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Can coercive pressure effectively stimulate social sustainability in supply chains?

Abstract

This article aims to bring evidence on how strategic plans of a government can drive
organisations to incorporate social sustainability aspects in their supply chains. A successful
case of how the social dimension of sustainability has been considered for selecting suppliers
in the Oil and Gas sector in Oman is presented and the role of and the mechanisms applied by
the government are discussed. A survey and interviews with purchasing, procurement and
supply chain managers of the major Oil and Gas organisations that operate in Oman were
conducted. The results of the research were further analysed through the institutional theory
lens, addressing a genuine research gap. It was found that governmental coercive pressure is
not sufficient to develop truly socially sustainable practices in organisations if the self-initiative
of organisations doesn’t exist too, as it leads to compliance practices rather than innovative
ones. This article addresses gaps highlighted in the literature relating to investigation of the
theme of supplier selection through a theoretical lens, based on contextual factors, institutional
pressures, and industrial features. Policy makers need to be aware that coercive pressure alone
does not lead to continuous improvement of social sustainability performance, as it leads to the
ceiling effect, i.e. the organisations meeting only the minimum governmental requirements. The
empirical evidence presented the interplay of public concerns and sustainable operations in

multi-channel business.

Keywords: supplier selection, supply chain, sustainability, social responsibility, institutional
pressure, coercive pressure, Oil and Gas.

1. Introduction

The increase in global outsourcing of production has led to the emergence of social and
ethical risks to supply chains (Amos and Sullivan, 2015). Consequently, the impact of the
supply chain on the sustainability of a focal company has become critical: The World Business
Council for Sustainable Development and the World Resource Institute (2009) concluded that
companies in the supply chain beyond the focal firm are responsible for up to 80% of the overall
supply chain environmental impact. According to the British Standards Institution (2015), a
third of the fastest-growing exporters are based in countries rated as high or severe risk for
human rights or environmental violations. Thus, the social and ethical risks originating from

the supply chain should be addressed by scholars as well as organisations, since it is usually the



focal companies that have to bear the consequences of sustainability related scandals,
irrespective of whether the origin of the problem was upstream in the supply chain beyond the
immediate control of the focal company. Despite this fact, Yawar and Seuring (2017) have
stated that the integration of social issues in managing supply chains has up to now remained
little analysed, and, therefore it is an existing research gap. The same authors have suggested
that supplier development is a means of tackling social risks in supply chains. Consequently,
sustainable procurement is paramount in that respect.

The theme of sustainable procurement has become so crucial for organisations lately
that ISO (International Organization for Standardization) has been developing the 1SO 20400
standard, which will provide guidelines for organisations to integrate sustainability aspects into
procurement processes (1SO 2016). However, green and especially social issues in the supplier
selection process, which is a component of procurement processes, deserves further
investigation from both an analytical and empirical perspective (Wetzstein et al. 2016;
Appolloni et al. 2014).

The literature on green purchasing (or procurement) has reported enablers (e.g. Tsireme
et al. 2012; Apolloni et al. 2014; Igarashi et al. 2015; Shen et al. 2016, Wong et al. 2016),
barriers (e.g. Dou et al. 2014; Appolloni et al. 2014), and decision making models (e.g. Lee et
al. 2009; Bai and Sarkis 2010; Brandenburg and Rebs 2015; Aktin and Gergin 2016; Jindal and
Sangwan 2016; Kaur and Singh 2016; Rezaei et al. 2017; Banaeian et al. In Press) on the
introduction of environmental criteria to the supplier selection process in various sectors. In
general, the findings of the articles which addressed that theme highlighted especially that
environmental legislation and regulation have a strong influence in the adoption of green
supplier selection processes.

Conversely, there is less evidence available on social purchasing compared to green
purchasing. Even when looking into sectors that are currently at the forefront of social
purchasing practices due to past failings and scandals, such as the fashion and apparel industry,
empirical evidence has shown that although social criteria are applied in supplier controlling,
in practice they are not important in the final supplier selection process (Winter and Lash 2016).
Furthermore, there is no consensus on whether a relationship exists between governmental
regulations and socially responsible purchasing. Some authors have not identified such a
relationship (Ehrgott et al. 2011) whereas others concluded that governmental regulation might
actually be a barrier to socially responsible activities (Carter and Jennings, 2004).

Appolloni et al. (2014), Zorzini et al. (2015) and Wetzstein et al. (2016) have suggested
that the theme of supplier selection should be investigated through a theoretical lens in order to



understand purchasing organisational behaviours based on contextual factors, such as
stakeholder/institutional pressures, type of country, or industrial features. To reinforce the
necessity of applying a theoretical lens to study the theme of sustainable procurement, Johnsen,
Miemczyk and Howard (2017) have found that a large proportion of the papers reviewed by
them through a systematic literature review, rely on no or limited theoretical background. A
similar finding was noted by Quarshie, Salmi, and Leuschner (2017), who theoretically
investigated the synergy between social responsibility and supply chain management.

