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BY KATE VITASEK

Transaction-based 
agreements are 
the cornerstone 
of conventional 
supplier contracts, 
But should they be?
Research is proving alternative sourcing business 
models can play a significant role in creating value in 
more complex, risky, or strategic contracts. The key is 
knowing when to use which model.

In 1776, Scottish philosopher and father of modern 
economics Adam Smith observed the human pro-
pensity for self-interest and formulated his “invisible 
hand” theory with the publication of An Enquiry 
into the Nature and Causes of the Wealth of Nations. 
He stated that society benefits as a whole from a 
multiplicity of trading transactions because humans 
seek what is best for them, resulting in fairness and 
honesty among equals. (See FIGURE 1 on page 26.)

More than 250 years later, Smith’s philosophies 
remain the cornerstone of conventional supplier 
relationships. The lion’s share of today’s supplier 
contracts is grounded in transaction-based procure-
ment and contracting practices. For the most part, 
transaction-based approaches served the profes-
sion well throughout the twentieth century, but times 
have changed. Today’s procurement and contracting 
professionals must maneuver in an environment that 
is more dynamic and volatile than ever before. This 
means balancing what seems to be insurmountable, 
conflicting goals of reducing cost structures while 
driving innovation and mitigating risks. 

Many public sector organizations are turning to al-
ternative sourcing models to meet the challenges for 
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complex, risky, or strategic contracts. For 
example, the Department of Defense has 
advocated for performance-based con-
tracts for weapons systems maintenance 
and support since 2003,1 state procure-
ment organizations are increasingly turn-
ing to alternative models for construction 
projects,2 and no one can deny the rise of 
public-private partnerships—for example, 
at least 25 states have enacted legislation3 
to enable private-sector participation in 
infrastructure projects: 

These public-private partnerships…, 
already commonplace in many parts of the 
world, combine the best of public-sector 
governance with the most valuable of 
private-sector efficiencies.4 

A great example of a success story using 
an alternative sourcing model occurred in 
the aftermath of the tragic I-35W bridge 
collapse in Minnesota in 2007. Time was 
of the essence and the challenge was to 
complete a replacement bridge within 18 
months. The Minnesota Department of 
Transportation approached the rebuild in 
a radically different way by employing a 
rarely used state law5 that granted author-
ity to use a best-value approach versus the 
conventional cost-plus-lowest-bid method. 
The Minnesota Department of Transporta-
tion set out to find the right partners that 
would share in the risk and reward of the 
project’s success. The result was a smash-
ing success: 

The 1,223-foot bridge was completed in 
just 11 short months; 

The completed project was under budget; 

The project received multiple awards, 
including the grand prize from America’s 
Transportation Awards for “representing 
the best in innovative management, ac-
countability, and timeliness”; and 

The Flatiron Manson (the contractor) was 
handsomely awarded with incentives for 
meeting the state’s desired outcomes 
outlined in the contract.6 

This was a true win-win contract, and rep-
resents a stark contrast to various tradi-
tional transactional contracting methods, 
such as paying for time-and-materials or 

fixed-fee arrangements, which are often 
fraught with scope creep battles.

With successes like the Minnesota Depart-
ment of Transportation’s bridge project, 
more and more organizations are looking 
for direction on how to structure various 
types of agreements.7

Sourcing is a 
Continuum
For centuries, organizations have thought 
of procurement as a “make vs. buy” deci-
sion. This is especially true as organizations 
began to explore outsourcing. Many orga-
nizations have assumed that if they “buy,” 
they should use competitive “market” 
forces to ensure they are getting the best 
deal. In doing so, the default approach is 
to use a transaction-based model. 

Transaction-based models work well for 
simple transactions with abundant supply 
and low complexity, where the “market” can 
correct itself. After all, if a supplier does not 
perform, you can just rebid the work. Howev-
er, there is growing awareness that transac-
tion-based approaches do not always give 
each party the intended results.8 Research 
by the International Association for Contract 
and Commercial Management shows that 
conventional transaction-based models are 
constrained by a formal, legally oriented, 
risk-averse, and liability-based culture.9 Fur-
ther, University of Tennessee research shows 
that alternative sourcing business models 
are viable approaches to the conventional 
transactional methods because they seek to 
align interests, often through incentives and 
shared risk/reward economics.10 

Economists are also providing sound 
research. Oliver Williamson, professor of 
economics at the University of California, 
Berkeley, challenged the traditional view of 
sourcing practice with his Nobel Prize– 
winning research in “transaction cost eco-
nomics.” One of Williamson’s key lessons is 
that organizations should view sourcing as 
a continuum, rather than a simple market-
based make vs. buy decision.

