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What are electronic marketplaces?

The ,move-to-the-market” hypothesis revisited

Real-world vs. theoretical models of electronic marketplaces
The mixed-mode electronic marketplace

E-Business potentials in the automotive industry

A marketplace example: SupplyOn — The online-platform of the
automotive industry
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Agenda

A. Electronic Markets

B. Industry structure: Automotive industry

C. Marketplace example: SupplyOn
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2. Success factors

3. Mixed-mode EM

,#An electronic marketplace (or electronic market system) is
an interorganizational information system that allows the
participating buyers and sellers to exchange information about
prices and product offerings.” [Bakos 1991, 296]

,An e-marketplace is a multi-party e-commerce platform
Intermediating between business buyers and suppliers.” [Le
2002, 113]

,B2B e-markets function as electronic hubs that bring
together a large number of buyers and sellers and automate
business transactions.”

[Dai/Kauffmann 2002, 42]

.
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2. Success factors

3. Mixed-mode EM

... virtual, i.e. computer-mediated, marketplaces where
multiple suppliers and customers "meet".

... (ideally) support all phases of business transactions.

... typically focus on efficient transactions rather than
backend integration.

... are usually organized and governed by an intermediary
(centralized market)

... follow strict rules: obligations of the parties, access,
protection against fraud (e.g., insider trading) etc.

... (theoretically) come close to the economists's ideal market
(complete information, immediate reactions of the market
players, equilibrium price ...)

=>» Market efficiency is the result of a strong regulatory regime!

WIRTSCHAFTS IOS ;
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A. E-Markets
1. Introduction
Institutional Structure 2. Success factors

3. Mixed-mode EM

= The market provides rules
= access, protection against insider trading etc.

= trading rules (e.g., auction), standardized trade procedures

=» Trading partners decide to use standardized market rules
to govern their transaction, rather than having their
lawyers develop a customized contract

Q
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A. E-Markets
1. Introduction
Actors an d Ro I es 2. Success factors

3. Mixed-mode EM

SP

Electronic
Market

ABIGE

S:  Supplier

C:. Customer

SP: Service B
Provider

B: Bank

@]

m Adapted from [Schmid/Zimmermann 1997]
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A. E-Markets
1. Introduction
Transaction Phases 2. Success factors

3. Mixed-mode EM

Information phase

seller buyer
K_\/{ offer demand ﬁ
\Q // Negouatlon phase
contract

Settlement phase I

\ 4
® end of transaction

m
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A. E-Markets
1. Introduction
Electronic Marketplace Functions 2. Success factors

3. Mixed-mode EM

Main functions Sub functions

Matching buyers and sellers | (a) Determination of product offerings

(b) Search (of buyers for sellers and of sellers
for buyers)

(c) Price discovery

Facilitation of transactions (d) Logistics
(e) Settlement
(f) Trust

Institutional infrastructure (g) Legal

(h) Regulatory

[Bakos 1998]

Q
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A. E-Markets
1. Introduction
Key Processes in Markets 2. Success factors
3. Mixed-mode EM

Product Risk .
. Dispute
presenta- | Regulation [ manage- Influence : Trade context
tion ment resolution
processes
0 allO all( O 0 0
Payment ) Basic trade
Search Pricing Logistics and AUt en- processes
tication
settlement
H m Source: [Kambil/Van Heck 2002]
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1. Introduction

3. Mixed-mode EM

Markets compared to other institutional arrangements

One market compared to competing markets in the same
Industry or in other industries

One market mechanism compared to another one (e.g.
English vs. Dutch auction)

Successful start vs. sustainable success

07. Electronic Marketplaces in the Automotive Industry 11
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Choice of Governance Structures

A. E-Markets

1. Introduction

2. Success factors
3. Mixed-mode EM

Transaction attributes

Asset specificity

Uncertainty
Frequency

Attributes of institutional
arrangements

Incentive intensity

Governance structure

Hierarchy

choice

Administrative control
Adaptation

Human characteristics

Opportunism

Bounded rationality

Hybrid

Market

[Hanker 1990, 141]

Transaction Costs = Coordination Costs + Governance Costs
[@)

Universitat Miinster
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1. Introduction

3. Mixed-mode EM

Markets are coordination mechanisms based on the
rationality and self-interest of economic agents. The market is
open to everybody and after a completed transaction each
agent is free from any future commitment.

