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TECHNOLOGY

Next-Generation

B 2 BSquio

By Ravi Kalakota

The e-procurement revolution has only begun
and already we’re seeing evolution within the
revolution. First came buy-side solutions that
automated manual transactions and cut costs
accordingly. Then came the digital market-
places where multiple buyers and sellers could
do business without heavy implementation
fees. Now, next-generation solutions are
emerging that not only deliver the sale but also
manage the entire transaction—from search

and select to settlement and accounting.

Ravi Kalakota is the author of several books on e-
commerce. His latest is e-Business: Roadmap for
Success (Addison-Wesley, 1999). He is also CEO
and chairman of hsupply.com, an e-procurement

solutions provider to the hospitality supplies industry.
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usiness as usual? The emergence of the Internet as a

ubiquitous and inexpensive networking platform for elec-

tronic commerce has touched off a revolution in the way

corporations buy from and sell to each other. In a poll of

more than 500 corporate leaders, Forrester Research found

that 71 percent planned to extend their business processes
to e-marketplaces—online venues that enable multiple buyers and sell-
ers to conduct commerce—by 2001." The key driver of business-to-
business (B2B) commerce is the simple fact that purchasing online
saves big bucks. Every purchase—from paper clips to light bulbs to floor
wax—on average costs somewhere between $85 and $120 in processing
and administrative costs alone. Historically, it's been a cumbersome,
labor-intensive, paper-based process. And we're just talking about small
operating supply purchases.

But it was these small operating supply purchases that gave first-genera-
tion B2B purchasing solutions a strong business case for creating enor-
mous savings for the Global 2000, the world's largest corporations.
Although second-generation e-marketplaces have benefited from their pre-
decessors’ lessons, major gaps in critical functionality remain. Despite the
current hype, the market is still in its infancy. Now, even these solutions
face challenges that pose a threat to their existence. With a slew of digital
start-ups and rival joint ventures forming to create e-marketplaces, it is
impossible for all of these ventures to co-exist and still gain benefits from
economies of scale. When the dust settles, the survivors actually will be a
new breed of e-marketplaces known as the “next generation.”
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Illustration by Kip Henrie

What defines a next-generation e-marketplace? Will pric-
ing models change? And when should a buyer, supplier, fran-
chisor, or investor become involved in the phenomenon?
Who will be the winners? Companies across the board are
beginning to understand that the challenge is not simply to
reduce costs but to make procurement truly strategic.
Maximize organizational effectiveness. Increase contract
leverage. Improve supplier performance. Eliminate
non-value-added activities. And drive continuous improve-
ment. However, before you can understand the next genera-
tion, you have to understand the progression of each model.

First Generation: Getting Control of
Purchasing

The first-generation e-procurement phenomenon started
with buy-side solutions implemented for Global 2000 compa-
nies by software companies like Ariba, Intelisys, and
Commerce One. Recognizing that the Internet could serve as
a tool to streamline their inefficient procurement processes,
these companies began massive implementations. Some obvi-
ous benefits promised big returns on investment.

First-generation applications help reduce costs by removing
the manual, paper-based elements inherent in today's purchas-
ing systems and using the power of the Internet and corporate
intranets to link employees directly with suppliers from their
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desktops. How do they do it? The first-generation procurement
software companies essentially aggregate a pre-selected group
of suppliers for one particular Global 2000 customer. Any
company employee can browse a customized catalog of goods
and services from those pre-approved suppliers, then send an
electronic purchase order over the Internet. If management
approval is needed, the order is routed automatically through
the proper channels. Companies save money by:

Eliminating labor-intensive, paper-based requisition sys-
tems—freeing purchasing agents to focus on strategic pro-
curement and supplier relations.

Reducing or eliminating off-contract buying.

Consolidating their purchasing power with selected sup-
pliers, which usually offer lower prices for higher volumes.

Improving purchase decision-support techniques.

Significantly decreasing the time and cost to complete
transactions.

There are, however, several drawbacks to these applica-
tions. The solutions can be costly to implement and thus
unattainable for most companies outside of the Global 2000.
Software licenses can run into the millions of dollars, installa-
tions can take a year or longer, and the disruptions to a busi-
ness can be significant.

Further, because these solutions consolidate purchasing
between one company and its supplier network, they address
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