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ABSTRACT
Organizations are capitalizing on new Internet technologies to engage in
e-business. Given the uncertainties of today’s e-business, we examine the
role of institutional trust as an enabler of electronic marketplaces, drawing
upon the lessons learned from traditional EDI via Value-Added-Networks.
We apply these principles to develop a set of institutional trust-building
facilitating conditions, such as (a) IT connectivity, (b) standards, and (c)
uniform product descriptions. This research has implications for (1) the
nature and role of institutional trust in e-marketplaces, (2) the strategic
design of cost-effective trust-building mechanisms in e-marketplaces, and
(3) an extension of the literature on institutional trust.

1. INTRODUCTION
E-marketplaces have received a considerable attention in e-busi-

ness research (Bakos 1998, Palmer, Bailey, and Faraj 2000, Sarkar,
Butler, and Steinfeld 1995). E-marketplace is defined as “a virtual place
where buyers and sellers meet to exchange goods and services” (Bailey
& Bakos, 1997; Segev, Gebauer & Farber 1999). The emergence of e-
marketplaces may substantially contribute to advantages of economies
of scale and scope, reduction of search costs (Bakos 1998), trust building
(Pavlou 2002; Pavlou, Tan, and Gefen 2002), and value-added services
(El Sawy and Pavlou 2002).

Despite the interest in e-marketplaces by practitioners and acade-
micians (Business Week, 2000; Kaplan and Sawhney, 2000), there are
still many open questions about e-marketplaces, in particular how they
differ from traditional B2B e-commerce applications. While, previous
research mostly focused on competitive advantages of e-commerce,
this study aims to examine how the lessons learned from traditional
Electronic Data Interchange (EDI) can engender facilitating conditions
for e-marketplace success. Applying the dimensions of institutional
trust which means that one believes that there are impersonal structures
that enable one to act in anticipation of a successful future endeavor
(e.g., Shapiro, 1987; Zucker, 1986), this study develops a model for
initial institutional trust through structural assurances, situational nor-
mality, and facilitating conditions. Following McKnight et al (1998);
Shapiro (1987), and Zucker, (1986), this paper attempts to shed light
on initial institutional trust formation by identifying facilitating condi-
tions and dimensions - IT connectivity, standards, and uniform product
descriptions for successful e-marketplace participation. The purpose of
this study is to analyze and examine the impact of facilitating condi-
tions in e-marketplaces. As such the core research question designed for
this study is: How can the lessons learned from the role of institutional
trust in traditional EDI impact the successful design of trust building
mechanisms in e-marketplaces?

2. CONCEPTUAL DEVELOPMENT

2.1 Institutional Trust
The institutional view of trust has been widely adopted by e-com-

merce researchers, in particular because e-commerce brings together
organizations with no familiarity and similarity (see McKnight and
Chervany, 1998; 2002; Pavlou 2002; Tan and Thoen, 2001; Zucker,
1986). In her seminal study, Zucker (1986) suggests that institutional
trust is the most important mode by which trust is created in an imper-
sonal economic environment where familiarity and similarity (commu-
nality) does not exists. Zucker (1986) describes two dimensions of insti-
tutional trust. First, third party certification, which defines trading part-
ners trustworthiness, and second, escrows that guarantee the expected
outcome of a transaction.

Trust, in general, is necessary when expected outcomes cannot be
guaranteed; it is the belief that even without enforcement the trusted
party will behave as it is expected to (Luhmann, 1979; Gefen, 2002).
Because the legal details cannot always be worked out in the finest of
details, trust is an essential ingredient of long-term business engage-
ments (Fukuyama, 1995). Under these circumstances, certification and
escrows build trust because they add a level of assurance to the expected
outcomes from the interaction (Zucker, 1986). Shapiro (1987) describes
institutional trust as the belief that a party has about the security of a
situation because of guarantees, safety nets, and other performance
structures. Pavlou and Gefen (2002) examine the role of institutional
structures in building consumer auction marketplaces. Tan and Thoen
(2001) proposed the term “control trust” to describe institutionalized
procedures. In sum, there is a growing literature on the role of institu-
tional trust in e-commerce success.

