C P S |_ CONFERENCE ON PRODUCTION SYSTEMS AND LOGISTICS

CPSL 2023-2

5™ Conference on Production Systems and Logistics

Assessing Risk Mitigation Preference Effect on Supplier Commitment
and Procurement Performance in the Public Health Industry in South-

Africa

Osayuwamen Omoruyi ', Matthew Quayson?

!Department of Management Sciences, Sol Plaatje university , Kimberley, South Africa
’Department of Logistics and Supply Chain Management, Ho Technical University, Ghana

Abstract

The lack of a well-stated risk mitigation strategy has caused several challenges within the South African
Public Health sector. Additionally, setting a risk mitigation strategy around mitigation preferences can be
challenging for procurement personnel. As such, risk mitigation penalty clauses in the case of failure of the
selected supplier are not agreed upon from the onset of the contract agreement. This research proposes risk-
sharing versus risk-shifting contracts as risk mitigation/reduction strategies within the supplier relationship
of the public health sector. We evaluate the effect of risk shifting and sharing mitigation preference on
supplier commitment and supplier performance in the public health industry in South Africa using structural
equation modelling. The results show that there is a significant relationship between supplier selection and
risk sharing, risk sharing and supplier commitment, risk shifting and supplier commitment, and risk sharing
and procurement performance. However, there was no significant relationship between supplier selection
and risk shifting and risk shifting and procurement performance, which may be due the need to constantly
evaluate supplier and manage risk collaboratively. These results imply that to build a win-win supply chain,
public health sector procurement managers should balance risk sharing and shifting mitigation strategy in
procurement instances where appropriate to improve on a higher level of procurement performance.

Keywords: risk sharing, risk shifting, supplier commitment, procurement performance, public health
industry, preference effect

1. Introduction and problem statement

The preference for risk management during supplier selection is necessary to determine the level of
commitment among supply chain and procurement personnel. Risk-associated challenges are inevitable in
any contractual agreement, especially when selecting a supplier to manage a strategic function within a
supply chain or an organisation [15]. Mitigating risk-associated challenges during the supplier selection and
procurement process may require agreeing on whether the risk should be shared or transferred to the supplier
or buyer. The risk mitigation preference may determine the level of supplier commitment and overall
procurement performance [4]. Setting a risk mitigation strategy around mitigation preferences may be
challenging for procurement personnel but will certainly help the buyer-supplier better prepare against the
occurrence of environmental and market disruptive factors such as global economic risk factors, competitive
factors, internet and information technology, and dynamic market environment that drives changes and
decision-making capabilities of an organisation. Risk management is a process that mitigates risk, reduces
costs, and effectively improves customer and consumer service within a supply chain. Supply chain
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management integrates, collaborates and coordinates all activities involved in material flows, sourcing,
conversion, and physical distribution of the final product or service [22].

Within the public health sector of South Africa, the objective of supplier selection is to improve overall
procurement performance. Public procurement in South Africa is defined as a 'function by which public
sector organisations acquire goods, services, development, and construction projects from suppliers in the
local and international market [7]. The supplier selection process follows a competitive bidding process,
consisting of a request for an invitation to tender, actual tender calling, submission and receiving of tenders,
opening of tenders, assessing tenders, and finally, awarding of tenders. The suitability of the selected supplier
is rated against the supplier's price, quality, capabilities, and financial standing. However, risk mitigation
preferences are not well emphasised during selection [32]. As such, risk mitigation penalty clauses in the
event of failure on the part of the selected supplier are not agreed upon from the onset of the contract
agreement. The lack of a well-stated risk mitigation strategy has caused several challenges within the South
African Public Health sector. Examples include non-compliance with procurement legislation, policies and
processes; a lack of accountability and transparency; a lack of procurement knowledge and skill, embedded
ethical practises, fraud, and corruption, which further impact negatively on supplier commitment and overall
procurement performance [7]. Therefore, the public sector goals of providing reliable and quality health
services might be jeopardised [43]. Based on these challenges, this research proposed risk sharing versus
risk shifting contracts as risk mitigation/reduction strategies within the supplier relationship of the public
health sector. Therefore, the question is: What is the effect of risk mitigation preferences on supplier
commitment and procurement performance in the public health industry in South Africa? The article aims
to evaluate the effect of risk shifting and sharing mitigation preference on supplier commitment and
procurement performance in the public health industry in South Africa [28]; [47]; [48]). The research is one
of its kind because it aimed to model risk sharing and risk shifting mitigation preferences during supplier
selection.

2. Literature review

2.1 Risk management and risk mitigation

Risk management aims to forecast potential threats to an organisation and devise strategies to deal with them.
It involves identifying potential threats, weighing their likelihood and impact, and developing plans to deal
with them. New risks must be constantly evaluated and accounted for, making risk management an ever-
evolving process [35]. Possibilities and risks to a project are categorised by their likelihood of occurring and
their potential impact [31]. The term "risk mitigation" refers to procedures designed to reduce the negative
effects of potential dangers on a business. Risk mitigation, which includes risk reduction, is an effort to
reduce the likelihood of unfavourable results from hazards to business continuity (BC).

