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Abstract: This exploratory study investigates the impacts of sustainable procurement (SP) practices
on organizational performance by using the established scales of SP practices and organizational
performances, taking Saudi Arabia as a case country. Data used in the study was collected through
a questionnaire survey from procurement directors and managers. Regression and multivariate-based
path analysis was performed to assess the impacts of SP practices. From the preliminary results,
a significant association between combined SP practices and organizations’ financial performance
was found. A mediational analysis was conducted to discover the direct and indirect effects of
SP practices on financial performance. There was no evidence of a significant direct impact of the
summary measures of SP practices on financial performance, while the indirect impact of SP practices
via organizational nonfinancial performance on financial performance was found to be statistically
significant. This study contributes to SP practice literature by developing a conceptual model for the
outcomes of SP practices and establishing statistically significant relationships between SP practices,
organizational financial performance, and mediating factors.

Keywords: sustainable procurement practices; organizational performance; private and public
organizations; multivariate analysis; Saudi Arabia

1. Introduction

In response to the Sustainable Development World Summit [1], sustainable procurement (SP) has
become an important agenda for governments seeking to demonstrate sustainable development [2].
Studies demonstrate that sustainable procurement practices can transform markets, save money,
enhance financial viability, increase the competitiveness of eco-industries, protect natural resources,
and foster job creation, which will in turn contribute to sustainable development. The strategic role of
purchasing and supplying as a device for sustainable development has been strengthened recently.
At the same time, environmental and social issues are increasingly becoming important in managing
any business due to the increasing awareness of society and political leaders. These trends have
contributed to SP practices, which are now considered an important aspect of corporate management
that can empower organizations to advance their stated goals.

As a consequence, recent years have seen rapid growth globally in corporate and government
organizations’ interest in SP [2], ethical procurement [3], green procurement [4], lean practices [5]
and e-procurement [6]. Academics and practitioners have been investigating how organizations
and their suppliers affect the environment, society, and the economy [7,8]. Despite this increasing
interest, evidence of the organizational performance in implementing SP practices is still lacking.
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Also, the impacts of SP practices on financial performance have not been widely investigated, especially
in the case of Middle Eastern countries at large and Saudi Arabia in particular. Though the rapid
expansion of research in the field of SP is admirable, there remains significant research gaps as
highlighted above, and these therefore need to be addressed. An examination of the nature of research
conducted between 2000 and 2017 revealed that a wide range of topics were covered, with better
coverage of environmental/green topics than social purchasing and supply issues [9]. So far, there
have been no research studies on the impacts of SP practices on organizational performance in the
context of Middle Eastern countries. Moreover, views of sustainability are relative and differ across
individuals, organizations, sectors, locations, and countries [7]. It has been shown that cultural and
geographical differences may contribute to essentially different procurement and manufacturing
strategies [10-12]. This study examines the relationships between SP practices and organizational
performance in Saudi Arabia, which has a dominant culture of socialization strongly anchored in
religion and steeped in tradition.

This article proceeds as follows: first, the relevant literature is reviewed and our hypotheses
presented; second, our research method and analytical approach is presented; and third, our findings
are presented, followed by our discussion and conclusions.

2. Literature Review and Hypothesis Development

In this section, six hypotheses are developed from a comprehensive literature review addressing
definitions, SP practices, and relationships between SP practices and organizational financial and
nonfinancial performances.

2.1. Sustainable Procurement

The concept of SP “is not simply about being ‘green’. It is about purchasing with social and
ethical responsibility; protecting environment balance buying procedures, carrying economically sound
solutions; and noble business practice” [13]. Similarly, the definition developed by the United Kingdom
government-commissioned Sustainable Procurement Taskforce [14] states that SP is “a process whereby
organizations meet their needs for goods, services, works and utilities in a way that achieves value
for money on a whole life basis in terms of generating benefits not only to the organization, but also
to society and the economy, whilst minimizing damage to the environment”. However, there is no
common and accepted definition of SP as it varies across countries, organizations, and sectors. For the
purpose of this study, the sustainable procurement definition that has been developed by the United
Kingdom government-commissioned Sustainable Procurement Taskforce in 2006 is utilized. Since 2006,
SP has emerged as a powerful way to contribute to the achievement of sustainable development
goals through stimulating more sustainable consumption and production. SP policies focusing on
environmental, social and economic issues can be integrated into the procurement activities.

2.2. Sustainable Procurement Practices

Sustainability knowledge relating to environment and society has increased in recent years,
leading to pressure to change the ways in which organizations behave, particularly in their supply
chain. Organizations need to adopt socially and environmentally responsible purchasing practices
(SP practices) which have impacts on all aspects of the supply chain, including suppliers, employees,
and customers [4], with aims to reduce the environmental and social impact of their own and
their suppliers’ activities, goods, and services [15]. Brammer and Walker [16] developed two new
dimensions of sustainable procurement practices: buying locally and buying from small suppliers.
In addressing SP practices, this study adopts the design and packaging of products, purchasing
from small and local suppliers, products’ potential for recycling or reuse, safety, labor rights, carbon
reductions in the movement of products to facilities, operational excellence, product innovation,
leadership, willingness of suppliers to commit to waste reduction goals, religion, and culture as
dimensions of SP.
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2.3. Sustainable Procurement Practices and Financial Performance

Although a number of studies have been carried out, no consensus has been reached concerning
the real benefits that SP practices provide to organizations. The benefits of implementing SP practices
can be classified into financial and nonfinancial categories. Though earlier studies expressed doubt
that green procurement strategies could pay off from an economic perspective [17], recent studies
demonstrate that they could in fact result in improved financial performance [18].

