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ABSTRACT

Commerce among firms through the Internet, the so-called B2B commerce, constitutes a newly
developed area in which most theses are yet to be demonstrated. The value proposition for firmsin
B2B commerce suggests the creation of highly efficient markets, access to a larger number of
suppliers and/or customers, or even internal productivity increases. However, firms' perceptions of
such benefits have not been empirically researched yet. In this study, 152 large Spanish firms are
surveyed to gain some insights about their perceptions and developments regarding B2B. Results
show both positive and negative priorities depending on aspects such as firms' current state of B2B
development, perceived role in a B2B scenario, or characteristics of the industry. These results can
help to assess the future diffusion of B2B initiatives, and also to evaluate new functions and areas
for development in e-marketplaces.
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1. Introduction

The Internet offers severd didtinct characteridtics in relation to commerce, some of
which are deeply underpinned in what has been caled “the new economy”. Despite dl
the hype around this idea of the “new economy”, there is little or no disagreement in the
fact that the Internet conditutes a new environment, in which some of the previous
assumptions underlying the traditional economy can be relaxed and reinterpreted.

From an economic standpoint, the Internet represents a world in which economic
friction gets dradticdly reduced. As a man consequence, searching costs get aso
reduced, a fact that, as we will see later, can grestly affect the way economic transactions
are done. From this nai ve perspective, the Intenet gppears as a frictionless world, in
which anyone can offer products, these products can be found by al interested customers,
and these customers can aso compare them with every smilar product and stick with the



one tha fits their interests better. This vison portrays the Internet as a Bertrand-type
competition world, where dl sdlers get increesngly descending returns due to the
buyers ahility to seamlesdy compare dl offers. This dtuation has been depicted as an
extreme posshility by severd authors (McFarlan, 1984; Mdone et a., 1987; Bakos, 1991
and 1998), dthough authors dso redize that there are ill imperfections and anomdies
that can be turned into opportunities for competitive advantage.

From these initid, theoreticd works on dectronic makets, many of them
developed even before the skyrocketing growth of the Internet phenomenon, we have
seen authors getting progressvely interested not only in the change endbled by
technology, but dso in the different ways dectronic markets can be established and
organized. Different typologies have been enunciated;, competing views of the vaue
propostion for each of the players have been documented and even some of the il
uncertain empirical data have been collected. However, the view 5 not crystd clear: there
ae dill uncertanties regarding whether or not a firm should or should not join a
particular marketplace as ether a buyer or a sdler (or both), and whether such decison
has to be taken on the grounds of a better solution from an economic perspective, or from
a“theré snothing | can do” standpoint.

In the meantime, the e-marketplace phenomenon keeps growing steadily. In the last
aurvey peformed in Span (Dans, 2001), empiricd evidence demondrated that roughly
one third of the largest Spanish corporations were involved one way or another in
e-marketplaces. Furthermore, the evolution of these figures dlowed to forecast that about
one hdf of the top 500 Spanish firms would engage in transactions in e-marketplaces
during 2002. Congdering such figures, one could think the future for this type of B2B
initigtives looks grest. However, there are some downsides: while becoming increasingly
popular for large firms, e-makeplaces ae ill completdy unknown for smal and
medium enterprises (SMEs), which constitute the vast mgority of firms in Spain'. While
the e-marketplace option appears increasingly clear for big corporations, who can try to
leverage ther large purchasing power, it is not 0 cear for smdler firms, who can
visudize themselves in the Bertrand- type scenario described above.