It is therefore noticed that the research stream of sustainable supplier selection is still in
its infancy (Wetzstein et al. 2016); the social dimension of the sustainability has been largely
neglected in the discussion on supplier selection (Zimmer et al. 2016), especially in developing
countries (Feng, Zhu, and Lai, 2017; Mani et al., 2016; Zorzini et al., 2015); there is a lack of
analysis to the field of social sustainable procurement through a theoretical lens (Johnsen,
Miemczyk and Howard, 2017; Quarshie, Salmi, and Leuschner, 2017); and there has been no
consensus on the role of government in driving social sustainability across organisations
(Ehrgott et al. 2011; Carter and Jennings, 2004). Therefore, in response to these research gaps,
this research aims to bring evidence on how strategic plans of a government can drive
organisations to incorporate social sustainability aspects in their supply chains. This article
presents a successful case of how the social dimension of sustainability has been considered for
selecting suppliers in the sector of Oil and Gas in Oman and discusses the role of and the
mechanisms applied by the Government through those strategic plans.

A survey and interviews with purchasing, procurement and supply chain managers of
the major Oil and Gas organisations which operate in Oman were conducted in order to gather
data. The institutional theory was deployed to analyse the results of the research. The novel
contributions of this article are:

e An analysis of the socially responsible supplier selection theme through the institutional
theory lens, which has not been found in the literature;

¢ Providing empirical evidence on pertinence of social aspects in supplier selection based
on the specificities of the Oil and Gas sector and the context of a developing country,

Oman;

e A discussion of the effectiveness of coercive pressure to drive organisations towards
integrating social sustainability aspects into the supplier selection process for the case
study.

2. Literature Review



2.1 Supplier Selection based on Sustainability Dimensions

As a side effect of globalisation, increasing outsourcing practices by organisations
boosted the importance of the upstream network within supply chain management, thus making
supplier selection a key strategic decision affecting the organisational competiveness even more
than in the past (Azadnia et al. 2015; Dou and Sarkis 2010; Govindan et al. 2013; Sarkis and
Dhavale 2015). Selection of suppliers has traditionally been based on economic factors in order
to minimise the cost of purchasing. Other factors related to the economic dimension have also
been considered among the set of decision criteria, including quality, service, time, reliability
and flexibility (Azadi et al. 2015). The inclusion of sustainability concerns followed in time.

Organisations have shown increased interest in assessing the sustainability performance
of their suppliers including both environmental and social aspects, since in many cases they
were ultimately directly impacted by major scandals originating from inappropriate code of
conduct of their suppliers (Miemczyk et al. 2012; Vachon and Mao 2008). As a result,
consideration of sustainable supplier selection became a crucial task to minimise the purchasing
risk, as organisations are considered responsible for the behaviour of their suppliers by public
opinion and legislation (Foerstl et al. 2010; Govindan et al. 2013). Additionally, various
stakeholders, such as non-governmental organisations (NGOs) and local communities, are
prominent in calling for transparency and adequate reporting about the activities of companies
and can cause serious damage to their image and reputation (Gerbens-Leenes et al. 2003). The
mounting pressures from stakeholders combined with stricter regulations and the crucial role
of sustainability and upstream network for the strategic success of supply chains led to the
development of the sustainable supply chain management and sustainable supplier selection
concepts. The latter can be defined as an expansion of the supplier selection process to
incorporate environmental and social criteria when selecting suppliers (Azadnia et al. 2015).

However, the shift towards sustainability in the supplier selection process has
predominantly been limited to the inclusion of environmental criteria along with the traditional
economic criteria, whereas social aspects have been largely neglected (Azadnia et al. 2015; Dai
and Blackhurst 2012; Govindan et al. 2013; Hutchins and Sutherland 2008). In a similar vein,
Thornton et al. (2013) acknowledge that “the issue of supplier selection based on social
responsibility and sustainability has yet to be fully explored”. This finding was also confirmed
by Gimenez and Tachizawa (2012) in their review specifically targeting sustainable supplier
selection, where they argue that the gap on adoption of social aspects in supplier selection
process is caused by the novelty of social aspects compared to environmental aspects, which

are at a more advanced research stage.



There are some examples in the literature where social criteria were included as part of
the sustainable supplier selection process (Amindoust et al. 2012; Aydin Keskin et al. 2010;
Azadi et al. 2015; Azadnia et al. 2015; Bai and Sarkis 2010; Dai and Blackhurst 2012; Dou and
Sarkis 2010; Govindan et al. 2013; Kannan et al. 2015; Kuo et al. 2010; Sarkis and Dhavale
2015; Tseng et al. 2013). Although many variations of social sustainability criteria adopted can
be found in the literature, a comprehensive list of the most widely adopted criteria are
summarised in Winter and Lash (2016) and presented in Table 1.

It is interesting to note that the majority of authors in social sustainability assessment of
suppliers adopt two main categories of criteria. The “internal social criteria” category refers to
the behaviour of a company towards its workforce as employees and human beings, focusing
on employment practices and the health and safety considerations for the employees. The
“external social criteria” category focuses on the responsibility of the company towards external
to the organisation stakeholders, including the local communities, contractual and other
stakeholders.

