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Abstract

Supplier Relationship Management (SRM) plays an important role in the reduction of costs and the
optimization of performance in industrial enterprises. Despite enormous investments in innovation, the health
care sector has not experienced fundamental change yet. However, increased market dynamics and the
implementation of economic principles will force health service providers to optimize cost structures as well as
effectiveness and efficiency of business relationships. This paper reviews the current state of the art in the field,
translates and amends the current findings for the health care context, and presents a case study illustrating the
impact of the implementation of SRM principles in a leading Swiss hospital.
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1 Introduction

The adoption of information and communication technology (ICT) in health care is currently seen as an opportunity to
improve not only effectiveness, efficiency, and quality of health services but also the transparency of the economic
activities and the availability of information in real time [65]. Despite enormous investments in innovation and the
magnitude of the opportunities for innovators, the health care sector has not experienced fundamental change yet
[23]. However, the pressure to achieve effectiveness and efficiency is set to increase significantly as in many
countries economic principles, such as fixing rates for medical treatments or charges for medical registration, are
introduced in order to reduce health expenditures and enhance the competition among the health care providers.

Although labor costs constitute the major share of the total costs of a medical treatment, there is still a major
economic potential in improving expenditure on materials and services [15], [25]. One source to reduce costs and
enhance service delivery can therefore be found in the sophisticated management of the relationships with suppliers,
commonly referred to as supplier relationship management (SRM) [30]. For doing so, a wide spectrum of managerial
tools and technological aids have been developed, mainly in highly competitive sectors e.g. automotive or
engineering [8], [49], [53]. However, the not reflected usage of these instruments is inadvisable since health care has
considerable differences compared with the mentioned sectors (e.g. extensive governmental control, permanent
obligation for service delivery, the structure of a seller's market).

Nevertheless, in health care research and practice the concept of SRM is not paid much attention yet. The weak
positioning of the purchasing department in the value chain of health service delivery and resulting low attention on
the part of the hospital's board of directors makes it difficult to promote the purchasing function from a pure cost
driver to a respectable facilitator of health service delivery that contributes to revenue increases, knowledge
acquisition, and added value to the organization. Accordingly, hospital buyers were just expected to attain the best
price for the needed goods. Therefore trust between the buyer and the supplier is weak and the relationship is
oftentimes adversarial. Due to the onward ‘marketization’ of health care, open-minded hospital managers expect that
the hospital procurement department will increasingly contribute to revenue gains and to knowledge acquisition in
future [57]. In order to achieve this goal, the hospital purchasing departments have to better integrate internal
consumers as well as the external suppliers. Hence, cooperation (trust and commitment), coordination (processes
and work practices), and communication (information systems) will be the key concepts to implement the required
change. However, as the current research is mainly focused on industrial enterprises, it is the aim of this paper to
provide an actual but sector-specific discussion of the subject matter and present first experiences of a SRM
implementation project of a Swiss hospital. We believe that a better understanding of the meaning and perspectives
of SRM could improve collaboration between internal and external partners (purchasing department, medical clinics,
suppliers, and trading partners) and possibly enhance the adoption of SRM concepts and technologies.

The paper is organized as follows: In Section 2, we will refer to the state of the art of related research in the field in
order to exemplify our understanding of SRM. As the great part of the literature about SRM is focused on industrial
organizations, the concept is put into the context of health care in Section 3. In Section 4, a case study is presented
to demonstrate the impact of SRM on the business relationships, processes and IT of a health care organization.
Finally, in Section 5 we will give a short summary on the insights, which we have gained from our case study and
offer some suggestions for further research.

2 What is Supplier Relationship Management?

Supplier Relationship Management or Supply Management (in the following we will use both terms interchangeably)
is a comprehensive approach to managing an organization’s interactions with the firms that supply the products and
services it uses. It has its origins in the late 80’s basing on the seminal work of Dwyer et al. [14] about relationship
theory and of Davenport and Short [13] about process re-design. Today, software vendors who developed a wide
range of ICT functionalities to support SRM activities give new impetus as well. The immediate objective of SRM is to
streamline and make more effective the sourcing processes between an enterprise and its suppliers. Indirectly, SRM
is also aiming at quality-related improvements of information, products, services, and work force capabilities. A
common agreed definition what SRM exactly comprises does not exist to date. Consecutively, some sample
definitions — from academia and practice — are given below:

e  “Supplier relationship management is the process that defines how a company interacts with its suppliers.
As the name suggests, this is a mirror image of customer relationship management (CRM). Just as a
company needs to develop relationships with its customers, it also needs to foster relationships with its
suppliers [...] The desired outcome is a win-win relationship where both parties benefit.” [59]

. “SRM is understood as the sourcing policy-based design of strategic and operational procurement
processes as well as the configuration of the supplier management.” [2]
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e “Purchasing and Supply Management is defined as a strategic, enterprise-wide, long-term, multi-functional,
dynamic approach to selecting suppliers of goods and services and managing them and the whole value
network from raw materials to final customer use and disposal to continually reduce total ownership costs,
manage risks, and improve performance (quality, responsiveness, reliability, and flexibility).” [28]

e “SRM includes both business practices and software and is part of the information flow component of
supply chain management (SCM). SRM practices create a common frame of reference to enable effective
communication between an enterprise and suppliers who may use quite different business practices and
terminology. As a result, SRM increases the efficiency of processes associated with acquiring goods and
services, managing inventory, and processing materials.” [50]

e “SRM [...] refers to any supplier-facing business practices which are enabled by collaborative software and
which allow companies to work with their supplier base for mutual success. Primarily, SRM tools have been
developed to reduce the total cost of ownership (TCO) for procured goods, while creating competitive
advantage for an organization through deeper relationships with its suppliers.” [18]

Looking at the above-mentioned definitions it is possible to determine that there is a dichotomy of understanding of
the concept of SRM: A management-oriented definition that concentrates on the aspects of collaboration as well as
coordination and a more technology-focused examining the new possibilities of electronic communication (Table 1).