1 SMEs add up to 99% of al businesses registered, generate 70% of the employment, and contribute to
65% of the GDP (Faces-Garcia, 2000)



At a higher levd, the evolution of B2B dectronic commerce can be crucid to any
country’s economy. While some indudtries are globd in naure, and will probably choose
to engage in transactions in international marketplaces, others are essentidly locd,
perhaps due to logistic costs or to regiond peculiarities. For firms in these indudries,
being able to reduce costs by engaging in e-marketplace transactions can end up being of
paramount importance. Choosing an gppropriate Srategy means deciding among different
options, some of them smilar (perhgps differentiated just by who is backing up each of
them), some of them widdy different. While some e-marketplaces will have an industry-
specific orientation, others will focus on generic, nondrategic goods or  services.
Through specidizaion, some e-marketplaces will achieve much better prices than others.
Being in the correct place for each type of product might involve huge competitive
advantages that firms could be able to leverage in the future. For what we know, the
purchasng function will gan a lot in tems of both complexity and drategic
congderation across dl indudtries.

The remaning of the paper is dructured as follows Section 2 briefly outlines the
methodology. Section 3 defines rdevant terms and dimensions of e-marketplaces. Section
4 identifies the man typologies, while Section 5 builds on busness models and vaue
propostions. Section 5 deds with issues such as privacy, security, power and trudt.
Findly, Section 6 suggests hypotheses and avenues for future research, and Section 7
concludesthe article.

2. Theory and hypotheses

Ealy research about the implications of the Information Systems and Technologies
into markets structure, dynamic and characteristics can be found much before the advent
and popularization of the Internet phenomenon. Referentid works by Mdone, Yates and
Benjamin (1987) or Gurbaxani and Whang (1991) use the agency or transaction costs
frameworks to daborate on the potentid effects a reduction in coordination costs could
have on the markets much before the term “e-marketplace’ was coined. This term is
rooted in the so-cdled “inter-organizational sysems’ (Barret and Konsynsky, 1982), and
thus can be defined as “an inter-organizationa sysem that dlows its participants to
exchange information about their offers, demands, products and prices’.



The inter-organizational systems concept is aso linked to the development of tools
to support eectronic commerce among firms, much before the inception of the early
e-marketplaces. The earliest of those tools is EDI (Electronic Data Interchange), a set of
protocols and infrastructures designed to dlow firms to engage in economic transactions
across proprietary networks. With the progressve development of the Internet, EDI
derived into open-platform, web-centric solutions. However, both EDI and its subsequent
evolution are inherently transactiond and designed only for the commercid exchange
between two firms, and thus lack the vast mgjority of the e-marketplaces implications?.
These implications go wdl beyond the boundaries of the firm and clearly point towards
the inter-organizationd context: shared vadue chains integrated by the firm, its suppliers
and its customers (Kumar y Chrigtiaanse, 1999), deeply rooted into the very foundations
of the e-business definition.

Severd  classfications can be edablished according to  e-marketplaces
characteristics, as described by Kaplan and Sawhney (2000b). For ingtance, criteria such
as horizontaity (activities developed across severd indudries) or verticdity (specific for
a given indudry), type of good or services being transacted (operating supplies versus
rav materids), man focus of the transactions being conducted (spot buying versus
gysematic purchasing), market mechanism being used (auctions versus cataogs) or
property structure (neutra versus biased, ether towards supply or towards demand). Each
of thee cdasdficaions determine different types of e-marketplaces, named differently
(MRO Hubs, Yidd Managers, Exchanges, €tc.)

From an economic viewpoint, e-marketplaces characteridics are essentidly five
(Bakos, 1991):

1- Reduction of both customers information gathering costs and suppliers
communicetion costs.
2- Network externdities (Katz and Shapiro): benefits increase as more

participants join the e-marketplace.

3- Sgnificant switching costs can be imposed, dnce firms ae usudly
required to invest heavily to integrate their sysems with the e-marketplace
Oones.

2 See Yau, 2001 for an extensive literature review.



4- Sgnificant capitd expenditures are required to join. In exchange, firms can
resp substantial scale and scope economies.

5- Potentid paticipants face huge uncertainties before joining the
e-marketplace. These uncertainties can persst even after the decison is
made.

