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Abstract

In response to real and perceived abuse by market makers, buyers, and sellers, some industry trade groups representing suppliers have

developed voluntary codes of conduct, white papers, and other forms of guidance for online reverse auction participants. The intent of these

guidelines is to improve both the reverse auction process and relationships between buyers and sellers. This paper examines the rationale for

creating guidelines and codes of conduct, and examines their efficacy in regulating reverse auctions to achieve improved outcomes for market

makers, buyers, and sellers. Data from primary and related secondary sources indicate that industry-specific codes of conduct and guidelines

have not had a favorable impact.
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1. Introduction

Business-to-business (B2B) online reverse auctions, also

called be-reverse auctionsQ or simply breverse auctions,Q
have become a common method to source production and

non-production goods and services by Fortune 2000

companies since 1995 (Richards, 2000; Tully, 2000).

Widespread use of this tool by buyers is of great concern

among incumbent suppliers due to potential negative

outcomes such as margin erosion and loss of sales volume

to other suppliers (B2BRC, 2003; Berning & Flanagan,

2003; Emiliani, 2000; Emiliani & Stec, 2002a; Kobe, 2001;

Leonard, 2004; MHEDA, 2003; Stein, Hawking, & Wyld,

2003; Tulder & Mol, 2002). Additional incumbent supplier

concerns relate to whether or not buyers and the bmarket

makersQ–companies that provide reverse auction services–

give adequate consideration to other important factors such

as quality, service, technology, or production capabilities

(Bartholomew, 2001, 2002; Brindley, 2000) or total costs

(Emiliani & Stec, 2001, 2002a, 2004, 2005b).
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Previous studies have shown that reverse auctions–with

rare exception; e.g. purchase of industry standard commer-

cial goods (Smart & Harrison, 2003)–damage supplier

relationships and create distrust among incumbent suppliers

(B2BRC, 2003; Beall et al., 2003; Emiliani & Stec, 2004,

2005b; Jap, 2001, 2003; MHEDA, 2003; Smeltzer & Carr,

2003). There is a widespread perception among incumbent

suppliers that reverse auctions are not fair and have been

abused by buyers and market makers (Brindley, 2002a;

EU, 2004; Glimm, 2003; Morris, 2003). It has been

characterized as an unfair bidding process used by large

corporations as a substitute for poor purchasing practices

(Brindley, 2002b; Emiliani & Stec, 2002a, 2002b). In

addition, the value proposition for incumbent suppliers, to

this day, remains un-addressed, save for the coercive threat

of losing business (Emiliani & Stec, 2002b, 2004, 2005b;

Leonard, 2004; Richards, 2000; Stein et al., 2003; Tulder

& Mol, 2002). New suppliers, of course, stand to gain

important business from new customers, provided they

understand customer requirements, their costs, and do not

underbid.

Previous studies of simple and complex commodities

have also shown that the benefits of reverse auctions for
ent 34 (2005) 526–534
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both buyers and suppliers do not exist or have been greatly

overstated by market makers and buyers (CLBM, 2004;

Emiliani & Stec, 2002a, 2004, 2005b). For suppliers, they

purportedly include:

! Reduce operating, selling or customer acquisition costs

! Improve buyer–seller relationships

! Compete on a level playing field

! Access to new customers

! Increase sales

! Access to new markets.

While for buyers, they purportedly include:

! Fast return on investment

! Achieve quick savings

! Obtain market price

! Reduce sourcing cycle time from weeks to hours

! Streamline the sourcing process

! Make better buying decisions

! Improve supplier relationships.

In most cases reverse auctions over-promise and under-

deliver, whether for complex custom or simple standard

goods or services. Not surprisingly, the outcome is:

! The poor financial performance of leading market

makers (Ariba, 2004; Butters & Bennett, 2002; Kisiel,

2002a, 2002b, 2003; Ryan, 2003),

! Closure, merger, or sale of market makers such as

CommerceOne, Cordiem, Covisint, eScout, FreeMarkets,

and PurchasePro (Barlas, 2004, 2004a; Ericson, 2003,

2004)

! Reverse auctions are typically used for less than 15% of

total corporate purchases (Beall et al., 2003)

! Flat or declining use of reverse auctions among large

industrial buyers (Hannon, 2003a)

! Declining levels of supplier participation (Emiliani &

Stec, 2004, 2005b).

Despite this, senior managers of many Fortune 2000

corporations continue to believe in the efficacy of reverse

auctions to reduce unit prices (Emiliani & Stec, 2005b;

FreeMarkets, 2003; Grant, 2003; Judge, 2001; Reason,

2001). That is partly because the common metric used to

determine unit price savings–purchase price variance–is

easily gamed (Emiliani, Stec, & Grasso, 2004). Accurate

measurement of total cost would reveal that reverse

auctions, in most cases, yield unfavorable results (Emiliani

& Stec, 2002a).