McKnight and Chervany (2002) describe institutional trust as a
critical part of Internet transactions and defined it as ‘the organization’s
belief that favorable conditions are in place that are beneficial to out-
come success.’ They describe institution-based trust as a critical part of
Internet transactions and introduced two dimensions of institutional
trust namely structural assurances and situational normality. Structural
assurances refer to beliefs that favorable outcomes are likely because of
contextual structures, such as contracts, regulations, and guarantees.
Situational normality refers to beliefs that success is anticipated because
the situation is normal. Pavlou, Tan and Gefen (2002) examined the
role of institutional structures and introduced a third sub-concept of
institutional trust called facilitating conditions and the sub-concepts (IT
connectivity, standards and uniform product descriptions) to engender
relationship continuity. Previous research refers facilitating conditions
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to shared standards, relationship values and common beliefs about be-
haviors and goals (Heide and John, 1990; Jap and Ganesan, 1999; Mor-
gan and Hunt, 1994). Examples of facilitating conditions include stan-
dards that support (a) the use of interoperable IT platforms, (b) business
message standards like EDI, or (c) common processes for uniform prod-
uct descriptions. Industry reports have shown a great need for establish-
ing standards (Meehan, 2001). We define facilitating conditions as ‘the
underlying mechanisms that support transaction success for e-market-
places based on the lessons learned in EDI.’ Ratnasingam and Tan (2002)
adapted the third sub-concept facilitating conditions of institutional
trust and examined its role in the context of the lessons learned from
traditional EDI for e-marketplace participation. In addition, they in-
troduced dimensions of measures for each of the sub-concepts. We be-
lieve that facilitating conditions contribute to an orderly manner of
transacting electronically and abiding by certain standards and proce-
dures that contribute to best business practices for e-marketplace par-
ticipation.

2.2 Lessons Learned from EDI Adoption for E-Marketplace
Participation

Although trust is a central aspect of EDI (Hart and Saunders, 1997),
at first glance issues in EDI relationships (EDI) seem quite different
from the issues in e-marketplaces such as; Covisint, Chemconnect or
World Wide Retail Exchange. E-marketplaces are price discovery meth-
ods, whereas EDI solely focuses on efficient processing, in particular
ordering just-in-time delivery between companies using VANs. So, why
would one expect that EDI adoption highly correlates (positively) with
e-marketplace participation? On the other hand, the underlying reason
why trust is needed in EDI is actually very much the same as with E-
Markets: as with other inter-company alliances and joint projects, it is
a subjective belief that the expected outcomes will be achieved when
there is no explicit guaranty (Gefen 2002).

Following an extensive literature review on EDI, we identified four
lessons learned from EDI that serve as facilitating conditions for suc-
cessful e-marketplace participation. They include (a) the need for stan-
dards, (b) the importance of IT infrastructure, (c) uniform coded prod-
uct descriptions, and (d) an awareness of coercive power and competi-
tive pressure.

(a) The Need for Standards
Standards play an important role in EDI adoption as they contrib-

ute to uniform business practices, and exchange transactions that in-
clude purchase orders, purchase order acknowledgment, and invoices.
The American (ANSI X12) standard, the Guidelines for Trade Data
Interchange (GTDI) standard in the United Kingdom, and the United
Kingdom EDI standard Electronic Data Interchange for Administra-
tion, Commerce and Transport (UN/EDIFACT), form the internation-
ally agreed standards (Picard, 1992), that facilitate the smooth flow of
EDI transactions.

