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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 Internet now means that networks will be the unit of management as well as the unit of competition. The three key characteristics of networks that need to be recognized in strategy development are:

· It’s all about value creation.

· Networks consist of, and benefit from, small firms as well as large ones.

· Coordination is a value-creating activity.

Suppliers—those in the middle between retailers and growers—are particularly well positioned to serve as network managers to capture the value of the new technology. Suppliers typically form the interface between volatile demand and supply and serve as the hub in the network of large and small firms.

Successful B2B e-commerce projects occur at the interface between relationships, information and capabilities—to exploit that information and to partner to build the relationship asset.

The overall winners of B2B e-commerce will be:

· Firms that have already invested in relationships with customers and suppliers and use web-based systems to leverage the value of past investments in these intangible assets, and

· Firms that use web-based systems and initiatives to enhance their relationships as an asset-building process.
Introduction: the story so far

This white paper—the second in a series of three—summarizes the opportunities and benefits for retailers, suppliers and growers. 

The first paper in this series juxtaposed the three unique characteristics of the Internet and the characteristics of the perishable food industry. 

The three unique attributes of the Internet…

· Many-to-many relationships enabling network management

· Real-time information

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

…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 the perishable food industry has evolved from horizontal to vertical alignments the ability to create value from coordination and information management is critical. The network is now the unit of management as well as the unit of competition.

The final paper in this series reinforces the key lesson from strategy in the ‘90s: that competitive advantage is based on the intangible assets of the firm that are difficult for competitors to copy. Relationships with customers and suppliers—which can be enhanced by collaboration over the Internet—are excellent examples of intangible assets. 
Opportunities and benefits
The ability to manage the network as a single unit – the key point from the first white paper - creates opportunities and benefits for retailers, suppliers and growers.

Retailers

There are significant opportunities for retailers. Retailers, as the consumers’ agent, craft the value-creation strategy of the network. The nature of perishable food means that procurement itself is a potential source of competitive advantage and the retailer is the architect of that strategy. 

As the importance of price declines in the overall value equation of most consumer segments, it is the retailer who drives initiatives such as traceability and product integrity. It is the retailer who is the custodian of the network with respect to product and system integrity. Web-based systems provide a fundamental leap in system integrity, thus supporting product integrity initiatives.

Retailers therefore determine the role of suppliers. If retailers simply buy on price then they reinforce the traditional commodity and product orientation of the industry to the detriment of the consumer. 

Collaboration-based strategies which expand the role of the supplier —such as category management and vendor managed inventory—are driven by the retailer. Web-based systems such as Agribuys also provide the ideal platform for these initiatives.

It is the retailer who creates the environment that is conducive for the supplier to invest in the relationship and develop category management capabilities. This is a new mindset that can balance growth and value creation and reducing costs at the same time. This is all about corporate change that fundamentally changes the role of the buyer to that of a category manager and coordinator.

The Internet allows the infrastructure and information management platform to link the end consumer right back through the network to the grower and even the input suppliers own, such as genetics. 

Suppliers

More advanced network management capability is also great news for suppliers. The volatile nature of supply as well as demand means that suppliers in the middle of the chain are often in the best position to balance the twin forces of volatile demand with supply - that varies in quantity and quality from season to season and within each season.

Supplier firms are often of middle-market size and can now access new and powerful software functionality linked with content from the other players in the network. Leading suppliers, as the network coordinators, will be the key long-term beneficiaries of B2B e-commerce.


Again, this comes with a fundamental change in role and the need to develop new capabilities and design new internal processes and reward systems. Rather than profit through arbitraging between the demand and supply sides of the industry—and be a two-sided mirror where retailers and growers simply see their own reflection—suppliers need to view themselves as a pane of glass bringing transparency to the whole network. In other words, big opportunities that are reliant on major corporate change initiatives.

Growers and ranchers

Network management is also good news for growers and ranchers. No longer do growers have to produce in isolation to what is value for the end consumer. Growers can now be genuinely linked into a value-creating network and receive clear and accurate market signals. 

This is not to imply that the new technology is scale-neutral or levels the competitive playing field for smaller players. It will be the larger firms that can entrench their position as the network coordinators who will gain the competitive advantage. These larger firms can support the investment in capabilities of information management, marketing and brand development, and partnering. The Internet simply allows these network management firms to embrace smaller firms such as growers into the network and use the information provided by these smaller firms in real time.

Network Opportunities

As described in part one of this series, the Internet makes it possible for the network to be the unit of management as well as the unit of competition. Web-based systems such as Agribuys provide the platform to manage networks.

There are three key points about networks that need to be incorporated in strategies to capture the full value of systems such as Agribuys. 

It’s about value creation

First, networks only make sense when they focus on creating consumer value. A relationship between two firms can have a number of objectives, such as reducing costs, sharing learning and technical expertise, capturing the other party’s capabilities, as well as creating value. But a network only makes sense when it has an external value-creating imperative.

And collaboration per se is not a strategy. The ability to partner and collaborate is a necessary capability to manage a network but it is not a strategy. The strategy must provide the vision of creating value for a specific group of customers.

The introverted and internal orientation was one of the major weaknesses of the supply chain management (SCM) era of the 1990s. The challenge in the network era is to put value in and not just drive costs out.

This is a totally different mindset. 

