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Abstract: This paper merges two important concepts: preferred customer and 
supply risk. As not all customers are of the same strategic importance to a 
supplier, some customers are treated preferentially. Strategic supply risk 
describes the risk for buyers of not being a preferred customer. This qualitative 
study explores the concept of strategic supply risk, its sources, indicators and 
mitigation tactics as well as its connection to social exchange theory. The 
findings suggest that strategic supply risk is likely to be present when among 
others the buyer accounts for a minor portion of supplier turnover. One 
important strategic supply risk indicator seems to be changes in the supplier’s 
attitude toward the buyer. Aligning strategies, for example, can be a useful 
tactic for reducing strategic supply risk, whereas finding alternative sources of 
supply supports the mitigation of a buyer’s strategic supply risk. The research 
enhances supply risk management research and adds a risk component to the 
literature on customer attractiveness and preferred customers. Additionally, this 
research presents initial guidelines for managers on how to set up an effective 
strategic supply risk management system. 
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1 Strategic supply risk: an increasingly important yet largely unknown 
phenomenon 

One issue arising from the trend toward reducing the depth of production is the increasing 
competition between firms for the most promising supply partners [Rothaermel et al., 
(2006), p.1033ff]. Cordón and Vollmann (2008) highlight the problem of finding suitable 
business partners in global supply markets and note that the ‘really good’ suppliers are in 
demand. Thus, firms compete not only on the sales market but also on the supply market. 
The ability to establish and maintain relationships with suppliers can serve as a source of 
competitive advantage [Lewis, (1995), p.xiii; Gold, (2010), p.230]. If customers of a 



   

 

   

   
 

   

   

 

   

   352 M. Reichenbachs et al.    
 

    
 
 

   

   
 

   

   

 

   

       
 

given supplier are not all treated equally, being a preferred customer of that supplier can 
contribute to establishing a competitive advantage over the other customers of that 
supplier. As Steinle and Schiele state: “A firm has preferred customer status with a 
supplier, if the supplier offers the buyer preferential resource allocation” [Steinle and 
Schiele, (2008), p.11]. Conversely, the customer of a good supplier suffers from a novel 
type of supply risk when treated less favourably than other customers. In their recent 
textbook on supply risk management Schlegel and Trent (2015) identify the importance 
of becoming a preferred customer as an emerging risk management tool: “As one 
executive summed up clearly during a research interview, ‘Becoming a preferred 
customer is going to be one of the best ways we have to manage supply chain risk in the 
future’”. (p.221). In order to describe the probability of not being a preferred customer as 
a particular type of supply risk, a distinct term is needed. 

A company’s strategy is essentially a plan for achieving competitive advantage 
(Barney, 1991; Dyer and Singh, 1998; Porter, 2002), e.g., via preferred customer status. 
Hence, the risk of not being a preferred customer is a strategic risk and therefore called in 
this paper ‘strategic supply risk’. Strategic supply risk arises when a buyer is of less 
importance to a supplier than that supplier’s other customers, thus effectively leading to a 
strategic disadvantage vis à vis the other customers competing for the shared supplier’s 
limited resources. Strategic supply risk can translate into problems in collaborations on 
new product development [Steinle and Schiele, (2008), p.11; Ellis et al., (2012)], can 
involve less benevolent pricing behaviour (Schiele et al., 2011) and – in the worst case – 
can limit access to goods that are in short supply [Williamson, (1991), p.81]. Strategic 
supply risk does not affect all customers of a supplier equally: some buyers obtain the 
goods they ordered, some do not. As situations such as these can severely damage a 
buyer’s performance, buying firms would benefit from explicitly including strategic 
supply risk in their supply risk management system. 

A supply risk management system is a recurring process consisting of three steps. 
First, the potential and actual risk sources related to inbound supply are identified. 
Second, risk indicators are applied to monitor risk development over time (e.g., changes 
in the likelihood of risk occurrence). Finally, tools are developed for dealing with the 
recognised and evaluated supply risks. A comprehensive overview of risk management 
strategies can be found in Khan and Burnes (2007, p.208). Holistic supply risk 
management identifies the risk sources, develops risk indicators and subsequently creates 
tactics for managing the risk [Harland et al., (2003), p.56; Kleindorfer and Saad, (2005), 
pp.2–3; Blackhurst et al., (2008), p.145; Pavlou and Manthou, (2008), p.604; Schoenherr 
et al., (2008), p.101; Knemeyer et al., (2009), p.142; Mullai, (2009), p.86; Neiger et al., 
(2009), p.154]. A vast amount of research dealing with supply risk types such as financial 
and operative risk has been carried out in recent years [Johnson, (2001), p.110; Jüttner, 
(2003), p.122; Chopra and Sodhi, (2004), pp.54–57; Hallikas et al., (2005), p.76; Manuj, 
(2008), p.133]. However, scholars often understand supply risk as detrimental effects 
resulting from the supplier not being able to deliver properly. Existing supply risk 
literature fails to describe a situation in which a supplier, although able to, decides not to 
deliver to a particular customer or performs below its optimum level. Such supplier 
behaviour has been observed especially during boom times with abundant orders when 
suppliers can or might even be forced to choose whom to supply. Moreover, strategic 
supply risks become manifest in times of catastrophe when an allocation situation arises 
and again the supplier has to choose who will receive the last material in stock or the first 
batch when production resumes. 
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In relation to the customer attractiveness perspective, ample research has been 
conducted on how suppliers can attract and retain their customers [Evans and Laskin, 
(1994), p.439ff; Morgan and Hunt, (1994b), p.181ff; Hanssen-Bauer and Snow, (1996), 
p.416; Morgan and Hunt, (1999), p.270ff; Wong and Chan, (1999), p.107ff; Palmatier 
et al., (2006), p.136ff]. In contrast, the issue of preferential resource allocation in buyer-
supplier relationships has received little attention from the purchasing perspective despite 
the recently emerging literature on customer attractiveness [Steinberg and Young, (1998); 
Christiansen, (2002), p.177ff; Ellegaard, (2003), p.346ff; Mortensen et al., (2008), 
p.799ff; Essig and Amann, (2009); Hald et al., (2009); Ramsay and Wagner, (2009), 
p.127ff; Nyaga et al., (2010)]. Again, this literature does not address strategic supply risk, 
and a call has recently been made to explore the link between supply risk and preferred 
customer status (Schiele et al., 2012). 

