
Volume 3 Issue 9, 2022 

DOI: 10.6981/FEM.202209_3(9).0037 

321 

Frontiers in Economics and Management 

ISSN: 2692-7608 

Reducing Risks with Effective Procurement and Supply 
Management  

Tingyu Liu 
1 Smeal College of Business, The Pennsylvania State University, China 

2 Department of Logistics and Maritime Studies, The Hongkong Polytechnic University, China 
*sapphireliu@alumni.psu.edu 

Abstract 
Procurement and supply management is crucial for the success of any organization. It 
refers to the identification, acquisition, and management of suppliers and resources that 
are crucial in the running of a firm. That is, procurement and supply management 
involves the evaluation, selection, and development of official contractual agreements 
and the management of existing firm–supplier relationships. Procurement and supply 
management ensures that commodities are adequately and properly acquired to 
facilitate the success and efficiency of processes and projects. Various steps are involved 
in procurement and supply management, including planning, selecting suppliers, 
contracting, ordering, expediting, inspecting commodities, clearing invoices and making 
payments, and maintaining relationships and records. Several challenges are 
experienced during procurement and supply management, such as risk management, 
supplier-related challenges, new technological challenges, errors in data, transparency 
issues, and dark purchasing. These challenges can be addressed by implementing 
strategies such as building strong relationships, adapting to change, and increasing 
agility. 
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1. Benefits of Procurement and Supply Management 

First, effective procurement and supply management helps lower costs. According to Helmold 
(2022), proper planning helps cut unnecessary costs from procurement processes. Costs can 
be reduced through timely negotiations, which allow organizations to explore all possible offers. 
Second, procurement and supply management leads to increased resource availability, which 
ensures commodity continuity. Third, it helps reduce supplier-associated risks by having 
frameworks for identifying and assessing risks and implementing mitigation strategies. 
Procurement and supply management enables organizations to innovate and improve their 
procurement processes. Organizations with effective procurement and supply management 
frameworks or strategies can focus on long-term goals, resulting in the freedom to develop new 
ways of doing things. Organizations with effective procurement and supply management 
processes can achieve improved transparency, as a clear sense of how procurement systems 
operate exists. Procurement and supply management also helps control quality through 
procedures and policies that promote consistency. Moreover, it helps organizations have 
adequate knowledge of suppliers, which is crucial in evaluating the quality of commodities. 
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2. Steps Involved in Procurement and Supply Management  

The first step entails specifying and planning whereby the needed products are identified and 
a plan is developed, considering the quantity, quality, and other specifications. During planning, 
organizations determine the timeline of when the commodities are needed and decide on how 
products are ordered and reordered depending on existing data (Bag et al., 2020). The planning 
process is crucial in shaping the financial scope and budgeting of a project. The second step 
involves the identification and selection of suppliers. Organizations must ensure that the 
selected suppliers meet the organizational needs that have been developed during the planning 
stage.  
The third step entails negotiations and awarding contracts. In this step, the procurement team 
negotiates with the chosen suppliers on the terms of products and prices. Successful 
negotiations can be achieved by allowing the selected suppliers to place bids, after which 
companies opt for the most favorable conditions and sign the contract. The fourth step involves 
placing purchase orders, which include clear definitions of product specifications, terms and 
conditions, and the prices of commodities being supplied. The fifth step is known as expediting, 
which entails an examination of the timeline of delivery to identify any underlying issues and 
provide the necessary solutions to avoid delays. 
The sixth step is receiving and inspecting the purchases. In this step, all the orders are reviewed 
to ascertain that the delivered commodities meet the established specifications, including 
quality and quantity. Organizations may fill out receiving discrepancy reports if the established 
specifications are unfulfilled. The seventh step involves the clearance of invoices and making 
payments. After the commodities are inspected and confirmed to meet the set specifications, 
companies request invoices from suppliers and make necessary payments to complete 
procurement processes. The last step is maintaining relationships and records. Providing 
feedback to suppliers is crucial to help them improve some of their processes. Record keeping 
is important, as it helps in the auditing and provision of tax information. 

