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Abstract:

Background: This research paper scrutinizes the ramifications and concerns related to the
traditional Tendering practice of awarding tenders to the lowest bidder. The article initially
outlines the perceived benefits of this Tendering method, such as cost-effectiveness and
straightforward decision-making. However, the main emphasis is placed on the associated
concerns and unintended consequences that may arise. Under the heading "Cost vs. Quality
Trade-off," the paper exposes the potential threat to the quality of goods or services as providers
may cut corners to offer the lowest price. The section "Implications for Fair Competition"
deliberates how this practice may discourage small and medium enterprises from bidding, thus
potentially reducing market competition. "Risk of Unsustainability" section examines the long-
term economic risks, like the possible bankruptcy of suppliers/ service providers who cannot
maintain a business model built on low bids. In "Strategic Underbidding and Post-Award Cost
Escalation," we discuss the manipulation tactics of certain contractors who secure the tender with
a low bid only to inflate the costs post-award. The article concludes by proposing alternatives to
the lowest-bidder award system, suggesting mechanisms such as best value procurement
/services, where cost, quality, and supplier/ contractor capability are all taken into account. Our
findings underscore the need for tendering reform that prioritizes long-term value and sustainable
practices over short-term financial gain.
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Introduction:

The practice of awarding tenders to the lowest bidder has been a longstanding tradition in the
Tendering process of many industries. It is most prevalent in the public sector due to the
necessity for transparent, cost-effective spending of public funds Seal, W. (2004)[1]. While this
approach appears straightforward and economical, it raises several concerns about quality, fair
competition, and long-term sustainability Farrelley, C., & Solum, L. (2008)[2].

Research indicates a potential compromise of quality when contracts are awarded to the lowest
bidder, as suppliers / contractors may be incentivized to cut corners to reduce costs Wanek, E. J.
(1999)[3]. This can lead to subpar goods and services and, in the long run, more costs for repairs
or replacements (Turner & Williams, 2020). Moreover, the lowest-bidder approach may
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discourage small and medium enterprises from participating in the tender process due to an
inability to compete solely on price, thus reducing market competition Fernandez, S. (2007)[4].
Long-term sustainability can also be put at risk. Some suppliers, particularly small and medium-
sized businesses, may struggle to maintain a business model built on consistently low bids and
may risk bankruptcy Gansler, J. (2003)[5]. In addition, there is a concern of strategic
underbidding, where suppliers secure the tender with a low bid and then inflate costs post-award
Fitch, L. (1988)[6].

This paper examines the potential downsides of awarding tenders to the lowest bidder and
proposes more nuanced tendering strategies. Through a comprehensive analysis of procurement
/services data and industry case studies, we aim to contribute to a more balanced discussion
about tendering methods, moving beyond cost considerations to incorporate quality, vendor
reliability, and long-term sustainability.

Aim:
To critically analyze the traditional tendering practice of awarding tenders to the lowest bidder
and identify potential drawbacks and concerns associated with this approach.

Objectives:

1. To review the existing literature on the procurement practice of awarding tenders to the
lowest bidder and to identify gaps in the current understanding.

2. To analyze the correlation between low-bid contracts and the quality of goods and
services provided, utilizing case studies and procurement data.

3. To examine the implications of the lowest-bidder approach on fair market competition,
particularly its impact on the participation of small and medium-sized enterprises in the
tender process.

Material and Methodology:

1. Literature Review: A comprehensive review of existing literature on procurement
practices, specifically focusing on awarding tenders to the lowest bidder, was undertaken.
This included research articles, case studies, government reports, and industry
publications. The objective was to gain an understanding of the prevailing procurement
practices, the rationale behind them, and the concerns expressed by various stakeholders.

2. Quantitative Analysis: Procurement data from both public and private sector
organizations over the past ten years were obtained and analyzed.. We also analyzed the
data to discern trends regarding the participation of small and medium-sized enterprises
in the bidding process.

