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E-procurement: How does it enhance strategic performance?

ABSTRACT

The research, based on an interdisciplinary literature review, highlights the strategic
choices, various profiles and sdient factors of electronic procurement (e
procurement). The authors identify some factors which are important when adopting a
strategic, rather than a tactical eprocurement perspective. The article proposes a
broad framework for assessing the e-procurement performance relationship and
provides an understanding of the impact of e-procurement on organizational
performance. The proposed research framework suggests that alignment among
business strategy, e-procurement strategy, e-procurement tool, strategic IT capability
and strategic typology have a positive influence on a company’s strategic

performance.

Keywords: Supply chain management; information technology; e-commerce;

implementation; purchasing; operations strategy; measurement



INTRODUCTION

The procurement process has traditionally involved slow manual procedures and even
dower systematic processes for handling procurement transactions (Hawking et al.
2004). E-procurement has had an increasingly important role in business-to-business
(B2B) commerce. Web-enabled B2B e-commerce enhances inter-organizational
coordination resulting in transaction cost savings and competitive sourcing
opportunities for the buyer organization (Subramaniam and Shaw 2002).
Nevertheless, despite the proliferation of literature dedicated to theory and practice,
most of the contribution delivers only partia solutions regarding general rules of
behavior. Supply managers now need to understand the impact of technology and gain

competency in making a business case for e-procurement (Presutti 2003).

In recent years organizations are becoming more discerning about eprocurement
decisions that need to be made and how they respond to the multitude of pressures
and influences. However, despite the continued e procurement discussion, there has
been a paucity of research that has incorporated strategic choice theory. This is
surprising as, Child (1997) noted the increased debate about the notion of strategy and
strategic choice in organizationa theory. If eprocurement 5 to obtain a strategic
rather than an operationa level of influence within the organizational hierarchy,
consideration needs to be given to, as how actors can be strategically, operationally
and technologically integrated. Hult et al. (2004) state that supply chain predictability
should be sought, but not at the expense of creating inflexibility. Organizations
operating in the new economy need to align themselves internally with the demands
that the dynamic environment imposes on strategic behavior (Phillips 2003). A good
example of this is the need for a new mindset that must be instilled both in

procurement and across the firm (Cousins and Spekman 2003).



The use of inter-organizational systems, such as electronic data interchange (EDI) and
Internet-based extranets, enable new types of collaborative alliances between separate
trading partners (Phillips 2003). These new relationships could change from
hierarchical to market (Malone et al. 1987). Understanding how to best leverage the
benefits from these IT-enabled alliances may mean the difference between industry

dominance and industry exit.

The original contribution of this paper is to highlight the strategic choices, various
profiles and salient factors of electronic procurement (e-procurement). This article
will also enhance the understanding of the impact of eprocurement on strategic
performance. By conducting an interdisciplinary literature review, the authors identify
some factors which are important when adopting a strategic rather than a tactical e-
procurement perspective. The article proposes a broad framework for assessing the e
procurement performance relationship. This is considered timely as Melnyk et al.
(2004) conveyed the importance and need for metrics-related research together with

the need for the development of integrative systems.

The remainder of this paper is organized as follows. Firgt, the relationship between e
procurement and performance is discussed. Given, the apparent tenuous link between
e-procurement and performance, the corcern here is to explore e-procurement’s
power to sustain and enhance strategic performance. Next, the hypotheses are
developed by incorporating literature drawn from: electronic procurement, Miles and
Snow strategic typology, strategic IT capability and alignment. We conclude that it is
possible to show how e procurement can be aligned with strategic performance. This
paper contends that instead of focusing on the question whether e-procurement affects
firm performance; identifying the conditions performance is enhanced is a more

pertinent business objective.



THE RELATIONSHIP BETWEEN E-PROCUREMENT AND

PERFORMANCE

E-business has radically altered the ways in which firms interact with their suppliers
(Phillips 2003). Continued improvements in Internet technology connectivity provide
an opportunity to make procurement for goods and services more transparent and
efficient (Carayannis and Popescu 2005). Knudsen (2003) reminds researchers that e-
procurement is not a single application but consists of many different tools. As
organizations seek to enhance market efficiencies six forms of e-procurement
applications have been noted. Knudsen cites; e-sourcing, e-tendering, e-informing, e
reverse auctions, e MRO and web-based enterprise resource planning. In addition, e-
collaboration is an important enabler (Knudsen 2003). Hawking and Stein (2004)
view eprocurement not only as a strategic player in the value chain but as a mgor

driver in the extended supply chain.

