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distribution was putting together the bul-
letins on paper, which were around 25
pages long, and mailing them to custom-
ers. The whole process took anywhere from
a few days to two or three weeks for in-
ternational customers. Fruit of the Loom
has around 50 wholesalers nationwide to
ship its goods in bulk to thousands of silk-
screen printers, embroidery shops, and
similar outfits. Fruit of the Loom in the
past was not sophisticated in information
technology, but now, they are offering to
put their wholesalers on the Web, at vir-
tually no cost. Their goal, according to CIO
Charles M. Kirk, is to make their inven-
tory system a virtual inventory for their
wholesalers in order to avoid losing cus-
tomers because the wholesaler is out of
stock (Verity, 1996).

As the McDonnell Douglas and Fruit of
the Loom examples suggest, partners get
the information when they need it, and
not after the fact. Secondly, this format
saves money. Digital distribution of docu-
ments costs half as much as paper distri-
bution does (home.netscape.com.._ pro-
files/mcdonnell.html). In addition, digital
storage of information is less expensive
than what it would cost to store paper
documents that build up over time. Lastly,
there is the idea of “customer-pull” infor-
mation. With digital storage of documents,
partners and customers can access the in-
formation they need and manipulate it to
work for them on their end. Information
collaboration also fosters the ability to
examine market trends, co-develop prod-
ucts, and to align businesses with their
partners.

Implementation

One way is to utilize e-mail to communi-
cate with partners and customers.
Encryption allows you to send secure mes-
sages over e-mail. However, this format
does not allow for very rich information
flow. A second method is to allow access
through a Web page, as in the McDonnell
Douglas and Fruit of the Loom examples.
Lastly, companies are opening up their
internal corporate intranets to allow part-
ners to access specific information perti-
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The relationship between firms and their
business partners is changing. Partnership
has become a major theme of business,
and increasingly, firms are aligning them-
selves with suppliers in order to stay ahead
of the competition. Businesses and their
suppliers are not only exchanging trans-
actional information, but they are also be-
ginning to engage in project collabora-
tion and to share research and develop-
ment information. We will examine this
growth in intercompany exchange of in-
formation, new forms of business-to-
business connections. We will explore the
future of electronic data interchange,  look
at prospects for the future of inter-
mediaries and the interorganizational di-
mensions. The model in Figure 1 identi-
fies the set of interlinking relationships
between organizations, their suppliers and
their customers.

Intercompany CommunicationsIntercompany CommunicationsIntercompany CommunicationsIntercompany CommunicationsIntercompany Communications

Intercompany communications involves
more than the conventional form of EDI.
Innovative firms with good partner rela-
tionships are beginning to share sales data,
customer buying patterns, and future
plans with their suppliers. These intercom-

pany communications are facilitated
through the use of the Internet as the
physical connection between the firms.
One example of a company doing this is
McDonnell Douglas (home.netscape.com..
_profiles/ mcdonnell.html). Their commer-
cial aircraft manufacturing division used
Netscape and the World Wide Web to build
a system to distribute aircraft service
bulletins to their customers around the
world. Users with unique passwords access
a secured Web site from the McDonnell
Douglas Web page. Fruit of the Loom is
another company using the Internet for
intercompany communications. Fruit of
the Loom has its wholesalers connected
through a web site where they have set up
a virtual inventory system (Verity, 1996).

Benefits

There are several benefits to having an
information connection with your part-
ners, evidenced in the McDonnell Doug-
las and Fruit of the Loom examples.
McDonnell Douglas’s commercial aircraft
manufacturing division, Douglas Aircraft,
needed a way to distribute aircraft service
bulletins to its customers, 65 percent of
which are international. The old way of
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nent to individual partners. In the future,
firms will conduct meetings via
videoconferences. There will be global di-
rectory services, access to information
servers, interactive groupware sessions
involving users from different organiza-
tions, and increasing information collabo-
ration between firms and their partners
(Kalakota and Whinston, 1996).

Interorganizational Dimensions

Intercompany communications is a way
that partners can cooperate and win in a
world of increasing competition. The
Internet is like any other information tech-
nology, it is an enabler, not a total solu-
tion. The ability to collaborate through the
Internet will reflect the level of trust es-
tablished between partners. In order to
have the most effective information col-
laboration, both the firm and its partners
need a high degree of information technol-
ogy sophistication. What are the incentives
for your partners to cooperate? If we look
at the McDonnell Douglas and Fruit of the
Loom examples, the incentives are clear.
Their partners got the information they
needed when they needed it. Intercompany
communications will be beneficial when
incentives for all partners are aligned.