Therefore, as strategic supply risk seems to be an extremely relevant type of supply 
risk, firms would benefit from embedding this type of risk explicitly into their supply risk 
management systems. Hence, the research questions this study addresses is as follows: 

What are the sources of strategic supply risk, which indicators suggest such a risk 
and how can companies mitigate and reduce strategic supply risk? 

Using a qualitative and exploratory approach, the researchers organised a world café 
workshop with 16 supply managers to collect illustrative data. Findings are discussed and 
embedded in a social exchange theory (SET) perspective, and thus a framework is 
proposed for further analysis. 

This study adds to the growing literature on supply risk management research. In 
addition to the commonly discussed financial, operative and environmental supply risks, 
this paper introduces the concept of strategic supply risk and explores the concept 
through an understanding of the preferred customer. In this way, the current research 
enhances existing supply risk management knowledge and at the same time adds a risk 
component to the customer attractiveness literature. The paper also adds to an 
understanding of the preferred customer concept and to the customer attractiveness 
literature by exploring risk reduction as an additional benefit of preferred customer status. 

This paper is organised as follows: First, the concepts of risk and supply risk are 
discussed, followed by a literature review on existing supply risk classifications and a 
short description of supply risk management systems. The nature of strategic supply risk 
is then elaborated in detail. Next, the data collection and the applied qualitative methods 
are explained. An inductive approach reveals strategic supply risk sources, indicators and 
tools. The paper concludes by discussing the theoretical and managerial implications of 
the study results. Finally, the study’s limitations are outlined as well as suggestions for 
further research. 

2 The growing importance of strategic supply risk 

2.1 Risk in the supplier-buyer context, supply risk classifications and supply 
risk management systems 

According to Harland et al. (2003, p.52), risk is defined as “a chance of danger, damage, 
loss, injury or any other undesired consequences” and is the product of the significance of 
the loss and its probability (Mitchell, 1995). Following Zsidisin (2003), we define supply 
risk as the chance of undesired events associated with the inbound supply of goods and/or 
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services, which have detrimental effects on the purchasing firm and prevent it from 
meeting customers’ demands within anticipated costs and time. Many different 
categorisation schemes for supply risk have been proposed. Johnson (2001, p.110), for 
instance, differentiates between risks related to fluctuating product demand and to 
disrupted product supply. Similarly, Hallikas et al. devise a threefold supply risk 
classification: demand risk, hold-up risk and replaceability risk [Hallikas et al., (2005), 
p.76]. Chopra and Sodhi (2004) in turn differentiate supply risk according to the type of 
loss (e.g., delays or inventory risks). The common feature of these supply risk 
classifications is that none includes strategic supply risk – the risk of not being treated as 
a preferred customer. The current research presents initial guidelines for managers on 
how to set up an effective strategic supply risk management system. 

A supply risk management system can be viewed as a recurring process consisting of 
the three following steps: 

1 risk identification (identify the risk sources affecting and originating from inbound 
supply) 

2 risk monitoring (use risk indicators for monitoring the respective risks) 

3 risk mitigation (reduce the significance of the loss) and reduction (reduce the risk 
probability) [Harland et al., (2003), p.56; Kleindorfer and Saad, (2005), p.2f; 
Blackhurst et al., (2008), p.145; Pavlou and Manthou, (2008), p.604; Schoenherr 
et al., (2008), p.101f; Knemeyer et al., (2009), p.142; Mullai, (2009), p.86; Neiger 
et al., (2009), p.154]. 

To date scholars have mainly focused on specific aspects of a supply risk management 
system rather than discussing a holistic approach. Hallikas, for instance, analysed risks 
vested in buyer-supplier relationships [Hallikas et al., (2005), p.72] as well as risk 
management processes in supply networks [Hallikas, (2004), p.47], whereas Wu (2006, 
p.350) focused on developing an inbound risk analysis model. Others shed light on 
measuring supply risk management performance [Otto, (2003), p.306; Ritchie, (2007), 
p.303] and its connection to the financial performance of the company [Carr and Pearson, 
(1999), p.497], on ranking suppliers based on risk [Levary, (2007), p.392; Yang et al., 
(2009), p.613], on assessing/identifying supply risks [Zsidisin et al., (2000), p.187; 
Zsidisin, (2004), p.397; Adhitya et al., (2009), p.1447; Wang and Hsueh, (2009)], on 
mitigating supply risk [Kull and Talluri, (2008), p.409; Reiner et al., (2009), p.1780; 
Wang et al., (2010), p.489; Monroe et al., (2014)], and on how to successfully manage 
risks in supply chains, networks and partnerships [Das and Teng, (1999), p.50; Chopra 
and Sodhi, (2004), p.53; Wagner and Johnson, (2004), p.717; Singh et al., (2005), 
p.3375; Gaudenzi and Borghesi, (2006), p.114; Ellegaard, (2008), p.425]. 

However, buyers will not be able to successfully address strategic supply risk if they 
cannot identify and monitor the sources in the first place. Therefore, this exploratory 
study analyses strategic supply risk sources, indicators and tools. In order to provide such 
a holistic approach, we first need to conceptualise ‘strategic supply risk’. 