A good way to think of Williamson’s work 
is mapped out in FIGURE 2 on page 27, with 

As every individual, therefore, 
endeavours as much as he can 
both to employ his capital in the 
support of domestic industry, and 
so to direct that industry that its 
produce may be of the greatest 
value; every individual necessarily 
labours to render the annual rev-
enue of the society as great as he 
can. He generally, indeed, neither 
intends to promote the public 
interest, nor knows how much 
he is promoting it. By preferring 
the support of domestic to that of 
foreign industry, he intends only 
his own security; and by directing 
that industry in such a manner as 
its produce may be of the great-
est value, he intends only his own 
gain, and he is in this, as in many 
other cases, led by an invisible 
hand to promote an end which 
was no part of his intention. Nor 
is it always the worse for the 
society that it was no part of it. 
By pursuing his own interest he 
frequently promotes that of the 
society more effectually than 
when he really intends to pro-
mote it. I have never known much 
good done by those who affected 
to trade for the public good. It is 
an affectation, indeed, not very 
common among merchants, and 
very few words need be employed 
in dissuading them from it.

—Adam Smith, 
The Wealth of Nations, 1776

Figure 1. 
Adam Smith’s 
“Invisible Hand” 
Theory
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free-market forces on one side and what 
Williamson refers to as “corporate hierar-
chies” on the other. In the middle, William-
son advocated that organizations should 
use a “hybrid” approach for complex 
contracts.

The Seven Sourcing 
Business Models
University of Tennessee researchers have 
mapped seven sourcing business models 
into the three categories along William-
son’s sourcing continuum.  

Transactional (Williamson’s “Market” 
category)

Basic Provider Model

Approved Provider Model

Relational (Williamson’s “Hybrid” category)

Preferred Provider Model

Performance-Based/Managed Services 
Model

Vested Business Model

Investment (Williamson’s “Hierarchy” 
category) 

Shared Services Model

Equity Partnership Model (e.g., joint 
ventures, subsidiaries, etc.)

The models differ from a risk/reward per-
spective and should be evaluated in the 
context of what is being procured. While 
there are many different names for various 
alternative delivery methods and contract 
types, almost all fall into one of these 
seven sourcing business models. FIGURE 3 on 
page 28 shows how the sourcing business 
models fall along the sourcing continuum. 
A high-level summary of the characteristics 
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and attributes for each of these approach-
es are reviewed in detail as follows. 

Basic Provider Model
A basic provider model is transaction-
based. It usually has a set price for 
individual products and services for 
which there are a wide range of standard 
market options. Typically, these products 
or services are readily available, with little 
differentiation in what is offered.

A basic provider model is used to buy low-
cost, standardized goods and services in 
a market where there are many suppliers 
and switching suppliers has little or no im-
pact on the business. Buyers typically use 
frequent competitive bidding (frequently 
with pre-established electronic auc-
tion calendar events). Often, a purchase 
requisition triggers transactions that signal 
the buying company’s agreement to buy 
preset quantities of goods or tasks. 

The buyer-supplier relationship is based largely 
on a review of performance against basic 
criteria. For example, did the supplier work the 
hours claimed? Did the goods received meet 
the agreed-to quantity, cost, and delivery times?

Approved Provider Model
An approved provider model also uses a 
transaction-based approach: Goods and 
services are purchased from prequalified 
suppliers that meet certain performance 
or other selection criteria. Frequently, 
an organization has a limited number of 
preapproved suppliers for various spend 
categories from which buyers or business 
units can choose. Multiple suppliers mean 
costs are competitive, and one firm can 
easily be replaced with another if the sup-
plier fails to meet performance standards.

An approved provider is identified as a 
prequalified option in the pool of basic 
providers. Approved providers fulfill 
conditions for specified service through 
a set of criteria or previous experience 
with performance reliability. To reach ap-
proved status, suppliers frequently offer 
some level of differentiation from other 
transactional suppliers and provide a cost 
or efficiency advantage for the buyer. The 
differentiation could come in the form of 
geographical location advantage, a cost 
or quality advantage, or a minority-owned 
business. 

Procurement professionals often turn to 
approved providers as regularly solicited 
sources of supply when bidding is con-
ducted. An approved provider may or may 
not operate under a “master agreement,” 
which is an overarching contract with the 
buying organization. 