Electronic Data InterchangeElectronic Data InterchangeElectronic Data InterchangeElectronic Data InterchangeElectronic Data Interchange

There are around 100,000 firms conduct-
ing EDI, yet these firms only represent a
small fraction of the 6 million businesses
in existence today (Baer, 1996). In the fu-
ture, EDI will move to an Internet-like for-
mat, not necessarily the public Internet as
we know it. A recent survey by Forrester
Research, Inc. in Cambridge, Mass. re-
vealed that 20 out of 30 heavy EDI users
are looking seriously at the Internet (Baer,
1996). If EDI is going to become wide-
spread, the implementation has to be prac-
tical for small and medium sized firms.
That is where the Internet comes in.
Internet technology is such that even com-
panies with low information technology
sophistication are able to conduct elec-
tronic commerce. Solutions are being
adopted in which firms only need PCs with
TCP/IP capability, Internet access, and a
web browser to do EDI. The infrastructure

is advantageous in that companies can
exchange information with suppliers any-
where, and for a much lower cost than
traditional EDI transactions through a
Value Added Network.

Benefits to Internet-EDI

Not only can Internet EDI be more cost-
effective, transactions can occur closer to
real-time. Traditional EDI takes 12 to 24
hours for delivery versus minutes over the
Internet (Baer, 1996). Lawrence Livermore
Labs and Bank of America Corporation ini-
tiated a pilot program for Internet EDI. The
average transaction was completed in 6
minutes, with much of that time spent ne-
gotiating with Bank of America’s security
checks (Baer, 1996). The pilot program
demonstrates that fast and secure Internet
EDI transactions are possible. Increasingly,
firms are requiring faster delivery times
for materials. They operate on a just-in-
time inventory system, and they need sup-
pliers who can help them survive in a time-
critical environment. The Internet seems
to be a logical medium for electronic com-
merce because of its open format, as well
as its near-ubiquitous presence. The tre-
mendous potential for cost and time sav-
ings over paper and traditional EDI are
illustrated in Figure 2.

Critical Issues

There are two issues that will be resolved
to make EDI happen over the Internet. The
first issue is security. There is a standard
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coming soon for public key encryption to
reduce security concerns and pave the way
for Internet commerce. There will be a
standard due to the fact that various elec-
tronic mail systems have public key
encryption capability now (Kalakota and
Whinston, 1996). The second issue is a
software standard. We will witness a soft-
ware package emerge as a standard, ac-
cepted by the business market. This will
lead to open EDI on the Web. Traditional
EDI is cost-prohibitive for non-Fortune
1000 companies due to the immense cost
of translators needed for communication
between firms using their own software.
With open EDI, interaction between com-
panies will be easier and less expensive
because the need for special translators to
convert messages will be eliminated.

Interorganizational Dimensions

The components for an Internet-EDI solu-
tion are innovativeness, level of informa-
tion technology sophistication, existing
strength of interorganizational relation-
ship, and incentives (See Figure 3). First
of all, the innovative firms are the ones
who are doing Internet-EDI pilots now and
are working out the problem areas. Sec-
ondly, the level of information technol-
ogy sophistication should be moderate to
high if you want to make effective use of
EDI. In terms of interorganizational rela-
tionships, a contractual relationship will
support EDI information flow. However,
the more trust in the relationship, the more
information will be available to you.
Lastly, there has to be incentives for your
partners to cooperate. If they do not de-
rive benefits from participating, chances
are they will not. If we have learned any-
thing from traditional EDI, it is that part-
ners with no incentives are usually not
the partners that help to breed success.

The Role of IntermediariesThe Role of IntermediariesThe Role of IntermediariesThe Role of IntermediariesThe Role of Intermediaries

An integral role in the future of electronic
commerce is the one played by interme-
diaries. They can provide a secure way for
firms to interact with many suppliers on
one medium. There are several implemen-
tations which would make this possible.
One method is to use an old VAN in a new

way, such as General Electric Information
Systems. There are two implementation
options with GE: (1)an Internet based im-
plementation designed for smaller firms
or (2)use the Internet to access the GEIS
network. A second method involves indi-
vidual industries establishing their own
network for electronic commerce.