Prices are the central mechanism for transmitting information
to all trading parties.

Markets are particularly well suited for straightforward,
volatile, non repetitive transactions that require no transaction-
specific investment. Markets are inferior when the task is to
coordinate highly complex and less vivid forms of exchange
(Selz (1999), p. 26).

Contracts regulate the behaviour and the trade among
parties.

inte) 105 = 07. Electronic Marketplaces in the Automotive Industry 13
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1. Introduction

3. Mixed-mode EM

Reasoning
Comparative analysis of transaction and production cost
Three effects of IT

Communication Effect ﬁ‘§ c i

Brokerage Effect g2  Hierarchy

Integration Effect R yo 4 __________
Impact on transaction attributes § 5

Asset Specificity % 2 arket _,

Complexity of product description E |

- ; Low | High
Proposition Asset specificity

“By reducing the costs of coordination, information technology will
lead to an overall shift toward proportionately more use of markets -
rather than hierarchies - to coordinate economic activity." [Malone et
al. 1987, 484]

07. Electronic Marketplaces in the Automotive Industry 14
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1. Introduction

3. Mixed-mode EM

Unsuccessful electronic marketplaces

were often based on off-the-shelf software that did not provide any competitive
advantage,

provided low value to marketplace participants,
did not consider the needs and requirements of important stakeholders,

management teams, in particular of independent marketplaces, lacked business
skills and industry-specific knowledge,

increased information asymmetry between transaction partners,
did not consider established social structures and social inertia.

9 ”Shakeouts In dlgltal markets“ Aktive Marktplatze in Deutschland
[Day et al. 2003] 200
180
160
140 | //.\\
10 / \

—
80
60 - //
40
20 /
0 0 - : : : :

.{ 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
WIRTSCHAFTS
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1. Introduction

3. Mixed-mode EM

Despite a convincing economic rationale - proven by
simulations -, electronic transport exchanges did not succeed
because of

the complexity of the services,

the relationships between the business partners (distrust and
power structure) and

structural properties of the industry.

= Markets are not always the best remedy against
transaction inefficiencies!

Several logistics solutions failed because of bypassing effects:
companies have met on an electronic market and have
continued to do business directly.

e 07. Electronic Marketplaces in the Automotive Industry 16
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1. Introduction

3. Mixed-mode EM

Partner set-up

Who guarantees supply and demand?

Consortium operated markets appear to be winners
Operations

Liquidity

Transaction fees and bypassing

Security, trust, ...

Comparative advantages - defining the right scope of e-
markets

Standards vs. pragmatic bilateral shortcuts

Price advantages vs. integration efficiencies

07. Electronic Marketplaces in the Automotive Industry
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But: Electronic marketplaces are still alive...

1. Introduction

2. Success factors

Berlecon Research eMarkt Services
Active in 2002 2003 2002 2003 2004
Word 1189 1060 1015 889 861
North America 619 669 459 556 357
Europe 540 381 524 324 434

Marketplace trends

Increasing number of specialized marketplaces
Big companies are stronger users of electronic marketplaces and

more often members of the provider consortium than SMEs

@)

;
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1. Introduction

Mixed-mode Network Structures 2. Success factors
3. Mixed-mode EM

Company

Uncertainty

m i
e 07. Electronic Marketplaces in the Automotive Industry 19
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1. Introduction
2. Success factors

Concepts and approaches
,Mixed-mode Network Structures” [Holland/Lockett 1997]
JAll-in-one Markets” [Kambil et al. 1999]

Characteristics

Multiple market and relational ™" N S

. . . Z ransaction IXeda-ivioae
COOI’C.Ilna’[IOI’] meChamsmS ® Facilitators Marketplaces
(auctions, RfPs/RfQs, VMI, etc.) g
The appropriateness of v Start
coordination mechanisms § (Long?Term Collaboration
depends on the socio-economic, Failures) Faciitators

ow

technological, and regulatory

environment Low COLLABORATION High

Acc. to [Le 2002, p. 116]

