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B2B: SemiSales (Semiconductor Net-Marketplace)
Company

March 2001, SemiSales is a business-to-business (B2B) electronic marketplace and software infrastructure provider for the semiconductor industry. The company was founded in fall of 1999. The company’s business model is based on 1) creating an electronic Internet-based marketplace for the purchase and sale of semiconductor products and equipment, and 2) providing software solutions to enable and coordinate the purchase and sale of semiconductor equipment and products (concentrating primarily in the more upstream part of the industry, between the suppliers of components and large semiconductor manufacturers). This part of the industry is currently estimated to be worth $100 billion annually. 

History of Electronic Marketplaces

The concept and implementation of electronic Internet-based marketplaces were made possible with the widespread and rapid adoption of the Internet in the mid-90s. The first forms and implementations of electronic marketplaces were by companies that used the Internet as a direct retail and sales channel to the end-consumer (business-to-consumer, or B2C). Among the first of these sites were online bookstores (Amazon.com) and brokerages (ETrade). It is interesting to note that for a large segment of the population in the US and the world, shopping through Internet-based retailers has become commonplace and widely accepted, and for most individuals, no different from purchasing through traditional brick and mortar channels. Yet, none of these Internet retail sites existed as recently as 5 to 6 years ago.

The next step in the evolution of the Internet channel was the emergence of electronic marketplaces where the end-consumer was both the buyer and the provider of the merchandise. In this type of business model, the companies that set-up the marketplaces did not physically own the merchandise. In fact, they acted mainly as a third party, connecting the buyers and sellers, and facilitating only certain parts of the transaction process. In these marketplaces, end-users posted items that they wanted to sell on these web sites. Buyers then bid on these items using an auction system. Among the companies that implemented this strategy were AuctionNet and Auction Block. Most of us will be more familiar with eBay (initially known as AuctionWeb), which became the most successful company among the early players. Network externalities were very important on these sites as their relative attractiveness dependent very strongly on the number of items posted, and this in turn was correlated with the number of users they had.

This evolution in using the Internet as a market “platform” for end-consumer was followed by companies that used the Internet to buy and/or sell products directly to other companies (B2B). The electronic marketplace concept was this extended from buying and selling to end-users, to buying and selling to other businesses. The size of the B2B market is projected to be significantly larger than the end-consumer market. Some estimate this B2B market to grow exponentially from $109 billion in 1999 to more than $2.7 trillion in 2004
. These growth projections have spurred the growth of electronic B2B net marketplaces, and at the time of writing, there are more than 600 net- marketplaces in the US alone
! 

The fast and sudden growth in the number of companies has also proven to be a bane for this industry. Valuations of these companies have dropped significantly as the public and venture capital financial markets has been saturated with stock offering from B2B marketplaces. On the business front, the industry has become more competitive and there is little differentiation between companies in this space. There will be a tremendous amount of attrition, and even the companies that survive might exist as different entities due to the inevitable consolidation in this space.

Electronic Marketplaces, How Do They Work?

The electronic marketplaces serve 3 primary roles:

1. Providing a common (and in these cases also virtual) “meeting” place for sellers and buyers. With the globalization of the economy, there is tremendous value-added in bringing together companies in industries which are fragmented geographically. The presence of these one stop virtual marketplaces makes it much easier for companies to conduct transactions across geographic (and time zone) boundaries.

2. Facilitating information collection and exchange for a particular industry through bulletin boards, price quotes, and catalogs. These marketplaces also act as an information databank for their specific industries.

3. Offering technology solutions to simplify and optimize selling/purchasing transactions and inventory maintenance. Inventory management is becoming ever so important for companies seeking to improve margins. Shortening the amount of time and labor needed in the purchasing process can further minimize costs. The companies that set up the marketplace will usually also provide enabling technology  (such as software to automate purchase and tracking) to implement these cost savings practices.

The SemiSales Model
The SemiSales net-marketplace provides industry catalogs, request for quotes (RFQ), auctions, industry related message boards, and trade/industry information services. The company also provides transactions enabling technology for its clients such as placement, order status, shipping/tracking, processing of credit card and taxes.

Most of the electronic marketplaces have very similar business models. The technology barriers to entry to set up an electronic marketplace are not very high. However, the success of an electronic marketplace is very dependent on the structure and competitiveness between companies in a particular market, and the ability to generate a critical mass in the number of participants. In general, the information and marketplace consolidation derived from the presence of the electronic marketplace generates more significant and tangible value on markets where participants are small and fragmented. 

The semiconductor market is a good example of a very fragmented market. More than 80% of the suppliers have sales that are less than $50 million annually. SemiSales has the added advantage in this space because the semiconductor sector is very complicated and the current industry member do not openly welcome “outside” parties attempting to extract margins. Furthermore, the majority of companies have long-term contacts with a large percentage of their supplier. However, due to its experienced and seasoned management team with significant contacts throughout the industry, SemiSales has an invaluable resource that gives it an advantage over other players in penetrating this market.

