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ABSTRACT

As organisations extend the reach of their information systems into the
supply chain e-procurement has become a driving force for achieving
substantial cost savings. One mechanism that facilitates e-procurement is
the reverse online auction. Reverse online auctions are delivered by
intermediaries and promise to deliver savings up to 20% for the buying
organisations. The rhetoric of B2B collaboration has “win-win” scenarios
for all who participate in online auctions. Is this true? This paper will
analyse a previously reported reverse auction (Stein & Hawking 2002a,
Sein & Hawking 2002b) from the viewpoint of the four main players and
question the value proposition of the reverse online auction as a tool in
B2B e-commerce. The main outcomes show that the auction vendor and
buyer were major winners with the both the winning and losing supplier
expending considerable time and effort to participate in the auction only
to realise that the reverse auction places cost above all other factors in
awarding the contract. The importance of cost over service delivery,
customer support and buyer-supplier relationship is the basis for a
discussion of the viability of the auction model as well as a review of the
process one year after the first reverse auction.

INTRODUCTION

The use of auctions as a tool for procurement by businesses existed
well before the advent of the Internet. Initially the internet was used to
duplicate existing offline auction facilities. In the late 1990's online
B2B auctions were proliferating and were being adopted in a wide variety
of circumstances. The reverse auction tool has evolved to take advan-
tage of internet technology and online auctions have been identified by
many large organisations as a tool to achieve procurement savings. As
companies adopt this technology it is important for them to understand
the implications of this type of procurement. This paper adopts a case
study approach to identify the issues for both buyers and sellers using
this type of B2B application.

Procurement and the Rever se Auction

Organisations spend (Aberdeen, 2001) over US$20 trillion on ex-
ternal goods and services and the supply chain is now seen as a potential
business function that can be targeted for cost reduction and efficiency
increase. Activities that could be applied to the e-Procurement (Minahan,
2001) process include: advertising tenders; electronic submission of ten-
ders; electronic ordering; internet sourcing via third parties; electronic
mail between buyers & sellers; electronic mail in contract management;
research into supplier markets and integration of procurement within
the financial and inventory systems. Accordingly there are a plethora
of tools that have been developed to support these business activities.
Many research organisations predict massive growth in the B2B market.
Bowles (2000) sees the global B2B market growing to US$968 million in
2002 and then US$1551 million in 2004 but these figures pale into
insignificance when considering other market analysts predictions;
Gartner: $US2.9trillion by 2003 AMR: $US5.7trillion by 2004, Forrester:
$US7.29trillion by 2004 (Regan, 2001; Hersch, 2000; Diba, 2001).
Whilst these predictions should be accepted with caution there does
seem to be a “sea change” in how procurement is conducted in
organisations. B2B promises (McGarvey, 2000) to drive costs down and
streamline procurement operations. Metcalfe et al. (2001) predict that
European companies could achieve a 50% productivity through internet

enabled B2B processes by 2010. O'Malley (1998) saw the Web being “a
giant bidding war” and Queree (2000) commented that online auctions
were becoming a mainstream business model. The auction model has
settled into the B2B marketplace and also was developed for various e-
Government (NSW, 2001) applications. Wyld (2001) saw the auction
model being used in procurement, disposition of used assets and internal
management. Batsone (1999) asked the question whether the price of
everything is negotiable? The Web introduces the element of real-time
pricing and further elevates the importance of personal price elasticity.
Customers will determine the price depending upon the price/value trade-
off. No longer is the supply/demand model (Batsone, 1999) determining
price, a more complicated customer centric price/value trade-off deter-
mines pricing. Airlines use this principle when they have multiple price
points for the one product.

Online Auctions

There are severa differing auction formats used in online auctions
(Wyld, 2001). English, Yankee, Dutch, Sealed bid, Vickrey and Reverse
auctions are some formats used. Kafka et al. (2000) predicted that by
2004, $US746 billion of business will be conducted through online auc-
tion models based on dynamic pricing. Many of the Fortune 1000
companies have used online auctions as a tool to reduce prices for goods
and services (Emiliani 2000). One of the pioneers of online B2B auc-
tions is Freemarkets, which was established in 1995 and launched their
online auction site in 1999. To date they have conducted auctions in-
volving more than 19,000 suppliers from more than 70 countries worth
$US30 hillion (Freemarkets 2002). In the first quarter of 2000, they
conducted auctions involving 47 Fortune 500 buyers and 4000 suppliers
(Jan and Wu 2000). Mayne Group, one of Australia’s leading companies
with major interests in health-care and logistics signed a three-year deal
in 2000 with Freemarkets to manage their procurement and operate
online auctions. Other major B2B auction facilitators include Ariba,
CommerceOne, Andale, Elcom.com and Verticalnet. The B2B auction
facilitators usually work with buyers to select bidders to participate in
each auction, develop specifications in detail, and tailor the bidding
process to the situation. This service is billed to buyers accordingly.
There could be additional costs based on a percentage of the anticipated
savings (Messmer 2000). Freemarkets (2002) promote the ability of
their auction format to decrease services prices by 16-18% and goods by
2-3%. The reverse auction process involves intensive work on behalf of
the buyer and market maker to structure the bidding process and prepare
suppliers for qualification.