Table 1: Perspectives on Supplier Relationship Management

Management-oriented view
e Relationship theory

Technology-focused view
e Process re-design

Transaction cost economics

Conceptual foundations
e Social network theory o

Main focus .

Proactive development of .

relationship between an
organization and its suppliers

Design, implementation and control
of cross-organizational relationships
to suppliers

Continuous advancement of the
‘lived’ partnership to strategic
suppliers

Exchange of improvement ideas
between buyer and supplier

Coordination of procurement
process and monitoring of quality
consistency of different suppliers

(Technically) Integration of suppliers
in procurement processes

Continuous analysis and control of
procurement processes and
supplier performance

Automation of all procurement
activities between the enterprise
and supplier

Key objectives

Enhancement of co-operation and
quality of information flows

Security of supply and leverage
through negotiation of better deals
from suppliers

Continuous improvement with
suppliers by encouraging innovation

Compliance with contracts and
regulations

Better risk control through better
information flows

Lean processes and consolidation
of supplier base

Reduction of cycle times and
process costs and better value for
money (TCO)

Improvement of process quality

Exemplary sources

[9], [21], [40], [44], [45], [58]

(2], [4], [24], [55]

For the further use of the term we define SRM as a comprehensive approach to enhance cooperation (business
relationship level), coordination (process level), and communication (information systems level) between the
enterprise and its suppliers in order to continuously improve efficiency and efficacy of collaboration and concurrently
enhance quality, security, and innovation.

3 Supplier Relationship Management in Health Care

Compared to industries with intense competition like for example automotive or engineering, SRM is not paid much
attention to health care research and practice [20]. Hence, the question arises why health care is dissimilar from
other sectors and how is SRM affected by these?
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3.1 Cooperation in Industry

The activity of an enterprise involves cooperation, both voluntary and involuntary, active and passive, of numerous
and diverse constituents [42]. Cooperation between business units is approached on the business relationship level.
Business units are economic units, such as e.g. corporations, divisions, national subsidiaries, profit centers or small
and medium-sized enterprises, which are responsible for profits and operate within the market economy [38].
Depending on the business unit, different types of relationships exist. These normally can be used as differentiation
criteria for the diverse relationship management approaches (Figure 1).

Community

A 4

1 3
> Supplier H Enterprise H Customer >
k /\ |
q
2

Pre-Supplier Competitor Intermediary

Figure 1: Cooperation relationship types

As described above, SRM primarily focuses on the improvement of the relationship between the enterprise and its
immediate suppliers (relationship type 1). An enlargement of SRM is the concept commonly refereed to as supplier
network management (SNM), which also incorporates pre-suppliers (relationship type 2). CRM (relationship type 3)
often is seen as the opposite of SRM given that the customers and not the suppliers are in the center of interest [59].
Similar to SRM, there also exists an extension of CRM called partner relationship management (PRM), which
principally concentrates on the intermediaries of an enterprise (relationship type 4) [44].

Primary means to prepare, establish, engage and control a supplier cooperation relationship are:

e Sourcing strategy, i.e. a plan, ploy, pattern, position, perspective how to connect with internal and external
partners for sourcing purposes [34].

e Sourcing agenda, i.e. a specification of rights and liabilities how to act in case of relationship issues [56].

e Supplier and purchasing portfolios, i.e. models to determine the suppliers’ capabilities and the demand of
the enterprise [7], [26], [37], [60].

e Trust, i.e. a human and personal sense of shared destiny or mission with the suppliers [22].
e Commitment, i.e. formal and informal contracts (e.g. outline agreements or verbal arrangements) [22], [56].

e Target system, i.e. a specification of the aims of the supply management of an enterprise or a specific
relationship to a supplier.

3.2 Cooperation in Health Care

According to Herzlinger [23] and Porter and Olmsted Teisberg [41] health care is considered to be different from
most other industries due to the high level of regulation, the high proportion of governmental investment, the
associated low pressure in respect of effectiveness and efficiency of state-subsidized health care organizations and
the lack of orientation towards customer benefit. As a consequence of that, the health care sector shows a relatively
underdeveloped information system structure [39]. However, in order to provide optimal health service delivery there
is a long-standing practice of including information beyond the traditional boundaries of a single health care
organization [52]. Furthermore, there is an imminent obligation for cooperation in order to comply with the
requirement of both, internal (e.g. doctors, pharmacists, nurses) and external stakeholders (patients, governmental
agencies, suppliers).

61

Tobias Mettler
Supplier Relationship Management: A Case Study in the Context of Health Care Peter Rohner




Journal of Theoretical and Applied Electronic Commerce Research This paper is available online at

ISSN 0718-1876 Electronic Version www.jtaer.com

VOL 4 /ISSUE 3/ DECEMBER 2009 / 58-71 DOI: 10.4067/S0718-18762009000300006
© 2009 Universidad de Talca - Chile

The cooperation relationship with suppliers normally is subject to a variety of exogenous and endogenous influencing
factors [31] (Figure 2):

e Regulatory setting: The health care market is completely administered by governmental agencies - both
professional (e.g. admission for pharma-related professions) and commercial (e.g. assignments to render
certain services). Governmental regulations and policy constrict the freedom of action [43].

e Market structure: Health care shows, in contrast to other industries, a typical seller's market structure [10].
There is still a strong dependency between producers and customers [64]. The constitution of collaborative
processes is therefore highly complex.

e Technological advancement: Like in other sectors, technology is advancing quickly. This facilitates new
possibilities for cooperation (e.g. vendor managed inventories, just-in-time ordering and delivery,
collaborative procurement planning). However, as health care is rather underdeveloped in terms of its IT
infrastructure and health care personnel are less accustomed to work with new technologies, there is a
need of acquiring not only technology but also expertise to handle it.

e Strategic positioning: Most sectors address an unambiguous and homogenous customer segment, but
health care involves variety, including clinicians, payers, government, service providers, and users [3]. The
health care organization’s strategy and thereof derived sub-strategies (e.g. cooperation strategy) have to
conform to the needs of every customer segment. However, to reduce complexity, variety of services and
products has to be reflected critically.

e Employee behavior: Perceptions, feelings, and face-to-face contact are extremely important to the success
of any change effort [63]. Thus, social networking with suppliers is an important part of relationship
management.

e Organizational structure: Whereas management is unified in most sectors, health care has clinical and
administrative reporting lines with sometimes very different leadership philosophy and target systems [3].
This division normally also has an influence on how to do business with suppliers. As medical staff is
normally more inclined to assess the supplier relationship according to the quality of the delivered products,
buying agents typically are more focused on the price performance ratio.