Studies that have identified SP practices as key tools whereby organizations could yield a higher
profitability have led to increasing attention to the topic in recent years [2,19]. For example,
Chan and Wong [19] found that environmentally responsible purchasing can both increase
organizational net income and reduce organizational overall costs, thus improve a firm’s financial
performance. Similarly, it has been reported that best-in-class procurement organizations have realized
an incremental savings of up to 12% of cost [20]. Implementation of SP practices lowers the total costs
of production through innovation [21]; and superior financial performance can be achieved using the
excess discretionary slack resources to overcome the risk and unpredictability in adopting supply-side
environmental practices [22]. Surajit [23] conducted a case study of an Indian manufacturing firm’s
procurement practices and concluded that SP practices improved the firm’s financial performance
through the increase in sales and market share. In addition, the findings of the study conducted by
Laari [24] suggest that internal green supply chain management practices have the strongest effect on
environmental performance and environmental collaboration with customers seems to be the most
effective way to improve financial performance. By contrast, Murakami and Kimbara [25] did not find
any significant relationship between green procurement and return on assets and sales, which leads
a company’s financial performance. Based on our review, we propose a null hypothesis:

Hypothesis 1 (H1). SP practices are positively related to organizational financial performance.

2.4. Sustainable Procurement Practices and Nonfinancial Performance

Our literature review revealed the significance of SP practices as a key competitive factor for
organizations seeking global presence by encouraging foreign direct investment, and increasing
global market share and an organization’s performance has become an integral part of the SP system.
A large number of studies have reported that there is a strong and positive relationship between
sustainable procurement practices and company image, innovation, competitiveness, foreign direct
investment, and strategic goals and targets [2,20,23,26]. For example, Surajit [23] reported that Indian
manufacturing companies have achieved their strategic goals, target, and improved company image
and competitiveness after implementing world-class procurement practices; while Yeow and Edler [27]
stated that sustainable procurement can be best enabled by a systemic and service-oriented approach
and by securing a “space” and certain flexibility to innovate. Therefore, we hypothesized the following:

Hypothesis 2 (H2). SP practices are positively related to local and international business performance.

The existing literature also reported that sustainable procurement is based on the belief that
organizations can improve working environment (including health and safety), compliance, efficiency,
transparency, and reduce the use of natural resources [2,26,28]. For example, Roos [26] has reported
that Chile is a strong development performer, especially in terms of transparency, efficiency, and
reuse of natural resources through the implementation of SP practices; and McMurray et al. [2] have
stated that SP engagement has facilitated improvements in organizational working environments
and conditions, efficiency, and transparency. In addition, Diab et al. [28] found a strong positive
relationship between green procurement (GP) and quality and operational performance of Jordanian
food industries. Kim and Chai [29] also provided empirical evidence that environmental practices and
integration with suppliers are positively associated with performance. Therefore, we hypothesized
the following:
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Hypothesis 3 (H3). SP practices are positively related to quality and operational performance.

According to Walker et al. [9], organizations must look across their entire supply chains to
effectively address social and environmental impacts. Publications over the last decade show
that SP has been seen as capable of delivering significant environmental benefits by practitioners,
policy-makers, and academics, and SP practices have been seen as more powerful agents of change
than any other corporate functions to reduce the environmental impact caused by business actions [30].
It has also been reported that SP practices significantly reduced environmental impact and improved
social well-being in the UK. This finding is aligned with the conclusions of other studies which
reported a positive relationship between the adoption of green SP practices and improvements in
social and environmental performances [2,31]. For example, Guenther et al. [31] stated that green
procurement implementation in Germany has reduced the sources of waste and promoted recycling
and other environmental benefits; Adams et al. [32] found SP implementation is a key enabler
that alleviated environmental issues, and provided social benefits. The OECD [33] also reported
that sustainable procurement practiced in Switzerland resulted in high “environmental and social”
standards throughout the product life cycle. Therefore, we hypothesized the following:

Hypothesis 4 (H4). There is a positive relationship between SP practices and social and environmental performance.

In addition, based on the overall literature discussed above, the following hypotheses
were developed:

Hypothesis 5 (H5). Nonfinancial performance has a positive relationship to financial performance in
an organization.

Hypothesis 6 (H6). Relationship between SP practices and financial performance is mediated by nonfinancial
performance in an organization.

2.5. Conceptual Framework

From an extensive search in the available literature, we identified and analyzed relevant articles
and developed a conceptual map illustrating the expected relationships and major hypotheses
(Figure 1). The conceptual model shows impact pathways linking SP practices to local and international
business performance, quality and organizational performance and social and environmental
performance. Also, all these intermediary issues are thought to have potential impacts on financial
performance. Financial performance is also perceived to be directly related to SP practices in
an organization. The conceptual framework is a reflection of what we proposed to test in the above
six hypotheses.

