| on the street

Building a New Marketplace

Every revolution has a leader who
transforms into icon status as the
movement broadens. Netscape marked
an important departure point for the
Internet infrastructure. Amazon is the
poster child for business-to-consumer
eCommerce. The next revolution,
business-to-business (B2B) commerce
is potentially much larger and more
explosive.

Ariba, through its wildly successful
IPO and subsequent success, is carry-
ing the torch for the B2B segment.
Morgan Stanley Dean Witter took the
company public and priced five mil-
lion shares at $23. The stock recently
closed at $185, so apparently quite
a few people are excited about Ariba’s
prospects. Despite the flurry of
Internet 1IPOs that have left investors
generally dazzled and numb, Ariba
has clearly stood out as not just a
good stock, but a good company in
a good market. Our standing rule
is that 90 percent of the Internet
companies are over-valued, and 10
percent are extremely under valued.
A few dominant leaders will emerge
from the pack and the rest will
meander. We think Ariba is in the
talented tenth.

Market fragmentation problem
What's all the excitement about?
The Internet overcomes what has been
one of the vexing limitations of com-
merce for centuries: geography. The
market fragmentation problem is the
catalyst for B2B commerce. Limitations
of geography have been the driving

force behind the need for intermedi-
aries. If buyers and sellers are physi-
cally distant from one another, the
exchange of goods and services
becomes inefficient, expensive, and
difficult to coordinate.

What buyers want, and have always
wanted, is perfect market transparency.
Transparency manifests itself in
the form of:

m price = product

= availability = suppliers

Having nearly perfect information
in these four dimensions can change
the behavior of the buyer dramatically,
and hence, the consequences for the
supplier.

Even now with unprecedented
mobility and stability, only two per-
cent of the world’s population lives
outside of its own country, and most
of these people are refugees.

A cursory examination of U.S.
trade shows that after more than 200
years, our Canadian and Mexican
neighbors still represent 47 percent of
trade on the top ten list of U.S. trading
partners. The United Kingdom has
more than twice as many people as
Canada, but U.S. trade with Canada
exceeds that with the U.K. by a factor
of five.

It is this spatial challenge that gave
rise to the classic middleman who
spanned geography and got customers
the right product at the right time, at
the right place.

Bridging the gap
The Internet greatly reduces the

« OFs eCommerce

continues to break
down geographical
borders, Ariba is
setting the rules for
the new global net

market.
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Nearly half of all U.S.
trade last year came
from our neighbors in
Canada and Mexico.
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spatial gap posed by geography by log-
ically connecting businesses regardless
of location, and thereby enhancing
market transparency. Premier buyers
(willing to pay a premium) and pre-
mier sellers (with quality product
in stock) have
difficulty finding
each other in
geographically-
fragmented mar-
kets. But, the
transparency
introduced by the Internet now
allows premier buyers and sellers to
find each other despite spatial barriers.

Internet Trading Exchanges -
delivering transparency

Net markets are vortexes that bring
buyers and sellers together to create a
market for exchanging goods and
services. In a sense, net markets do for
commercial transactions what Cisco
routers do for bits on the network -
switch, route, and concentrate traffic.

Unlike other commercial exchanges
throughout history, Internet Trading
Exchanges (ITEs) enhance market
liquidity and lower transaction costs
by aggregating buyers and sellers in a
single medium. The classic functions
of an exchange have been:
= Buyer discovery - aggregate buyers
and discover new customers;
= Supplier discovery - aggregate sup-
pliers and discover new sources;
= Price transparency - determine
market price;
= Product/Service transparency - deter-
mine product/service alternatives;
= Availability transparency - deter-
mine product availability across the
market;
= Transaction execution - consummate
transaction;
= Transaction integrity - document and
enforce transaction for both counter
parties;
= Credit risk management/assess-
ment - market financing.

Building and maintaining an ITE

_@/ﬁose business rules [that govern the
procurement process] have become the gatekeeper
to the corporate buyer, and Ariba owns them.

requires certain key processes and
technologies:

= Requisition routing and approval,

= Supplier sourcing;

= Order matching;

= Fulfillment;

= Settlement;

= Catalog management.

The implications

The aggregation of buyers and
sellers in a centralized net market has
significant implications for competi-



tion, pricing, and efficiencies.

= Strong competitors become dom-
inant in efficient markets since their
comparative advantages become
known and applicable across the
entire market.

= Weak competitors get weaker as
they lose geographic protection
from stronger competitors.

= Intermediaries that profited from
geographic fragmentation could be
at risk if their only added value was
bridging the spatial gap.

= Suppliers become more special-
ized as they search for comparative
advantages, squaring off against
the top tier of national or global
competitors, instead of regional
competitors. Specialization will lead
to more choice, service, and cus-
tomization.

= Buyers can initiate and terminate
supplier relationships more easily.

= The cost of searching and estab-
lishing new commercial relation-
ships will fall.

Ariba’s procurement window
Ariba has been a key architect
of the evolution to net markets.
The company
began by focus-
ing on procure-
ment software
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Ariba caught many of these
trends early by focusing on how
buyers want to procure products
and manage the procurement pro-
cess. Understanding the corporate
buyer was a key insight that the
company brought to the market.

These buyers are much different
from those in the consumer world.
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push procure-
ment into the
network.

An explosion of Internet IPOs dominated
the marketplace in 1999.

www.ariba.com

51



on the street )

They need controls, process, audit
trails, documentation, and cus-
tomization.

Ariba provided a technology
platform to accommodate those
needs, along with the workflow tech-
nology to encapsulate important
business rules that govern the pro-
curement process.

Those business rules have become
the gatekeeper to the corporate
buyer, and Ariba owns them. We
are now seeing other companies
look to tie into Ariba’s “procurement
window” to leverage the business
rules that buyers already have placed
in Ariba technology.

Building out the markets
Beyond the procurement win-
dow, Ariba built the infrastructure

for a robust network and a set of
tools and services to help suppliers
move their catalogs on line easily.
The company has been a thought
leader and continues to break
new ground in many areas of
eCommerce. Ariba has been instru-
mental in moving forward XML for
eCommerce (cXML) in its work
with Microsoft and others.

Ariba has also pioneered other
areas of the market by helping part-
ners more clearly define payment
systems and pricing methods.

A new megatrend

We believe that we are in the very
early stages of a megatrend. Increased
transparencies and a more intelli-
gent buyer will impact almost every
industry.

It may not happen as quickly
as everyone on Wall Street wants,
but the end game has become more
clear.

We think that Ariba is extremely
well positioned for the boom in B2B
eCommerce, and we look forward to
tracking the company’s progress
through a very exciting transforma-
tion of industrial commerce. 43

Charles E. (Chuck) Phillips has been
covering the enterprise software mar-
ket for nearly 15 years, the past six for
Morgan Stanley Dean Witter. He is
ranked the Number One industry
analyst in enterprise/server software
by Institutional Investor magazine,
and has been a member of its All-
America research team every year
since 1994.

52

Volume 1 | Issue 1



