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Suppliers as Partners
A Catalyst for Savings 

Many companies 
have exhausted the 
traditional sources 
of cost savings in 
their purchased 

materials and services. They’ve de-
signed products with an eye toward 
low-cost production, aggregated pur-
chases and exercised their buying 
power with suppliers, adopted so-
phisticated tender and negotiation 
tools, and optimized logistics to fur-
ther enhance savings. 

What’s left when cost savings from 
these critical levers aren’t enough? 
Some companies are turning to their 
suppliers and service providers for 
new ideas, setting up hands-on work-
shops to dig deep into ways to fur-
ther improve products, processes, 
purchasing performance, and logis-
tics with the goal of reducing costs, 
shortening lead times, improving ser-
vice, and enhancing quality. A fresh 
set of eyes with an outside perspec-
tive can be a catalyst for new ideas. 
That’s why we call these sessions cat-
alyst workshops. 

Too often, companies turn their in-
teractions with suppliers and service 
providers into adversarial power 
plays, always pushing for lower pric-
es. But price cuts rarely confer a sus-
tainable market advantage. Instead, 

by working closely with these poten-
tially valuable partners to rethink 
costs along the combined value 
chain, companies can change their 
underlying cost structure for a long-
term competitive edge and access 
their suppliers’ best ideas. Unlike the 
traditional supplier relationship, this 
approach is collaborative rather than 
combative, win-win rather than win-
lose. It focuses on total costs, not just 
price, and looks at end-to-end proc- 
esses and the value chain as a whole 
instead of as separate pieces. Be-
cause the analysis is so far-reaching, 
suppliers and service providers, too, 
can find new ways to drive out costs 
from their operations, so all parties 
benefit. At the same time, relation-
ships between companies and their 
key suppliers are strengthened. 

The new ideas that catalyst work-
shops generate can lead to cost sav-
ings throughout the value chain—
major, sustainable cost savings that 
might never have been considered 
otherwise. A typical session can de-
liver hundreds of cost-saving ideas, 
half of which can typically be imple-
mented. In our experience, cost sav-
ings range from 2 to 8 percent per 
year per session for product-related 
workshops and up to 20 percent for 
service process improvements, al-
though savings of up to 50 percent 

are possible. Repeating a session 
usually leads to further savings.

Making It Work

To succeed, a catalyst workshop must 
be carefully planned and orchestrat-
ed, using a well-defined and docu-
mented process. Most sessions set 
one or more specific objectives up 
front, such as reducing costs across 
the value chain, developing a leading 
cost position in an industry, or reduc-
ing the total costs of a service by a 
target amount. Cross-functional sav-
ings targets can be very useful—es-
pecially between purchasing and en-
gineering, since design decisions can 
affect purchasing costs. The sessions 
can also focus on improving quality, 
service levels, or products. 

It’s also helpful to set ground rules 
that encourage an open exchange of 
ideas and a focus on how ideas can 
be implemented—instead of on why 
they won’t work. Senior managers 
from your company and from the 
supplier should kick off the session 
to signal its importance. The follow-
ing five measures are critical.

Set up mutually beneficial incen-
tives. The critical question, What’s 
in it for me? must be addressed be-
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fore the workshop so that suppliers 
are motivated to actively partici-
pate—and to trust in a positive out-
come. Incentives may include a larg-
er volume of business, longer-term 
contracts, or gain-sharing arrange-
ments in which suppliers share any 
cost savings or increased profits that 
result from the workshop. Other po-
tential benefits for suppliers are bet-
ter information for planning and the 
ability to leverage new ideas with 
other customers or product groups. 
The key is to ensure that suppliers 
are motivated by clearly communi-
cating the benefits up front.

Invite the right participants. A suc-
cessful catalyst session depends on 
insights and ideas contributed by 
suppliers or service providers. 
Choose your candidates carefully, be-
cause not everyone will be well suit-
ed to this type of exercise. Look for 
long-term suppliers—those that have 
at least five or six years of experi-
ence with your company, know your 
industry, and understand the life cy-
cle of your products or your pattern 
of demand for their services. Suppli-
ers with a wide range of customers 
are especially helpful because they’ll 
have a good basis for evaluating how 
your products and processes com-
pare with those of your competitors. 
Finally, look for valuable suppliers—
those that provide critical inputs or 
services, a high volume of inputs, or 
innovation and design capabilities. 
At best, your business is as critical to 
the supplier as the supplier is to you, 
so you both have a stake in strength-
ening the relationship and finding 
ways to cut costs throughout the val-
ue chain. A supplier’s active partici-
pation—and the fresh insights and 
knowledge that an outsider can de-
liver—is pivotal to the success of a 
catalyst session.