Reverse auctions have been shown to be a technologi-

cally assisted form of power-based bargaining (Carbone,

2004; Emiliani, 2003, 2004; Emiliani & Stec, 2001, 2002a,

2002b, 2004, 2005b; Jap, 2001, 2003; Stein et al., 2003;

Tulder & Mol, 2002). As such, it is subject to abuse

principally among buyers and market makers (Beall et al.,
2003; OESA, 2002; Sawhney, 2003). The different forms of

abuse include:

! Ambiguous or shifting auction rules

! Threatening incumbent suppliers to bid or risk losing the

work

! Changing contract terms and conditions between RFQ

and award

! Phantom bidding (buyer or market maker pretends to be

a supplier)

! Drive down unit prices with no intention of switching

sources

! Allowing unqualified suppliers to bid

! Showing the identities of the bidders and their bids

! Post-auction renegotiation

! Awarding only portions of the items in a bid package

! Forcing supplier to honor unreasonably low prices

! Providing incomplete or inaccurate specifications

! Allowing specification relief to winning bidders

! Including internal departments as bidders

! Repetitive re-bidding to drive down prices

! Not informing bidders of outcomes.

However, new and incumbent suppliers could also abuse

reverse auctions by:

! Not abiding by auction rules

! Not adhering to request for quote parameters

! Placing bids with no intention of honoring them

! Bidding when the supplier is in fact unwilling or unable

to assume the business if it were awarded to them

! Known inability to meet contract terms and conditions

! Collusion (legal or illegal, depending upon country laws)

! Win new business and charge high prices for bextrasQ.

This has resulted in the creation of voluntary guidelines

of conduct for buyers, sellers, and market makers in the U.S.

auto industry (OESA, 2002), the European aluminum foil

industry (EAFA, 2002), the European flexible packaging

industry (EF, 2002), European carton makers (ECMA,

2003), European wire and cable makers (EPC, 2003),

Canadian general contractors (CCA, 2001), and British

aerospace companies (SBAC, 2003).

It has also resulted in the creation of bwhite papersQ for
general contractors in the United States (AGC, 2003),

manufacturers of housewares (IHA, 2002), and printers

(Stoddard, 2003). In addition, eleven European packaging-

related trade associations endorse the European flexible

packaging industry code of conduct (EF, 2002). Industry-

specific codes of conduct and white papers vary in structure

and content, but all share the same basic objective: to help

ensure that reverse auctions are used in a manner that

supports fair trade and improves trust between market

makers, buyers, and sellers.

Non-industry specific recommendations on how to

correctly use or improve reverse auctions have also
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appeared in the business and trade press (Brindley, 2000;

Dougherty, 2002; Goetting, 2002; Sawhney, 2003; Terry,

2002), and in papers written by academics (Beall et al.,

2003; Daly & Nath, in press; Smeltzer & Carr, 2003;

Wagner & Schwab, 2004). These recommendations are

separate from voluntary industry-specific codes of con-

duct or guidelines, and simply illustrate other means by

which potential improvements opportunities have been

expressed.

This paper examines industry-specific codes of conduct

and guidelines intended to eliminate different forms of

abuse or improve the integrity of reverse auctions among its

participants: market makers, buyers, and sellers. It explores

the general nature of the codes of conduct and guidelines,

and questions if outcomes designed to diminish power-

based bargaining by buyers can indeed be achieved by this

means. Findings highlight the challenges faced by market

makers and buyers to reduce the many problems associated

with reverse auctions. Also briefly presented is an alter-

native to power-based bargaining that has been shown to

result in improved bilateral competitiveness (Dyer &

Nobeoka, 2000; Fujimoto, 1999; Liker & Choi, 2004;

Nishiguchi, 1994; Nishiguchi & Beaudet, 1998; Womack,

Jones, & Roos, 1990).
2. Trade association intervention

Responses by incumbent sellers to the threat of online

reverse auctions hosted by their customers have taken

several forms. On an individual level, some suppliers simply

refuse to participate. Others limit their participation by

placing one or two bids early in the bidding cycle, then exit

the bidding event. Still other suppliers, after one or two

years of participation, become disappointed with the results

and drop out. Recent studies of aerospace machined parts

and wood pallet suppliers have shown that many will seek

customers that do not use reverse auctions (Emiliani & Stec,

2004, 2005b). Evidence suggests these responses are driven

by the perception that reverse auctions constitute an

expansion of destructive power-based bargaining routines,

exploitation of market power, devaluation of non-price

factors, and unfair or unethical trade practices (Emiliani &

Stec, 2004, 2005b).

