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Cost Reduction as a Percentage of Managed Spend
Definition & Measurement Details

The dollar amount saved through cost reduction divided by the total dollar amount of managed spend over the same period of time, as a percentage. 

Cost Reduction as a Percentage of Managed Spend measures the 
Procurement function’s ability to “reduce” costs through diligent 
negotiation and vendor management practices. Lack of attention to 
potential cost reduction savings may be indicative of poor procurement 
processes and vendor relationships, as well as sub-par procurement 
employee performance and training, all of which may increase potential 
opportunity costs related to missed cost savings (i.e., saved cash could 
have been allocated to another area to improve service, products, etc.) 
and make it more difficult for the company to fulfill its liabilities in a 
timely fashion.

Cost Avoidance as a Percentage of Managed Spend, Managed Spend per 
Procurement Employee, Procurement Operating Expense as a Percentage 
of Managed Spend

(Dollar Amount Saved Through Cost Reduction / Total Procurement 
Spending) * 100

Two values are used to calculate this KPI: (1) the dollar amount saved 
through cost reduction, and (2) the total dollar amount the Procurement 
function has spent on purchases. Cost reduction is the difference in 
price(s) paid for goods or services over a certain period of time as 
compared to the previous, or original, price paid by the company prior 
to any vendor negotiations (or vendor switches), or cost reductions that 
may have occurred. Cost reduction savings can also be realized through 
switching vendors to achieve a lower price for the same goods or 
services. Managed spend should be considered to be the dollar amount 
of purchases made following company policies and procedures that 
meet one of the two following conditions: (1) purchases made by the 
Procurement Department, and (2) purchases made directly by end users 
following policies, procedures, and the commercial framework set up by 
the Procurement Department.

What is Cost Reduction as a Percentage of Managed Spend?

Formula

Why should this KPI be measured? How is this KPI calculated?

Related KPIs

ABRIDGED CONTENT

Purchase to View Full Definition & Measurement Details!
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Cost Reduction as a Percentage of Managed Spend
Benchmarks & Characteristics of High Performers

Cost Reduction as a Percentage of Managed Spend
(Dollar Amount Saved Through Cost Reduction / Total Procurement Spending) * 100

How to read this chart: This chart summarizes the performance gaps between high (Top 5%), mid 

(Median) and low (Bottom 5%) performers for this Key Performance Indicator (KPI). For example, the 

column labeled “Top 5%” represents a company that outperformed 95% of the peer group observed 

for this metric.
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Sample Size: XX

KPI Type: XX

Unit: XX

Is High or Low Best?: XX

Characteristics of High Performers

• KPIs are well-defined, tracked and tied to 
performance reviews

• Robust self-service options for customer 
(online FAQs, etc.)

• Agents cross-trained to handle and resolve 
multiple call types

• KPIs are well-defined, tracked and tied to 
agent performance reviewsSAMPLE CONTENT

Purchase to View Actual Benchmarking Data!
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