(b) The Importance of IT Infrastructure
EDI demands compatible systems between the buyer and their sup-

pliers because the translation software has to convert an organization’s
internal transactions into the EDI standard format. For example, Telstra
Multimedia’s Tradelink software allows the translation of data from the
internal format generated by a company’s application software to the
industry specific format, either using the industry standard (ANSI X12)
or the international standard (UN/EDIFACT) formats. The EDI trans-
lation software provides this conversion between in-house, application
software formats and move EDI document formats in two directions,
thus facilitating EDI transactions.

(c) The Need for Uniform Coded Product Descriptions
EDI documents include uniform header and footer codes. It is these

codes or reference numbers that are identified by the translation soft-
ware and decoded into readable format. An error in the header and
footer numbers/codes will contribute to a wrong transaction that will in
turn frustrate the receiving trading partner. Hence, the sending trading

partner has to re-send the same transaction correctly again, and may
test the tolerance of mistakes of the receiving trading partners.

(d) An awareness of coercive power and competitive pressure
Past research in EDI supports the claim that trading partners expe-

rienced competitive pressure (See Chwelos et al., 2001; Hart and Saunders,
1997; Iacovou et al., 1995; Premkumar et al., 1994; 1997). For in-
stance, in the case of Ford, a supplier performance checklist determines
whether they should renew the contracts of their suppliers or not. A
check on their suppliers’ competencies such as; product quality, timeli-
ness of delivery, service quality, and how they resolve disputes were
observed. Examples of coercive sources that an automotive manufac-
turer may exercise include; slow delivery of vehicles, slow payment on
warranty work, unfair distribution of vehicles, turndowns on warranty
work, threat of termination and bureaucratic red tape (Ratnasingam,
2000). In all there is considerable evidence of coercion by large manu-
facturers towards their smaller suppliers.

Although, there was limited research to support the impact of
power in e-marketplaces (Bailey, 2001), we assume that the lessons
learned on the impact of power in EDI adoption are probably also true
for e-marketplaces as was seen in the case of Covisint.com. The inten-
sity of the problem is somewhat mitigated in e-marketplaces because
the dominant trading partners tend to have open standards that serve
their purpose for e-marketplaces so that access to a large number of
trading partners can enable transparency for price comparisons. We
believe and predict that the lessons learned from EDI (as in facilitating
conditions that include IT connectivity, standards, and uniform product
descriptions) in addition to the impact of power will contribute to the
success of e-marketplace participation.

2.3 E-Marketplaces
E-marketplaces attract a larger pool of trading partners and deal

with multiple participants transacting electronically for the best price
in order to increase liquidity and have a variety of price mechanisms,
and auctions (Dai and Kauffman, 2001). E-marketplaces primarily fo-
cus on obtaining lower prices through large numbers bargaining. Accord-
ing to Bakos (1998), e-marketplaces serve the following three func-
tions: (1) buyer demands or seller products to achieve economies of
scale and reduce bargaining asymmetry (Williamson, 1975); (2) pro-
tecting buyers and sellers from opportunistic behaviours of other par-
ticipants on the market; (3) facilitating the market by reducing operat-
ing costs; (4) matching buyers and sellers (Malone et al., 1989); and (5)
providing an institutional infrastructure that enables the efficient func-
tioning of the market. In all five categories, there is less of a legal
guaranty than there is in a traditional business environment, and hence
a heightened need for trust.

Figure 1, presents facilitating conditions of institutional trust for
e-marketplace participation adapted from Pavlou, Tan and Gefen, 2002.
In this research we apply facilitating conditions of institutional trust, by
identifying the lessons learned from traditional EDI and how it can be
applied for successful e-marketplace participation.

