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Summary

Leading firms in the perishable food industries are ideally positioned to exploit the unique attributes of e-commerce for competitive advantage.

The three unique attributes of the Internet are:

· Many-to-many relationships enabling network management

· Real-time information

· The economics of software and in particular the convergence of software and content.

These three attributes mesh neatly with the distinguishing characteristics of the perishable food industries, namely:

· A large number of globally dispersed firms of disparate size

· The perishable and difficult-to-describe nature of the product

· Volatile demand and supply characteristics.

As a result of these industry characteristics, poor information leads not to high inventory costs as in most industries but to out-of-stocks and loss of top-line sales. Lost sales are usually a hidden cost, and there are significant opportunities to take advantage of improved information management.

These opportunities are available to retailers, suppliers and growers. Suppliers—those in the middle of the chain—are particularly well positioned to serve as network managers and capture the value of the new technology. 

Introduction

As the dust settles after a tumultuous year, now is a good time to reassess the future of B2B e-commerce. Major industry consortia have struggled to hit the sweet spot, and auction-based trading platforms have failed to live up to original expectations. Is B2B just another software decision—as many commentators are now saying—or are there unique attributes of the Internet that can be differentially exploited by some firms for competitive advantage? 

This white paper is the first in a series of three that examine the advantages of e-commerce on the perishable food industry. The second paper will summarize the opportunities and benefits for retailers, suppliers and growers, emphasizing that suppliers are in an optimal position to fully exploit the network advantages of the Internet. The third paper will ground the strategic advantage provided by the Internet in terms of the intangible assets of the firm. 

Key Attributes of the Internet

It is difficult to imagine an industry more ideally suited than the food industry to exploit the Internet.

The Internet has three key attributes that can be exploited for strategy: 

· The ability to build and unleash the power of relationships across the whole network.

· Real-time information.

· The effect on the economics of software and information.

These attributes of the Internet mesh in perfectly with the three distinguishing characteristics of the perishable food industry:

· A large number of globally dispersed firms of disparate size along the chain.

· The perishable and difficult to describe nature of the product

· Volatile demand and supply characteristics.
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Perishable Food Networks

The food industry is in the middle of a dramatic transition from a horizontal orientation of growers, shippers and retailers into vertically coordinated value chains or networks based on the theme of ‘cooperate to compete.’ Although the Internet is playing an important role in this change, it is being driven not by technology but by the needs of global supermarket and food service customers. 

The two distinguishing characteristics of the perishable food industries—(1) the volatile effect of climate on supply and (2) the perishable nature of the product which means that inventory cannot be used to compensate for poor information—have traditionally led to a production orientation rather than a focus on the consumer.

The result was:

· Little incentive for market development and product differentiation activities

· Little opportunity for anything other than a cost minimization strategy, and hence

· Adversarial relationships along the chain.

In this environment, players in the middle of the chain acted as a two-sided mirror where growers and retailers could only see their own reflection. As a consequence of the shift to vertical networks, many of these leading firms are now transforming themselves into a pane of glass to provide whole-chain transparency.

In the past, while we could conceptualize the value chain or network strategically, managers were still required to manage their network of partners as a series of individual relationships between two firms. EDI, the leading technology of its day, was confined to transferring data between two links in the chain.

The Internet instead allows managers to better manage information flow within a whole network. In the transition from mirror to glass, the ability to create value from coordination and information management is critical.

As a consequence of the perishable nature of the products, the result of poor information is not (as in most industries) inventory, which is highly visible and easy to cost. Rather, the result is out-of-stocks or lost sales: the hit is directly to the top line.

Hence, there are enormous opportunities through improved information management and coordination. And we all appreciate that information technology is the pivotal concern of modern business. 

Real-time information

Communication has traditionally been viewed as transferring information from one party to another. One party has the information, and the challenge is to ensure it is conveyed accurately and in a timely manner to the recipients. From this perspective, B2B e-commerce does not involve communication per se. Rather, the Internet allows a single pool of real-time data that different parties can access at any time and virtually from any location. Of course, the client determines who obtains access to what specific information. 