In order to create a seamless and readily 
accessible supply chain, many organiza-
tions develop lists of approved provid-
ers. A preapproved list saves time when 
seeking particular goods and services. 
The approval process also ensures parity 
between bidding qualified suppliers. As an 
organization selects its approved provider 
list, it molds the required qualifications 
to its unique business objectives and 
strategy.

Preferred Provider Model
Like the basic and approved provider 
models, a preferred provider model uses 
a transaction-based economic model, 
but a key difference between a preferred 
provider and the other transaction-based 
models is that the buyer has made the 
choice to move to a supplier relationship 
where there is an opportunity for the 
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supplier to add differentiated, incremen-
tal value to the buyer’s business to meet 
strategic objectives. This insertion of the 
supplier’s contribution into the buyer’s 
business processes creates the need for 
a relational model. Thus, contracts with 
specifically chosen supplier(s) assume a 
more collaborative relationship. Repeat 
business and longer-term and/or renew-
able contracts are the norm.  

Similar to an approved provider model, 
buyers seek to do business with preferred 
providers to streamline their buying 
processes. Buying organizations typically 
enter into multiyear contracts using master 
agreements that allow them to conduct 
repeat business efficiently. While preferred 
providers are still using transaction-based 
economic models, the nature and efficien-
cies of how the organizations work to-
gether go beyond a simple purchase order 
and consider how a supplier can provide 
value-added services.

A preferred provider is a prequalified 
supplier. Often they offer unique differen-
tiators such as value-added benefits and 
services and/or demonstrated acceptable 
and predictable levels of performance. For 
example, a preferred provider may have 
superior software that interfaces with an 
organization’s own system. 

It is common for preferred providers to 
work under blanket purchase orders and 
rate cards that make conducting repeat 
business easy. For example, a labor-staff-
ing firm may have a rate card that lists the 
hourly rate set for various types of staffing 
needs. The buying organization can re-
quest staffing support from the preferred 
provider using the predetermined blanket 
purchase orders and rate cards. 

Performance-Based/Managed 
Services Model
A performance-based (or managed 
services model) is generally a formal, 
longer-term supplier agreement that 
combines a relational contracting model 
with an output-based economic model. A 

performance-based model seeks to drive 
supplier accountability for output-based 
service-level agreements and/or cost 
reduction targets. A performance-based 
agreement typically creates incentives (or 
penalties) for hitting (or missing) perfor-
mance targets.

Sourcing decisions are based not only on 
a supplier’s ability to provide a good or 
service at a competitive cost, but also on 
its ability to drive improvements based on 
its core competencies. Performance-based 
agreements shift thinking away from activi-
ties to predefined outputs or events. Some 
organizations call the results “outcomes.” 
However, it is important to understand that 
a performance-based agreement should 
hold a supplier accountable only for what 
is under its control. For that reason, in 

performance-based models, the word 
outcome typically means a supplier’s 
output—which is a well-defined and easily 
measured event or a deliverable that is 
typically finite in nature. 

Performance-based agreements require a 
higher level of collaboration than pre-
ferred provider contracts because there 
is a higher degree of integration between 
the supplier and the buying organization. 
In addition, buyers need to apply more for-
malized supplier relationship management 
efforts to review performance against 
objectives and to specify the incentive or 
service credit (also referred to as a “malice 
payment” or “penalty”) payments that are 
embedded in the contracts.

The future will be won by 
those who embrace more 
sophisticated sourcing busi-
ness models purposely 
designed to create value and 
harness the power of highly 
collaborative relationships 
with suppliers that can help 
drive transformation and 
innovation in your organization. 
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Vested Sourcing Business 
Model 
A “Vested sourcing business model” is 
a hybrid relationship that combines an 
outcome-based economic model with a 
relational contracting model. It incorpo-
rates the Nobel Prize–winning concept of 
behavioral economics and the principle 
of shared value. Using these concepts, 
companies enter into highly collaborative 
arrangements designed to create and 
share value for buyers and suppliers above 
and beyond the conventional buy/sell eco-
nomics of a transaction-based agreement. 
In short, the parties are equally committed 
(i.e., “vested”) to each other’s success.