A somewhat different classification of criteria is according to the four categories of the
Organisation for Economic Cooperation and Development (OECD). The first and second
categories, namely “Human Rights” and “Labour Practices and Decent Work Conditions”,
adopt an internal perspective referring to the behaviour of a company towards its workforce and
are linked to the “internal social criteria” category of social metrics of Table 1. The categories
“Society” and “Product responsibility” adopt an external perspective, stressing the social
performance of suppliers with respect to the contractual stakeholders and the wider community
and are linked to the “external social criteria” category of social metrics in supplier selection of
Table 1.

<Insert Table 1>

It should be noted that once a supplier is selected, there needs to be a regular process of
assessment of the supplier to measure the sustainability performance and ensure the
performance is the desired one. Several tools have been proposed in the literature and are
currently used by organisations to perform the supplier assessment process, such as supplier
sustainability scorecards, the SCOR model (APICS, 2015) sustainability indices and
frameworks developed by independent organisations, such as the GRI (GRI 2017) and the CIPS

sustainability index (CIPS 2015), to name a few. This work focuses primarily on the supplier



selection as a distinct process and therefore the supplier assessment process that follows during
the post-contract phase will not be further analysed.
Ultimately it can be concluded by the above discussion that there is a currently a gap in

incorporating social sustainability in the supplier selection process.

2.2 Influence of Institutional Pressures on Selection of Suppliers

The institutional theory states that organisations operate in an environment
(organisational field) that is regulated and it demands, by pressure, conformance to social and
legal requirements (DiMaggio and Powell 1983). As a result, the organisations adapt processes,
structures and practices in order to accomplish legitimacy of their actions with the environment
(Hsu et al. 2014). The process of adaptation of the organisations tends to follow patterns of
behaviour (responses), once they are under the same environment, that reduces heterogeneity
between different organisations, to be compatible to the demands from the environment.
Isomorphism is the result of reduction of heterogeneity between organisations (Kondra and
Hinings 1998).

There are three types of isomorphism, coercive, mimetic, and normative (DiMaggio and
Powell 1983). Coercive isomorphism occurs through pressures from institutions, laws, rules
and regulations, which force organisations to comply with them in order to have legitimacy to
operate in the environment. Mimetic isomorphism is the process in which organisations imitate
practices, services and processes of competitors, either well established or first movers, in order
to pursue similar standards of responses to the environment. Normative isomorphism means
adequacy of organisations to “professionalisation” of their sectors (DiMaggio and Powell p.
152, 1983; Sarkis et al. 2011). Grob and Benn (2014) stated that the isomorphism can explain
how and why sustainable procurement initiatives can be spread across supply chains. They
highlighted regulation as the prominent means of coercive isomorphism to boost sustainable
procurement adoption.

There is a wide understanding that government, customers and society somehow
influence organisations to green their processes. As a consequence, supplier selection processes
tend to incorporate green aspects as criteria for choosing suppliers. Specifically, the context of
a country is an important variable for understanding the influence of institutional pressures on
adoption of sustainable practices, such as green supplier selection (Adebanjo et al. 2013;
Zimmer et al. 2016, Shen et al. 2016). There are two consequences in countries where the
regulatory pressure is high to force organisations to take into consideration sustainable

practices: (a) organisations focus on adapting internal processes and products and do not pay



attention to suppliers because of scarcity of resources, or (b) the profile of sustainable practices
that organisations adopt is focused on compliance rather than innovation (Sancha et al. 2015).
In addition, Hoejmose and Adrien-Kirby (2012) stressed that external pressures are initial
drivers of socially and environmentally responsible procurement; nevertheless, internal
resources, skills and support are crucial to move from compliance practices to innovative ones.

In contrast to the environmental dimension, the social dimension of the sustainability
has been largely neglected in the discussion on managing supply chains (Yawar and Seuring
(2017), and in particular on supplier selection (Zimmer et al. 2016). The institutional theory can
also explain corporate social responsibility initiatives of organisations. According to Campbell
(2007) the existence of regulations tends to influence the organisational actions for social
responsibility initiatives. In a similar vein, Eriksson and Svensson (2015) identified ‘outside
pressure’ as one of the key elements affecting social responsibility in supply chains. However,
Baden et al. (2009) warned that high pressure by buyers into suppliers in order to meet social
requirements could generate a ‘ceiling effect’, which means suppliers will primarily consider
just basic sustainability aspects and requirements to be eligible to supply the buyers.

There is evidence that the relationship between governmental regulations and socially
responsible purchasing is not completely clear. For instance, Carter and Jennings (2004)
analysed drivers of social purchasing in the US and they discovered that governmental
regulation might be a barrier to socially responsible activities. Ehrgott et al. (2011) did not
identify a relationship between governmental pressure and social requirements in the supplier
selection process. They justified this finding with the argument that suppliers would be easily
swapped if they don’t respond to regulatory demands. Therefore, there has been no consensus
on the role of government in driving social sustainability across organisations. A reason for the
lack of consensus mentioned is the absence of use of a theoretical lens to understand and analyse
the topic of sustainable procurement and social responsibility in supply chains (Johnsen,
Miemczyk and Howard, 2017; Quarshie, Salmi, and Leuschner, 2017).