To break down the silos that can im-
pede breakthrough thinking, an ef-
fective session also requires the ac-
tive participation of different 
functions within your company. 
When suppliers of product inputs are 
involved, participants will typically 

include specialists from marketing 
and sales, R&D, engineering, pro-
curement, manufacturing, and logis-
tics. When providers of services such 
as research, IT, legal, financial, con-
tract manufacturing, or logistics are 
attending, include specialists from all 
the functions in your company that 
are touched by the services provided. 
Such cross-functional participation 
encourages everyone to focus on 
end-to-end processes and on solu-
tions that may make no sense from a 
functional standpoint but can reduce 
costs overall. Finally, have a neutral 
party facilitate the session to keep it 
on track and ensure that the tough 
questions get asked—and answered.

Develop a fact base in advance. 
The supplier is usually expected to 
bring a number of cost-saving ideas 
to the session. Beforehand, all suppli-
er participants should gather specific 
facts about direct and indirect costs, 
the supply chain, and your company 
and its competitors. Be sure to tailor 
the data request template to the sup-
plier’s industry and situation. An im-
portant part of the fact base is a sup-
plier survey that provides such 
information as how your company’s 
requirements compare with those of 

other buyers and how practices or 
processes vary. Typically, a supplier 
of product inputs will provide details 
of the value chain and offer bench-
marks comparing your company 
with your competitors in areas such 
as process efficiency, product com-
plexity, and product quality. Partici-
pants from your company should 
provide information on factors such 
as SKUs, pricing, product specs, and 
customer value delivery.

For service providers, the fact base is 
a baseline of total costs. Trust and 
data transparency are essential. Be-
fore the catalyst meeting, it is impor-
tant to estimate all the cost drivers of 
the service from the bottom up. If 
possible, first analyze what it would 
cost to provide the service in-house 
instead of outsourcing it. Then work 
with the service provider to calculate 
its total costs. 

As shown in the exhibit on the fol-
lowing page, the supplier’s cost struc-
ture should include all direct and in-
direct costs, selling costs, and a 
reasonable profit margin. For out-
sourced services, be sure to include 
any additional costs that your com-
pany has to take on, such as manage-
ment oversight and any related activ-
ities that must be retained in-house. 
These total costs of ownership be-
come the starting point for catalyst 
discussions on how to reduce costs 
and improve efficiency throughout 
the service provision process.

Create an idea matrix with specif-
ic improvement levers. The goal of 
a catalyst workshop is to create a ma-
trix of cost-saving ideas prioritized 
according to their likely financial im-
pact and ease of implementation. 
Give all participants time to share 
their ideas, and encourage everyone 

A successful catalyst 

session depends on 

insights contributed 

by suppliers or service 

providers.
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to think about how their ideas could 
be implemented. When the work-
shop involves a supplier of product 
inputs, many companies find it help-
ful to have actual products or com-
ponents on hand—including those of 
competitors—or detailed photo-
graphs. These hands-on aids can help 
get the creative juices flowing. It can 
also help to brainstorm opportuni-
ties in major categories, such as prod-
ucts, processes, and purchasing.

Most product costs are driven by the 
complexity that arises from nonstan-
dard customer requirements, prolif-
erating SKUs, deviation from indus-
try norms, unnecessary features or 
functions, and poorly designed prod-
ucts or processes. The right questions 
can get at these hidden cost drivers 
and trigger valuable ideas. For in-
stance, an equipment manufacturer 
asked if any of its specific require-
ments added needless complexity—
and costs—to the supplier’s produc-
tion process. This question revealed 
that the OEM was the supplier’s only 

customer that submitted orders ev-
ery ten days. Other buyers ordered 
weekly, so their orders could be fed 
into the ERP system. Because the 
OEM was off-cycle, its orders always 
had to be handled on an exception 
basis. By changing to weekly order-
ing, the company was able to cut 
costs by 2 percent. Another company 
learned that its nonstandard boxes 
were harder to load, stack, handle, 
and empty—and added to the sup-
plier’s transportation costs. By 
switching to standard boxes, it was 
able to save 1.5 percent per year. 

Other questions to ask might include 
the following: 

Could we reduce warranty costs ◊ 
by increasing product reliability? 

Could we standardize product re-◊ 
quirements? 

Could we substitute less costly ◊ 
materials or more standard com-
ponents? 

Where are the critical bottlenecks ◊ 
in the manufacturing process?

Could we bundle transport vol-◊ 
ume or increase the number of 
units per pallet? 

Is there any way to simplify our ◊ 
storage requirements? 