These factors greetly determine e-marketplaces value propostion, both for buyers and
for sdlers. According to different authors (Kaplan and Sawhney, 2001a; Dans, 2001) the

elements of this value propogtion are;

1- Increase transparency

2- Reduce various searching costs (for supplier, product or customers)

3- Reduce adminidretive cycles, approvd time, internd buying or sdling
processes, etc. (internal transaction costs)

4- Secondary markets for overstocks, used goods, etc.

5- Favor price competition (Lee, 1998)

6- Aggregate purchase power in certain products

7- Dynamic prices (auctions)

8- Improved communication among firms

These dements are sudied in this pgper in rdation to different firm's attributes
firms predominant podtion (mainly acting as buyer or sdler), sze, awareness about the
e-marketplaces phenomenon, and current level of participation. Accordingly, we generate
a table of null hypotheses represented by the lack of sgnificant differences in the firm's
perception of each of the eght dements of the vaue propostion. Consequently,
dternative hypotheses would enunciate Sgnificant differences in the perception of such
elements of the value propostion. Given the exploratory nature of this sudy and the lack
of a proper body of literature to draw from, dternative hypotheses are posited as non-
directiond. Hypotheses are represented in Table 1.



3. Methodology

The vdidation of the hypotheses was framed into a research initiative, the
“Barometer of Investments and Trends in B2B Electronic Commerce in Spain: Future of
e-marketplaces’.

Table 1: Hypotheses development
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The st of hypotheses was vdidated in the context of the 500 largest Spanish firms
(according to revenues). A questionnaire was developed® and administered via telephone
interview between May 28 and July 9, 2001. A sample of 156 firms was randomly
determined, thus circumscribing the error to (+/-) 6.52%°, reasonable for an exploratory
andyss Thee 156 firms answered to some one hundred questions, in gpproximatey
twenty-five minute interviews. Questions included aspects such as ther knowledge,
awareness and implication into exising B2B platforms or projects, their attitudes towards
those platforms, the determinants for adoption and a number of industry and firm's
characteristics. Additiona data, such as SIC codes, revenues or number of employees
were drawn from publicly avalable databases. Respondents for the interviews were either
the executive in charge of the B2B initiatives, when such role was defined, or the highest-

% The aforementioned study was developed by the IT College at the Instituto de Empresa, and funded by Commerce
One and SAP. The authors and the Ingtituto de Empresa acknowledge the generous funding and the commitment to
rigorous and relevant research demonstrated by these two firms all along the project.

4 Available from the authors



level executive available.

In each case, executives perceptions about each of the dements of the
e-marketplaces vaue propostion and the degree of awareness about e-marketplaces
were coded into five point Likert-type scdes. Some of the firms attributes (buyer/sdller
role and participaion in e-marketplace initiatives) were binary varigbles, whilst size was
expressed in number of employees and revenues (in millions of Euros).

In order to vaidate the hypotheses generated by the binary attributes, buyer/sdler
role and paticipation in e-maketplace initiatives, the corresponding contragts for
equdity of means were used. For each of the remaning variables, a Generd Linear
Modd (GLM) with Bonferroni correction was established. The datidicd caculaions
were performed with SPSS for Windows, Verson 11.

4. Results

The results obtained for the datistical contrasts and andyses are shown in Table 2.
The shadowed cdls correspond to hypotheses in which the result of the test obtained
sgnificant results a the .1 leve.

Table 2: Results
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5 Calculation of the sample error for finite populations, p = g = 50%




Ten hypotheses from the initid pand of thirty-two can be consdered as
successfully vaidated, a far number conddering the exploratory nature of the sudy.
These reaults indicate sgnificant differences in the perception of certain dements of the
e-marketplaces vdue propogtion. These differences will be discussed in the next
section.

