AMPLIFA PROCUREMENT GLOSSARY

Category Management: Category Bundling as
a Lever in Strategic Procurement

Category management refers to the structured organisation, analysis and steering of procurement
volumes by logically grouped goods and service categories. The aim is to bundle variations in
demand, define uniform procurement strategies per category and systematically control market and
supplier risks. For technical buyers in manufacturing and supplier industries, it is therefore a central
steering instrument between strategic procurement planning and day-to-day operations.

Key facts

« Category management consolidates heterogeneous goods and services into manageable
categories, each governed by its own procurement strategy.

» Typical groupings derive from classifications such as ERP material groups, UN/SPSC or common
material group logics in the metal and mechanical engineering industries.

« Each category is usually classified by volume, market structure and risk profile — logics similar to
portfolio analyses are widespread in practice.

* The approach strengthens negotiating power, reduces duplicate awards and creates transparency
across interfaces with inventory management and material requirements planning.

* Success is measured using KPIs such as savings rate, supplier concentration, lead time or on-time
payment rate per category.

Definition: category management

Category management is the cross-product management of procurement volumes in logically
consolidated categories. Instead of looking at each item individually, services with similar market
structures, manufacturing processes and supplier mechanisms are bundled and steered as a whole. It
thereby forms the bridge between material requirements planning, inventory management and strategic
procurement planning.

Distinction from classical material group formation

A material group in an ERP system primarily assigns items for accounting and statistical purposes.
Category management goes beyond this: it assigns responsibilities and defines strategies, target costs
and negotiation plans per category, making it a management-oriented, not merely a systematic,
structure. In practice, ERP groupings have often grown historically and frequently need to be cleansed
before category work can be meaningfully carried out. This cleansing is typically the first step of any
implementation.

Category types in the manufacturing industry

In manufacturing companies in the DACH region, standard bundles have become established that align
with the portfolio of suppliers. Typical examples are raw parts and milled or turned components,
castings, sheet metal working, electronics and electromechanics, standard purchased parts, packaging

Amplifa Marketplace - Procurement glossary amplifa-marketplace.com/en/glossary/warengruppenmanagement



as well as operating and C-parts. Services such as logistics or requalification are frequently managed
as separate categories. The overlap between categories — e.g. mechanical manufacturing with
downstream assembly — requires clear ownership rules to avoid duplicated responsibilities.

Methods and approach in category management

In practice, category work follows a recurring cycle: build the data basis, analyse market and demand,
define strategy, implement and review impact. The cycle is typically run once a year per category, and in
volatile markets even every six months.

Spend analysis and classification

The starting point is a clean evaluation of procurement volumes per category, usually drawn from ERP
or procurement systems. Data quality is the biggest hurdle here: missing material group assignments,
free-text items and event, tool or repair requirements without classification distort the picture. In a
second step, each category is assessed in terms of volume, number of suppliers, switching costs,
availability risk and competitive intensity. This allows priorities to be derived: volume categories with high
switching risk receive their own strategies, while C-parts are ideally relieved through guided buying rules
and catalogue processes — keyword catalogue compliance.

Category strategy and sourcing approach

For each priority category, a written strategy with objectives, options and milestones is defined. Typical
levers are bundling and direct award of split volumes, identification of new providers via non-open
procedures or tenders, lot splitting for risk diversification, as well as moving towards price models with
price revision or price adjustment clauses for long terms. Transfer of work — the relocation of
manufacturing volumes to more capable suppliers — is also frequently examined as a cross-category
option, as is outsourcing of certain ancillary processes. Award notes and decision records ensure the
traceability of the choice.

Implementation through negotiation, enquiry and onboarding

Implementation proceeds via structured RFQs with clearly defined drawings, bills of materials and
manufacturing requirements, including sensible safety time buffers in deadline management. For
bought-in finished parts, quality audits before initial commitment are recommended. Framework
agreements with an agreed minimum order quantity (MOQ) and coordinated lot splitting rules connect
category strategy with operational flexibility. Every purchase order passes through the defined purchase
order approval so that the agreed terms are actually used.