The same response occurs on a collective basis among

suppliers within a given industry segment. If the industry

segment has representation through a trade association,

then suppliers may engage its support to develop rules

and expectations for reverse auction participants. In

general, trade associations state that they support either

electronic or traditional sealed bidding to improve the

efficiency of tendering processes and promote competi-

tion. However, reverse auctions are, in many ways, a

significant departure from traditional bidding processes,

and have compelled some trade associations to take

action. Industry-specific bwhite papersQ are intended to
frame the issues, share the results of studies, declare facts

or positions, identify challenges, offer guidance to buyers,

and suggest opinions or alternatives regarding suppliers’

response to reverse auctions (AGC, 2003; IHA, 2002;

Stoddard, 2003).

For example, the Associated General Contractors of

America’s white paper judges many of the claims made by

proponents of reverse auctions as unproven with regards to

the procurement of general contracting services, and

includes the following positions (AGC, 2003):

! Reverse auctions seldom provide benefits compared to

current sealed bidding practices

! Reverse auctions may encourage imprudent bidding

! Reverse auctions do not guarantee lowest price nor a

thorough evaluation of value

! Reverse auctions may contravene Federal or State

procurement laws, particularly with regards to disclosing

contractor price information.

The Canadian Construction Association is more explicit

in its disdain of reverse auctions, which it bstrongly
opposesQ (CCA, 2001). It presents the case why reverse

auctions should not be used for construction projects.

Guidance to owners (i.e. buyers) and contractors (i.e.

sellers) highlights the benefits of traditional sealed bid

practices and the shortcomings of reverse auctions, partic-

ularly with regards to fairness. Importantly, it notes that

bReverse auctions may be governed by the laws of the

location of the auction’s service provider, which is often

remote from the actual construction project’s or owner’s

location.Q In other words, Canadian owners and contractors

could be bound by U.S. Federal or State laws in which the

reverse auctions are held, which could complicate the

fulfillment of contract terms and conditions or the resolution

of disputes. Owners and contractors are b. . .encouraged to

follow the prevailing, recommended practices of construc-

tion procurement in CanadaQ and reminds contractors

b. . .that a reverse auction will not take place unless bidders

agree to participate!Q
The International Housewares Association’s white

paper, in contrast, b. . .is solely intended to make IHA

members more knowledgeable about the reverse auction

process to enable them to decide on an individual basis

whether or not to participate and to make them more

effective participantsQ (IHA, 2002). It identifies bpotential
benefitsQ and bpotential challengesQ for buyers and sellers,

and provides information on how to prepare for a reverse

auction, participate in a reverse auction, and manage post-

auction activities in order to avoid problems. Importantly, it

highlights bsupplier value-added functionsQ for manufac-

turers and distributors of housewares products, such as

customer support, variety, delivery terms, collaborative

product design, and in-store merchandising support, and

recommends that retailers should consider these functions

when qualifying suppliers for reverse auctions. It also
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provides guidance for retailers contemplating the use of

reverse auctions.

An alternative route is to create a bCode of ConductQ or
bGuidelines for ConductQ that explicitly state the rules for

engagement for reverse auctions (EAFA, 2002; ECMA,

2003; EF, 2002; EPC, 2003; OESA, 2002; SBAC, 2003).

These documents are usually much shorter than white

papers, typically 1–5 pages, and summarize the expected

behaviors and actions of market makers, buyers, and sellers.

They typically describe rules for:

! Transparency of bidders

! Acceptance criteria

! Specifying goods or services

! Terms and conditions

! Security and confidentiality

! Supervision
! Auditing.

The primary areas of concern related to buyers include

(OESA, 2002):

! Using reverse auctions to obtain market data, with no real

intention of awarding the work to bidders

! Accepting bids from suppliers that are not qualified to do

the work

! Making side-deals, where work is awarded to bidders

that did not participate in the reverse auction

! Not advising reverse auction participants of the outcome

in a timely manner

! Not awarding the work as quoted—e.g. unbundling lots

and partial lot awards

! Not disclosing if the buyer’s internal operations are

bidding on the work.

The primary areas of concern related to sellers include

(OESA, 2002):

! Participating in reverse auctions with no real intention to

assume the business

! Not honoring quoted prices

! Not honoring other parameters contained in the request

for quote.

The guideline developed by the automotive Original

Equipment Suppliers Association is noteworthy because it

was created with the participation of three market makers:

B2eMarkets, Covisint, and FreeMarkets (OESA, 2002).