Based on an extensive search of relevant literature, we believe SP best practices mainly include
three above dimensions in an organizational context of Saudi Arabia. However, ethical and supplier
partnering related sub dimensions are also considered within those three dimensions. For example,
within the sub dimensions of environmental purchasing, diversity, human rights, philanthropy
and safety are considered. Also, within the organizational dimension of quality and operational
performance we looked into the issue of adoption of information technology by the companies.
In fact, adoption of technology by the companies in Saudi Arabia has been found to be instrumental
in achieving their day-to-day organizational objectives, including procurement of resources and
disbursement of goods and resources, both tangible and intangible.
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Figure 1. Conceptual representing the hypothesized relationships between sustainable procurement
(SP) practices and organizational performances.

3. Materials and Methods

In this study, the research problems were first derived from the comprehensive analysis of the
literature. A conceptual model was then developed and data was collected through a questionnaire
survey to test the hypotheses and achieve the research objectives.

3.1. Study Design

This is a quantitative research study, in which we conducted a survey to test the hypotheses
presented above. To achieve the objective of this study, a multivariate analysis was conducted together
with the descriptive snapshot. Correlation and regression analysis was then conducted to explore
the relationship between the combined practices (the average mean values of all practices) of SP
and financial performance (the average mean values of all scales) and nonfinancial performance
(the average mean values of all scales). In addition, we also conducted regression-based path analysis to
explore whether nonfinancial performances act as a mediator between SP practices and organizational
financial performance. This technique is similar to path analysis in structural equation modeling (SEM),
except that observed variables instead of hypothetical latent variables are regressed. A regression
approach was considered more appropriate than SEM due to the limited sample size in the current
study. Essentially, regression-based path analysis involves estimating the partial coefficients in a path
model like the one shown in Figure 1—that is, the extent to which predictor variables have direct and
indirect influences (via other independent variables) on the dependent variable. The specific regression
model we used took the following form:

Yi=PBo+ B1Xj + BaZ; + ¢ (1)

where Y; stands for an organization’s performance variables (four types of performances), X; is a vector
of explanatory variables (six SP scales) which are expected to increase organizations’ performance,
and Z; is a vector of control variables (types of organization, types of ownership of the organization,
education levels of the respondents, type of sectors, and length of time for working as procurement
director /manager).

3.2. Questionnaire, Sample Design, and Data Collection Procedure

Based on the comprehensive literature review, the survey instruments were developed.
After obtaining necessary ethical clearance, the first stage of the study was a pretest of the instrument.
The questionnaire was pretested and validated by a focus group, which was comprised of two SP
academic experts from King Abdulaziz University, Jeddah, one academic expert from Queensland
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University of Technology (QUT), Australia and two procurement directors/managers drawn from
private organizations in Saudi Arabia. Based on the pretesting, some modifications were done to the
questionnaire. For example, it was strongly suggested by an expert panel during the pilot study that
we ought to add a social and environmental dimension of nonfinancial performance that related to
engaging in SP practices. The pilot participants felt that social and environmental performance was
a key part of a company’s engagement in SP practices, because of the effects on local and international
social development and global environmental problems.

The format was confirmed as being appropriate with language levels that were appropriate
and understood, as the survey was conducted in English and Arabic by undertaking Triandis’s [34]
back-to-back translation approach. The final instrument was comprised of three sections in two pages.
The first section covered the company’s profile and the second section consisted of 16 items on SP
practices and the third section consisted of 13 items on benefits (financial and nonfinancial) measured
on a 1-5 Likert scale (5 represented strongly agree, most important, or strong improvement, whereas
1 represented strongly disagree, least important, or strong deterioration and 3 represented neutral,
modest or fair) to assess the impact of implementation of SP practices on organizational performances.
The nonfinancial performances (benefits) of the organization were generally covered by three major
areas namely, local and international business performance, quality and operational performance, and
social and environmental performance [35,36].

The revised questionnaire was handed over by fully trained research assistants to a systematic
random sample of 400 procurement directors or managers employed in both public and private sector
organizations across various fields (manufacturing, agriculture, construction, services, SMEs, and
mining) and locations in Saudi Arabia. About 10 percent of returned responses were independently
monitored and validated in real time by the project leader.

3.3. Measure of the Constructs

3.3.1. SP Practices

The purchasing and social responsibility (PSR) standard, which was developed by Carter and
Jennings [4], was utilized in this study as a proxy measure of SP practices due to the lack of availability
of a published validated measure. The PSR standard examined five purchasing components:

(1) Environment (sample question: currently our purchasing function uses a life-cycle analysis to
evaluate the environmental friendliness of products and packaging);

(2) Diversity (sample question: currently our purchasing function has a minority /women-owned
business enterprise supplier purchase program);

(3) Human rights (sample question: currently our purchasing function asks suppliers to pay a “living
wage”, which is greater than a country’s or region’s minimum wage);

(4) Philanthropy (sample question: currently our purchasing function donates to philanthropic
organizations); and

(5) Safety (sample question: currently our purchasing function ensures that suppliers’ locations are
operated in a safe manner).

The PSR standards used in the study were shown to have acceptable internal consistency and
reliability (Cronbach’s alpha values for the scales ranged from 0.70 to 0.86) and evidence of content
and construct validity [4].