Risk mitigation and risk management are related. One facet of risk management is "risk mitigation," and its
implementation differs from business to business. This means consistently addressing the most pressing
threats and concerns to keep a business safe. Common types of mitigation include controls, processes, and
procedures that guide and direct an organization [24]. Again, they are linked, as one function of risk
management is to seek out dangers and devise ways to minimise their impact. One of these tactics is known
as "risk mitigation." As defined by [38], risk management is the process of recognising and responding to
possible threats to an organisation, whereas risk mitigation is eliminating or significantly lowering those
threats. The probability of a risk and the effort put towards reducing it are directly related. When
implemented, risk mitigation plans reduce the likelihood of many risks occurring, especially those that
originate within an organization [31]. The likelihood of severe losses is reduced when an organisation takes
precautions against potential dangers.
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2.2 Supplier selection and risk sharing

Supplier selection and risk management are two important aspects of supply chain management [3]. Supplier
selection identifies suppliers that can provide the best value for a business [41]. Since the inception of supply
chain theory, the idea that careful supplier selection is essential to building a formidable supply chain has
been widely held. The significance stems from the gravity of the decision to purchase or make a procurement.
The cost of procuring raw materials can account for up to 90% of an industrial company's revenue [20].
Quality, delivery timeliness, processing speed, and cost have traditionally been the primary metrics
considered in selecting suppliers [35]. This demonstrates how supplier selection is based on several factors.

However, the original work on supplier selection has been extended by significant and recent research to
include risk sharing [21] as an important consideration, especially for public private partnerships (PPP). To
reduce exposure to risk, businesses and individuals can use risk sharing as a risk management method.
Shared risks can reduce supply chain risks, which is why it is an integral part of supplier management.

Procurement entities are comfortable with suppliers willing to share risks to mitigate risks [45]. This protects
them from quality problems, monetary losses, and interruptions in supply chain activities. By dividing risks
with their suppliers, companies can ensure that manufacturing and shipping go smoothly and avoid costly
loss of profits due to early risk detection. We posit that a procurement entity will select a supplier willing to
share risks to minimise risk mutually. Therefore, we state the hypothesis that:

H1: There is a direct association between supplier selection and risk sharing.
2.3 Supplier selection and risk shifting

Choosing reliable suppliers is a crucial part of effective purchasing management because it impacts a
company's ability to differentiate itself in the market. Typically, businesses choose their suppliers based on
how well they are expected to perform with respect to product quality, cost, service, and reliability.
Researchers [29] took a more nuanced approach and advocated communication skills and commitment to
continuous improvement as essential supplier selection criteria. The selection of suppliers based on their
technological and financial skills has become increasingly vital. The potential for variations in supplier
selection criteria across industries was the subject of another line of enquiry. Supplier selection, according
to proponents of the transaction cost economics theoretical perspective [51], is motivated by operational
goals of minimising expenses and optimising profits through cost shifting. Therefore, if a company can shift
some of the risks to its vendors, it can save money.

Risk shifting refers to the practise of transferring danger to another entity. Buying an insurance policy or
hedging investment holdings are two examples of transferring risk. Risk shifting aims to mitigate the
negative effects of a risk by placing that obligation on another party. The return on assets (RoA), a proxy for
a company's profitability, has been proven to be correlated with its propensity to take risks in the future by
[18]. Mutual funds that take on more risk underperform those that maintain a steady level of risk, according
to research by [26], who conclude that agency problems may lead to risk shifting by fund managers.
Outsourcing, buying insurance, hedging investment positions, forming partnerships with key suppliers to
manage risk and ensure supply, testing supplier business continuity plans with information reviews, informal
walk-throughs and joint exercises, and conducting risk analysis and scenario planning of disruptive events
are some of the ways buyers can shift risk in procurement [6]. To reduce their exposure, purchasers should
create a risk registry and continuously thoroughly monitor its contents, mapping and evaluating the value
chains of all important items. Therefore, we hypothesise that:

H2: There is a significant relationship between supplier selection and risk shifting.
24 Risk sharing and supplier commitment

A critical decision for suppliers engaged in business-to-business (B2B) interactions is what contract terms
offer buyers. The most common hands-off approach lists products at a set wholesale price. From the
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supplier's perspective, this is a simple contract to administer, requiring only setting one contract parameter
and no monitoring of buyers' behaviour following the purchase, which shows weak commitment [6]. This is
one of the early lessons in supply chain contracting and is a motivator for why "risk-sharing" contracts may
be a useful alternative to supplier commitment. Risk-sharing contracts allow suppliers to absorb some of the
cost of demand uncertainty facing buyers. Examples include buyback, revenue sharing, quantity flexibility,
option contracts, and sales rebates.

However, risk sharing becomes more effective when there is a high level of supplier commitment [20]. The
relationship between risk sharing and supplier commitment is that when suppliers are committed to a buyer,
they are more likely to share risks with them. This is because they have something to gain from the project's
or transaction's success and will be more willing to collaborate with the buyer to make it happen. Researcher
[9] looked at how the risk and absorptive ability of a global supply chain partner affected an organisation's
decision to commit to and share risk with that partner. For the study, the researchers polled 207 businesses
to learn how they rated their offshore outsourcing and supply chain partners according to four criteria: risk
sharing, absorptive capacity, commitment, and information sharing. They confirmed the hypothesised
connections between an organisation's dedication and transparency in the supply chain and the perceived
risk-sharing of its partners.