Over the last decade e procurement has emerged as a major component in the Supply
Chain Management field. At its most basic level, e-procurement has changed the ways
businesses purchase goods. At a strategic level it is anticipated that e procurement
will free purchasing resources from transaction processes to strategic sourcing
activities (Raskumar 2001). How the performance of a purchasing department can
improve remains uncertain (Cheng et al. 2004). In many commercial organizations the
business case for e procurement is predicated on being able to delivery a variety of
benefits, which include: lower prices, lower transactional costs, better compliance and
speedier processing and delivery. However, recent research has questioned whether e-
procurement is really an ugly duckling (Hawking et al. 2004). In one of the first
empirical studies, Carr and Pearson (1999) confirmed that strategic purchasing has

positive effect on company’s financia performance. Encouragingly, frms that do



long-term planning and consider purchasing to be strategic are also likely to build

long-term cooperative relationships with their key suppliers (Carr and Pearson 1999).

Electronic commerce (e-commerce) tools provide the opportunity to enhance two
elements of procurement process. communication and transaction aspects
(Oslomaobekov et d. 2002). Surveys have confirmed that e commerce tools and IT
solutions have an influence on procurement-related processes. Companies have

reported:

cost reduction (Croom and Johnston 2003, Davila et al. 2003, Lin and Hsieh

2000, Radovilsky and Hegde 2004, Subramaniam and Shaw 2002)

reduction in purchasing cycle time or order time (Davila et al. 2003, Lin and

Hsieh 2000, Radovilsky and Hegde 2004),
reduction in number of suppliers (Davila et al. 2003),

increase in the number of products supplied by main suppliers (Muffatto and

Payaro 2004),
inventory savings (Subramaniam and Shaw 2002)
reduction of purchasing prices (Davilaet al. 2003).

Surprisingly very few papers have considered the internal customer. An exception can
be found in Croom and Johnston (2003) who noted an increase in internal customer
service levels, achieved as a result of cost reduction, process compliance and

customer satisfaction.

Some companies have created very close links with their suppliers, closer than just
long-term cooperation. Companies have taken an interest in improving their suppliers

performance by exchanging staff, providing the necessary training, tools, technologies



and performance evaluation. The key roles in business relations provide two-way
communication, cross-functional teams and larger purchasing power. These factors
were analyzed by Humphreys et a. (2004) who highlighted that supplier development
is associated with buyer-supplier performance improvement. Carr and Pearson (1999),
reported links between supplier-buyer relationship and firm's financial performance.
According to their research results, firms may achieve competitive advantage from

long-term relationships rather than merely short-term.
Strategic perfor mance measur ement

The operations management literature has advocated the need for research to address
infrastructural issues such as performance measurement (Marucheck et a. 1990).
Evans (2004) asserts that the design of effective performance measurement systems,
which includes the selection of appropriate measures and results, is central to aligning

an organization’s operations with strategic direction.

Companies are increasingly using strategic performance measurement Systems
(SPMYS) to implement strategy and drive performance improvements (Webb 2004).
Strategic performance measurement is a set of causaly linked nonfinancial and
financial objectives, performance measures and goals designed to align managers
actions with a firm's strategy (Webb 2004). Its concept evolved out of researchers
noting the need for the fusion of strategic planning with performance measurement.
Advocated approaches include: performance pyramid and hierarchies (Dixon 1990);
balanced scorecard (1992) and the intangible asset scorecard (Sveiby 1997). The
moving away from total reliance on quantitative financial data is not new, but the
purported unigueness of an SPMS is that the nonfinancial and financial objectives and
performance measures represent a chain of cause-effect links. These cause-effect links

can articulate manager's thoughts about the drivers of business performance.



Nevertheless, despite new frameworks emerging, that extend organizationa
perspectives beyond traditional financial measures, many organizations still fail to

identify, analyse and act on the non-financial measures (Ittner and Larcker 2003).

