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You don't have to wait for the next chapter in the Star Wars saga to 

find out about the Clone Wars. They're going on right now in the galaxy 

known as B2B.And chances are they're going to be as exciting-and 

explosive-as anything George Lucas could dream up. The e-Wars 

between competing B2B e-Marketplaces will reach epic proportions 

over the next 18 to 24 months. And while this Darwinian struggle will 

leave some e-Marketplaces and their member companies with a 

powerful competitive edge, it will leave others scratching their heads 

and wondering how they managed to miss the boat. 

The emergence of B2B e-Marketplaces marks a radical change in 

the evolution of buyer-supplier relationships. In just a few short years, 

industry structures that had stood the test of decades of 

competition-and untold waves of innovation-are being completely 

redefined. Second-tier players (and even once-fearless market leaders) 

have teamed up with former rivals, while eager third parties have 

announced bold plans to mediate between buyers and suppliers-In 

many cases, these crucial decisions were made and announced in little 

more than a week-driven largely by a vision of what could be and a 

fear of being late to the party. 

By our count, some 1,400 such e-Marketplaces have thus far been 

launched or announced (see Figure 1). While some analysts predict 

that this number will climb to as high as 10,000, others lament that 

1,400 is already 1,000+ too many. Whatever the final number, it's clear 

that the e-Wars have begun, as attrition and consolidation is already 

starting to occur in the B2B space. 
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While the full scale e-Wars have not yet begun, the opening salvos 

are evident with the decline in e-market growth in some industries, 

and significant consolidation isjust around the corner. In the end, we 

believe that accurate "body count" predictions matter less than does 

a firm grasp of the key factors that drive the success and failure of e

Marketplaces (success being defined as creating value for e

Marketplace members). 

Based on our extensive B2B client experience as well as our 

research into the prevailing business models, ownership structures, 

marketing tactics, service offerings, and strategic positions in the 

e-Marketplace arena, we have defined a set of guiding principles to 

help e-Marketplaces and their participants develop successful B2B 

strategies. 

III e·Marketplaces are all abo.ut industry transformation and 

collaboration across the value chain and extended services. 

Lower product prices get attention but aren't where the real value 

lies. 

III e·Marketplaces must deliver value to the core businesses of 

member organizations. Without delivering core value to all 

participants (with a win-win for all), the e·Marketplace will 

ultimately lose. 

III Integration and plumbing will help to deliver the value 

promised by e·Marketplaces. Without it you'll never be able to 

replace inventory with information. 

III The capabilities required to operate and use e·Marketplaces 

require implementation and integration of many technology 

components across a variety of business processes and 

functions. This mea~s multiple technology vendors integrated 

with people and processes. 

III Each company will need to leverage multiple e·Marketplaces 

of different types, and will need to participate in other forms 

of828. This will allow companies to maximize benefits across the 

goods they purchase, processes, and geographies. 



Based on the above principles, we've identified five critical success factors that e-Marketplaces and participant 
companies can use to help guide their strategies and tactics: 

These five success factors can help companies looking for 

gUidance in e-Marketplace selection separate the eventual winners 

from the inevitable losers. It's important to note, however, that each 

e-Marketplace is a fragile ecosystem-made up of buyers, sellers, and 

various intermediaries, As such, the success of each e-Marketplace is 

dependent on the success of each of its participants, In the pages 

that follow, we explore the key issues critical for survival-and success, 
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launching e-Marketplaces with surprising speed. While lacking the 

natural neutrality of third-party e-Marketplaces, these industry-backed 

consortia brought clout and capital. They can control a significant 

portion of an industry's transactions and channel them through their 

own e-Marketplaces and persuade other players in the value chain to 

join. They also have access to ready capital, while third parties now 

find themselves facing a more illiquid and cautious capital market. 

However, in order to capitalize on their market-making power, industry 

consortia e-Marketplaces must find ways to structure and operate their 

e-Marketplaces so as to guarantee a level playing field to woo 

transactions. 

& DHENSE e-MARKETPLACE GROWTH 

y 
, f' I i 

1998 1999 JAN 00 MAROO MAY 00 JUlOO 

The evolution of B2B e-Marketplaces in the A&D industry depicts the shift in power from third-part ye-Marketplaces 
to brick-and-mortar led consortia. A large portion of the industry's transactions have been committed to the brick
and-mortar e-Marketplaces and independent third parties are beginning to have difficulty attracting business. 