Many fields of study, from organisational psychology to strategic management and marketing to the study
of social interaction, have focused on supplier commitment. Research shows that dedication improves
results, whether the system is a group, an organisation, or a supply chain. Assuming that interactions can be
measured, the social exchange theory (SET) states that cooperation between group members will result in
net gains for the group as a whole (benefits minus costs). Researchers have adopted SET to study the supply
chain, primarily emphasising the creation of connections between parties. According to [34], the antecedents
of information sharing are trust, commitment, reciprocity, and power, and these relationships in the supply
chain are developed because of the mutual advantages shared by its participants. Within these perspectives,
we state the hypothesis that;

H3: There is a significant positive relationship between risk sharing and supplier commitment, such that
risk sharing enhances suppliers’ commitment

25 Risk shifting and supplier commitment

Risk shifting refers to transferring risk from one party to another. In a supply chain context, risk shifting can
occur when a supplier shifts risk to a buyer by increasing prices or reducing quality. Supplier commitment
refers to the extent to which a supplier is willing to invest in a relationship with a buyer [19]. Suppliers, such
as price commitment and inventory commitment, can use several commitment strategies. Researchers [6]
state that committing to a price reduces the incentive to stockpile and shift inventory responsibility to the
manufacturer by reducing the quantity of orders. Buying an insurance policy, hedging financial positions, or
a company switching from a defined-benefit pension to a defined-contribution plan such as a 401(k) are all
examples of risk shifting. The hiring of a janitorial service to maintain a safe and clean workplace is another
example of change in risk. These cleaning companies may be asked to sign a contract that shifts some of the
responsibility and liability to them. In commercial real estate, the landlord may look for ways to shift some
risks to renters. For example, many commercial space landlords insist that upscale boutique tenants sign
leases and contracts. In addition to risk shifting, [25] discovered that audit liability insurance could help
reduce risk by easing the dissemination of risk management expertise among audit firms. Therefore, we state
the hypothesis that:

HA4: There is a positive relationship between risk change and supplier commitment.
2.6 Risk sharing and procurement performance

Procurement performance refers to the degree to which buyers consistently achieve conformance to
specifications and fitness for use. It illustrates how well and efficiently a company sources its goods and
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services. Metrics such as procurement cycle time, cost savings, supplier performance, and quality can be
used to evaluate the effectiveness of a company's purchasing department [11]. Several companies use
procurement performance management (PPM) to determine the value of procurement to the business.

When suppliers do not put in as much effort as possible to increase procurement performance, a phenomenon
known as moral hazard exists in the supply chain connection [37]. Supply chain managers must overcome
the formidable obstacle posed by moral hazard to ensure effective procurement. We believe that shared
knowledge of the potential implications of procurement failure can be achieved through risk sharing between
supply chain parties. Making informed decisions depends on having a common awareness of the risks
associated with procurement. Implementing measures to mitigate the negative effects of procurement risk
requires a common understanding of performance challenges. The possibility of moral hazard can be reduced
and procurement performance can be improved if the supplier understands the costs and repercussions of
procurement failure. Previous studies [2] have shown that the risk sharing mechanism can significantly
contribute to the procurement performance of a firm by helping to resolve the competing goals of buyers and
suppliers, improving the ability to predict and coordinate supply and demand, and more fairly allocating the
costs associated with procurement risks. Social exchange academics have collected a body of work that, in
contrast to the economic justification of transaction cost economics, gives a variety of social rationales for
why exchange partners might continue to preserve a connection ([16]; [33]). From this theoretical vantage
point, risk sharing between trading partners is attractive if it improves both parties' procurement results. We
hypothesise that:

HS5. The risk-sharing practise positively affects procurement performance.
2.7 Risk shifting and procurement performance.

Procurement entities transfer risks to reduce their exposure to potential losses and ensure that they are not
solely responsible for negative outcomes [18]. This improves procurement performance. Supply chain
management is highly dependent on the efficiency with which risks are transferred and purchased. It is
widely agreed that risk transfer is essential to effectively managing PPP projects. Proper and responsible use
of resources, improved service, strengthened supplier and client relationships, greater appetite for
innovation, greater customer service, and a data-driven culture that brings game-changing insights within
reach of the firm can all result from the transfer of risks. However, there is a limit to how much risk the
private sector can take on, and the government must keep some risk internal. The more powerful party
typically bears the risk in a given situation [44].

Risk sharing in UK construction projects was the subject of a questionnaire study by [5]. They claim that the
supplier is the best choice for managing project-specific risks and that the buyer should bear some risks
while the two parties share others. Some evidence suggests that PFI deals provide better VFM for the private
sector than for the taxpayer, and [49] are sceptical about the actual level of risk transfer in PPPs and believe
that the private sector benefits. Therefore, we state the hypothesis that:

HG6: There is a significant relationship between risk shifting and procurement performance.

3. Research methodology

Following the research onion [40], the research methodology takes the positivism-deductive approach. The
approach is chosen because the study is quantitative and based on the proposition that trends, procedures,
and cause-and-effect issues are relevant to the execution of scientific research methods. Furthermore,
research is based on a known knowledge of a given theory, practise, and sphere that aids in the deduction of
hypotheses and is subjected to further empirical examination to allow a conclusion [30]. A non-probability-
convenience sampling strategy is adopted because subjective decisions based on geographical proximity,
respondent availability, easy accessibility, or willingness to participate are considered to decide which
elements are included in the sample [23]. The sample frame of the public health industries located in Gauteng
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province was collected from the South African National Health Research Database (NHRD). Before
anticipating the right sample size, a pilot study is carried out to predict an appropriate or exact sample size
for the full-scale project and to improve various aspects of the study design. The target population consist of
employees in the procurement department in public health industries located in the Gauteng province. The
determination of the sample size is a scientific judgment made by the researcher, based on past studies [53].
Researchers [14] and [17] have examined the procurement performance in public health care sectors using
sample sizes ranging between 150 and 300 elements. The sample size is also suitable for Smart PLS 3.0 data
analysis. Of the 150 questionnaires distributed, 100 were valid and useful for research. A historical decision
based on previous research in related fields and the suitability of the statistical package was used to determine
the sample size for the investigation. The questionnaire comprises sections A to F, where section A contains
the respondents' background, section B, supplier selection adapted from [46], sections C and D, detailed
questions on risk mitigation strategies, which were adapted from [42], section E explains questions related
to supplier commitment [1], and section F will comprise questions on procurement performance [46]. All
sections except section A were measured on a 5-point Likert scale questions, anchored with 1= strongly
disagree to 5= strongly agree. The Likert scaled type is useful because they are easy to construct and
administer and participants find it easier to use [12]. Research ethics such as informed consent, voluntary
participation, right to personal privacy and confidentiality, and protection from harm were considered
essential during data collection.