Proponents of strategic performance measurement advocate two general approaches,
measurement diversity and a contingency approach (Ittner and Larcker 2003). A
measurement diversity approach can enhance economic performarce, as managers
place emphasis on a broad set of financial and non-financial performance measures
(Lingle and Schiemann 1996). A contingency approach can also improve economic
performance, as measurement gaps between the firm's strategic priorities and
measurement practices are minimized (Langfield-Smith 1997). From an empirical
standpoint, Chenhall (2005) identified integrative information as being instrumental in
assisting managers deliver positive strategic outcomes. The study found three
information components that describe integrative SPMS. First, the extent to which
formal SPMS provide information linking operations to goals and strategies and to
link activities across sub units. Also, varying measures were linked with a customer
and supplier component of the SPMS. Webb (2004) extends the performance
measurement literature by demonstrating that a potential behavioral benefit of
developing an SPMS containing strongly perceived cause-effect linkages is the

positive impact on goal commitment.
THEORECTICAL GROUNDING AND HYPOTHESESDEVELOPMENT

The academic literature is now replete with empirical and conceptual studies which
have assessed the benefits of e procurement. To-date, research remains nascent as it
has not developed firm links with the strategic management literature and has relied
heavily on trying to confirm the benefits of e-procurement. The firm’s ability to

integrate, build, and reconfigure interna information technology (IT) competences to



address the rapidly changing external environment will affect the eprocurement-
performance relationship. We argue here that while some cost (tactical) benefits may
accrue from e-procurement, sustainable benefits will only accrue from the adoption of

a strategic management perspective.

The field of e-procurement research mainly has concentrated on assessing the role of
e—procurement tools, delivered benefits and risks associated with the implementation.
Table 1 provides a summary of theoretical and empirical research papers. Despite the
growth in applicatiors of eprocurement tools, paucity of empirical research exists
which examines precisely how eprocurement adds business value. E-procurement
business value research examines the organizational benefits and impacts of new
digitized processes. Researchers have adopted myriad approaches to assessing e
procurement and the buyer-supplier interface. Previous research has shown that e
procurement may indeed contribute to improved operational performance (Croom and
Johnston 2003, Hawking et al. 2004, Mukhopadhyay and Kekre 2002, Radovilsky and
Hegde 2004). However e-procurement influence on strategic performance till
remains uncertain. Moreover there is a lack of an academic literature (see table 1)
which present the theoretical concepts or provide the empirical evidence how to
measure e-procurement implementation. Table 1, which based on approach of
Webster and Watson (2002), who recommend to use instead of author-centric
literature review the presentations of main identified concepts areas. The table shows
how the existing e procurement literature covers areas such as e procurement tools,
risks and benefits, links with strategy, impact on the organizational structure and

performance measurement.
Theoretical framework

E-procurement has been advocated as a tool that can improve competence and

10



performance. Despite the increasing pace of the eprocurement phenomenon, there
remains a lack of theoretical underpinning linking e procurement and performance,
especialy on the strategic level. In an attempt to advance theory research hypotheses
were developed based on a review of the e procurement literature. We propose four
research hypotheses to present how eprocurement alignment can lead to enhance
levels of strategic performance. The relationships among the constructs hypothesized

are depicted in Figure 1.
ELECTRONIC PROCUREMENT STRATEGY

Reported eprocurement benefits should be contrasted with the results of supplier
relationships surveys. Some researchers have found positive changes in relationships
(Lin and Hsieh 2000, Davila et al. 2003), but in other cases new technologies could be
seen as the source of additional risk for suppliers. Issues such as enhanced
transparency and lack of trust between companies have been noted (Kersten et al.
2004). Bartezzaghi and Ronchi (2003), reported that e-procurement impregnation can
lead to a destruction of established collaboration, which leads to loss of flexibility and
reliability, as a result of changes in procurement strategies. To successfully use e
procurement Rakumar (2001) proposed critical success factors such as. e
procurement strategy definition, procurement process reengineering, key stakeholders
involvement, focus on product segments, definition of measurement system and
expectation management of users and stakeholders. Strategic alignment has been
identified as a key enabler to higher levels of economic rents (Knudsen 2003).
Research conducted by Knudsen (2003), using three types of rents. monopoly;
Ricardian and entrepreneurial, and assessing a variety of e-procuremert tools indicate
some relationships. E-procurement tools were fully viable for creating monopoly

rents, moderately viable for Ricardian rents and only somewhat viable for creating