3.3.2. Organizational Performances

There are several aspects [37] and several approaches [38] to measure organizational
performance. We considered relevant aspects and approaches for this study. The measures of
organizational performances are divided into two categories: financial and nonfinancial performance
measures [35,36,39,40]. The performance standards were shown to have high reliability (Cronbach’s
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alpha values ranged from 0.77 to 0.89) and content and construct validity as evidenced by convergent
validity (factor loadings of respective measured items >0.50) and discriminant validity (AVE > r2).
Following the approach developed by Islam et al. [40], a 27-item nonfinancial performance standard
and five-item financial performance standard were utilized as a proxy measure.

4. Results

4.1. Profile of the Organizations

The findings presented in Table 1 show that about 82% (164) of the organizations were fully
Saudi-owned and 18% (36) of organizations were joint ventures between Saudi and foreign owners.
Approximately 86% (172) of the organizations were private while 14% (28) were public organizations.
Organization types were SMEs 36.5% (73), services 27.5% (55), manufacturing 23% (46), construction
10.5% (21), agriculture 2% (4), and mining 0.5% (1). The respondents’ educational levels were 64.0%
(128) graduates; 21.5% (43) of respondents held diploma degrees; 12% (24) of respondents” highest
qualification was year 12 education, and only 2.5% (5) of respondents had postgraduate degrees.

Table 1. Descriptive snapshots of the data set.

Questions Elements Number & (%)

. Local 164 (82%)

Type of ownerships Joint ventures 36 (18%)
Public 28 (14%)

Type of sectors Private 172 (86%)
Manufacturing 46 (23%)

Service 55 (27.5%)

Type of oreanizations Construction 21 (10.5%)

M & SMEs 73 (36.5%)

Agriculture 4 (2%)

Mining 1 (0.5%)

Year 12 24 (12%)

. Diploma 43 (21.5%)
Education level of the respondents Graduate 128 (64%)
Master/PhD 5 (2.5%)

4.2. SP Practices

The 16 SP practice related items developed by Carter and Jennings [4] and Brammer and
Walker [16] have factor loading above 0.50 and five extracted factors. The value of Cronbach’s
alpha as the measure of internal consistency was used to assess the reliability of all extracted factors.
As all the Cronbach’s alpha values («) are above 0.82, all the scales of SP practices are considered
reliable measures [19]. The lowest « value was observed for purchasing from small and local firms
(0.818) and the highest for philanthropy at 0.966. The high level of « value for all the scales under
this study indicates that the items were reliable and consistent and that each of the items was unique
and not a repetition. This can be attributed to the fact that all the questionnaire items were carefully
developed and further scrutinized by pilot study and by area experts. The validity of all the scales of SP
practices were confirmed by convergent validity (factor loadings of respective measured items >0.50)
and discriminant validity (AVE > 7?), as shown in Table 2.
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Table 2. Rotated factor matrix, reliability, and validity statistics.

Factors Factor Loadings Cronbach Apha () AVE! ?)?

Organizational Performance (4 Scales)

Fy = Local and International Business Performance
(4 items)(External Benefits)

Meeti 1 .

] eeting goals énd 'tar’ge.ts ) 0.884 0710 0.667 0170
mprove organization’s image (reputation) 0.808

Improve innovation and competitiveness 0.851

Encourage foreign investment 0.718

Fy = Quality and Operational Performance (5 items)

Improve working environment 0.867

Improve compliance 0.854

Improving efficiency and transparency 0.742 0.812 0.556 0.184
Improve working conditions: labour standard, health & safety 0.635

Reduce use of natural resources 0.586

F3 = Social and Environmental Performance (2 items)

Alleviation of global environmental problem 0.927 0.911 0.813 0.170
Alleviation of social problem in local and other parts of the world 0.876

F4 = Financial Performance (2 items)

Reduction of overall costs 0.77 0.790 0.563 0.184
Return on Asset (ROA) 0.73

SP practices (5 Scales)

Fy = Environmental Purchasing

Uses a life-cycle analysis to evaluate the environmental friendliness 0702

of products and packaging ’ 0871 0.642 0.059
Participates in the design of products for disassembly 0.734 ’ : .
Asks suppliers to commit to waste reduction goals 0.862

Participates in the design of products for recycling or reuse 0.878

Reduces packaging material 0.814

F; = Diversity

Purchase from minority and women owned business enterprise 0.892 0.857 0.057

. 0.925

(MWBE) suppliers

Has a formal minority and women owned business enterprise 0.926

(MWBE) supplier purchase program :

F3 = Human rights

Visits suppliers’ plants to ensure that they are not using 0.940 0948 0.861 0.056
sweatshop labour

Ensures that suppliers comply with child labour laws 0.912

Asks suppliers to pay a ‘living wage’ greater than a country’s or 0.932

region’s minimum wage ’

F4 = Philanthropy

Donates to philanthropic organizations 0.958 0.966 0.909 0.057
Volunteers at local charities 0.949

Fs5 = Safety

Ensures the safe, incoming movement of product to our facilities 0.956 0.955 0.908 0.041
Ensures that suppliers’ location are operated in a safe manner 0.950

F5 = Purchases from small and local suppliers

Purchases from small suppliers 0.904 0.818 0.828 0.059
Purchases from local suppliers 0.916

1 AVE = ¥X;2/n (number of items i = 1, ... , n; X;, factor loading); 242 the highest squared correlation between the
factor of interest and the remaining factors.