2.2 Strategic supply risk: the risk of not being treated as a preferred customer 

As early as 1970, Hottenstein (1970, p.46) noted that “most businesses have preferred 
customer's lists, which may be based on past orders or expectations of future business”. 
Williamson (1991, p.81f) describes preferred customers as customers important to the 
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supplier and argues that a supplier generally “responds first to the needs of his preferred 
customers” (p.83), with less preferred customers being “forced to wait in a queue” (p.81). 
In case of doubt, the supplier first supplies its strategically important preferred customers 
and only then its regular customers. The supplier may on occasion choose to supply no 
customers besides its preferred set. For customers deprived of adequate supply, a 
strategic supply risk materialises, with “strategic” here referring not to size or importance 
(Schlegel and Trent, 2015) – that would simply be a big risk – but to competitive 
advantage. A strategic risk is a risk threatening the competitive advantage of a firm. This 
definition is to the point because a company’s strategy has been defined as a plan for 
achieving competitive advantage, i.e., for a firm to gain advantage over its competitors 
(Barney, 1991; Dyer and Singh, 1998; Porter, 2002). Having better access to supplier 
resources than the competitors relying on the same supplier, i.e., having preferred 
customer status can translate into such strategic benefits and contribute to a firm’s 
achieving competitive advantage over its competitors. Conversely, the risk of not being a 
preferred customer and gaining less resource access than competitors can be seen as a 
strategic risk. Therefore, the risk of not being a preferred customer and potentially 
receiving less dedicated treatment by a supplier eventually challenging the customer’s 
competitive position is labelled ‘strategic supply risk’. 

It has been argued that strategic supply risk is latently present and is likely to become 
virulent during economic upswings, when suppliers’ order books are full or overflowing. 
In these circumstances, suppliers are forced to choose whom to supply with what amount 
and when [Levitt, (1980), p.85; Williamson, (1991), p.127; Schiele et al., (2012)]. 
Moreover, preferred customer status also seems to materialise in allocation situations, 
i.e., in times of limited availability of supply due, for example, to resource shortages 
[Lewin and Johnston, (1997), p.28]. Likewise, environmental catastrophes have been 
found to reveal underlying strategic supply risks: The preferred customer receives the last 
material in stock and is the first to receive material again when production resumes after 
the event (Schiele et al., 2012). It might be added that, in oligopolistic supply situations, 
strategic supply risk is present almost by definition. 

According to Williamson, the cause of preferential customer treatment is rooted in 
continuous, high-volume purchases from a single supplier (1991). Steinle and Schiele 
(2008, p.12) seem to share this view because they adopt the share of sales going to one 
particular customer as an indicator of preferred customer status. Furthermore, Jüttner’s 
study among supply chain management professionals reveals that roughly two thirds of 
the practitioners implicitly share this view, using the importance of their business to the 
suppliers’ businesses in their supply chain risk analysis (2005, p.129). Several models 
have been developed to support suppliers in designing customer portfolios to define the 
level of attention and resource commitment dedicated to each of them (McDonald et al., 
1997; Olsen and Ellram, 1997; Curry and Curry, 2000). Effectively, a supplier has to 
make decisions regarding where to allocate its scarce resources. In industrial markets, 
with the help of customer portfolio models or checklists, decisions can be made to award 
more or less attention to individual customers. Observed and expected economic value 
and relationship quality have been identified in the literature as core factors driving 
preferential treatment by suppliers (Hüttinger et al., 2012). Moreover, critical events, 
described as “manifestation of the change forces inherent in networks” [Halinen et al., 
(1999), p.786], also seem to play an important role. 

High strategic supply risk might also entail a supplier being slack in meeting the 
agreed requirements of the buyer and, despite being technically able to supply at the 
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stipulated specifications, deciding to comply with them only partially or not at all. 
Additionally, non-preferred customers will not be able to benefit from potential preferred 
customer benefits such as special services [Gwinner et al., (1998), p.105], lower prices 
and higher supplier innovativeness (Schiele et al., 2011). Further conceivable detrimental 
effects of strategic supply risk for the buyer include not being supplied on time, not 
receiving the correct amount, not receiving the appropriate quality or not being supplied 
at all. Other possible consequences for not having preferred customer status are that it can 
be cumbersome to engage in long-term planning or development projects with the 
supplier and that the supplier may not stick to informal agreements such as verbal 
promises to respond to a quotation request within a certain period of time. Becoming a 
preferred customer of key suppliers may be a deliberate strategy of a firm, and a long-
term step-by-step approach is suggested for achieving this target (Nollet et al., 2012). 

In summary, the main characterising difference between strategic supply risk and 
other types of supply risk is that strategic supply risk only affects some of the supplier’s 
customers, whereas traditional risks, such as supplier bankruptcy or environmental or 
political problems impeding delivery, affect all the troubled supplier’s customers equally. 
The risk of not being a preferred customer is, consequently, a distinct type of supply risk 
requiring a distinct management approach. A proposal for how to expand a firm’s supply 
risk management system by integrating strategic supply risk is developed below. 

3 Empirical data collection and analysis 

3.1 The world café method: idea, structure and realisation of the supply risk 
workshop 

To ensure comprehensiveness, exploration of previously neglected topics or phenomena 
is typically done qualitatively. We approached this challenge by organising a one-day 
workshop on supply risks. In total, 16 purchasing managers from Germany, Austria and 
Luxembourg attended the workshop. The managers were employed at 13 different 
companies from a diverse range of industries, including pharmaceuticals, electronics, 
construction and fashion (see Figure 1). 

