The Efficacy of E-Procurement to Businesses: Lessons Learnt from Malaysian Industries
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Abstract:-  The emergence of Internet has spurred new and cost effective ways of doing business.  One of these innovations is using the Internet medium as a method of procurement for business-to-business; which is also known as electronic procurement (e-procurement).  As e-commerce adoption in Malaysia proliferates, e-procurement will simultaneously mushroom in the industries.  This paper reports on first results of an exploratory study on e-procurement implementation by various industries in Malaysia.  Using descriptive analysis, this paper presents the empirical findings on the opportunities and challenges of adopting e-procurement.  This study concluded that while obstacles remain to pose some challenges, companies should move forward as to reap myriad of benefits of e-procurement.
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1
Introduction
Intense global competition and pricing pressure are forcing companies to continually identify new opportunities to enhance their competitiveness.  As a result, apparently more companies sought to focus on improving the buying and selling activities along the entire supply chain [1]. With the advent of the Internet, companies can achieve tremendous cost savings in the purchasing function through a web-based automated workflow of the procurement process.  Further, companies can increase efficiency by conducting paperless processes, which avoid delays while having access to updated and accurate real time information. All of which can be attained without a hefty investment in the enabling Internet technology, unlike the former Electronic Data Interchange (EDI).  This electronic method of procurement that is also known as Electronic Procurement (E-procurement) brings together buyers and suppliers via a web portal (e-procurement portal).  An E-Procurement portal, which is developed by a service provider, allows buyers to have access to and view suppliers' electronic catalogs, compare products and prices, followed by issuance of RFQs, negotiate contracts and issuance of Purchase Orders online. Likewise suppliers are able to upload latest product and pricing information, submit quotes to prospective buyers as well as check payment status via the portal [2] 

     E-procurement usage is expected to mushroom simultaneously with the dramatic growth of business-to-business e-commerce [3]. An IDC report indicated that the sales of E-procurement software are forecasted to be the fastest growing segment in the small-and-medium scale industry (SMI) for the next 10 years [4]. In Malaysia, by the year 2005 e-commerce is expected to grow at a compound annual growth rate of 47%, which will contribute 16% to ASEAN e-commerce revenue of US $55 billion [5].  As more companies are awakened by the potential benefits from e-commerce, businesses will certainly develop strategies that could deliver tremendous cost savings and enhance their competitiveness. Hence E-Procurement adoption would be one of the mandatory applications for these companies. 

     Our study is exploratory in nature and represents an early attempt to examine the opportunities and challenges of E-Procurement implementation on industries.   The main purpose of this paper is to identify empirically the impact of E-Procurement system on business operations as well as the challenges encountered in the implementation of such new system.  More specifically we will try to answer the following two broad questions: 1) What is the impact of E-Procurement on business operations? and 2) What are the challenges do companies have to face in  adopting E-Procurement system?.  This study contributes to heighten industries' motivation to embark on E-Procurement endeavor while presenting the real challenges faced by companies who already are in the bandwagon.   
2 Research Methodology

 2.1
Sampling Method and Data Collection 
The primary data for this research were collected using self- administered questionnaire designed to serve the purpose of the research objectives.  Survey questionnaires which included a cover letter specifying the objectives and rationale of the survey were delivered to respondents either by hand, fax or via e-mail in early February 2001.  Secondary data for this study came mainly from online newspapers, journals, magazines, books and databases accessed via the Internet. 

     The survey was carried out in approximately three months.  The targeted respondents were those companies operating in the Klang Valley area listed in Malaysian Business Directory 2000 at http://www.mol.com.my.  200 respondents from all kinds of business activities were chosen using systematic random sampling.  

     The questionnaire was divided into five main sections each of which requires respondents to state their opinions pertaining to the issue of reducing total purchase cost (4 statements), statements pertaining to reducing administrative cost (5 statements), reducing inventory cost (5 statements) and reducing the P.O process cycle time (6 statements).  Researchers believed the statements are essential to capture the vital aspects of benefits from e-procurement implementation.  Section five consisted of a series of questions, which attempted to determine respondents’ opinions regarding the motivation and challenges of e-procurement implementation.  The first part of the questionnaire consisted of a series of respondents’ demographic and socio-economic characteristics.  For collection of most data a five-point Likert scales were adopted with the following anchors: 5- Strongly Agree, 4- Agree, 3- Not sure, 2-Disagree and 1- strongly Disagree.
2.2 Results
Each respondent was given two weeks to complete the questionnaire.  Researchers successfully collected 196 (98%) completed questionnaires in person.  Descriptive Analysis was used to describe the demographic and socio-economic characteristics. The reliability of the questionnaire was tested using Cronbach alpha. The result shows that the questionnaire was more than adequate in terms of its reliability, i.e., ( = 0.82 [6]. 

