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Instructor’s Manual: Chapter 12

B2B E-commerce
Teaching Objectives

· Discuss the evolution and growth of B2B e-commerce, as well as its potential benefits and challenges.

· Explain how procurement and supply chains relate to B2B e-commerce.

· Identify major trends in supply chain management and collaborative commerce.

· Explain the different characteristics and types of Net marketplaces.

· Explain the objectives of private industrial networks, their role in supporting collaborative commerce, and the barriers to their implementation.
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Teaching Suggestions

This chapter discusses B2B e-commerce, supply chain management, and collaborative commerce. Many students will be completely unfamiliar with business-to-business commerce, as well as supply chain management, and collaborative commerce. Therefore, it is worthwhile to spend some time introducing these topics before going into depth on the various types of B2B digital commerce relationships. 

The challenge in this chapter is to make some sense out of very confusing literature and portray to students the basic ideas without getting them lost in the details. B2B e-com​merce is much less visible to students than B2C e-commerce, but it is having a profound impact on how businesses operate. 

The opening case, Alibaba: China’s E-commerce Enchanter, provides a profile of a Chinese B2B giant that is poised to go public in 2014 . Alibaba has three B2B divisions – Alibaba.com, a global sourcing solution on which business is conducted in English between importers and exporters from over 240 countries; Chinese language site, 1688.com, which is dedicated to domestic B2B transactions, and AliExpress.com, which serves small businesses, and offer wholesale pricing without bulk buying requirements. Some class discussion questions for this case might include the following:

· Why has Alibaba succeeded when earlier B2B marketplaces did not?
· Why are analysts speculating that Alibaba’s valuation may surpass Facebook’s?
· Why has Alibaba been particularly attractive to small and medium-sized (SME) businesses?
Key Points

Overview of B2B E-commerce. B2B trade among business firms is huge, about $13.8 trillion in the United States. Consider taking the time to walk students through Figure 12.2, which describes the current and future size of B2B commerce. Contrast the size of B2B e-commerce in 2014 (about $5.7 trillion) with the size of B2C, which is only about $470 billion in 2014. The promise of B2B e-commerce is to reduce the transaction costs involved in this inter-business trade. The estimated benefit to the U.S. economy of such a change is in the trillions, money that could be put to more productive uses. 

Define B2B commerce as all types of computer-enabled inter-firm trade; it has evolved over a 40-year period. You can help anchor students in this evolution by discussing Figure 12.1, which traces the evolutionary path of B2B. This allows students to put the Internet-enabled variant of B2B commerce into perspective as an evolutionary migration. One way you can motivate students to understand B2B is by discussing the potential benefits discussed on page 794. It is important for students to understand that there are also some risks created by the increasing globalization and consolidation enabled by B2B e-commerce and supply chains. The Insight on Society case, Where’s My iPad? Supply Chain Risk and Vulnerability, focuses on this issue. Class discussion questions for this case might include the following: 

· Why does concentrating production on fewer suppliers also concentrate risk?
· How does globalization play a part in increased risk?
· What types of procedures could be implemented, given increased globalization, to reduce risk?
The Procurement Process and Supply Chains. Figures 12.3 and 12.4 are a good way to introduce students to the procurement process and the supply chain. Figure 12.3 describes the procurement business processes and chain, while Figure 12.4 describes the multi-tiered nature of the supply chain. Be sure students understand the different types of procurement: direct versus indirect goods and spot versus contract purchasing. MRO goods should also be explained. 
Trends in Supply Chain Management and Collaborative Commerce. The first step is to make sure your students understand what supply chain management entails. Then review the major trends detailed in this section, including just-in-time and lean production, supply chain simplification, adaptive supply chains, accountable supply chains, sustainable supply chains, EDI, mobile B2B and cloud-based B2B systems. Figure 12.5 is a good way to describe how B2B and EDI objectives have changed from simple automation into continuous replenishment. The holy grail of supply chain managers is to produce only enough goods to meet immediate demand and therefore to eliminate buffers and inventory in all tiers of the supply chain. New material on mobile B2B and cloud-based B2B software platforms highlights the increasing use of both of these technologies and their impact on B2B e-commerce. Figure 12.6 illustrates a cloud-based B2B platform.
The Insight on Technology case, Your Shoes Are in the Cloud, examines how Wolverine International, one of the world’s largest footwear companies, implemented a cloud-based supply chain platform to deal with its global supply chain. Questions for class discussion might include the following: 

· What challenges did Wolverine face in its global supply chain?

