlation
between the two variables.

The Forth Sub-hypothesis

There is a significant relationship between effective negotiation strategy and production improvement.
The Ho hypothesis based on the correlation coefficient of two variables in the population being zero vs.
the Hy hypothesis based on the correlation coefficient of the population not being zero at the error level of
0.05, will be tested.

Table 5: Results of the correlation coefficient test of the “effective negotiation” and “production
improvement” variables

Frequency Pearson correlation efficiency p-value

127 0.683 0.000

As it is shown in table 5, the acquired p-value is much smaller that the error level of o= 0.05, therefore the
Hy hypothesis based on two variables of "effective negotiation” and "production improvement" being
uncorrelated at 5% level is rejected, which means that these two variables are significantly correlated and
the correlation coefficient acquired is 0.683, which show the existence of correlation between the two
variables.
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Main Hypothesis
There is a significant relationship between procurement strategies and production improvement.

Table 6: Results of the correlation coefficient test of the components and production improvement.

Multivariate regression Determination Adjusted determination Standard deviation
coefficient coefficient coefficient estimates
0.976 0.953 0.952 0.07528

The acquired multivariate regression coefficient equals 0.976 which shows the strong correlation between
the forecasting variables and criterion variable. According to the gained results, the adjusted
determination coefficient for the model is 0.952, and we can say that 98% of changes of the criterion
variable can be determined with the linear relationship between it and the forecasting variables.

Table 7: Analysis of variance of the model

Source of Changes Total of second squared  Degrees of freedom F-Statistics  P-Value

Regression 14.157 3 832/773 0.000
Residuals 0.697 123
Total 14.854 126

As it is seen in the analysis of variance of the model (7), acquired p-value regarding the test is much
smaller than the error level of 0.05. Therefore the Hy hypothesis based on the criterion variable of
“production improvement” and forecasting variables in the population being uncorrelated is rejected and
we can say that the criterion variable and forecasting variables are correlated.

Table 8: Influence coefficients condition of components in the model

Influence coefficients Coefficient test
Variables N Standard Stan(_jqrd influence T

Coefficients 1o iation coefficlents statistics - alue
Fixed Amount 0.000 0.000 0.000 1.000
Cost Strategy 0.286 0.000 0.417 1.8862 0.000
Interaction Strategy 0.314 0.000 0.393 1.8967 0.000
Supply Strategy 0.229 0.000 0.304 1.8580 0.000
Negotiation Strategy ~ 0.171 0.000 0.257 1.8232 0.000

According to the data in table 8, the regression formula is as follows:

Y = 0/286X, + 0/314X,+ 0/229X, + 0/171X,

In which the variables are:

Y: “Production improvement”

Xi: “Cost Strategy”

Xz “Interaction Strategy”

Xs: “Supply Strategy”

X4: “Negotiation Strategy”

As it can be seen, all the forecasting variables are effective on production improvement and by knowing
the amount of these forecasting variables we can forecast production improvement variable.
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RESULTS AND DISCUSSION

The First Sub-hypothesis

According to table 2 and table 8 we can conclude that there is a significant relationship between effective
interaction and production improvement observed, in a way that the significance level is less than 0.05.
Meaning that between effective interaction and production improvement there exist a significant
relationship which is positive according to the calculated correlation coefficient and with an increase in
effective interaction, production improvement also increases. On the other hand, the effect of effective
interaction on production improvement was evaluated while considering other components through linear
regression and the amount of regression correlation equals to 0.286. This indicates that the regression
coefficient was significant and effective interaction has a significant effect of 0.730 on production
improvement.

The Second Sub-hypothesis

According to table 3 and table 8 we can conclude that at the significant level of 0.05 between cost
management and production improvement a significant relationship has been observed. This relationship
was positive and equaled to 0.83 according to the calculated correlation coefficient and with an increase
in cost management, production improvement also increases. On the other hand, the effect of cost
management on production improvement was evaluated while considering other components through
linear regression and the amount of regression correlation equals to 0.314 or p<0.05. This indicates that
the regression coefficient was significant and cost management has a significant effect of 0.834 on
production improvement.

The Third Sub-hypothesis

According to table 4 and table 8 it can be concluded that the Pearson regression coefficient at the
significant level of 0.00 was equal to 0.625 that according to this significant level we have concluded that
there exists a significant correlation between supply-based management and production improvement.
Also by evaluating the effect of supply-based management on production improvement through linear
regression, the amount of regression coefficient was equal to 0.229 with significant level of zero, that this
significant level indicates the effect between supply-based management and production improvement.
The Forth Sub-hypothesis

According to table 5 and table 8 we can conclude that at the significant level of 0.05 between effective
negotiation and production improvement a significant relationship has been observed. The regression
correlation calculated was positive and equaled to 0.683 and with an increase in effective negotiation,
production improvement also increases. On the other hand, the effect of effective negotiation on
production improvement was evaluated while considering other components through linear regression and
the amount of regression correlation equals to 0.171. This indicates that the regression coefficient was
significant and effective negotiation has a significant effect of 0.171 on production improvement.
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