E-Hubs: The New B2B Marketplaces

B2B Marketplace = electronic hubs = e-hubs 

Appeal of doing business on the web: 

· More choices (buyer) 

· Access to more customers (seller)

· Less transaction costs (both)

· Revenue from transaction fees > Easily scalable > More margins (Market maker)

What businesses buy?

1. Manufacturing inputs (go into finished products)

· Purchased from industry-specific (or vertical) suppliers and distributors

· Require specialized logistics and fulfillment mechanisms 

2. Operating inputs (MOR (maintenance, repair, operating) goods: office supplies, airline ticket..)

· Purchased from horizontal suppliers (Staple, Amex) serving all industries

· Shipped through generalists (UPS)

How businesses buy?

· Systematic sourcing: negotiated contracts with qualified suppliers

· Spot sourcing: fulfill an immediate need at the lowest possible cost (commodity trading)

B2B hubs in four categories (B2B Matrix)

	
	What businesses buy

	
	Operating inputs
	Manufacturing inputs

	How businesses buy 

Systematic sourcing
	MRO Hubs 

* Low value goods, high transaction costs: value added by enhancement in procurement efficiency

* Disintermediate existing middlemen without fulfillment capabilities replication (Use 3rd party logistics suppliers) 

Ariba

W.W. Grainger

MRO. com

Bizbuyer.com
	Catalog Hubs

* Non-commodity mfg. inputs

* Value created with less transaction costs

* Industry specific

* Buyer focused (help negotiations with sellers) 

* Seller focused (work as virtual distributors for suppliers)

Chemdex 

SciQuest.com

PlasticsNet.com

	Spot sourcing
	Yield Managers

* Spot market for common operating resources (manufacturing capacity, labor, advertising….) 

*Value-added with 

- High degree of price demand volatility item (utilities)

- Huge fixed cost asset with low liquidity (manpower, mfg. Capacity)

Employease

Adauction.com

CapacityWeb.com
	Exchanges

* Similar to traditional commodity exchanges

* Smooth out peaks and valleys in demand and supply of commodities for production

e-steel

PaperExchange.com

Altra Energy

IMX Exchange




Value-creation mechanisms

1. Aggregation mechanism (Systematic sourcing)

· Value created by reducing transaction costs, and providing one stop shopping 

· Static in nature (prices are pre-negotiated)

· Buyer and seller positions are fixed

· Works best when:

· The cost of processing a purchase order is high relative to the cost of items procured

· Products are specialized

· The number of individual products or SKU is extremely large

· The supplier universe is highly fragmented

· Buyers are not sophisticated enough to understand dynamic pricing mechanisms

· A metacatalog of products carried by a large number of suppliers can be created

2. Matching mechanism (Spot Sourcing)

· Real-time price negotiation (bidding, auction) 

· Buyer and seller positions are fluid (Buyers can be sellers, and vice versa)

· First mover Exchanges or Yield Managers to achieve scale will take on natural monopoly characteristics, thus more powerful business model, but more complex and difficult to scale

· Works best when: 

· Products are commodities or near-commodities

· Massive volume trading relative to transaction costs

· Buyers and sellers are sophisticated enough to deal with dynamic pricing

· Logistics and fulfillment can be conducted by third parties

· Demand and Prices are volatile

Neutral e-hubs (true market makers)

· Face chicken and egg problem: attracting both buyers and sellers quickly

· Need to overcome the sellers’ channel conflict (they participate at the expense of their normal channels)

· Need to be careful in taking equity investment from large buyers or suppliers

· Do better when markets are fragmented both on supplier and buyer side

Biased e-hubs

· Favoring sellers act as forward aggregators or forward auctioneers

· Favoring buyers act as reverse aggregators (aggregate buyers and bargain with suppliers on their behalf> face some challenge to overcome the seller’s channel conflict, because buyers who already enjoy substantial volume discounts don’t’ find the hub attractive) or reverse auctioneers (host auction with many sellers but just one buyer > No need to overcome the sellers’ channel conflict)

· No chicken and egg problem (hitch their wagon to one side of the transaction; can focus on smaller buyers or suppliers because they can aggregate demand or supply; potential to grow quickly than neutral e-hubs)

· High sales/marketing costs (smaller buyers) 

· Do better when markets are fragmented only one side of the market

More on Reverse Aggregators

· Likely to exist with.. 

· Fragmented buyers; few large buyers and many small buyers; small order lot sizes; small SKUs 

· Reverse VARs: Value-Added Rebuyers, amass buying power for smaller buyers

· Bring buyers together and also negotiate long-term contracts with suppliers 

The Napsterization of B2B 
Two roles played by prevailing model of B2B on the web (exchange-based B2B)
· Aggregator brining players to the virtual market

· Facilitator provide software tools and protocols 
A new B2B model: Peer-to-Peer networking 

· Technology is already available: information about the location of files is stored in a central directory, but the file themselves remain on user’s hard drives

· Advantage: 

· No fee for exchange

· Reduce the complexity and expense of networking

· No membership limit

· Open and ubiquitous internet power is harnessed better through B2P

Why haven’t businesses started moving to B2P already?