· What factors led Wolverine to move to a cloud-based supply chain platform?

· What advantages does a cloud-based platform provide? Are there any disadvantages?

The section concludes with a discussion of supply chain management systems, collaborative commerce and the impact of social networks on B2B. Figure 12.7 provides an illustration of a contemporary supply chain management system, and Figure 12.8 provides an illustration of a collaborative commerce system. 

Net Marketplaces. Section 12.4 goes into greater detail on Net marketplaces. There are four “pure” types (use Figure 12.9 in class to describe the four types). It is important students understand the various biases built into Net marketplaces. Market bias has been one reason that Net marketplaces have not flourished as expected; suppliers would rather not compete with one another for large contracts.  The chapter next provides descriptions and examples of each of the four primary types of Net marketplaces: e-distributors, e-procurement companies, exchanges, and industry consortia.  
Private Industrial Networks. Private industrial networks are extensions of the earlier EDI to an Internet but support a much wider variety of communications and file types including e-mail, chat, CAD diagrams, and graphics formats. Figure 12.15 describes the key elements of collaborative commerce. The ultimate objective is to closely coordinate the requirements of large manufacturers and distributors with a limited set of suppliers and transportation firms. Figure 12.14 illustrates a private industrial network developed by Procter & Gamble. 

The Insight on Business case, Walmart Develops a Private Industrial Network, describes Walmart’s efforts to build its Retail Link private industrial network. It permits the issuance of worldwide RFQs (requests for quotes) based on real-time demand for products in Walmart’s stores worldwide. However, Walmart is not willing to join industry-wide groups seeking to develop these capabilities for all general merchandisers. Class discussion questions for this case might include the following:

· What is Walmart’s Retail Link system and how has it changed since the early 1990s?
· Why is Walmart still using EDI-based systems?
· Why won’t Walmart join in an industry-backed system?
· How can other companies compete with Walmart?
The chapter-ending case study, Elemica: Cooperation, Collaboration, and Community, is a good wrap-up to the chapter. Elemica is a wonderful example of an industry-owned “hub,” a transaction environment where chemical industry firms can come together in a market to buy and sell. It is also unusual in that it is a platform that allows the enterprise information systems of participants to share information at very high speed. The hub is owned by the industry participants, not third parties, and any gains or profits redound to industry participants, not third parties. 

Case Study Questions

1. If you were a small chemical company, what concerns would you have about joining Elemica?

Although small and medium firms do not need to have an ERP system to connect to Elemica, they do require some level of technological sophistication even to use the online portal. Elemica offers a Web portal for those companies not as technically sophisticated as the larger global chemical companies. For all firms, Elemica reduces the burden on IT staff. In fact, one of the missions of Elemica is to help companies do more with fewer resources—including IT staff. As a small firm, you would be concerned that you would be able to respond to requests for large quantities of commodities that might be requested by partners. 

2. Elemica provides a community for participants where they can transact, coordinate, and cooperate to produce products for less. Yet these firms also compete with one another when they sell chemicals to end-user firms in the automobile, airline, and manufacturing industries. How is this possible?

This is a difficult question. The chemical industry is very interrelated with a long history of firms buying/selling from each other. All firms in the industry at one point or another end up with spare inventory they would like to sell, or come short on specific chemicals preventing order execution. The Elemica hub is perceived as a neutral trading platform where all can benefit from lower-cost-to-serve, greater efficiencies, and overall more efficient operations that can serve customers better. By keeping bids and quotations anonymous, and the community fairly large and open, members can get a sense of “market price” and available quantities quite easily without revealing their names. 

3. Review the concept of a private industrial network and describe how Elemica illustrates many of the features of such a network.

Like a private industrial network, Elemica is focused on long-term relationships with partners to reduce long-term costs for the firm. Unlike a private industrial network, it’s not just a single large firm that controls the network, but rather it is owned by key industry members trying to coordinate the transactions in an entire industry. 