Matten and Moon (2008) and Griffs et al. (2014) stated that the geographic and
geopolitical contexts where organisations operate shape the organisations’ perception of social
responsibility, and there is very limited research which analysed social sustainability in supply
chains in developing countries (Feng, Zhu, and Lai, 2017; Mani et al., 2016; Zorzini et al.,
2015).

In summary, three main research gaps in the field of sustainable procurement were
identified: (a) the social dimension of the sustainability has been largely neglected in the

discussion on supplier selection (Zimmer et al. 2016), (b) especially in the context of developing



countries (Feng, Zhu, and Lai, 2017; Mani et al., 2016; Zorzini et al., 2015); and (c) there is a
lack of analysis to the field of socially sustainable procurement through a theoretical lens
(Johnsen, Miemczyk and Howard, 2017; Quarshie, Salmi, and Leuschner, 2017); which
explains the absence of consensus on the role of government in driving social sustainability
across organisations (Ehrgott et al. 2011; Carter and Jennings, 2004).

Therefore, in this work the relationship between governmental regulations and socially
responsible supplier selection will be analysed through the specific context in order to
understand how the social dimension of the sustainability has been considered for selecting
suppliers in the sector of Oil and Gas in Oman and to discuss the role of and the mechanisms

applied by the Government through its strategic plans.

3. Research Method
3.1 The Oil and Gas Sector in Oman

Oman is a high-income country with a relatively small population of 3.83 million in
2013 (Oxford Business Group 2014). Crude oil production and refining, as well as Natural Gas
and Liquefied Natural Gas production are among the most important industries in Oman in
terms of economic contribution: the hydrocarbons sector was contributing around 47.2% of the
GDP in 2014 (Oxford business group n.d.).

In 2013, the Omani government launched the In-Country Value (ICV) programme in
the Oil and Gas sector. The ICV strategy emphasises on how much a project benefits the local
economy, including giving preference to Omani-operated SMEs for subcontracting. It is
officially defined as “the total spend retained in country that benefits business development,
contributes to human capability development, and stimulates productivity in Oman’s
economy”, with the following seven main elements (MOG, 2013):

e Investments in Fixed Assets
e Omanisation in the work force
e Training of Omanis
e Local sourcing of goods
e Local sourcing of subcontracted services
e Development of national suppliers
e National, Training and R&D institutions
The main objectives of ICV are building local human resources capabilities, job

creation, products and manufacturing. Under the ICV, firms bidding for energy contracts in



Oman are required to submit a plan where they detail the measures they intend to implement to
boost local content in their activities, from procurement of goods and materials through to
support services, construction and ancillary activities. The higher the local input level, the more
favourable a competitive tender bid will be viewed (Kalyuzhnova et al. 2016). The ICV
initiative aims to change mindsets in local businesses so that they look for goods and services
in the sultanate before importing from abroad (Oxford Business Group 2014).

The ICV initiative has been widely adopted by the Oil and Gas sector that has made it
a priority to look proactively for opportunities to secure goods and services from local small
and medium-sized enterprises (SMEs). In some cases, companies even provide SMEs with
additional training and support to ensure the quality of their products (Oxford Business Group,
2014). This initiative has also recently expanded into other segments of the economy, after
implementing it in the Oil and Gas sector (Kalyuzhnova et al. 2016). From the analysis on ICV
it is clear that the focus of this initiative is primarily on “external” social sustainability aspects,
having little consideration of the “internal” aspects, such as employee well-being and health &
safety considerations.

The Joint Supplier Registration System (JSRS) is a database for all suppliers that
provide services to Oman’s Oil and Gas companies, both national and international. It forms a
common pool of suppliers that operators can have access to in order to identify the appropriate
suppliers for their needs. The system is part of the ICV initiative, as it allows monitoring the

suppliers’ ICV performance.

3.2 Survey

A questionnaire was developed and sent to all 18 registered operators in the JSRS
system of Oman. These 18 registered operators are the main buyers of related equipment and
services in the country and are therefore the most relevant target population for this study. Out
of these operators 11 responded to the questionnaire, leading to a 61% response rate.

The questionnaire was forwarded to other relevant organisations by the initial recipients
and led to additional responses from 3 more organisations within the sector. These organisations
are also registered with JSRS and are major suppliers in the sector. This means that they have
a large supplier base and therefore their responses are relevant to the research, despite the fact
that they are not operators.

In total, 40 individual responses from people employed in the contracting, procurement,
or supply chain functions of the responding organisations were received. The 40 questionnaire

respondents representing 14 different O&G organisations in Oman included all three sectors of



the industry — upstream, midstream, and downstream. Of the 40 participants, 70% were working
for the upstream sector, 17.5% for the midstream, and the remaining 12.5% for the downstream.

Figure 1 shows the results for the different sectors.

