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ECONOMIC 
DOWNTURN

These six supply chain strategies can 
carry you through difficult times. 

BY JONATHAN HUGHES  
AND ASHLEY HETRICK
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Early in the Financial Crisis of 2007-2008, we laid out six supply chain strategies 
to address unprecedented challenges. Although circumstances are very different 
now, companies once again confront imminent recession, operational dislocation 

and great uncertainty. A March study released by the Institute for Supply Management 
found that 81% of U.S. companies expect their procurement operations to be 

affected by COVID-19. And, 29% report that it will have a “moderate” to 
“severe” impact on operations for the rest of the year, while 40% say 

the impact is still “unknown.” In our view, these results suggest 
many companies are underestimating the impact of COVID-19. 
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Negotiation 

Pressure to reduce costs is escalating rapidly, but 
procurement and supply chain management groups 
also need to ensure supply chain continuity, safeguard 
the viability of key suppliers and retain the ability to 
pivot, and scale up production and business activity as 
we come through the current crisis and enter recovery. 
Below we reprise and update strategies we shared in 
2007-2008 as a playbook for navigating turbulent times.

1. Revisit supplier agreements—and take a  
collaborative approach to negotiations.
Many companies are finding themselves saddled with 
supply contracts that have been rendered obsolete by 
abrupt changes in market conditions. We caution against 
what some companies are doing, namely, refusing to 
take delivery of contracted volumes and/or demanding 
price reductions. Rather, we suggest that companies 
systematically analyze their major supply contracts to 
determine if there is a legitimate basis for renegotiation, 
and if so, engage negotiations in a collaborative fashion. 
For example, many current supplier contracts are based 
on peak commodity, material and labor costs. Particu-
larly when companies agreed to high pricing based on 
high supplier input costs, and markets where demand 
significantly exceeded supply, customers have a reason-
able basis to open discussions with suppliers. 

Acting with urgency and speed is critical. The longer 
customers and their key suppliers take to adjust, the 
more painful those adjustments will be—and the more 
limited the options will be for customers. Consider that 
the COVID-19 crisis began (unlike the Financial Crisis) 
as a supply-side disruption. Social distancing policies 
have now massively reduced economic activity, and we 
now see typical recessionary reductions in demand. But 
a third phase of disruption is coming. As many suppliers, 
especially small and medium-sized companies, go out of 
business, and many remaining suppliers reduce produc-
tion capacity (shutting down plants and production lines, 
reducing shifts and furloughing workers), many custom-
ers will see an escalation in supply bottlenecks and short-
ages—even before the recovery begins. 

According to an April 8th poll we conducted in col-
laboration with the Institute of Supply Management, 64% 
of more than 300 respondents reported an increase in 
renegotiation of contracts with suppliers, though only 8% 
reported “a great deal” of renegotiation activity as a result 
of COVID-19 and related economic dislocation. Based on 
our research and analysis of the Financial Crisis and reces-
sion, we believe many companies are underestimating the 
number of supply contracts they will need to negotiate, and 
are at risk of being disadvantaged in those negotiations by 
not taking urgent action to prepare for them and engage 

FIGURE 1

Collaborative versus adversarial negotiations

Source: Vantage Partners 2018 Customer-Supplier Negotiation Study, with more than 500 responses from more than 300 companies
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Companies that report more collaborative
negotiations with suppliers report better
outcomes than those that report engaging
in adversarial negotiations.   
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suppliers earlier—thereby creating more space to negotiate 
creative solutions with less time pressure. A collaborative 
approach to negotiations leads to better outcomes (see Fig-
ure 1). Sourcing and supply management groups that act 
quickly, and take a creative and collaborative approach to 
negotiations, can ensure that they are not put on allocation 
by key suppliers, even as their competitors are. 

 
2. Assess and act to safeguard the viability of  
critical suppliers.
Regardless of what your company does, many of your sup-
pliers will be facing significant price pressure and reduc-
tion in demand from other customers. As important as cost 
reduction is in the current environment, minimizing avoid-
able revenue losses should also be a key priority. This means 
that procurement and supply chain management organiza-
tions need to place significant emphasis on identifying, 
and preempting or remediating, supply chain bottlenecks 
and breakdowns. They also need to ensure that quality and 
safety standards are not compromised as suppliers come 
under significant financial pressure and confront disrupted 
operations and their own supply chain challenges.