End of Chapter Questions

1. What factors influence the speed with which industries migrate to B2B e-commerce?
The existing use of EDI and where large investments have already been made in technology and Internet infrastructure.

2.
Describe the stages of evolution of EDI.
EDI began first as document automation system, an automated way for a company to exchange electronic documents involved in its supply chain, such as purchase orders and shipping notices, with its suppliers and distributors. The second stage began in the 1990s, as EDI evolved to become a system for document elimination, replacing purchase orders and notices with schedules in inventory balances. In the third stage, in the mid-90s, EDI evolved to a continuous replenishment system: suppliers were able to access portions of a company’s scheduling and inventory information systems, and were able to interact with these schedules and meet schedules and demand without intervention by purchasing agents.

3.
Describe three weaknesses of EDI in today’s B2B e-commerce environment.

EDI is not well suited for the development of electronic marketplaces, where thousands of suppliers and purchasers meet in a digital arena to negotiate prices. EDI supports direct bilateral communications among a small set of firms and does not permit the multilateral, dynamic relationships of a true marketplace. EDI does not provide for price transparency among a large number of suppliers, does not scale easily to include new participants, and is not a real-time communications environment. EDI does not have a rich communications environment that can simultaneously support e-mail messaging, sharing of graphic documents, network meetings, or user-friendly flexible database creation and management. For these features, Internet-based software has emerged (described below). EDI is also an expensive proposition, and a staff of dedicated programmers is required to implement it in large firms; in some cases, a considerable amount of time is also needed to reprogram existing enterprise systems to work with EDI protocols.

4. What types of ownership models and revenue models do Net marketplaces use?

Net marketplaces can be organized under a variety of ownership models. Some are owned by independent third parties backed by venture capital, some are owned by established firms who are the main or only market players, and some are a mix of both. Net marketplaces establish the prices of the goods they offer in four primary ways—fixed catalog prices, or more dynamic pricing, such as negotiation, auction, or bid/ask (“exchange” model). Net marketplaces earn revenue in a number of ways, including transaction fees, subscription fees, service fees, software licensing fees, advertising and marketing, and sales of data and information.

5. Describe the steps in the procurement process. Which steps are least likely to benefit from automation and e-commerce technologies?
There are seven separate steps in the procurement process. The first three steps involve the decision of who to buy from and what to pay: searching for suppliers of specific products; qualifying both the seller and the products they sell; and negotiating prices, credit terms, escrow requirements, quality, and scheduling of delivery. Once a supplier is identified, purchase orders are issued, the buyer is sent an invoice, the goods are shipped, and the buyer sends a payment. Each of these steps in the procurement process is composed of many separate business processes and subactivities. The steps least likely to benefit from automation and e-commerce technologies are those that involve high-level decision making, such as the final selection and approval of a supplier and contract negotiation.

6. Define the term supply chain and explain what SCM systems attempt to do. What does supply chain simplification entail?

The supply chain refers to the series of transactions that links sets of firms that do business with each other. It includes not only the firms themselves, but also the relationships between them and the processes that connect them. SCM (supply chain management) systems attempt to coordinate and link the activities of suppliers, shippers, and order entry systems to automate the order entry process from start to finish. This includes the purchase, production, and moving of a product from a supplier to a purchasing firm. Supply chain simplification refers to the reduction of the size of a firm’s supply chain. Firms today generally prefer to work closely with a strategic group of suppliers in order to reduce both product costs and administrative costs. Long-term contract purchases containing pre-specified product quality requirements and pre-specified timing goals have been proven to improve end product quality and ensure uninterrupted production.

7. Explain the difference between a horizontal market and a vertical market.

Horizontal markets serve a myriad of different industries. An electronic storefront is an example of a horizontal market in that it tends to carry a wide variety of products that are useful to any number of different industries. Vertical markets, on the other hand, provide expertise and products targeted to a specific industry. EDI (electronic data interchange) systems usually serve vertical markets.

8. Why do firms typically use spot purchasing for indirect goods and contractual purchasing for direct goods?

Indirect goods are those that support the business overall and are not involved in making the product, such as office supplies. The quality may be seen as slightly less important, and typically are less unique and since these goods are not used in the final product, should have less bearing on the product’s final cost and quality. In addition, companies would want to have established relationships and ongoing communication with the providers of their direct goods, in order to maintain quality and also to ensure that the supply chain overall is efficient and can meet the demand for final products.