Questions such as these can generate 
ideas for reducing product costs and 
simplifying the processes related to 
manufacturing, logistics, packaging, 
and storing. To evaluate and priori-
tize these ideas, companies should 
consider factors such as the difficulty 
of implementation, the time and lev-
el of investment required, the poten-
tial effect on quality, and the rele-
vance to customers. 

For service providers, excess costs 
typically stem from handoffs, bottle-
necks, nonvalue-adding steps, dupli-
cation of effort, poor communica-
tion, and other process inefficiencies. 
A detailed process-mapping exercise 
can reveal these costly problems and 
suggest levers for improvement. For 
instance, a pharmaceutical company 
that worked with an external provid-
er of clinical-trial services wanted to 
cut outsourcing costs through closer 
collaboration. A detailed analysis of 
the supplier’s direct and indirect 
costs and the end-to-end process re-
vealed a number of practices on the 
part of both supplier and pharma 
company that resulted in inefficien-
cies—and higher costs. These includ-
ed unnecessary change orders and 
delays, excess oversight and duplica-
tion, and the fact that the service 
provider was not involved in the 
planning of clinical trials. Combined, 
these practices not only increased 
costs but also reduced the quality of 
outcomes for the pharma company 

Total cost of 
providing the 

service
in-house = 100

Total cost of 
using an 

external service 
provider >100

Company overhead 

Company FTEs 

Company oversight 

Company’s retained 
activities 

Supplier’s margin 

Supplier’s indirect  
costs 

Supplier’s direct  
costs  

Charges to company 

For Service Providers, Create a Baseline of Total Costs

Source: BCG analysis.
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and reduced profits and accountabil-
ity for the service provider. Closer 
collaboration between the two re-
sulted in a number of improvement 
levers, such as focusing oversight on 
outcomes instead of on tasks and 
working together to plan the clinical 
trials.

Revisiting a company’s purchasing 
practices can also lead to cost-saving 
ideas. Practices such as volume bun-
dling, commodity hedging, direct 
purchases, minimized overtime, and 
“best-cost” country sourcing can 
sharply reduce costs.

Taken together, these product, proc- 
ess, and purchasing ideas can deliver 
substantial savings. A European in-
dustrial goods company generated 
total cost savings of 12 percent by 
making three key changes. First, a 
product change involved defining 
technical details earlier to reduce re-
work and duplication of effort with 
the supplier. Second, a process 
change involved testing samples of 
product instead of testing every 
product made. Finally, the company 
cut purchasing costs by sourcing 
small engines from China.

Effective idea management is critical 
to a successful catalyst workshop. Im-
mediately following a session, regis-
ter, evaluate, and prioritize every 
idea. Then create an idea database 
so all participants—including suppli-
ers, ideally—can track progress to-
ward implementation. 

Follow up and implement. After 
evaluating and prioritizing the ideas 
generated by the catalyst workshop, 
the company must commit itself to 
implementing them. This takes rigor-
ous governance and follow-through. 
A follow-up meeting with internal 

participants and management 
should be set up within one week of 
the session. The goal of this meeting 
is to review a detailed quantification 
of the benefits that the ideas will 
deliver and make initial go/no-go 
decisions on moving forward. Final 

decisions and approvals of the cost- 
saving initiatives to be pursued 
should be made within two weeks 
of the session to make sure that for-
ward momentum is sustained. Idea 
ownership, deadlines, and account-
ability for results must also be clari-
fied by then. 

A follow-up meeting with suppliers 
is also critical to finalize accountabili-
ties, quantify and coordinate cost-
saving measures, and define any 
prerequisites that must be met for 
successful implementation.

When to Move Forward

Certain industries—those with com-
plex products and supply chains—
are especially well suited to catalyst 
workshops. For instance, automotive 
OEMs, industrial goods manufactur-
ers, appliance makers, pharmaceuti-
cal manufacturers, and telecom and 
tech companies will typically gain a 
lot. The approach applies equally to 
suppliers of both goods and services. 
Success depends on developing and 
executing a formalized process with 
the right tools, partners, and level of 
commitment. 

Before moving forward, the company 
should evaluate its own organiza-
tional readiness and its suppliers’ 
willingness to cooperate. Questions 
to answer include the following: 

Are company participants and se-◊ 
nior management motivated to 
contribute and to find cost sav-
ings?

Is the company ready to make ◊ 
tough tradeoffs? 

Are resources available to drive ◊ 
forward the implementation of 
initiatives? 

Catalyst sessions can work with any 
outside partners, not just suppliers 
and service providers. Many compa-
nies conduct a series of workshops 
with customers and other trade part-
ners. The same format and steps are 
repeatable—and critical to success. 

Industries with complex 

products and supply 

chains are especially 

well suited to catalyst 

workshops.
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