4. Data analysis and discussions

The Social Sciences Statistical Package 25.0 (SPSS) enabled the descriptive statistics of the demographic
data of the respondents. SMART-PLS version 3.0 for the structural equation modelling procedure was used
to determine the relationship strengths of the research variables, as well as to assess the reliability and
validity. For example, Cronbach’s Alpha, rho A, and composite reliability were used to determine reliability,
while extracted average variance (AVE) was used to assess the validity of the measurement variables. The
T statistics and the P-value were used to test the significant level of the research variables.

4.1 Demographic information

There were more women (62%) than men (38%) in public health sector procurement functions, of which
(64%) were between the ages of 26 and 37. About (98%) of the respondents were black, only (2%) were
white and none were coloured or Indian. Of the 100 procurement personnel who participated in the research,
(32%) percent were holders of senior certificates, while (38%) percent had diploma qualifications and (29%)
percent had degrees.

Table 1: Descriptive and Internal consistency of constructs

Research Descriptive Reliability statistics Validity statistics
constructs statistics
Indicators Mean | SD Factor Item-total
(X) Alpha | Rho CR AVE VAVE loadings correlation
(o)
SS1 3717 | 0.779 0.795 0.738
SS2 3.909 | 0.877 0.771 0.685
SS3 3.788 | 0913 0.845 0.801
SS4 4.071 | 0.856 0.824 0.723
SSS 3.848 | 0.869 0.827 0.764
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Supplier SS6 3.949 | 0.783 0.951 0.957 | 0957 | 0.672 | 0.820 0.798 0.703
selection Ss7 3.980 | 0.910 0.857 0.801
SS8 4.051 0.869 0.860 0.787
SS9 4.040 0.875 0.854 0.770
SS10 4.101 0.772 0.800 0.727
SS11 4.182 | 0.796 0787 0.702
RH1 3.960 | 0.803 0.721 0.679
RH2 3919 | 0.720 0.749 0.676
RH3 4.000 | 0.765 0.767 0.677
Risk sharing RH4 3.909 0.854 0.898 0916 | 0919 | 0.618 | 0.786 0.843 0.722
RHS5 3.990 | 0.772 0.830 0.728
RH6 3.737 | 0.871 0.827 0.710
RH7 3.990 | 0.732 0.757 0.690
RS1 3.848 | 0.821 0.835 0.690
RS2 3.859 | 0.739 0.737 0.569
RS3 3.909 0.793 0.828 0.733
Risk shifting RS4 3.828 | 0.682 | 0.871 0.892 | 0.903 | 0.609 | 0.780 0.703 0.619
RS5 3980 | 0.710 0.813 0.684
RS6 3.960 | 0.724 0.641 0.576
RS7 4.061 0.789 0.755 0.677
SCl1 3.879 | 0.782 0.876 0.734
SC2 4.162 | 0.598 0.804 0.668
SC3 3.970 | 0.745 0.883 0.804
Supplier SC4 4111 0.584 | 0.906 0.920 | 0.927 | 0.680 | 0.824 0.794 0.704
commitment
SC5 4.071 0.655 0.832 0.716
SC6 4.131 0.580 0.751 0.698
PP1 3.747 0.730 0.803 0.680
Procurement PP2 3.869 | 0.774 0.850 0.677
performance 02 3970 | 0771 | 0.874 | 0.879 | 0908 | 0.665 | 0.815 [0.759 0.646
PP4 3.838 | 0.735 0.827 0.632
PP5 3.687 | 0.774 0.834 0.689

Note: Alpha (a) = Cronbach’s alpha; Rho= Dillon-Goldstein’s rho; CR=Composite reliability;
AVE=Average variance extracted; 1= strongly disagree to 5= strongly agree.

In Table 1, Cronbach's alpha value (o), spearman’s Rho-A, composite reliability value (CR), and item-to-
total correlation value indicate internal consistency of the measurement variables for this research. This is
because the above stated reliability coefficients are above the stipulated threshold of 0.7 and 0.5 respectively
[40]. For example, Cronbach's alpha coefficient ranges from 0.871 to 0.951; spearman’s Rho-A coefficient
ranges from 0.879 to 0.957; Composite reliability coefficient ranges from 0.903 to 0.95 and item-to-total
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correlation coefficient ranges from 0.569 to 0.804 respectively. The results indicate that all measurement
items adapted for this research are reliable.

