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This thesis is conducted as a case study for the case organization. The main goal of the thesis
is to find out how to best implement an e-auction strategy into an already existing sourcing
strategy when the tools to run e-auctions as part of the process already exists. The thesis
starts with the theoretical part, which reviews the existing literature of digital sourcing, e-
auctions in sourcing and sourcing strategy.

Empirical part consists of the project work and its results in creating e-auction strategy and
how to implement it as well as short questionnaire among the project team members to find
out how well their knowledge develops among the project steps. The evaluation was
conducted by qualitative research methods.

The results of the thesis show that project work has been successful so far and the core team
has developed their skills among e-auctions during the project steps. Literature review cave
good insides of how to consider good supplier relationship management while implementing
the usage of e-auctions for sourcing processes.
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Tama Pro gradu -tutkielma toteutettiin case-yritykselle tavoitteena luoda ja implementoida
séhkdisen huutokaupan kayttoonottostrategia sen hankintayksikolle. P&atavoitteina talle pro
gradu -tutkielmalle oli loytdd parhaat mahdolliset keinot implementoida sahkdisen
huutokaupan strategia jo olemassa olevaan hankintastrategiaan, kun tyokalut, joita
sédhkoisessda huutokaupassa tarvitaan, on jo olemassa. Pro gradu -tutkielma alkaa
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1. Introduction

This thesis concentrates on how to implement and utilize e-auctions in a company’s sourcing
activities. Implementation of e-auctions requires certain level of digitalization in any
organization’s sourcing processes and should always go hand in hand with the sourcing
strategy of the category in question. It has been proved by research that digitalization of
sourcing is beneficial not such for buyers but also for the suppliers due to the fact that well
build digital structure can increase efficiency of processes significantly. (Teich, Wallenius,
Wallenius & Zaitsev 2006, 90-91) and therefore this thesis dives deeper into the
opportunities digitalized platforms have to offer by specifically concentrating on how to
successfully implement e-auctions in an organization in which new digital sourcing platform

has been implemented recently.

As discussed in Schoenherr’s study from 2008, the implementation is a process itself and
cannot expected to affect the current processes immediately but should take its time in order
to reach favourable results and solution that will serve its users in a long term, not just cutting
costs short termly (Schoenherr 2008, 264). Therefore, this study also concentrates more on
the actual building of the model and later on the implementation steps rather than proving
immediate results when it comes to efficiency in negotiations or savings etc. Caniels & Raaij
in their study from 2009 discuss implications and expectations from the supplier point of
view emphasising the fact that how suppliers view the e-auction program the buyer has in
place is as important factor for successful implementation than any internal factors affecting

the implementation of new process (Caniels & Raaij 2009, 13-14).

This point of view is taken into consideration in this thesis as well. As e-auctions have been
first implemented in sourcing already in the 90s and have been growing interest ever since.
When asking opinions of the topic, they can vary a lot depending on the person’s previous
experience of e-auctions. Especially in the early times, e-auctions simply concentrated on
the price evaluation and therefore a lot of controversial opinions exists. Some may believe
that e-auctions are only implemented in the sourcing because of the opportunistic buyers of
sourcing organization who are simply interested in price reduction and in nothing more.
(Hartley, Lane & Hong 2004, 153-154)



Recently more and more emphasises has been put on how to utilize e-auctions not just in
commodity products and services but also in more strategic categories. This has introduced
and developed new forms of e-auctions in which price is no longer the only price factor, but
the system is sophisticated enough to consider the so-called trade-offs and total cost
calculations. By this change, more and more organizations are interested on the topic and
ready to invest in implementing their own e-auction programs (Phama, Teach, Wallenius,
Wallenius 2015, 1).

Previous studies of the topic build a strong foundation of what are the current opinions of e-
auctions, how e-auctions have developed over time and what are the current trends around
the topic but not much of overall implementation studies could be found in which the
implementation itself has been the main focus. This study aims to consider e-auction topic
from the implementation perspective and create a successful implementation of e-auctions

program for the research company.

1.1 Objectives and Research Questions

The first objective of this thesis is to find the necessary tools for a successful implementation
of e-auction project. The main tool to achieve this will be via previous studies and
examination of all known best practices and challenges among e-auctions. These findings
will then be used as a resource in building an implementation plan for the case organization.
The second tool to achieve this will be via external consultant support which case company

will have for the e-auction implementation.

Second objective is to build the project which will then be responsible of the implementation
of the e-auction program for the case company. The writer of this thesis will be the lead
person for the project at the case company and therefore will be the main person responsible

in the project planning.

Third objective is to achieve needed tools, knowledge, and skills in order to be able to run
e-auction at later stage for the case company. This can be achieved by successfully achieving

the first and second objectives during the project work.

The main research question of the thesis is:



“What are the main factors in planning and implementing successful e-auction program?”’

which is then supported by few following sub-questions:
1. How to implement e-auction program to an already existing sourcing strategy?

2. What are the needed skills and tools to run e-auctions with success?

1.2 Theoretical Framework

Theoretical Framework consist of two parts as seen in the figure 1. The base of the theoretical
part comes from four different topic; digital sourcing, sourcing strategy, change management
and project management. These four topics will be supporting and creating a base for the

main theoretical part of this thesis, which is the theory of e-auctions.

Figure 1: Theoretical Framework

Even though the main theory is about e-auctions it is important for the topic of the thesis to
consider all the base theories as well, as they will support the thesis when creating the
implementation and project plan for the implementation of e-auctions for the case
organization.



1.3 Structure of the Thesis

The thesis consists of four main parts which are theoretical framework, empirical research
and analysis, discussion, and conclusion. Theoretical framework consist of two main parts;
digital sourcing with main concentration on e-auctions (chapter 2) and sourcing strategy
which includes topics of the strategy, change management and project management (chapter
3).

Empirical research consists of the research methodology (chapter 4), building the e-auction
implementation model and project plan, project steps and the actual content created during
the project (chapter 5) and finally analysis of the feedback from the participants, main

stakeholders, and pilot case owner (chapter 6).

Discussion (chapter 7) will discuss the findings during the empirical research phase,
including any lesson’s learned, what went well and what could have been changed. It will

consider the given feedback as well as the experience of the project team.
Conclusion (chapter 7) will conclude the thesis and give the final conclusion for the topic.

At the end of the thesis a list of figures, pictures, tables, references, and appendices will be

presented together with the appendices themselves.



2. Digital Sourcing & E-auctions

This chapter gives the theoretical foundation for the concept of digital sourcing and deep

dive into the topic of e-auctions in procurement.

2.1 Definition of e-sourcing

Digital sourcing systems have been in wide use to facilitate both internal and external
sourcing processes over a decade. There are thousands of options for those seeking
digitalization, from systems aiming to automatize to systems providing cloud solutions to
store information. According to Kosmola, Reimann & Kaufmann (2019,1) companies have
achieved significant process efficiencies and cost savings by adapting digital technologies
into their sourcing processes. Digital transformation has come with a promise of changing
the way of buyers collaborating with their suppliers by using big data analysis, the Internet

of Things, cloud computing etc. (Kosmola et al. 2019, 1&3).

Digitalization of procurement can be a great leverage in the alignment any organization’s
existing sourcing strategies as they offer new design opportunities for sourcing strategies
which aim to achieve profitability, competitive advantage, etc. This is of course linked to the
fact that the procurement in general is reaching higher recognition in organizations as a
strategic part of any organization’s operations today (Bienhaus & Haddud 2018, 965-966).
Decision of what is used and how it is used have to always align with the common sourcing
strategy because the tools will support different processes in different stages and can
therefore significantly change the existent way of doing business (Arnold, Kérner &
Schnabel 2005, 116). With the emerge of information technology, specifically usage of
internet, digitalization has become well used tool in seeking more efficiency and decrease of

costs in procurement.

The process of using online tools to support the sourcing process from identifying suppliers
to handling their invoices is referred as e-sourcing (Singh & Benyouce 2011, 437). E-
sourcing in general is the term used when talking about using internet as a support

mechanism for sourcing activities with its many opportunities of enhanced collaboration



with buyer and suppliers and the increased competitiveness it enables. E-sourcing includes
many tools and mechanisms that can be fully used and performed online, such as supplier
registrations, RFX processes, e-auctions and invoicing. Going further than just “Internet”,
“Artificial Intelligence” and “Big Data” are recognized as the key drivers in the road to
digitalization. The flow of information and how the data is managed is a critical factor for

any organization’s success or failure. (Bienhaus et al. 2018, 978).

Digitalization is a big topic on an organizational level, whether it is public, privet or non-
profit organization enhancing their digital capabilities. The modern digitalization has been
recognized as “Industry 4.0” and is said to still be in its developing phase. The progression
is rapid and due to this requires organizations to put more effort in their supply chain
strategies in order to achieve or keep their competitive advantages. Procurement and its
digitalization are a significant part of today”s digitalization progress. In their study, Bienhaus
et al. (2018, 965-966) recognize that the modern digitalization is strongly driven by “Big
Data” with the perspective of profitability and competitiveness improvement. They mention
that this use of “Artificial Intelligence” with the combination of buyers” own effort will
create a new level of innovation, collaboration, and intelligence. (Bienhaus et al. 2018, 965-
966).

It is a common and well recognized trend that buyers are now promoting their e-sourcing
platforms to their suppliers and developing the digital transformation of sourcing activities
from the traditional (e.g., email sourcing) to more enhanced e-sourcing platforms. It is well
known that the common goal for buyers is to lower their operative costs of sourcing
activities, fastening purchasing cycles and shorten other processing tasks (Singh et al. 2011,
437). With the digitalization of the sourcing processes, the efficiency of the process is easy
to repeat as most events and processes are archived and then repeated over time. These
benefits can still be realized even if the savings potential will decrease in the future rounds
of sourcing projects. Savings can also be found by being able to include larger variety of
suppliers due to the digital system implementation. (Caniéls & Raaij 2009, 13).

It is also believed that by using e-sourcing, buyers could bring more products and services
under strategic sourcing scope. E-sourcing can also widen the range of possible suppliers
that buyer can source from, since online platform supports them reaching more global
supplier bases (Singh et al. 2011, 437). Bienhaus et al. (2018, 968) have acknowledged that
digitalization also enables more system provided support when it comes to collecting



information and activities and therefore creates more efficient communication between
buyers and suppliers. The information stored in a digital platform is easy to access and share
and is processed in a more transparent way as well as in real time. This benefit is even more
evident when the goods or services are widely used among the organization and its many
units or departments. Transparency is further recognized as having a strong effect on the
buyer-supplier relationship. On the other hand, digitalization also enables automatization of
processes which enables more concentration on the strategic side. Bienhaus et al.”s (2018,
978) study strongly supported the idea of strategic decision-making process supported by
the analysis of the data provided and which in digital form is achievable in a real time. They
also achieved to prove with their results that transparency is indeed viewed as a positive side
effect of digitalization. (Bienhaus et al. 2018, 968-969 978).

And itis not only buyers who are positively affected by the digital transformation of sourcing
but also suppliers can have benefits from it. Where buyers use the online platforms to reach
more suppliers, also suppliers therefore are greeted with a change of engaging with new
businesses as well as reduce their own process operation times, as they also are under the
reach of the effects of e-sourcing mechanisms. Suppliers are also benefiting from more real
time inventory information and reduce the risk of excess inventory from their side (Singh &
et al. 2011, 437). That said, the efficiency of both buyers and suppliers sourcing and sales
processes can be achieved by buyers implementing an e-sourcing mechanism in their

sourcing processes. (Teich, Wallenius, Wallenius & Zaitsev 2006, 90-91).

More digitalized sourcing processes can’t be achieved overnight though, but might require
a large availability of resources, time, and effort. The first challenge is already faced when
looking into different platforms that enable e-sourcing activities. When implementing such
a change a huge challenge also comes from the change management itself (Reniusa, Raaij &
Santemaa 2004, 201). It is important to also remember that digital transformation has an
effect on the organizations existing processes, capabilities, and capacities and therefore
employees and suppliers of such an organization will face challenges in the change process
and are required to be given the appropriate support in order to be able to adapt. This can be
minimized by creation of common processes and by ensuring transparent and efficient
information flow among other resources required by the change process. Creation of the
definitions of new tasks, roles responsibilities etc. is required as well as consideration of the

existing processes point of view.



Bienhaus et al.”s (2018, 979) recognized clear lack of above during their survey and therefore
pointed out that it is important for organizations to provide training as well as divide new
roles and tasks among those who actually have the capabilities to do them. Building a
common mind-set towards the digital transformation is also recognized as important in order
for the transformation to be successful. When it comes to the type of platforms used for e-
sourcing, Bienhaus et al. (2018) could see a common trend among the respondents when it
comes to what kind of platforms are preferred. The respondents clearly support end-to-end
solutions which provide solution for more than one part of the sourcing process. Also cloud
solutions were seen as more beneficial than other solutions as they provide real time
information flow. The solution should also support analytical work and provide data for
analytics. (Bienhaus et al. 2018, 978-979)

There can be multiple different types of factors affecting the digital transformation, examples
being: acceptance by employees, managerial support, or industry itself etc. The key for
success in the transformation is the readiness of an organization seeking to achieve digital
transformation. The question is therefore, whether the organization has the capabilities,
skills and resources required or not. When it comes to the resource readiness the main
concern and challenge comes with the IT infrastructure. Capabilities refers to the fact if the
organization has human resources with correct knowledge for the transformation and
implementation. Financial resources are also important when trying to achieve the digital
transformation. Top management has to have the understanding of the required resources,
skills, and systems for the transformation. Otherwise, the transformation might not get the
full managerial support from them. Top management is ultimately the function facilitating
resources and driving the correct mindset among the sourcing personnel. (Kosmola, et al.
2019,4)

Internal factors are not the only factors affecting the success of digital transformation, but
organization will also have to take into consideration external, mainly suppliers in this case.
It is important to understand that also suppliers need to adapt to the changes and their
readiness to adapt is important success factor. The relationship type (transactional or
collaborative) with the supplier can affect the readiness from the suppliers’ side to adapt to
the new digital systems buyer has taken into use. This affects the decision of what channels
buyer should use with their suppliers. Second point is the fact that other type has typically

more trust between the buyer and supplier and as e-sourcing can significantly increase the



transparency, low level of trust might make one party hesitant to adapt to this new digital
system. (Kosmola et al. 2019,5-6)

2.2 Definition of E-Auctions

The reverse e-auction was first introduced in the mid-90s and has since become a standard
tool in any e-souring platforms (Caniéls & Raaij 2009, 12). The core of the e-auction model
is that instead of submitting their bids by using traditional emails, phone calls, face-to-face
meetings, etc., suppliers’ bids are now submitted in an online system in real-time. Depending
on the auction type used suppliers can submit several bids (e.g., English auction) or they
submit or accept only one bid (e.g., Dutch auction). Auctions often create competitive
situation in which the true market price is revealed of the participating suppliers. Auctions
overall create better information transparency than traditional types of negotiating prices.
(Schoenherr 2008, 259-260).