Health care

Supplier = organization
Exogenous influencing factors Endogenous influencing factors
* Regulatory setting « Strategic positioning
«Market structure * Employee behaviour
* Technological advancement + Organizational structure

Figure 2: Characteristics of supplier relationships in health care
3.3 Coordination and Communication in Industry

Coordination is approached on the process level. Processes (i.e. sets of partially ordered tasks and thereof deduced
atomic activities [11], [29]) build the basic building blocks for the implementation of a cooperation strategy [38].
Coordination between the processes ensures that the sourcing activities are interconnected and diaphanous. The
granularity of a sourcing strategy would appear to be too coarse-grained for deriving concrete procedural instructions
for the design and implementation of sourcing processes. In accordance with Riegg-Stirm [48] three types of
processes exist: business processes, support processes and management processes. Business processes include
all tasks and activities to guarantee the supply of goods (e.g. ordering, settlement and shipment). On the other hand,
support processes focus on the allocation of the purchasing department’s infrastructure and on the consequent
assistance of efficient and effective business process delivery (e.g. training of staff, IT-support). As a consequence,
support processes only generate indirect value. Management processes are needed for the organization,
governance and development of the supplier relationship. For instance, in the short term, management processes
deal with the control of every-day sourcing activities (e.g. ordering of standard goods). In the long term, management
attendance is needed for the strategic alignment and normative orientation of the purchasing department and the
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supplier portfolio. Reviewing the current literature in the area shows that the processes used for SRM are given

unequal emphasis in terms of depth and breadth (Table 2).

Table 2: Processes of supplier relationship management

This paper is available online at
www.jtaer.com
DOI: 10.4067/S0718-18762009000300006

Processes of supplier relationship management
Exemplary [51] [44]-[45] [16] [2]
sources
Business Information phase: Initiation phase: Strategic sourcing: Strategy building:
processes e Information e Supplier selection | e Information and « Development of
gathering « Supplier appraisal search targets
o Offer submission ¢ Negotiation and e Strategic analysis
. agreement
Design phase: 9 * Strategy
Agreement phase: « Negotiation . Engf{:\gemt(_ant and formulation
- configuration
« Negotiation 9 e Strategy
o implementation
Settlement phase: Stablllzatlorj Phase. Operational
e Secondary marll<et ® Team bulding procurement: Strategic sourcing:
: e Social networking e Ordering and e P ;
reparation
transactions shipment | 't'pt'
i e Initiation
o Fulfillment of « Delivery and
contract completion e Acknowledgment
Operational sourcing:
e Determination of
demand
e Ordering
e Settlement
Management ¢ Not considered Coordination phase: Operational and Not classified:
processes « Monitoring and strategic monitoring: | Monitoring and
controlling ¢ Monitoring and controlling
e Change controlling e Incentive
management management
o Conflict
management
Support ¢ Not considered o Not considered ¢ Not considered Not classified:
processes  Human resources
development

As we believe that SRM consists of both technical and social networking, a holistic approach is needed (Figure 3).
On the one hand, our process framework for SRM consists of the prevalent business and management processes to

handle supplier relationships:

e Governance, i.e. development and implementation of a sourcing strategy, monitoring and controlling of the

defined targets and work practices, and reaction and change of plans in case disruption.

e  Strategic sourcing, i.e. initiation, negotiation and stabilization of a supplier relationship.

e Operational procurement, i.e. determination of the needed goods, ordering the requested goods, and
settlement of trading.

On the other hand, the framework includes supportive processes that are crucial for social and technical networking:

e Human resources, i.e. recruiting of new professionals, development of the present staff, evaluation of the
capabilities and performance of the present staff, and reward in case of satisfactory performance.

e Infrastructure and IT-Services, i.e. documentation of enterprise architecture, alignment of IT capabilities with
business needs, optimization of information and material flows and renewal of the infrastructure.
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Governance Strategic Sourcing Operational Procurement
[ Strategy development ]
[ Initiation ] [ Demand determination ]
[ Strategy implementation ]
Megotiation i
Monitoringand [ = ] [ i ]
contralling
[ Stabilization ] [ Settlement ]
[ Analysis andfeedback ]
Human Resources
[ Recruiting ] [ Development ] [ Evaluation ] [ Reward ]
Infrastructure and IT-Services
[ Documentation ] [ Alignment ] [ Optimization ] [ Renewal ]

Figure 3: Holistic process framework for supplier relationship management

Communication is approached on the information systems level. Computer-based information systems are used to
process and disseminate information within and between organizations and thus support the accomplishment of the
defined processes [27], [46]. However, people are still needed to make sense of the processed data and to ‘integrate’
the information of non-digital channels (such as voice communication by telephone or typing of hand-written forms).