Research Questions
The primary objective of the study was to analyse an Australian
example of reverse auction procurement and analyse the outcomes in
view of the three organisational players. This will be presented in a case
study. More specifically the research question of the paper is what are
the business impacts and value propositions of the reverse online auc-
tion.

M ethodology
Case study research methodology was used as this paper presented
an exploratory look at implications of reverse online auctions. Yin
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(1994, p.35) emphasises the importance of asking “what” when analysing
information systems. Yin goes further and emphasises the need to study
contemporary phenomena within real life contexts. Walsham (2000,
p.204) supports case study methodology and sees a need for a move
away from traditional information systems research methods such as
survey toward more interpretative case studies, ethnographies and ac-
tion research projects. Several works have used case studies (Chan and
Roseman, 2001; Lee, 1989; Benbasat et al., 1987) in presenting infor-
mation systems case-study research. Cavaye (1995) used case study
research to analyse inter-organisational systems and the complexity of
information systems. The data collection process included examination
of existing documentation, content analysis of email, interview of ac-
tors and direct observations. The auction event is presented in previous
research by Stein & Hawking (2002a, 2002b). In April 2001 AusBuyer
commissioned Auction.Com to make a market for the logistics compo-
nent of their manufacturing activities. The market was broken down
into 19 channels both state and nationally based. AusSupplier received
notification that a contract that it had partially carried out for three
years was to be auctioned on the Internet. AusSupplier started a six-
month exploration into online auctions and B2B procurement. Consid-
erable time and financial resources were expended in firstly learning and
then secondly participating in the reverse online auction. The four
main participants in the auction event were WinningSupplier, AusSupplier,
Auction.Com and AusBuyer.

CASESTUDY

Online Auction Case Review

AusSupplier is a micro-business with 2 full time and 5 part time
consultants. It is an “infomediary” or in older language a “middieman”.
AusSupplier turns over $AUD10 million and has a small client base. The
role of the “infomediary” is to win a contract for packing and exporting
commodities into the Asian marketplace. AusSupplier wins a contract
from a large manufacturer (AusBuyer) and then negotiates transport
and shipping rates. The commodity that was to be auctioned was worth
about $AUD1.6 million per year. Currently AusSupplier was responsible
for about 20% of the contract and a major transport company was
responsible for the remaining 80%. AusAuction.Com is a multi-na-
tional market leading e-Commerce company specialising in e-Procure-
ment and auctions. They have about 1000 employees worldwide and
operate for about 140 large multi-national clients. They have con-
ducted about $US21 billion in auctions resulting in savings of about
$USE hillion. It is obvious when looking at Auction.Com and AusSupplier
the difference in size, technology and more importantly the chasm in
understanding e-Business. AusBuyer is an Australian manufacturer that
is part of a global organisation based in US. The global organisation was
undergoing financial strain due to the poor commodities market world-
wide. In order to reduce costs AusBuyer turned to Auction.Com to con-
duct a number of auction events. business AusSupplier.

DISCUSS ON

What are the business impacts and value propositions of reverse
online auction?

Auction.Com

Auction.com was the big winner by gaining their initial consulting
fees for setting up the auction event and gaining a percentage of the
savings from AusBuyer. They can also use this auction event to demon-
strate their auction technology to other large Australian companies. In
the year from the initial auction event Auction.com have conducted
380 (We-b Plenary, 2002) for AusBuyer Australia wide. Clearly
Auction.com were able to demonstrate the value proposition to AusBuyer
and have moved to providing “in-house” auction sites to other major
Australian organsiations.

AusBuyer
AusBuyer appeared to be the next big winner with a tangible sav-
ings of a 20+% reduction in the cost of the contract. There were mini-
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mal switching costs as they awarded the contract to the company who
held the majority (80%) of the contract previously. However, from this
Auction.com costs need to be subtracted. An intangible benefit was the
pre-qualifying process that identified future suitable suppliers. This is
again evidenced by the 380 auctions conducted in the following year
(We-b Plenary, 2002) and by the view of Auction.com (Auction.Com
Director, 2002) when they highlight the improved supplier processes,
transparency and fairness for suppliers in participating in the auction
process. The pre-qualifying process can be prone to errors when we
consider one of the other auction events conducted on the same day
when only one supplier was identified and this was the existing contrac-
tor. The auction event still went ahead and resulted in a 5% increase in
the contract cost. In this case the auction dynamic was missing and
therefore no savings were made. AusBuyer can also use the auction
event to determine how low different suppliers can go which can be the
basis for future negotiations.