07. Electronic Marketplaces in the Automotive Industry 20
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Governance Structures vs. Coordination ml, ntroduction

Mec h an | SMS 2. Success factors
3. Mixed-mode EM

Governance
structure : :

T rch Hybrid/Network Mark
Coordination Hierarchy ybrid/Netwo arket
mechanism

' i Focal network i,

Hierarchical Normal case S :
(vertical integration)

Relational/ Divisionalized Collaboration

reciprocal company Normal case electronic

marketplace

Bilateral/ Internal markets Dynamic network Normal case

market-like

Q

WIRTSCHAFTS
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1. Introduction

2. Success factors

Mixed-mode marketplace

WIRTSCHAFTS
INFORMATIK
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Governance structure Governance structure Governance structure

Coordination Coordination Coordination
mechanism mechanism mechanism

) (%3] [72]

c c c
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Transaction/interaction scenarios

07. Electronic Marketplaces in the Automotive Industry
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1. Introduction

Dialectics of Mixed-mode Marketplaces 2. Success factors
3. Mixed-mode EM

Mixed-mode marketplace
Transaction services Collaboration services
Platform characteristics Transaction services, negotiated Inter-organizational processes and
pricing (catalogues, auctions, transactions, collaboration services
exchanges, bidding), spot trading
Market orientation Horizontal, vertical Mainly vertical
Service portfolio Lean service portfolio, focus on Broad service portfolio (ranging from
efficient price formation/price data format conversion to virtual
discovery and settlement project management)
Business functions Purchasing, procurement, Not determined, but often supply
distribution chain focus
Number of participants High Low - Medium
Membership stability Dynamic, high fluctuation Stable
Openness for new Open Closed (network-specific)
entrants
Participant relationship Arms-length/transactional Co-operative/relational relationship
relationship (“market”) (“network”)
Success factors Simple access, low entry barriers, Expectation management, asset
back-end integration facilities specificity, lock-in/dependency,
[ depending on transaction frequency | trust/commitment among
it participants b3

Universitat Munster



At the first glance we see a proliferation of e-markets, in
particular market mechanisms (e.g., auctions).

At the second glance (or during the second wave) many
exchanges appear not to be successful. In response, the
notion of the market is extended (or blurred): the trend is
towards integrated marketplace (mixed-mode marketplaces).

Overall, the notion of markets, non-market preconditions and
operational success factors of e-markets are not well
understood.

07. Electronic Marketplaces in the Automotive Industry 24
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Agenda

A. Electronic Markets

B. Industry structure: Automotive industry

C. Marketplace example: SupplyOn
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B. Auto industry
1. Current situation
2. e-Business

Automotive Supply Chain Network

Tier-3 Tier-2
Faw Material Component
SUpplier

Tier-1 Sub-
system

. Supplier
.. Tier-1 Sub- X

=
system

A~ Supplier

“y

Tier-0,5 Madular
Supplie

OEM Final
Assembly Plant

@]
‘ | l I \l Source:
WIRTSCHAFTS
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B. Auto industry
1. Current situation

2. e-Business

Industry Structure

Information

. . . Cus-
Tier n ’Tler 2 , Tier 1, OEM ,Dealer,tomer

Products

~40,000 ~5,000 ~400 ~10-15 ,thousands* ,millions”

07. Electronic Marketplaces in the Automotive Industry 27
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B. Auto industry
1. Current situation
2. e-Business

OEM versus Supplier Marketplace

Relationship Tier 1 to Tier 2, to Relationship OEM to Tier 1
Tier n Suppliers Suppliers

= Low degree of integration, e.g.
= different CAD-formats
= generally no EDI-connection
= Many small-/medium-sized
companies
= little IT-knowledge

= good knowledge limited on core-
competencies

= high demand for support and
service functions (e.g. norm and

document management)
S S R

B 07. Electronic Marketplaces in the Automotive Industry 28
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= High degree of integration, e.g.
= compatible CAD-formats
= classic EDI (point to point)

= Big-sized companies |
= comprehensive experience in IT-

solutions !
= sufficient overhead structure for

integration and customer specific
requirements



Changes in the Automotive Business and
Customer Orientation

B. Auto industry
1. Current situation
2. e-Business

Product

Globalization

Platform
Strategy

Outsourcing

Q

WIRTSCHAFTS
INFORMATIK
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Short innovation cycles
Increasing cost pressure
Combined intelligent products