For CRM different types of computer-based information systems (e.g. analytical, collaborative and operational) exist.
Comparably, there is also a differentiation in SRM (Figure 4). Analytical SRM (white rounded squares) aim at storing,
analyzing, and applying knowledge about suppliers and personnel dedicated to manage the supplier's relationship.
For this, typically performance management and decision support tools (e.g. business intelligence, on-line analytical
processing, statistical tools, data warehousing, data mining) are used. The purpose of collaborative SRM (light gray
rounded squares) is to improve the quality of supplier collaboration, and, as a result, increase supplier performance
and reliability. E-Collaboration tools (e.g. collaborative forecasting and planning), E-Contract management tools, E-
Auctions, E-Tendering, and E-RFx tools (e.g. electronic request for information, quotation, and proposal) fall into this
category. Operational SRM (dark gray rounded squares), commonly referred to as E-Procurement, includes all
necessary tools for ordering and conclusion of a contract such as payment, invoice verification. Typical examples are
plan-driven purchasing and desktop purchasing tools (e.g. E-Catalog), E-Payment, supplier self-service, and supplier
portals. Alongside analytical, collaborative, and operational SRM, other tools are needed (dashed rounded squares)
to support activities, which are not in the core of procurement. For instance, search engines to retrieve all kind of
internal and external information related to sourcing, inventory control systems to build the crucial bridge to the
logistics department and requester of goods, business process modeling and enterprise architecture solutions for
visualizing, simulating and analyzing different structural aspects of the purchasing department, personnel
administration systems for managing workforce related information, finance and controlling systems to define targets
and supervise the achievement of objectives, and enterprise content management systems to dispense all kind of
documentation.

Governance “ Strategic Sourcing Operational Procurement

:' Financeand | E-Colla- E-Contract

! controling | boration management E-RFx || purchasmg || "o __

i\ (ERP} | tools tools | Inventory ¥
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Y content
manage-
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nfrastructure and IT—SEI"\.-'ICESI-' USINEss ::, Enterprise |
e~ __ / | process :: architecture |
{ i ;

Performance Decision- : Pers_o_nnel
manage- support ! a_dmmlstra-
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Figure 4: Information systems for supplier relationship management
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3.4 Coordination and Communication in Health Care

According to a survey of the Aberdeen Group [1], 60% of the responding companies of the industrial sector report
that improving the way they connect to, coordinate with and monitor suppliers is currently among their top five supply
chain priorities. However, the situation in health care is different since procurement, in most instances, is seen as
cost driver. The review of empirical studies, journal and newspaper articles, and additional interviews with health
care professionals in the field of health care supply management yielded to the following delineation of the status
quo of SRM adoption in health care.

e Strategic sourcing: The price is still the most important criterion for hospital buying agents for the
establishment of a supplier relationship [20]. Surprisingly, product quality and reliability of suppliers seemed
to be much less relevant. However, as the short-term price advantages for most material groups of a
hospital are largely exploited other criteria for the selection of suppliers will gain in importance [36]. To
generate mid-term and sustainable long-term cost-savings hospitals would need to increase networkability
by bundling their demand in purchasing associations, establishing (with other hospitals and health service
providers) a cross-organizational category management, thus optimizing the number of suppliers and
product portfolios [17]. Introducing the mentioned business concepts in hospitals will not only have an
impact on financial issues but also have a fundamental influence on the IT-architecture of a hospital (e.g.
increased use of collaborative tools, cross-organizational integration of applications).

e Operational procurement: Because of a broader availability and acceptance of operational procurement
tools (e.g. e-payment, desktop purchasing), the diffusion of these kinds of tools seems to be more common
than the strategic sourcing ones. According to the German Association for Medical Technology [20], 38 per
cent of the German hospitals already implemented an electronic delivery order and 35 per cent an
electronic invoice. Nevertheless, this ratio seems to be marginal when comparing with the aviation industry
where 85 per cent of the organizations actively use e-procurement in day-to-day business. As cost-savings
still are the major drivers for change projects in health care, the use of operational procurement tools is set
to increase significantly in the next years.

e Governance: Besides the strategic and functional activities in procurement there is also a need for tools to
monitor and control the suppliers’ and buying agents’ performance. Therefore actual and accurate
information about prices, delivery times, quantities and quality aspects build the basic input parameters for
performance measurement. Hence, data quality management is becoming increasingly important when
establishing SRM. While in health care improved data quality is mostly linked to better management of
health plans and improved treatments, it also can help to increase competitiveness of a hospital (e.g. for
establishing relationship marketing [61], for decision making about cost-effectiveness of treatments [62]).
Until now, little has been done by the hospital purchasing department managers to implement performance
measurement and governance principles in procurement. However, the discussion with the health care
professionals showed that the awareness of governance issues is changing [33].

4 A Case Study in the Context of Health Care

Little is known about the impact of SRM on health care organizations since its implementation is still in the fledgling
stages. Therefore the case study at hand simply presents a first field report. Nevertheless, it can help to get a better
understanding of the importance of SRM in day-to-day business of a health care organization.

4.1 Materials and Methodology

Case study research can be used to provide descriptions of phenomena, develop theory, and test theory [12].
According to Yin, case study can be defined as “an empirical inquiry that investigates a contemporary phenomenon
within its real-life context, especially when the boundaries between phenomenon and context are not clearly evident”
[66]. Case study research is widely used and is particularly appropriate for the study of both, social as well as
technical phenomena such as the development, implementation and use of information systems and IT within
organizations [5], [35], [54]. We used it in an exploratory manner for investigating the possible impact of SRM, i.e.
cooperation, coordination and communication between suppliers and health care organizations. To obtain the
required data, multiple expert interviews were conducted. In addition, personal observational field notes and
secondary material (e.g. process descriptions, technical specifications provided by the surveyed hospitals) were
used in order to draw some conclusions for its further development in the sector. Initial findings have been published
in German at [30]. However, this contribution extends the previous work by referencing and translating current
findings of industrial research in the field and by suggesting generic practices the hospital supply managers found
essential for implementing SRM in the health care context.
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4.2 Scope of the Case Study

As discussed above, the concept of SRM affects many different processes around the sourcing and provisioning of
materials in a hospital (Figure 3). However, as it is impossible to tackle all the respective changes at the same time
(e.g. appraisal of suppliers, contract and risk management, settlement of orders), a clear delineation of the surveyed
implementation project is needed. The focus of the presented case study is thus on two topics:

1. Inter-organizational exchange of product information as a preliminary form of strategic sourcing
(corresponds to the process of initiation in Figure 3), and

2. Optimization of the internal ordering procedure as a crucial task of operational procurement (corresponds to
the process of demand determination in Figure 3).