· P2P software to handle complex business transactions not yet available. 

· However, the technical gaps will be filled quickly

· Technology is not difficult

· It’s not difficult to create Napster – or – Gnutella – like programs that let companies share their lists of goods and services one another. 

· XML and RDF are enabling complex products and processes to be defined and searched

· XML (Extensible Markup Language): allows a group of partners to agree on how any resource – a production plan, a purchase order, a contract – will be described electronically. 

· RDF (Resource Definition Format): a highly flexible way to index collection of resources, just as card catalogs index the contents of a library.

Does this mean an end of the digital intermediaries in B2B market?

· No. 3rd parties still needed to provide services that companies don’t want to do themselves or don’t trust one another to do. (i.e. auction) 

· The auctioneer’s system will tie in to the B2P networks, automatically collecting data from companies’ peering portals and hosting auctions in which both people and machines place bids

Conclusions

· B2P will become real, it’s only a matter of time and it won’t take long. 

Case:  HomeGain.com’s Referral Maximizer, the business of word-of-mouth
Intro

Referral Maximizer

· Idea: a B2B referral service building on the success of HomeGain 

· Combine the Homegain network of agents with referral power of the agent that just sold their house.

· HomeGain: Services that help find real estate agents; almost reached critical mass, adding new customer property profiles at 5000/ month; over $1 billion in new property value; 45000 agents nationwide

Decisions to make

· Pricing

· How to market

· How close the new product should follow the B to consumer features of HomeGain.

HomeGain: New Product for The New Economy

INF (Inman News Features), a company owned by Brad Imman was an extremely profitable real estate content powering top real estate web sites like Yahoo!, Real Estate, Microsoft HomeAdvisor and Intuit. 

Trend (1998)

· Largest content licenses started to demand reduction in licensing fees, even payment to carry the content

· Brad Imman (of INF) served as a strategy consultant to HomeAdvisor (Microsoft) and witnessed the success of the site, but it was not his own company

· NAR (National Association of Realtor) was moving to public offering of REALTOR.com. REALTOR.com. had possible access to MLS (Multiple Listing Service providers), a proprietary db run by local real estate agents. 

· Big listing aggregators created a bias toward servicing the home buyers, leaving home sellers with the traditional way of finding realtors.

Brad’s Revelation: The Seller is the Key

Seller focus: 

· The seller is responsible for the real estate agent’s commission (6% of the home price; great incentive to reduce the commission expense)

· Sellers can benefit from a good agent who does effective marketing (can gain top dollar on the sale by selecting the best agent), but they don’t look for the right agent intently 

· 82% of sellers are also immediate home buyers, thus double dipping of Transaction fee 

· The sellers tend to be wealthier with better credit

· Home listing attracts buyer leads

· Cross-sell of related products, services possible 

· Framing new listing costs agents a lot of $$ and listings are not always available.

The business Opportunity

A system that allows sellers to spend their commission money more wisely 

Help agents to reduce their marketing expenditure to attract listings

Pre-Launch Legwork

Sellers’ needs 

· Remain anonymous

· Can view agents’ previous homes bought and sold by Zip Code, commission rates and years of experience

· View agents of all stripes

· Pay a small fee 

Agents’ needs

· Anxious to receive new leads

· Willing to accept anonymity

· Didn’t like an up-front fee without any guarantee of future businesses

· Subscription-based mode recommended not becoming another hand in the commission pot. 

The Final Product

· Consumers post anonymous and detailed profiles of the homes they’d like to sell > Pre-registered agents automatically notified by e-mail each time a seller profile was submitted in one of their Zips > Agents create a tailored web-based response (proposal) to that seller profile > Consumers notified by e-mail and view the proposal

· Attracted technically capable agents 

· Huge cross-sell opportunity, page view generation 

· Revealed commission: something Realtor.com can’t replicate (Realtor.com, owned by NAR, finds it hard to pit its own due-paying members against each other for online bidding process)

The Launch

· Launched on April 26, 1999

· Difficulty: addressing the needs of two different audience simultaneously (chicken and egg problem)

· National Rollout? Vs. Test Market approach

Home Valuation: The Ace in the Hole

· A deal with Solimar a wonderful traffic builder on the consumer side of the business: Solimar product delivers an instant valuation estimate of a property over the Web and let potential sellers know how much their real estate worth. 

· Homegain paid Solimar a licensing fee, but would limit the number of free valuations offered to each registered users on the HomeGain site: users were forced to register to use the free tool. 