First, four supply risk categories (environmental, financial, operative and strategic 
supply risk) were introduced and explained to the participants through several 
presentations. This step is very important to ensure that there is a shared understanding of 
terms and concepts among the participants. The first three risk categories reflect common 
supply risk classification schemes found in the literature [Johnson, (2001), p.110; 
Zsidisin, (2003), p.217; Chopra and Sodhi, (2004), pp.54–57; Hallikas et al., (2005), 
p.76; Manuj, (2008), p.133], with environmental supply risk being associated with 
external events such as earthquakes, financial risk referring to financial problems of the 
supplier, and operational risk denoting operative troubles such as quality problems at the 
supplier. Strategic supply risk was introduced to the purchasing managers as ‘the risk of 
not being a preferred customer’, i.e., when a supplier is able but unwilling to deliver as 
requested to that particular customer. This paper elaborates on the findings concerning 
the discussion on strategic supply risk. 
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Figure 1 Workshop participants 

 

The workshop was organised according to the world café method, which gathers experts 
around small discussion tables and successively moves them between the tables after 
some time (Brown and Isaacs, 2005). Ritch and Brennan (2010) and While et al. (2006) 
argue that the world café can be regarded as a special form of focus group research. A 
focus group refers to a group interview in which the interaction of the group participants 
leads to the development of knowledge (Kitzinger, 1995; Morgan, 1996; Myers, 2008). 
The researchers act as moderators, supplying a literature-based research topic to discuss. 
In general, researchers use focus groups as an exploratory technique for developing new 
research areas, as a source for generating hypotheses, or as a way to interpret previous 
studies’ findings (Merton and Kendall, 1946). As opposed to a classical focus group, 
however, the world café has several amendments, particularly in its design, which 
distributes sub-research-questions to different tables, having participants randomly rotate 
between the tables and successively discuss each sub-question in small groups. This 
iterative process has a beneficial characteristic not found in classical focus groups, 
namely the discussion groups’ changing composition. This allows for the cross-
pollination of ideas, leading to richer data collection (Fouché and Light, 2011). 

The unique world café design can be thought of as an organisational or social design 
process for enhancing “the human capacity for collaborative thought” [Schieffer et al., 
(2004a), p.1] and “stimulating scholarly dialogue” [Delaney et al., (2006), p.46]. Because 
there are multiple discussion rounds and the participants are moving randomly from table 
to table, ‘knowledge-sharing grows’ and ‘cross-pollination of ideas’ can be achieved 
[Schieffer et al., (2004b), p.3]. In applying this method, the goal was to initiate open, yet 
topic-focused, discussions with each participant. It is an especially fruitful method for 
exploring a new concept such as strategic supply risk. 
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The world café method has found wide application in diverse research settings 
(Fouché and Light, 2011) in order, for instance, to explore ‘unofficial’ stories in an 
academic environment subject to profound changes (Churchman and King, 2009), to 
bring together very diverse stakeholders of a child health service (While et al., 2006) or 
to bridge hierarchical and generational levels in Singapore (Tan and Brown, 2005). Here, 
the world café is employed in a business-to-business context. 

Our study primarily focuses on a qualitative exploration of the strategic supply risk 
concept based on the world café data. Yet, the world café method is very useful to 
develop concepts/constructs to be tested in a more quantitative setting; see for instance 
the study of Pulles et al. (2015) who, based on a world café, develop measurement scales 
for customer attractiveness and supplier satisfaction as antecedents for preferred customer 
status. We provide a preliminary conceptual framework for testing our findings in a 
quantitative study in Section 5.2. 

A world café can generate high quality data with good construct validity, as 
participants successively discuss the constructs, which evolve during the rounds. In this 
way, one of the challenges of classical focus group research – which could have been a 
methodological alternative – is overcome, namely the issue of how to expose discussants 
to findings from other discussions (Kidd and Parshall, 2000). The validity of the 
emerging constructs is further strengthened through the process of running successive 
rounds of enquiry, in which new discussion teams challenge their predecessor’s findings. 
Moreover, validity can be enhanced by having key informants review a study’s results 
(Yin, 2009). We did so by letting participants rank the themes that emerged from the 
discussions by the end of the workshop. The number of workshop participants – 16 
persons from a range of industrial firms – can be considered adequate, exceeding the 
recommended ideal group size for focus groups, which is 8 to 12 participants (Morgan, 
1996). 

In total, four tables were used – one for each supply risk category. A moderator was 
assigned to each table, leading the discussion groups, which consisted of three to five 
workshop participants. The moderator’s task was to document the main discussion points, 
ensure that the discussion would not diverge from the subject and summarise the thoughts 
of the previous discussion group(s) to the following group(s). Aside from that function, 
the moderator did not interfere in the open discussion. After approximately 40 minutes, 
the discussions were interrupted, and each participant switched to a new table at which a 
different type of supply risk would be discussed. This process was repeated four times so 
that each participant had discussed each type of supply risk once. After this period of 
time, saturation tends to be reached. The same is true for the total number of four rounds, 
with the workshop’s documentation revealing that in the final round hardly any additional 
points were made. All issues raised were subsequently reviewed by the participants 
during a closing plenary session. The documented discussion points, as written down on 
flip-overs during the rounds, were shown to the participants, who could then distribute 
points in the form of stickers to those issues most important to them. Participants were 
allowed to distribute as many points as they thought necessary. 

Each of the 16 40-minute discussions was recorded and subsequently transcribed. 
This study uses the transcriptions of the four discussion rounds at the strategic supply risk 
table, which was moderated by one of the authors of this paper. The following section 
will elaborate on the methods used for coding and analysing the qualitative data. 
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3.2 Qualitative data analysis: codes evolve inductively from collected data 

Because the data collected and analysed for this study is qualitative in nature, the 
research applies qualitative research methods, which are “best understood as data 
enhancers. When data are enhanced [through qualitative data methods], it is possible to 
see key aspects of cases more clearly” [Ragin, (1994), p.92]. Because the aim is to 
‘enhance’ the transcriptions of the four discussion rounds and to discover the sources, 
indicators and tools related to strategic supply risk, the qualitative data it was coded for 
analysis. Coding refers to attributing codes to data chunks [Neuman, (2003), p.441], with 
a good code being one that “captures the qualitative richness of the phenomenon” 
[Boyatzis, (1998), p.31]. Coding means carrying out “two simultaneous activities: 
mechanical data reduction and analytic categorisation of data into themes” [Neuman, 
(2003), p.442]. 