The first aspect was selected due to the fact that the availability of timely and accurate information about purchasing
conditions of other hospitals strongly enhances the bargaining power of buying agents and therefore can be seen as
an enabler for the transformation of the current structure of an archaic seller's market to a more competitive buyer’s
market (cp. Section 3.2). The second aspect is a common issue, which also can be found in other sectors of
economy. The emphasis therefore is on the demonstration that existing solutions of other sectors can also favorably
be applied in the health care context (cp. Section 3.3). On the other hand, the optimized handling of internal orders
can be seen as an important contribution of the hospital’s purchasing department to enhance the overall quality of
health service delivery, since a medical treatment without the proper material and drugs can significantly affect the
therapy of a patient.

4.3 The SRM Project

With an average of 31.000 inpatient and 161.000 outpatient treatments and about 4.800 employees the subject
under study is one of the largest hospitals in Switzerland. Every day, the purchasing department handled 950 orders
either by phone or per fax. Therefore the great part of a buying agent’s labor time was used to (manually) process
these orders. In 2006, the purchasing department manager decided to introduce the concept of SRM as an
organizational and technical response to the actual drawbacks. Thereby two major objectives should be attained:

1. Cost of supplies (approximately 93 million Euros annual material costs a year) should be reduced,

2. Procurement and logistical processes should be optimized across the different clinics (from ordering to in-
house delivery).

4.3.1 Changes on the Business Relationship Level

In the past, the purchasing department of the surveyed hospital was concentrated on the independent optimization of
cost structures and relationships to its major suppliers. Relationships to other hospitals and suppliers were informal,
unclear, and inefficient. As price margins for a single hospital are constantly declining, a purchasing association with
three other hospitals, comparable in size and maturity level, was founded in fall 2006. It quickly became clear that for
the conjoint negotiation a standardization of and concentration on selected products and suppliers was needed. On
the basis of a product portfolio, the supply managers of the four hospitals decided to center on the procurement of
therapeutic and diagnostic equipment in a first step (Figure 5). In a second step, the procurement of other
commodities will follow (in Switzerland the provisioning of pharmaceuticals is ceded to the hospital pharmacists in
most instances; for more information please refer to [32]).

high

Pharmaceuticals @)
. Laboratory equipment
Diagnostic equipment @

Biomedical equipment @ Therapeutic equipment @

@ Sterilization goods

@ Beds

Relevancy for health service defivery

@ HNutrition
. Office equipment

@ Laundry
@ Water and energy

lowy

low Proximity to patients high
Figure 5: Example of a hospital’s product portfolio for demanded goods
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To have a better basis for negotiation, the information needs with reference to products, prices, and suppliers were
defined. However, in order to facilitate comparison for the conjoint determination and pooling of the demand, a
common material and supplier classification was needed. It was obvious that the development of a proprietary
classification will cause a lengthy and disharmonizing debate about material denominators, supplier evaluation
properties etc. and boost the cost for deployment and maintenance to a not justifiable extent. Therefore the supply
managers decided to participate in an electronic marketplace, which categorized items neutrally, and free of
manufacturer-specific terms (Figure 6). In doing so, information about product prices, trade allowances, and
consumption became transparent and is now actively being used for negotiation with suppliers. However, as the
used electronic marketplace only facilitates electronic ordering not electronic exchange of information between the
hospitals, this is only seen as a first step towards a conversion from a seller’s to a buyer's market.

------------------------- Purchasing Associalion  =ssssssssssssssssssssss

Member-Hospitals Surveyed Hospital

800

LL

Other
Marketplaces

Electronic
Marketplace

tHi

L

-——p

verbal communication

A
electronic communication @ @ @ @

Supplier Supplier
Figure 6: Structuring of business relationships by the use of an electronic marketplace
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4.3.2 Changes on the Process and Information Systems Level

In the beginning of the project, ordering of materials implied manual processing of requisitions, paper shuffling and
little information about delivery cycle times. Hence, with the aim of optimizing efficiency of the overall logistical
processes two major deficiencies were addressed.

First, to ease the buying agents of doing unprofitable work (e.g. to manually procedures for the incoming paper-
based orders), the ordering process was intended to be best possible automated (Figure 7). For this purpose, a
desktop purchasing tool was implemented, which contained all product data with the former, hospital-specific
denomination of the items (not the new classification scheme of the electronic marketplace), since this was one of
the key requirements to ensure the acceptability of the solution. To guarantee the consistency of the neutral as well
as the hospital-specific product data, a synchronization mechanism between the two databases was needed. On the
other hand, simplicity of handling was another essential requirement. For this reason, the whole ordering procedure
on the part of the wards had to be effected on a simple web browser. By using this tool the search for determined
products was significantly simplified and extensive add-on information about products and suppliers provided. As a
result, manual ordering was cut down to a minimum. After the implementation of the tool more than 80 percent of the
in-house orders were processed electronically.

Second, to enhance the overall logistical processes an interface to the materials management system was
implemented. As the incoming goods are registered in the ERP, an important feedback loop for the purchasing
department was automated which formerly was done by hand. Due to better information about the reliability of
suppliers, stock management and inventory control was improved and the delivery of the needed goods was
accelerated, too. However, another essential feedback loop — the factual use of the delivered material within the
medical treatment — still remains unconsidered.
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4.4 Practical Implications

The prior described findings from the case study show that hospitals are able to apply industrial supply management
practices and tools. Further evidence from the qualitative interviews revealed that the following practices significantly
influenced the project on the business relationship level:

e Sourcing strategy: One key for success is a thorough analysis of the market in order to understand evolving
opportunities and threats as they relate to the strengths and weaknesses of the health care organization.
Before new relationships with hospitals and suppliers are established, market power, potential growth rate,
profitability, and cost structure as well as the internal demands have to be explored, and shaped in a
concise and clear sourcing strategy.

e Performance management: Public sector organizations are differentiated in comparison with their
commercial counterparts in the private sector. “There is no profit maximising focus, little potential for income
generation and, generally speaking, no bottom line against which performance can ultimately be measured”
[6]. Therefore performance management in health care is not only aiming at the systematic generation and
control of an organization’s economic value but also at the optimization of the efficiency and effectiveness
of service delivery [33]. Along with the sourcing strategy, also clearly defined target systems (e.g. activity-
based costing, learning and growth measures, supply department reputation) and governance policies are
needed (e.g. what happens in case of a breach of contract on the part of a supplier), since an increased
efficiency of a supplier relationship is always in the line with a stronger embedding of the supply network.