E-auctions can offer multiple benefits for buying organization such as lower transaction
costs, more competitive prices and shorter order-cycle times and the reported savings have
been from 10% upwards (Hartley, Lane & Hong 2004, 153). Some studies in the past have
even proven that organizations have been able to achieve savings between 10-40 % from
implementing e-auctions, either directly from the product or service cost or then from the
transaction costs. Transaction cost is based savings those savings that are achieved by being
able to free sourcing professionals time on something else more productive (Tassabehji
2010, 426). It is though good to note that these savings are partially reduced by the fact that
e-auctions require a system to be used and these systems may have different type of user
fees etc. The increased competition and therefore lower prices come often from the fact that
when in traditional RFQ bidding there is no transparency between bids and suppliers, e-
auctions, especially English reverse type, brings this transparency on the table and makes
the situation more competitive in nature as now suppliers have real time feedback on their
performance. Using system for the price negotiations also enables buyers to increase the
participating suppliers amount and therefore potentially also increase the competition.
(Hartley et al. 2004, 153).
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E-auctions can also increase the internationalization as buyers no longer need to rely so much
on the local suppliers but are now able to also widen the scope of supplier locations. Both,
buyer and supplier are also benefiting from the fact that e-auctions will give market
information and feedback on the actual price levels of that exact period of time. When built
appropriately, they can also give more insights of what buyer is actually looking for as well
as make the overall process more efficient, as e-auction process often requires less time than

traditional negotiation process. (Hartley et al. 2004, 153).

In their study Arnold et al. (2005, 122) received responses of a new benefit not mentioned
before in any studies or research: clearing of master data. Some companies had been
struggling to define their products and services properly and therefore ended up revising
their master data even ending up with more standardized material data. Their interviewees
also recognized less time introducing and discussing their specifications with suppliers as e-
auction program had forced them to pay more attention and to create more accurate
specifications for their products and services. Poor specifications were also often listed as
the reason for failure by the participant interviewees. In the worst-case scenarios this had led
to the post-negotiations or even terminated partnership with supplier. (Arnold, Karner,
Schnaberl 2005, 122).

The interest in e-auctions raised already in the 90s but researchers could clearly see a decline
in the interest of running auctions during the 2000s when many organizations no longer were
even planning to use e-auctions in their sourcing. This change in behaviours came from a
few reasons; first of all, some were seeing auctions as unethical way of doing sourcing, some
saw the investment in implementing the e-auction program too high and some said they
cannot get savings that would cover the costs of running auctions. (Hura, Mabert, Hartley
2007, 403-404).

2.2.1 Game Theory

E-auction is ultimately comparable to a strategic game, there are multiple participants
(players), certain rules are set and all parties will have their own tactics designed specifically
for the e-auction. Buyers” side design the game according to the goals they wish to achieve.

E-auction design will be made based on decisions on multiple different attributes, such as
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auction format, process rules, allocation rules etc. which will then set the base for the game,
in this e-auction. When entering the e-auction, buyer has to take into consideration that also
suppliers will have their own strategies behind their bidding behaviours. For example, carrier
service will take into consideration what is the type of transportation requested by the buyer,
what is suppliers own cost structure and finally, they will try to analyse what could be
competitors strategies in the auction. Supplier must ensure that their prices are high enough
to be profitable but at the same time low enough to win the auction. (Kuyzy, Akyol, Ergun
& Savelsbergh 2015, 35).

2.2.2 Where and how are they used

It has been recognized that auctions better fit with buyer’s markets, in which suppliers can
see auction as an opportunity to win new business. This means that the more competition
between suppliers, the more likely they are to think positively about auctions. When
suppliers are in need of purchase orders, they seem to think more positively about auctions
and view them as pure opportunity to achieve more sales. On the markets in which suppliers
have the power and buyers need to compete to get the business, suppliers are more likely to

think negatively about auctions. (Caniels & Raaij 2009, 14.).

There are also exceptions on how to use e-auctions. In Huang et al.”s (2013, 182) model the
auction is not the last phase of the sourcing process but bargaining phase always follows
auction if auction does not result in a satisfactory situation. In this bargaining process buyer
is still negotiating of prices and other quantitative factors such as payments. Huang et al.
base this assumption with the risk of supplier not willing to follow with the purchasing
activities if the bid value results in negative affect on their side. This could hence be avoided
by continuing negotiations with suppliers after the auction has taken place This is straight
opposite to the model identified and argued by Jacob Larsen in which he places auction as
the last phase of the process and notes that all other factors should be clarified before going
to the auction phase. In this study the researcher will follow the latter and concentrate on the
idea of e-auction as the last phase in the sourcing project as there is more support towards
this idea. This type of post-negotiation process might arise other issues between suppliers
and buyers but there are some critical trade-offs when this type of process is used; for

example, when prices are negotiated during the auction and buyer has achieved a low price
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for their products or services, in post-negotiation now supplier can gain something back by
e.g. payment terms etc. This can at the end create a win-win situation after all. (Huang,
Kauffman, Xu & Zhao 2013, 182-184, 188)

In a study conducted by Teich, Wallenius, Walleniues and Zaitsev (2006, 93) researchers
are defining model which combines the idea of auction and negotiations such that auction is
used to eliminate most unfitting suppliers and then further negotiations will take place with
suppliers who passed the auction part. Larsen later in his study takes this idea steps further
and defines e-auctions as the negotiation phase replacing the original way of handling
negotiations between suppliers and buyers. According to Teich et al. (2006, 92) it does not
seem proper to fully automate the auction process but there should be a level of interaction
at some point of the process between buyers and suppliers. They support the idea that in
some parts of the process, e.g. analytical tools could be implemented and bid analysis done
with system support and suggest that where there is a lot of research done on how to support
buyers to analyse bids, not much work has been done in order to identify tool that help
suppliers to analyse appropriate bid levels during auctions when awarding selection is based
on more than just price of the product or service. Reservation prices, discounts, quantity
requirements etc. can all affect the bid supplier wants to place and based on these and other
possible requirements it affects their decision sometimes with a recognizable affect. Teich
et al. (2006, 93) discuss the possibility for the system to evaluate these cost factors on behalf
of the supplier in order to support suppliers to understand how far or close they are in
winning the auction. (Teich et al. 2006, 92-93).

2.2.3 Most common types of e-auctions

The most commonly used auction types are: English Auction, Dutch Auction, Sealed-bid
auction, and Vickery auction. Even though originally these were for price only auctions, they
have been improved to offer the opportunity to take into consideration other factors as well
now (Phama, teach, Wallenius, Wallenius 2015, 2). English reverse auction is the most used
of all the above forms of auctions. Suppliers are bidding downwards, no price increasements
are allowed, and can adjust their bids according to the instant market feedback the auction
platform can offer. At the end of the auction, winner is the lowest bidder. This format is good

in bid compression, meaning that all bidders end up being quite close to each other at the
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end of the auction. (Larsen 2021, 79-81). There can often be reserved prices, which define
what is the expected highest price the supplier can be awarded, the reserved price is
sometimes communicated, but not always, to the suppliers. (Sollish and J. Semanik (2012),
1)

Dutch reverse auction suppliers are bidding upwards. Buyer will set a starting price and then
the price will start increasing in intervals until it either reaches buyers ceiling price or price
has been accepted by participant supplier(s). Winner will be the supplier who has accepted
the price first. This form of auction gives suppliers only one change to win the business, if
they were not fast enough, they lost the game, and the format does not give second chances.
Where suppliers are not able to get any instant feedback of the price levels of other suppliers,
neither does the buyer get an actual picture of the current situation at the market. (Larsen
2021, 87-88).

Total-value auctions is a format that includes other attributes than just the price and pushes
buyers to develop detailed value models that include attributes that are not measured in
money. This format also helps to show that not all auctions are only about money. There
have been several studies which shows that total-value auctions are superior to price only
auctions. In this format, other values can be either fixed handicaps or dynamic handicaps.
Fixed values are pre-values, set before the auction starts and suppliers cannot change them.
Fixed values can be for example switching costs and quality of product or service. These so
called “handicaps” can affect each supplier either positively by decreasing their bid, or
negatively by increasing their bid. Each handicap does not necessarily have to be given for
each supplier, for example witching cost affect only those suppliers from which the said cost
would arise. (Larsen 2021, 81-83).

Dynamic handicap values are such that suppliers can change by themselves during the e-
auction. Examples of such values are payment terms, warranty periods etc., values can be
predefined in the e-auction template and then supplier can change them to any of the allowed
values. Each of these values have an effect on the suppliers total bid value. Dynamic values
give suppliers the change to improve their ranks even though they wouldn’t decrease their
price. Total value auctions can also have a “dynamic scope” which means that suppliers can
give prices for different scopes, for example contract periods. In this case supplier can set a
contracting period and price for this period during the auction. Sealed-bid auctions are not
like traditional reverse auctions. In sealed-bid auction suppliers will first send their technical
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proposals and those are reviewed by the buying company. Then those who meet the technical
requirements are invited to send an offer. They only have the chance to send one offer and
after this, buyer will make their decision. This type of auction is highly confidential since
nothing is revealed until the exact moment buyer will evaluate them. (Larsen 2021, 83-84,
90). For sealed bid auction to work it is important that suppliers are well aware of all the
specifications and in the previous step, the buyer has made sure that this truly is the case.
(Sollish et al. (2012), 1)

Japanese auction type is downward type of auction and one of the least used type. It works
similarly than Dutch auction but in this case the prices go down until there is only one bidder
left. Price starts from a predefined level and continues going down in pre-set time intervals
until there is only one supplier left who accepts the value. The risk in this model is lost
savings potential, as winning supplier does not have to go any lower than on the price that
they were the only one to accept. Confidentiality level is high, so in case this is requirement
from the event, then buyer should use this as the final price is not visible to any other
supplier. (Larsen 2021, 96-97).

It is also possible to use so called Hybrid auction model. This means that there will be more
than one round of auction, in which the first round can act as elimination round. As a process
combining multiple auction rounds can be heavy load for the participants but as a benefit it
can boost the competitiveness. It can also be used to shake the market, if buyer feels that
they have used too many rounds the same auction, they can spice the competition up by
using first round to shortlist suppliers and second to actually award one or more suppliers.
(Larsen 2021, 93-94).

2.2.4 Price only or multi-attribute auctions?

In the traditional reverse auctions, the price has been the only cost component and all other
components, such as payment term etc. are negotiated prior to the auction phase. This has
led to it that most view reverse auctions as simply a tool to reduce the unit costs of the
products or services they purchase. No consideration to other components, like delivery
times, quality etc. has been considered by the buyers. Even though there are reports of clear

price reductions, in some cases the final cost of purchasing can have been increasing as they
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face problems with quality or other non-price factors (Singh & Benyoucef 2011, 438). When
price is the primary decision-making factor, other information suppliers offer during the
sourcing process, could be overlooked. When creating such events, it is good to be able to
identify other factors that can decrease the total costs of the buyer organization. Buyers
should always make sure that involved stakeholders are used to collect information
accurately and that they have the correct knowledge and know-how to use e-auctions system
wise. When it comes to e-auctions, it is primarily the buyer’s responsibility to make sure that
suppliers have the correct information and that they have it all to give their best possible
bids. Buyer needs to explain for example the awarding process, including possible scoring
procedure, well prior to the auction event so that suppliers are aware of who and how the
auction is won. It is of good habits to also give information and feedback for the suppliers

after the auction has taken place. (Sambhara 2020, 2-3).

Having only price as determining criteria can make suppliers feel like they are missing the
opportunity to bid on other criteria than just the price. They feel there is no fair chance to
discuss about other topics, such as quality etc. with the buyer but buyer is only interested in
the price (Tassabehji, Beach and Wood 2006, 179). In order to overcome the criticism
towards e-auctions and their price only mechanism firms have been implementing multi-
attribute evaluation systems into their e-auction processes. By doing so they are able to take
into consideration factors that suppliers feel have not been taken into consideration with
traditional price only auctions, such as quality, delivery times, payment terms etc. This type
of auctions are also highly supported by the platforms that offer digital sourcing services.
(Phama, Teach, Wallenius, Wallenius 2015, 1).

There have been multiple studies and research concerning multi-attribute reverse auction
models but many of them have mainly been concentrating on very few attributes other than
price. Most common attributes are such as quality and lead time. Singh et al. (2011), briefly
mentions few of these approaches in their study but conclude that these have not solved the
problem of using multi-attribute approach, mainly since the attributes used have been
dictated by buyers themselves and because they don’t give many varieties on the results of
the bid evaluations (Singh et al. 2011, 439-440). When scoring is set for the auction, it is no
longer just comparing prices between suppliers but also taking into accord multiple other
factors set and prescored by the buyer. Scoring will rank bids based on the overall scoring,

and suppliers have either been prescored or they will be bidding for all factors during the
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auction. System will then calculate the overall scoring for each supplier and ranks are created
based on this scoring. This basically means that no longer lowest bidder might win the
auction if they are not scoring well with other factors affecting the evaluation. This scored
bid will then obligate both, supplier, and buyer or if otherwise mentioned before auction,
they will serve as a guideline for the contracting phase. This type of auctions in which price
alone is not the only ruler have been proven popular both by theory and practice. The
challenge with the model is how to make sure the correct factors have been chosen for
evaluation. In Huang’s (2019) study of scoring and its effect on awarding decisions, there
was a clear correlation identified between price levels and quantitative factors such as
quality, showing that for example when quality is important, then buyer must be ready for
higher bids as well. It was also recognized that when these factors are highly valued by the
buyer auction might turn to more compete on these factors, than on the price itself and vice
versa. (Huang 2019, 2,11).

2.25 Views about E-auctions

Negative comments about e-auctions come mainly from the fact that the concept is viewed
as purely focusing on price and any other factors are ignored (Hartley et al. 2004, 153).
Hartley et al. (2004, 154) recognize the risk that switching supplier due to e-auction can cost
more in a long run for the buyer than of staying with previous supplier as there is the risk of
increased transportation cost, decreased quality and other factors that can affect the total
costs. There are many negative effects and believes that have been detected by using auctions
as part of the sourcing process. It has also been claimed that in a long term there are no
savings as additional costs of running auctions and loosing good relationships with suppliers
are offsetting the gained savings (Hartley et al. 2004, 154). There have been some studies
which have captured suppliers’ opinions of auctions to be more of buyer opportunism and
dangerous for buyer-supplier relationship than beneficial for them. Overall, suppliers can be
divided into two groups: those seeing auctions as an opportunity and those believing them
to be damaging. (Caniels & Raaij 2009, 12). Suppliers may also not fully trust that everything
is transparent with e-auctions but rather believe that buyer might be manipulating the test
results. (Hartley et al. 2004, 154).
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The main negative opinions towards auctions surface from the risk that suppliers identify in
buyer opportunism which can again lead to less committed relationships. From the buyer’s
side there is always the risk that lower prices will eventually lead to a lower quality as
suppliers are trying to make their margins for the sales. Suppliers can also feel like they are
not able to raise up any other factors than simply the price of the products or services and
therefore are also not able to fully justify their pricing. Long-term relationship can be lost
when supplier sees that buyer is taking into the process more and new suppliers that can
threaten the current supplier’s business with the buyer. What worries suppliers is also the
fact that they don’t fully trust that buyers will not bring into the auction so called phantom
bidders which are simply there to bring down the prices or that buyers include nonqualified
suppliers in the bidding. Also, the issue of buyer not following the original agreed

specification etc. is seen as risk for the suppliers. (Caniels et al. 2009, 13).

