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AMPLIFA PROCUREMENT GLOSSARY

Supplier Segmentation: Classifying and
Strategically Managing Suppliers
Supplier segmentation refers to the systematic classification of suppliers according to strategic

importance, risk potential and performance capability. The aim is to concentrate procurement

resources where they create the greatest added value and to align the intensity of supplier

management with actual need. For industrial buyers, it is a central instrument of strategic sourcing.

Key facts
• Supplier segmentation classifies suppliers according to criteria such as revenue volume, risk

potential, innovation capability and substitutability.

• Two-dimensional or multi-dimensional models are frequently used, typically as a portfolio or cluster

approach.

• The segment class governs the intensity of supplier management, contract strategy, audit plan and

escalation paths.

• In practice, a buyer often manages 150 to 400 active suppliers; segmented management noticeably

reduces administrative effort.

• Segmentation should be updated regularly, usually annually or upon significant events.

• It forms the basis for risk management, tender strategy and long-term strategic partnerships.

Definition: Supplier Segmentation
Supplier segmentation (also known as supplier classification) is a strategic procurement method that

divides all active suppliers into homogeneous groups according to defined criteria. The groups differ in

strategic relevance, risk of failure and performance capability.

Distinction from supplier evaluation

Supplier evaluation measures the actual performance of individual suppliers, for example via delivery

reliability, quality and response times, thereby providing quantitative input data. Segmentation goes a

step further: it combines these evaluations with strategic criteria such as substitutability, innovation

potential and business volume into a classification. Only segmentation answers the question of how

intensively a supplier should be managed.

Purpose and benefits for procurement

Without segmentation, all suppliers are treated largely the same, which wastes resources and neglects

strategically important relationships. Segmentation creates transparency across the supplier network

and prioritises measures such as audits, dual sourcing or development programmes. It also facilitates

alignment with category governance, as category and supplier strategies are based on the same data.
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Criteria and segmentation models
The choice of criteria determines the quality of the segmentation. A combination of quantitatively

measurable and qualitatively assessed characteristics, condensed into a manageable number of

segments, has proven effective.

Commonly used criteria

Typically, several groups of criteria are included: business importance, risk of failure, performance level

and strategic potential. Depending on the industry, sector- and product-specific criteria such as approval

requirements or traceability requirements complete the picture.

• Revenue and volume share of the procurement volume of the relevant category group

• Substitutability and number of available alternative sources

• Quality and delivery reliability from the supplier evaluation

• Innovation and collaboration potential, for example for supplier co-innovation

• Country and currency risks, covered for example by an exchange rate clause

Two-dimensional portfolio models

The best-known model positions suppliers in a matrix of 'supplier influence' and 'risk/opportunity

potential'. This typically results in four classes: strategic partners, core suppliers (leverage suppliers),

comfort suppliers and problem or risk suppliers. Strategic partners receive joint development projects

and long-term contracts, while leverage suppliers are primarily managed through competition and

tenders.

Cluster and multi-criteria approaches

With large supplier bases, statistical methods such as cluster analysis or scoring models with weighted

criteria are used. The advantage: procurement defines the criteria catalogue and weighting once in a

binding manner, and the allocation is transparent and reproducible. Such a scoring pattern can also be

reused for tender strategy, for example for pre-selection in a tender.

Procedure: From data collection to action strategy
Effective segmentation follows a structured process that combines data, analysis and consequences.

Real benefit only arises when each segment class triggers concrete measures.

Establishing the data foundation

The starting point is data from ERP and procurement systems: annual purchase volume, number of

orders and purchase requisitions (PRs) per supplier, ordering processes within the order-to-cash

process, and quality and complaint data. This is supplemented by information from audits, certificates

and market benchmarks. A cleansed supplier master data structure is important, as duplicates and

inactive suppliers distort the picture.

Conducting and validating the segmentation

In the next step, criteria are defined and weighted, and each supplier is assigned to a class. The

allocation should be validated as a team, as purely data-driven models do not capture qualitative

aspects such as group affiliations or personal relationships. In practice, the final alignment is often

carried out jointly with the specialist departments and, for contract manufacturing topics, with production

planning.
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Deriving measures per segment

Each segment receives its own bundle of management measures and actions. Risk suppliers, for

example, require a defined audit plan, contingency plans and clear escalation mechanisms up to stop

shipment. Comfort suppliers, by contrast, can often be managed via catalogues, framework agreements

with standard terms and reduced levels of management.

• Strategic partners: joint roadmaps, supplier co-innovation, meetings at board level

• Leverage suppliers: regular tenders, active bidder communication, price comparisons

• Risk suppliers: dual sourcing, audit plan, increased minimum stock levels, review of bank guarantee

requirements

• Comfort/standard suppliers: catalogue purchasing, framework agreements, automated processes

Key KPIs of supplier segmentation
Segmentation itself can be made measurable: both the quality of the classification and the impact of the

derived measures can be tracked using KPIs. These KPIs frequently belong in regular procurement

reports with plan-versus-actual comparison.

Structural and coverage KPIs

The first goal is transparency: how much volume sits in which segment class, and how complete is the

data? Typically, 80 to 90 per cent of the procurement volume of a category group should be segmented

before the category roadmap is made binding.