The Vested model is a highly collabora-
tive sourcing business model where the 
organization and the supplier have an 
economic interest in each other’s success. 
A good example is the U.S. Department 
of Energy (DOE) contract with Kaiser-Hill, 
which created a shared risk/shared reward 
contract for the cleanup of the Rocky Flats 
nuclear site. The agreement was struc-
tured so that the more successful Kaiser-
Hill was at achieving the agency’s goals, 
the more successful Kaiser-Hill became. 
The official Government Accountability 
Office review credited the DOE contract 
as a role model for contracting success.11 
More recently, the Canadian government 
used a Vested model for its Vancouver 
Coastal Health contract for environmental 
services agreement. A Vested model is 
best used when an organization has stra-
tegic transformational and/or innovation 
objectives that it cannot achieve by itself or 
by using conventional transactional sourc-
ing business models (i.e., basic provider, 
approved provider, preferred provider) or 
a performance-based agreement. 

These transformational or innovation 
objectives are referred to as desired out-
comes—measurable strategic business ob-
jectives that focus on what will be accom-
plished as a result of the work performed. 
Desired outcomes are not task-oriented 
service-level agreements, such as those 
typically outlined in preferred provider or 
performance-based agreements. Rather, 
desired outcomes are strategic in nature 

and often can only be achieved with a high 
degree of collaboration between the buyer 
and provider and/or with investment by 
the supplier. As such, Vested agreements 
almost always carry some aspect of a 
shared risk/shared reward pricing model.

Shared Services Model
Organizations that struggle to meet com-
plex business requirements with a supplier 
can always invest to develop capabilities 
themselves (or “insource”). One approach 
is to develop an internal shared service 
organization with the goal of centralizing 
and standardizing operations that improve 
operational efficiencies. A shared services 
model is an internal organization based 
on an arm’s-length outsourcing arrange-
ment. Using this approach, processes are 
often centralized into a shared service 
organization that charges business units 
or users for the services they use. In some 
instances, shared service organizations are 
formed externally from the company (such 
as a subsidiary).

Shared service organizations typically act 
like outsourced suppliers, performing 
services and then “charging” their internal 
customers on a per-transaction or actual 
cost basis. Shared service organizations 
generally mirror conventional preferred 
provider models. The main difference is 
that the shared service organization is an 
internal supplier rather than an external 
supplier.

Organizations can use a shared services 
model for a variety of functional services, 
such as human resources, finance op-
erations, or administrative services (e.g., 
claims processing in healthcare). For 
example, large organizations may central-
ize human resource administration into 
a shared service organization to provide 
benefits management to their own em-
ployees and even external clients. Small 
enterprises can benefit from a shared 
services model by joining forces to create 
specialized service centers that provide an 
economic, functional service to each of the 
smaller firms. 

Equity Partnerships
Some organizations decide that they do 
not have internal capabilities, yet they 
do not want to invest in a shared services 
organization. In these cases, organizations 
may opt to develop an equity partner-
ship such as a joint venture or other legal 
form in an effort to acquire mission-critical 
goods and services. 

An equity partnership creates a legally 
binding entity. They take different legal 
forms, from buying a supplier (an acquisi-
tion) or creating a subsidiary to equity-
sharing joint ventures or entering into 
cooperative arrangements. Equity partner-
ships are best used when an organization 
does not have adequate internal capabili-
ties and cannot, or does not want to, work 
with an external supplier.  

Equity partnerships, by definition, bring 
costs “in house” and create a fixed-cost bur-
den. As a result, equity partnerships often 
conflict with the desires of many organiza-
tions to create more variable and flexible 
cost structures on their balance sheet. 

Different Models 
for Different Needs
While business needs have evolved, the 
fundamental nature of how we procure 
goods and services has not. The vast 
majority of organizations (public and pri-
vate) still use the same transaction-based 
approach for procuring complex goods 
and services as they do to buy more simple 
commodities and supplies. 

Many contracting professionals wrongly 
assume that a transaction-based model 
is the only way to architect a supplier 
contract. For simple transactions with 
abundant supply and low complexity, a 
transaction-based business model is the 
most efficient model. However, the real 
weakness of a transaction-based approach 
emerges when any level of complex-
ity, variability, mutual dependency, or 
customized assets or processes are part 
of the transaction. A transaction-based 
approach cannot produce perfect market-
based price equilibrium in variable or 
multidimensional business agreements. 
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Thus, hybrid sourcing business models 
built with relational contracts and output 
or outcome-based economic models are 
more appropriate. 

For this reason, it is imperative that organi-
zations select the most appropriate sourc-
ing business model for their situation.   

