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1In the 1980s and ‘90s, corporations

focused on systems and business

integration. They connected desk-

top systems with networks, common

architectures and shared applications,

first within functions, then across the

entire organization.

Now in the new economy, it’s all

about integration between organiza-

tions and across markets, how you

interact with your customers, your

trading partners, and even your 

competitors to achieve competitive

advantage. It’s about how you create

market-facing and supplier-facing

systems that help you differentiate,

integrate and evolve very quickly.

Digital markets rule
Digital markets quickly are be-

coming the touchstone for market

integration. These dynamic business-

to-business trading hubs are system-

atically uniting buyers and sellers

both within and between industries

in ways never even imagined five

years ago.

For traditional brick-and-mortar

enterprises and emerging dot-com

companies alike, digital markets 

represent a revolutionary approach to

the velocity of products and services

within and between industries.

Yet despite the promised benefits,

there are still many challenges. Tech-

nical infrastructure, capital invest-

ment, alliance management, legal

entanglements, protection of intellec-

tual property...the list goes on – all of

these are slowing the process of

launching successful digital markets.

The fact is, if you are going to create
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or participate actively in a digital

market – if you are going to wager a

sizeable piece of your company on

the initiative – you must have a very

strong game plan.

To create a successful digital mar-

ket, you must consider many factors

and complete many tasks. Among

these, 10 planning, operational,

launch and ongoing issues are

absolutely critical:

Planning issues
To be successful, you must be

among the best to market with a cor-

rect and sustainable business model.

Once you are entrenched in your

niche market, the barriers to entry

will be too great for most other 

players to compete.

It’s important to deploy rigor in

performing a market assessment.

You then will be positioned to

develop a very strong understand-

ing of what the demand is for the

marketplace you want to create, and

what the sustainable competitive

advantages are that you offer. This

understanding must be fact based,

and the value proposition you build

for all participants must be clearly

understood.

Your digital market must have a

very specific, defined focus. Through

the market assessment you can 

discover your niche. It is important

to initially focus your digital market 

to gain rapid liquidity, create value 

for the participants and build high 

barriers to competitive entry. Once

you own your niche, you can expand

your focus.
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Assess the market – understand
relationships.

Focus on specific market
category – it’s only a niche
if it’s a niche.

Leverage individual expertise and 
relationships – call in your “chits;” trivia
that you know helps you succeed.

Find creative ways to attract
initial buyers and sellers –
make it a “love fest.”

Identify market models and mechanisms 
– transaction fee, subscription based; also
auction based, dynamic pricing, etc.

Select a revenue model that is fair to
both buyers and sellers – both must
have liquidity across the market.

Select appropriate
enabling tools – a flexible,
reliable platform.

Build content and community – 
offer more than a buying opportunity,
and remember, it’s never over.

Invest capital up front to
acquire market base.

Be first to market – focus on
short projects; must be 90 days
or less, or you lose.
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Secure your niche by leveraging

industry expertise and relationships.

Make sure you draw industry leaders

into your initiative – you want the

visibility of leaders who have recog-

nizable domain expertise. Include

both buyer and supplier input as 

you design the marketplace. Lever-

age all these relationships to help

promote activity and community in

the marketplace. This will instill 

loyalty among participants and also

create barriers to entry for your

competitors.

Determine your approach for

buyer and supplier adoption. Use

creative incentives to encourage

participation. Today many compa-

nies offer equity in the marketplace

as a reasonable short-term incen-

tive; however, long-term customer

traction is driven by other factors,

such as deep integration into the

individual participant’s supply

chain.

Operational issues
Determining the right revenue

model is critical to securing partici-

pation in the marketplace. Among

We’re halfway through the “breakout year” for
B2B Internet marketplaces, and a variety of

investment models are evident among trading part-
ners looking for efficiencies, and third parties look-
ing for profit. Unfortunately, most of these
announcements are not yet operational, leaving
buyers and sellers (and Wall Street) to wonder
which ownership structures will prove most com-
petitive.