GE Implementation Options

GE, which has been a traditional Value
Added Network carrier, has repositioned it-
self and adapted to the change in the mar-
ket. More firms are making the move to
Internet-based EDI, and GE wants to be a
part of it. GE TradeWeb (http://
www.getradeweb.com) gives firms the op-
tion of exchanging EDI forms over the
Internet or over GEIS’ value added network
(Perez, 1996). The Web site has mailboxes
where the forms are received. The forms
are also available on the Web site, where
you fill them out. TradeWeb utilizes the
Secure Sockets Layer encryption technol-
ogy for its security. This solution is aimed
to help small and medium sized companies
to connect with their larger partners. These
smaller firms can send a maximum of 25
forms a month and receive an unlimited
number of forms. The cost of this service
will be around $1000 per year (Perez, 1996).

Industry Example

The Agriculture and Chemical industries
have created an alternative solution by
setting up a proprietary network for elec-
tronic commerce. Rapid Inc., the interme-
diary which will administer the network,
is paying Electronic Data Systems to set it
up. The network will be TCP/IP-based and
will offer a platform for conducting EDI,
as well as providing full Internet access
for subscribers. Users will be able to ac-
cess a secure Web site called PowerAg that
offers bulletin board services and databases
on regulatory and industry issues. These
industries like Web technology, as do oth-
ers, because it makes it possible to have
one readily accessible and inexpensive site
to connect entire industries with many
suppliers. The cost for Rapid Inc. to de-
velop PowerAg is only $5 million. Sub-
scribers pay 19 cents for each 1,000 char-
acters sent, plus $175 connection fee and
a $45 monthly fee (Caldwell, 1996). This
is much less than the charges for a tradi-
tional Value Added Network.

The MarketspaceThe MarketspaceThe MarketspaceThe MarketspaceThe Marketspace

The electronic marketspace, or virtual mar-
ketplace, is an idea that is becoming reality.
There are a couple examples of services on
the Internet now which will become the basis

Figure 3   Business Applications with Interorganizational Dimensions

IT Sophistication

Low: Difficult to achieve econo-
mies of scale
Moderate: Can begin initial uses
of EDI
High: Most effective potential
for use; Easier with symmetry
between firm and partners

Low: Infrastructure not sufficient
for collaboration
Moderate: Limited ability to col-
laborate with partners
High: Most effective for project
collaboration, at least within af-
fected units

Low: Infrastructure not present
for R&D applications
Moderate: Limited ability to do
R&D applications between firm
and partner
High: Most effective for R&D ap-
plications, at least within af-
fected units

Transaction-
oriented
(EDI)

Project
Collaboration

Research and
Development

Incentives to Cooperate

Most often based on eco-
nomic rationale. Can be re-
sult of pressure to partici-
pate. With enhanced infor-
mation flow can serve to
enable sharing of core com-
petencies and information

Economic rationale and
pressure to participate will
not give incentives to co-
operate; Complementary
core competencies and in-
formation provide incen-
tives

Economic rationale and
pressure to participate will
not give incentives to co-
operate; Incentives derive
from complimentary core
competencies and informa-
tion

Existing Strength of the
Interorganizational
Relationship

Can be supported in con-
tractual, industry practice
and trust situations. Addi-
tional information available
with increasing levels of
trust

Cannot be supported by
contractual or industry prac-
tice; Some level of trust
must already be established

Cannot be supported by
contractual or industry prac-
tice; Strong level of trust
between partncrs must be
present



EM – Electronic Markets                                             6

for a future electronic marketspace. One
service is Industry.Net, which was formed
by former Lotus chief Jim Manzi. Secondly,
there is an electronic bulletin board serv-
ice called IBEX, or International Business
Exchange. Lastly, there are specialty mar-
kets appearing on the Internet.

Industry.Net

Manzi and Industry.Net are focusing on the
Internet becoming a place for business-to-
business communication. Industry.Net will
be a central marketplace where businesses
can find authoritative information and con-
duct transactions with suppliers. Imagine a
site where demand for goods and services
is published, as well as a list of firms who
can supply that demand and for how much.
Jim Manzi feels this central marketplace
idea will foster electronic commerce in a
similar manner to how the development of
cities centuries ago made them centers of
commerce. How does Industry.Net work?
Visit the Industry.Net site and do a search
for a certain product. The site comes up with
a list of manufacturers and their products,
and you choose the one you need. This mar-
ketplace is not free for the companies that
advertise products. For the Web presence,
Industry.Net charges companies anywhere
from $3,000 to $200,000 (PCMagazine,
1996). In the future, Industry.Net will take
a cut from every transaction, just like
credit card companies do now for credit
card purchases. In order for a service like
this to exist, it will have to make money.
It is obvious that companies are going to
have to make money on the Internet if
they are going to stay on the Internet.