Individual product configuration by consumer
Production on demand (BTO)

Global manufacturing/development networks
Increasing competition
Worldwide standardization of invisible components

Coverage of niche markets
Short time-to-market

Logistic and engineering services

Module supply
Just-in-Time, Just-in-Sequence supply

07. Electronic Marketplaces in the Automotive Industry 29
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H Marke

B Design

B Entwicklung

m Werkzeuge

M Fertigungsent-
wicklung

B Marke

B Design

B Entwicklung

M Fertigungsent-
wicklung

B Rohbau

o
o0
o
—
-
-
o
@\

B Marke
B Design
W Vertrieb

M Dienstleistungen

OEM

B Teilefertigung
B Rohbau

M Lackierung

B VVormontage

M Lackierung
B Fertigung
B Logistik

B Einkauf

M Vertrieb

W After Sales

2. e-Business

M Fertigung ;

B Logistik Telle-

m Einkauf fertigung
M Vertrieb

B After Sales

System- und
Modulfertigung

Systemintegrator,

System- & Modullieferant

1Systematic shifting of production to suppliers
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2. e-Business

OEMs and T-1 suppliers have strong bargaining power over
their suppliers:

high degree of market concentration (limited number of OEMS),
high proportion of procurement costs to total costs

(= price sensitivity),

high degree of (intermediate) product standardization

(= substitution of products and suppliers),

high degree of market/price transparency (e.g., cost situation of
suppliers),

authentic threat of backward integration, and
low switching costs for substituting a supplier.

ivoreric ) QLA 07. Electronic Marketplaces in the Automotive Industry

Universitdt Miinster
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1. Current situation

Every car manufacturer had started or announced activities In
e-Business by 1999 / 2000.

Automotive Supply Chain: Flexible, fast, worldwide operating
full service suppliers with deep integration into customers’
processes.

Web based applications as a very competitive means to
speed up, integrate and link the business partners in the
Automotive Supply Chain.

aiig) 105 8 07. Electronic Marketplaces in the Automotive Industry 32
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B. Auto industry

1. Current situation

2. e-Business

OEM's Vision: e-Supply Chain

Dealer

CRM / Car Configurator

Products

B 07. Electronic Marketplaces in the Automotive Industry 33
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1. Current situation

However, from our viewpoint, a lot of this hype about B2B is simply too
optimistic...

B2B is a revolution to the automotive industry?

B2B will save US$ 3,700 per vehicle in North America?

OTD will dominate the North American automotive
industry and rebates will become obsolete?

Suppliers will be losers in the B2B space?

Source: FEoland Benger & Pariners: Deutsche Base Ales. Browna

@)

IOS i - -
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B. Auto industry

Estimated Cost Savings (Goldman Sachs) 2. e-Business
Total Savings Potential:
US$/
$/car _ US $ 3.643 for a 26.000

1.600 - US $ vehicle (14%).

1.400-

Effect of OEM Purchasing
Price-Level: US $ 160 (4,4%
of Total Savings Potential)

Small contribution!

\

1.200-

1.000-

800 -

600 - I :
Big value comes from

reduction of transaction

400
costs!

200+

Online Make to  Supply
Sales Order Chain

Q

m
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B. Auto industry

1. Current situation

2. e-Business

Estimated Cost Savings (Roland
Berger/Deutsche Bank)

H Total cost savings vary between regions — North America has the

highest savings potential

B2B cost savings by region
[$ per vehicle]

Average B2B savines
North America fransaction
price

’ | purchasing cost

N— :
N— savings: 25 %

Q

m
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B. Auto industry

1. Current situation

2. e-Business

Supply Chain Cost Savings (Goldman Sachs)

(Dollars per Vehicle)
1,200

[ 1 oEM
$04  $1,064

1,000 B Supplier 570 | |

$47 [
800 $238 | |

$147 $695
600 $302

400

$50
so3 T
200 | g160 =eeg
$84
0
Purchasing Inventory Warranty Productivity  Scrap & Align Consolidate Align w/ Total
Process Carrying Expense Gains Rework  Specifications  Volume Low Cost Supply