With respect to the process and information systems level, the following practices impacted the success of the SRM
implementation:

e Business/IT-Alignment: After having defined the strategic conditions of the hospital’s supplier relationship
management, it is important to examine the processes and the infrastructure, which supports the
achievement of the strategic targets. For an innovation driven climate in which information and
communication technology becomes a strategic enabler for tangible (e.g. reducing process cycle-times and
costs of sourcing processes) and intangible (e.g. improving quality of supplier master data) benefits, the
extensive exchange of ideas between the purchasing and the IT department is extremely important as well
as with external software vendors, e-marketplace operators etc.

e People capabilities development: A holistic improvement of SRM not only requires the adaptation of
processes and infrastructure (“hard change”) but also to review the corporate culture (“soft change”), since
the effectiveness and efficiency of a health care organization strongly depends on the ability of the human
resources [47]. As a high degree of flexibility, openness and agility of buying agents, nursing staff,
logisticians etc. is needed, a systematic training of the people capabilities is required. However, this cannot
be developed in the short run. Therefore instruments that convey the required change have to be planned,
implemented and communicated already at an early stage.
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5 Conclusion

Although today’s reason for implementing SRM is mostly driven by cost-savings and efficiency increase propositions,
substantial improvements in efficacy and quality in different areas of health care organizations can be achieved. The
described case study shows a first attempt for doing so. By exchanging product and supplier information with other
hospitals, the purchasing department under study has made the first move to establish strategic aspects of SRM.
The availability of comprehensive and up-to-date product information can definitely enhance the bargaining power of
the hospital’'s purchasing department. The European Commission reported that hospitals which had experience with
ICT-supported sourcing had sustainable cost reductions (51% said that the perceived effects were fairly positive, 17%
said that they were even very positive) [15]. However, a more detailed study of the effects resulting from this better
information basis has to be conducted in future research.

In addition, by improving the in-house ordering procedures, sustainable benefits in terms of efficiency, efficacy and
quality of the operational procurement was obtained, since 80% of the former paper-based orders are now
processed electronically. As in health care the perceptions of the various actors are extremely important to the
success of any change effort [63] and industrial approaches to procurement are rather unusual [19], a key success
factor when implementing the new online product catalog was its simplicity (i.e. using web technology) and the
utilization of the well-known, hospital-specific denomination of the items instead of a new terminology.

The insights we have gained by our research should be critically reflected by considering the limitations of our
approach — a single, exploratory case study of a public-financed hospital — in order to be able to draw the right
conclusions and recommendations for future research efforts. However, to understand the future direction of SRM in
health care, researchers need to investigate into more detail today’s pressing health care business and health care
policy issues, trends in business models of other sectors (e.g. silent processes), emerging technologies (e.g. chip
implants), and social and ethical progress (e.g. privacy and social networks). Thus, building on the results of this
contribution, future research needs to be dedicated to deliver and evaluate capable models, methods and
instantiations in order to give guidance how to substantiate the implications drawn from the case study.

References

[1] Aberdeen Group. (2004, June). The Quiet Revolution in Supplier Management — A Benchmark Study on How
Companies Are Communicating with and Monitoring  Their  Suppliers. [Online].  Available:
http://www.aberdeen.com/summary/report/benchmark/suppliermgmt.asp.

[2] W. Appelfeller, and W. Buchholz, Supplier Relationship Management: Strategie, Organisation und IT des
modernenen Beschaffungsmanagements, Wiesbaden: Gabler, 2005.

[3] D. E. Avison, and T. Young, Time to Rethink Health Care and ICT?, Communications of the ACM, vol. 50, no. 6,
pp. 69-74, 2007.

[4] U. Barking, and P. Kbnig, Ganzheitliche Prozessunterstiitzung durch eine integrierte SRM-L6sung, HMD - Praxis
Der Wirtschaftsinformatik, vol. 228, pp. 23-32, 2002.

[5] I. Benbasat, D. K. Goldstein, and M. Mead, The Case Research Strategy in Studies of Information Systems, MIS
Quarterly, vol. 11, no. 3, pp. 369-386, 1987.

[6] T. Boland, and A. Fowler, A Systems Perspective of Performance Management in Public Sector Organisations,
The International Journal of Public Sector Management, vol. 13, no. 5, pp. 417-446, 2000.

[7] M. C. J. Caniéls, and C. J. Gelderman, Power and Interdependence in Buyer Supplier Relationships: A
Purchasing Portfolio Approach, Industrial Marketing Management, vol. 36, no. 2, pp. 219-229, 2007.

[8] M. G. Christopher, Logistics and Supply Chain Management, London: Pitman Publishing, 1992.

[9] D. Corsten, and J. Hofstetter, Supplier Relationship Management: Prozessmanagement in
Lieferantenbeziehungen, in Key Supplier Management, C. Belz and J. Muhlenmayer, Eds. St. Gallen: Thexis,
2001, pp. 130-147.

[10] D. R. Craig, and W. K. Gabler, The Competitive Struggle for Market Control, Annals of the American Academy of
Political and Social Science, vol. 209, pp. 84-107, 1940.

[11] B. Curtis, M. I. Kellner, and J. Over, Process Modeling, Communications of the ACM, vol. 35, no. 9, pp. 75-90,
1992.