9. Explain the difference between just-in-time and lean production.

Just-in-time production is a method of inventory cost management that seeks to eliminate excess inventory to a bare minimum. In just-in-time production, the parts needed for, say, an automobile, arrive at the assembly factory a few hours or even minutes before they are attached to a car. Payment for the parts does not occur until the parts are attached to a vehicle on the production line. In the past, producers used to order enough parts for a week or even a month’s worth of production, creating huge, costly buffers in the production process. These buffers assured that parts would almost always be available, but at a large cost. Lean production is a set of production methods and tools that focuses on the elimination of waste throughout the customer value chain. It is an extension of just-in-time beyond inventory management to the full range of activities that create customer value.

10. What are the risks involved in a global supply chain that pushes manufacturing and production to low-cost labor centers? How can these risks be mitigated?
The risks of this type of supply chain are the unforeseen political and economic events, as well as natural geologic disaster. For example, a disruption in the financial market in a low-cost country may result in the suppliers no longer being able to procure their own goods, or a natural disaster like the earthquake and tsunami in Japan may even result in shutdown of production. These risks are being mitigated by creating more flexible and regional supply chains that do not rely on a single country or region for production and allow production locations to be changed
11. Define sustainable business. What is the business value of a sustainable supply chain?
“Sustainable business” is a call for business to take social and ecological interests, and not just corporate profits, into account in all their decision-making throughout the firm. The business value comes through in risk management in planning for governmental environmental regulations, as well as through risk management of the business ecosystem: If a business uses a difficult-to-renew resource in its supply chain, it is in the general economic and industry interest to maintain that resource. In some cases, reducing use of an environmental resource, such as oil, will have immediate benefits, and there may also be benefits from a branding and marketing standpoint.

12. Describe three types of B2B collaboration enabled through private industrial networks.
One form of collaboration—and perhaps the most profound—is industry-wide collaborative resource planning, forecasting, and replenishment (CPFR), which involves working with network members to forecast demand, develop production plans, and coordinate shipping, warehousing, and stocking activities to ensure retail  and wholesale shelf space is replenished with just the right amount of goods. A second area of collaboration is demand chain visibility, allowing everyone involved in the supply chain from retailer to supplier to understand what products and goods are needed when and where. A third area of collaboration is marketing coordination and product design. By involving their suppliers in product design and marketing initiatives, manufacturing firms can ensure that the  parts produced actually fulfill the claims of marketers. On the reverse flow, feedback from customers can be used by marketers to speak directly to product designers at the firm and its suppliers.

13. What are the benefits for suppliers in a private industrial network.

Net marketplaces can be organized under a variety of ownership models. Some are owned by independent third parties backed by venture capital, some are owned by established firms who are the main or only market players, and some are a mix of both. Net marketplaces establish the prices of the goods they offer in four primary ways—fixed catalog prices, or more dynamic pricing, such as negotiation, auction, or bid/ask (“exchange” model). Net marketplaces earn revenue in a number of ways, including transaction fees, subscription fees, service fees, software licensing fees, advertising and marketing, and sales of data and information.

14. How do the value chain management services provided by e-procurement companies benefit buyers? What services do they provide to suppliers?

The value chain management services benefit buyers by automating a firm’s entire procurement process including purchase orders, requisitions, sourcing, business rules enforcement, invoicing, and payment. For the suppliers, they provide automation of the entire selling business process including catalog creation and content management, order management, fulfillment, invoicing, shipment, and settlement.

15. What are the barriers to the complete implementation of private industrial networks?

One barrier is that participating firms are required to share sensitive data with their business partners up and down the supply chain. This is a huge corporate mindset change since what was previously considered proprietary and secret must now be shared. Furthermore, in the digital environment, it can be difficult to control the limits of this information sharing. Information that a firm willingly gives to its largest customer may wind up being shared with its closest competitor. 