Suppliers Chain

Q

H m Source: GS Equity Research
L 07. Electronic Marketplaces in the Automotive Industry 37
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Companies

o Tier-1 supplier Tier-2 to 4 supplier
Opportunities/

Threats

= Improved efficiency = Improved efficiency

= Access to a broader through reduced
customer base dealer stock

= Better fit of stocked
vehicles to market

demand

Opportunities

* Increasing price * Increasing price
pressure in the pressure
different vehicle
markets

Threats

P (VY v
Universitat Miinster

Source: Roland Berger/Deutsche Bank



E-Business: Winners and Losers

B. Automobil

1. Branchensituation

2. e-Business

Process improvements through B2B

Price pressure through B2B

Medium High

Low Medium High Low
i Despite highly
' automated processes in OEM
\_nany areas the most significant ;
| savin Smaller impact
| gs
: on systems and
! \nodule supplier
; Tier 1
! Saving potential >
' internally plus passed :
Significant purchasing on by lower levels Tl_er 2
- (engineered Increased
savings | o
| components) standardization
Small supplier i Tier 2 tO 4 i
base ! (commodities) !

WIRTSCHAFTS
INFORMATIK
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Savings passed on
to customers due to B2C
and competition

Pure
auctioning

Source: Roland Berger/Deutsche Bank
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B. Automobil

E-Business Findings 2. e-Business

10 findings of the

B2B impact
on the automotive
industry

Q

Source: Roland Berger/Deutsche Bank
Universitat Miinster



Agenda

A. Electronic Markets

B. Industry structure: Automotive industry

Universitat Miinster

C. Marketplace example: SupplyOn

07. Electronic Marketplaces in the Automotive Industry

41



2. Service portfolio

GeSChaftsmOierilgigtrearmhenfremder Brancheninterne Geschaftsmodelle

Vertikale Markt-

plétze anderer Horizontale Proprietare Automobil-
Marktplatze Plattformen Marktplatze
Branchen
* Newtron Prozessberater | OEM-betrieben | OEM-betrieben |
e PartsBase.com
(Luftfahrt) e FreeMarkets * BMW< = = =1 -« Covisint

MetalSpectrum * Toyota .
St Indirekte Guter YW — — -I Zulieferer-
PlasticsNet ) .
und Leistungen Zulieferer- I betrieben
» Siemens SPLS betrieben | | Y
SUPPLYON )

* MRO.com
e Alagp  =—=—==—=—=—====—==—== S—
Aftermarket
Rohstoffe | Marktplatze |
e e-steel * TecCom
* RubberNetwork * PartsNet.com

@)

105 ; - - -
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C. SupplyOn

1. Overview
Motives for Marketplace Formation 2. Service portfolio
I - eAuctions - ePurchasing Analysis I

« RubberNet « Office Supply

e 4 WR Procurement @
RLARC AR -

P
SUPPLYON )
o

Joint venture for a
standardized solution

BOSCH &

- Catalogs SIEMENS VDO - Business Directory
- WebEDI fu ot e moe nlve . RfQ
- ePurchasing - ePurchasing d
I « WebEDI I
B 07. Electronic Marketplaces in the Automotive Industry 43
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C. SupplyOn
1. Overview
2. Service portfolio

Facts and Figures

P
SUPPLYON )
i

Founded: Summer 2000
Employees: 65

Participating companies: 4.700*

Location:
Headquarter: SupplyOn AG, Hallbergmoos
Other locations: SupplyOn North America Inc. in Detroit/USA

B Partners: France, Spain, Italy, Czech Republic, UK
o * February 2004

WIRTSCHAFTS
INFORMATIK
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C. SupplyOn
1. Overview

Shareholder Structure of SupplyOn AG 2. Service portfolio

BOSCH @ 153w

30,4 %

15,3 %
SIEMENS VD

=

4 t o m g r 5 ¥ g

WIRTSCHAFTS I
INFORMATIK
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C. SupplyOn
1. Overview

Supplier Platform: SupplyOn 2. Senvice portfolio

@]\ Daimler General Ford Renault
Chrysler Motors Nissan PSA

Covisint\
Tier 1
Supplier BOSCH @ . @

P
SUPPLYON )
.