[12] P. Darke, G. Shanks, and M. Broadbent, Successfully Completing Case Study Research: Combining Rigour,
Relevance and Pragmatism, Information Systems Journal, vol. 8, no. 4, pp. 273-289, 1998.

[13] T. H. Davenport, and J. E. Short, The New Industrial Engineering - Information Technology and Business
Process Redesign, Sloan Management Review, vol. 31, no. 4, pp. 11-27, 1990.

[14]F. R. Dwyer, P. H. Schurr, and S. Oh, Developing Buyer-Seller Relationships, Journal of Marketing, vol. 51, no. 2,
pp. 11-27, 1987.

[15] European Commission, ICT and e-Business in Hospital Activities: ICT Adoption and e-Business Activity in 2006,
Sector Report No. 10/2006, eBusiness Watch, Bonn, Germany, 2006.

[16] K. Eyholzer, W. Kuhlmann, and T. Munger, Wirtschaftlichkeitsaspekte eines partnerschaftlichen
Lieferantenmanagements, HMD - Praxis Der Wirtschaftsinformatik, vol. 228, pp. 66-76, 2002.

[17]K. Falk, and P. Da-Cruz, Balance Scorecard in der Krankenhausbeschaffung, Kulmbach: Baumann Fachverlage,
2005.

69

Tobias Mettler
Supplier Relationship Management: A Case Study in the Context of Health Care Peter Rohner




Journal of Theoretical and Applied Electronic Commerce Research This paper is available online at

ISSN 0718-1876 Electronic Version www.jtaer.com

VOL 4 /ISSUE 3/ DECEMBER 2009 / 58-71 DOI: 10.4067/S0718-18762009000300006
© 2009 Universidad de Talca - Chile

[18] R. Fleming. (2004, February). Successful Supplier Relationship Management. [Online]. Available:
http://www.ameinfo.com/35411.html.

[19] Frost & Sullivan. (2003, April). E-Procurement in the Healthcare Markets Focus on Europe. [Online]. Available:
http://www.frost.com/prod/serviet/report-homepage.pag?repid=B216-01-00-00-00.

[20] German Association for Medical Technology. (2007, February). Elektronisches Beschaffungswesen im
Gesundheitsmarkt vor dem Durchbruch, [Online]. Available: http://www.bvmed.de/themen/E-Commerce
/pressemitteilung/BVMed-Umfrage_Elektronisches_Beschaffungswesen_im_Gesundheitsmarkt_vor_dem_Durch
bruch.html.

[21] C. M. Harland, Supply Chain Management: Relationships, Chains and Networks, British Journal of Management,
vol. 7, no. 1, pp. 63-80, 1996.

[22] B. Hedberg, G. Dahlgren, J. Hansson, and N. Olve, Virtual Organizations and Beyond: Discover Imaginary
Systems, Chichester: Wiley & Sons,, 1997.

[23] R. E. Herzlinger, Why Innovation in Health Care is so Hard, Harvard Business Review, vol. 84, no. 5, pp. 58-66,
2006.

[24] P. Hines, Purchasing for Lean Production: The New Strategic Agenda, International Journal of Purchasing and
Materials Management, vol. 32, no. 1, pp. 2-10, 1996.

[25] International Federation of Purchasing & Supply Management, Selling the Benefits of Purchasing - Learning
Network Publication, Stamford, United Kingdom, 2005.

[26] P. Kraljic, Purchasing Must Become Supply Management, Harvard Business Review, vol. 61, no. 5, pp. 109-117,
1983.

[27] K. C. Laudon, and J. P. Laudon, Management Information Systems: Managing the Digital Firm, 10 ed., Upper
Saddle River: Prentice Hall, 2006.

[28] L. M. Leftwich, J. A. Leftwich, N. Y. Moore et al., Organizational Concepts for Purchasing and Supply
Management Implementation, MG-116, RAND Corporation, Santa Monica, 2004.

[29] F. Leymann, and W. Altenhuber, Managing Business Processes as an Information Resource, IBM Systems
Journal, vol. 33, no. 2, pp. 326-348, 1994.

[30] T. Mettler, and P. Rohner, Supplier Relationship Management im Krankenhaus, HMD - Praxis der
Wirtschaftsinformatik, vol. 259, pp. 87-95, 2008.

[31] T. Mettler, and P. Rohner, An Analysis of the Factors Influencing Networkability in the Health-Care Sector,
Health Services Management Research (to be published), vol. 22, no. 2, 2009.

[32] T. Mettler, and P. Rohner, E-Procurement in Hospital Pharmacies: An Exploratory Case Study from Switzerland,
Journal of Theoretical and Applied Electronic Commerce Research, vol. 4, no. 1, pp. 23-38, 2009.

[33] T. Mettler, and P. Rohner, Performance Management in Health Care: The Past, the Present, and the Future, in
Proceedings of 9th International Conference on Business Informatics. Vienna, Austria 2009, pp. 699-708.

[34] H. Mintzberg, The Strategy Concept I: Five P's for Strategy, California Management Review, vol. 30, no. 1, pp.
11-24, 1987.

[35] M. D. Myers, Qualitative Research in Information Systems, MIS Quarterly, vol. 21, no. 1, pp. 241-242, 1997.

[36] M. Offermanns. (2003, November). Krankenhaus Barometer 2003, [Online]. Available:
http://dki.comnetinfo.de/PDF/Umfrage_2003.pdf.

[37] R. F. Olsen, and L. M. Ellram, A Portfolio Approach to Supplier Relationships, Industrial Marketing Management,
vol. 26, no. 2, pp. 101-113, 1997.

[38] H. Osterle, E. Fleisch, and R. Alt, Business Networking: Shaping Collaboration Between Enterprises, 1 ed.,
Berlin: Springer, 2000.

[39] S. T. Parente, Beyond the Hype - A Taxonomy of e-Health Business Models, Health Affairs, vol. 19, no. 6, pp.
89-102, 2000.