Which part of the Oil & Gas sector is the company active in?

Response Response

Percent Total
1 Upstream ( Exploration, Drilling & Production) ] 70.00% 28
2 Midstream (Processing, Storage, Shipping) 17.50% 7
3 Downstream (Refining, Marketing, Distributions) [N 12.50% 5

Figure 1: Company classification in Oil and Gas supply chain segments

The size of the companies that the participants belonged to varied based on the number
of employees. The majority of respondents work for mid-sized and large organisations, leading
to the assumption that these companies would have solid procedures and policies in place
regarding the sustainability aspect. Figure 2 shows the company sizes based on employee

numbers.

What is the size of the company based on the number of employees?

Response Response

Percent Total
1 Below 100 employees || 5.00% 2
2 101-500 employees 32.50% 13
3 501-1000 employees e 15.00% 6
4 Above 1000 employees ] 47.50% 19

Figure 2: Company sizes

Lastly the questions of “What is your position in the company?” and “How many years
of experience do you have in this position?” were asked to ensure that all participants work
within the contracting, procurement or supply chain function and that the data provided is valid
for interpretation and analysis. The responses show that all participants are currently working
in supply chain-related functions. The years of experience vary among the participants, with
the majority having less than 10 years’ experience, which would categorise them as junior and
middle supply chain personnel. Figure 3 shows the result for the participants’ years of

experience.



It should be noted that most participants requested to rename anonymous, as well as not
to present information that could identify them. For this reason, the names of organisations and

the names of individual respondents are not presented in this work.

How many years of experience do you have in this position?

Response Response

Percent Total
1  Below5 years I 30.00% 12
2 | 5-10years 35.00% 14
3 10-15years I 22.50% 9
4 | Above 15 years e 12.50% 5

Figure 3: Participants experience level

3.3 Interviews
Following-up from the questionnaire, the researchers approached the most relevant and
experienced participants from the 11 JSRS registered operators that responded to the survey
with the aim to delve further into the issues of sustainable supplier selection identified by the
survey. Five of them agreed to be interviewed. In Table 2, the position, level of experience and
background of each interviewee is provided to justify their relevance for selection. Due to their
request to remain anonymous, their names and the respective company names are not presented

in this work.

<Insert Table 2>

4. Results
4.1 Results from the Survey
The first survey question (Fig. 4) was aimed at exploring the motivation for adopting
sustainability aspects in the organisation, in order to understand the role of governmental
coercive pressure in improving the organisational sustainability performance.
The majority of the respondents indicated that sustainability was part of their Corporate
Social Responsibility, followed closely by the aspiration to improve the company’s brand and
reputation. Considered together, it is evident that the way the public and other stakeholders
perceive the organisations’ attitude towards sustainability is a primary concern in the sector.
It is also interesting to note that cost savings was mentioned as a motivating factor by

almost a third of the respondents, indicating the recognition that adopting sustainability



practices can also lead to cost efficiencies in a win-win situation, and not only to trade-offs
between the economic and the social or environmental dimensions.

Regulations and subsequently the related governmental coercive pressure were
identified as the second to last motivating factor, still accounting for a significant percentage of
the respondents (almost 30%). This finding is quite interesting, considering the fact that
companies operating within this sector have to comply with the ICV guidelines, regarding the
social aspects of sustainability, and are also subject to stringent environmental regulations. Self-
initiatives driven from within the organisation were the least mentioned motivation factor,
leading to the conclusion that the sector is primarily driven by motivation factors stemming

from external stakeholders when adopting sustainability practices.

Why did your company adopt sustainability aspects?

Response Response

Percent Total
Part of Corporate Social Responsibility (CSR) 58.82% 20
Improve company brand & reputation ] 55.88% 19
Cost Saving 32.35% 11
Regulations governing I 29.41% 10
Self Initiatives I 26.47% 9
Other (please specify): 0.00% 0

Figure 4: Motivation for adopting sustainability aspects in business

The survey also explored in detail which aspects of sustainability are actually measured
within the organisations (Fig. 5). The rationale for this question was to identify the most critical
sustainability aspects in this sector and also to investigate the importance of social aspects
compared to environmental ones.

It is interesting to note that seven out of ten aspects concern the environmental
dimension of sustainability, which is expected, due to the polluting nature of the industry and
the significant environmental impact of both operations and potential accidents. Some of the
most frequently mentioned environmental aspects are actually industry-specific, such as the
waste management, oil spill reduction and gas flaring. However, all three social sustainability
aspects identified (community contribution; social investments; society training and skills
development) are among the top five in number of responses. This fact indicates the increasing
importance of social sustainability in this sector where traditionally the focus has been on
environmental sustainability and is a first indicator of the impact of the ICV initiative on the
Omani Oil and Gas approach towards the social aspects of sustainability. It is also interesting

to note that all social sustainability aspects reported by participants refer to the “external” social



sustainability, which appears to be in line with the ICV focus on “external” aspects of social
sustainability. This is an additional indicator that the companies in the Omani Oil and Gas sector

have adopted the ICV perspective on interpreting the social sustainability aspect.