4.3. Descriptive Statistics

Among the sample organizations, the four most disregarded dimensions of SP were found
to be “purchase from minority and women-owned business enterprises” (1.94), “the presence of
a formal program for making purchases from minority and women-owned business enterprises”
(1.96), “participates in the design of products for recycling or reuse” (2.61), and “participates
in the design of products for recycling or reuse” (2.69). This finding suggests that “donates to
philanthropic organizations” and “volunteers at/for local charities” are the most commonly embedded
SP dimensions instead of environmental practices.

In order to determine the SP variation between private and public organizations and between
local and joint-venture organizations, an independent samples ¢-test was conducted. The results in
Table 3 reveal that, in the engagement of SP activities, the private organizations were well ahead of the
public organizations. The mean score of three dimensions of SP, “asks suppliers to commit to waste
reduction goals”, “donates to philanthropic organizations”, and “purchases from small suppliers”,
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was significantly greater (p < 0.05) for the private organizations than the public organizations, while
the remainder of SP practices were statistically insignificant.

The independent samples t-test results also identified that overall the joint-venture organizations
were much better position than the local organizations in the engagement of SP activities.
Joint venture organizations were significantly ahead (p < 0.05) of local organizations in adopting only
two dimensions of SP practices, “asks suppliers to commit to waste reduction goals” and “donates to
philanthropic organizations”, while the remainder of SP practices were statistically insignificant.

Table 3. Organizational variation in items of SP practice in terms of mean value.

SP Practices LOw (@) JOw(2) PriO(3) PubO(@4) OverallMean Sig. Diff. Groups
Uses a life-cycle analysis to evaluate the
environmental friendliness of products 2.18 3.40 3.11 2.46 2.79 None
and packaging.
Asks sgpphers to commit to waste 330 3.80 379 330 355 (3-4) ** (1-2) *
reduction goals.
Reduces packaging material 3.54 3.59 3.94 3.19 3.57 None
Partlgpates in the design of products 259 263 268 254 261 None
for disassembly.
Partlc%pates in the design of products for 269 268 287 250 2.69 None
recycling or reuse.
Has a formal minority and women owned
business enterprise (MWBE) supplier 1.85 2.12 2.23 1.75 1.99 (3-4)*
purchase program.
Purchase from MWBE define suppliers. 1.85 2.03 1.88 2.00 1.94 None
Ensures the safe incoming movement of 35 355 359 348 354 None
product to our facilities.
Ensures that suppliers’ location are operated 355 356 3.84 328 356 None
in a safe manner.
Visits supphers plants to ensure that they 278 203 290 281 286 None
are not using sweatshop labor.
Ensures that suppliers comply with child 267 278 289 257 273 None
labor laws.
Asks suppliers to pay a ‘living wage’ greater
than the country’s or region’s 2.74 2.87 2.82 2.79 2.81 None
minimum wage.
Volunteers at/for local charities. 3.60 3.84 3.87 3.56 3.72 None
Donates to philanthropic organizations. 3.40 391 391 341 3.66 (3-4)*(1-2)*
Purchases from local suppliers. 3.25 3.95 3.41 3.79 3.60 (3-4)*
Purchases from small suppliers. 3.43 3.85 3.86 3.41 3.64 (3-4)*

Notes: **p < 0.01; * p < 0.05.

In order to test Hypotheses 14, a correlation analysis was performed on the SP practices of
organizational nonfinancial and financial performance scales. One-tailed significance tests were
performed due to the limited sample size and expected positive correlations; the results are shown
in Table 4. The results in Table 4 reveal that three out of six SP practices scales were significantly
and positively associated with both financial and nonfinancial organizational performance, with the
strongest relationship between environmental purchasing, as a practice of SP, and organizational
quality and operational performance (r = 0.372). The remaining three SP scales were positively but
insignificantly related to performance scales. In addition, we carried out correlations among the
summary measure (created by averaging scores for the scales) of SP practices and organizational
performance scales, the results of which are shown in Table 5. The correlation analysis showed that all
scales of organizational performance were significantly and positively related to overall SP practices,
with the strongest relationship between ”social and environmental performance” (r = 0.395) as a facet
of organizational performance, and SP practices. Overall, this result provided acceptable evidence
that all facets of SP practices impacted on organizational nonfinancial performance as well as financial
performance, with all correlations being in the predicted direction.
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Table 4. Inter-correlation among sustainable procurement practices scales and organizational performances.

SP Practices 5 Scales\ Performance Scales LIBP Qor SEP FP
Environmental purchasing practices 0.137* 0.372** 0.279 ** 0.200 **
Diversity practices 0.181* 0.134 0.076 0.036
Human rights practices 0.146 * 0.054 0.151* 0.054
Philanthropy practices 0.319 ** 0.222 ** 0.254 ** 0.223 **
Safety practices 0.074 0.048 0.243 ** 0.126
Purchasing from small and local firms practices 0.201 ** 0.192 ** 0.288 ** 0.240 **

Notes: ** p < 0.01; * p < 0.05.

Table 5. Inter-correlation among overall SP practice, and organizational financial and non-financial performances.