Winning Supplier

Another winner appears to be the supplier who won the contract.
However prior to the auction they had 80% of the contract at a price of
$AUD1.28 million. They now have the full contract at approximately
the same price. Twenty percent more work for minimal extra money.
Wyld (2000) reported that reverse auction can bring about many im-
pacts; shift of power from the supplier to buyer, suppliers leveraged into
the auction portal, market makers increase competition and strategic
aliance forming between the buyer and auction vendor. These are dem-
onstrated in the case study of Stein & Hawking (2002a, 2002b). There
was a considerable shift of power from the supplier to buyer as evidenced
by the dramatic drop in contract spend and the market makers did
increase competition within the marketplace as evidenced by the in-
crease in bidders in the auction format. Additionally suppliers were le-
veraged into the auction portal, a strategic alliance was formed between
the buyer and auction vendor and finally an internal linkage was created
between the supply chain and then auction portal. Emilani & Stec (2002)
in their research in the Aeroparts industry pointed out that winning
suppliers view online auctions as divisive and often drop out of the
bidding process after 2 years. They also see winning suppliers passing on
the drop in income to their suppliers thereby setting up a follow-on
reaction down the entire supply chain. Supply chains are promising lean
and mean business processes that save 15-20% from your cost base, a
very attractive value proposition for the buyer.

Losing Supplier

The online auction is based on the premise that the buyer is being
overcharged by its current suppliers, and the online reverse auction will
achieve the lowest price. However, where does the price reduction come
from? The supplier who eventually won the contract has to provide
more services for roughly the same amount of money. AusSupplier, the
losing supplier, has prided itself on giving a service second to none. Any
glitches in the supply of the commaodity, any problems in logistics or
shipping never presented a problem. In this case AusBuyer may have
been under global pressure to drive down prices, but will there be a price
to pay when the contract lapses and a premium needs to be paid to bring
in another supplier to complete the contract. This scenario occurred
three years prior with AusBuyer and another supplier. Auction.Com
addressed this issue of service over price (Auction.Com Director, 2002)
when they point out that all suppliers believe they offer the best service.
The problem with this is in fact only the buyer can judge who offers the
best service and secondly the buyer may place a lower premium on
service offerings. The reverse auction allows for transparency in all
these issues. Emiliani and Stec (2001) believe that the risk of losing
current business coerces suppliers to participate in the auction event.
They are electronically coerced, watching other bidders in real time
compelling them to bid, this was the case with AusSupplier when they
went below their previously agreed low bid.

CONCLUSON
Many analysts (Wyld, 2000: Deise et a., 2000) believe that the use
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of the internet as a medium for business provides the opportunity for
companies to restructure their supply chains in collaboration with the
other supply chain partners. One of the imperatives in the e-procure-
ment model proposed by Wyld (2000) was to build strategic alliance
between business partners. This involves both buyers and vendors work-
ing collaboratively to provide cost efficiencies and add value to products
and services. Many believe that this strategic collaboration is essential
to survive in the e-world. The premise of the Value Trust Network
(VTN) (Raisch, 2001) sees the supply chain being enhanced by the
established relationships between buyers and suppliers, not only by the
adoption of Internet technology. If reverse auction e-procurement is to
enhance enterprise competitiveness then value must be delivered to
ease industry pain points (Raisch, 2001; Emiliani, 2002; Jap; 2000)
with trust being enhanced between suppliers and buyer. The question
needs to be asked to what extent do reverse online auctions contribute
to this value and trust? The whole issue of driving costs down to the
lowest possible level would provide a serious impediment to any cre-
ation of value (Bartholomew, 2001) and trust. The attributes and skills
that buyers would like to foster in their suppliers are placed at a lower
priority to price. Do companies really want business only run on lowest
price? Rapport (1998) believes that a reverse online auction is only a
“quick fix” to satisfy management objectives of increased shareholder
value. Smeltzer and Carr (2000) after conducting a number of interviews
with companies involved in reverse auctions found that buyers were
initially attracted to online auctions due to the promise of a reduced
purchase price and believed that the suppliers were motivated by an
improvement in communication about the market and the opportunity
to obtain increased sales. Reverse online auctions appear to be an
essential tool for procurement needs. However many of the companies
who use online auctions as buyers are reluctant to participate in them
when they become a supplier (Manufacturingnews.com, 2001). There is
much hype surrounding e-procurement and its associated tools. Many
companies are drawn to reverse online auctions as a means of reducing
costs, as a 20% margin organisation will render a $5 saving for every $1
saved in procurement. However, these companies need to weigh up the
initial savings against the possible detrimental impact these auctions
could have on their supplier relationships (Emiliani & Stec, 2002).
Reverse auctions used to exploit buyer power and not demonstrating
win-win will not lead buyers and sellers jointly solve supply chain prob-
lems and collaboratively develop new products and services. Auction.Com
director pointed to the developing nature of reverse auctions,

Reverse auctions are challenging current processes, but | am

finding the buying decisions are more rigorous and fair than

previous because of the process and transparency.

Roddy Martin from AMR Research as quoted in Moser (2002)
summed up the balance between buyers and suppliers that must exist in
reverse auctions,

How can | incorporate content into a reverse auction? How can

| get a good price in addition to the service and support |

usually get from my regular suppliers?

The long-term use of reverse auctions by AusBuyer seems to indi-
cate that after a short learning process some of the balance between
buyers and suppliers has been restored and benefits are being achieved by
all participants along the supply chain.
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