3. Challenges Experienced in Procurement and Supply Management  

First, organizations may face risks such as delivery risk, potential fraud, quality risk, and market 
risk during procurement and supply management (Hong et al., 2018). Administrative risks, 
which may be experienced by organizations, including policy adherence and anti-corruption 
risk, also exist. Moreover, organizations may experience challenges in implementing risk 
mitigation strategies due to the lack of cooperation and necessary resources. Second, 
organizations may lack appropriate technologies. Ageron et al. (2020) asserted that some 
organizations have not fully adopted technologies in the management of their procurement 
processes, leading to a challenge in handling complex processes. Others experience challenges 
implementing technologies due to the huge costs involved and resistance from employees who 
feel comfortable with manual processes. Technology breakdown has remained a top challenge 
in procurement and supply management because it leads to a temporary suspension of 
processes until the systems are repaired. 
Third, firms may lack accurate and adequate data, which are crucial for decision making. Firms 
require reliable and adequate data to ensure success during procurement processes. Inaccurate 
data may lead to excess inventories, inventory shortages, and high costs. Fourth, organizations 
may lack transparency (Nyamah et al., 2022). Some organizations do not have robust strategies 
to prevent vulnerabilities such as resource loss. The lack of transparency may be caused by the 
unavailability of supplier information to the procurement department, which may lead to 
excessive expenditure, delayed deliveries, and compliance requirement violation. 
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Fifth, organizations may experience supplier-related challenges during procurement and 
supply management. Complications may arise during the identification of suitable suppliers 
and keeping track of their performances to ensure a stable supply of commodities. Suppliers 
may also delay commodity deliveries due to external factors that paralyze organization 
activities. Sixth, firms may be exposed to dark purchasing, which refers to purchases that are 
not part of the defined procurement processes. Dark purchasing may lead to revenue loss 
because it cannot be justified using material inventory or capital outlay. Uncontrolled spending 
leads to high operating costs, which lead to the ineffective management of procurement 
processes. Last, organizations may experience the challenge of ensuring sustainability in 
procurement. Recently, the world experienced the COVID-19 pandemic, which paralyzed many 
sectors in the world, making businesses face challenges in procurement and supply 
management. Collaboration among workers was paralyzed by the pandemic, as people were 
required to observe social distancing, making procurement processes take longer than usual. 
The pandemic increased procurement and supply management costs because some 
organizations shifted to flexible work schedules, triggering the need to implement a new 
working system, mostly technological. 

4. Recommendations to Solve Challenges Experienced in Procurement 
and Supply Management  

First, procurement technologies must be implemented to facilitate quick adaptation to change. 
The world is experiencing a technological revolution, calling for businesses to embrace 
technological ways of doing things, including procurement and supply management. The use of 
technologies increases transparency and reduces the costs of procuring commodities because 
most processes are automated. Ageron et al. (2020) explained that technology-based 
procurement helps notify contracted suppliers of the types of commodities they should deliver 
to organizations. Technologies can help ensure that organizations do not engage in dark 
purchasing, as all procured products must be cleared by the system. Technologies can also 
ensure that errors associated with procurement processes are reduced, leading to efficiency. 
Second, employees must be trained on new technologies to reduce resistance during 
implementation. Some employees are likely to oppose technological changes because they do 
not have the necessary skills to operate devices and machines. Thus, providing necessary 
trainings can eliminate the feeling of job insecurity and make employees embrace change. 
Training workers in procurement technologies helps reduce errors that may result from 
operating devices. Training employees on how to use new technologies can also help improve 
their speed in using electronic devices to execute key procurement processes. 
Third, positive relationships with suppliers should be built. Organizations should use strategies 
such as web sessions, calls, and emails to maintain direct interactions with their suppliers and 
build good relationships. A mutually respectful and collaborative environment is crucial in 
improving sustainability, boosting revenues using supplier-led initiatives, and speeding up 
delivery paths. Last, strong risk management policies should be developed and implemented 
(Shareef et al., 2020). Organizations should conduct research to predict and prepare for the 
future. Understanding plans and procedures that may have potential emergence is crucial, as it 
helps have mitigation and alternative strategies in place. For example, organizations must have 
backup plans to deal with technology breakdown to ensure that processes are uninterrupted in 
the occurrence of such a risk. Organizations should also avoid risks associated with suppliers 
by conducting thorough research on all potential suppliers to ascertain their historical 
performances. 
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5. Conclusion  

Procurement and supply management is essential in ensuring that organizations have constant 
and efficient supplies of all the needed commodities. Some of the benefits of procurement and 
supply management are reducing costs, mitigating risks, supporting innovations, and 
improving transparency in procurement processes. Organizations should ensure that all steps 
involved in procuring commodities are followed adequately to benefit fully. However, some 
challenges are encountered during procurement and supply management, such as risks, lack of 
proper technologies, lack of adequate data, and supplier-related problems. Such challenges may 
interfere with the efficiency and effectiveness of procurement and supply processes, making 
the implementation of several strategies necessary for organizations to achieve success. The 
use of procurement technologies can go a long way to prevent the occurrence of risks during 
procurement processes. Technologies help eliminate dark purchasing and unnecessary costs 
that are associated with manual processes. Training employees can also help reduce resistance 
to technologies and errors that may arise when using procurement technologies. Furthermore, 
maintaining good relationships with suppliers can help reduce supplier-related challenges. 
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