To answer the research question, the study applies the method of inductive coding. 
The inductive approach “begins with concrete empirical details, [and] then works toward 
abstract ideas or general principles” [Neuman, (2003), p.537]. Therefore, inductive 
coding, also called “data-driven and qualitative coding” [Richards, (2010), p.94], implies 
that codes evolve from the data during the coding process. Instead of using predefined 
codes, researchers amend the codes continuously during the coding process as they see 
fit. In practice, this entailed selecting all the text-segments in which a participant 
mentioned a source, indicator or tool of strategic supply risk. After the coding, the 
segments regarding sources, indicators and tools were scrutinised for common themes. 
For example, several segments mentioned (watertight) contracts as a tool. Similar 
segments were then grouped into categories, such as contractual tools, increased turnover 
share, etc., in order to reveal underlying themes and connections among them. The results 
of this process are presented in the following section. 

4 Analysing the strategic supply risk discussion rounds 

4.1 The supplier as the main source of strategic supply risk 

An effective supply risk management system involves identifying sources, indicators and 
methods/tools to mitigate risk. First, a total of 18 different sources of strategic supply risk 
were identified through the coding of the workshop transcripts. These risks fell into four 
categories: supplier-based, buyer-based, buyer-supplier relationship-based and external 
sources. 

A prevailing theme among the supplier-based sources relates to the strategy/market 
behaviour of the supplier. The discussants repeatedly mentioned that a supplier switching 
its business strategy, for example by becoming a competitor, constitutes a threat to 
preferred customer status. Moreover, high staff turnover at the supplier was also seen as a 
risk source because of the potentially induced changes in a supplier’s attitude toward the 
buyer. Finally, capacity constraints at the supplier were also identified as frequent sources 
of strategic supply risk. 

The majority of the buyer-based sources of strategic supply risk revolve around the 
buyer’s contribution to the supplier’s turnover. If the buyer constitutes only a minor share 
of the supplier’s turnover, strategic supply risk is high. In addition, the analysis revealed 
that unfair treatment of the supplier, for instance by disregarding its intellectual property 
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rights, causes high levels of strategic supply risk. A further observation is that the saying 
‘birds of a feather flock together’ appears to hold true for supplier-buyer relationships, as 
considerable discrepancies between the buyer and supplier with respect to size, strategy 
and roadmap increase the likelihood of high strategic supply risk. Another source vested 
in the buyer-supplier relationship is the ‘chemistry’ between the sales agent and the 
purchasing agent. Thus, a match required is not only in company strategies and interests 
but also in attitudes on the individual level. External factors such as capacity constraints 
in the industry also negatively affect a company’s strategic supply risk but played a minor 
role in the view of the participants. This could be interpreted as capacity constraints 
making strategic supply risk visible, with the underlying causes being such factors as a 
strategy mismatch and small purchasing volume. 

In conclusion, the inductive coding revealed the supplier to be the main source of 
strategic supply risk, followed by the buyer, relational factors and external contingencies. 
More precisely, the most important sources of strategic supply risk were unfair treatment 
of the supplier by the buyer, the buyer’s purchases being too small compared to the 
supplier’s overall turnover, and differences in the interests/ strategies of the buyer and the 
supplier (see Figure 2). The next step is to identify key performance indicators to monitor 
increases in the described sources of risk, which may eventually lead to the need for 
action. 

4.2 Supplier’s attitude and turnover indices as primary indicators of strategic 
supply risk 

The second step in building a strategic supply risk management system is to discuss 
indicators. Overall, the analysis culminated in 24 risk indicators. About two-thirds of the 
indicators were classified as qualitative indicators with the rest being quantitative in 
nature. 

The most important indicator of strategic supply risk appears to be the supplier’s 
attitude toward the buyer, which consists of two aspects: responsiveness and cooperation. 
Responsiveness is indicated, for instance, by the time it takes a supplier to respond to a 
buyer’s requests for quotes or improvement suggestions. Purchasing companies are 
advised to evaluate not only the current level of supplier responsiveness but especially its 
development over time as suppliers show different ‘genuine’ levels of responsiveness 
depending, for example, on their organisational structure. Therefore, deteriorating 
responsiveness (for instance, prices that are not geared to market requirements, little 
reaction or time lags in responding to buyer requests and unmet delivery deadline) can be 
seen as a clear sign of not being a preferred customer. 

The supplier’s attitude toward the buyer is also apparent in its interest in cooperation, 
for example, acceptance or rejection of an exclusive contract. The analysis revealed that 
buyers have to assess the supplier’s attitude toward cooperation, i.e., the supplier’s 
general interest in the buyer, its goals and its strategy. The idea is that the supplier is 
more likely to express an interest in a lasting business relationship if the buyer is a 
preferred customer. Because congruent buyer and supplier interests facilitate a successful 
business relationship, the supplier should be interested in matching those interests. This 
finding correlates with the finding that a mismatch between the strategies/roadmaps of 
the buyer and the supplier is a major source of strategic supply risk. In addition, the 
supplier’s formal treatment of the buyer, apparent for example in the organisational rank 
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of the contact person that the supplier assigns to the buyer, constitutes another risk 
indicator. 

In addition to these qualitative indicators and corresponding to the finding that a 
minor purchasing volume can be a source of strategic supply risk, it was found that the 
share of the supplier’s turnover that the buyer provides is a good quantitative indicator for 
determining a possible preferred customer status. Buyers should consider how much of 
the supplier’s turnover they determine, how their purchasing volumes compare to those 
of other buyers and how much the supplier delivers to their competitors. It was argued 
that, as a rule of thumb, a purchasing volume of ten percent of a supplier’s turnover 
should be achieved. However, such a number likely depends on contingencies such as the 
concentration in customer markets. In addition to share of turnover, the pricing level 
should be assessed. Prices that were but are suddenly no longer geared to market 
requirements indicate that the buyer may have lost preferred customer status. 

In summary, the most helpful indicators of strategic supply risk that were noted are 
the share of turnover and the supplier’s attitude toward the buyer, which in turn is 
manifested in responsiveness and interest in cooperation (see Figure 2). This finding also 
corresponds to the identified risk sources in Section 4.1. What has to be taken into 
consideration, however, is that the indicators found are inverse indicators: The higher the 
share of turnover, for example, the lower the strategic supply risk. The next step was to 
identify tactics for buyers to address their strategic supply risk. 