11
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entrepreneurial  rents. This clearly highlights the needs to establish some
understanding about how the organization generates rents before procurement strategy

and e-procurement tools are implemented. Thus, we predict

H1 Organizations that adopt a strategic perspective to electronic procurement

achieve higher levels of strategic performance.
STRATEGIC TYPOLOGY

The strategy literature is replete with typologies, research methodologies and theories
on the dtrategy-performance relationship. In the turbulent external environment,
together with market competition and more discerning customers, it a necessity that
organizations constantly re-appraise their competitive actions. The Porterian view of
strategy posits that strategy selection is conditional on how closely a business is
aligned with its environment (Porter 1980). Based on field studies conducted in four
industries (health care, textbook publishing, electronics, and food processing) Miles
and Snow (1978) postulated the existence of a relationship across the strategic types
of: prospectors; analyzers, defenders and reactors. Prospectors are normally
characterized by being highly innovative, leading change and bringing new products
to their industries. Defenders find and seek niche areas in stable product domains with
an overal emphasis on efficiency. Anayzers are caught between a prospector and
defender strategy. They tend to be a fast follower but resource constraints dictate that
both prospector and defender strategies cannot be pursued simultaneously. Reactors
tend to be out-performed by prospectors, defenders and analyzers as they lack a

consistent strategy and react to environmental pressures as they arise.

There has been a paucity of empirical studies that have applied the Miles and Snow

typology in an ecommerce environment. Exceptions can be found in Croteau and
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Bergeron(2001) and Kearns (2005). Based on a survey of 223 organizations, Croteau
and Bergeron (2001) found that different profiles of technological deployment were
associated with various types of business strategy. Prospectors were found to enhance
their organizational performance, while reactor strategic activities were found to be
negatively associated with performance. At the same time there was a link between
prospectors, strategic activities and technical deployment with emphasis on the
strategic impact of IT department, technological architecture and information system
performance evaluation. The differences in the e-procurement implementation
patterns have been noted with some companies identified as aggressive adopters and

other with “wait and see” strategy (Davilaet al. 2003).

After observing the impact of ecommerce alignment on organizational profitability
through twelve companies, Kearns (2005) found that the most profitable companies
belonged to the analyzers and prospectors groups. Three analyzers ard one company
with a defender characteristic had high ecommerce strategic alignment connected
with high return on assets. Reactors were the last profitable companies. The study
confirmed that e-commerce strategic alignment was positively associated with

organizational profitability. Stated formally:

H2 Organizations that link supporting e-procurement tools with their strategic

typology will achieve higher levels of strategic performance.
STRATEGIC IT CAPABILITY

If the development of strategic capabilities require deliberate and sustained
investment of financial and managerial resources, it is important to understand the

cost and benefits. Strategic capabilities have been defined as complex bundles of
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skills and accumulated knowledge that enable firms to coordinate activities and make

use of their assets (Day 1990).

An organizations ability to apply its capabilities in the form knowledge resources to
perform important activities is increasingly viewed as a source of competitive
advantage. As information technology (IT) has evolved from a productive tool to a
more pervasive and strategic business tool the measurement of its value has become
more challenging (Subramaniam and Shaw 2002). The resource based view (RBV) of
the firm has been increasingly used by strategy researchers to explain the differences
in firm performance. Barney’s (1991) seminal article notes that resources which are:
(i) valuable; (ii) rare; (iii) inimitable and (iv) nonsubstitutable, can provide sources of
sustainable competitive advantage. Wade and Hulland (2004) suggest that RBV could
provide a way for information systems (1S) researchers to understand the role of IS
within the firm. According to Wade and Hulland (2004) RBV makes a useful
distinction between information technology and information systems. They state that
the former is asset-based, while the latter comprises of a mixture of assets and
capabilities centered on the productive use of information technology. The RBV has
been used to assess the impact of information technology investments on firm

performance (Santhanam and Hartono 2003).