Networks Benefit from Small Firms as well as Large Ones 

Second, almost by definition, networks consist of large firms and satellites of small firms. The Internet provides a mechanism to cost-effectively embrace the small firms into the network. This is not just about a cheaper form of EDI to link a small number of large firms together but rather a quantum leap to genuine network management, where the flexibility and creativity of smaller firms can be incorporated into the network.

It seems that a number of firms are falling into the trap of viewing the Internet as a more cost-effective replacement to EDI being deployed simply link a small number of large firms. This misses the real opportunity presented by the new technology.

Value from coordination

As the cost of information and coordination drops, new value-creating opportunities from coordination arise. Coordination is a value-creating activity.

The second paper in the series showed that the Internet allows the convergence of software functionality with firm-specific information (so-called ‘rich content’). This goes beyond the Internet just as a means of slashing the costs of software distribution. 

Firm-specific transactional information can be intimately linked with powerful functionality—such as demand planning and revenue management —and 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.

In terms of network management this means that data does not have to be aggregated to be valuable at other levels in the network. For example, farm-level production forecasts traditionally must be aggregated to be relevant at (say) the exporter level. This is no longer the case, and demand and supply forecasting linked with specific content has the potential to transform network management to a new level.

The ability to deliver a rich bundle of information content and software functionality cost-effectively to any large or small firm in the network is at the core of B2B-enabled networks.

The Agibuys-Tastemark alliance provides a case example of a value creating network exploiting web-based technology.

Corporate change and capabilities

It is clear that this is not just an IT story. 

Essentially it is a story about strategy and corporate transformation. Indeed, many firms in the perishable food industry have already been heading down this path. They have invested in information management capabilities.  They have developed the ability of creating and managing partnerships. And they have changed internal processes and incentive systems to reflect the new realities. 

These firms are well positioned to fully capture the value of this new tool.

These firms appreciate that competitive success in the future depends more on the ability to change and adapt rather than based on position in the marketplace. 

The challenge to individual firms is to focus on the critical intangible assets, depending on their unique situation and strategy. The following diagram captures the notion that firm performance is based on physical resources and intangible capabilities including capabilities, relationships, and processes.
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However, accessing the information alone is not enough. Firms need the capability of managing and using information to make better decisions and the capability of further building the relationship assets.

Thus the overall winners of B2B e-commerce in the perishable food industry will be:

1. Firms that have already invested in relationships with customers and suppliers and use web-based systems to leverage the value of past investments in these intangible assets.

2. Firms that use web-based systems and initiatives to enhance the relationship as an asset-building process.


About Agribuys

Agribuys works with firms at the interface between relationships, information and capabilities. Agribuys’ deep understanding of relationship building in the perishable food industries places it in an ideal position to provide the link between information technology, the relationship, and the willingness to share information.

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.

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.
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The ability to deliver a rich bundle of content and functionality is at the core of web-enabled networks.





The network is now the unit of management as well as the unit of competition.





No longer do growers have to produce in isolation to the market.





The new technology does not level the playing field for smaller firms.








 In the perishable food industry procurement is a source of competitive advantage.








Case Study





Agribuys-Tastemark Alliance





The alliance between TasteMark and Agribuys is an excellent example of an Internet enabled value network.





TasteMark has developed and is marketing technology for non-intrusive sweetness testing in fruit. Based on near infra-red (NIR) light waves the technology sorts fruit in the packing shed based on sugar levels in addition to external traits such as size, colour and blemishes. Guaranteed sweet fruit. No longer will consumers be faced with a gamble and be unpleasantly surprised by beautiful looking but bland peaches, or tasteless tomatoes or insipid melons. For the first time fruit marketers can support a promise and hence a brand.





The key challenge is one of coordination, managing information and providing consumer value through the promise and the brand.





Clearly this new technology and network does not make sense if it is simply applied within the traditional industry commodity approach and employed to reduce costs. The technology only makes sense if it is harnessed to create more consumer value – and the network is required for this to happen. The network involves a rich constellation of firms from global retailers, national suppliers, and regional packing sheds to local growers, and the associated transport and logistic service providers.





This is essentially an information and coordination challenge involving a number of demand and supply side issues such as:


Understanding price thresholds and consumer adoption of the guaranteed sweet fruit.


Managing seasonal supply and inventory across hemispheres and countries


Providing feedback to growers to lift the production of guaranteed sweet fruit (and hence the production of guaranteed non-sweet fruit.)





The Agribuys B2B system provides the platform and infrastructure to assist the participating firms manage the network. Agribuys, exploiting the attributes of the Internet as strategy enabler, does not provide the value creating strategy and vision per se.  But the Agribuys platform does provide the centrally located and embedded intelligence to enable the network to fully exploit its potential: The platform consists of:





The core infrastructure to link the various firms in the network 


The basic functionality (such as global trading, shipping, transaction engine) to move the product throughout the network and to generate basic transaction and inventory management information


Information management functionality such as demand and supply planning to extract the full value from information.





The alliance between TasteMark and Agribuys reflects the imperative of capturing the economics of networks and the value of coordinating interactions - and not just the economics of factories and the value of producing goods. 























The winners will be those firms who leverage past investments in relationships and use e-commerce projects to enhance the relationship building process.














The retailer is the custodian of the system and product integrity.





Firm-specific content can be linked with powerful functionality and distributed over the Internet.














Suppliers- as the network coordinators - will be the key beneficiaries of B2B e-commerce.





Many firms in the perishable food industry have already been heading down this path.








The challenge in the network era is to put value in and not just drive costs out.








Networks only make sense when they focus on creating consumer value.





The network is now the unit of management. 
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