Which sustainability aspects does your company measure?

Response Response

Percent Total
Waste management s 58.82% 20
Community Contribution 55.88% 19
Oil Spill reduction I 50.00% 17
Social Investment I 47.06% 16
Society training and skills development I 44.12% 15
Source of materials I 41.18% 14
Gas Flaring Reduction 38.24% 13
Reduction of air pollution 32.35% 11
Transportation 26.47% 9
Carbon foot print reduction I 14.71% 5
Other (please specify): 0.00% 0

Figure 5: Aspects of sustainability effectively considered

Moving from the organisational approach on sustainability to how this translates to the
upstream supply chain approach adopted and the supplier selection process, the survey
identified that 75% of the respondents acknowledged actually incorporating criteria relating to
the environmental, social or both sustainability aspects in the supplier selection process.

The survey went further in investigating the relative importance (weighting) of the
environmental and social aspects of sustainability in the supplier selection process, for the
respondents that acknowledged incorporating one or both these aspects in the process. It was
found that the social aspect of sustainability tends to be allocated a lower weighting than the
environmental in the supplier selection process, with the majority of respondents (60%)
acknowledging a weighting of less than 25%. As a measure for comparison, the environmental
aspect received a weighting of less than 25% from around 40% of the respondents. According
to Beske and Seuring (2014), Sustainable Supply Chain Management (SSCM) organisations
treat all three dimensions as equally important, whereas conventional Supply Chain
Management (SCM) organisations tend to focus strongly on the economic dimension. The
survey findings show that the majority of respondents allocate less than one third weighting on
the social sustainability, indicating that the majority of this sector does not comply yet with the
definition of SSCM, although some respondents did allocate a high weighting to the

environmental and social sustainability aspects.



Response Response

Environmental percent | Total

1 125% [ 40.7% 1
2 26-50% 29.6% 8
3 5175 [ 18.5% 5
4 76-00% M 11.1% 3
R R
1 1-25% I 60.0% 15
2 | 26-50% 12.0% 3
3 5175% [ 16.0% 4
4 76-100% [l 12.0% 3

Figure 6: Weighting of sustainability dimensions considered in the supplier selection process

4.2 Results from Interviews
<Insert Table 3>

Table 3 provides an in-depth view on the supplier selection process and how
sustainability is considered within this process. In terms of the criteria for supplier assessment,
it was identified that regulatory requirements should be met by all potential suppliers, both in
terms of environmental and Health & Safety, as well as registration to the JSRS.

When analysing the social sustainability aspects considered during the selection
process, three out of five respondents explicitly identified ICV as the means to evidence the
social sustainability aspects. In these cases, a maximum of 10% weighting at the supplier
evaluation process was allocated to the social sustainability aspects.

In this respect, several challenges were identified in the process of introducing
sustainability aspects in the supplier selection process from the responses of interviewees in
Table T1:

1. The limited availability of local suppliers and lack of skills and competency locally

2. The lack of competitive pricing from local suppliers

3. The additional cost of compliance to ICV by suppliers, which is not welcomed

4. The additional resources the company must allocate to develop local contractors to

international standards



For the organisations that already have an established method of considering
sustainability assessment during the supplier performance measurement process, a further

discussion on how this is performed was made. The findings are presented in Table 4:

<|Insert Table 4>

The interviews revealed that the social aspect of sustainability performance of suppliers
is measured via the ICV-related compliance and KPI’s. It can also be deduced that the
companies of the Omani Oil and Gas sector do not tend to go beyond the requirements of the
ICV in terms of social sustainability. It should be mentioned that the two organisations currently
not measuring the sustainability performance of their suppliers, revealed that they plan to

implement such measurements in the near future.

5. Discussion

Understanding the context in which organisations of the Oil and Gas sector operate in
Oman is fundamental for addressing socially responsible supplier selection in this sector. This
sector is of tremendous strategic importance to the Omani economy and it has specificities such
as volatility of the prices, high demand of highly skilled employees that are not usually found
locally, existence of an international supplier base and high pressure from society to improve
sustainability performance. In the light of this, the Omani government launched the ICV
programme in order to develop the local supply chain and skills and to direct part of the wealth
generated by this sector back to the Omani society.

The ICV programme is grounded on enhancing Omani national and local goods and
services, and in developing local assets, skills and suppliers associated with the Oil and Gas
sector in Oman. Organisations wanting to operate in the Oil and Gas sector in Oman have to
prove conformance to elements of ICV, including evaluation in detail of the percentage of local
spending in assets, training and good and services.

The survey highlighted three main results: a) the majority of respondents replied that
the reason for adopting sustainability aspects in their organisations is that they consider it as
part of their corporate social responsibility; b) around half of the respondents stated that they
measured sustainability based on community contribution, social investments, and society
training and skills development; and ¢) more than half of the respondents give social dimension

of the sustainability less than 25% weighting in the supplier selection process.