5. Discussion

The fird dgnificant hypothess is H;. This hypothess enunciates the existence of
ggnificant differences in the perception of the vaue propostion based on the increase of
transparence between firms that adopt ether a buyer or a sdle’s role in an
e-maketplace. It might indicate the perception of a threat to those firms who survive
usng more or less paent inefficiencies in the supply sde. When these niches occur, an
e-marketplace could mean trouble, since the trangparence brought might sign the end of
the imperfections that originated the niche. On the other hand, the change is perceived as
an advantage by the demand side.

It is interesting to note the existence of ggnificant differences in the perception of
this very same dement of the vaue propostion when firms are split according to their
degree of awareness (Hi7). The more knowledgesble firms appear, as expected, more
interested in redizing the promised efficiency gains, complementing the concdudons in
the previous paragraph.

The next sgnificant is Hs. This hypothesis indicates the existence of significant differences
between the demand and the supply side in the perception of e-marketplaces as drivers for the
improvement of internad administrative processes. In fact, it could be commonsense to
think that buying processes could experience more gains than the sdling ones, which are
usudly, by its own nature, more agile. Usudly, the number of departments and people
involved is adso higher in buying processes then in <Hling ones This hypothess is
reinforced by checking Hi;, the impact of size on this same perception: as expected, larger
firms appear more concerned about their interna bureaucracy, and therefore more interested in
the reduction they could get by using instruments such as e-marketplaces.



Two intimately related hypotheses are Hg y Hy7. The fird one indicates sgnificant
differences between supply and demand in the perception of e-marketplaces as drivers for
increased competition and price reduction, whereas the second one postulates the same
effects towards the appearance of dynamic pricing mechanisms (auctions), which
obvioudy cause higher compstition in prices. Both hypotheses gppear as sgnificant, thus
corroborating our initid perceptions while the demand dde feds a higher price
competition could benefit their interests, the supply sde witnesses how such a dynamic
might cause a growing ercson in ther margins and get them cdose to a Bertrand-type
scenaio. An  environment where firms offering gmilar products not only can be
immediatdy compared with ad hoc tools, but are dso given auction tools to dimulate
competition among them does not sound like the best scenario for those forced to
competeinit.

Hypothess Hiz predicts different perceptions about aggregation schemes (catalogs)
according to firm size. Larger firms appear to display better perceptions about this type of
mechanisms. In an emerging market such as Spain, catalogues appear to be perceived as a much
less aggressive aternative than auctions, and therefore could be better perceived by larger firms.
However, further research would be needed in order to offer a concluding answer.

A smilar behavior is exhibited by hypothess Hys. This hypothess posts sgnificant
differences in the perception of dynamic pricing mechanisms in firms according to ther
level of awareness. Our results show how better informed firms, who might be currently
participating in €ectronic auctions, display a better reaction than ther less informed
counterparts. This finding could be reinforced by checking Hsi, where we redize that
firms that are dready paticipaing in e-marketplacess and therefore one might expect
them to be better informed than those who are not yet participating — display, in fact, a
more podgtive reection to the aforementioned dynamic pricing schemes. Even though the
number of auctions ceebrated in Spanish e-marketplaces is ill amdl, it might be the
case that the thorough study required to make a decison about whether or not to enter the
e-marketplace could yield a more pogtive attitude.

Last, Hs» tries to measure perceptions about the impact of e-marketplaces in
communication among firms  Spedficdly, firms who ae dready paticipaing in
e-marketplaces gppear to redize that these gains in fluency are red, and thus vaue that
postive impact. This result is not surprising in an emerging market such as Spain, where



most of the actions underteken by e-maketplaces have an informationa (exchange of
information among participants) rather than atransactiond nature.

6. Conclusions

The inception of e-marketplaces as a trend is a rather new phenomenon in Spain. The
reults of recent diffuson sudies indicate that most of the firms are, in mid-2001, ill
sudying the decison of whether or not they should enter an e-marketplace, and, if doing
0, which characterisics of such e-marketplace appear to be interesting to them. The
conclusons of this dudy can be rdevant, firg of dl, for managers in charge of
e-marketplaces. knowing the ideas their customers have about their vaue propostion
could greatly enhance their pogdtioning, and might dlow them to meke themsdves
atractive to a higher number of firms. In a scenario where scde economies are crucid,
the way e-makeplaces atract new firms could bascdly determine who goes the
digance in thisindudtry.

