The Real Reason Procurementls
Suddenly So Hot

Once the quiet corner of the supply chain floor, Procurement has burst into the spotlight—
and it's not cooling down anytime soon. What was once seen as a transactional cost-
containment back-office function is now a Strategic Powerhouse, reshaping how
companies survive disruption, drive innovation, and deliver bottom-line impact.

Chief Procurement Officers are getting seats at the decision-making table, invited to
forums, featured in case studies, and driving the conversation around supply chain
resilience, digital transformation, and cost control.

So, why is procurement so hot right now? Let’s break it down.

Procurement Directly Hits Bottom Line

The first, and most direct observation:

Procurement spend is a key component of expenses via the Cost of Goods Sold (COGS)
and Sales, General, and Administrative (SG&A) Expenses.

The point to note is that a 1% reduction in procurement costs
over revenue translates directly into a 1% increase in net

TOP LINE
income over revenue.

There’s no complex math, no delayed payback period—just a
clean, immediate impact to the P&L. NET MARGIN

Revenue takes a winding path from NET MARGIN
Gross-to-Net before hitting Bottom Line

REDUCE
PROCUREMENT
SPEND

The second, not so obvious observation:

BOTTOM LINE

To achieve the same 1% improvement in Net Margin is a tall task
to achieve with increased revenues and the culprit are the variety of deductions (COGS,
Operating Expenses, Interest, & Taxes) that eat into revenue before they become margin.
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A The Net Margin Multiplier: Why Procurement is loved?

Here’s where it gets interesting.

Reducing procurement costs has a proportional impact on netincome. But achieving
the same impact through revenue growth? Much harder. The lower the Net Margin, the
more difficult it gets to achieve the same NM % improvement than with a revenue increase.

Let's break it down with an example:
Take Three companies reporting differing scales of Net Margin on their P&L.
e Firm A: Net Margin = 25%
e Firm B: Net Margin = 10%
e Firm C: Net Margin =2%
Now imagine each wants to improve their Net Margin by 1%. The firm has two options:
1. Cut procurement expenses on the P&L.
2. Grow revenue on the P&L.

Here’s how the math plays out in the relationship between Net Margin, Procurement
Expense, and Revenue Growth:

Firm seeking|  NET To gain 1% NM To gain 1% NM via
1% NM MARGIN %
improvement (NM) via Procurement Revenue Growth
High Cut procurement
A Grow revenue by 4%
(say 25%) expense by 1%
Medium Cut procurement
B Grow revenue by 10%
(say 10%) expense by 1%
Low Cut procurement
C Grow revenue by 50%
(say 2%) expense by 1%

The challenge is evident? The lower the margin, the harder it is to “grow” into profitability.
However, reducing Procurement spend is a proportionate impact on profitabiility?
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. CFOs Know This—and They're Pulling the Lever Hard

In today’s environment of:

Inflation and tariff pressures

e Geopolitical supply shocks

¢ Revenue stagnation in sectors as demand adapts to economic conditions
e Rising cost of capital

e Margin pressures from investors

CFOs are on the hunt for fast, controllable ways to protect margins. Procurement becomes
the go-to lever. It’s clean, controllable, and directly impacts the next P&L.

sl Procurement is the Margin Equalizer

When revenue growth is elusive and margin pressure is real, procurement offers the
simplest and most powerful route to improving the bottom line—especially for low-
margin categories of product or businesses.

So, the next time someone asks why procurement is getting all the love, the nuanced
reason is unhidden.

As a learning task - look at the net margin rate of the company or category interested. If the
rate is in the lower spectrum, chances are procurement is the primary lever and the quiet
hero behind the improved earnings.

As a key-

e If your Net Margins are to the tune of 10%, every 1% saved in procurement
packs a punch as 10% earned in revenue.

e If your Net Margins are to the tune of 2%, every 1% saved in procurement packs
more punch than 50% earned in revenue.

e If your Net Margins are to the tune of 25%, every 1% saved in procurement
packs more punch than 4% earned in revenue.
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TO ACHIEVE A 1 % NET MARGIN IMPROVEMENT-
REDUCING PROCUREMENT SPEND
PACKS A BIGGER PUNCH
THAN REVENUE GROWTH
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