E-Marketplaces, whether third-party or industry consortia backed, 

must start by choosing a model that fits the industry and the 

opportunity. Consider the following models: 

11 Disintermediary - An e-Marketplace may take the strategy of 

eliminating the role of one or more traditional value-chain 

participants. This model has been adopted by many third-party e

Marketplaces, partly as a value proposition and partly due to the 

fact that third parties often cannot match the value chain 

relationships of entrenched players. While this model can bring a 

real opportunity for savings, it is also risky. It faces a natural 

resistance since it does not provide a win-win to all participants. 

11 Reintermediary - This model, adopted by some third parties and 

bricl<-and-mortar e-Marketplaces, seeks to enhance the value and 

role of all existing value chain participants in an industry. It often 

transfers greater responsibility to the very same value chain players 

(distributors) that disintermediaries seek to cut out. In industries 

such as Agriculture, this model has an inherent advantage over 

disintermediation due to its ability to line up greater backing from 

value chain participants. 

11 Utility Provider - Some third-party e-Marketplaces have chosen 

a Utility model that does not seek to alter the balance of power or 

roles in the value chain. Adopting this approach can create value 

for each player by enhancing information-based processes. 

Construction industry e-Marketplaces, for example, often employ 

this model to dramatically improve project efficiencies and 

timelines by helping value chain participants share and exchange 

information. 

11 Market-maker - This model is appropriate for industry consortia 

e-Marketplaces in industries where power is concentrated in a small 

group of buyers or suppliers. To retain the value of their 

transactions, powerful buyers will focus their spending through e

Marketplaces where they hold equity. Powerful sellers will focus 

sales through supplier-led e-Marketplaces to reclaim customer 

relationships and control of products. These consortia can turn the 

e-Marketplace into an immediate success by focusing their own 

trade through it. We expect that the market-making power of large 

industry consortia will allow them to overtake many of the third 

parties, and slow overall e-Marketplace growth significantly. 

Once a large percentage of an industry's trade is committed to 

a market-maker, third parties and other smaller consortia 

e-Marketplaces will have little opportunity to grow revenues. 

However, as brick-and-mortar industry consortia expand their 

participation beyond equity holders and begin to build transaction 

volume, they will have to become independent from the founding 

members. This will likely require new operating structures with 

independent management, an independent board, and decision

making processes that are entirely separate from the founding 

companies. Success will come from making decisions that are 

based on the e-Marketplaces own requirements rather than on 

those of its founding members. 
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···QJrre(ourbringt()thisarrailgerrierit? Answer: An approximate $80 

bHliohin aiinual purchases from roughly 50,000 suppliers. But in their 

search for the largest retailers, Sears and Carrefour met stiff resistance 

from midwestern giant Target, which saw GlobalNetXchange as little 

more than a competitive advantage play. Jerry Storch, a senior 

executive at Target, criticized Sears and Carrefour, saying that their 

announcement "did not suggest they were sincere about trying to 

build equal partnerships with other retailers." Subsequently, Target 

joined WorldWideRetailExchange. 

Solid, un-biased governance is required to bring and keep 

competitors together. On the other hand, Chevron, wary of 

appearances, was careful to invest only a marginal bit of the e

Marketplace equity when the company made its first steps toward 

inaugurating its own online marketplace in Petrocosm. Clearly, the 

line separating solid governance from bad is a fine one, and open to 

interpretation. 

III An e-Marketplace rnust maintain independence from any single 

player or group of players. Aligning the e-Marketplace too closely 

with particular groups of buyers, sellers, or other stakeholders will 

stunt the cooperative effort required for growth and success. How 

does an e-Marketplace present seller information on the goods and 

services to buyers? How does it set fees? How such questions are 

answered can often determine whether buyers or suppliers benefit. 

III Since the only certainty is change, an e-Marketplace must be flexible 

enough to respond to intemal and external changes. E-Marketplace 

success will be characterized by the ability to quickly shift direction 

and to capitalize on innovation. Governance structures must 

support agility and lightning-quick decision-making (amid what 

may turn out to be hard-fought boardroom debates). 

II!l An e-Marketplace must effectively resolve disputes among its 

members, many of whom may be long-standing rivals and not likely 

to agree on everything. Governance must provide venues for 

effective mediation and resolution of disputes as well as provide 

mechanisms and gUidelines for addressing competition between 

the e-Marketplace and its owners. Under what circumstances, for 

example, should a seller company share its sales leads or customer 

relationships with the e-Marketplace? (Understandably, the seller 

will want to shelter its customer relationships to protect exclusivity.) 