Performance Scales\Overall SP Practices SP Practices
Local and International Business Performance 0.286 **
Quality and Operation Performance 0.264 **
Social and Environmental Performance 0.395 **
Financial Performance 0.258 **

Notes: **p < 0.01.

Tables 6 and 7 identify the variation in the benefits of the adoption of SP dimensions across the
sectors, types, and ownerships of the organizations. The procurement directors/managers of the
construction sector registered significantly higher levels of SP practices compared to other sectors.
For example, the mean scores for the construction sector are greater than that of other sectors on all
benefits. Particularly, this sector scored significantly greater on social and environmental performance
(p <0.05), and financial performance benefits (p < 0.05).

Table 6. Effects of SP practices on performances classified by type of company.

Manu. (1) Serv. (2) Cons. (3) SMEs (4) Agri. (5) Min. (6)

Benefits Sig. Diff.
Mean Mean Mean Mean Mean Mean

Local and International 418 414 427 423 425 3.75 None

Business Performance

Quality and Operation 3.79 3.76 3.79 3.77 3.75 3.00 None
Performance

Social and Environmental 460 459 47 452 470 420 (3-4) *

Performance

Financial Performance 3.83 4.00 4.24 3.70 4.07 4.00 (3-4) **

Notes: ** p <0.01; * p < 0.05.

The results in Table 7 indicate that joint ventures compared to local organizations and private
compared to public organizations had both higher financial and nonfinancial benefits from the
implementation of SP practices but the differences were statistically insignificant. Possible explanation
of this result could be that the nature, culture and practices of purchasing of joint ventures differ
from local organization’s practices and similarly public sector purchasing practices differ from private
sector practices. In addition, a possible explanation could also be that private organizations and joint
ventures are profit driven whilst public organizations are not necessarily for-profit. Moreover, public
organizations are generally more politically constrained than private organizations and most private
organizations have significantly different organizational objectives than their public counterparts.
Organizational structure and level of commitment associated with public and private sectors could be
another potential explanation.
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Table 7. Effects of SP practices on performances classified by type of ownership and sectors.

Local (1) Joint Ventures (2) Public (1) Private (2)

Benefits Sig. Diff. Sig. Diff.
Mean Mean Mean Mean
Local and International 418 424 none 412 421 None
Business Performance
Quality and Operation 457 163 none 457 464 None
Performance
Social and Environmental 375 3.88 none 373 378 None
Performance
Financial Performance 3.87 3.92 none 3.83 414 None

For further analysis of H1, H2, H3, H4, and H5, multiple regression analyses were conducted by
using a total nonfinancial performance score and financial performance score (created by averaging
scores for the all scales). For regression analysis, the F-test and adjusted R? value confirmed that
regression is meaningful in the sense that the dependent variable is related to each specified explanatory
variable. The correlation matrix of the independent variables was studied to identify the occurrence
of multicollinearity. The correlation matrix also ensured that the Pearson’s r between each pair of
independent variables did not exceed 0.80. It means that the independent variables are not too
highly related to each other. Moreover, for collinearity diagnostics, the eigenvalues of the explanatory
variables were studied by factoring the scaled (so that diagonal elements are 1’s), uncentred cross
products matrix of the independent variables. Eigenvalues provide an indication of how many distinct
dimensions are there among the independent variables. Since in the present model, several eigenvalues
of the explanatory variables are not close to 0, thus the variables are proved to be not intercorrelated
and the matrix is said to be efficient-conditioned.

The R? statistic for the first regression showed that more than 41 percent of the variance in
nonfinancial performance was predictable from all of the SP practices scales, while R? for the second
regression showed that more than 35 percent of the variance in financial performance was predictable
from all of the scales of SP practices. These results show a good fit for these data. The F-test showed
a highly significant result (p < 0.01), which implies that the variables in the models, taken together, are
significant predictors of organization’s nonfinancial as well as financial performance.

Table 8 provides results of the regression analyses, which reveal that, controlling for types of
sector, types of ownership, types of organization, education, and duration with the organization
in the model, three of the six SP practices dimensions was important predictors of organizational
nonfinancial performance as well as financial performance. The SP practices dimension “purchases
from small and local suppliers” was the most important and significant SP practice that positively
effects of organizational nonfinancial performance (3 = 0.246, p < 0.01) as well as financial performance
(B =0.207, p < 0.01), followed by the SP practices dimensions “environmental purchasing” and
“philanthropy” with nonfinancial performance (3 = 0.237, p < 0.01; § = 0.204, p < 0.01) and
“philanthropy” and “safety” with financial performance ( = 0.200, p < 0.01; 3 = 0.164, p < 0.05).
The rest of the SP practices dimensions did not have strong influence on organizational performance.
These findings confirm that the impact of SP practices is not restricted to the nonfinancial and financial
performance of an organization.

Table 9 shows that all dimensions of organizational nonfinancial performance were significant
predictors of organizational financial performance. The nonfinancial performance dimension “quality
and operation performance” was the most strongly related to organizational financial performance
(B =0.277, p < 0.01), followed by “social and environmental performance” (3 = 0.235, p < 0.01) and
“local and international business performance” (3 = 0.192, p < 0.05). Indeed, the path from these scales
to organizational financial performance was not significantly different from zero. The organizational
nonfinancial performance dimensions accounted for 33 percent of the variance in organizational
financial performance. Therefore, taken as a whole, the present study confirms that the impact
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of nonfinancial performance dimensions on financial performance of an organization is positive
and significant.