Figure 2 Draft of a strategic supply risk management system 
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4.3 Cooperation, detailed contracts and strategy alignment as tools to counter 
strategic supply risk 

Coding for tactics to counteract strategic supply risk revealed that the general approach is 
to reduce the sources of strategic supply risk rather than to mitigate its detrimental 
effects. Moreover, simply accepting strategic supply risk was not regarded as an 
appropriate response. 

The one tool identified that targets mitigation of the effects of risk is to identify one 
or more alternative sources of supply. This tool does not decrease a company’s strategic 
supply risk, but it can alleviate the negative impact of not being a preferred customer. 
However, we can imagine a possible indirect impact on strategic supply risk: If the 
supplier is aware of the fact that switching to an alternative supplier is easy for the buyer, 
the supplier might increase its customer retention efforts. All other risk tools are risk 
reduction strategies and revolve around five distinct themes. 

One way of tackling strategic supply risk is to collaborate with the supplier to create a 
situation of interdependence with mutual benefits. Examples of this strategy include 
engaging in reference projects, establishing a purchasing cooperation, creating a 
connection between supplier and buyer through a joint Board of Governors and 
embarking on joint development projects.  

Another broad theme addresses contract design, i.e., watertight contracts. The 
underlying logic is that unclear formulations or contracts that leave important aspects 
unregulated are prone to increase opportunism and, by extension, the buyer’s strategic 
supply risk. Therefore, buyers should strive to confirm partnership contracts that include, 
for example, the right of first refusal, price guarantees and exclusivity. Admittedly, this 
might not increase the buyer’s attractiveness, but it may ensure preferential treatment 
once the contract is signed. 

In addition, the results show that a good working personal relationship between the 
buyer’s and the supplier’s staff is essential for successful management of strategic supply 
risk. This can be achieved by ensuring a good match between the supplier’s sales agent 
and the buyer’s purchasing agent and by communicating intensively with the senior 
management of the supplier, among others. 

The fourth risk reduction tool found is to ensure a match between the 
roadmaps/strategies of buyer and supplier. The reasoning is that similar 
roadmaps/strategies indicate similar corporate interests and courses of action. Suppliers 
will treat like-minded buyers preferentially, as a conflict of interest is less likely. First, 
buying firms have to compare their own roadmap/strategy to the supplier’s and check if 
their strategies are a potential source of strategic supply risk. Subsequently, the results 
can be discussed with the supplier to match interests and resolve potential future 
conflicts. An annual meeting with senior supplier management is an example of how this 
is accomplished. If the supplier is not interested in cooperating, it might be a sign of high 
strategic supply risk, as described in the previous section. In the best case, roadmap 
compatibility would be considered a supplier selection criterion. 

Not surprisingly, increasing the purchasing volume is the fifth risk reduction tool 
disclosed. Thus, although making single source strategies more likely, increasing the 
purchasing volume with one supplier and pooling purchasing orders can be promising 
methods for becoming a preferred customer. 

In summary, the data analysis revealed one method for mitigating risk (identifying 
alternative sources) and five methods for reducing strategic supply risk (increasing 



   

 

   

   
 

   

   

 

   

    Strategic supply risk 363    
 

    
 
 

   

   
 

   

   

 

   

       
 

purchasing volume, matching business strategies, maintaining functioning  
inter-personal relationships, confirming watertight contracts and developing 
cooperation/interdependence). 

5 Discussion of the findings: sketching a strategic supply risk management 
system and introducing SET 

5.1 Managerial discussion: drafting a system for strategic supply risk 
management 

The present paper introduces the concept of strategic supply risk, which is the risk of not 
being supplied as well as other customers of a particular supplier or not being supplied at 
all by this supplier. In an explorative world-café workshop involving 13 firms, a first 
draft of a supply risk management system was developed to handle strategic supply risks. 

A system for holistically addressing strategic supply risk management involves 
attention to the following questions: 1) What are the main sources of strategic supply 
risks?; 2) How can they be monitored?; and 3) What tactics can help to mitigate strategic 
supply risks? 

1 Because differences in the strategic orientations of the buyer and supplier were 
considered a major source of strategic supply risk, managers would benefit from 
focusing on the compatibility of the buyer’s and supplier’s goals and interests, even 
at the point of selecting potential suppliers. Obviously, to do so buyers require a 
clear strategy themselves, as only then can differences in strategy be identified. 
Second, buyers would benefit from analysing their treatment of the supplier by 
asking themselves: Is the supplier treated fairly and as a partner or is it squeezed for 
profits?  

2 In regard to indicators, buyer monitoring and assessment efforts should be 
concentrated on the supplier’s responsiveness, cooperation, treatment and turnover. 
Lengthening response times, minimal reaction to suggestions for improvement and 
diminishing service quality all seem to be indicators of low responsiveness and, 
therefore, of strategic supply risk. Moreover, the supplier’s formal treatment of the 
buyer must be assessed, for example, by evaluating the contact person’s position in 
the supplier organisation. Finally, buyers could monitor whether their share of the 
supplier’s turnover drops and should compare their turnover share to that of their 
competitors.  

3 Risk can be mitigated by identifying alternative sources of supply. With respect to 
the risk reduction tools, the study provides managers with five important tools: 
contract design, cooperation, strategy alignment, relationship development and 
purchasing volume. Detailed, long-term and exclusive contracts potentially reduce 
strategic supply risk. Moreover, joint development projects, reference projects and 
reverse rating can strengthen cooperation between buyer and supplier. Establishing 
strategy compatibility as a criterion for supplier selection, engaging in joint 
roadmap/strategy development with the supplier and scheduling meetings to discuss 
strategic issues can be considered promising tools. Further, buyers should work on 
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the personal relationships between their staff and the supplier’s staff. Finally, 
increasing the purchasing volume offers another tool to counteract strategic supply 
risk. 