OEM- OEM- OEM-
Portal Portal Portal

ental- SIEMENS vm:a

A v t o m o t i

.ﬁf’-\w
4 c:.
"—*:i
= LA
e}‘}
,‘-f‘x\‘
a1
5|

SAPd
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Tier 2, 3,..., n
Supplier




B Anteilseigner

O SupplyOn-Mitglieder

O Zielkunde

Hﬂﬂﬂﬂﬂﬂﬂﬂmﬂm

xiuaoyd
o1seqa

19191y

uuewey Wwiayjip
asoig
Jayoedsiaq3
aswalig-liouy|
Biaquapnald

VNI
IpIYISuUaq|oM
lajuag
aAowolne ||
lyag

SlyenN

elleH

lreN naubey
AljoINy

NMO

OQA SusWalS

annowolny ddniy

EIN

eldaineH

[elusunuo)

yosog

25 ~

20 -

15 ~

10 ~

0,

47

Turnover in 2001 (billion €)

07. Electronic Marketplaces in the Automotive Industry

uassAyL

usjeysyolpald 47

jitiznig) 10S ;

Universitdt Miinster



SupplyOn: Customer Development

C. SupplyOn
1. Overview

2. Service portfolio

5000 -

4500

4000

3500

3000 -

2500

2000

1500

1000

500

Aug Oct Dec | Feb Apr Jun
2001 2002

0 SupplyOn. Customer Development

2
T

Aug

Oct

Dec | Feb
2003

Oct Dec | Jan

2004

Apr Jun Aug

B Sourcing
L] Supply Chain Management
[l Document Manager

WIRTSCHAFTS
INFORMATIK
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2. Service portfolio

weak economic situation and low IT budgets

automotive suppliers restrain strategic investments in e-
Business

unanticipated complexity of technical implementation causes
several delays

low perceivable value for users in start-up phase

market development and customer acquisition behind
expectations

satisfactory liquidity position due to reduction of costs and
selective application of funds

07. Electronic Marketplaces in the Automotive Industry 49
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C. SupplyOn

1. Overview

2. Service portfolio

Vision: Integrated Supplier Solution

SupplyOn — integrated solutions for the entire product life cycle

E == - 1= &
= T

Request & offer process
{Sourcing Manager)

(APQP)

[\
%.
T = : ¥ = =t =
i
Joint project room benchmark processes | Change management I
(Project Folders) developed by {Document Manager)
leading companies
in the

automotive industry

~ | Delivery instructions, ...
(WebEDI)

1 Vendor Managed Inventory
. (VMI)

07. Electronic Marketplaces in the Automotive Industry 50

Problem resolution
(8D - Problem Solver)

Supplier rating
(Performance Monitor)

Q

WIRTSCHAFTS
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1. Overview

Collfabora_ltive Sourcing Supply Chain
Engineering Management

CAD Conversion Test parts
Sourcing
B Business Directory Series parts
Document Manager L S_our_cing Manager WebEDI
B Standards Manager RIBIHdng Financial
B Drawings Access Processes
Empties
management
Project Folders Catalog Solution
VMI
Order
- - Monitor
Online Meetings Kanban
Quality Management
APQP Performance Monitor Problem Solver

@)

1 [i)
available in realization planned
ptiserag] 10S © e . _
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SupplyOn — A hands-on example

P
SUPPLYON )
—

Ll B 07. Electronic Marketplaces in the Automotive Industry 52
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SupplyOn is an example of a mixed-mode marketplace
More successful than rival Covisint

Cooperation with other marketplaces

From an OEM perspective: neutral marketplace
Acceptance on supply side?

Long-term success?

Q

;
|05
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Contact detalls

Marcel Gogolin
marcel.gogolin@wi-ios.de
+49 251 83-38122

Room no 202

Q
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Universitat Miinster
Institut fir Wirtschaftsinformatik

Lehrstuhl fir Wirtschaftsinformatik und
Interorganisationssysteme (I0S)

Prof. Dr. Stefan Klein
Leonardo-Campus 3

D-48149 Munster

Tel.: +49 251 83-38110
Fax: +49 251 83-38119

http://www.wi-i0s.de
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