Current suppliers are also more likely to think auctions as a negative act as they have a lot
to lose in case, they are not able to win the auction. Based on studies related to the supplier
behaviour on auctions, it has also been noticed that the less suppliers have participated in
auctions, the more positively they seem to feel towards them. This can come from the fact
that the more supplier has lost auctions, the more likely they start thinking negatively about
them. Whether it is an only price matters, or it creates and opportunity for innovations in the
future, also influences the opinion about auctions. Obviously, those that are simply competed
on the price factor, are affecting less suppliers” opinions about running auction than products
or services in which closer, more collaborative, and innovative relationship between buyer
and supplier is expected. Suppliers who compete on the level of service they provide rather
than on the price levels, are more likely to try to avoid auctions at all costs. (Caniels et al.
2009, 14,20).

2.2.6 Supplier Relationship management and e-auctions

According to the study of Taylor, Beach and Wood (2006,168), there are two main opinions
recognized when it comes to reviewing reverse auctions; on the other hand they have been
recognized efficient way to reduce operational costs of procurement and working as a “wake-
up” call for suppliers to recognize needs to reduce costs from their side, but they can also act

as damaging factors for supplier-buyer relationships and could possibly be only a short-
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solution for companies to reduce their costs. Problems are seen in the way how all suppliers
are on the same line, no matter the past relationship, and in that it is rather simple and easy
to have participating suppliers with who there is no previous partnership with and then see
these suppliers eagerly bid as low as possible in order to win a new customer. This can then
pressure the long-term partners start bidding lower than their own margins would allow.
Trust, commitment, and loyalty are key concerns of those doubting reverse auctions and
their reliability. If suppliers are left with the believe that there is no trust on the price levels
from the buyer’s side, there might be reduction of effort on the relationship from the
supplier’s side in the future. Reverse auctions could also be seen such a transactional act
between supplier and buyer that there is reluctancy to share innovative knowledge and
reduction of support when problems arise. Suppliers are also having low trust in buyers for
not trying to have ghost bidders or unqualified suppliers with who partnership is not possible
in the first place there to bid in order to get prices lower. Pressure of quick decisions can also
cause a negative atmosphere around reverse auctions, as there is a time construct in which
they have to be able to decide whether they can still bid lower or not. There have been cases
of so called “winners curse” in which supplier has bid lower than they could actually afford
in order to win the business. After auction is over, they have realized the mistake and might
have serious losses from winning the business (Tassabehji et al. 2006, 168). Generally, in
the resent years there has been clear shift in the supplier relationships from competitive to
more collaborative. The relationship is built on trust and can be characterized with flexibility,
information sharing, problem-solving attitude, and equal amount of power. One of the main
characteristics of e-auctions then again is the increasement of competition which can cause
the opposite from collaborative supplier relationship. Participation in e-auctions can make
suppliers with the feeling of being treated unfairly, especially if they are left with the feeling
of having been working hard to win the auction. (Hartley et al. 2004, 155).

The auction owner will need to communicate the rules of the auctions clearly to the
participating suppliers, it will also have to be clear at what time the auction will start and
end. If there are any qualification criteria that need to be met in order to participate, those
will also have to be well informed. Buyers need to let suppliers know the type of the auction
used and how is the awarding done as well as if the bids are expected to be binding or another
type of commitment rule is set afterwards. Buyers will need to decide how much of market
feedback are the suppliers able to access during the event, this includes ranks, price data etc.

All these settings and rules need to be carefully planned as they can have significant effect
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on how suppliers are going to behave during the auction. (Teich, Wallenius, Wallenius,
Koppius 2004, 5-7).

If there is true potential to create actual value by trade-offs etc. with the supplier, then
Subramanian (2009, 102-103) also considers traditional negotiation as better option since it
allows buyer to get to know suppliers better. Same applies if the service level is crucial as
this would require high level of supplier relationship management. Author Subramanian
(2009, 101) discuss in his article from Harvard Business Review that while e-auctions
achieved large interest among purchasers during 90°s, in many cases these purchasers later
noticed that while they might have reached their targets when it comes savings, they were
not so happy with the service and quality received from the suppliers during the contract
period. What happened next was that also suppliers side started to withdraw from attending
e-auctions as they suppliers were realizing they were not achieving the profits they desired
from the deals agreed upon e-auctions. Subramanian believes that the root cause of both
parties withdrawing from using and participating in e-auctions could have been the win-lose

situation that these e-auctions created between the parties. (Subramanian 2009, 101-103).

Subramanian continues with considering one of the main reasons for failed attempts to adapt
e-auctions is the risk of losing supplier relationships which in modern thinking are
considered essential in purchasing. This supports the thinking of knowing what you are
buying. Purchasers have to be able to recognize and identify those products or services in
which auction is indeed better option than traditional negotiation. He lists three essential
questions buyers should ask when deciding whether to run an auction or choosing the
traditional negotiation; are we able to specify, the potential for value creation and whether
supplier relationship or service level is an important factor in the case. The simpler the
commodity or service is the easier it is to create auction instead of traditional negotiation as
the risk of suppliers not equally understanding the specification is low compared to
commodities or services in which specifications are complex and hardly can be expected

that suppliers’ offers can be compared as “apples to apples”. (Subramanian 2009, 102-103).

According to Tassabehji et al. (2006, 178) Taylor et al. learned through their research and
interviews with suppliers that if price becomes the only criteria buyers use to choose their
suppliers this will consequently affect rather negatively the relationship between supplier
and buyer. They also recognized different concerns depending on the stage of the sourcing
process. For example, the biggest concern during pre-auction stage was whether all suppliers
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are pre-qualified equally and there are no unqualified and rogue suppliers among the bidders.
Suppliers” don’t feel the reverse auction concept is transparent enough, meaning that
awarding criteria is viewed as not clear enough or buyers have not respected them. What
suppliers dislike is the fact that they often feel the specifications are not clear enough to them
and in some case, they felt that not all information was even shared to them. This turns into
distrust towards buyers which are viewed as trying to be too opportunists by using reverse
auctions without revealing all specifications for suppliers to be able to bid fairly. (Tassabehji
et al. 2006, 178).

Buyer is also responsible to make sure that all information, that suppliers should have, is
reaching all participating suppliers well before e-auction takes place. Lack of doing so can
cause problems in all the stages of the sourcing project, including for example wrongly
understood pre-qualification or product specification. When communication between buyer
and supplier is poor, most likely decisions made during the process are not relying on the
correct information and will cause problems later on (Sambhara 2020, 5). Suppliers should
be well informed during the process and instructions for trainings and briefings should be
carefully provided for them. Developing of code of conduct for e-auctions should be
considered for the transparency. Like in any other phase, also in this part of the process,
buyer should be careful that they are not giving false or easy to misunderstandable
information. Keeping everything as clear and understandable as possible will also help to
avoid any unnecessary post-auction negotiations which may occur if there have been
misunderstandings among awarded suppliers. (Arnold et al. 2005, 124).

What suppliers wish more from the reverse auctions is better and more clear specification
and buyers” commitment to them. They also wish buyers to implement better supplier
qualification systems in order to make sure that all participating suppliers are actually
suppliers which can be awarded the business to. Suppliers also wish that there could be some
collaborative way of ensuring that auctions are run with fair intentions and that buyers would
implement auction formats that include more than just the price as selection criteria.
(Tassabehji et al. 2006, 179).

Even though suppliers often still have many mis-consumptions of e-auctions there has been
prove that implementing e-auctions has actually helped the relationships as buyers and
suppliers have worked closely together in order to make sure that e-auctions are used
effectively. E-auctions have in some instances helped suppliers to become more competitive



21

as e-auctions have exposed their inefficiencies in their processes as well as helped them enter
global markets. Some are using e-auctions to in deep collaboration with suppliers in order to
create dynamic ordering processes (Tassabehji 2010, 427). Failure in managing supplier
relationships during e-auctions could also affect other product categories purchased from the
supplier in question than just the product considered in the e-auction. This could cause
indirect higher costs through other products provided by the supplier. (Arnold et al. 2005,
123).

2.2.7 Types of suppliers with who to use e-auctions

When looking for possible suppliers, buyers tend to fall back on those they already know.
There are clear cost savings related reasons for this as keeping the same requires less
administrative costs but by doing so buyer might at the same time lose the opportunity of
real market driven competition that new suppliers can bring. By implementing e-auctions,
buyers might be forced to look into new suppliers and therefore might also end up finding
new more suitable suppliers than they have previously used (Arnold et al. 2005, 123).
Supplier should never have a monopoly or even monopolistic position on the market. This
will not create a competitive marketplace and the power is almost fully on the supplier’s
side. Buyer don"t have much to say on prices. Sometimes this monopolistic market situation
can also be created by buyer. In this case the buyer has such a detailed specifications that
there are simply not many suppliers who can fulfil the need. It is also important to only invite
qualified suppliers to the e-auction. Commitment is an important message for the suppliers
and if buyer is not able to commit to the unqualified winner, they are not able to follow their
own rules and next time inviting suppliers to the e-auctions, they might be very reluctant to
participate. (Larsen 2021, 45, 146).

2.2.8 How to select sourcing categories that are suitable for e-auctions

When implementing e-auctions, one part of the implementation concerns the e-auction spend
portfolio, or pipeline, which lists all suitable products and services for auctioning. This

pipeline can be further divided into for example high savings vs low savings cases etc. (Hura,
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Mabert, Hartley 2007, 407). For auctions, it does not matter whether the sourced commodity
is a single item or there will be multiple items offered to be bid by the suppliers. When more
than one item is sourced, it is though important to structure these bundles carefully as they
can badly designed lead to unsuccessful auction events. Over time the bundle and more
complex auctions will become more attractive as for simple commodities savings are
achieved rather quickly and there might be no actual new savings potential in the future
rounds (Schoenherr 2008, 265). Auctions also do not fit into every sourced product or
service; the most important pre-determining factor is if specification can be defined well

enough that it can be understood the same way by all the suppliers. (Caniels et al. 2009, 13).

Then what does studies recognize as ideal candidate for e-auctions? Hartley, Lane, and Hong
(2004, 153) identified cases in which product or service is very standard and not much having
customized features, is most suitable for e-auctions (Hartley et al. 2004, 153). When it comes
to specifications, studies show that generally products are easier to specify than services.
This could come from the fact that often service specifications are made in collaboration
with suppliers. It is expected that service suppliers are more likely to feel negatively about
auctions, as it is more challenging for them to fit their service into a specific specification.
(Caniels et al. 2009, 14).

Whereas some earlier studies support the idea of auctions only to be used in case of simple
commodities in which not much of investment in supplier management is needed, Smart and
Harrison (2003, 265) argue that indeed you can have auctions also in the case that supplier
relationship is of collaborative model. They explain that no matter what the type of the
relationship is, buyers will still regularly need to check the current price levels on the markets
and seek what else can be offered by other suppliers in the means of more developed
technological solutions. E-auctions can act as a price revealing mechanism in case buyer is
not familiar with the current market prices of the product or service, they are sourcing. Some
studies have proved that when buyer and supplier have been in a long-term relationship for
long, the price with this supplier and the price on the markets can have up to 30% difference
without buyer being aware of such difference. This type of auction does not have to happen
regularly but rather works as a checking point from time to time and once actual price levels
of that time are reached, long- term supplier relationship is established with the winning
bidder. (Smart, Harrison 2003, 265).
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Tassabehji (2010) has collected in his study examples of cases in which there has been
successful implementations of e-auctions for products that are not just simple commodities
(from Kraljic’s matrix) but a lot more complex services and products. The key has been in
preparing the specifications carefully and making sure that suppliers have well understood
these specifications. (Tassabehji 2010, 427). Larsen (2021) introduces a model in which
buyer will evaluate, together with stakeholders and category management, the impact drivers
and complexity drivers for each category. Impact drivers are factors that can affect the
attractivity of the category on the market as well as evaluate the true savings potential. These
factors include, spend, number of suppliers, etc. Complexity drivers evaluate how difficult
the case could be to build. These factors include, specification level, stakeholder support etc
and will support in identifying categories that are more complex commodities. (Larsen 2021,
174-175).

2.2.9 Best practices for preparing for e-auctions and evaluating suppliers during and

after e-auctions

The decision whether e-auction is used as part of the sourcing process or not, should be done
latest at the preparation process of a sourcing project. Most interviewed buyer organizations
had such software systems that allowed them to reuse already created auction designs and
therefore reduce the time they needed for the auction design preparation (Arnold et al. 2005,
123). This is directly related to information management which in e-auctions means the
process of identifying the specifications, estimating total costs, and understanding the current
supply market and their cost structures. If this information is not managed accurately, it can
cause lack of reliable results from e-auctions which again can discourage future usage of e-
auctions both from buyer organization’s and suppliers’ side. In the worst-case scenario, it
can risk the whole organization’s reputation (Sambhara 2020, 1). This information

management is also key factor when designing the e-auction strategy.

Arnold et al. (2005, 123) were able to identify, based on their study, few factors constantly
causing failures in the process; low number of participating suppliers, evaluation wrong the
level of competition between suppliers and neglected knowledge that buyer organization is
dependent on their current supplier too strongly. According to them, these could all be

avoided with efficient fitness analysis though (Arnold et al. 2005, 123). In order to be able
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to successfully use auctions, best practices should also be introduced. These would explain
and advice users in planning of the e-auctions. Larsen (2021, 100-104) mentions the lack of
structure and strategy the most common reason for e-auction practitioners to fail. The game
theory is not the only side to be considered but the emotional dimension should be considered
as well. If this is not taken into consideration, e-auction practitioners, will not be able to fully
analyse the behavioural aspect of supply markets. It is also not good practice to build new e-
auction strategy based on historic bids collected in previous rounds since market situations
can change rapidly. (Larsen 2021, 100-104).

Efficient supplier selection tactics will help further in developing correct supplier
relationships. Each organization needs to find the best supplier selection criteria for them
and for the products and services they purchase as no firm has the same needs. The common
factor is that all criteria should always be linked to the strategy of the sourcing and
organization overall. Noticeable is that Luzzini et al. (2014) also recommend creating
different criteria for cases in which the aim is to establish a short-term than long-term
supplier relationships. These criteria should then be included in whatever method/system is
used to evaluate suppliers. (Luzzini et al. 2014, 116)

Larsen (2021, 104) represents 6 steps to take when preparing for e-auctions. They are (1)
Awarding and game design, (2) value design, (3) E-auction format, (4) Visibility, (5) Rate
structure & bid rules and (6) Timing rules which all will be described in more details in the
rest of this chapter (Larsen 2021, 104). Study by Luzzini et al (2014) then presents a step-
by-step guide on how to select correct suppliers at the end of the process by dividing it as
follows: strategic alignment, process configuration and execution. Strategic alignment
includes, KPI and weight definition, system objectives, commitment and units involved.
KPIs and weight definition should be aligned with organization’s overall strategy and with
all functions involved in the decision making, this also included the commitment of top
management. Process configuration includes pre-qualification, qualification and selection
and vendor rating. Pre-qualification means that existing suppliers are evaluated already
before the actual supplier evaluation process and the most suitable among those are selected
for the actual selection phase in which the suppliers are systematically evaluated. Vendor
rating in this model means the regular performance evaluation of suppliers which have been
selected in previous phases. Vendor rating is typically also the last phase in the actual

selection process, it included rating of quality specifications claims etc and is often
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performed as cross-functional activity in which more than one department will give input.
How often post-evaluations are done, depends again on the strategy and commaodity.
(Luzzini et al. 2014, 116-117).