As a managerial conclusion, an effective strategic supply risk management system could 
be designed, as depicted in Figure 2. Notably, supply risk management should be 
understood as a recurring process, and awareness of not only the indicators themselves 
but also changes in those indicators is important for managing strategic supply risks, as 
changes indicate increasing or decreasing risk levels. 

Being sensitive to strategic supply risks may also require a change in attitude toward 
suppliers, with buyers thinking in terms of customer attractiveness and supplier 
satisfaction and picking up the idea of ‘reverse marketing’ (Leenders and Blenkhorn, 
1988). Finally, purchasing managers may have to know more about their suppliers in 
order, for instance, to be able to estimate their share of supplier turnover and to 
understand which of their firm’s competitors share the same critical supplier. 

5.2 Theory discussion: embedding strategic supply risk in a SET perspective 

This paper has identified strategic supply risk as a phenomenon of practical relevance and 
provided some first insights regarding how to monitor such risks and react to them. A 
question arises, however, as to what a mechanism explaining the observed phenomenon 
could look like. Could an established theory be applicable to the phenomenon of strategic 
supply risk, allowing for a better understanding of its mechanisms and thus offering 
insights for refining and expanding the tool’s prognostic power as well as providing a 
path for future research? If so, could we develop a testable framework? 

Different theories come to mind that could be applicable. Peter Kraljic’s famous 
purchasing portfolio matrix (Kraljic, 1983) provides one example. Although the matrix 
does not specifically explain the observed phenomenon of strategic supply risk, it 
indicates for which purchasing items it is of great importance for buyers to have a low 
strategic supply risk, i.e., to be a preferred customer. In his matrix, Kraljic distinguishes 
along two dimensions (financial impact and supply risk) between leverage, non-critical, 
bottleneck and strategic items [Kraljic, (1983), p.111]. Particularly for the two latter 
purchasing items, low strategic supply risk is crucial to a buyer’s success. In these high 
(supply) risk markets, characterised e.g., by unique supplier products, frequent capacity 
shortages or low turnover share with suppliers, buyers that are preferred customers are 
least prone to suffering from the described market characteristics. Consider the situation 
of production shortages described earlier in the paper. Here, preferred customers will be 
served preferentially and thus suffer less or not at all from such an event. The Kraljic 
matrix, helpful as it might be in practical application, does not rely on an elaborated 
theoretical framework, which would invite the exploration of further explanatory paths. 

Another example is the resource dependency theory, which would essentially frame 
strategic supply risks as a consequence of over-dependency on suppliers (Nienhueser, 
2009). However, resource dependency theory has been criticised for its static character 
(Hillman et al., 2009) and offers few insights regarding the antecedents of the strategic 
problem. Taking into consideration the workshop’s findings on the sources of strategic 
supply risk, another theory, which has been successfully applied to explain B2B 
exchange relationships and also found application in attractiveness research, seems to be 
more promising, namely SET (Lambe et al., 2001; Schiele et al., 2012). The core 
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explanatory mechanism of SET is the relational interdependence that develops over time 
through the interactions of the exchange partners (Dwyer et al., 1987; Hallen et al., 1991; 
Cropanzano and Mitchell, 2005). Relational control in the form of norms, personal 
relations, trust and commitment to the relationship is seen as an effective means of 
governance by various scholars (e.g., Anderson and Narus, 1984, 1990; Dwyer et al., 
1987; Morgan and Hunt, 1994a; Wilson, 1995; Liu et al., 2009). 

SET, which has its origins in sociology (Blau, 1964; Emerson, 1976) and psychology 
(Thibaut and Kelley, 1959), builds upon three core elements. The first element is 
expectations (E), which lead to the initiation of an exchange relationship. In the next step, 
the outcome of the exchange is judged against the ‘comparison level’ (Cl), resulting in 
satisfaction with the relationship once the minimum criteria are surpassed. The third 
building block of SET is the so-called ‘comparison level of alternatives’ (Clalt), i.e., the 
assumption that actors will use not only absolute but also relative criteria to evaluate the 
outcome of an exchange relationship to eventually opt for continuation or termination. 

The first source of strategic supply risks identified during the world café workshop is 
‘incompatible strategies of buyer and supplier’. Strategies refer to future development 
and, thus, represent expectations (E). Incompatible strategies can be interpreted as low 
expectations for future joint value creation. The second source of strategic risks identified 
was ‘unfair treatment of supplier’. A supplier will feel treated unfairly when the buyer’s 
behaviour does not match its minimum criteria for exchange – in SET called the 
‘comparison level’ (Cl). The third major source of strategic supply risks is the ‘buyer’s 
small share of supplier’s turnover’. This simply involves a comparison made by the 
supplier, comparing one customer relationship to the other and evaluating whether one 
customer’s purchases are too limited in volume. That assessment in SET terminology 
corresponds to the ‘comparison level of alternatives’ (Clalt). 

Using the elements of SET as a conceptual anchor, the following framework is 
proposed (Figure 3): 

Figure 3 Strategic supply risk in light of SET (see online version for colours) 
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Based on the expectations the supplier has toward the exchange relationship, the  
buyer-supplier relationship is established and the execution of the exchange takes place (a 
similar argument may apply to the buyer, off course, though the supplier’s perspective is 
highlighted in the following discussion). A first testable hypothesis deriving from the 
SET based model could then read as follows: the higher the expectations toward a 
particular customer, the more resources a selling firm will dedicate to this particular 
relationship (Hypothesis 1). Based on the comparison level, the supplier evaluates its 
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satisfaction with the relationship. Here, the hypothesis is that selling firms evaluate their 
satisfaction with the buying firm (Hypothesis 2). As a next step, the availability of 
alternatives has a moderating effect on the final classification of a customer as a preferred 
customer, a regular customer or, in the extreme case, an ‘exit customer’, i.e., a buyer that 
will no longer be served by the supplier (Helm et al., 2006). The customer classification, 
in turn, determines the level of strategic risk for the buyer involved in this particular 
relationship. To understand this risk, the indicators developed during the workshop can 
help to monitor the relationship and provide signs if strategic risk arises. A third 
hypothesis could then be that, depending on the presence of alternatives, suppliers 
classify their customers as preferred, standard or exit customers, thereby determining the 
strategic supply risk for the buyer. Based on the customer classification, then, hypothesis 
four would state that the lower the strategic supply risk, the more the expectations toward 
the exchange relationship develop positively. Beyond a classical SET approach, a fifth 
hypothesis could be added, stating that exceptional episodes will have a significant 
impact on the execution of the business relationship, moderating the relation between 
expectation and execution. 