The guidelines b. . .were developed due to a variety of

concerns about the conduct of both buyers and sellers

during the reverse auction process,Q while the intent of the

guidelines b. . .is to provide a framework within which

buyers and sellers can conduct and participate in a fair

and equitable electronic procurement auctioning process.Q
It describes bresponsibilities and commitmentsQ for

buyers, sellers, and market makers. It is interesting to
note that eleven points are presented in over two pages

regarding bBuyers Responsibilities and Commitments,Q
indicating that abuse by buyers has been significant or

perceived to have been significant. In contrast, bSellers
Responsibilities and CommitmentsQ contain just three

points in less than one page, indicating that they have

little power.

A recent opinion survey found that buyers, sellers,

market makers, and trade associations think that codes of

conduct would be helpful for improving trust and building

confidence between auction participants (EU, 2002). How-

ever, the true effectiveness of white papers and voluntary

codes of conduct on modifying the activities of market

makers, buyers, and sellers has not yet been studied or

reported in the literature. Voluntary conformance typically

means there is no official data collection mechanism that

can be used to determine the effectiveness of codes of

conduct. Details contributing to favorable results, if any

have been achieved, likely remain proprietary.

Despite this limitation, a preliminary conclusion can be

drawn based upon data from secondary sources cited

previously: i.e. the poor financial performance of leading

market makers; closure, merger, or sale of market makers;

reverse auctions remain limited to a small fraction of total

corporate purchases; flat or declining use of reverse auctions

among large industrial buyers; and declining levels of

supplier participation. If voluntary codes of conduct were

effective at improving fairness and trust, then one would

expect reverse auction activity to increase and reverse these

unfavorable trends. It appears, however, that industry-

specific white papers and codes of conduct have had no

positive effect in the 2–3 years since most were created. It is

possible that improvement has yet to be realized because it

takes time for reverse auction participants to fully compre-

hend how to use the guidelines.

However, the very fact that industry-specific codes of

conduct and guidelines have been created indicate that

reverse auctions are a contentious purchasing tool and suffer

from many serious shortcomings in actual practice. In every

case, they are created in response suppliers’ concerns.

Industry-specific codes of conduct and guidelines are

unlikely to have much positive impact if they appear one

or two year years after reverse auctions are first used in a

given industry segment. In other words, it may be too late to

undo the damage caused by the initial wave of reverse

auction activity in a given industry segment.

Industry-specific codes of conduct and guidelines have

been the principal form of collective corrective action in

response to actual and perceived abuses. However, given

that abuse is a real threat to the integrity of reverse

auctions,–and possibly the market making industry’s live-

lihood–and that codes of conduct are important to some

industry groups, it is surprising that market makers have not

worked together to develop a standard code of conduct for

themselves as well as buyers and suppliers for use in any

industry.
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3. Supporting codes of conduct

Often an assumption made is that the buyer’s corporate

code of ethics or code of conduct is sufficient with regards

to the use of reverse auctions. Corporate legal departments

typically review the situation and conclude that reverse

auctions are an ethical business practice whose use is

appropriately addressed by existing ethics or code of

conduct policies. This is not surprising, given that

attorneys typically do not have first-hand experience in

purchasing in general, nor specifically of interacting with

market makers and suppliers, managing reverse auctions,

or implementing the results. Thus, they are unaware of the

ethical issues that their purchasing professionals face day-

to-day when pressured by senior management to reduce

costs, the results of which typically form the basis of

performance appraisal (Emiliani & Stec, 2002b). One

buyer, Dow Chemical, reportedly created a code of

conduct specific to reverse auctions for itself and suppliers

(Staff, 2002a).

The market maker sorcity.com, offers buyers its guide-

lines for ethical e-auctions (Staff, 2002a). It also requires

buyers to adhere to the Institute for Supply Management’s

bPrinciples and Standards of Ethical Supply Management

ConductQ (ISM, 2002; Staff, 2002a). The ISM’s Principles

and Standards are recommended for any supply manage-

ment activity and for anyone who influences the supply

management process: e.g. people in finance, engineering,

quality, sales, etc., as well as senior managers. In general,

the Institute for Supply Management discourages power-

based bargaining and supports collaboration between buyers

and sellers to solve problems related to price or other

factors.