Deciding the awarding style is important for the whole process of building strategy for the
e-auction case at hand. Since in this phase the practitioner will decide how and the number
of suppliers to awarded it will later on affect every other decision concerning the design of
the auction as well. Larsen (2021) mentions that e-auction is only considered e-auction if
there is commitment involved. Therefore, when choosing awarding style, one rather chooses
the level of commitment one will have for the e-auction. There are three ways how awarding
can be structured, “winner takes it all”, splitting the volume and “first right of refusal. With
“winner takes it all” there will only be one winner after the e-auction is completed. This
tactic is the best option if category can estimate accurately the needs for the contracting
period and out of the three options, it best encourages high competition among suppliers, as
they know that winner gets the whole business. The risk is that buying company becomes

highly dependent on the winning supplier. (Larsen 2021, 105-106).

If the volume is split, then there can be multiple winners and there is no longer as high
dependency on one supplier as there is in the case of one awarded winner but also the buyer
no longer can purchase total volume at the lowest price. (Larsen 2021, 106). Kokott, Bichler
& Paulsen (2019) Also introduces an idea that if there will be multiple suppliers who bid the
same level, a lottery could be arranged in order to determine, for who the split is made. This
kind of situation could come from example sealed-bid auction, as their suppliers have no
visibility of bid levels. This, like any other strategic decision would of course need to be
communicated for suppliers. (Kokott, Bichler & Paulsen 2019, 204)

When the practitioner uses “first right of refusal” as awarding style, this means that they
don’t directly commit to buy anything but instead any time the need to buy arises, the
supplier who won the auction will be requested the needed volume first. This supports
categories in which estimated spend can only be speculated but not committed but also does
not guarantee that when the need to purchase comes, the buyer can actually purchase
anything with the value of the lowest bid, as the supplier who won, has the right to refuse
the purchase order (Larsen 2021, 106). Post auction stage can possibly cause problems and

distrust when buyers don’t follow their awarding criteria or if they start negotiating
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commercial terms after bids have been given and winner chosen. (Tassabehji et al. 2006,
178).

Execution of awarding and supplier selection includes tools, level of formalization and
communication. This phase also includes methods and tools used to implement vendor
evaluation systems; appropriate tools are a necessity in order to perform evaluations. These
tools can range from simple excel tools to more complex ICT solutions. Together with
appropriate tools, the procedures and ways of working should also be formalized and follow
the accepted protocols. With proper communication organization should make sure that also
suppliers align with organization’s evaluation processes. The challenge here lies on the fact
if organization in the future will actually follow the processes defined. If performed with
well-defined process strategy and with collaboration with suppliers, the implemented
supplier evaluation systems can also affect supplier behaviour towards sourcing
organization’s needs and wants. This fact was also appreciated both by the sourcing and

supplier organizations. (Luzzini et al. 2014, 119-124).

According to Larsen (2021, 109) designing the game strategy is yet another important
decision of the first step in creating e-auction strategy. It also has a huge impact on how the
rest of the design will look like depending on what type of approach practitioner will choose
for their e-auction. Game design aims to improve the competitiveness and the auctioning
process. Further Larsen goes to explain how game design is more effective on complex e-
auctions and that every situation, when it comes to game design decisions, are different and
therefore should be treated as such. When making the decision, the practitioner needs to take
into consideration at least the following points; how to create the most interesting case for
suppliers to be highly motivated to compete, what is the scope of products or services that
will be included in the e-auction, is all or only those in the e-auction considered with possible
discounts achieved during the e-auction, how to make suppliers see that winning the auction
is actually of great benefit for them. (Larsen 2021, 109-110).

Second phase in the strategy creation process is to design the value concept. This design
supports in evaluation phase what are the factors taken into consideration when winner is
selected (Larsen 2021, 110). It is actually quite common to “price out” non-price factors.
This means that values are given for those attributes that are used to evaluate suppliers, such
as payment term, quality, delivery, switching cost, etc. instead of traditional scoring system.
These trade-offs will then be reducing or increasing supplier’s bid value. This will then
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ultimately make the auction two dimensional (price and quantity). This process though
allows price discrimination among suppliers, as based on the other attributes, their prices are
adjusted accordingly without them knowing (Phama et al. 2015, 3-4). System wise, there are
often two ways to build value models; either the values are included in the e-auction bidding
process as values in which suppliers are competing (total cost auction type) or then they have
been pre-valued as handicaps before the auction has started and are not included in the
competition at all (bid transformation auctions). Examples of values that can be added
amongst just the price are payment terms, switching costs, warranty periods, quality, supplier
relationship state, performance, contract periods and extra services available per supplier.
Practitioner should never try to build too complex case but make sure common sense is used
to evaluate the need of these values (Larsen 2021, 111-113). Luzzini et al (2014) also clearly
stated, based on their study sample, that early involvement, meaning communication of
selected non-price factors, was the key for successful supplier evaluation as well as best
process model for the evaluation of suppliers and values they had given. (Luzzini et al. 2014,
126).

Third step in building the strategy is the auction format and which auction type to choose.
Like any other step, also the decision made in this step is always depending on that exact
case and can vary among categories and can even be different for the exact same category
the next time. There are multiple different e-auction types; English reverse auction, Dutch
reverse auction, Japanese auction, total-value auction, combinatorial auctions, sealed bid
auctions and Vickery auctions. The types are described earlier in the thesis and this chapter
will focus on how to decide the most suitable one for each e-auction case. In order to choose
the correct type for each case the practitioner needs to review the earlier steps in the process
of building strategy as well as do analysis of the market situation for the category in question.
Whenever the goal is bid compression and you are doing award split, then the most suitable
types are English and Japanese auctions. If the awarding strategy is to have only one winner,
then the decision should be done mainly based on the current market situation and the level
of competition among suppliers in it. Basic value models can be implemented in any auction
type but if more complex, dynamic, value models are needed, then the must go is English
auction as it is most suitable to build complex value model calculations. This is because in
English type model you can add more than just price factor for suppliers to compete in. Other

models support fixed values, handicaps, that are added before the auction and are not part of
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the auction bidding itself but only affect the end results of each supplier. (Larsen 2021, 113-
114).

Often when strong competition exists, the English auction is the most suitable auction type
to be used. It is also considered as the save option for which ever competitive situation in
which there is the opportunity for decreasing bids. When applying e-auction for the first time
for the category, English type is often the safest option to choose unless there is a specific
reason not to. List few of these situation in which English auction type should not be applied,;
if after RFQ round, there is one supplier bidding more than 10 per cent lower than any other
supplier, then Dutch auction type could be the best strategy, as in this it also sends a clear
message for other suppliers that what is the actual lowest price level on the market at the
moment and the supplier bidding much lower than others, does not get the idea that they are
indeed much cheaper than other participants. This lack of visibility creates pressure on the
lowest bidder as they cannot see if there are any threats in the competition. As in English
auction type suppliers can see leading bid value, ceiling value etc. this can cause them to
drop out from the competition without giving a single bid, because the value they see might
be too low for them to beat. Also, if the practitioner can sense that among the suppliers, there
is only one truly motivated bidder, then the Dutch auction might be the only solution in order
to create the feeling of competition, if only one supplier is truly interested after the RFQ
round. Last example from Larsen (2021, 116) is a case in which suppliers are already familiar
with English type and have adjusted their strategies according to that approach, in this case,
in order to have a surprise effect and possibly more motivated suppliers to compete, Dutch
auction or other format could be the best way to go. Discretion is also important to
understand. Sometimes there can be cases, in which higher level of discretion is needed and
therefore the auction type needs such that it does not reveal much for those suppliers who
did not win. In this kind of situation types that could be considered can be Japanese and
Sealed-bid auctions. (Larsen 2021, 115-117).

Fourth step in building e-auction strategy is visibility, in which the e-auction strategy planner
needs to discover the appropriate level of visibility that suppliers will have during the
auction. This varies from zero transparency to full transparency and all types have their
advantages and disadvantages. The writer will go them through from the most transparent to
least transparent and explain reasons to use or not to use each of them. “All prices” is the

most transparent visibility condition to use during e-auctions. It shows every supplier
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everything except the other suppliers” names, so they can see their ranks, every other bid and
participant number and how bids are spread among the participants, and they know exactly
the amount they need to decrease their bids to change their ranking. Larsen (2021, 120)
explains that the main idea behind such a transparency is the motivation to keep good
supplier relationships. This condition gives suppliers the full visibility on what is the current
market situation and therefore they can obtain very specific information from participating
in such an event. The downside of this much of visibility comes with the risk that some
suppliers might indeed only come online in order to collect this instant market feedback and
not to actually compete. Some suppliers might also see it as a sign of lack of good
relationship if they are able to see that there are many other suppliers in the competition and
therefore feel that their partnership is not considered having much value by the buyer
organization (Larsen 2021, 120). Also, Subramanian (2009, 107) points out one important
point that auctions often have against traditional negotiations; transparency. Auctions are
highly transparent compared to traditional negotiations with suppliers as in auction they are
all there negotiating the price at the same time. There is no risk of “negotiations behind

closed doors™ as with traditional negotiations tend to have. (Subramanian 2009, 107).

Next in the transparency level are “rank and lead bid” and “traffic light” conditions. They
both reveal a certain amount of market feedback but do not reveal everything for the
suppliers. “Rank and lead bid” mean that each supplier will see their own rank and the value
of the leading bid. All suppliers will know what it will take to win the auction and will reduce
the tray and error type of bidding as suppliers don’t have to guess what it takes to improve
their rank. When the awarding tactic is “winner takes it all” this type of visibility can be
extremely efficient for the competitive behaviour of suppliers. This level of transparency
will also still allow suppliers to be able to analyse the current market situation and where
they are standing with their own bid levels. Traffic light condition gives instant feedback for
the suppliers on where they are in the competition without revealing the exact bid values. It
can be used if auction type is English auction but not in all cases. The idea of this condition
is to set value ranges, of which supplier bid will not be considered at all, in which you can
consider and in which it is definitely accepted. These value ranges must be set for each event
differently. Cases in which this kind of visibility works are for instance when awarding is
considering more than one supplier and practitioner does not want to reveal on what price
levels were each supplier awarded but wants to let suppliers still get instant feedback on their

approximate position on the competition. This condition provides buyers a lot of flexibility
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when it comes to selecting suppliers, as they have not necessarily revealed the exact number
of suppliers that will be awarded and therefore can adjust according to the results of the e-
auction. Another example when this type of visibility condition can be useful is if the e-
auction is not yet the final round of negotiations. In this case the traffic light system can
indicate suppliers that are approved for the final round. (Larsen 2021, 118-120).

Lastly the least transparent visibility approaches are “rank only” and “lead or not”. “Rank
only” will so nothing but suppliers own rank in the competition. This type of visibility level
easily increases the bid compression level as suppliers cannot see the exact value of leading
bid(s). This can work especially when award tactic is to split the awarding among more than
one supplier. This is also balancing for not showing too much information but showing
enough that suppliers are motivated to bid. It is not impossible to use this type of visibility
in winner takes it all awarding tactic, but it can decrease the efficiency of the auction as
suppliers are bidding without knowing how far from the lead bid they are. “Lead or not”
only shows the participants if they are leading or not. It does not show any price values or
how many suppliers are there in the e-auction. It is the most confident type of visibility and
can also be effective in auctions in which only one supplier is awarded. (Larsen 2021, 118-
119).

Elmaghraby & Santamaria (2012) found prove that there is clear effect of too much visibility
when compared e-auctions with both, domestic and foreign suppliers. They found a trend of
domestic suppliers opting out early in the competition in case they could clearly see
indicators that there are foreign suppliers as well. This supports the idea of not making
market feedback too visible for the suppliers during the e-auction but finding a way of
showing enough but not too much. (EImaghraby, Katok & Santamaria 2012, 128-129)

Next step in building the strategy is determining the bidding rules and structure. This means
that buyer needs to design how do they allow suppliers to behave during the auction; how
much does supplier need to decrease their bids every time they place a new one, if there is
any ceiling price to indicate the starting price from which suppliers can start their bidding,
if there is any buffer to protect the leading bid(s) to disable suppliers give bids too close to
the leading bid (creating minimum decrement level), if tie bids are allowed and if they are,
for which rank positions and what is the reservation price which is the worst possible
outcome buyer is ready to accept. Then buyer needs to decide what will be the bid sequence;
parallel, serial or staggered. Parallel means that all start at the same time and end at the same
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time, one overtime item is enough to trigger more time for all items. Serial means that items
open one at a time, so there is always only one item to bid until bidding has ended for this
one item. Staggered is the combination of these both, all line items start at the same time but
ending time is not dependent on any other item in the auction. With rate structure the buyer
defines, how many and which items will be present in the auction, whether there will be
bundles and if there will be breakdown of price or all-in price. All these settings can
efficiently affect the outcome of the auction and should be designed with each case
individually. (Larsen 2021, 121-127).

Last phase in the strategy creation is designing timing rules. This time buyer will design how
long will the auction stay open for bids, if there is any pre-bidding period and what are the
overtime rules. The rule of thumb is that each item should not be open longer than max 15-
20 min, but the rule has exceptions. For example, if there is a high number of item terms to
bid, in order to keep the total auction time manageable, time could be extended. If the items
are such that in order for supplier to accept lower levels, buyer knows that they have to make
calculations before next bid, then the time can be extended from the normal length, same if
the suppliers are not familiar with auctions or if the auction is strategically important in
nature. There has also been research showing that longer auctions can affect more positively
on the supplier relationship but at the same time this can negatively affect the pricing
compression. Also, to maximise pressure effect in Dutch and Japanese auctions, longer time
can be more beneficial (Larsen 2021, 127). Supporting studies for theory of e-auction
duration and how aggressive suppliers might get during the bidding process in order to not
lose the item. They might lose the sight of what is reasonable bid and what not anymore.
(Jap & Haruvy, 2008, 553)

Overtime is a rule set by the buyer to avoid sniping behaviour in which suppliers come and
bid at the very last second to win the auction. Overtime rule will trigger time extension for
the item when new leading bid has been given during the pre-set time period close to the
closing of the bidding. When buyer is defining this, they will have to make two decisions;
how long is the overtime and what triggers overtime. How long is the extension should be
decided based on the case at hand, some very strategic cases may require very long extended
times when in “normal” cases the time could be just a minute or two. What triggers the
overtime, depends on the awarding strategy, if it is winner takes all, then only leading bid

should trigger overtime but if the award will be split, then overtime should be triggered from
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as many ranks as there will be awarded suppliers. Prebid allows suppliers to give a bid even
before the actual auction starts. Pre bid is also a good way to see if suppliers know how to
operate on the platform where auction takes place. In normal circumstances, pre-bid period
should not be longer than 1-2 days. (Larsen 2021, 129-130).