The conclusons of the dudy indicate that different dements of the vaue propostion
are accepted and vaued in different ways among Spanish large firms. The differences in
perception of the smdler firms in the sample could be used to make the propostion more
dtractive to andl and medium enterprises (SMES). Attracting SMEs in a country like
Spain condtitutes, probably, arequirement for surviva in the case of e-marketplaces.

Dynamic pricing sysdems are among the things that clearly generate more reactions.
Congdering this, it could be postive for e-marketplaces to modify their messages and try
to “cam down” those firms who could have negative attitudes about them. Auctions are
incredibly flexible mechaniams, and they offer posshilities such as negotiting not only
on price, modifying auction rules, etc. ® A careful andyss of these possibilities could
offer firms a wide array of possbilities other than just trying to squeeze lower prices by
dlowing suppliers to compete frontdly among them. Overcoming the perception of the
e-marketplaces as enablers of commoditized markets could be crucia to enhance their

image among suppliers.

® For more information see Dans (2000), an study funded by Program 1ST of the European Union,
(eBroker), where these Internet auction formats are described departing from the classic ones.



These problems become clear when we see the asymmetry of the vaue propostion
between supply and demand. There is a clear need for e-marketplaces to attract rot only
customers, but aso suppliers. Attracting suppliers can be done basicdly in two ways. the
first one is by pure demand pressure, the second one would be actively convincing them.
In the fird case we would be dedling with a number of threatened firms who, witnessing
how ther largest cusomers go away and dat buying through different channels, are
“forced” to enter the system. In the second case we will see how certain firms are able to
overcome their fears and become adepted to these new channes. Thee firms will
probably be able to extract some pioneering advantage from such a postion. In both
cases, everything points to a future where, after a large number of press releases about the
cregtion of e-maketplaces across dl indudries, we will witness a period of “natura
section” in which many e-marketplaces will not be able to reach the sze and scde
required to survive This period will dso display a srong emphass in customer
acquistion, both in the demand and in the supply dde. In some cases we will see
interesting actors, such as locd governments, industry associations or banks facilitating
the incorporation of firms to e-marketplaces, in order to foster loca trade, favor the
interests of the industry as awhole or provide financid services, respectively.

The present sudy has some obvious limitations fird, it is important to note its
exploratory nature. It would have been interesting, for insance, to build a st of dratified
samples covering different territories or indudries, dthough this would have required a
much higher sample size. It could have been dso extremdy recommendable to survey not
only a sample of large companies, but SMEs too, especidly considering they represent a
huge percentage of the economy. Some of the reaionships could be for sure much more
patent if we had introduced a wider aray of companies in the sample, including less
homogeneous segments. The importance of this limitation becomes crydd-clear when
we take into account the relevant role of SMEs in the future of e-marketplaces (Sawhney,
2000).

Another interesting factor emerges from the idea of an “e-maketplaces life cycle’:
e-marketplaces get first announced in press relesses, then grow, some of them fail, and,
findly, some of them survive while others merge or consolidate into larger initiatives. In

the short history of e-maketplaces worldwide we have witnessed very interesting



evolutions that might deserve a survivd andysis. In Spain, for instance, we had some 80
press releases, but only some thirty e-marketplaces lived beyond the announcement. To
go even further, out of those thirty that can be found on the Net, very few conduct actua
transactions, while most of them have a pure informational nature. Further research on
this “cycle’ could dlow for an understanding of the factors that lie behind survivd and/or
success of certan e-maketplaces, could help firms optimize the economic returns
(Subramani and Waden, 2000) and clarify their perceptions about joining a given

e-marketplace.
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