As indicated in the descriptive statistics,

Table 2: Discriminant validity

Constructs Procurement Risk sharing Risk shifting Supplier Supplier
performance selection commitment
P
rocurement 0.815
performance
Risk sharing 0.497 0.786
Risk shifting 0.119 0.119 0,780
Supplier selection 0.378 0.547 0.069 0.820
Supplier 0.186 0.310 0.459 0.201 0824
commitment
Note: Alpha (o) = Cronbach’s alpha; Rho= Dillon-Goldstein’s rk0; CR=Composite reliability; AVE=Average variance extracted,
1= strongly disagree to 5= strongly agree.

Factor loadings were used to assess whether the measurement items are highly loaded on their respective
variable and should be at least greater than 0.5 (Martino et al., 2018). As shown in Table 1, all items were
loaded highly with values ranging from (0.703 to 0.883). This stipulates an acceptable individual item
convergent in the validity of all scale items. Discriminant validity was determined using the AVE and VAVE
values. The value of AVE value should be greater than 0.5 and the intercorrelation matrix among the research
variables should be less than the square root of the AVE ([27]; [30]). Table 2 shows that the inter-correlation
values for all paired latent variables are less than VAVE (ranging from 0.780 to 0.824) and therefore assures
the presence of discriminant validity for each construct.

4.2 Path model results

The proposed model for the research describes the relationship between the research variables. In addition
to assessing the strength of the relationship among the research variables, the significance of the path
coefficients was determined by bootstrapping analysis in addition to t-statistics for each of the path estimates.
Figure 1 and Table 3 explain the statistical results of the Smart PLS for structural equation modelling.

RH1 L RH2 . RH3,1 R;‘i ”‘RHS . RH6 J RH7

L . \ / / >
BIA’ 0830 0827 0757”

$S1 ~ON b o
(3 N g
$510
LA a2
Ss11 A X ~——

o721 0749 0767 O
QETR N

079 Risk St T
B isk Sharing ~—_
552 0547 —
v 0787\ -0.260 0519 SC1
553 0771 § A : PP1
; X sc2 >
0845 0876 L ¥
SS4 40824 0804" Y NS 080;7’ PP2
08277 — & SG3 ' 0850
4 4 0883 0280 WY
SS5 0.798 ”/" \ [—0.794 -y = gég?" PP3
%0857/ Supplier \ > 0832 2 // & 0534 TS
SS6 0860/  Selection A 0751 e
X 0.069 g Supplier o SC5 Procurement .
57 /0.845 \ 0425 Commitment.0.181 u performance PPS
i \ 4 — SC6
[ \ e
558 Y
X i
SS9
~ N
"/ \‘ N
5 Rigk Shifti )
0835 0137 g3 093 0813 0755
e \ NG
e I ‘/ & ) 4
RS1 RS2 RS3 RS4 RSS RS7

Figure 1: Path model relationship strength

479



Table 3: Results of structural equation model analysis and significant level

Proposed path Hypothesis Path T-statistics P-value Outcome
relationship coefficient

Supplier selection and risk H 0.547 6.060 0.000 Supported
sharing !

Supplier selection and risk 0.069 0.299 0.765 Rejected
shifting H:

Risk sharing and supplier 0.260 3.461 0.000 Supported
commitment Hs

Risk shifting and supplier 0.425 4.559 0.000 Supported
commitment. Hq

Risk sharing and 0.519 6.210 0.000 Supported
procurement performance Hs

Risk shifting and 0.181 1.305 0.190 Rejected
procurement performance He

Figure 1 and Table 3 present the six hypothesised relationships, the path coefficients, the t-statistics, and the
accepted level. The value of the t-statistic indicates whether the relationship is significant or not. A
significant relationship is expected to have a t statistic greater than 1.96 and a p-value of <0.05 to indicate
whether the hypothesis is rejected and supported [27]. According to the statistical analysis, four of the six
proposed hypotheses were statistically significant and accepted. Two hypotheses are rejected with a t-
statistics of >0.5.

5. Discussion and Findings

The question that the research seeks to answer is: What is the effect of risk mitigation preferences on supplier
commitment and procurement performance? The purpose of the article is to evaluate the effect of risk
shifting and sharing mitigation preference on supplier commitment and supplier performance in the public
health industry in South Africa. The measurement items for each variable presented in the proposed model
have been statistically proven to be valid and reliable.

The proposed relationship between supplier selection and risk sharing (H1), is significant at (path
estimate=0.547; p=0.000 <0.05 and the relationship effect of supplier selection and risk shifting (H2), is
rejected at (path estimate=0.069; p=0.765 >0.05). The results indicate that procurement personnel in the
public health industry in South Africa prefer the risk-sharing migration strategy to the risk shifting strategy
in supplier selection. The risk sharing strategy is relational in the sense that it involves joint problem solving
in a supply chain [52]. To build a win-win supply chain, risk sharing as a mitigation strategy is preferred
than outsourcing or purchasing product liability insurance. The risk sharing mitigation strategy improves
product quality in the long run through supplier development programmes, accurate / timely information
sharing, participation of key suppliers in key decision making for effective cross-functional decision making,
which ultimately mitigate risk and improve buyer-supplier commitment. The next section will discuss the
risk mitigation strategy and the level of commitment among the supply chain members in determining the
overall performance of the procurement.

The proposed relationship between risk sharing and supplier commitment (H3) is significant at (path
estimate=0.260; p=0.000 <0.05). The proposed relationship effect of risk shift and supplier commitment
(H4) is acceptable and significant at (path estimate=0.425; p=0.000 <0.05). These results indicate that
although public health sector procurement personnel prefer risk sharing as appropriate risk mitigation
strategy and management, they also embrace the fact that risk shifting further enhances supplier commitment
[50]. This may be in the case where managing the quality of certain materials primarily becomes the
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responsibility of suppliers. In this sense, the public health sector may propose a high penalty resulting from
defective supplies through a detailed description of suppliers’ responsibilities to mitigate risk, reduce cost,
and higher level of supplier commitment.