There are clearly recognized risks if any of these phases in building the strategy fails.
According to Tassabehji, Beach and Wood (2006, 169) the awarding of business can cause
issues among suppliers as not always the business is actually awarded for the supplier who
bid lowest. There might be factors which buyer did not take into consideration when
choosing suppliers; for example, the location of their warehouse, cost of switching etc. These
eventually will reduce the trust on the process. Furthermore, if already from the beginning
there has not been commitment from the buyer’s side to choose the auction winner, this can
cause some conflicting feelings among suppliers. It is also important that there are no further
commercial negotiations like payment terms, additional reserves stocks, or reduced volume
commitments anymore after the auction. Terms which suppliers use for the base for the bid
decisions have to be committed by the buyer as well. If changes of such are made after the
auction, it can cause higher operative costs for suppliers and therefore might cause their bids
not to be affordable any longer. (Tassabehji, Beach and Wood 2006, 169).
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3. Implementing new function into existing sourcing strategy

3.1 Implementing a new phase for sourcing strategy

Efficient planning and coordination are a crucial element of a global sourcing strategy in
order to decrease costs and at the same time gain access to knowledge and skills of people
in various locations. Lin (2020) mentions that coordination and communication ensure that
the tasks of new activities are performed well, and team works seamlessly together. Studies
have shown that geographical distance can cause difficulties among team members and their
collaboration which again can possibly create a barrier in the knowledge transfer and
innovation. On the other hand, globalization of activities also opens up new opportunities of
knowledge share and skill sets, hence it is critical for organizations to manage the degree of
dispersion, both geographical and cultural with care to maximize the benefits that can be
achieved (Lin, 2020, 723-753). This comes back to the fact that in the global competitive
market organizations must seek competitive strategy that allows them with ability to adapt
changes quickly in order to stay ahead of competitors. (Nidthida 2020, 727, 729-732).

Strategy can be defined as “unified, comprehensive and integrated plan” (Jia, Orzes, Sartor
& Nassimbeni, 2017). Successful strategy requires long term-goals and commitment to them
and allocation of the needed resources to achieve these goals. The common factor for all
different definitions of strategy is that they are set of goals and the plan to achieve them with
correct objectives, purposes, and policies. Strategy can be defined as “unified,
comprehensive and integrated plan”. Successful strategy requires long term-goals and
commitment to them and allocation of the needed resources to achieve these goals. The
common factor for all different definitions of strategy is that they are set of goals and the

plan to achieve them with correct objectives, purposes, and policies. (Jia et al. 2017, 841).

3.2 E-auctions as part of the sourcing strategy

General process of sourcing consists of few different phases following each other; first there

is the problem analysis also referred as strategic analysis taking place in which the buyer
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will consider both, internal and external factors, analyse the demand etc. which then
eventually leads to a sourcing strategy. Secondly, the problem solution comes with the
initiation of sourcing process, agreement, and settlement. Information management is
highlighted as important factor in all of this. E-auction is rather a tool to support the
agreement process but has to be thoroughly integrated into the strategic sourcing process.
(Arnold et al. 2005, 121-122).

Process steps Tasks conducting an e-| Tasks of  traditional

auction

procurement

Problem analysis

Strategic analysis

Fitness analysis

Strategic analysis

Specification

Technical requirements

Commercial requirements

Technical requirements

Commercial requirements

Suppliers pre-selection

Identify suppliers

e-RFX

Narrow down the list of
suppliers

Contact the suppliers
Selection  of  potential
suppliers

Technical pre-dialogues

Identify suppliers

RFX (RFI, RFP)

Narrow down the list of
suppliers

Contact the suppliers
Selection  of  potential
suppliers

Technical pre-dialogues

Preparation

Define and weight TCO
variables

Define the auction design
Invite suppliers

Prepare and send e-auction
documents

Suppliers instruction, test

auctions

Prepare for negotiation

Prepare and send documents

Negotiation

Hold the e-auction

Extend closing time

Evaluate offers

Negotiation sessions




35

Post-e-auction  negotiation

session(s)

Evaluation Qualify suppliers Qualify suppliers
Award business to supplier | Award business to supplier
(s) (s)
Feedback dialogues Documentation
Documentation Controlling
Controlling

Table 1: Sourcing process, comparison of traditional and with e-auction. (Arnold, Ké&rner
and Schnabel (2005), 121-122).

Arnold et al. (2005, 122) presents a table in which these steps are listed as well as the link
and comparison between traditional process and process including e-auction is presented
(Table 1). At the beginning of the process there is not much difference in the process tasks.
Fitness analysis can be seen as a challenge as organizations often struggle in identifying
products and services that do fit for the e-auction model. In their study many buyer
organizations admitted to the problem of having been choosing wrongly of their products
and services that they have pushed into the e-auction program. Challenge at the beginning
has also been to convince the other stakeholders and reduce their resistance towards e-
auctions (Arnold et al. 2005, 122). It takes time to adopt and realize the benefits of e-
auctions, as expertise of the usage will increase the more auctions are managed and executed.
Sourcing experts will learn over time the best fitting structures of the events, which suppliers
to involve, levels of reserve and ceiling prices etc. It has also been recognized that
organizations that are just starting to implement auctions into their sourcing processes tend
to create auctions for simpler and commodity-type items in which price is the main factor,
whereas more experiences organizations create more complex auctions in which price no
longer plays as the only decision-making factor. The products in which price no longer plays
as the only factor, have often also been the ones having the most potential for savings.
(Schoenherr 2008, 264).

What are then the costs of implementing such a program? Hura, Mabert and Hartley (2007,
403) mention at least auction administration costs, auctions can be run by sourcing

organization themselves, dedicated service centre or it can be even totally outsourced
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service. Depending on the selected model, the costs differ (Hura et al. 2007, 403-404).
Savings that can be achieved by e-auctions are often calculated based on the historic price
and the new price achieved by using e-auction method. Realistically, all impacts, positive
and negative, should be considered when calculating actual savings gained by using e-
auctions. Generally, it can be almost impossible to track and report all these costs but
ultimately it is the amount of so called “Total Costs of the Purchasing Function”, as Arnold,
Karner and Schnabel (2005, 118) call it, in which costs from the beginning of the
implementation until e-auctions are used as a standard tool should be considered as costs
and taken into consideration when calculating actual savings achieved by e-auctions. TCPF
also included costs like switching cost, costs of possible lost trust of suppliers etc. and also
the saved time from conducting e-auction instead of traditional negotiations. (Arnold et al.
2005, 118).

Hartley et al. (2004), in their research, have come to the conclusion that it is most likely
easier and more sustainable for bigger size companies to implement e-auctions into use that
smaller companies. This is simply because e-auction platforms are not cheap to have and
suppliers are not easily convinced to participate if there is not much of a volume to be
compete for. Larger organization also have more sourcing personnel and therefore more
resources to execute auctions (Hartley et al. 2004, 156 & 158). Implementing, not just
auctions, but totally digitalized sourcing platforms also forces buyers to inherit new skills. It
is no longer enough to have skills in sales, but digital skills are needed to be able to compete
on the markets. This leads to an experience that the more experienced is the sales manager
of the supplier, the less they seem to like auctions as they are indeed forced to learn new set
of skills to obtain business. (Caniels & Raaij 2009, 15).

Buyer should always have the product or service descriptions defined as well as possible as
well as the estimation of the quantity needed. To protect themselves, buyers should make
sure that there is a reservation price in place, and this is visible for the suppliers. Buyer
should also be able to structure any bid transformation or total cost formulas and policies,
which might have an effect on suppliers’ bids, prior to the auction. These can be for example
discounts from payment terms, quality assurances etc. or additions of switching costs per
supplier, etc. Bid decrements are also something to be specified prior to the auction event as

well as any price buffers etc. that can affect how bids can be placed. (Teich et al. 2004, 6).
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3.3 Change Management in e-auction implementation

E-auctions can bring considerable changes, although not considered as fundamental ones, to
the sourcing organization and therefore require that the processes are well developed, and
organization is aware of how the organization aims to use the said functionality (Arnold,
Kérner, Schnaberl 2005, 117.) It has been argued that the structure of the organization can
define how activities such as task allocation and coordination and their supervision are
managed to achieve the goals set by strategy. The organization needs to be designed such
that it enables correct division of labour and responsibilities (Jia et al. 2017, 842). Tassabehji
(2010) mentions four issues that affect the decision of using e-auctions; 1. Motivation:
whether the buyer’s motivation is to cut costs, or the goal is to select the most suitable
supplier, regardless of the price and build long term relationships with them. 2. Types of
goods and services: are they buying strategic or commodity products or services as strategic
products or services can be highly customized, requiring very detailed specifications and
commodity products and services have low impact and are non-critical. 3. Role of the
procurement organization: is the organization strategic or administrative. 4. Attitudes
towards e-auctions: are the sourcing professionals pro or anti e-auction type. Anti-e-
auctioneers think that long-term relationships cannot be built by using e-auctions and that
face-to-face meetings are always better option. Pro-e-auctioneers think that there are clear
benefits from using e-auctions and they do not cause damages in the supplier relationships.
(Tassabehji 2010, 426).

Whether procurement department running e-auctions has a strategic role in the organization
or just and administrative role, has also been seen as a key factor affecting the perception of
e-auction in the buyer organization. If e-auction are run by professionals that are considered
as administrative, those leading the strategic side often are afraid of consequences if they are
left out during the awarding of events. For strategic professionals, digitalization is already
expected as part of their skill set and e-auctions as a functionality that is already part of the
skillset of those running strategical tasks of sourcing but instead many are afraid that it will
decrease their skillsets as they consider e-auctions as more administrative work than
strategic. The most important role of strategic professionals in e-auctions should be in the
assessment of suppliers and ensuring that quality and (Tassabehji 2010, 428).
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4. Implementation of E-auction strategy for the case company

4.1 Research methodology

The project case which is used for the thesis was conducted for one case organization and
one project team. The project started in March 2022 and the writer of this thesis is acting as
the project lead, therefore collecting data all through the project with personal view. The
thesis concentrated on collecting qualitative data for the result evaluation and to give answers
for the research questions. Qualitative research enables the researcher to analyse multiple
types of collected data; text, photos, numbers, videos etc. and therefore was also best suitable
research method for this specific thesis as well, since the target is in building an e-auction
implementation strategy for the case company more than evaluating the success of e-
auctions. According to Smith & Bhakoo (2022) qualitative research methods require
flexibility in order to enable the multi-source and type data collection and as the data from
this thesis is collected during the project phase as well as by evaluating the stage of
knowledge development via questionnaire. In this questionnaire project members are invited
to evaluate their current level of knowledge and opinions and it was conducted by using
online tool in which participants then gave their replies online. When this was done, later
there was a common session in which the project team still openly discussed the results of
the questionnaire. More details of data collection will follow in the next paragraphs. (Smith
& Bhakoo, 2022, 183).

First point of data collection was collecting and summarizing the project team’s work at
each step of the project that has been finalized so far. During the sessions, all participants
had their own share of work and the whole team participated in discussion of each part before
agreeing of the final version. This collection gives the overall picture of what was achieved

during the project so far.

Second point of data collection happened through a questionnaire, provided for the
participants of the core project team, in which the main goal was to evaluate how much have
the participant been able to develop their knowledge in e-auctions and where they feel there
is still more to be done. The questionnaire’s main focus was to give the project team

members a change to evaluate how their knowledge had developed so far and where they
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felt can weaknesses and strengths be found. The questionnaire send for the participants was

anonymous in order to give the participants freedom to give their honest feedback.

Third method of data collection was a common session for discussion in which results are
gone through and project lead would provide proposals on how to go forward and get
immediate feedback on the plan. As a preparation project lead provided a plan of how to go
forward in the project, taking into consideration the feedback received from the
questionnaire and this plan was then discussed among the group. Immediate feedback can
be collected by this method. Project lead led the discussion but mainly in directing the
discussers to stay on the topic and to make sure that all participants have same change of

raising their opinions.

Interviewing and further discussion of research topic is also the most common method of
collecting data for research when using qualitative as their research method. Flexibility is
common factor and in this thesis work, the questionnaire included open questions as well in
order to give participants a change to use their own words when describing their opinions.
Question was written tight enough in order to get the answers desired but at the same time
aimed to give flexibility for the participant to be able to voice their own opinion (Weckesser,
2022, 1)

4.2 Introduction of the case company

The Case company is a large size company dealing in B2B sector. They operate in the forest
industry, producing wide variety of products from printing papers to packaging labels.
Currently the concentration is on finding new more sustainable solutions for plastics etc.
They have operations globally with Head Quarters in Helsinki, Finland. The company
currently employs more than 19 000 employees and sourcing with its Source-to-Pay support
organization has approximately 500 persons directly working with procurement tasks.
Sourcing is recognized as strategic part of the organization and in recent years has overcome
many organizational changes, most recently when decision was made to implement new
sourcing platform in use globally for each sourcing organization. New tool also came with
organizational change as new support department was introduced and established to work
between sourcing and finance. This department concentrates on tasks in Source-to-Pay
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operations, such that it enables sourcing department to concentrate on strategic sourcing and

this new department handles tactical and operative tasks.

The implementation of the new sourcing platform has been going on for a couple of years
and is now at the stage in which one by one sourcing organizations are introduced to use it.
The new platform has introduced new ways of working from supplier registration, sourcing
projects, and contracting to the operative buying. In order to enable as smooth
implementation as possible, there are a special project team to support this as well as well-
organized support teams for all those who already have gone through this implementation
for their own categories. There is a specific group doing support for both internal end-users
and for suppliers, whenever they need help. The case company does not have much
experience in e-auctions yet, there has only been few cases in the past in which auction was
used as part of the sourcing process. These case though are part of the reason why the case
organization now has interest among the sourcing personnel to implement such a process
into their sourcing strategies. This thesis now concentrates on how to make this possible and

what does it require to do so.

4.3 E-auction implementation plan

This chapter explains the project plan for the implementation, including background and
justification, objectives and deliverables, scope and project team definition, benefits,

milestones, and scheduling.

431 Background and justification

Case organization has invested in implementing totally new sourcing platform for the
source-to-procure process which also supports e-auctions. Platform has multiple options of
types of auctions that can be run by using the platform and they are all connected to the rest
of the FRP process. Therefore, it is easy to say that implementing e-auctions does not require

any investment on any platforms.
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Organization has also developed deep knowledge on the platform and has been able to
increase the usability of different functionalities offered by the platform provider and is
therefore and e-auctions is not an exception to this. There has also been genuine interest
around the topic but not yet expertise of it. Organization has arranged workshop among
sourcing experts and discussed the topic of e-auctions and the possible benefits of
implementing them. Organization has also given the opportunity, for those interested, to join
seminar discussion the topic. This seminar was held by e-auction expert Jacob Larsen, who

later on is also supporting the case organization in the implementation.
The implementation project is justified with following;

1. Makes price negotiations easier to perform remotely and when implemented

correctly, more efficient as well.

2. Well defined processes and tools will enhance the negotiation process and create

overall savings.

3. Enables the case organization to enhance their use of the current sourcing platform,

which already supports e-auctions.

4. E-auctions are more common than generally thought - markets already have the

know-how.

The items on the list are identified by the project team based on their thoughts and current

information available.