Thus, the Internet is not just about faster communication: it is a qualitatively different concept of information management, where different parties have specific access to a pool of real-time data regardless of geography. 
Again EDI reflects the old paradigm, where information is not available in real time to all participants but must be sent in batches from one party to another. In addition, EDI simply communicates data and does not provide for the rich convergence of software and content. 

The Internet allows the convergence of software functionality with firm-specific information (so called ‘rich content.’) Firm-specific transactional information can be linked intimately with specific functionality, such as demand planning, and it can be provided as a converged service over the Internet. The result is: the right information in the right form at the right time to the right participant in the network.

The economics of software

Finally, the Internet is having a significant and powerful impact on the software industry—and therefore on how companies are using and benefiting from software. The web allows software providers to amortize the costs of software development across a global client base. This means that new functionality can be developed with less initial up-front investment or risk by client firms. The result is that firms can shift from investing in software and IT to using software to exploit past and support future investments in intangible assets.

To traditional software providers, the timing of new releases is a critical decision. Significant new functionality must be developed to stimulate upgrades by new and existing users and to cover the cost of distribution. With web-based solutions and centrally located software, upgrades are a low-cost and transparent process. When users log on, the new functionality is available to all. 

This also increases the occurrence and intensifies the effect of technological obsolescence. With traditional enterprise-based software, firms typically purchase a platform (say, version 3) that is modified for their unique situation. When new versions of the platform are released (version 4 and 5) the cost of switching to the new version may not be justifiable. Over time however, as new versions are released and adopted by new firms, the early adopters face the problem of technical obsolescence.


These changes have a unique effect on how companies in the food industry must think about using technology. Because of the high cost of software distribution and support, software suppliers traditionally have been forced to focus almost exclusively on the largest customers. Smaller players in the industry are left to fend for themselves. This fact is particularly relevant to the food industry, which has disparate firm sizes along the whole value chain: from global retailers and manufactures to small packing sheds and individual farms.

Smaller companies have been forced to rely on in-house IT investment alone as a source of competitive advantage. However, in the new distributed-access software era, firms that take this route will be increasingly exposed. The capabilities of sharing and using information across the network are becoming the critical factors to success—not the internal IT investment by itself.

About Agribuys

From inception, Agribuys based its business model on a deep understanding of the application of information technology coupled with the profound insights into the strategic imperatives of the perishable food industries.

Agribuys was the first e-commerce firm to understand that due to the perishable and non-standard nature of the products that procurement and coordination across the whole network could be a source of competitive advantage. And that many firms had responded to the non-standard characteristics of the product and had developed close relationships with suppliers and customers.

Whilst we have continued to refine our strategies, Agribuys was never faced with the time-sapping task of reinventing its business model. 

Key indicators of Agribuys’ long-term viability are highlighted below:

· Agribuys is the largest web-based food procurement company worldwide. It has grown faster than any other B2B in this space and is continuing to grow.  
· Agribuys has a staff of more than 60 Internet technology developers representing an unparalleled commitment to the business and our clients. Our investment in technology infrastructure will continue to grow significantly. 
· Agribuys is the official partner to provide the World Wide Retail Exchange with a perishable food procurement platform

· Executing the actual implementation of the technology within the industry. Agribuys now possesses unique know-how on the most effective ways to deploy B2B within an organization, and can address the issues and challenges of large scale organizational, technological and business process change.
· Agribuys has more than a dozen field offices across the United States. We also conduct transactions throughout the world with offices currently in Sydney, Toronto, and Paris.
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 In the perishable food industries, the impact of poor information tends to be hidden costs such as out-of-stocks or lost sales.





This white paper is the first in a series of three that examine the advantages of e-commerce on the perishable food industry.




















The Internet allows companies to shift from investing in software and IT to using software to exploit intangible assets.

















The Internet allows managers to better guide information flow within a network.





The Internet is not just about faster communication: it makes possible a qualitatively different concept of information management.





The Internet provides the ability to deliver a rich bundle of information content.








Traditional software suppliers are forced to focus on the largest customers because of the high cost of serving middle-market customers. 





It is difficult to imagine an industry more ideally suited than the food industry to exploit the Internet.








The Internet means the network is now the unit of management.









































Leading firms are transforming themselves from a mirror to a pane of glass, providing whole-chain transparency.
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