Procurement performance is one of the main reasons for supply chain collaboration. The proposed
relationship between risk sharing and procurement performance (HS5) is significant and supported in (path
estimate=0.519; p=0.000 <0.05). The effect of the relationship between risk shift and procurement
performance (H6) is rejected and insignificant in (path estimate=0.181; p=0.19 >0.05). Despite embracing
risk shifting as a risk mitigation strategy to improve and manage supplier commitment, the South Africa’s
public health procurement personnel believe that a long-term coordinated relationship with their supplier is
important to effectively manage risk. The result indicates that the public sector intends to maintain supplier
relationship through the maximum effort of risk sharing mitigation strategy, and as such risk sharing
influence on procurement performance statistically is highly significant.

6. Conclusion

The aim of the research, which is to evaluate the effect of risk shifting and sharing mitigation preference on
supplier commitment and supplier performance in the public health industry in South Africa, has been
scientifically proven. The risk mitigation strategy has become even more important in the business-relational
environment, especially after the Covid-19 pandemic. The two important risk mitigation strategies presented
in the research are important and their preference effect on supplier commitment and procurement
performance and have been analysed and discussed.

7. Recommendation for future research

From the findings, it can be seen that the South African public health sector procurement gradually neglects
the importance of risk shifting. This is because from the statistical results, more attention is focused on risk
sharing as a better option to mitigate risk in the buyer-supplier relationship of the public health sector.
Therefore, it is recommended that the public health sector procurement balances risk sharing and shifting
mitigation strategy in procurement instances, where appropriate, to improve on a higher level of procurement
performance.

The research did not investigate the level of impact of supplier commitment on procurement performance,
but only focused on the effect of preference for risk mitigation on supply commitment and procurement
performance. It is recommended that future researchers investigate to what extent the supplier's level of
commitment enhances procurement performance within the public sector. In other words, the commitment
of a supplier does not guarantee the procurement performance to the purchasing organisation and the overall
supply chain performance. Other factors such as quality, delivery, flexibility, and social and environmental
sustainability may play a significant role.

References

[1] Abdul-Muhmin, A.G. 2005. Instrumental and interpersonal determinants of relationship satisfaction and
commitment in industrial markets. Journal of Business Research, 58:619- 628.

[2] Abednego, M. P. and Ogunlana, S. O. (2006) ‘Good project governance for proper risk allocation in public-private
partnerships in Indonesia’, International Journal of Project Management. doi: 10.1016/].ijproman.2006.07.010.

[3] Ada, N. 2022. Sustainable Supplier Selection in Agri-Food Supply Chain Management. International Journal of
Mathematical, Engineering &Management Sciences, 7(1), 115-130.
https://doi.org/10.33889/1IJMEMS.2022.7.1.008 115-130.

481



[9]

[10]

[17]

[18]

Afifa, Y. N., & Santoso, . (2022). Proactive risk mitigation strategies and building strategic resilience in the food
supply chain: a review. In Food Research. https://doi.org/10.26656/11.2017.6(2).257.

Akintoye, Edwards, and Hardcastle (2005). Critical success factors for PPP/PFI projects in the UK construction
industry’, Construction Management and Economics, 23(5), pp. 459—471. doi: 10.1080/01446190500041537.

Alikhani, R., Torabi, S. A., & Altay, N. (2019). Strategic supplier selection under sustainability and risk criteria.
International Journal of Production Economics. https://doi.org/10.1016/.ijpe.2018.11.018

Ambe, I. M., & Badenhorst-Weiss, J. A. (2012). Procurement challenges in the South African public sector.
Journal of Transport and Supply Chain Management. https://doi.org/10.4102/jtscm.v611.63

Ameyaw, C., Mensah, S., & Osei-tutu, E. (2012). Public procurement in Ghana: The implementation challenges
to the Public Procurement Law 2003 (Act 663). International Journal of Construction Supply Chain Management.
https://doi.org/10.14424/ijcscm201012-55-65

Arnold, V., Benford, T., Hampton, C. & Sutton, S. (2010) ‘Competing pressures of risk and absorptive capacity
potential on commitment and information sharing in global supply chains’, European Journal of Information
Systems, 19(2), pp. 134—152. doi: 10.1057/ejis.2009.49.

Aslam, H., Wanke, P., Khalid, A., Roubaud, D., Waseem, M., Chiappetta Jabbour, C. J., Grebinevych, O., &
Lopes de Sousa Jabbour, A. B. (2022). A scenario-based experimental study of buyer supplier relationship
commitment in the context of a psychological contract breach: Implications for supply chain management.
International Journal of Production Economics. https://doi.org/10.1016/j.ijpe.2022.108503

Bienhaus, F. & Haddud, A. (2018). Procurement 4.0: factors influencing the digitisation of procurement and
supply chains’, Business Process Management Journal, 24(4), pp. 965-984. doi: 10.1108/BPMJ-06-2017-0139

Bradley, N. (2013). Marketing Research: Tools and Techniques. Koks i Khimiya.

Bryman, A., Bell, E., Hirschsohn, P., Santos, A. dos, Toit, J. du, & Masenge, A. (2014). Research Methodology:
Business and Management Contexts. Oxford University Press.