· Up-sold consumers on getting a true appraisal for a more accurate valuation estimate to minimize conflict with appraisers

· In 1st year of operation, registered consumers reached 2 million

Buy-Side Initiative

· Easy fund-raising following Realtor.com’s IPO

· Challenge 

· Turning on the buy side of the matching engines: the website work on Zip Code basis, but home buyers don’t think of their search in terms of Zip Codes.

· Positioning: Home selling site? An agent matching site? > the site expansion into horizontal areas like mortgages and moving services, but focusing more on the agent matching aspects. 

· Solution

· The buyer type in a city name and get all the zip codes for that city and choose up to 10 zip codes to enter on the buyer profile form

Subscription Pricing

· Initially free to agent > “Rack rage” price of $499 offered, but for a limited time, agents could get in for $99. The fee ratcheted up as a penalty for not signing up early (added inducement: can see the leads for free but can’t propose without subscription)

· Between April and December 1999

· $10 million spent in consumer marketing 

· Delivered $10 million in business to agents recouping only $1 million in revenue: migration to referral pricing contemplated   

Referral Pricing 

· Obstacles

· Difficulty in tracking transactions

· Permission from brokers needed

· Setting the right referral fee for an anonymous lead (as opposed to an exclusive lead)

· April 2000

· Choices became available to sign up for $495 flat fee or take the $30 plus 15% at the close of transaction > 90% chose referral plan and flat fee price disappeared in December 2000.

· By February 2001…

· 45000 agents

· 19000 actively proposing to new leads

· 2000 agents take 80% of business

· 8 competing agent proposal per lead on average

· Leads for areas with no coverage are placed through another broker network to ensure at least one response. 

The “New” B2B Product: Referral Maximizer

· Agent-to-agent or broker-to-broker referrals are common, but no formal means exist to perform them

· Referral Maximizer Idea

· Let agents drop a referral lead into the HomeGain matching engine and receive competing bids back from agents across the country

· Competition criteria: years of experience, number of homes bought and sold, professional designations, services provided, etc. and referral fee they’d be willing to pay

· HomeGain tracks the lead for the outbound agent and help ensure payment from the receiving agent.

· A recent mba hired to get this built on the website, and bring $1 million in the door by Mar. 31st.

Initial Focus Group Learning

1. Most agents do 6 outbound referrals/year and 6 inbounds/year; top agents score150 outbounds

2. Pricing at 20-35% of receiving agent’s gross commission

3. 15% of outbound referrals materialize into transaction

4. 67% of outbound referrals are home buyers

5. 67% of agents welcome referrals

6. Most franchises don’t care which agent is chosen on the other side; Coldwell Banker, however, encourages brokers to place referrals within its own broker network.  It keeps 1/3 of referral fee and the remainder goes to the outbound agent that originated the referral. Most franchises keep 5% and the remainder is split between the broker and agent.

7.  Agents like the idea of having a 3rd party track the transaction for them, but don’t value them greatly.

8. Selection process: check out receiving agents’ website > cal 2 or 3 finalists > check the chemistry > sign a referral form

9. Timing is critical

10. Many agents don’t like negotiating the price for their outbound leads and would love a service that could do this on their behalf.

Remaining Questions

1. Referral Vs. Subscription Pricing

Referral pricing would be familiar to agents, but would not meet the target for quick revenue. It costs $50 each to track transaction, and agents might collude to avoid making the payment. 

2. Lead Pricing

Charge to place an outbound referral? To bid on the referral? Or both? Pay per usage? Annual membership? One general membership for both sending and receiving leads? Leads for unpaid agents, but no proposal right? 

3. Tracking

Tracking service optional? Or part of subscription package? Tracking when outbound agent chose one of the agents who responded or regardless of whether they chose an agent outside the HomeGain system?

4. Marketing

Pre-market a non-existing product? Would agents pay for the promise of leads to come? Market the product outside the existing HG agent base? 

5. Cities Vs. Zip Codes

How should the product convert cities into Zip Codes? Most agents think of making a referral to another agent in a specific city, but you don’t want to send a lead to 300 agents. 

6. Exclusivity

Limit the number of participating agents per Zip code or city? Against what criteria? HomeGain doesn’t want inactive agents taking up an exclusive slot.  

7. Short-term vs. Long-term tradeoff

Under subscription based, maximizing the number of agent subscribers would be short-term incentives. However, more money might be made in the future by charging a piece of the referral fee and under this scenario, fewer agents are better as long as they are capable of winning the business and provide nationwide coverage

8. Trial Period

Some advocate a free trial period, but this would make it difficult to meet the revenue goal.  

9. Expanding the Zips

The existing 8 zip codes give agents in NY little coverage, where as for Phoenix, most people their live in one zip code. Should HomeGain consider offering additional consumer Zips as a bonus for subscribers to the new program? 

10. Anonymity

Should outbound agents remain anonymous? Advantage: it would prevent multiple agents on the receiving side from bothering the outbound agents. Disadvantage: unscrupulous agents might post a referral to their own market area to see competitors’ marketing plans, commission rates, etc.