IBEX

The International Business Exchange was
formed by a group that includes AT&T,
Dun&Bradstreet, Digital Equipment Corpo-
ration, and SHL Systemhouse. IBEX is ba-
sically an electronic bulletin board on the
Internet. IBEX allows firms in any country
to post goods they want to buy or sell. This
service allows firms to negotiate anony-
mously and, if a deal progresses, it will help
them initiate credit checks, arrange financ-
ing, and get legal and customs paperwork
completed by local companies (Verity, 1996).

ConclusionConclusionConclusionConclusionConclusion

The mode for electronic commerce of the
future will be a comparable medium to the
Internet (See Figure 4). Businesses are be-
ginning to broaden their relationships with
their customers, suppliers, and partners be-
yond transaction-oriented processes. Elec-
tronic commerce is developing toward in-
creased intercompany communications in-
volving information sharing and collabo-
ration. The present IT (information technol-
ogy) sophistication symmetry between firms
is also critical. The more symmetric the IT,
the richer the information flow. Current EDI
implementation and relationships are also

factors in determining what the future im-
plementation will be. EDI is moving to-
ward being Internet based, offering a com-
mon platform for transactions, speed, and
cost effectiveness. In addition, Internet EDI
will offer a secure and reliable solution.
Even though electronic commerce is mov-
ing toward the Internet, there will still be
a need and a place for intermediaries in a
Net commerce world. The electronic
marketspace will build from the founda-
tions being laid today, from pioneers such
as Industry.Net and IBEX.

Future Research

The business-to-business linkages will in-
creasingly involve the flow of more than
transactional information typical of EDI.
Future research efforts will examine the
growth of corporate intranets and the
moves by many organizations to link this
internal information with key partner orga-
nizations. In addition, the role of interme-
diaries and market makers will be explored
as the “marketspace” takes a clearer form
and grows in size and product content.
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Likelihood of Advances

As video and audio become
more prevalent, the consumer
will get more information con-
tent on products and services

As video and audio become
more widespread, as well as
there being faster access times,
interactivity will increase

Within the next 3 months

3-6 months as more companies
begin to use the Internet to
streamline information

Within the next 2 months as in-
telligent agents improve and
evolve; watch for new Excite fol-
lowing their acquisition of
Magellan

Mobile connections to the
Internet, multiple interorganiza-
tional connections, collabora-
tive technologies

Interactive collection of cus-
tomer demographics

Audio and video will bring in-
teractive Web sites; improve-
ment in information flow

Substantial growth in interme-
diaries; Intelligent search agents

Benefits

Increased granularity of product
and service information. Ability
to share greater amounts of rel-
evant information with key busi-
ness partners and customers

Higher interactivity means in-
creased information richness
and higher customer satisfaction

Enables more transactions to
happen more rapidly

Cycle time significantly reduced
at virtually low cost

Potential to reach customers and
do business with other firms that
would have been impossible to
do before or very costly with tra-
ditional means

Ability to draw on core compe-
tencies from several organiza-
tions to complete special
projects that benefit all organi-
zations involved

Analyze buying patterns and
conform production schedules to
past buying behavior

Information available to custom-
ers anytime at a low cost; cus-
tomer pull

Information Ability to increase
sales and expand market base;
customers will buy your prod-
ucts that have not heard of you
before

Costs

Customer expectations will in-
crease, requiring larger invest-
ments in describing products,
providing customer service and
presenting information on prod-
ucts and services

Higher interactivity requires in-
crease spending on infrastruc-
ture

High costs and very complex for
this implementation

Connection costs with partners
if you are not connected already

Low cost in getting your busi-
ness on the Internet if you are
not on already; cost of main-
taining and updating site to
attract customers

Cost associated with being con-
nected to other organizations;
lost use of employees involved
in firm projects in favor of joint
project

Connection costs with partners;
open systems up to partners to
access making them vulnerable

Lower costs to maintain over
the Internet than with traditional
means (800#s)

Flat fee to intermediary or per-
centage off of every transaction
(similar to credit card transac-
tions); product has to be com-
petitively priced

Information
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Project
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Figure 4   The Future of Business-to-Business Use of the Internet