Budak, J & Rajh, E.2014. The Public Procurement System: A Business Sector Perspective. The Institute of
Economics, 1-80.

Chai, J., & Ngai, E. W. T. (2020). Decision-making techniques in supplier selection: Recent accomplishments
and what lies ahead. In Expert Systems with Applications. https://doi.org/10.1016/j.eswa.2019.112903

Chao, C-M., Yu, C-T., Cheng, B.W. & Chuang, P.C. 2013. Trust And Commitment In Relationships Among
Medical Equipment Suppliers: Transaction Cost And Social Exchange Theories. Social Behavior & Personality,
41(7), 1057-1070. http://dx.doi.org/10.2224/sbp.2013.41.7.1057.

Chegugu, N. R. & Yusuf, K. G. 2017. Effect of electronic procurement practices on organizational performance
in public hospitals in the county government of Uasin Gishu, Kenya. International Academic Journal of
Procurement and Supply Chain Management, 2(3):16-32.

Chen, Z., Strebulaev, L. A., Xing, Y., & Zhang, X. (2021). Strategic risk shifting and the idiosyncratic volatility
puzzle: An empirical investigation. Management Science, 67(5), 2751-2772.
https://doi.org/10.1287/mnsc.2020.3593

Chiu, J-Z. & Hsieh, C.C. 2022. Exploring the Influence of Supply Chain Relationship Commitment and Loyalty
in F&B Industry. Advances in Management & Applied Economics, 12 (2), 1-20 ISSN: 1792-7544 (print version),
1792-7552(online) https://doi.org/10.47260/amae/1221.

Collier, Z. A. & Sarkis, J. (2021) The zero trust supply chain: Managing supply chain risk in the absence of trust.
International Journal of Production Research, 59(11), pp. 3430-3445. doi: 10.1080/00207543.2021.1884311.

Deneckere, R., de Palma, A., & Leruth, L. (2019). Risk sharing in procurement. International Journal of Industrial
Organization, 65, 173-220. https://doi.org/10.1016/j.ijindorg.2019.01.002

482


https://doi.org/10.26656/fr.2017.6(2).257

[22]

[23]

[24]

[25]

[26]

[27]

[28]

[29]

[30]

[31]

[33]

[34]

[35]

[36]

[38]

Dohale, V., Ambilkar, P., Gunasekaran, A., & Verma, P. (2022). Supply chain risk mitigation strategies during
COVID-19: exploratory cases of “make-to-order” handloom saree apparel industries. International Journal of
Physical Distribution and Logistics Management. https://doi.org/10.1108/IJPDLM-12-2020-0450

Etikan, I. (2016). Comparison of convenience sampling and purposive sampling. American Journal of Theoretical
and Applied Statistics, 5(1), 1—4. https://doi.org/10.11648/j.ajtas.20160501.11

Fadun, O.S. 2013. Risk Management and Risk Management Failure: Lessons for Business Enterprises.
International Journal of Academic Research in Business & Social Sciences,3(2), 225-239.ISSN: 2222-6990.

Frank, M., Maksymov, E., Peecher, M. & Reffett, A. (2021) ‘Beyond Risk Shifting: The Knowledge-Transferring
Role of Audit Liability Insurers*’, Contemporary Accounting Research. doi: 10.1111/1911-3846.12670.

Girling. T., Fang, D., Holmen, M. & Michaelsen, P. (2020). Financial risk-taking related to individual risk
preference, social comparison and competition. Review of Behavioral Finance, 13(2), 125-140. doi:
10.1108/RBF-11-2019-0153

Garson, G. D. (2016). Partial Least Squares: Regression & Structural Equation Models. In Multi-Label
Dimensionality Reduction.

Ghadge, A., Dani, S., Ojha, R., & Caldwell, N. (2017). Using risk sharing contracts for supply chain risk
mitigation: A buyer-supplier power and dependence perspective. Computers and Industrial Engineering.
https://doi.org/10.1016/j.cie.2016.11.034

Ghadimi, P., Ghassemi Toosi, F. & Heavey, C. (2018) A multi-agent systems approach for sustainable supplier
selection and order allocation in a partnership supply chain. European Journal of Operational Research. doi:
10.1016/j.€jor.2017.07.014.

Henseler, J., Ringle, C. M. & Sarstedt, M. 2015. A new criterion for assessing discriminant validity in variance
based structural equation modelling. Journal of the Academy of Marketing Science, 43:115-135.
[https://doi.org/10.1007/s11747-014-0403-8].

Hohenstein, N-O. 2022. Supply chain risk management in the COVID-19 pandemic: strategies and empirical
lessons for improving global logistics service providers’ performance. The International Journal of Logistics
Management, 33(4), 1336-1365. DOI 10.1108/1JLM-02-2021-0109.

Klaaren, J., & Watermeyer, R. (2022). Reforming procurement standards in order to effectively deliver public
infrastructure: Rethinking the regulatory environment in post-pandemic South Africa. South African Journal of
Economic and Management Sciences. https://doi.org/10.4102/sajems.v25i1.4465

Li, S., Zhou, Q., Huo, B & Zhan, X. 2022. Environmental uncertainty, relationship commitment, andinformati on
sharing: the social exchange theory and transaction cost economics perspectives. International Journal of
Logistics: Research & Applications. https://doi.org/10.1080/13675567.2022.2141699.

Manfredi, E. & Capik, P. (2022) A case of trust-building in the supply chain: Emerging economies perspective,
Strategic Change. doi: 10.1002/jsc.2488.