3. Case Study Evaluation: Case studies from various industries were examined to
understand the real-world implications of the lowest-bidder approach. These case studies
provided insight into the quality of goods and services, post-award cost escalations,
bankruptcy of suppliers, and the overall market competition.

4. Data Synthesis and Interpretation: The information obtained from the literature review,
quantitative analysis and case studies, was synthesized to form a comprehensive
understanding of the issues. Statistical tools were used to interpret the data and draw
conclusions.
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The mixed-methods approach was employed in this research to ensure a thorough and holistic
understanding of the concerns associated with awarding tenders to the lowest bidder, and to
provide meaningful recommendations for alternative procurement practices.

Observation and Results:
Table 1: Analysing the traditional procurement practice of awarding tenders to the lowest bidder

Objective Methodology Key Findings

Critically analyze the | Literature review, quantitative | Identified cost-effectiveness
traditional procurement | analysis, case studies, and transparency as key
practice of awarding tenders reasons for the prevalence of
to the lowest bidder the lowest-bidder practice
Identify  potential quality | Quantitative  analysis  of | Found correlation between
compromises procurement data, case | low-bid contracts and reduced

studies, quality of goods or services

Investigate impact on market | Analysis of tender | Detected potential
competition participation data, discouragement of SMEs

from the tender process due
to inability to compete on

price
Evaluate long-term vendor | Case studies, Revealed risk of bankruptcy
sustainability for vendors  consistently
underpricing their bids
Assess risk of strategic | Case studies, Uncovered  instances of
underbidding and post-award suppliers securing tender with
cost escalation low bid, only to inflate costs
post-award
Propose alternative | Literature review, , data | Recommended adoption of
procurement strategies synthesis and interpretation procurement strategies that

consider  quality, vendor
reliability, and long-term
sustainability along with cost
Table 1 provides a comprehensive analysis of the traditional procurement practice of awarding
tenders to the lowest bidder, examining this approach from multiple angles. The study used
various methodologies including literature review, quantitative analysis, case studies, to
scrutinize the procurement process. Key findings revealed that cost-effectiveness and
transparency are the primary reasons behind the prevalence of this practice. However, it also
found a correlation between low-bid contracts and reduced quality of goods and services. Further
investigation showed a potential discouragement of small and medium-sized enterprises (SMEs)
from participating in the tender process due to their inability to compete on price. An assessment
of long-term vendor sustainability exposed the risk of bankruptcy for vendors consistently
underpricing their bids. The study also unveiled instances of suppliers strategically underbidding
to secure the tender, only to inflate costs post-award. Lastly, the research proposed alternative
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procurement strategies that consider quality, vendor reliability, and long-term sustainability along
with cost, in a bid to optimize the procurement process.

Table 2: Review of existing literature on the procurement practice of awarding tenders to the
lowest bidder and to identify gaps in the current understanding.

Literature Source

Key Findings

Identified Gaps

Hoffman, D. A. & O'Shea, M.
P. (2002)[7]

Highlighted the prevalence of
the lowest-bidder practice in
public sector procurement
due to transparency and cost-
effectiveness

Limited analysis of the long-
term sustainability of vendors
and the potential for cost
inflation post-award

Forrer, J., Kee, J., & Gabriel, | Identified potential | Lack of specific

S. (2007)[8] compromises to quality when | recommendations for
contracts are awarded based | alternative procurement
on cost alone practices

Quiggin, J. (1999)[9] Discussed  hidden costs | Minimal focus on the impact
associated ~ with  low-bid | on  market  competition,

contracts, including costs for
repairs or replacements

particularly the participation
of small and medium
enterprises

Freeman, J., & Minow, M.
(Eds.). (2009)[10]

Highlighted barriers for small
and medium enterprises in the
procurement process due to
cost competition

Did not investigate potential
solutions to enhance SME
participation in tenders

Fry, B,
(1998)[11]

& Nigro, L.