Determining the Best 
Sourcing Option
Think of a sourcing business model as 
a “system,” as each is purposely built to 
optimize the business needs given the 
critical operating factors. To help organiza-
tions determine the best sourcing business 
model for their situation, the University of 
Tennessee led a collaborative effort with 
academic and industry experts to develop 
a “business model mapping” process 
that is easy to use. Determining the most 
appropriate sourcing business model is a 
factor of two components: 

The most appropriate relationship model, 
and 

The most appropriate economic model.12

It should be noted that there is 
not a “one size fits all” sourc-
ing business model. What 
might be a good model for 
buying pencils will likely not be a 
viable model for a highly complex IT 
outsourcing initiative. It is also important 
to realize that no model is “better” than 
another. It might be tempting to think a 
Vested relationship sounds good be-
cause a supplier will drive innovation, but 
if the business model mapping process 
indicates that a preferred provider model 
is more appropriate, you will have over-
engineered your efforts. 

The business model mapping process is 
a four-step process. Stakeholders assess 
(or “map”) 25 key attributes across seven 

dimensions using an open-source business 
model mapping toolkit that will indicate 
which sourcing business model is the right 
choice.13 The four steps of the business 
model mapping process are as follows.

Step 1: Determine the Sourcing 
Categories 
The first step is to define the require-
ments for the key categories of products/
services the organization needs to either 
make or buy. This includes products/
services that are currently insourced, cur-
rently outsourced, or perhaps not being 
accurately managed at all. Complete a 
business model mapping exercise for each 
of the categories under the scope of the 
business. You can use the exercise for both 
“direct” or “indirect” spend categories. 
You can complete the business model 
mapping exercise by asking: “What if I 
bundled smaller categories into a broader, 
more holistic category? How would that 
affect the dependency, risk, and potential 
to create value?” This is exactly what Mi-
crosoft did when it outsourced its finance 
operations to Accenture. Bundling several 

of the spend categories allowed Accenture 
to have an end-to-end perspective allow-
ing synergies that could not be realized if 
the categories remained unbundled. 

Step 2: Determine the Best 
Relationship Model
Once the organizations have gathered 
knowledge on categories, they begin the 
physical “mapping” part of the process. 
This involves determining the best relation-
ship model and the best economic model 
for their particular environment. 

This step is designed to help you deter-
mine which relationship model is most 
appropriate (i.e., transactional, relational, 
or investment-based). The business model 
mapping template includes 14 attributes. 
Mapping will help you answer these ques-
tions:

What is the overall level of dependency as-
sociated with the product or service? 

What is the strategic impact of the product 
or service category? 

Does this product or service provide your 
organization with a core competen-

cy or competitive advantage?

What is the degree of risk as-
sociated with this product or 

service category?

Step 3: Determine the Best 
Economic Model  
Step 3 maps additional attributes that de-
termine the best economic model for your 
situation. The economic model determines 
how you will manage the economics of the 
relationship (e.g., pay the supplier). There 
are three economic models.

Transaction-Based Model
The most prevalent economic model 
among businesses today is transaction-
based. Transaction-based models are also 
the easiest to administer—the are driven 

Dealing with the various 
sourcing options doesn't 
have to be complicated.
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by behaviors or tasks. For example, if a 
supplier is typically paid per activity—e.g., 
price per unit, per hour, per mile, per call 
answered, etc.—and you record the num-
ber of completed activities, you can easily 
determine how much to pay the supplier. 
For example, $15 per hour × 1,000 hours = 
$15,000.

Output-Based Model
Currently, there is a trend for buying 
organizations to shift risk to a supplier and 
hold it accountable for achieving results, 
not just performing a task. To cope with 
this “risk-shifting” problem, two types of 
“results”-oriented economic models have 
emerged. The first is an “output”-based 
model in which a supplier’s payment is 
typically tied to achievement of predefined 
measures such as service-level agree-
ments. It is becoming more common for 
buyers to negotiate predefined efficiency 
targets as well—such as holding the sup-
plier accountable for a three-percent 
year-over-year price reduction that as-
sumes the supplier will drive efficiencies. 
Output-based economic models are asso-
ciated with performance-based (managed 
services) agreements. For example, you 
might pay a supplier $10 for every unit it 
produces that passes a certain quality lev-
el, or only upon successful completion of 

a milestone (instead of per hours worked). 
An output-based model drives supplier ac-
countability, but should only be used when 
the work the supplier is performing is fully 
under the supplier’s control.