Munir, M., Sadiq, J.M.S., Ali, K.C. & Sami, F. (2020) Supply chain risk management and operational
performance: The enabling role of supply chain integration. International Journal of Production Economics,
227(March 2019), p. 107667. doi: 10.1016/}.ijpe.2020.107667.

Pamucar, D., Torkayesh, A.E. & Biswas, S.. 2022. Supplier selection in healthcare supply chain management
during the COVID-19 pandemic: a novel fuzzy rough decision-making approach. Annals of Operations Research,
977-1019. 328:977-1019. https://doi.org/10.1007/s10479-022-04529-2

Parker, D.W., Dressel, U., Chevers, D. & Zeppetella, L. (2018), Agency theory perspective on public-private-
partnerships: international development project. International Journal of Productivity and Performance
Management, 67(2), 239-259. https://doi.org/10.1108/1JPPM-09-2016-0191

Rahman, M. S. and Adnan, T. M. (2020). Risk management and risk management performance measurement in
the construction projects of Finland. Journal of Project Management. doi: 10.5267/j.jpm.2020.5.001.

483



[39]

[40]

[42]

[43]

[44]

[45]

[47]

[48]

[50]

[51]

[52]

[53]

Saunders, M., Lewis, P., & Thornhill, A. (2015). Research Methods for Business Students (5th Edition). In
Prentice Hall (5th Editio).

Shamsudin, M.F, Ali, A.M, Ali, AM, & Shabi, K.S. 2019. Exploratory study of students’ decision for enrolment
at Universiti Kuala Lumpur business school campus. Humanities & Social Sciences,7(2): 526-530.

Shang, Z., Yang, X., Barnes, D. & Wu, C. 2022. Supplier selection in sustainable supply chains: Using the
integrated BWM, fuzzy Shannon entropy, and fuzzy MULTIMOORA methods. Expert Systems With
Applications, 195, 1-16. https://doi.org/10.1016/j.eswa.2022.116567.

Sharma, S. K., & Bhat, A. (2014). Supply chain risk management dimensions in indian automobile industry: A
cluster analysis approach. Benchmarking. https://doi.org/10.1108/B1J-02-2013-0023

Sibevei, A., Azar, A., Zandieh, M., Khalili, S. M., & Yazdani, M. (2022). Developing a Risk Reduction Support
System for Health System in Iran: A Case Study in Blood Supply Chain Management. International Journal of
Environmental Research and Public Health, 19(4). https://doi.org/10.3390/ijerph19042139

Siemieniako, D., Makkonen, H. & Mitrega, M. 2023. Buying center-selling center interaction as a driver for
power dynamics in buyer-supplier relationships. Industrial Marketing Management, 114, 94-109.
https://doi.org/10.1016/j.indmarman.2023.08.007

Suhonen, N., Tammi, T., Saastamoinen, J., Pesu, J., Turtiainen, M., & Okkonen, L. (2019). Incentives and risk-
sharing in public procurement of innovations: Towards contracting strategy framework. Journal of Public
Procurement. https://doi.org/10.1108/JOPP-06-2019-029

Tawfik, M., Mady, T. T., & Mady, S. T. (2014). Procurement performance and manufacturer-supplier
relationships: A multivariate analysis in Kuwaiti manufacturing companies. Journal of Business and Industrial
Marketing. https://doi.org/10.1108/JBIM-01-2012-0005

Um, J., & Han, N. (2021). Understanding the relationships between global supply chain risk and supply chain
resilience: the role of mitigating strategies. Supply Chain Management. https://doi.org/10.1108/SCM-06-2020-
0248

Wakolbinger, T., & Cruz, J. M. (2011). Supply chain disruption risk management through strategic information
acquisition and sharing and risk-sharing contracts. International Journal of Production Research.
https://doi.org/10.1080/00207543.2010.501550

Wang, Y. and Zhao, Z. J. (2018). Performance of Public—Private Partnerships and the Influence of Contractual
Arrangements. Public Performance and Management Review. doi: 10.1080/15309576.2017.1400989.

Whipple, J. M., & Roh, J. (2010). Agency theory and quality fade in buyer-supplier relationships. The
International Journal of Logistics Management. https://doi.org/10.1108/09574091011089781

Williamson, O. E. (1989) Chapter 3 Transaction cost economics. Handbook of Industrial Organization, 1, pp.
135-182. doi: 10.1016/S1573-448X (89)01006-X.

Yoon, J., Talluri, S., Yildiz, H., & Ho, W. (2018). Models for supplier selection and risk mitigation: a holistic
approach. International Journal of Production Research. https://doi.org/10.1080/00207543.2017.1403056.

Zikmund, W.G., Babin, B.J., Carr, J.C. & Griffin, M. 2013. Business research methods. 9th ed. South-Western:
Cengage Learning.

Biography

Dr. Osayuwame Omoruyi is a senior lecturer and researcher in Logistics, Operation,
and Supply Chain Management since 2010. She is currently the Research Chair in the
School of Economic and Management Sciences, Sol Plaatje University. Professionally

| : i affiliated with the Chartered Institute of Logistics and Transport (CILTSA) and has

been a chartered member since 2019.

484



Dr. Matthew Quayson received his Ph.D. degree in Management Science and
Engineering (supply chain option) from the University of Electronic Science and
Technology of China, Chengdu, China. His research focuses on using multi criteria
decision techniques to address issues relating to technology applications for
sustainable supply chain management in emerging economies.

485