4.3.2 Objectives and deliverables

The objectives of the case organization for this project are; (1) implementation of new
functionality into sourcing processes. E-auction implementation does not aim to change the
already efficient processes but rather enhance and support the goals of the current process
design. (2) Creating a Center of excellence around the topic. Project aims to enhance the
knowledge and skills of those main team members such that they can with confidence
support with building e-auction cases in the future. (3) Create reel savings from the usage of
e-auctions. The case organization seeks actual savings from the new functionality not just

by actual price savings but also by reducing the overall time used for negotiating prices.
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And finally (4) creating more effective price negotiations. E-auctions will shift the planning
of sourcing projects from the end to the beginning of the sourcing process and will make the
sourcing experts more prepared for the final phases and therefore making the negotiations
overall more efficient. Running e-auctions aim to also reduce the actual time used for
negotiations and therefore create more efficient negotiation process. This can be achieved
because there are less face-to-face meetings, all data is immediately saved by the platform
and in the future rounds even more time savings, as the platform allows the repetition of

same events with few clicks.

4.3.3 Benefits

According to Scanmarket, a sourcing platform provider, who reports their users e-auction
savings yearly and quarterly, since 2006 the average yearly savings by e-auctions has been
around 10% 2019 eAuction Statistics (scanmarket.com, 2019). This has happened even

during the pandemic era (scanmarket.com, 2021).

Case organization can negotiate with all the suppliers “at the same time” as they are all there
bidding for the same line items in the system. Potentially they can also get live data on the
current price levels on the market and how low can suppliers really go - competitive
advantage. Potentially more harmonized negotiation processed. During the last couple of
years, not just have the case organization been harmonizing their tools but also processes,
contract templates etc. With e-auctions the case organization could potentially also
harmonize their negotiation phase. Lastly, the case company would be able to use more
functionalities of the sourcing platform they already pay for.

4.3.4 Scope

There are four factors that are taken into consideration when defining the scope of the project
and those the project will affect; first and most crucial is that only sourcing categories which
have been introduced for the new sourcing platform during “roll-outs” can be considered.
Project cannot consider those categories that are not yet using the sourcing platform as
running e-auctions requires the whole sourcing project to be established in the sourcing



43

platform. Secondly the scope is global. The project will not favour any specific sourcing
organization, category, or location. As long as they fulfil the first criteria of having

implemented the new platform into their process.

Third scope is then narrowed from the first two one to those categories in which e-auction
is identified as something that can be used. Identification tool will be introduced later on the
thesis. Forth scope will be more for the time after the project; those categories entering the
roll-out phase. Possibly e-auctions can be designed for those exact categories at that time.
The aim is that all possible categories would be in the scope in the following few years and
if at the moment they are not part of the scope, the situation can be revaluated from time to

time.

4.3.5 Project team definition

Project team consist of core, support and ad-hoc members with stakeholders and a sponsor.
Core team includes project lead, and five other members, from which one is participating in
all activities and others partially. Core team was divided into technical and strategic planning
groups. Technical group is responsible of implementation and design of the auctions system
wise and strategic group concentrates on other things, like guidelines, category identification
tool etc. In some instances, these two groups are also working together if the topic requires
s0. Support team consist of subject matter experts, like Sourcing platform manager, team
managers, sourcing transformation and communication experts. Their role is to act as

support when needed with the related topic they are the subject matter experts in.

Ad-hoc members in the project are those categories with who the project work will be tested
with, and any external support used during the project. Project team is also supported with
one year contract by consultant Jacob Larsen, who is a subject matter expert in e-auctions
with long experience in e-auction management. As part of the structure, there is also the
sponsor who's giving their support and advice when needed. This does not have one exact
sponsor but will recognize the management level as sponsors, as they are actively promoting

the project for larger groups.

Stakeholders are all those who will directly or indirectly be affected by the project results.
Suppliers can be highlighted as one of the most important group and they are considered



44

throughout the planning and implementation processes. Procurement can be impacted if their
categories are in the future running e-auctions, same with sourcing managers. Businesses
mean the business units any specific sourcing organization represents in sourcing. They are
part of the scope as they can play a huge role in the final decision made by sourcing as well

as in the specification defining phase.

Sourcing Businesses

Management

Core members Support members
*»Project Lead »>Module Owner
»Selected members of >Process Owner
Service Support and »Solution Owner
SOPS Sourcing Operations »Sourcing Operations +

teams Service Support team
Management management

#Juho {communication)

Ad-hoc members

¥ Categories
»External

Procurement The categories that
does not fit for e-
auctions now

Figure 2. Scope of the e-auction implementation project

4.3.6 Milestones and scheduling

The high-level milestones recognized by the project team are: building a tool to identify
suitable categories, building, and designing the templates used in the sourcing platform,
building category interest, and testing e-auctions. All these high-level milestones can then
be divided into smaller groups, which are in this project simply called tasks. They are also
divided into three groups: technical tasks, strategic tasks, and general tasks. Technical tasks
include tasks related to the technical implementation such as designing and configuring
system templates. Strategic tasks include for example the tool identification creation,

guidelines etc. General include tasks for communication, bidding agreement, code of
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conduct, and pilot case management. Project kicked off in March 2022 by workshop with
external consultant Jacob Larsen. Since then, the project work has continued in smaller and
combined team meetings achieving the set tasks one by one. The main tasks, which are
defined later in the thesis, are planned to be ready by June and after this the project team will
concentrate on pilot cases.

4.3.7 Risk Assessment

Part of the project planning also included risk assessment and scoring. Score card can be
seen in the table 2 below. Risk assessment was executed such that first the risks were
identified and defined, then impact and likelihood was evaluated in a grade from one to three.
After this the score was calculated by multiplying Impact factor and Likelihood factors.
After Scoring was calculated, mitigation actions were planned for each identified risk.
Evaluation of both, Impact factor and Likelihood factor was done in a scale of 1-3, 1 being
low and 3 being high. For Impact this means 1 being light impact if the risk would materialize
and 3 being high impact, having high impact of the continuation of the project, in the worst-
case scenario acting as an ending point for the whole project. For the Likelihood, the grading
would mean that 1 means low likelihood and 3 means the likelihood of the risk happening
being high. These together would then create the grading of total Risk score that can be
anything from 1-9. The higher the score, the more likely the risk is to stop the whole project

if not any mitigation actions prepared, which are also presented in the table below.
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Lack of
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Knowledge
gaps

Core team
members

leaving
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identificatio
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Lack of
supplier
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t

Definition

We don’t manage to
get enough category
interest around the
topic

We don’t capture
enough knowledge

among the core team

Loosing core team
members during the

project

The model/tool fails
to identify  the
potential categories
for e-auctions or
identifies wrong
type of categories

Suppliers don"t want
to participate, feel
that this is damaging
supplier relationship

etc.
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Mitigation actions

Clear communication on the plan,
external speaker to increase the
spirit, strong involvement of
categories any time it is needed.

Making sure everyone has theory
to read (for example the thesis, e-
book,

external support). Training Ariba

auction other articles,
skills in e-auction events together.
Making sure that tasks are clear for
each member and that there is
transfer of tasks knowledge if
needed to do. Documentation will
be kept up to date in order for
knowledge transfer to  be
successful

Gathering enough knowledge on
the topic. Making sure from the
beginning with smaller tests that
everything works. Having external
to help building it up + to check it
at some point.
Communication plan for the
suppliers, training for suppliers,
creating promise of quality and
best practices also from our side

for suppliers to see. General E-



47

auction rules provided for
Suppliers and available on our

website (open communication)

E-auctions  We don’t manage to 3 1 3 Making sure that we are able to
not create savings identify correct categories and that
resulting in during pilot cases we have correct e-auction
savings strategies in place when it comes
expected to rules of the auctions (pricing,
) timing etc.). External support
> project _ ) o
during the project also crucial in
stopped order to avoid this.

Technical Technical issues 1 2 2 Reserving time to tackle technical
problems caused by using issues, making sure everyone’s
with Ariba  Ariba  that  can skills are prepared and trained for
delay/stop us from e-auctions, making sure everyone
using/doing knows how to create tickets etc.
something And or how to contact our

contracted Ariba support supplier.
Sudden There can be sudden Following the situations, involving

market analysis as part of the

changes in unexpected changes

the market Inthe markets of the category identification model’s
situation specific categories viewpoints (could ask the most
in scope that can current situation from analytics
affect supplier team?). Category manager’s also
amount, prices, mostly aware of the situation of
marketplace etc. their own are —> their input on the

view needed.

Table 2: Risk analysis

4.3.8 Task definition

After the business case and purpose of the project was defined above, the next step for the
project was to define the tasks needed to achieve the goals. This was also the part in which

the division between technical, strategic, and general sub-teams was created. This was made
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in order to better understand the dependencies and use members capabilities in the right

tasks. After this it was also easier to create the schedule for the tasks and follow the progress.

Next table represent the tasks and their dependency on each other.

Dependency was important to identify as this helps to identify tasks that can delay the whole

projects or at least next steps and those tasks that are not dependent on any previous tasks

and could be completed with more flexibility and therefore whenever needed, effort can be

moved for tasks that require it. The following Figure x shows the dependency analytics, the

table only includes tasks that affect another tasks dependency or are dependent on another

task.

Technical Tasks

3.1

3.2

3.3

3.4

Identification of templates - Elimination of templates we will not
study
- Finding the main characteristics of
different auction types

Testing templates - Testing the selected templates 1
- Identifying the behaviors of each
template and in what kind of cases they
could be used

Building templates & - After first testing we start building 1,2
Configuring template rules and configuring the templates to suite

our needs
General rules - Definition of rules that are mandatory

for all users and auctions

Editable rules - Rules that can be specified for each
auction
General template content - Defining the content that we will have

in each template
- Creating the content

Configuration of the template Configuring the templates based on 3.1,3.2,3.3
decision from earlier steps

Category specific content - Defining if there is need for any 3
category specific content
Building the content

Figure 3: Task dependency, technical tasks.
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Strategic Tasks
-_ s
Defining indicators of Building the structure of the
suitable categories matrix/table/tool to identify
categories suitable for e-auctions
4 Identification/ data Building the plan of how we would 3
collection plan creation collect the data needed for
identification
5 Testing identification Testing with pilot cases 3,4
7 Define UPM rules and - Creating the rules of e-auctions 3, 3(Technical)
guidelines Internal - Publishing them
8 Define UPM rules and - Creating common rules for 3,7, 3(Technical)
guidelines External auctions that will be published
for external audience
- Publishing the rules
8.1 Notification templates - Going through the notification
templates
- Modifying them
8.2 Bidder Agreement for - Checking the bidder agreement 3,7,8, 3(Technical)
auctions for auctions
- Modifying if needed
- Updating the new version
8.3 Create Information on Case - Create official information content  All previous tasks, both
organization website that will then be published at technical & strategic

website for all external visitors

Figure 4: Task dependency, strategic tasks

General tasks do not depend on each other but rather from the fact that technical and strategic

needs to be completed.

4.3.9 Technical tasks

Technical tasks started by the team getting familiar with auction types and what types are
supported by the sourcing platform. The team had discussions of the advantages and
disadvantages as well as the complexity of the different auction types. The decision based
on this discussion was that the team will continue work with three types: English reverse
auction, English reverse auction with bid transformation and Dutch auction. In the future,
after more experience and knowledge has been collected, also total cost and Dutch reverse
auction with bid transformation would be taken into use. This are more complex types and
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therefore it was seen as a risk to involve them in the first phase as well. Bid transformation
in this case means auction type in which pre-defined fixed values are given for each supplier
which then will affect their final bid value. Suppliers cannot bid on these values during the

auction.

Next step for the team was to prepare a definition document on the types that would be taken
into use. This was in order to provide knowledge in a simple form for all sourcing
organizations as well, when in the future they would be interested in the topic. Creating such
a document, would also make sure that the knowledge of the project team would increase,
and they would be able to explain the advantages and disadvantages of using any of the
types. The document would also work as tool when in the future it would be decided which

type is suitable for each case that e-auctions are used for.

Next and the biggest step for the technical team was dive into deeper into the sourcing
platform and discuss through each rule that can affect how the three decided auction types
could behave in the system. Each type consists of over 80 rules, some of them set on the
admin level, which means the rule is general for all auctions and cannot be edited per auction,
or then event level, which means that rule is possible to edit to fit each auction differently if
needed. Discussing them through included first of all, creating definition for each of them
but after the team was familiar with the rules, the discussion moved to the point in which the
team decided whether the rules should be edited from how it is set by default by the sourcing
platform system. Also, some rules were identified as needing more testing as the team
wanted to see what actual effect they have for the auctions. As a result of this exercise the
auction templates in the sourcing platform were modified to meet the expectations and a
book with all the rules explained was created for anybody to use when needing information

of any of the rules.

What is still left to do by the technical project team, is to configure the decided changes in
the sourcing platform, create general content part for all auction templates (event structure
that should be followed by all users) and then during any pilot cases if there comes any

category specific needs, those should be created.
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4.3.10  Strategic tasks

Strategic tasks started with defining KPIs, creating process for pipeline recording and
building a category identification model which could be used to identify potential categories
that are suitable for auctions. KPIs would have to aligned with other KPIs commonly used
by the Source-to-Pay operations teams to ensure that there is system and data in place to
actually collect accurate data that effectively shows the level of performance of auctions and
team running auctions. It is also important that the KPIs are ambitious enough so that they

can’t be achieved too easily but require work to be done in order to be met.

What was decided to be measured were; number of e-auctions, amount of sourcing projects
with e-auctions compared to those with normal negotiations, realized savings from e-
auctions, coverage of e-auctions for each category, how big portion of spend is covered with
e-auction included projects and did the e-auction reduce time for post-RFQ process
compared to previous rounds of the category. These numbers would then be presented as a
Dashboard and based on the measured values, actual KPI targets would be set for the project

phase and after the project phase.

Pipeline was another important factor, pre-requisite for running e-auctions successfully and
presented by Jacob Larsen during workshops run by him. Pipeline should be used to collect
all planned sourcing projects in order to be able to successfully identify those projects with
potential for e-auctions. Having pipeline would enable early enough identification and
therefore increase the success rate of e-auctions. Pipeline has not been fully in use by any
categories before, but somewhat similar process has been in use to record savings. Basically,
this process could be enhanced to collect planned projects which then could be updated once

project has been run and savings can be reported.

Category identification tools were discussed and created next, and they were built by using
the model from Jacob Larsen as a “base” from which the project team started their discussion
and started to build the model that were seen most suitable for the usage of the case company.
There were two different versions made; one very simple one to be used when identifying
pilot cases, in which the main factor was to identify if there were enough spend and suppliers
and if the category was attractive for the suppliers on the market. For the future use, more
detailed identification tool was created in which more detailed evaluation of suitability could

be done. This would help in the future to better identify those most suitable and therefore
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extend the pipeline solution to cover also pipeline for all e-auctions to be run. This
identification tool would first of all identify cases for this pipeline but also identify the actual

potential and if it makes sense to run e-auction for the category.

The tool focuses on two different factors; Impact factors, which aim to identify the
category’s potential for successful e-auction and complex factors, which aim to identify if it
at all makes sense to build such a case. Impact factors can be spend (potentiality for savings
compared to effort), number of suppliers (to create competition), how often is price
negotiation done (when was the last time price was negotiated, is there actual potential to
create savings yet), spend and volume allocation ( how much of the actual spend is used with
the contracted suppliers, how much leaks to other non-contracted suppliers), how much of
the volume actually has competition ( is there competition for enough items) and how big is
the spend from supplier’s turnover (how important are we for the supplier/ how dependent
is the supplier from our spend). The factors are evaluated on a scale 1-3 with given range of
values. If the category would be evaluated as having low impact level, this would mean that
conducting e-auction would not have much impact in the category management and its
performance. Level three would mean that conducting e-auction would most likely have high
impact on for example amount of savings, overall effort of negotiations for the specific

category etc. Figure 5 will show this table.