A particular problem can arise if the regular customer does not notice its second class 
status with a supplier because the supplier’s performance seems to be normal. However, 
in the case of a critical incident, such as a catastrophe interrupting the supply chain, or in 
the case of an economic boom resulting in an allocation situation, the previously 
unnoticed strategic supply risk may become virulent. On the other hand, examples have 
demonstrated how the preferred customer profits most from being the first to receive 
deliveries, in this way achieving an at least temporary competitive advantage over its 
competitors who were also dependent on the same supplier (Schiele, 2012). The status a 
buyer has with the supplier, thus, moderates the impact of incidents. A catastrophe may 
be an exogenous occurrence, but its effects for the diverse buyers will be different, 
depending on their status with the supplier, i.e., depending on the level of strategic supply 
risk they carry. 

SET offers a key to explaining the strategic supply risk phenomenon by incorporating 
the ‘comparison level of alternatives’ construct, which precisely addresses the issue at 
hand, namely the issue of not being treated as a preferred partner in an exchange 
relationship and suffering from negative consequences. On the other hand, achieving 
preferred customer status may open opportunities for strategic supply benefits. 

6 Conclusions: literature contribution, limitations and further research 

By introducing strategic supply risk, developing a corresponding risk management 
system and proposing to interpret strategic supply risk from a social exchange 
perspective, this paper contributes in at least seven ways to the existing literature, as 
follows: 

1 This study enriches the literature on supply risk management by being the first to 
approach risk management from a preferred customer perspective. More specifically, 
the risk of a buying firm not being treated as well as its competitors by shared 
suppliers is, for the first time, treated as a distinct type of supply risk. 

2 Further, this research adds to the literature on supply risk management by embedding 
strategic supply risk into a holistic supply risk management system, which consists 
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of three steps: identifying risk sources, monitoring emerging risks with the help of 
indicators and proposing risk mitigation tactics. Through the operationalisation of 
strategic supply risk management, firms are provided with first guidelines on how to 
manage the risk associated with not being a preferred customer. 

3 Beyond simply examining a particular type of risk, this research approach identifies 
sources and indicators of strategic supply risk and the tools available to counter it. 
This approach enriches the supply risk management literature by providing a holistic 
approach to risk management, whereas large portions of previous research 
concentrate mainly on the identification of risk sources. 

4 The results suggest that being a preferred customer is not an individual phenomenon 
but can be traced to three sources: strategy compatibility, treatment of the supplier 
and purchasing volume with the supplier. Hence, this study connects what seemed to 
be separate phenomena. The buyer can influence supply risk by selecting important 
suppliers with matching strategic roadmaps and treating them accordingly. 

5 The concept of strategic supply risk enriches the growing literature on customer 
attractiveness, supplier satisfaction and preferred customers by adding a risk 
dimension to this strand of research, thus providing an avenue for future inquiry. The 
essence of this novel stance is to shift the perspective from sellers trying to be 
attractive to buyers to the inverse perspective of buyers trying to become a preferred 
customer of their key suppliers (Baxter, 2012; Schiele et al., 2012). This research 
adds one further reason as to why a reverse marketing perspective may bring benefits 
to firms; it reduces the supply risks. 

6 Introducing SET as one possible backbone theory to explain the phenomenon of 
strategic supply risk opens the perspective for further research and empirical testing. 
Presumably, the detailed findings on the relations between the key constructs of SET 
are also adaptable to the strategic supply risk management context. 

7 Finally, from a methodological perspective, employing a world café as a method of 
exploratory enquiry proved to be a viable way of accessing and processing data. 
Compared to a series of interviews, a world café is not only less time-consuming but 
also allows for interaction among the participants, going beyond merely bilateral and 
successive conversations between a researcher and several interviewees. 

However, the limitations of this research have to be acknowledged as well. Sixteen 
purchasing managers participated in the workshop, which constitutes a small sample. 
More pertinently, the world café method is considered “a bottom-up process for 
identifying what is latent in a large group” [Anheier and Then, (2004), p.352], which 
raises the question of whether sixteen is an appropriately large group for conducting a 
world café. As is typical of qualitative and explorative research, questions arise regarding 
the representativeness of the sample. In addition, only purchasing managers took part in 
this research. The outcomes might have been different if the participants had been sales 
managers discussing whether they treat particular buyers preferentially and why. In fact, 
little is known about the behaviour of selling organisations in their conscious or 
unconscious motivations in decisions about awarding preferred customer status. A few 
customer classification portfolio models have been proposed (Steinberg and Young, 
1998), but their proliferation in business remains unclear. Further, all participants were 
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from German-speaking countries and represented a limited range of industries. Therefore, 
caution is required in making inferences about other industrial settings and cultures. 

Future research could test the findings of this study with a larger and more 
representative sample, incorporating the supplier’s perspective. Furthermore, the 
identified indicators such as supplier’s responsiveness and tools such as strategy 
alignment require further operationalisation. How can they be measured correctly? How 
frequently should companies monitor the different risk sources? In addition, threshold 
values indicating, for example, what degree of strategy compatibility is decisive for 
achieving a preferred customer status still need to be developed. Despite these 
limitations, the authors are confident that this research has laid a path for the 
development of strategic supply risk management systems and has provided direction for 
future research on the concept of the preferred customer. 
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