On one hand, you have joint ventures between
competitors. PetroCosm, for example, is the first
global, independent online marketplace for the
energy industry, linking buyers and suppliers of oil
and gas products and services, and was developed
by equity investors Chevron and Texaco (other
partners are Ariba, Crosspoint Venture Partners,
Requisite Technology and KPMG Consulting). As of
May, more than 60 such marketplace consortiums
had been announced, accounting for some 278
companies with $3 trillion in annual purchasing,
according to Credit Suisse First Boston. 

On the other hand, some Internet marketplaces
result from alliances between non-competitors –
usually merchants, technology providers and/or
investors. eMac Digital, the new food-service mar-
ketplace announced in July by McDonalds and
venture capital firm Accel-KKR, demonstrates a

hub-and-VC partnership model. The host of small
start-ups seeking funding to pursue their market-
place visions may be wholly-owned at the moment,
but they will likely fall into this partnership category
after VCs buy into their enterprises.

The most unusual case is the wholly-owned
marketplace, where an 800-pound gorilla actually
lays out the cash to own and operate its own, 
private marketplace. This is like the kid who has a
full basketball court in his backyard when the local
public school has six up the road. You have to 
wonder why a company would be so intent on total
control. 

Whether it’s consortiums, single merchants,
technology developers or VCs fueling the new crop
of digital marketplaces slated to roll-out this fall,
most of them say they will operate as independent
enterprises where founding organizations will enjoy
no more influence than their fair market girth
allows. If that’s true, equity structure won’t be a key
differentiator in the long run. Buyers and sellers will
gather around the most complete user communi-
ties, the most streamlined distribution and delivery
mechanisms, as well as the most effective online
trading tools with relative blindness to marketplace
ownership. – Felix Gorrio,

Washington News Bureau

Investment Models for Net Marketplaces

There is no such thing as a discount
digital market. If it breaks, you’re broke.
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the most popular today are trans-

action fees, subscription fees,

advertising, and fees for auction

management. Advertising alone

cannot sustain a marketplace. Trans-

action fees will decrease as the 

marketplace evolves. Lower prices

on commodity goods only work for

12 to 18 months. After that they, too,

will be unable to support the mar-

ketplace. Ultimately, what a long-

term, sustainable marketplace will

require is a way to create value-

added services for which companies

will be willing to pay higher fees.

To help operationalize your mar-

ketplace you must have strong

alliance management. Digital mar-

kets are rapidly established through

the deep collaboration of funding

partners, industry experts, content

providers, software, hardware, sys-

tems integrators and much more. A

good alliance management group

will ensure that all parties are tied

closely with your strategic and oper-

ational goals and that you build a

supportive ecosystem.

Launch issues
Significant capital investment is

required to launch a digital market.

Plan for an initial funding of

between $8 and $10 million, but

realize that it will likely cost more

than that. You can only be first to

market if you concurrently accom-

plish the key objectives discussed

here, and that requires spending.

Attempting to launch without the

appropriate funding can only lead to

failure. Plan and budget aggressively,

and you’ll maximize your opportu-

nity for success.

The technology component of the

digital market is a good example.

There is no such thing as a discount

digital market. If it breaks, you’re

broke. You must have the techno-

logy that is both extendable and very

reliable. This is not the time to

choose the cheapest software, nor is

it time to custom-build a market-

place solution. It’s the time to look

for proven solutions that work and

can be supported.

Back to the future issues
Finally, understand that once you

launch a digital market, it’s never,

ever over. You must continue to

enhance the content and community

creation of your marketplace to

maintain your competitive advan-

tage. As the participants of your

marketplace gain knowledge and

experience, you must offer new 

enticements. Think creatively and

keep in touch with what others are

doing to maintain this combination

of freshness and stickiness.