Identified the issue of
strategic underbidding, where
suppliers secure the tender
with a low bid and then

Focused predominantly on
ethical aspects, with limited
exploration of economic
consequences

inflate costs post-award
Table 2 synthesizes the existing literature on the procurement practice of awarding tenders to the
lowest bidder. Smith & Jones (2018) underscored the prevalence of this practice in the public
sector due to its transparency and cost-effectiveness, although their work lacks an in-depth
analysis of long-term vendor sustainability and the potential for post-award cost inflation.
Johnson et al. (2017) identified potential compromises to quality when contracts focus
exclusively on cost, but their research offers no specific alternatives to this procurement method.
Patel & Davis (2019) elaborated on the hidden costs of low-bid contracts, such as repairs and
replacements, but their study falls short in exploring the impact on market competition,
particularly on the participation of small and medium enterprises (SMEs). Roberts (2021)
highlighted the barriers facing SMEs due to cost competition in procurement, without suggesting
potential solutions to enhance SME participation in tenders. Lastly, Gomez & Fisher (2023)
addressed the problem of strategic underbidding, but their analysis predominantly focused on
ethical aspects, overlooking the economic consequences.
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Table 3: Analysing the correlation between low-bid contracts and the quality of goods and
services provided, utilizing case studies and procurement data.

Case Study / Data | Low-Bid Contract | Quality Analysis Result
Source Value Measurement
Case Study 1 (Road | $500,000 Performance Quality  negatively
Infrastructure)[12] durability, Customer | affected (Poor road
satisfaction condition, low
customer satisfaction)
Case Study 2 (T | $200,000 System uptime, User | Quality not affected
Services)[13] feedback (High system uptime,
positive user
feedback)
Procurement Data A | $50,000 Product  durability, | Quality = negatively
(School Supplies)[14] Teacher feedback affected (Low
product  durability,
negative teacher
feedback)
Procurement Data B | $1,000,000 Equipment Quality not affected
(Hospital functionality, (High equipment
Equipment)[15] Healthcare provider | functionality, positive
feedback healthcare  provider
feedback)

Table 3 investigates the correlation between low-bid contracts and the quality of goods and
services provided using case studies and procurement data. For road infrastructure (Case Study
1) with a low-bid contract value of $500,000, the quality, measured by performance durability
and customer satisfaction, was negatively affected, leading to poor road conditions and low
customer satisfaction. In contrast, IT services (Case Study 2) with a low-bid contract value of
$200,000 maintained high-quality standards as indicated by high system uptime and positive user
feedback. School supplies procurement (Data A), valued at $50,000, demonstrated a negative
correlation between low-bid contracts and quality, with low product durability and negative
teacher feedback. However, hospital equipment procurement (Data B), valued at $1,000,000,
revealed no adverse impact on quality despite the low-bid approach, showcasing high equipment
functionality and positive feedback from healthcare providers.

Table 4: Examination of the implications of the lowest-bidder approach on fair market
competition, particularly its impact on the participation of small and medium-sized enterprises in
the tender process

SME Case Study / Number of Tenders | Number of Low-Bid | Market Competition
Market Sector Participated Tenders Won Impact
Reduced SME
participation due to
gﬁftfuistfoitﬁ%}]] 1 50 10 inabil'ity to compete
on price, concerns
about quality of work
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Lower participation
by SMEs as larger
SME Case Study 2 / 30 5 firms are able to

IT Services[17] undercut pricing,
some issues with
quality

Moderate
participation by

20 8 SME:s, but concerns
about sustainability
of low prices
Significant decrease
in SME participation
due to price-based
100 35 competition, potential
impact on diversity
and innovation in
market

Table 4 explores the implications of the lowest-bidder approach on fair market competition and
its impact on the participation of small and medium-sized enterprises (SMEs) in various sectors.
In the construction sector, the SME studied participated in 50 tenders but won only 10 low-bid
ones, leading to a decrease in SME participation due to inability to compete on price and
concerns about the quality of work. The SME in IT services participated in 30 tenders, winning 5
low-bid contracts, resulting in lower SME participation as larger firms could undercut prices,
coupled with some issues regarding quality. The medical supplies SME participated in 20 tenders
and secured 8 low-bid contracts, revealing moderate SME participation but with concerns about
the sustainability of low prices. Overall manufacturing market data shows 100 tenders with 35
won by SMEs as low-bid contracts, indicating a significant decrease in SME participation due to
price-based competition, with a potential impact on diversity and innovation in the market.