Outcome-Based Model
An outcome-based economic model is 
more sophisticated than an output-based 
economic model because it ties supplier 
payment to mutually agreed boundary-
spanning business outcomes. To achieve 
true business outcomes, a buyer and suppli-
er must work together in a highly integrated 
fashion. There is shared risk and shared 
reward to achieve the business outcome. 
For example, DOE’s Rocky Flats contract 
included an incentive for Kaiser-Hill for early 
closure. There were many risks involved in 
the project, but the incentive encouraged 
Kaiser-Hill to work in a highly collabora-
tive and transparent manner as it worked 
through many tough issues collaboratively.

The business model mapping template 
includes 11 attributes across four dimen-
sions focused on economic models. By 
completing the exercise, the mapping 
helps you answer the questions:

How much potential is there to create 
mutual advantage by collaborating with a 
supplier?

What is the nature of the work scope?

What is the criticality of the work?

What are your risk tolerance preferences?

Based on the nature of what is procured, 
companies will find the business environ-
ment and their preferences will lead them 
to one of the economic models.

As with mapping the relationship model, in 
some cases your map will be very specific 
and lead you to one “column.” However, in 
other cases you may find your map indicates 
a general preference for an overall relational 
contract. It is okay at this point if your map 
simply indicates an overall preference for 
a transactional, output, or outcome-based 
model, as you will use this as part of Step 4. 
However, some buyers have seen benefits 
from assigning a weight factor to the attri-
butes to strengthen the final model decision.

Step 4: Determine the Best 
Sourcing Business Model  
Steps 2 and 3 helped you identify the 
most appropriate relationship model and 
economic model. In Step 4, this informa-
tion is applied to identify which of the 
seven sourcing business models is most 
appropriate for your situation. The answer 
combines both the relationship model and 
the economic model.

Economic Model
Relationship/Contract Model

Transactional Contract
(Market)

Relational Contract
(Hybrid)

Investment
(Vertical Integration

Hierarchy)
Outcome-Based
Economics tied to Boundary Spanning/
Business Outcomes

Mis-Match—
Not a Viable Option

Vested Equity Partner (e.g. Joint 
Venture, Subsidiary)

Vested Shared Services
Output-Based
(Performance-Based/Managed 
Services)
Economics tied to Supplier Output

Mis-Match—
Not a Viable Option

Performance-Based
(Managed serices)

Agreement

Equity Partner (e.g. Joint 
Venture, Subsidiary, Co-Op)

Shared Services

Transaction-Based
Economics tied to activities drive 
behavior, e.g., per unit, per hour

Basic Provider
Approved Provider

Preferred Provider Equity Partner (e.g. Joint 
Venture, Subsidiary)

Shared Services

Figure 4. Business Model Map Matrix
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To complete the business model mapping 
exercise, use the “sourcing business model 
matrix” (see FIGURE 4 on page 34), which is 
a simple 3x3 matrix that has the three re-
lationship models on the vertical axis and 
the three economic models on the hori-
zontal axis. Determining the best sourcing 
business model is simply a factor of plot-
ting the relationship model and economic 
model onto the matrix. For example, if the 
most appropriate relationship model is a 
relational contract and the most appropri-
ate economic model is output-based, then 
the best sourcing business model for your 
situation is a performance-based sourcing 
business model. 

(It is important to note that investment-
based models (i.e., equity partner and 
shared services) can be developed using 
any of the three economic models. The 
key point is that the economics will be 
structured differently based on the desired 
economic model.)

Conclusion
Dealing with the various sourcing op-
tions doesn't have to be complicated. You 
shouldn't have to fall back on old-school 
transaction-based methods. Sourcing 
business models are especially pertinent 
and extremely viable in today’s economic 
landscape.

The future will be won by those who em-
brace more sophisticated sourcing busi-
ness models purposely designed to create 
value and harness the power of highly 
collaborative relationships with suppliers 
that can help drive transformation and 
innovation in your organization. Today’s 
procurement professionals must embrace 
and evolve with modern business needs, 
and more and more this means balancing 
the seemingly insurmountable, conflicting 
goals of reducing cost structures and driv-
ing innovation.  

It’s time to resolve struggling supplier 
relationships, harness supplier innovation, 
transform operations through strategic 
outsourcing, and leverage the assets of 
private entities to get the job done. To 
do these things, take advantage of all the 

tools in your sourcing toolkit—including 
more sophisticated sourcing business 
models purposely designed to harness 
the power of output-based and outcome-
based approaches. 

This means understanding the fundamen-
tal differences of each type of sourcing 
business model and consciously striving to 
pick the right model for the right environ-
ment—ultimately picking the right tool for 
the right job.  CM 
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