     From 196 questionnaires collected, only 32 respondents (16%) are currently implementing e-procurement in their organizations.   The rest of the respondents merely adopt the Internet to display their online catalogs without proceeding further.  In order to meet the goals mentioned above, this paper will only highlight the analyzed data and opinions from those companies that have embarked on e-procurement.

     The demographics of the respondent organizations are summarized in Table 1.  From this table, we can see that majority (31.3%) of the respondents are from trading industry, followed by manufacturing, construction and telecommunication.  This indicates that E-Procurement has been generally accepted by many industries in Malaysia.  Although media attention has been focused on the consumers, companies are developing e-business strategies that encompass all of their business relationships.   These companies are aware of the E-Procurement application and comprehend that they would gain competitiveness as a result of adopting the technology.

	Sector
	Frequency
	(%)

	Telecommunication
	7
	21.9

	Manufacturing
	7
	21.9

	Trading 
	10
	31.3

	Construction
	3
	9.4

	Others
	5
	15.6

	Total
	32
	100


 Table 1:  Respondents by Sectors
3 The Impact of E-Procurement on Industries

3.1 Significant Total Purchasing Cost Reduction
There is only a slight difference in the mean across the industries, which reflects that respondents collectively agree that e-procurement can help to reduce cost of purchasing materials and services by 10 to 15%.  This is may be due to anticipation that automation enables them to increase efficiency and cut cost on papers.  However, this anticipation will depend on other factors such as systems usability, users acceptance and simplicity to use the new automated system.
3.2 Shorten the Purchase Order (P.O) Cycle Time
From the result, overall the respondents strongly agree that e-procurement help them to shorten the P.O cycle time to between 1 to 2 days . Based on the literature, in the traditional procurement process a P.O cycle time needs between 6 to 8 working days [7].  This shows that e-procurement helps to reduce the P.O process cycle time by 75% as compared to the complicated traditional P.O process..

     As the cycle time of P.O process is tremendously reduced industries will have more time to spend on other value added activities such as understanding the supply-chain pattern, analyzing the supplier-buyer relationship, which in turn could enhance the supply chain activities. In addition, suppliers’ credibility could be improved as members of a trading community work in cohesion to conform to a predetermined standard of P.O process.

3.3 Administrative Cost Savings
From the mean scores, we can conclude that majority of the respondents strongly agree that e-procurement contributes to a substantial administrative cost savings.  In comparison to a traditional procurement process, the average administration cost is between RM 350 to RM400 per purchase transaction, where work is done manually and takes several hours a day in preparing the P.O.  In contrary, an e-procurement system can reduce administration cost to RM80 (US $21) per purchase transaction, which amounts to a significant 80% savings.  
3.4 Reduced Inventory Cost
The respondents agree that the e-procurement can reduce inventory cost at an average of 25%.  The cost savings are derived from reduced manpower cost, storage system cost, and shipping arrangement cost. Besides, e-procurement allows companies to achieve efficiency and better inventory management system by providing a pool of updated information pertaining to vendors, products, price, and delivery schedule. Consequently buyers are able to make more accurate and timely decisions in selecting suppliers. Moreover, e-procurement enables suppliers to provide Just-in-Time delivery, which increases the supply chain efficiency. Table 2 below presents a summary of our findings on the impact of E-Procurement implementation on industries.

	Objectives
	Description
	Mean

	Reduce Purchasing Cost
	10%-15% cost savings
	4.27

	Shorten P.O Cycle Time
	Reduce to 1-2 days cycle time
	4.37

	Administrative Cost Savings
	Reduce to RM80 per transaction
	4.14

	Reduce Inventory Cost
	25% cost savings
	4.21


Table 2:  Impact of E-Procurement implementation

4
The Challenges of E-Procurement

4.1 Purchasing not viewed as a strategic function
From the findings there are some evidence, that the purchasing function is still regarded as a reactive administrative function in a number of the industries studied. The devolution of the purchasing competence merely serves to reinforce a lack of focus and myopia when it comes to a long-term role of purchasing in the strategic business management.  In fact the purchasing function has not yet considered being an integral part of the strategic center of the company.  

4.2 Inappropriate cost consideration 
A buyer’s job is complex, such as placing an order, performing negotiations, analysis, calculations, constant evaluation and a continuous effort to minimize the cost of acquisition of every type of products and services.  So when buying it is important to note for the value of money, as different brand names serve different prices and different quality, for example ICI and PAR paints.  Buyers are concern about negotiation with most suppliers to obtain material at a lower cost.  Sometimes buyers lose sight of internal cost that may erode any saving obtained elsewhere (i.e. labor, administration expenses, and cycle time).   