Other barriers include difficulties in integrating private industrial networks into existing ERP (enterprise resource planning) systems and EDI (electronic data interchange) networks. Most ERP systems were not designed initially to work with extranets or even to be particularly Internet compliant; they were based on business models that use entirely internal business processes. Furthermore, changes in corporate culture and attitudes organization-wide and among all employees are essential so that a shifting of allegiances occurs from the firm to the wider trans-organizational enterprise. This is difficult to achieve. Employees must recognize that the firm’s fate is intertwined with that of their suppliers and distributors. Suppliers in turn, must change how they manage and allocate resources because their own production is closely aligned with the demands of the private industrial network partners. A loss of independence among all participants in the supply and distribution chains occurs and this requires huge behavioral changes in individual organizations in order for their participation to reap the benefits of participation.

16. What is a cloud-based B2B platform and what advantages does it offer?

In cloud-based B2B systems, much of the expense of B2B systems is shifted from the firm to a B2B network provider, sometimes called a data hub or B2B platform. The cloud platform owner provides the computing and telecommunications capability; establishes connections with the firm’s partners; provides software on-demand (software-as-a-service or SAAS) to connect the firm’s systems to its partners’ systems; performs data coordination and cleaning; and manages data quality for all members. Network effects apply here: the cost of these tasks and capabilities is spread over all members, reducing costs for all. B2B network providers also provide communication environments and file storage services that allow partners to work together more closely, and to collaborate on improving the flow of goods and transactions. B2B network providers charge customers on a demand basis, rather than on a percentage of their transactions’ value, depending on their utilization of the network. Another advantage of cloud-based B2B systems is that, unlike traditional firm-based B2B systems, cloud-based B2B data networks can be implemented in short periods of time to respond to corporate mergers and rapidly changing markets.
17. What is the main reason why many of the independent exchanges developed in the early days of e-commerce failed?
The main reason is that they failed to attract enough players to achieve liquidity. That is, the number of buyers and sellers in the market, the transaction volume, and the size of the transactions were insufficient to sustain a profit. 

18. How does collaborative commerce differ from EDI? How is it similar?
Collaborative commerce is defined as the use of digital technologies to permit firms to collaboratively design, develop, build, market, and manage products through their life cycles. This is a much broader mission than EDI, which is a technology for structured communications among firms. Collaborative commerce involves a definitive move from a transaction focus to a relationship focus among the supply chain participants. Rather than having an arm’s-length adversarial relationship with suppliers, collaborative commerce fosters sharing of sensitive internal information with suppliers and purchasers. Managing collaborative commerce requires knowing exactly what information to share with whom. Collaborative commerce extends beyond supply chain management activities to include the collaborative development of new products and services by multiple cooperating firms. EDI and collaborative commerce share one characteristic: they are not open, competitive marketplaces, but instead are, technically, private industrial networks that connect strategic partners in a supply chain.

19. What does BYOD refer to?

BYOD refers to “Bring Your Own Device.”  More and more companies have adopted a BYOD policy, in which employees use their personal smartphone, tablet, or laptop computer on the company’s network, which has helped to contribute to the growing importance of mobile devices in B2B e-commerce. 

20. How have social networks impacted B2B?
Social networks are beginning to be common tools for managers in B2B commerce. Procurement officers, managers of supply chains, and logistics managers participate in the social network culture provided by Facebook, Twitter, Tumblr, Instagram, and a host of other public social networks as we all do. Being able to respond to fast moving developments that affect supply chains requires something more than a Web site, e-mail, or telephone calls. Social networks can provide the intimate connections among customers, suppliers, and logistics partners that are needed to keep the supply chain functioning, and to make decisions based on current conditions. Participants in the supply chain network are tapping into their tablet computers, smartphones, and social network sites for purchasing, scheduling, exception handling, and deciding with their B2B customers and suppliers. In many cases, supply chain social networks are private—owned by the largest firm in the supply chain network. In other cases, firms develop Facebook pages to organize conversations among supply chain network members. 
Projects

1. Choose an industry and a B2B vertical market maker that interests you. Investigate the site and prepare a report that describes the size of the industry served, the type of Net marketplace provided, the benefits promised by the site for both the suppliers and purchasers, and the history of the company. You might also investigate the bias (buyer versus seller), ownership (suppliers, buyers, independents), pricing mechanism(s), scope, focus, and access (public versus private) of the Net marketplace. 