Measuring impact over time

In the second step, deviation analysis and progress tracking measure whether the measures are

effective. Is delivery reliability improving in prioritised segments? Is the number of critical suppliers

falling? Here, segmentation is closely linked to operational risk management and ongoing supplier

evaluation.

Risks, controls and typical mistakes
Supplier segmentation can only be as good as the data and the follow-through behind the classification.

The main pitfalls can be avoided with clear control mechanisms.

Typical sources of error

A common mistake is to carry out the segmentation once and then no longer maintain it, causing it to

become quickly outdated. Further sources of error: too many criteria, leading to an almost

unmanageable number of segments; a one-sided focus on volume, which overlooks important

bottleneck suppliers with small volumes; and a lack of alignment with category governance.

Controls and governance

Proven practices include a fixed review cycle (usually annually), defined responsibilities per segment

and documented escalation paths. For risk suppliers, security instruments such as a bank guarantee or

agreed stop-shipment rights supplement the controls. In addition, every significant segment shift — for

example following a change at a key supplier — should trigger a targeted risk analysis.
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Current developments and outlook
The approach remains the same, the tools change: digitalisation, supply chain regulation and resilience

requirements are significantly changing the demands placed on segmentation.

Automation and data integration

Modern systems update segment allocations almost automatically from ongoing KPIs such as delivery

reliability, complaints and logistics costs. This turns segmentation from a one-off exercise into a dynamic

management tool. The integration of external risk data (countries, material shortages, financial metrics)

is also increasing.

Regulation, sustainability and resilience

Supply chain laws and sustainability requirements are pushing criteria such as traceability, recyclability

assessment and social standards more strongly to the forefront of segmentation. At the same time, the

goal of supply chain diversification is increasing the share of suppliers classified as critical. Procurement

and sustainability officers are therefore increasingly aligning their criteria catalogues jointly; legal

requirements must always be reviewed on a case-by-case basis.

Typical metrics
Segmented procurement coverage: > 80%
Share of the volume per category group that is assigned to a defined segment class

Share of critical suppliers: < 10%
Benchmark for the share of risk segments within the active supplier base; the aim is a downward trend

Delivery reliability of strategic partners: > 98%
High delivery reliability is measured as an effect of prioritised supplier management

Segmentation review cycle: annually
Regular updating, supplemented by event-based reviews

Practical example
A mid-sized mechanical engineering company with around 320 active suppliers classified each supplier

for the first time in a portfolio based on risk potential and business volume. On the basis of this analysis,

the depth of management, audit plan and contract strategy were made binding for each segment.

• Four segments defined: strategic partners, core suppliers, standard suppliers, risk suppliers

• Dual sources developed for 14 risk suppliers and minimum stock levels for critical components

increased

• Joint innovation and cost-reduction programmes agreed with three partners for the highest segment

class

• Semi-annual segment review established with deviation analysis and results reporting to executive

management

Conclusion
Supplier segmentation prevents procurement resources from being scattered aimlessly across

hundreds of suppliers. It links supplier evaluation with strategic direction and makes management
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intensity, contract design and risk measures clearly rule-based. What matters is less the chosen model

than the follow-through: every segment class must have defined measures, responsibilities and review

dates. Regularly updated and interlinked with category governance, risk analysis and tender strategy,

segmentation becomes a load-bearing element of a robust procurement strategy.

Frequently asked questions

What does supplier segmentation mean in procurement?

Supplier segmentation is the systematic classification of suppliers into categories according to strategic

importance, risk potential and performance capability. From this, procurement determines how

intensively each supplier is managed, ranging from automated standard purchasing through to strategic

partnership. It is a cornerstone of strategic procurement.

Which criteria are used for supplier segmentation?

Typical criteria are purchase volume, substitutability, risk of supplier failure, quality and delivery

reliability, and innovation and collaboration potential. Frequently, regulatory and sustainability criteria

such as traceability requirements are added to the model. The criteria are weighted and converted into a

scoring system or portfolio.

How does segmentation differ from supplier evaluation?

Supplier evaluation measures the actual performance of individual suppliers, for example via delivery

reliability, quality and price development. Segmentation uses this evaluation as an input and additionally

answers the strategic question of what position a supplier holds within the overall network. The two

instruments interlock but do not replace each other.

How often should supplier segmentation be updated?

In practice, an annual review cycle has become established, supplemented by ad hoc updates in the

event of significant occurrences such as insolvency threats, takeovers or quality crises. The more

dynamic the procurement markets, the shorter the cycle. It is important to have a documented owner

responsible for updating.

What benefits does supplier segmentation deliver?

It creates transparency across the supplier network, focuses scarce procurement resources on the most

important relationships and reduces the risk of supply failure through targeted safeguards. It also

shortens decision-making, as a fixed strategy and audit plan exist for each segment. As a result,

management effort and procurement risks measurably decrease.

Which segment categories are common?

Four categories are widely used: strategic partners, core or leverage suppliers, standard or comfort

suppliers, and risk or problem suppliers. The number of categories should remain small, usually three to

five in practice. Each category requires a clearly defined set of measures.