McKinsey (2014) identified that drivers for pursuing sustainability are aligned with
business goals, mission or values, organisational reputation, and cost cutting from the point of
view of top managers around the world. However, their findings on drivers are not aligned with
the sample of the research that replied that sustainability is addressed because it is part of their
corporate social responsibility. This can be a result of the adaptations that the organisations of
the sample have developed in order to conform to the ICV programme. It can be a consequence
of the coercive isomorphism (DiMaggio and Powell, 1983). The organisations of the sample
measure the social sustainability mainly by using social indicators that are related to ICV
elements. This result seems to be a consequence of the regulated environment in which the
sample operates due to the fact that the ICV elements have been used to ground how
organisations assess their performance.

Coercive isomorphism supports the understanding of the behaviour of these
organisations. Social aspects are found to be considered in the supplier selection process of the
organisations of the sample. However, the consideration of these aspects was not high in terms
of weighting, thus leading to the conclusion that social aspects are required by suppliers because
the organisations need to legitimatise themselves to the environment by complying with the
ICV requirements. This effect was discussed by Baden et al. (2009) as the ‘ceiling effect’, when
suppliers primarily consider basic social aspects to be eligible to supply. Under the ‘ceiling
effect’, either organisations or suppliers will tend to pursue achieving the minimal social
requirements to be able to operate in this sector.

In complement to the findings of the survey, the interviews pointed out that (a) the
requirements of ICV drive organisations to select suppliers based on sustainability-related
criteria. The terms underlined in Table 3 indicate that ICV and JSRS are the mechanisms to
direct the socially responsible supplier selection. Grob and Benn (2014) stated that the
isomorphism can explain how and why sustainable procurement initiatives can be spread across
supply chains and regulation is the prominent means of coercive isomorphism to boost
sustainable procurement adoption. Our research findings confirm the argument of these authors.
It is interesting to note that although the interview findings clearly point towards ICV
requirements, as a form of governmental pressure, as the main driver for socially responsible
supplier selection, in the survey results governmental regulations was the second from last
motivation factor for implementing sustainability factors. This leads to the conclusion that the
ICV requirements have been transfused in the Corporate Social Responsibility strategies of
organisations and many practitioners do not regard them as governmental pressure or

regulations any more.



An additional finding of the interviews is that (b) only few companies actually go
beyond the ICV requirements to assess suppliers. The terms underlined in Table 4 indicate that
organisations interviewed assess suppliers mainly based on ICV requirements. The findings
from the interviews confirm the view of Baden et al. (2009) on the ‘ceiling effect’, which can
explain the restricted use of social indicators to assess suppliers on those directly linked to the
ICV requirements.

The ICV programme is an attempt of the Omani government to maintain the vitality of
its Oil and Gas sector, which faces international challenges, and registration in the JSRS and
compliance with the ICV requirements are mandatory for the organisations which operate in
the Omani Oil and Gas sector. Following the requirements of the ICV has led to an adaptation
of the supplier selection process of the organisations in that sector. These organisations have
been considering social aspects when selecting suppliers and this has benefits and drawbacks:
(a) it is possible to prioritise social demands of the Omani society for instance to boost the local
economy and to enhance qualification and skills of local employees in the Oil and Gas sector;
whereas on the other hand (b) the ‘ceiling effect’ has occurred (Baden et al., 2009) due to the
fact that sustainability principles haven’t been well integrated to the business goals of the
organisations and to the suppliers of the sector. Additionally, it can be argued that organisational
culture of the studied companies hasn’t been driven by sustainability issues, because according
to Marshall et al. (2015) companies with a social sustainability culture are more likely to engage
in both compliance and advanced social sustainability practices. To support this argument
further, the survey highlighted that self-initiatives driven from within the organisation were the
least mentioned motivation factor for adopting sustainability aspects.

Furthermore, the fact that ICV primarily addresses external perspective criteria to assess
social performance of suppliers (related to society) impacts on how organisations and suppliers
understand social sustainability. According to the survey, organisations are primarily driven by
motivation factors stemming from external stakeholders when adopting sustainability practices,
so the internal perspective of social performance (human rights, labour practices and decent
work conditions) tends to be less emphasised upon. As a result, the level of progress on social
sustainability in this sector appears to be capped because both ICV and self-initiatives of the
organisations aren't focused on embedding social sustainability in the business goals and
organisational culture. As a result of this, the organisations and suppliers tend to adopt
compliance practices rather than innovative (Sancha et al. 2015). This finding is aligned with

the argument of Beske and Seuring (2014) that only companies with sustainability as a core



value appear to take the extra effort of transforming their SC, or at least parts of it, into a

sustainable supply chain.

6. Conclusions

This research aimed to bring evidence on how strategic plans of a government can drive
organisations to pursue social aspects in supply chains. A survey and interviews with
purchasing, procurement and supply chain managers of the main Oil and Gas companies
operating in Oman were conducted in order to gather primary data.

The Oil and Gas sector is of major strategic importance to the Omani economy.
Therefore, the government has attempted to regulate the sector in order to force organisations
operating in it to legitimise their actions by proving the level of social investments in their
supply chain, a fact that has consequences in the socially responsible supplier selection process.
The ICV requirements and the JSRS system are the mechanisms to realise this.