Students should go to eMarketservices.com, click the Worldwide Directory link, choose an industry and then choose a Net marketplace company within that industry. For instance, a student might select the Building & Construction industry. The next step is for the student to select a company, for example Abrasives1.com, within the industry. This displays a directory entry for that company. The directory provides further information on the company. Finally, to perform the analysis required by the project, the student should visit the Web site of the company chosen, and also use Google or other search engines to find relevant information in trade, industry, popular journals, and newspapers.

2. Examine the Web site of one of the e-distributors listed in Figure 12.9, and compare and contrast it to one of the Web sites listed for e-procurement Net marketplaces. If you were a business manager of a medium-sized firm, how would you decide where to purchase your indirect inputs—from an e-distributor or an e-procurement Net marketplace? Write a short report detailing your analysis. 

A student choosing to compare Staples.com (e-distributor) versus Ariba 
(e-procurement) might provide the following analysis:

E-distributors are the most common type of electronic marketplace; they sell products on an “as needed” basis. Staples.com efficiently organizes goods from more than one source for potential buyers. E-distributors such as Staples.com offer a reasonable compromise between price and service, and provide the convenience of one-stop shopping for a wide range of products from processed materials to finished goods. This is especially valuable to customers in the MRO or office supplies market. Buyers like placing one order, tracking one order, and having only one invoice to pay. 

E-procurement companies are typically used for long-term contractual purchasing of indirect goods. They expand on the business model of e-distributors by including the online catalogs of their suppliers and value chain management services. Ariba encourages new levels of communication and collaboration between buyers and suppliers. An e-procurement system automates and streamlines the purchasing process by eliminating managers and multiple orders while reducing the cost of processing an order. For a medium-sized company, the advantages of an e-procurement system allows the company to control expenses on indirect goods as well as direct goods. This gives companies more control over the bottom line. However, if a company does not want to make an expensive investment into an e-procurement system or get locked into one e-procurement system, then e-distributors are another way companies can make their indirect purchases less expensive and more streamlined.

3. Assume you are an e-procurement officer for an office furniture manufacturer of steel office equipment. You have a single factory located in the Midwest with 2,000 employees. You sell about 40% of your office furniture to retail-oriented catalog outlets such as Quill in response to specific customer orders, and the remainder of your output is sold to resellers under long-term contracts. You have a choice of purchasing raw steel inputs—mostly cold rolled sheet metal from an exchange and/or from an industry consortium. Which alternative would you choose and why? Prepare a PowerPoint presentation for management supporting your position.

An e-procurement officer’s goal is to find the best product at the best prices. Exchanges and consortia offer both of these qualities. The benefits of exchanges are reduced search costs for parts, spare capacity, and lower prices due to a global marketplace fueled by competition among suppliers. Suppliers are often reluctant to join exchanges due to the fierce competition and price wars that can make profit margins miniscule, so the exchange might not have all the suppliers with which a company might wish to do business. Exchanges also usually don’t provide value-added services.

An industry consortium helps to develop long-term, stable relationships between buyers and sellers. Consortia are mainly developed by established Fortune 1000 companies. Both supplier and buyer benefit in a consortia. The buyer benefits because buyers control access to market channels. Suppliers benefit by having access to large procurement systems and large order sizes. This in turn leads to long-term purchasing relationships. 

The best alternative is to join the industry consortia in order to secure long-term, low prices on the firm’s basic inputs. This does not mean that the e-procurement officer should ignore prices and goods available from an exchange: these should be purchased when good deals become available, but they should not be relied upon as the major source of sheet steel. 

Companion Web Site, Learning Tracks, and Video Cases
You can also direct your students to the Companion Web Site for the book, located at www.azimuth-interactive.com/ecommerce11e. There they will find a collection of additional projects and exercises for each chapter; links to various technology tutorials; information on how to build a business plan and revenue models; information on careers in e-commerce, and more. Learning Tracks that provide additional coverage of various topics and a collection of video cases that integrate short videos, supporting case study material, and case study questions are also available for download from the books’ Online Instructor Resource Center at www.pearsonglobaleditions.com/Laudon. Video Cases for Chapter 12 include: 
· Video Case 12.1 Ford AutoXchange B2B Marketplaces
· Video Case 12.2 Flextronics Uses Elementum’s Cloud-based Mobile Supply Chain Apps
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