Yearly spend How much is yearly, or contract LC ~ >15k >100k >500k
spend?

How often price How long ago did you last <0,5 years 0,5-2 years 2+ years

negotiation are done? negotiate terms and prices?

Spend and volume How many % of contracted <20% 20-60% 60+%

allocation suppliers are used by end-users?

Number of suppliers How many gualified suppliers atm? 2 3-5 6+

% of the volume actually How much volume is actually 20% <50% >50%

has competition having competition (=more than

one supplier)

How big of % is our spend ~ How attractive are we? How
from the supplier’s attractive is the commodity?

turnover? @
-~
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Figure 5: Impact Factors

Complexity drivers aim to measure how difficult it would be to build e-auction case for the
identified category. Factors that could affect this are: key stakeholder readiness (how much
of change management needed, how much does category “believe” in the idea), event
specification level (how complex are specifications, items, price elements etc.), amount of
data coming from external sources ( do we depend a lot on the data coming from suppliers)
and the contractual binding ( are we having any binding commitments in the contract agreed
with suppliers and therefore need to be very careful with volume estimations as e-auction
should have full commitment from all parties). Picture x shows the evaluation criteria, rating
is again from 1 to 3, 1 meaning that complexity is minimal, 3 meaning that there will be high
level of complexity when creating the specific events and factors that needs to be taken into
consideration carefully. This also helps, on some level, to evaluate the effort it will take to
build the case in the sourcing platform but in this case, it is recommended to remember that
as conducting e-auction requires RFQ or such as a pre-requisite, the structural complexity

challenges would be mostly tackled at this point already.

e ]

Key Stakeholder How interested/reluctant are Stakeholders eager to Stakeholders are Stakeholders have no interest in
readiness the key stakeholders? learn e-auctions and use  reluctant to use e- anything but email tendering
it. Ariba is known tool. auctions but ready to give
it a shot
Event specification How complex is the event No specific needs, able Few category More than a week needed to
level structure? Price elements etc. o run basic events specifications needed create event with needed
specifications
Amount of external Are bids very straightforward or  No data needed from Few specifications Most product specifications come
data collected from are we collecting index etc. and suppliers needed from the supplier ~ from suppliers
suppliers then complicated formula to

calculate the final price, capacity
level of the supplier

Contractual binding Is the contract binding and for No Yes
how long?

Figure 6: Complexity Factors

The data collection process itself will be done based on information on the pipeline and with
information collected from categories. The prerequisite for identification must always be
that the sourcing project is reported in the pipeline. After category identification the team
move discussion to how to build e-auction strategies to best identify most suitable scenario
for each case. This the project team started by defining what are the prerequisites for running

an e-auction. There were three factors that would affect the decision; whole sourcing process
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must be run through the sourcing platform; suppliers must be qualified to avoid problems
later on when it is time to award suppliers and any event must be listed in the pipeline. Only
then would the e-auction support start the process of evaluating the potential and build the

case.

When creating the guidance material of how to build most suitable strategy for each case,
the project team used as a baseline best practise idea presented by Jacob Larsen (2021) and
the concept is walked through in part 2.2.9. Seven strategy design steps were identified
during the project work. These were: communication with suppliers, how to decide awarding
method, how to define possible value structure if more than price is evaluated, what auction
format to choose, how to set visibility for the auction, how to set bidding rules and how to
set timing rules. All these decisions were identified as important factors in order to build a
successful e-auction case. The result of defining these would be a “handbook” type of
document in which options and when best to use scenarios are explained in such a way that
they are easy to understand, not just for the e-auction support but also to the categories and

other stakeholders.

Communication section advises when and how is best to communicate with suppliers if the
aim is to arrange e-auction during the sourcing project as well as what is the proper way in
each step of the sourcing project. It also introduces feedback survey that should be sent for
suppliers in order to collect feedback of the e-auction process. This can be valuable feedback
in order to understand supplier behaviour and reactions as well as to see if there is something
that could be change in order to make the experience better for suppliers if needed.
Communication also considers Bidder Agreement as part of it, as this is something each
supplier would have to agree with in order to enter the e-auction in the sourcing platform.

Awarding process section then explains different types of awarding that could be chosen as
the end result of the auction, how they work and what can be the consequences of each type.
With section of value design the aim is to first of all, get categories to think other possibilities
to evaluate the results than just price but also gives examples of what type of other values
there are and how they could be built into the e-auction to bring more accurate results out of

the e-auction.

Different e-auction types that have been selected by the technical project team are then
defined in the fourth section of the strategy building guidance. This section includes short
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introduction to the types, as there is another longer document explaining the types available
by technical project team, and when would be the best to use each of the types available at
the moment in the sourcing platform. In the future, when new types are taken into use, they

will be added here as well.

For visibility, a comparison table was built in which each possible visibility type, their
disadvantages and advantages would be explained. Visibility is an important part of the
strategy design as in this part it is decided how much market feedback suppliers will have
during the auction. It is an important factor for transparency but also to build trust with
suppliers. It is the part in which buyer can give something back for the suppliers. Bidding
and pricing rules -section explains all strategy design decisions that can be made to make
the bidding more competitive and effective. It explains how suppliers can be allowed to place
their bids and how can these decisions affect how suppliers will behave during the e-auction.

Last section of the guidance document is about timing rules, and it shortly gives ideas of
how best manage the timing of the e-auction and how to make it as quick as possible or allow
more time for suppliers to think their decisions if needed. With timing rules, it is also

important to set rules such that sniping behaviour will not be possible.

The project team needed also to define the whole process for the e-auction cases. Creating
the step-by-step process would help to identify the most critical steps in the process and also
would make it more clear for categories to follow what running e-auction for their sourcing
project would actually mean. Some of the steps in the process map are not mandatory, for
example category identification will not have to be performed fully each time, but there
might be some updates for the information provided previously, and supplier trainings will
not be needed each time, if the concept is already familiar for the suppliers. The picture
below shows the designed process. Red triangle after the third step indicates that after this

is the latest phase in which decision of, whether e-auction is done or not, is made.



Sourcing event in the
Pipeline

Notification of added
event on the pipeline
send for auction
support

Event reviewed,
possibility for e-auction
evaluated

Requester contacted,
case walk-through with
them, e-auction
concept introduced

Supplier training, if
needed

E-auction finalized after
RFQ phase

E-auction structure
build during RFQ phase

Support offered for RFQ
process if needed.
Minimum checked that
RFQ compatible with

Publishing e-auction

Monitoring of the e-
auction (ad hoc support
etc. )

Awarding done
together with requester

Follow-up of the case

auction format

Figure 7: E-auction Process Map

SLA was designed based on this process map as well. SLA would help the e-auction support
team to be transparent on what they can promise and do and in what time frame it is possible.
SLA was divided into two groups: so called normal cases and then ad-hoc cases. Ad-hoc
cases in this case mean cases that come outside original pipeline and are only added there as

the project is realized to need to be done immediately or in the next couple of weeks.

For normal cases and when the sourcing project is placed on the pipeline, e-auction support
team will promise to contact responsible sourcing personnel minimum one month before the
sourcing project is planned to start and will start the discussion of whether or not e-auction
can be run or not. Service level for creating the event itself was defined to take days for
simple cases and maximum two weeks if the case is complex. Category would also receive
feedback every time the status of their sourcing project in the pipeline would change (for
example when the review has started, what was the decision with running e-auction or not
etc.). Support during the whole process would also be available both, for the category and

suppliers.

If the case is so called “ad-hoc case” then the service promise would be to review the case

in the next forty-eight hours and evaluate whether the sourcing project is suitable for auctions
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or not and whether there are resources to build such a case at that point of time. If the
sourcing project is suitable and there are resources to build it, then the rest of the process

would be handled as normal cases would be.

What is still left to do by the strategic group is general rules of which case organization will
commit themselves for every auction (code of conduct) and rules that are expected to be
followed by the suppliers. Both of these will also be published on the website of the case
company for absolute transparency. Another task left is editing the Bidding Agreement to
follow same line with the Bidding Agreement that has been modified for RFI and RFX
purposes with the slight difference in the commitment to bids as e-auction bids are expected

to be respected by both parties during the contractual period.

4.3.11 General tasks

General tasks are tasks that are not specifically designed to any certain group of people but
include things such as communication plan, training plan and materials and designing the
support model for both internal and external support for the future. Also, the ownership for
pipeline and any auction templates in the sourcing platform needs to be decided in order to

make sure that there is a clear ownership for everything.

For communication the project team has been using common channels, that reach whole
sourcing organization of the case organization. Also, the process of building up a e-auction
specific Intranet page has been started. This page will contain the finalized documentation
aimed for all and any other information needed to share.

4.3.12  Testing the skills learned

In order to evaluate the development of knowledge and readiness to run e-auctions, a short
questionnaire was published for the core members of the project team. The aim of the
questionnaire was to evaluate how much do the members of the project team feel like their
knowledge and know-how has increased during the project so far as well as what do they
feel they need more from the project still.
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Overall, all participants started with either with zero knowledge level or then on very
moderate level knowledge base. This was simply because case organization did not have
personnel with much experience in e-auctions. The project kicked off during March with
two workshops run by external consultant and continued there internally through divided
tasks descried earlier in section 5.3.

Through workshops and the tasks completed so far all of the core team members feel that
their knowledge has increased at least to the moderate level, 60% had the confidence that
their skill level is on good already. No one felt like their knowledge has not increased during
the project so far. At this point it is good to note that some of the team members are not full-
time members, but only participate partially, usually either technical or strategic parts. Full
time members were the ones who felt their knowledge has increased from beginner level to
good level, those partially participating, felt their knowledge has increased from beginner

level to moderate level.

When asked on what area does the member feel they have developed most during the project,
all felt that they have increased their knowledge significantly especially on the technical side
and with e-auction rules, which has also been the topic in which the team has used highest

amount of time and was a topic in which strategic and technical team was working together.

Next it was asked in which area did they feel they have developed the least and here they
replies were somewhat same by all participants again, all feel like they still need more
training on how to implement in practise all the knowledge that have been collected, created,
and tested in real life. They feel that they need more practise on how to use the guidance and
combine the knowledge from there to with the knowledge collected during technical testing.

Even though the team has a general feeling of not having the capabilities of combining
different task topics yet, they still feel like each with each task the team has achieved the
targets and goals for the task itself. They don’t feel there has been a lack of not being able
to complete tasks even though there has been the general problem of lacking resources to

complete always on time.

Last question on the questionnaire was about what do the members hope more from the
project and the answers were somewhat similar to ones already given previously;

participants are anxious to get to test their knowledge on actual cases.
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5. Discussion & Conclusion

One of the main concerns that has been raised up in the literature is how to avoid destroying
or at least damaging supplier relationships when implementing e-auctions. Multiple studies
from e.g., Tassabehji et al. (2006), Subramanian (2009), Arnold et al. (2005) discussed that
this has been the main worries for the purchasing organizations and should be considered
carefully in each case of using e-auctions. Tassabehji et al. (2006) mentioned that a big
challenge is the fact that e-auctions bring all suppliers on the same line no matter the past
relationship with them. This can reduce the trust and loyalty the suppliers will have towards
the buyer as the decision who wins the customer is traditionally made based on the lowest
cost. Another big concern for suppliers seemed to be the fact that e-auctions did not give the
opportunity to show other qualities that could affect supplier’s services or products. This has
caused it to be unfavourable for suppliers as they wish buyers to evaluate the “whole picture”
not just simply place their decision on price and increased the risk of not realizing the total
purchasing cost for buyers. Taking these into consideration, it is no wonder if e-auction
concept has gained a lot of negative opinions. (Tassabehji et al. 2006, 168, 178).
Subramanian (2009) again, considered supplier relationship damages as one of the reasons
why e-auctions lost their attractiveness among buyers after the beginning in the 90s.
(Subramanian (2009), 102-103). Arnold et al. (2005) considered that if there is not enough
support for suppliers during the process, this will eventually also be a factor affecting the
relationship and trust. (Arnold et al. 2005, 124).

The above-mentioned factors were all considered during the project and various methods
were created in order to avoid situations in which suppliers could start to feel distrust towards
new process. There were various discussions about communication, how to make sure that
whenever there is other than price factors to take into consideration, they are indeed
implemented in the process by solid technical capabilities which provide category managers
and buyers to enable processes in which they can create e-auctions that goes beyond price
factors. In order to ensure the correct use of these so-called trade-offs, there was also
instructions created as well as training and testing done by the team who in the future will
be responsible of supporting in running e-auctions. In order for the process to run smoothly
at any time, support system together with supporting materials was also created to support

suppliers when attending e-auctions. In order to avoid opportunistic behaviour and make
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suppliers believe there truly is competition whenever e-auctions are run, common rules,
guidelines and Code of Conduct was created as well as pre-requisites for each e-auction

users to avoid situations like awarding not yet qualified suppliers.

Sourcing strategy must support and be aligned with the transparency and trust that e-auction
strategy must have. Any buyer planning to arrange e-auctions need to make sure that they
follow commonly acceptable rules and that all suppliers are on the same line, they should
not try anything shady in order to get lower prices but have to be as committed to the e-
auction as they expect the suppliers to be. Best practice would be to create common rules of
how e-auctions are run, this would create a harmonized way of running e-auctions and
suppliers could trust the buyer when they know that there are the common set of rules

everyone in the buying company must follow and those rules are publicly announced.

Some of the studies provided clear solutions for adding more attributes than just price in e-
auctions, for example establishing e-auctions in which the total value is auctioned, not just
the price. There are multiple attributes that buyers could take into consideration such as
payment term, switching costs, warranty, transportation costs etc. Opening these for
auctioning would help suppliers to provide their best bid and make the bids themselves more
comparable. Of course, there are many cases in which only price is needed but these are
cases that are very operative and would even without e-auction be simply price update
negotiations. The key is to learn to recognize when it’s about more than just a price. Good
place to start is to evaluate what are the actual costs of purchasing the service or product,
how is the supplier relationship and can the buyer actually give value for other attributes as
well. (Singh et al. 2011, 439-440, Phama et al. 2015, 1).

For the case company, the sourcing platform provides different types of e-auctions, few of
them which can be built to include multiple other factors, either having calculations visible
for suppliers or then as pre-evaluated values that are not visible for suppliers, but which will
affect the end results of each supplier. If the values are not available for the suppliers to bid
during the e-auction, then they would be communicated clearly during previous steps of

sourcing project, for example during RFI or RFQ process.

Concentration should also be more on finding cases in which e-auction increases efficiency
of the whole sourcing process than just about finding potential extra savings that can only
be achieved through e-auctions. After all, if the complexity of the case is high enough and
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would require a lot of effort from many sources, it might not be advisable to run e-auctions
even if there would be actual savings potential there, better solution could just be more
efficient traditional negotiations with suppliers. This was supported also by the idea
discussed by Arnold et al. (2005) who discussed how actual realized savings should consider
the whole purchasing process, not just comparison of historic prices and new prices achieved
by running e-auction. This would be the only way to analyse how well the e-auction actually
performed compared to the traditional negotiation phase of sourcing projects. (Arnold et al.
2005, 118). The case organization already has the system in which e-auctions will be
executed, so there will not be any extra costs of the implementation except for the external
consultancy and the time project team members will be using in executing the project tasks.