Companies that have already invested in creating trans-
parent, high-trust relationships with suppliers, and that 
put in place supply chain risk monitoring systems, are 
already reaping benefits. Others must now redouble efforts 
to reassess risks within their supply base, and work jointly 
with suppliers to develop and implement risk mitigation 
strategies. Those companies that have given their suppliers 
reason to distrust them will find this a difficult task. They 
are likely to experience costly supply chain disruptions as 
their suppliers try to protect themselves by hiding risks 
and problems, rather than collaborating on joint efforts to 
address them at the earliest sign of trouble.

As our own companies face significant financial pres-
sures, making commitments and investments to support 
suppliers is not easy. Creative thinking is called for, and 
many options should be considered. For example, compa-
nies with strong cash-flows can accelerate payment to key 
suppliers that would otherwise need to make major cuts 
to operations and output. In addition, medium- and long-
term purchase commitments to suppliers can sometimes 
be leveraged by those suppliers to secure loans. There 
are also opportunities to purchase commodities or parts 

for suppliers at a lower cost than they can do so on their 
own. In some cases, there is a compelling business case 
to make equity investments in critical suppliers, acquire 
them outright or acquire portions of a key supplier’s busi-
ness. These ideas are further explored below. 
 
3. Streamline your supply chain.
A company’s supply chain is only as strong as the weak-
est link, and current economic conditions put dispro-
portionate pressure on weaker suppliers. During periods 
of growth, many companies find themselves moving too 
fast to carefully analyze their supply chains and eliminate 
suppliers that add little value or introduce unnecessary 
risk. Now is the time to scrutinize distributors and bro-
kers, and aggressively pursue dis-intermediation. While 
intermediary links in the supply chain provide conve-
nience and (perhaps) increased speed to market in good 
times, there are three key (interrelated) reasons to sub-
ject such suppliers to a high degree of scrutiny.

•  They introduce an extra layer of cost: When 
your company was scrambling to keep components com-
ing in the door to meet your customers’ orders, benefits 
may have outweighed the costs; but now is the time to 
explore efficiencies through better direct linkage with 
original equipment manufacturer (OEM) suppliers.

•  They complicate and often distort communi-
cation between a company and its key OEM sup-
pliers: That often compromises effective demand and 
capacity planning, thus introducing further cost and 
supply continuity risk.

•  They limit the ability of a company to build 
partnerships with key OEM suppliers, which in turn 
limits the ability to creatively reduce costs through speci-
fication implication or redesign, materials changes and 
enhanced joint forecast and demand management.

4. Enhance cross supply chain collaboration.
During this new season of uncertainty and economic con-
traction, some companies will quickly react by squeezing 
suppliers and/or shifting risk onto them, rather than work-
ing with partners across the supply chain to collectively 
reduce total costs and reduce risk for the entire extended 
value chain. Forward-looking companies are using the eco-
nomic downturn to engage suppliers in innovative efforts 



42  S u p p l y  C h a i n  M a n a g e m e n t  R e v i e w  •   M a y / J u n e  2 0 2 0  scmr.com

to achieve cost savings while safeguarding supplier viabil-
ity—often by forging new links of collaboration across 
multiple nodes in the supply chain. 

Significant opportunities can often be found when 
companies bring together Tier 1 suppliers along with 
critical upstream suppliers of raw materials or com-
modity components. In some cases, significant risks 
exist because OEMs are critically dependent on certain 
raw materials (e.g., platinum, nickel, copper, various 
reagents and reactants)—often purchased in relatively 
small amounts. Opportunities exist for companies to 
purchase critical raw materials and basic components, 
(leveraging spend across multiple categories) and sup-
ply them to OEM suppliers, thus reducing cost and risk 
in a mutually beneficial manner.

Another example: As shipping and logistics capac-
ity has been severely reduced, some companies can 
provide access and attractive pricing to their suppliers 
under their own shipping contracts, or access to their 
own logistics expertise and warehouse capacity. Such 
arrangements are often complex (and negotiating them 
is not simple), but they can often produce significant 

cost savings and risk reduction in the short term, and 
set the stage for even greater benefits coming out of an 
economic downturn. 

5. Focus on collaborative innovation.
Research that we have conducted over the last two years 
shows that companies that focus on leveraging external 
assets and capabilities of suppliers and business part-
ners have experienced significantly higher growth than 
companies that rely primarily on their own assets and 
capabilities. Indeed, the top quartile of companies we 
analyzed (in terms of leveraging external assets and capa-
bilities) generated 285% greater revenue growth com-
pared to the average from 2014-2018.