2.4 Facilitating Conditions

2.4. 1IT Connectivity
IT connectivity refers to technological mechanisms that enable

firms to be IT connected, in order for them to undertake transaction
exchanges. Premkumar et al (1994), conducted a study of innovation
and diffusion in EDI adoption and their findings revealed that technical
compatibility was found to be a major predictor of EDI adoption. Previ-
ous research also supports this view (Chwelos et al., 2001; Iacovou et
al., 1995; Premkumar et al., 1994; 1997). Ratnasingam and Tan (2002)
identify three sub-concepts of IT connectivity namely IT compatibil-
ity, IS telecommunication infrastructure, and internal integration. IT
compatibility refers to the extent the organizations participating in e-
commerce are connected by means of hardware, software and third
party servers. IS telecommunication infrastructure in turn facilitates
the medium of exchange over the Internet, and internal integration
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refers to the extent the organization has integrated their internal IS
systems and applications in order to facilitate their in house business
operations and back end business processes. Based on the lessons learned
from traditional EDI, we argue that a firm’s IT connectivity is posi-
tively associated with e-marketplace participation.

2.4.2 Standards
Establishing the right type of standards both message and industry-

specific standards in an e-marketplace relationship can promote trust
and contribute to economic efficiencies. Since institutional trust is not
based on personal experience between firms, but on more formal imper-
sonal procedures that coordinate standards, and in order to create trans-
parency for e-marketplaces, we need standards for open IT software
applications and product description. For instance, Covisint promotes
an open IT environment that enables many companies to connect to
their marketplace. In addition, Covisint provides an online fulfillment
and connection service to exchange transport documents, such as fore-
casts, shipping schedules, and advance shipping notices that enable the
creation of new supply chains. We argue that established message and
industry-specific standards are positively associated with e-marketplace
participation.

2.4.3 Uniform Product Descriptions
Standardized codes play an important role in e-marketplaces as

they create uniform product descriptions and a structure to facilitate
large numbers of buyers and sellers to trade with each other. Likewise,
having the right codes for product descriptions will create sufficient
trust that the e-marketplace will fulfil its promise to provide better
prices. In an e-marketplace, price comparison is only possible if all the
market players use uniform product descriptions. In order to facilitate
uniform product descriptions, e-marketplaces provide online catalogs
with uniform product descriptions. For example, Covisint offers cata-
logs, auctions, quote manager, asset control and provides tools and ser-
vices to convert product information (supplier information) into an
electronic catalog. The quote manager (which is an electronic document
that manages, analyses and supports the automotive sourcing process),
provides an environment to enhance the communication between buy-
ers and potential suppliers. The next section concludes the paper with
implications to practice and theory leading to directions for future re-
search.

3. DISCUSSION
In this study, we identified and examined facilitating conditions of

institutional trust for e-marketplace participation based on the lessons
learned from traditional EDI. This research contributes to practice as
we introduced a practical framework based on an elaborated notion of
facilitating conditions as one of the sub-concepts of institutional trust
for successful e-marketplace participation. The study has implications
for the survival of online B2B marketplaces, which have gone under
great scrutiny and financial problems given their inability to deliver
measurable value to their participating organizations (Miller 2001).
Similarly, firms that are aiming to initiate long-term online relation-

ships could take advantage of the facilitating conditions and lessons
learned from EDI for successful e-marketplace participation.

This research contributes to theory by drawing upon the sub-con-
cepts of institutional trust. In addition, from the lessons learned from
EDI we posit three sub-concepts of facilitating conditions namely IT
connectivity, standards, and uniform product descriptions for e-market-
place participation. By explicating the lessons learned from EDI for e-
marketplace relationships, this paper stresses the strategic role of e-
marketplaces. Not only this study provides the rationale for e-market-
place relationships success, but it also prescribes what specific facilitat-
ing conditions are most needed for e-marketplace participation (i.e.
based on the extent of internal integration and type of industry sector).
This study aims to entice future empirical research to examine how the
adoption of EDI affects the dimensions of the model (i.e. whether
previous use of EDI positively correlates with the sub-concepts and
dimensions of facilitating conditions for e-marketplaces). Hence, we
aim to examine whether EDI use paves the way for these facilitating
conditions. Our future research aims to test the model via multiple case
studies comparing organizations that have adopted EDI versus e-mar-
ketplaces and organizations that have evolved from EDI to e-market-
places.
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