Important KPIs and metrics

Without robust KPIs, category management remains conceptual work. Customary metrics address the
three dimensions of cost, performance and risk and are ideally reported per category and per period.

Cost and efficiency KPIs

The central metric is realisation against a reference price or budget, frequently expressed as a savings
or variance rate. In addition, process costs are gaining importance: order costs per transaction,
proportion of automated purchase orders and proportion of maverick buying show how disciplined a
category is running. For standard catalogues, catalogue compliance is a good early indicator — if it falls,
buyers and functional departments are deviating from agreed suppliers and prices.
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Delivery and risk KPIs

On the performance side, delivery call-off adherence and category lead time are common,
supplemented by supplier delivery reliability and findings rates from incoming inspections. On the risk
side, supplier concentration (share of the top supplier in category volume), degree of dual sourcing and
the number of activated alternative sources serve as indicators. Commercial discipline is also
measured, for example the on-time payment rate, which significantly influences negotiating power and
suppliers' willingness to prioritise volumes.

Risks and controls in category management

Category bundling increases power — and with it dependence and susceptibility to error. Controls and
clear governance prevent bundling from turning into supply risk or compliance breaches.

Supplier positioning and dual sourcing

Consolidating volumes with a few providers improves prices but reduces flexibility in the event of
failures, capacity bottlenecks or price developments. A proven control is a deliberate dual or
multi-sourcing strategy with defined volume shares and regular quality audits at the second supplier,
even if this supplier is currently receiving few orders. In monopoly or monopsony situations — e.g. special
castings or certified electronic components — the category strategy should be geared towards risk
mitigation rather than price pressure.

Contractual safeguards

In category segments with long terms and volatile input costs — steel, energy, electronics — price
adjustment and price revision clauses are central control instruments. They define formulas, adjustment
dates and evidence obligations and prevent price discussions from only arising in the event of a dispute.
Defects in the procurement process are documented via defect notification processes in order to secure
rights in the event of non-compliance and to evaluate quality issues across categories.

Compliance and decision-making pathways

Larger bundles carry an increased risk of conflicts of interest and favouritism. Clear thresholds for
involving multiple decision-makers, documented award notes, award decisions under the four-eyes
principle and regular reviews by procurement, engineering and controlling are standard practice. The
same applies to the internal deadline and purchase order process chain: every purchase order approval
must be bound to the suppliers and terms agreed across the category.

Current developments and digitalisation

Category management benefits greatly from digitalisation: more data, more automation and shorter
feedback loops are changing how categories are analysed and steered.

Data lake and Al-supported classification

Modern procurement analytics pull procurement data from ERP, PLM, quality systems and supplier
portals into a central data lake or analytics concept. Al-supported classification helps to automatically
assign free-text items to categories and to identify duplicates or price anomalies. The quality of these
models depends on data cleansing — a once-cleansed category structure remains a prerequisite here
as well. For buyers, this creates a continuously up-to-date spend and market view instead of annual
Excel analyses.
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Guided buying, marketplaces and connected processes

Guided buying rules direct clerical staff to approved catalogue providers and relieve the strategic
procurement team, allowing it to concentrate on volume categories. Digital marketplaces and platform
processes significantly shorten the tendering process for bought-in parts and also enable smaller
categories to run competitive comparisons. Collaborative formats such as a supplier innovation day
complement the classic category rollout: suppliers contribute manufacturing alternatives, material
substitutions or cost reduction ideas at an early stage. Supplemented by structured formats such as a
design sprint for product optimisations, category work shifts from pure price squeezing towards joint
value creation.