Capabilities in IT help the firm diffuse marketing information effectively across all
relevant functional areas that it can exploit to direct the new product development
process (Desarbo et a. 2005). In addition to finding that superior IT capability exhibit
superior current and sustained firm performance; Santhanam and Hartono (2003)
found it critical to develop theoretically derived multidimensional measures of IT

capability.

Thus, we expect:

14



H3 An increase in an organization’s level of strategic IT capability, will positively

affect the e-procurement- strategic performance relationship.
ORGANISATIONAL ALIGNMENT

Internet enabled B2B e-procurement enhances inter-organizational coordination,
resulting in transaction cost savings and competitive sourcing opportunities for the
buyer firm (Subramaniam and Shaw 2002). Against the backdrop of demand and
supply-side economics, e-procurement is able to support increased and more complex
coordination. Unstructured and complex purchases involve a higher level of
coordination and require more human interaction, within the organization as well as

with business partners.

Neilson et al. (2000) state that instead of bureaucratic, hierarchical structure,
organizations should form more flexible, decentralized team and alliance based
networks that allow employees to react to market shifts. This paper assumes that e
procurement involves a network of actors that operate both inter and intra

organi zation processes.

Firms are making significant investments in their ebusiness strategies and IT; yet
Ssome managers remain unclear about how to adapt their organization to new strategies
and processes. Advancements in procurement technology create the opportunities for
new forms of arranging work, such as collapsing boundaries between suppliers and
customers make it imperative for management to identify the key attributes and
processes required for competitive advantage. Handfield and Nichols (2002) assert
that access to memory is vital because a chain lacks many of the formal and informal
mechanisms that guide decisions in established firms, such as hierarchy (formal) and

strong vales, traditions and beliefs (informal).
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When embarking on an e-procurement project, the organization needs to be prepared
to replace traditional bureaucratic purchasing processes and hierarchical structures
with flexible, decentralized processes and alliance based structures. If e-procurement
is successful then actors are able to respond instantaneowsly to threats and
opportunities. Long-term collaboration can deliver benefits for both the supplier and
buyer (Cousins and Spekman 2003). Partnership and cooperation such as information
sharing is also considered as one of the pillars of Value Chain Management (Al-

Mudimigh et al. 2004)
Thus we predict:

H4 An increase in a level of organizational alignment will positively affect the e

procurement- strategic performance relationships
CONCLUSION

Consideration of the components of Figure 1 alows us to map the interplay between
strategic choice and e-procurement. The study identifies the decisions which have to
be made in order for e-procurement to deliver enhanced levels of strategic
performance. The proposed research framework suggests that alignment among
business strategy, e-procurement strategy, e-procurement tool, strategic IT capability
and strategic typology have a positive influence on a company’s strategic

performance

Purchasing continues to assume a pivotal strategic role, which has evolved from
buying (operational) into a value added (strategic) activity. Hence organizations who
focus solely on more efficient and cost-effective eprocurement processes may not
gain a sustainable competitive advantage over rivals. Eprocurement systems need to:

respond to short-term changes in demand or supply (flexibility), adjust to meet
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structural shifts in the ever changing geo-political environment (agility) and create the
appropriate incentives for enhanced levels of performance. By using the Miles and
Snow typology (1978) it is possible to explore the existence of a relationship across

the strategic types of: prospectors; anayzers, defenders and reactors.

Prospectors are normally characterized by being highly innovative, leading change
and bringing new products to their industries. Thus prospectors will be continually re-
evaluating their make or buy decision, which will lead to the procurement of more
complex subcontract items. They will integrate suppliers at the early stage of product
development; to increase design-to- market time. The e-procurement system could be
used as a platform to facilitate supplier's involvement in the new product
development. In addition, the ability to integrate orders from different business units
and branches will further complicate te e-procurement process. We assume that
prospectors are the first group which implements e-procurement systems with built-in

advanced cooperation modules.

Conversely, reactors will lack a consistent strategy and react to structural changes in
demand as they arise, which will result in usage of e-procurement applications mainly
for operational purchasing, rather than as a tool for extended cooperation and

integration with suppliers.