4.3 Trading with strangers
E-Procurement is ideally suited to repeat orders where buyers have established relationship and more 'widgets' are required. From this study, respondents view the weak link will be in the ordering part, which one would not likely accept an order (potentially very large) from an unknown company/person. In addition, it is almost impossible that any bank in the world would agree to provide bridging finance against an order received via an email.   As sellers, they want to see some cash or funds lodged somewhere against delivery. As buyers, they will not pay 100% until the product quality and quantity are thoroughly inspected.

4.4 Security and Privacy Issues
One of the reasons, cited by web users limiting their use of the Internet to surfing and viewing free information is that they are afraid online transactions might compromise their privacy and credit information [8].  The need to embark on e-business is no longer a choice.  However, to go on line and disclose all business information; product specification, price lists, delivery schedule, discounts, warranty, and accounts information, often put a halt to companies unless the system guarantees high security standards and proven reliable in protecting users privacy. Thus, proper authentication and strong administrative security practices should be well in tact with the system in order to invite more participants to trade online.

4.5 Lack of sound Internet infrastructure
A company that relies on the network services in their daily business activities needs very good network services which is always up and running to enable them to offer more and better products or services to their customers. The lack of high-speed infrastructure to Internet access is a major a bottleneck to online operations.  Users will be facing unnecessary delays in downloading the information such as tender specification, real time product specification and massive graphics in 3D-format.  

   Today, industries in Malaysia are only supported with 2.5 GB backbone networks, which is to be shared with all 4.1 million Internet users throughout Malaysia. . There is still lack of urgency at all levels in Malaysia about providing the full networking infrastructure needed to compete in the new global economy [9]. The high-speed access on leased line is costly, for example a 2.0MB access provided by Telekom (a local ISP) costs RM128,000 (US $ 34,000)per year. For home users, Malaysians pay per minute for the usage of phone as well as the Internet connection, which results in hefty telephone bill.  

4.6 People and perception
Resistance to change exists in any organizations.  The mindsets that new technology is hard to learn, technology will make me jobless and I can do away with technology are among individual perceptions that are posing challenges on new technology implementation.  In addition, many believe that Malaysians are not ready for e-business yet because of the lack of local technical experts, especially in the areas of Computer Networking System and ATM technology. Thus when dealing with technical international vendors, local engineers may be lacking in support of arguments, losing control in the implementation and contributing less in problem solving.  Eventually, the vendors may bring in more external experts to support them and the implication is an increase in costs. 
5
Discussion 
Malaysian industries that fully comprehend the impact of globalization onto their businesses are aggressively drawing out their e-business strategies, where e-procurement system implementation is an essential part of them. While it still remains to be costly, their continued efforts to develop and implement e-procurement system have a long term gain, as they believe that this system will appear to be a strategic function to their business agility.

   Overall, Malaysian industries accept the fact that e-procurement enables buyers and sellers trade at a reduced cost. The sense of urgency to implement and benefit from e-procurement system should be materialized within the next two to three years from now once more and more Malaysian industries started to pick-up on the e-business endeavors.

     From the organizations and employers perspective, willingness to try new ideas in computerization and Internet is vital to face up to the globalization challenges. With globalization and borderless nature of competition, those who adopt new technologies will be favored for contracts and orders, while those who refuse to embrace new technologies will end up being side lined. Unfortunately Malaysian SMIs are still lag in embarking on e-business initiatives. They firmly believe in what their businesses are doing now. They are convinced that they will still be around five years from now without having to embrace new technologies such as the Internet [10].  They also believe that by participating in supply chain management networks and procurement portals, they open themselves up to pressure by the big corporate buyers to lower their prices.  The question is: Will local SMI stand to survive the global competition when tariff barriers are removed in 2005 under terms of the Asean Free Trade Agreement (AFTA)?  They will stand brighter prospects if they look beyond AFTA and adopt a radical and futuristic paradigm in their business operations.  
4 Conclusion 
E-procurement in Malaysia is facing uncertainty and challenges, but all of these create enormous opportunities, for the industries to change, adapt and improve accordingly.  There is a pressing need to resolve the fear of e-commerce usage in the people at large as well as the industries in time so as to prepare them to encounter a fierce competition when AFTA is being imposed. Therefore the government and industries need to play a greater role cohesively in providing the education and right infrastructure; hard and soft, and breaking down the walls between them to move ahead.

     Further research work could be conducted to reevaluate the proliferation of e-procurement in Malaysia. The focus should be on the growth of the content, the usage of the web, economic factors and how effective is the Internet medium on increasing company sales, productivity and efficiency. Another extension of the work would be to expand the sample size and investigate empirically how companies are using the Internet and e-procurement to gain competitiveness from supply chain management.
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