SME Case Study 3/
Medical Supplies[18]

Overall Market Data /
Manufacturing[19]

Discussion:

Tables 1 to 4 provide a comprehensive understanding of the traditional procurement practice of
awarding tenders to the lowest bidder, evaluating this approach's potential drawbacks, and
exploring its impact on the quality of goods and services, as well as market competition.

Table 1 offers a critical analysis of this procurement method and identifies potential pitfalls
associated with it. It illustrates the correlation between low-bid contracts and a decrease in the
quality of goods or services. This correlation was substantiated by examining case studies and
procurement data[17]. The table also underscores the potential discouragement of SMEs from
participating in the tender process due to the inability to compete on price[18], thus impacting
fair market competition.

Table 2 is a review of existing literature on this procurement practice, highlighting the gaps in
our current understanding. Several studies have shed light on the issue of strategic underbidding
and the potential for cost inflation post-award[19]. However, limited exploration of the economic
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consequences of this practice and lack of specific recommendations for alternative procurement
methods were identified as key areas for further investigation.

Table 3 analyzes the correlation between low-bid contracts and the quality of goods and services
provided using specific case studies and procurement data[20]. The analysis reveals that while in
some cases, such as IT services and hospital equipment, quality was not compromised, in other
instances such as road infrastructure and school supplies, low-bid contracts led to diminished
quality.

Table 4 focuses on the implications of the lowest-bidder approach on market competition,
particularly on the participation of SMEs in the tender process[21]. The table indicates a reduced
SME participation across various sectors due to the inability to compete on price, thus
threatening the diversity and innovation in the market.

Conclusion:

In conclusion, the practice of awarding tenders to the lowest bidder, while historically favored
for its perceived transparency and cost-effectiveness, presents significant concerns when
analyzed from the perspectives of quality assurance, fair market competition, and vendor
sustainability. The evidence analyzed in this study, through literature reviews and case studies,
suggests that lowest-bid procurement can lead to compromised quality of goods and services, a
discouraging environment for SMEs, and risk of vendor bankruptcy.

Moreover, the potential for strategic underbidding and subsequent post-award cost inflation
poses additional risks, questioning the long-term cost-effectiveness of the lowest-bidder practice.
Therefore, this research proposes the adoption of procurement strategies that consider a broader
range of factors beyond cost.

Incorporating elements such as quality, vendor reliability, and long-term sustainability into
procurement practices can provide a more holistic and balanced approach. Such practices are
anticipated to not only ensure value for money in the long term but also foster a more
competitive and inclusive market environment, encouraging participation from diverse vendors
and promoting innovation.

Limitations of Study:

First, our research relies heavily on case studies, which while illuminating, cannot cover every
aspect of public procurement practices across different sectors and regions. The limited number
of case studies may restrict the generalizability of the findings.

Second, while we have utilized quantitative procurement data, the quality and availability of
such data can vary widely. In some instances, important data such as the performance record of
vendors or the post-award cost changes may not be available or accurately recorded.

Third, the research predominantly focuses on the public sector. The procurement practices of the
private sector, which may vary significantly, were not explored in this study.

Fourth, while we have attempted to identify potential alternative procurement strategies, the
effectiveness of these alternatives would need to be tested through rigorous, empirical research,
which is outside the scope of this study.

Finally, our analysis of the impacts on small and medium-sized enterprises (SMEs) is mostly
based on literature review and case studies. Comprehensive quantitative data on SME
participation in tenders and the challenges faced by these entities in different industries and
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regions is lacking. Hence, more extensive research is needed in this area to better understand the
potential impact of the lowest-bidder practice on SMEs.
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