SemiSales provides 2 types of marketplace functionality:

Common Net-Marketplace

This electronic marketplace provides information in catalog format. Buyers will order on this marketplace from suppliers’ virtual storefronts or (catalogs). All orders are titled and secure. Forecasting, planning, and shared inventory utilities will be included in the near future. The value proposition provided here is that while most large buyers have internal ERP and order management systems, the smaller suppliers do not, therefore SemiSales allows the smaller suppliers to connect with the large buyers without having to build a software solution from the ground up. All orders go through SemiSales, and SemiSales directs orders through to these suppliers either through:

1. SemiSales.net member site mailbox for smaller companies

2. ERP system for bigger suppliers

Even for the larger buyers who have their own ERP systems, they will still require product IDs and prices for their own inventory management systems. SemiSales offers these companies a “punchout” system. Through this system, these companies can view the catalogs on SemiSales from their own internal inventory systems. A shopping cart is created for their purchases, and once the purchasing process is completed, a copy of the product ID and prices of the contents in the shopping cart is sent back to the buyer company’s ERP for their internal inventory controls. 

Suppliers are charged for access to post their catalog (or list of items) on the site. The level of service provided to suppliers is used to tier the fees that SemiSales charges. On the buyers’ side, there are no fees for looking at marketplace. However, there is a one-time integration fees to gain access to the system. 

Private market places

These are autonomous electronic markets set up for companies and their captive suppliers. Information within these markets is captive and only available to the specific participants of the marketplace. Outside vendors and or competing companies are not allowed access. SemiSales provides ASP services in creating and maintaining these marketplaces. Large companies that already have a constant stable of suppliers and do not wish to divulge proprietary information usually employ this service. Setting up and maintaining private market provide the largest margins, but require the largest amount of human resources.

Other Electronic Marketplaces

Captive Electronic Markets
There are two types of competitors in this space, captive electronic marketplaces (set up by partnerships within companies in a similar industry) and third party, independently run electronic marketplaces. Examples of the former include Covisint (automobile industry), and e2open (computer, telecom equipment, and consumer). The implementation of captive marketplaces tends to be slower because there are fewer incentives between the large companies partnering to set up these marketplace (they tend to be competitors) and this brings on additional coordination problems. Information openness and exchange between members of the consortium usually becomes an issue.

e2open
The company is based in Belmont, California. e2open is  a global electronics marketplace set up by IBM, Acer, Seagate, Nortel, Lucent, Hitachi, Toshiba, and Solectron. The partner companies provide funding and personnel to create this entity, and also the transaction liquidity for the site. Similar to SemiSales, the idea is to create a common platform for suppliers in the computer, telecom equipment, and consumer electronics industries. The presence of established players from Europe and Asia also provides e2open with a huge advantage in moving its scope globally.
Covisint
Covisint is electronic marketplace for automotive parts and supplies. The company is based in Southfield, Michigan, with plans to have site offices in Europe and Japan. Covisint was initially set up by General Motors, Ford, and DaimlerChrysler, and eventually joined by Renault/Nissan. Similar to SemiSales, Covisint links together OEMs and suppliers on a common platform in the automotive industry.

Third-Party Electronic Markets

In the third-party electronic markets, there are some larger and longer-established companies in this space relative to SemiSales. While most of the B2B net-marketplaces have different approaches, the basic strategy is that they provide virtual market places set up to connect buyers and sellers. Among the publicly listed ones are:

VerticalNet (ticker: VERT)

The company is based in Horsham, Pennsylvania. As the name suggests, VerticalNet operates vertical industry-based B2B marketplaces, targeted primarily towards small and medium-sized firms. VerticalNet consists of 2 distinct business units. The company operates VerticalNet Solutions, which supplies B2B software, and VerticalNet Markets, which operates 57 industry specific marketplaces/communities. This marketplace allows small to medium sized companies to establish virtual storefronts on an electronic marketplace.

FreeMarkets (ticker: FMKT)

FreeMarkets is a B2B auction marketplace for a range of industrial goods ranging from industrial, raw materials, commodities, and services, covering over 70 product categories. The company has more than 40 clients ranging from American Airlines to the US Navy. On the supply side, they have more than 4000 suppliers from 50 countries. The company’s auction model is based on reverse auctions. Suppliers competitively bid for contracts from that large corporations/buyers put out. Currently, the company is expanding its offering to include an asset recovery market (used and/or older equipment, and excess inventory). The company conducts all the auction transactions in house, including support services, which is offered in 30 languages. The company is based in Pittsburgh, Pennsylvania.

Ventro (ticker: VNTR)

This company was initially known as Chemdex. Ventro owns five vertical markets (life sciences, specialty medical supplies, commodity hospital supplies, fluid processing, and food service industries). In addition to those electronic markets, it also owns stakes in Broadlane, Industria Solutions, and Amphire. The company has a first mover advantage in the life sciences market through its Chemdex marketplace. The other four companies were obtained through acquisition. Total market served by Ventro is in excess of $500 billion
. The company is based in Mountain View, California.
Where We Are Today

The biggest problem for independent third-party marketplaces is to establish themselves as a viable platform. To do this, they need to grow fast to establish a presence, and prove that they can scale in terms of liquidity and volume. Furthermore, they need to show that they are able provide a viable solution in terms of the enabling software and customer support functionality. This has not been an easy challenge.
A large number of these companies have shifted away from providing an electronic market platform for an entire industry to developing private market places for specific companies and their captive suppliers. In this model, the virtual marketplace companies are coming head-to-head with software solution providers such as Ariba, CommerceOne, and even SAP. These companies have traditionally relied on selling enabling software for companies facilitate procurement and inventory controls.

Questions

How should companies like SemiSales proceed strategically? They have discovered that their original business model of setting up an independent electronic marketplace faces immense barriers as the large players in the semiconductor industry gear up their own marketplaces. At the same time, they are facing tremendous financing constraints as the public equity markets have lost their infatuation with “B2B” models.
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