Recent examples abound of companies acting with 
striking urgency and flexibility to innovate in response 
to the current crisis. Dyson (best know for its vacuum 
cleaners) designed the Covent ventilator in 10 days in 
collaboration with TPP. Ford worked with Detroit area 
hospitals, the University of Wisconsin and suppliers 
to rapidly develop and manufacture a new intubation 
splatter shield—moving from initial work on design to 

products in hospitals for 
testing in a week.

Most supply manage-
ment professionals see the 
value in sourcing business 
solutions and innovation 
(versus products and dis-
crete services) and believe 
their companies should 
do much more. However, 
there is, and has been, a 
large gap between those 
aspirations and reality  
(see Figure 2).

 What’s fundamentally 
different about sourcing 
solutions or innovation? It 
requires more information-
sharing and transparency 
with suppliers. Rather than 
figure out internally how 
to reduce costs or overcome 

Negotiation 

FIGURE 2

Comparison of pre- and post-COVID-19 sourcing focus
(Percentage of respondents)

Source: (Pre-COVID) 40 respondents to poll in Vantage Partners-ISM
“Future of Sourcing” webinar, March 19, 2019

(COVID) 185 respondents to a poll in Vantage Partners-ISM “Sourcing Innovation” webinar, April 9, 2020

How much of your company’s sourcing is currently
focused on business solutions or innovation?

Ideally, how much of your company’s sourcing is should be
focused on business solutions or innovation?

Pre-COVID-19
(March 2019) 30% 18% 18% 15% 15% 6%

(April 2020) 19% 21% 31% 15% 12% 2%

(March 2019) 5% 10% 18% 28% 28% 13%

(April 2020)

3%

8% 21% 37% 21% 10%

~10% 11-25% 26-50% 51-75% 76% or more

FOCUS ON BUSINESS SOLUTIONS OR INNOVATION (degree)
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supply chain bottlenecks and then ask a sup-
plier to propose how they would implement 
your solution, you explain the problem, and 
ask for their creative ideas on how to address 
it. Sourcing innovation requires bringing 
technical and commercial people, from both 
customer and supplier, together to identify 
and explore cost reduction and risk mitiga-
tion opportunities. Joint ideation sessions and 
customer-supplier hackathons need to aug-
ment, or replace, traditional RFx processes. 
Asking different questions is required to find 
new and innovative solutions.
6. Become a “customer of choice.”
While each company confronts a unique set 
of trade-offs between navigating immedi-
ate challenges and addressing longer-term 
opportunities (see Figure 3 for recent data 
on how companies are striking this balance), 

becoming a “customer of choice” with key suppliers is 
equally valuable in good times and bad. 

Our research indicates that companies that are seen 
as easier to do business with and more collaborative are 
29 times(!) more likely to get the best people, pricing 
and ideas from suppliers. Buy-side respondents that put 

a high priority on creat-
ing foundation of mutual 
trust, understanding and 
respect with suppliers also 
report realizing 24% more 
of the value from their 
supply contracts compared 
to those companies that 
place a low priority on 
building and maintaining 
collaborative relationships.

Companies face a win-
dow of opportunity during 
which they might be able 
to lock in supplier pricing 
that will provide a cost-

advantage as the economy recovers, while simultaneously 
cementing preferred relationships with key suppliers. As 
companies seek an elusive optimality between supply 
chain efficiency and resiliency, collaborative relation-
ships with key suppliers offer a way to do both, while 
avoiding painful and unnecessary trade-offs.  jjj

FIGURE 3

To get more value from suppliers,
we need to ask different questions  

Source: Vantage Partners, LLC

PERFECTLY FINE QUESTIONS

•  How do we extract more savings from our suppliers?

•  How can we shift more risk to our suppliers?

•  How do we de�ne clear requirements for what we want from suppliers?

•  How do we get more innovation from suppliers to contribute
   to our company’s topline?

DIFFERENT QUESTIONS

•  How do our suppliers make money?

•  How can we better allocate risk between our company
   and suppliers and jointly manage risk?

•  How can we help suppliers better understand our strategy, business needs
   and constraints so that they can offer creative solutions?

•  How do we create more innovation with suppliers to contribute
   to our company’s top line and bottom line?

FIGURE 4

Supply management focus, in light of COVID-19
(Percentage of respondents)

Source: 156 respondents to a poll in Vantage Partners-ISM “Sourcing Innovation” webinar, April 9, 2020

0-25% 26-50% 51-75% 76% or more

PERCENTAGE OF FOCUS

How much of your company’s supply management efforts are focused on
navigating the current crisis?

How much of your company’s supply management efforts are focused on
planning and acting to position for success as the economy begins to recover?

19% 30% 30% 21%

31% 42% 16% 11%