Capacity-oriented category planning

Capacity planning is increasingly becoming part of the category strategy: where there are scarce
capacity bottlenecks in mechanical manufacturing or electronics assembly, a capacity-based view helps
to detect demand peaks early and to bring volumes forward. In conjunction with delivery call-off
adherence and safety time buffers, this creates an integrated steering of price, availability and
deadlines. This development links category management more closely with production planning and
logistics.

Typical metrics

Savings rate per category: typically 2-8 % p.a.
measured against reference price or budget

Delivery call-off adherence: > 95 %
proportion of quantities called off on schedule under the framework agreement

Catalogue compliance: > 90 %
proportion of C-parts procurement via approved catalogues

On-time payment rate: > 98 %
decisive for supplier willingness and negotiating power

Top-1 supplier concentration: frequently <50 %
guideline value for limiting dependency risk per category

Practical example

A medium-sized mechanical engineering company with around 120 procurement staff managed its
bought-in parts across 400 scattered material groups. A supplier spend audit showed that around 60 per
cent of the mechanical volume was spread across more than 90 suppliers without comparable terms. A
new category structure — turning, milling, casting, sheet metal, standard parts — was used to
re-strategise each category.

» Cleansing and classification of all item positions into a uniform category logic within three months

« Direct award of split volumes in three core categories, supplemented by lot splitting across two
qualified suppliers per category

 Introduction of guided buying rules and a catalogue solution for standard and C-parts with
measurable catalogue compliance

« Price adjustment clause in all framework agreements of the steel and casting categories to hedge
volatile material costs
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Conclusion

Category management moves procurement away from reactive single-item management towards the
strategic steering of entire procurement fields. The value arises from bundling, clean data and clearly
accountable category owners, not from the concept itself. Successful companies combine category
strategy with measurable KPIs, contractual safeguards and continuous market monitoring. Digitalisation
and Al accelerate analysis and implementation, but do not replace the disciplined maintenance of the
basic structures. Those who treat categories as value-generating business fields sustainably improve
the costs, availability and risk profile of the entire value chain.

Frequently asked questions

What is category management?

Category management (Warengruppenmanagement) refers to the consolidation of goods and services
into procurement categories, each managed with its own strategy, responsibility and KPIs. The aim is to
bundle variations in demand, strengthen negotiating power and control risks in a structured manner. It is
therefore more than a statistical grouping of items: it is a management and steering instrument of
procurement.

How do you develop a category strategy?

First, the data basis and category structure are cleansed; this is followed by a spend analysis and an
assessment of each category in terms of volume, market and risk. A written strategy with objectives,
sourcing approach, supplier portfolio and milestones is then derived from this. Implementation proceeds
through structured tenders, negotiations and framework agreements, and the impact is reviewed
regularly via KPIs.

Which KPIs are important in category management?

Typical KPIs are the savings rate versus a reference point, delivery call-off adherence, lead time,
supplier concentration and the proportion of automated purchase orders. Quality inspection findings
rates and the on-time payment rate also provide important indications. What matters is that KPIs are
reported per category and reviewed regularly with the category owner.

What are the benefits of category management in procurement?

The main benefits are greater negotiating power through bundled volumes, fewer duplicate awards,
clearer responsibilities and better risk control. In addition, process costs fall because standard
requirements are handled via catalogues and guided buying rules. Category work also creates
transparency towards functional departments and senior management.

What is the difference between Warengruppenmanagement and category management?
These terms are often used synonymously in the German-speaking world. Category management
originates from the Anglo-American context and often places stronger emphasis on strategic market
and supplier work, whereas category management in German usage also encompasses the internal
material group structure. In substance, both describe the category-based steering of procurement
volumes.

How many suppliers should a category have?

It depends on criticality and switching costs. For simple, highly competitive categories, one main
supplier with a qualified backup is often sufficient; for critical or capacity-constrained categories, two to
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three actively supplying sources are common practice. What matters is not the absolute number but the
ability to actually shift volumes at short notice when required.
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