[40] H. Pechek, Paradigmenwechsel im Einkauf, in Handbuch Beschaffung, R. Boutellier, S. M. Wagner and H. P.
Wehrli, Eds. Munich, Vienna: Hanser, 2003, pp. 23-34.

[41] M. Porter, and E. Olmsted Teisberg, Redefining Competition in Health Care, Harvard Business Review, vol. 82,
no. 6, pp. 64-76, 2004.

[42]J. E. Post, L. E. Preston, and S. Sachs, Redefining the Corporation: Stakeholder Management and
Organizational Wealth, Stanford: Stanford University Press, 2002.

[43]H. G. Rainey, R. W. Backoff, and C. H. Levine, Comparing Public and Private Organizations, Public
Administration Review, vol. 36, no. 2, pp. 233-244, 1976.

[44] K. Riemer, Beziehungsmanagement: Grundlagen, Konzepte und MalRnahmen am Beispiel von Supplier und
Customer Relationships, HMD - Praxis Der Wirtschaftsinformatik, vol. 259, pp. 7-20, 2008.

[45] K. Riemer, and S. Klein, Supplier Relationship Management, HMD - Praxis Der Wirtschaftsinformatik, vol. 228,
pp. 5-22, 2002.

[46] G. Riempp, and S. Gieffers-Ankel, Application Portfolio Management: a Decision-oriented View of Enterprise
Architecture, Information Systems and E-Business Management,, vol. 5, no. 4, pp. 359-378, 2007.

[47] Rigoli F, and D. G. T., The Interface Between Health Sector Reform and Human Resources in Health, Human
Resources for Health, vol. 1, no. 9, pp. 1-12, 2003.

[48] J. Ruegg-Stirm, Das neue St. Galler Management-Modell,, 2 ed., Bern: Haupt, 2003.

[49] C. Sabel, R. Herrigel, R. Kazis et al., How to Keep Mature Industries Innovative, Technology Review, vol. 90, no.
3, pp. 26-35, 1987.

[50] SAP. (2003, January). What is Supplier Relationship Management?, [Online]. Available:
http://searchsap.techtarget.com/sDefinition/0,,sid21 gci871756,00.html.

70

Tobias Mettler
Supplier Relationship Management: A Case Study in the Context of Health Care Peter Rohner




Journal of Theoretical and Applied Electronic Commerce Research This paper is available online at

ISSN 0718-1876 Electronic Version www.jtaer.com

VOL 4 /ISSUE 3/ DECEMBER 2009 / 58-71 DOI: 10.4067/S0718-18762009000300006
© 2009 Universidad de Talca - Chile

[51] B. F. Schmid, and M. A. Lindemann, Elements of a Reference Model for Electronic Markets in Proceedings of
31th Annual Hawaii International Conference on System Sciences. Kohala Coast, USA. IEEE Computer Society,
1998, pp. 193-201.

[52] W. R. Scott, Organizations - Rational, Natural, and Open Systems, 5 ed., Upper Saddle River: Prentice Hall,
2002.

[53] N. Slack, The Manufacturing Advantage, London: Mercury Business Books, 1991.

[54] N. Smith, The Case Study: A Useful Research Method for Information Management, Journal of Information
Technology, vol. 5, no. 3, pp. 123-133, 1990.

[55] R. E. Spekman, J. Kamauff, and J. Spear, Towards More Effective Sourcing and Supplier Management,
European Journal of Purchasing & Supply Management, vol. 5, no. 2, pp. 103-116, 1999.

[56] W. Stdlzle, Beziehungsmanagement mit Lieferanten, in Praxishandbuch innovative Beschaffung, U. Arnold and
G. Kasulke, Eds. Weinheim: Wiley-VCH, 2007, pp. 149-196.

[571W. Stolzle, and K. F. Heusler, Supplier Relationship Management: Entstehung, Konzeptverstandnis und
methodisch-instrumentelle  Anwendung, in Management und Controlling von Einkauf und Logistik, R.
Bogaschewsky and U. Gétze, Eds. Gernsbach, 2003, pp. 167-194.

[58] F. I. Stuart, Supply-Chain Strategy: Organizational Influence through Supplier Alliances, British Journal of
Management, vol. 8, no. 3, pp. 223-236, 1997.

[59] Supply Chain Management Institute. (2008, July). Our Relationship Based Business Model. [Online]. Available:
http://www.scm-institute.org/Our-Relationship-Based-Business-Model.htm.

[60] C. S. Tang, Supplier relationship map, International Journal of Logistics: Research & Applications, vol. 2, no. 1,
pp. 39-56, 1999.

[61] H. C. Wagner, D. Fleming, W. G. Mangold et al., Relationship Marketing in Health Care, Journal of Health Care
Marketing, vol. 14, no. 4, pp. 42-47, 1994.

[62] E. J. Walera, and C. Button, Using a Supply Usage Relational Database to Reduce Costs, Healthcare Financial
Management, vol. 51, no. 9, pp. 35-38, 1997.

[63] S. L. Walston, and C. Chadwick, Perceptions and Misperceptions of Major Organizational Changes in Hospitals:
Do Change Efforts Fail Because of Inconsistent Organizational Perceptions of Restructuring and
Reengineering?, International Journal of Public Administration, vol. 26, no. 14, pp. 1583-1607, 2003.

[64] D. R. Wholey, and L. R. Burns, Understanding Health Care Markets: Actors, Products, and Relations, in
Advances in Health Care Organization Theory, S. S. Mick and M. E. Wyttenbach, Eds. San Francisco: Jossey-
Bass, 2003, pp. 99-139.

[65] World Health Organization. (2006, May). eHealth Tools & Services: Report of the WHO Global Observatory for
eHealth. [Online]. Available: http://www.who.int/kms/initiatives/tools_and_services_final.pdf.

[66] R. K. Yin, Case Study Research. Design and Methods, 3 ed., Thousand Oaks, London, New Delhi: Sage
Publications, 2003.

71

Tobias Mettler
Supplier Relationship Management: A Case Study in the Context of Health Care Peter Rohner