Table 8. Results of the regression analysis for SP practice scales with organizational performance scales.

Dependent Variableslndep endent Variable Non-Financial Performance () Financial Performance (3)

Environmental Purchasing 0.237 ** 0.098 NS
Diversity 0.066 NS —0.009 NS
Human rights —0.035 N8 —0.051 NS
Philanthropy 0.204 ** 0.200 **
Safety 0.113 NS 0.164 *
Purchases from small and local suppliers 0.246 ** 0.207 **
Number of observation 200 200
R? 0.411 0.351
F value (6) 2 4.837 ** 3.588 **

Notes: **p < 0.01; *p < 0.05; NS = not significant; # Indicates degree of freedom.

Table 9. Results of the regression analysis for non-financial performance scales with financial
performance scales.

Independent Variable . .
Dependent Variables Financial Performance (3)

Local and International Business Performance 0.192 *
Quality and Operation Performance 0.277 **
Social and Environmental Performance 0.235 **
Number of observation 200
R? 0.326
F value (3) 2 6.910 **

Notes: ** p < 0.01; * p < 0.05; ? Indicates degree of freedom.

In order to test H6—"the relationship between SP practices and financial performance is mediated
by non-financial performance in an organization”—we carried out the regression-based path analysis
described by Hair et al. [41] as appropriate for such cases. Basically, regression-based path analysis
involves the estimation of the partial coefficients in a path model. In other words, it determined the
extent to which predictor variables have direct and indirect influences on the dependent variable.
This estimation provided a test of whether the relationship between SP practices and financial
performance is mediated by the organizational nonfinancial performance.

A regression analysis was performed using the summary measures of SP practices, organizational
nonfinancial performance, and organizational financial performance to examine whether SP practices
predicted organizational nonfinancial and financial performances. First, the scale of SP practices
was regressed onto organizations’ nonfinancial performance; this model was significant (F = 4.12,
p < 0.01) (Table 10). Multiple regression analysis found that when controlling for types of sector,
types of ownership, types of organization, education, and duration with the organization in the
model, the index of overall SP practices was significantly and positively related to nonfinancial
performance (3 = 0.417, p < 0.01; see Table 10), explaining 25.3 percent of the variance in the
nonfinancial performance construct. Second, the scale of SP practices was regressed onto organizational
financial performance; this model was also significant (F = 3.71, p < 0.01; see Table 11). The result of this
regression analysis found that, controlling for types of sector, types of ownership, types of organization,
respondents’ educational level, and respondents’ duration with the organization in the model, SP
practices were significantly and positively related to organizational financial performance (3 = 0.258,
p < 0.01), explaining 23.2 percent of the variance in the organizational financial performance construct.

Finally, both SP practices and organizational nonfinancial performance were simultaneously
regressed onto organizational financial performance. The results in Table 12 show that nonfinancial
performance was a significant predictor (p < 0.01) of financial performance, while combined practices
of SP was not. Only three of six SP practices dimensions showed evidence of mediation, using
philanthropy,” and

e

tests of indirect effects. The indirect effects from “environmental purchasing,
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“purchasing from local and small firms” factors were statistically significant. The partial effect
(B = 0.463) of nonfinancial performance on financial performance was significant (p < 0.01), while the
coefficient (3 = 0.417) for the direct effect of SP practices on organizational nonfinancial performance
was significant (p < 0.01). The direct effect of the summary measures of SP practices (taken together
six scales of SP practices) on financial performance was not significant (3 = 0.065; p = 0.342), while the
indirect effect of SP practices via organizational nonfinancial performance on financial performance was
statistically significant (3 = 0.193). Significant indirect effects indicate that organizational nonfinancial
performance did significantly mediate the relationship between SP practices and organizational
financial performance.

Table 10. Regression analysis for prediction of non-financial performance ? by overall SP practices
(n = 200).

Model Independent Variable R? B F
1 Overall SP practices 0.253 0.417 ** 4.12 %
Notes: # Dependent variable; ** p < 0.01.

Table 11. Regression analysis for prediction of financial performance @ by overall SP practices (n = 200).

Model Independent Variable R? B F
2 Overall SP practices 0.232 0.258 ** 3.71**
Notes: # Dependent variable; ** p < 0.01.

Table 12. Regression analysis for prediction of financial performance by non-financial performance
and overall SP practices (1 = 200).

Model Independent Variable B F
3 Overall SP practices 0.065 NS 6.49 **
Non-financial performance 0.463 ** 6.49 **

Notes: ? Dependent variable; ** p < 0.01; NS indicates not significant.

5. Discussion

The results show that few dimensions of sustainable procurement practices are embedded in
both public and private organizations in Saudi Arabia. The private organizations were significantly
ahead of public organizations in terms of engagement in SP activities, which is consistent with the
findings of the current studies conducted to date elsewhere [2,16,42]. In contrast, public organizations
had a significantly higher mean than private organizations for only one dimension of SP: “purchases
from local suppliers”. A possible reason to prioritize the purchase of goods and services from a local
supplier could be motivated by political will to support Saudi Arabia’s recent diversification objectives,
which will lead to economic growth, job creation, and economic diversification. Both public and
private organizations adopted the same dimensions of SP practices on a priority basis and benefited
financially and non-financially. However, interestingly our findings reported that there is no significant
difference between private and public organizations in terms of organizational performance.