Defenders that operate in niche markets will use narrowly specialized e procurement
tools, such as e marketplaces dedicated for the specific industry, or eprocurement
tools with emphasis on process efficiency. Anayzers which are located between
prospectors and defenders tend to follow innovations adopted and used by

prospectors.
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Organizations that select appropriate e procurement tools relating to their strategic
typology enhance alignment. It is anticipated that high levels of strategic IT capability
will deliver higher levels of strategic performance. However, the application of the
proposed framework may not be simple since other, interrelated factors also need to
be included. The first factor to consider is e-business strategy. If an organization has
not articulated its e business strategy and the e procurement strategy is acting as a
surrogate, then this could be damaging to strategic performance. Thus e procurement

strategy should be an integrated part of company’ s e-business strategy.

The second interrelated factor to consider is internal communication between staff as
well as between managers of company’s divisions. Staff can easily get discouraged by
the gulf between e-procurement promises and actual experience. So it is imperative
that there is two-way communication, which should be established from the earliest

stage of e-procurement implementation.

Third, the importance of the change management concept, which includes the
processes, tools and techniques used by organizations to manage the human side of
the necessary changes during implementation. Eprocurement in this sense changes
the way people work and interconnect, regarding new structures to form to support
such new processes. Furthermore uncertainty, fear of staff reduction, changes in
everyday work and relationships, create resistance against such a change, so t is
necessary to identify champions that act as individual change agents in teams and

throughout the organization.

Creation of the links between a strategic performance system and e procurement give
the possibility to measure and analyze e-procurement berefits not only on an
operational level, but also to observe the e-procurement impact on strategic

performance. In the Situation where a gap between operational and strategic
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managerial levels exists, companies might achieve short term, operationa e-
procurement benefits, but the effect on overall performance might be negative. A set
of financia and non-financial measures help to evaluate eprocurement results and
improve decision making process, as well as respond faster to customer demand and

changes in the business environment.

Links between operational and strategic performance levels are necessary to reflect e-
procurement influence on dtrategic performance. A strategic  performance
measurement system could indicate latent costs which may occur due to some e
procurement operational decisions or strategy. As strategic performance includes
metrics and factors relating to customer needs and satisfaction, it also incorporates a
customer perspective into the procurement process. Lack of connections between the
e-procurement buy-side and the sell- side, might result in strategic disadvantages, even
if e-procurement on an operationa level reduce costs. Alignment between e
procurement and strategic performance helps companies to successfully use the
advantages of e procurement technology and in return achieve a strategic advantage

in the market, in which they operate.

In the lack of models that incorporates a strategic perspective. Future research should
test the hypotheses presented in this paper, which will provide the opportunity to

better understand the e-procurement phenomenon.
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n 2001)
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1996)
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2004)
(Chieu
et al.
2003)
(Chong
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2002)
(Croom
2000)
(Croom
and
Johnsto
n 2003)
(Davila
et al.
2003)
(De
Boer et
al.
2002)
(Eakin
2002)
(Gebau
er and
Shaw
2004)
(Hawki
ng et al.
2004)

E-procurement issues

Tools

X

X
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X

X
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X

X

M easur ement
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SV

TIC

S-CS

SV

SV

T/IC

TIC

TIC

YV

M-CS

SV

TIC

(Jiang
2005)
(Kaufm
ann
and
Mohtad
i 2004)
(Kerste
netal.
2004)
(Knuds
en
2003)
(Lin
and
Hsieh
2000)
(Mahad
evan
and
Hazra
In press
2005)
(Muffat
toand
Payaro
2004)
(Muffat
toand
Payaro
2004)
(Mukh
opadhy
ay and
Kekre
2002)
(Olson
and
Boyer
2003)
(Oslom
obekov
et al.
2002)
(Peleg
et al.
2002)
(Presut
ti 2003)
(Pusch
mann
and Alt
2005)
(Rai et
al.
2005)
(Rajku
mar
2001)
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M (Seifert X X
et al.
2004)

T/C (Smeltz X X
er and
Carter
2001)

SV (Sriram X X
and
Stump
2004)

S-CS (Subra X X
mania
m and
Shaw
2002)

M (Thoms X X
on
2005)

T/C (Tucke X X
r and
Jones
2000)

M-CS (Yen X
and Ng
2003)

Table 1l E-procurement literaturereview

S-CS —single case study
M-CS multiple case study
SV —survey

T/C — theoretical/conceptual
M — modeling

R - review
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Figure 1l Links between e-procurement and strategic performance.
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