III Effective management oversight must be in place to ensure that 

the interests and goals of the members are being met. Governance 

processes must also set performance criteria to measure 

management effectiveness and define approaches for improving 

management performance. 

I Governance must be active. Issues can arise suddenly and must be 

dealt with before they cause irreparable harm. Failure to act 

decisively can cause stakeholders to get ''cold feet" and throw the 

e-market into the consolidation pool. 
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Scale-wise,other industries have tried to follow Covisint's example. 

But, few of these brick-and-mortar players will be able to integrate 

that much of their industry with one stroke. One, Transora.com, in the 

consumer products industry, is made up of 49 industry players, 

including Coca-COla, General Mills, Kraft Foods, Procter & Gamble, 

PepsiCo,and Unilever.Another,owned by IBp,Cargill,Smithfield Foods, 

Tyson Foods, Gold Kist, and Farmland Industries, is a yet to be named 

e-market within the meat and poultry industry. One thing these 

e·markets can boast is instant liqUidity and scale. 

has yet to be demonstrated. In fact, the winner may simply wind up 

subject to withering HC scrutiny. Even so, there are compelling reasons 

why e-Marketplace scale will provide competitive advantages to those 

who have it-and threaten those who don't. Our research identified 

the following key tenets: 

III Scale of transactions will be required to remain profitable and 

survive, as transaction and subscription fees face continual 

downward pressure. 

III Scale facilitates liquidity, which encourages participation and in turn 

marketplace "stickiness." 

III Scale will drive substantial transaction volume asthe network effect 

draws transactions to the leader. 

III Scale will allow the e-Marketplace to create value for all participants, 

not just the owner/members. 

III Scale of e-Marketplace product and geographic coverage will be 

important since many companies will have to join multiple 

e-Marketplaces to achieve total value chain transformation (since 

fewer will be the rule, the greater the scale of an e-Marketplace, 

the better). 

11 In the quest for scale, look for significant merger and acquisition 

activity in the future. Within the food/hospitality area, for example, 

Transora.com is currently competing against approximately 70 

other e-markets. Many will inevitably fall by the waYSide, at which 

point Transora.com-or someone else-will no doubt acquire 

many of those still in the game. 



to dissipate, Some 

In fact if an 

e-Marketplate becomes the de facto"industry operating system," 

it must invite all tojoin, 

l1li Visibility of information should not be used for anticompetitive 

purposes, 

l1li Rules must apply equally to all members, 
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I While each member company is likely to have its own unique 

portfolio of systems, the e-Marketplace must define integration 

requirements and standards that each member company can move 

toward. Standards that revolve around specific packages may limit 

the ability of member companies to integrate (or, at least limit the 

speed with which they can do 50). 

members over the long term (see discussion of scale above). 

11 An e-Marketplace with greater depth and uniqueness of 

connectivity will generate long-term "stickiness': With deeper 

connectivity, an e-Marketplace can provide more value-added 

services and allow participants to build and maintain relationships 

that go beyond commodity transactions. This kind of value-add 

creates an immediate competitive advantage and will req uire 

significant effort and time for a competing e-Marketplace to 

reproduce. 
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The Two Year Sprint 

So how will the e-Wars saga end?The first casualties are already being 

sent back from the front. Take B2BeVentures.com, a Palo Alto-based 

organization that announced a plan to develop and implement more 

than 300 on line B2B vertical exchange portals geared toward vertical 

industries and professionals. "We envisioned setting up a network of 

more than 300 B2B hubs to provide industry-specific information, 

forums, news, shopping and auctions ... to bring buyers and sellers 

together in a B2B marketplace," said VP of Marketing, Joe Sukherman. 

But recently, B2BeVentures.com had another announcement to 

make: The company was ceasing operations, effective immediately. 

Here today, gone tomorrow.The e-Marketplace field is enormous 

and continually expanding. Many players will appear but many more 

will disappear, as value-creation and industry transformation become 

the central focus of e-Marketplaces. Fewer, larger e-Marketplaces will 

be reqUired to realize significant value. 

As for the future? Many more e-Marketplaces will fail than 

succeed. Within two years, only the fittest will survive. With disruptive 

new technologies like Napster and 'bots emerging. the business may 

be in for a ride far wilder than Anakin Skywalker's pod race. 

B2B is clearly a two year sprint-long and grueling, but in the end 

highly rewarding. The multi-trillion dollar projections from a variety 

of industry analysts indicate that B2B is just beginning to hit its stride. 

E-Marketplaces and B2B participants should adopt a strategic, long

term view that is based on the set of gUiding principles discussed in 

thise-View. 
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