Construction is found to be one of the most polluting sectors in Saudi Arabia as it suffers
from many resource wastes [43]. The positive thing is that this industry is aware about it and is
keen to improve the social, economic, and environmental indicators of sustainability [44]. In order
progress towards this objective, the industry needs to implement sustainable construction practices
and thus eliminate or minimize the negative impacts that it has on the environment [45]. In addition,
construction is the largest category of expenditure in Saudi Arabia, with the current expenditure rising
to more than $120 billion a year [46]. The Kingdom’s construction industry encompasses 15% of its
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workforce [43]. The boom in the construction industry reflects the rapid growth in the Kingdom’s
domestic economy [47].

The most interesting finding in this study is generally the very weak and insignificant positive
relationship between SP practices and financial performance that contrasts with the findings of the
majority of studies conducted to date [17,19,20,22,23]. The direct relationship of SP practices with
financial performance appears to have been reported without any concrete evidence. Therefore, in this
study a mediational analysis was conducted to discover the indirect effects of SP practices on financial
performance. With respect to the mediational analyses, the study shows that three dimensions of
performance, “environmental purchasing,” “
firms,” are involved in the mediational process. The finding of partial mediation suggests that other
variables might also be involved in the mediational process. The findings of this study are consistent
with research that indicates that, after controlling for demographic variables [2,9,23,26,28,48] and
theoretical models for sustainable or green procurement practices are positively and significantly
associated with reduced use of natural resources; increased product quality; improved company
image, innovation, competitiveness, and foreign direct investment; meeting strategic goals and

philanthropy,” and “purchasing from local and small

targets; and improved working environment, compliance, efficiency, and transparency, and working
conditions. Our findings provide further evidence that improvement in an organization’s internal
quality and operational process, innovativeness, efficiency, and transparency, social responsiveness,
and environmental issues are highly influenced by SP practices.

Therefore, SP practices may assist organizations in remaining competitive in a rapidly changing
marketplace where consumers are becoming more sensitive to sustainability issues and are demanding
deeper transparency into the products they buy. In addition, legal obligations force organizations
to be mindful of the impact of their decisions and ensure that they do not cause harm to suppliers
and workers. However, provided below is Table 13 in which the hypothesis testing results have
been summarized.

Table 13. Summary results of hypothesis testing.

Hyp. Null Hypothesized Relationship +/— Rej./Don’t H,
H1 SP practices are positively related to organizational financial performance + Don't reject
H2 SP practices are positively related to local and international business performance.  + Don’t reject
H3 SP practices are positively related to quality and operational performance. + Don’t reject

There is a positive relationship between SP practices and social and

H4 . + Don't reject
environmental performance

H5 Nonfinancial performance has a positive relationship to financial performance + Don't reject

Heé SP practices and financial performance is mediated by nonfinancial performance + Don't reject

6. Conclusions

The concept of sustainable procurement is receiving an increasing level of attention at both the
local and global levels, as well as by academics and industry practitioners. Impacts and benefits of
SP practices have been an important research agenda since 2002, as it has been considered a vehicle
for value creation of an organization [20] through transforming markets, increasing competitiveness
of eco-industries, saving money, protecting natural resources, and fostering job creation, which
will in turn contribute to sustainable development. According to the literature, the majority of
studies reported a direct positive relationship between SP practices and an organization’s financial
performance; however, most studies are descriptive in nature and therefore a statistically strong and
reliable relationship cannot be established. This study examines SP practices within organizations
and the relationships between SP practices and organizational performance, taking Saudi Arabia
as a case location. The key contribution of the paper is its evidence concerning the effects of SP
practices on financial and nonfinancial performance of the organization. In fact, SP practices definitely
helped organizations to achieve better financial benefits through improvement of organization’s
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internal quality and operational process, innovativeness, efficiency, transparency, and social and
environmental responsiveness.

The findings of this study have significant research implications. Most studies reported direct
financial benefit from adopting SP practices, ignoring the internal mediating factors. The approach to
GP holds important implications for managers, by directing limited resources towards projects which
intersect both environmental performance and economic performance [49]. This study shows that SP
practices contribute to organizational financial performance through mediating effects of nonfinancial
performance processes. Thus, we have contributed a new insight to the growing body of research
addressing implementation of SP practices in both private and public sector contexts. However, as the
analysis is cross-sectional, it provides a snapshot of SP practices at one point in time and therefore we
cannot yet determine whether levels of organizational financial and nonfinancial performances are
increasing or decreasing over time because of SP practices.

The findings in this study provide several recommendations for Saudi Arabian policy-makers.
Study suggests that the stakeholders involved with the entire procurement process require engaging in
and acting together in order to move the sustainable procurement agenda forward. The government is
best placed to deal with the obstacles of finance, regulation, and policy. Individual procurement
directors, senior managers, other professional and educational bodies could raise the level of
sustainable development awareness across Saudi Arabia by introducing simple and clear sustainable
procurement guidelines, developing awareness-raising sustainable procurement programs including
the generation of wider publicity in the form of conferences, workshops, books, media coverage,
and journals.
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