All studies agree that e-auctions can provide benefits, other than just savings for its
practitioners. Many mentioned saved worktimes of buyers who choose to digitalize their
negotiation process, but this might not be realized at first. The benefits are clearer once the
product or service reaches new round in its purchasing life cycle. Reporting and
communicating the achieved benefits, successes and also failures is important in order to be
able to identify what has worked and what has not and in order to understand how to avoid
making same mistakes twice. For this the project team created KPI and SLA values and plan
how to collect the data. This data is going to be used to showcase what has been achieved
and what not. Reporting results, meeting of expectations set for e-auctions etc. was strongly
recommended to be communicated further in the sourcing organization, especially Larsen

(2021) promoted this type of approach.

When it comes to implementing e-auction process into the sourcing strategy it is important
that the change can be justified, those who are affected by the change, must understand why
it is so that change happens. Jia at al. (2017) discuss how long-term commitment and goals
are needed in order to successfully implement any strategies. (Jia et al. 2017, 841). Also, in
this project the team must ensure that communication efficient and smooth and that correct
stakeholders are contacted whenever needed as well as provide high level trainings for those
who need it. In order to enable smooth change management, the team created multiple
information documents as well as has used communication channels to reach sourcing
personnel of the case organization. To create maximum interest, even a subject matter expert
was invited to speak for the sourcing organization. As mentioned by multiple sources during

the literature review, planning is essential for a successful implementation of e-auctions into
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any sourcing strategy. This was also the starting point for the whole project; instead of
jumping straight into running pilots and using learning from failures, it was decided that
project team is fully committed to the preparation phase. During this the project has managed
to build solid basic knowledge of e-auctions among the project team and has built multiple
tools to help to build the best possible e-auction events.

Arnold et al. (2005) presented in their study a comparison table of traditional sourcing
process and process with e-auction. This model was also used as a support when creating the
e-auction process for the case organization. The main differences compared to the traditional
process come from the analysis of whether a category is fits into e-auction model or not and
then in the negotiation preparation and negotiation phases as the process would now be
transferred into a digital environment (Arnold et al. (2005), 121-122). In the case company
the process of e-auction itself and at what part of the whole sourcing process it would be
executed was defined. It is clear based on the investigation that the e-auction process needs
to be well defined inside the whole sourcing strategy, it cannot at the end be its own process,
even though at the beginning of the implementation this point of view is necessary. This is
because during the identification of process steps for e-auctions there came topics which
would need to be completed even before RFI/RFQ process is completed. For example, the
identification of suitable categories would need to be done by then, since whether e-auctions
are used or not, should be communicated for the suppliers before they start their own bidding
process. If this is not done, suppliers will not be prepared for the e-auction concept which

again is a definite way to damage the trust suppliers need in attending e-auctions.

Lack of existing system was identified as one barrier against e-auction implementation as
these systems can be rather costly. During the project, the team used high effort in learning
how the system runs e-auctions, what type of e-auctions are possible and what type of
technical settings the system offers. This included visibility options, supplier point of view
and identifying any challenges for suppliers, when they use the system etc. All these were
reported and based on findings, instructions etc. were created. Out of all the defined auction
types, only three was selected during the first phase of the implementation, English auction,
Dutch auction, and English auction with bid transformation.

In the rest of this chapter the writer will discuss of the success of the project overall, what

conclusions and actions will be taken next based on the questionnaire results, provide answer
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for the research questions, explain limitations and reasons behind them and give few final

words of the future of the project in general.

5.1 Project progress

It was important at the beginning to clearly define the justification, objectives, scope,
identify tasks for the whole project, define them and their dependency, identify possible risks
and create the project team itself. The project started with workshops hold by external
consultant which was the best decision as it gave a strong kick start for the project team. As
the first set back for the project came from the late start, the project started finally in March.
The project team got a huge first step by the workshops arranged by external consultant and
these workshops were the baseline for any conversation onwards in the project. It was also
an advantage that the consultant himself was an expert on the field and able to engage
participants of the workshops from the beginning. Overall, the start of the project, everyone
participating felt excited and ready to work for the common goals.

According to the original plan the project was supposed to run pilot cases already during the
spring/ early summer period but due to many facts affecting the current market situation, the
piloting was pushed to autumn period with case identification starting already early summer.
At this point the project needed to then put full focus on the model building which at the end
did not end up being a bad situation as the results of the questionnaire about knowledge
growth later showed. The team will continue their work with next tasks until they have the
ready e-auction model, which includes guidance material, working digital solutions and
other related material, ready and work on pilots after summer when there are cases which
are identified as potential pilot cases starting. Even though running pilots already would have
been extremely beneficial for the project itself, now it is also clear that there might not have
been the proper skills available to do so and the end results of such pilots might not have
been as good as hoped and getting as good results from the pilots as possible is essential to

create more interest among sourcing organization.

During the project, couple of the risks that was identified has unfortunately happened, as one
of the team members left the case organization. This did not though affect negatively to the
progress of the project as the person was only part time member and left during the same
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time as a new full-time member was joining the team. Another risk that has realized is the
sudden factors affecting the current market situation, unforeseen circumstances in Europe is
the main reason why possible pilot cases have not been able to be realized, as the market is
quite volatile, and therefore changes are not looked positively at the moment. This can also
be linked to the risk of the lack of category interest though it has been recognized only as
temporary and due to the market situation affecting how decisions are made at the moment.
Many sourcing projects have been rescheduled for the future, when the situation would be
better and agreed that piloting then could be an option for these categories. To replace these
pilot cases, the team has identified new potential pilot cases which the team is now going
through.

Next the project team will also continue to develop the agreed communication points such
as bidder agreement, public “code of conduct” for e-auctions, how sourcing platform
“communicates” with suppliers and other tasks related to training and support model for e-
auctions. Conversation of what type of support model there will be for e-auctions after the
project will be started and design drawn for this. Project will also continue collaboration
with the external consultant who is occasionally supporting the team whenever problems

which cannot be solved with internal knowledge arise.

5.2 Action points to be taken from the questionnaire

The results showed that the team members do feel that their knowledge has been developed
onto a good level or at least onto the moderate level and the aim further is that all of the core
team members would be at least on the good level until the end of the project and those who
will actively be part of the e-auction support team would reach the advanced knowledge
level as a result of the project participation. The questionnaire highlighted the fact that now
the project team would be ready to practice with real cases so actions has been made so that
the team can start building proposal for the first pilot candidate. As this case is not in the
current sourcing platform, the work will start from building the whole sourcing project in
the platform. The piloting will mainly follow the actual e-auction process designed during
the project with the difference that the team will immediately start to build it in the sourcing
platform and at the same time perform the steps in which the possibility of e-auction is
evaluated as well as define the e-auction strategy for the case. Why the process will start like
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this is because the pilot case does not exist as a RFQ in the sourcing platform yet but has
been sourced using different system before and it has to be tested, whether the case is even

possible to build in the new sourcing platform.

Other action points to be taken based on the questionnaire is more active role in finding more
pilots, this will be done by for example sending a common newsletter of the pilot case search
and by arranging common session with all sourcing support personnel to identify any cases
in which they have been working recently in order to identify any potential cases among
them.

5.3 Answers to Research Questions

The main research question for this thesis was “What are the main factors in planning and
implementing successful e-auction program?” The main factor in the planning phase for sure
was identifying factors that have been in the past negatively affecting perceptions of e-
auctions. This would work as the baseline for the whole rest of the process of creating and
implementing e-auction process. After this it is important to identify the state of the sourcing
in the organization at that moment as well as resources available for the implementation.
Any organization has to make sure that there is a genuine interest of the topic in case
organization’s case investigation of the e-auction process had been requested by sourcing
personnel and management. Lack of experience and knowledge around the topic should not
be a reason not to invest on the topic, as there are consultants specializing on the specific
area and who can be off great help and support. The project of the case organization has
proved that investing on the implementation will help to increase their knowledge and

therefore become experts on running auctions eventually.

This is the next factor that supports successful implementation. Taking enough time to
investigate and test the available sourcing platform, creating tools to identify possible
categories for e-auctions in order to increase successful cases and reduce cases that did not
work, creating guidance for successful e-auction strategy creation and creating knowledge
documents for those who will support with e-auctions, end-users and suppliers will
eventually improve project team’s knowledge and know-how in e-auctions. Last, but

definitely not least, thing to consider is the action plan on how to make sure that supplier
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relationships are off collaborative nature even after e-auction have been implemented for the
category in which the supplier is an important partner. This can be achieved with
transparency, common rules and making sure that whenever awarding should be considering
more than price, that is indeed taken into consideration and value design of the e-auction is
built to match the actual cost structure.

Main research question was also supported by two following sub-questions:
1. How to implement e-auction program to an already existing sourcing strategy?
2. What are the needed skills and tools to run e-auctions with success?

When implementing e-auction program to an already existing sourcing strategy it is first of
all important to understand the current process and identify how e-auction can support this
strategy. It is important to remember that categories need to be convinced that e-auction will
actually be beneficial for them and will not cause any hiccups for the process they already
have. Third important point is that it needs to be identified carefully in which categories e-
auctions can fit and to which they should not be implemented. When creating the process
design for running e-auctions it should follow the logic of sourcing strategy and not create
any extra steps excluding the e-auction process itself. E-auction process itself should be
harmonized in such a way that it mainly is one-fit-for-all and only thing that varies case by

case is what actually happens inside the steps of the process.

For the second sub-question the answer is simple; sourcing organization will need one
electronic tool to run e-auctions, which often can already be found if there is any form of
digitalization in the sourcing organization already. Second needed “tool” is the one that will
be used to identify categories for which e-auctions are an option. This tool should be such
that it can be used whole organization wide. For the knowledge, anyone running e-auctions
should have at least the basic knowledge of auction types, strategic design and how to create
value designs in the e-auction cases. Anything above this will ensure more and more

capabilities in thinking e-auctions as a strategic tool to enhance negotiations.
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54 Limitations

Research topics so far concentrate in auctions as a phase which can be useful to reduce bid
levels as well as create more efficient level of procurement activities. E-auctions also
promote more digitalized sourcing as e-auctions will need a platform in which the auction is
performed, how digitalization of sourcing and e-auctions linkage to each other is not much
discussed in previous literature. Also, what is lacking from the research so far is the topic of
identification of sourcing categories and that auctions cannot be performed for all sourcing
projects, but it will have to be thoroughly investigated whether each case is fit for auction
model or not. Current studies concentrate on drawing the line between strategic and
operative suppliers but identification of categories suitable for e-auctions clearly goes deeper
than that. This study will concentrate on finding efficient and easy to use model/tool to help

sourcing professionals to identify whether they categories are eligible for e-auction usage.

Limitations for this thesis will be that the thesis is concentrating on the implementation
planning and the implementation itself. Piloting of the e-auction program is not included in
this thesis, but the measure of success will be in the recognition of all necessary and
important skills, tools, and knowledge in order to be able to run e-auction program later and
in the future for the case company without compromising anything that company currently

has achieved via traditional negotiation model as part of the sourcing strategy.

For the future, to complete the implementation and also realizing if benefits were achieved
further research should be done on the fact of how e-auctions affected the case company if

at all and where any of the benefits realized after pilot rounds.

55 Recommendations

Based on this case study and previous literature it is highly recommended that any company
who considers using e-auctions in the future would not implement e-auctions without clearly
understanding all viewpoints, risks, and requisites of implementing such a program into
sourcing strategy. Each company should also understand that there is no one size fits all
solution for e-auctions, but it has to be tailored for each company as their own solution. It is
highly recommended that any such company interested in e-auctions would make similar
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pre-work as conducted by the case company in order to fully understand the technical
capabilities, sourcing readiness and processes of their own. Under any condition should any
company implementing e-auctions think that a common set of guidance and process steps
should not be built and implemented because this is the baseline to built trust, both internal
and external, for both parties, suppliers, and sourcing category managers. From the literature
it can already be seen what has been happening to those companies who only considered
price as the awarding principle, they did mostly not manage to build long lasting strategy for
e-auctions, not to mention the damage the simple process caused for the supplier
relationships. Therefore, it is highly recommended to understand and define clear
specifications already in previous steps of sourcing process (RFI, RFQ etc.) in order to then
be able to recognize those non-price values that should be considered during e-auctions as

well.

5.6 Conclusion

Digitalization is forcing organizations to change towards more digitalized processes and
inherit more digital capabilities, therefore implementing e-auction as part of this new digital
sourcing era is crucial in order to stay on top of the capabilities available and therefore also
to gain competitive advantage of full usage of digitalization. During this case study the main
goal was to achieve new capabilities with the digital platforms already existing in the case
company. With related literature review, the author of the thesis first aimed to find relative
knowledge of the implementation of e-auctions as well as the risks and negative side effects
the e-auctions might have caused in various companies since the 90s when e-auctions were
first introduced. Based on this the case study went further and created a project for the
implementation of e-auctions for the sourcing organization of the case company. This
included multiple workshops, document creations, tool building and investigating the

technical capabilities of the sourcing platform in use.

Through the literature and the empirical parts, the most important answer for the research
question is well done planning. Planning could be divided into three groups: pre-auction,
auction, and post-auction. During the pre-auction the most important is to make sufficient
and transparent communication plan and supplier collaboration plan in order to smoothly
transfer the new process step into the sourcing projects managed by the sourcing

organization. This would avoid unnecessary reluctance to participate on the e-auction simply



69

because it came by a surprise. Planning truly is the key for success in this case, project team
has used a lot of efforts in collecting knowledge and understanding the concept. This is
mainly to be able to provide high level support in the future for those using e-auctions in
their sourcing strategies. Next in line for the project team is to start building pilot cases and
make sure that all learned and built so far will be implemented smoothly and create actual

benefits for the users.

Even though this thesis concentrates only on implementing a new way as part of negotiations
and therefore part of the sourcing process and the actual adaptation of totally new digital
sourcing tool has already happened, it is still somewhat important to point out the importance
of organizational change during the implementation of e-auctions as well. Internal
outsourcing of sourcing activities, in this case the support to run e-auctions. requires a strong
trust and commitment between departments and person’s performing the said activities. It
goes without saying that in order for the full implementation of e-auctions the importance of
strong change management and trust needs to be established and nourished for the future as
well. The researcher wants to highlight that the changes in the way of doing something
crucial, even though only taking place at the end of the sourcing process, is as much of
importance as the change of the digital sourcing system as a whole. The difference lays in
the fact that digital sourcing tools have been used for years to execute RFIs and RFQs but
never have the case organization before been using e-auction functionality as normal option

in the sourcing process.
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Appendix 1: Questionnaire

1. Are you...

a. A full time member of the project

b. A part time member of the project

2. At the beginning of this project, what was the level of knowledge you had

about e-auctions

a. Beginner

b. Moderate

C. Good

d. Advanced

3. What is your current level of knowledge about e-auctions?

a. Beginner

b. Moderate

c. Good

d. Advanced

4. Where do you feel you have most developed your knowledge?

5. Where do you feel you have least developed your knowledge?



6. Overall, do you feel the project has achieved the set targets at each completed

step so far?

7. What more do you hope from the project?