Bringing the digital market 
to reality

As more companies launch digital

markets, we are seeing an interesting

phenomenon: Huge eCommerce

ecosystems are being formed, con-

sisting of the participants’ internal

eProcurement systems, horizontal

corporate exchanges and vertical

digital markets. All three of these

areas must converge to provide the

greatest value to any single organiza-

tion. If you are going to win in this

arena, it’s critical that you have

expertise – or access to expertise – in

each of these areas, because you’ll be

dealing with them as both a buyer

and supplier.

Bringing it all together? 
1. Develop a comprehensive strategy

around all three components of the

effort – buy-side, sell-side and 

digital market.

2. Select the most flexible and reli-

It is important to initially focus
your digital market to gain rapid

liquidity, create value for the 
participants and build high 

barriers to competitive entry.
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able software solution, both for your

procurement initiative and the digi-

tal market itself.

3. Speed to market is critical, so

focus on short, intense projects of

no more than 90 days. The days of

two-year implementations are long

gone. Instead, plan and launch the

marketplace in the first 90 days. Add

functionality and content over the

next 90 days, etc. Deal with each seg-

ment discretely, but make sure it

conforms to the overall strategy.

4. Above all else, make sure you and

the other marketplace participants

have a very strong alliance frame-

work in place. You must get along

with other participants and this

means sharing more information

than you ever have before. So you

must have a carefully considered

plan to take full advantage of

opportunities while mitigating your

risk. Marketplace governance inade-

quacies will cause many markets 

to fail.

By partnering with organizations

that have proven track records in 

executing these four steps, and address-

ing the 10 essentials described, you

will be well positioned to launch a

successful digital market.

Kevin Costello is in charge of the

Digital Markets Solutions Group at

Arthur Andersen, Chicago, Ill. He has

more than 16 years of experience

assisting clients in a wide range 

of strategic and business consulting

roles.

PetroCosm (www.petrocosm

.com), the industry-owned

online exchange for the oil and

gas industry, went live on July 17.

The first transaction was a

reverse English auction for Texaco,

through which the company 

purchased drilling equipment.

According to Alexandra Pruner,

vice president of marketing for

PetroCosm, the business-to-busi-

ness eCommerce marketplace

was up and running in record

time: “PetroCosm was formed in

January, and the management

team brought on in the April/May

timeframe. We launched the new

look and feel of PetroCosm on

June 30, and we transacted our

first business on July 17.”

“The PetroCosm Marketplace

is a truly compelling proposition,”

said President and CEO Norman

C. Chambers. “I came from the

supplier sector [Halliburton Com-

pany] and PetroCosm’s business

model is empowering for both

buyers and sellers worldwide.

We’re starting with a procure-

ment and auction capability, and 

will quickly move on from there.”

PetroCosm offers energy com-

panies reduced transaction costs,

increased productivity, access to

new customers and suppliers, and

gives them a competitive advan-

tage. A unique in-house 24/7

customer support call center pro-

vides quick answers by phone.

An independent, neutral market 
“Neutrality is an important

success factor for industry trad-

ing exchanges,” says Bruce

Richardson, senior vice president

of research for Boston-based

AMR Research. “In the case of

PetroCosm, not only has a new

independent company been cre-

ated, but the players have taken

the concept of neutrality further

by creating an equity structure

that encourages industry owner-

ship and broad participation from

both buyers and suppliers. Not

only is there an equity play for

participants, but they can also

benefit from the efficiencies 

created by such exchanges,”

“It’s important to note that we

are not a buying consortium. We

are bringing in buyers as well as

suppliers,” explains Pruner. “We

are working closely with Ariba in

building out a complete supply

chain capability.”

Houston-based PetroCosm

currently has regional offices in

London, Aberdeen, Singapore and

Bombay, and is continuing to

expand its global presence by

creating locally owned and man-

aged hubs in major petroleum

markets throughout the world.

“We will be building out regional

hubs, where we will address the

currency, language, and cultural

business practice distinctions to

a region,” says Pruner.

PetroCosm Corporation’s

founding members are Chevron,

Texaco, Crosspoint Venture

Partners, Requisite, KPMG 

Consulting and Ariba, Inc. –LD

PetroCosm Goes Live
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