The strategic plans of the Omani government were found to be important to motivate
organisations of the Oil and Gas sector to consider social aspects of sustainability in their
operations, and in particular in the supplier selection process. However, it was verified that the
ICV elements act as ceiling criteria due to the fact that the self-initiative of the organisations of
the sector to adopt sustainability aspects is low. Consequently, it can be said that coercive
pressure isn’t enough to develop social sustainability in organisations beyond a minimum
requirement imposed if the self-initiative of organisations doesn’t exist too, and it can lead to
compliance practices rather than innovative ones. Therefore, the absence of embedded culture
towards sustainability can explain the compliance approach towards social sustainability
performance in the Oil and Gas supply chain in Oman, because embedded culture has influence

on the development trajectory of the supply networks (Wu and Pullman, 2015).

6.1 Academic Contributions

This article adds a different perspective to the relationship between governmental
regulations and socially responsible purchasing (Carter and Jennings 2004; Ehrgott et al. 2011).
Coercive isomorphism can promote social sustainability in an economic sector and government
regulations and programmes are important means for achieving this.

Therefore, this article contributes to academia by addressing the gaps highlighted by
Appolloni etal. (2014), Zorzini et al. (2015) and Wetzstein et al. (2016) which are to investigate
the theme of supplier selection through a theoretical lens, based on contextual factors,

institutional pressures, type of country, or industrial features. In this paper, the institutional



theory lens has been adopted for the first time for the supplier selection process in a developing
country, offering new academic insights. It also brings evidence on the effect of institutional
pressure on adopting social sustainability practices during the supplier selection process in a
particular sector, the Oil and Gas sector of Oman. This evidence directly supports the ‘ceiling
effect’” proposed by Baden et al. (2009) for the particular sector. The findings of this work can
also be used for benchmarking purposes with other sectors or other developing countries,
allowing researchers to perform cross-sectional studies and to be able to identify the impact of
contextual factors, such as the type of country or industry, on the social sustainability practices

during the supplier selection process, under coercive pressure.

6.2 Practical Contributions

The findings of this research are of value to practitioners too. It is found that it is
important that sustainability principles are well integrated to the business goals of the
organisations in order to achieve continuous improvement of the social sustainability in the
organisation even when they are under pressure from stakeholders, especially the government.
Organisations which have culture embedded towards sustainability will have a higher
propensity to adopt social sustainability. Therefore, organisations should first focus on creating
the appropriate organisational culture before embarking on a continuous sustainability
improvement journey, if they want to achieve enhanced social sustainability performance rather
than merely legitimising themselves for operation in the market. Continuously improving the
sustainability performance should be the ultimate aim of organisations, as the term
‘sustainability’ does not imply a cap or target level. Otherwise, organisations will tend to
experience the ‘ceiling effect’ that limits the sustainability performance to the minimum target
set through institutional pressure.

Policy makers can learn from the findings of this research that taking ‘coercive pressure’
measures can be an effective way to quickly enforce an industrial sector to adopt social
sustainability in their processes, but it will eventually lead to a cap, or ‘ceiling’, on the
sustainability performance of the organisations, that will coincide with the minimum
requirements set by the policymakers. As a consequence of that, policymakers in Oman and
elsewhere should be aware that the creation of an appropriate cultural context is also important
to promote sustainability practices beyond those requirements rather than focusing solely on
formalised commercial rules. This is aligned with the argument of Hoejmose and Adrien-Kirby
(2012), that external pressures are just initial drivers of socially and environmentally

responsible procurement, and a way to move forward is to develop internal resources, skills and



support. Policy makers should also be aware of the implications of externally imposing social
sustainability aspects, as this can have a temporary negative impact on the conditions and cost
of operation in the sector, as was highlighted in the case study in terms of difficulty to find
appropriately qualified and skilled suppliers locally, time required to train local staff, higher

prices, cost of compliance and resource requirements to support this process.

6.3 Future Research and Limitations

Based on the results of the article, it would be interesting to investigate whether the
combination of coercive pressure from government and self-initiative from organisations can
indeed guide them to continuously improved socially sustainable practices and to overcome the
ceiling effect, which was highlighted in this article. Quantitative research, for instance, should
test the moderation effect of national culture and organisational culture on the relationship
between coercive pressure from government and adoption of advanced socially sustainable
practices. Additionally, it would be worthy to identify and to analyse which organisational
capabilities will need to be developed to support the self-initiative of organisations to overcome
the ceiling effect. This research could be repeated three years ahead as a longitudinal study in
order to check and compare the progress that organisations of the sector have had in terms of
internal and external social performance and to analyse further the benefits of coercive
isomorphism in promoting social sustainability.

The research has limitations that are inherent in an exploratory research. For instance,
it isn’t possible to generalise the findings of the research to other sectors; the sample of
interviewees could have been larger; and the descriptive statistics analyses of the survey applied
aren't able to provide causal relationships of the responses of the research.
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