Importantly, the Principles and Standards contain lan-

guage that suggests buyer’s should not use reverse auctions,

including:

! bObtain the maximum value for monies expended. . .Q
! bPromote positive supplier relationships. . .Q
! b. . .ensure this position size, market power is used within

the scope of ethical behavior by the supply management

professional and the organization.Q
! bAvoid unreasonable demands.Q
! b. . .support only those actions and activities that uphold

the highest ethical standards of the profession.Q
! bEnhance the stature of the supply management

profession.Q

Reverse auctions are not consistent with these compo-

nents of the bPrinciples and Standards of Ethical Supply

Management Conduct,Q based on recent studies, surveys,

and analyses of reverse auctions and related outcomes

(B2BRC, 2003; Bartholomew, 2001, 2002; Emiliani, 2003,

2004; Emiliani & Stec, 2001, 2002a, 2002b, 2004, 2005b;

Glimm, 2003; Jap, 2001; Kobe, 2001; MHEDA, 2003;

Richards, 2000).
4. Discussion

Industry-specific codes of conduct, bwhite papers,Q and
other forms of guidance are generally intended to inform

sellers of challenges and opportunities, discourage the use of

reverse auctions or clarify domains of appropriate use, or

eliminate abuse by market makers, buyers, and sellers

depending upon the perspective of the trade group. To date,

no systematic empirical study has been undertaken to

evaluate the effectiveness of these guidelines at discourag-

ing the use of reverse auctions, eliminating abuse, or

increasing trust among participants. However, it is clear

from related studies and published reports in the business

press that they have not been successful at expanding the

use of reverse auctions. This can be attributed to several

factors, many of which are likely operating simultaneously:

! Buyers are switching to less expensive do-it-yourself

software solutions, thus requiring less involvement from

market makers (Ryan, 2003).

! Buyers are learning that the domain of applicability to

which reverse auctions can be successfully applied for

sourcing goods or services is much smaller than

originally thought; e.g. 1–5% of total spend vs. 10–

50% or more.

! Buyers are unhappy with the benefits they have

achieved; i.e. savings and other benefits are inconsistent

with that claimed by market makers (Emiliani, in press;

Emiliani & Stec, 2002a, 2005b).

! Resistance from people within the buying organization to

continue using reverse auctions as a result of negative

experiences encountered upon implementation of pre-

vious results (i.e. cost of switching sources, quality and

delivery problems, etc.).

! Buyers are moving to different solutions such as private

trading networks that limit participation to qualified

suppliers known to be capable of satisfying their

requirements (Staff, 2001).

! Suppliers are learning that the benefits claimed by market

makers have been overstated or never existed (Emiliani

& Stec, 2004, 2005b).

! New or incumbent suppliers are unwilling to participate

in more than one or two discrete rounds of bidding (e.g.

reverse auctions every six months).

! Shrinking pool of suppliers willing to bid for work via

reverse auctions (Emiliani & Stec, 2004, 2005b).

! Trade group codes of conduct are ineffective at regulat-

ing reverse auctions; e.g. buyer abuse remains common,

which reduces seller participation.

! Trade group guidelines and related activism have been

effective at discouraging the use of reverse auctions

among buyers and participation by sellers in some

industries (Cardon, 2004; CCA, 2001).

While these factors do not signal the end of reverse

auctions, it appears that their use will be limited to narrow
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circumstances. Despite a likely future decline in reverse

auction activity, suppliers should not be complacent.

Instead, they should work vigorously to improve the value

offered to buyers in order to reduce their exposure to reverse

auctions (Abele, Elliott, O’Hara, & Roegner, 2002).

In the case of European consumer packaging and carton

makers (ECMA, 2003), discussion among reverse auction

participants about the fairness of reverse auctions has not

resulted in actual deployment of the code of conduct.

Instead, it precipitated a change in business practices where

buyers have moved away from reverse auctions (Cardon,

2004). It has also compelled buyers to move from fixed

price contracts to contracts that take into account fluctuating

raw material prices. Despite this change, buyers’ initial use

of reverse auctions has resulted in margin erosion among

sellers of consumer packaging and cartons.

For European suppliers of aluminum foil products, the

impact of trade association guidelines (EAFA, 2002) has

been negligible. (Glimm, 2004). Instead, buyers of non-

standard products realize that reverse auctions have many

disadvantages and return to traditional sourcing methods.

Given the divisive nature of reverse auctions, it is not

surprising that many buyers eventually return to collabo-

rative approaches with established long-term suppliers for

managing costs and improving quality and delivery per-

formance (Barlas, 2003; Drickhammer, 2004).

For U.S., European, and Japanese automotive parts

suppliers, the Original Equipment Automotive Suppliers

Associations’ bGuidelines for the Conduct of Reverse

AuctionsQ (OESA, 2002) has not received support from

most original equipment manufacturers (Hannon, 2003b).

Indeed, after a flurry of activity in 2001 and 2002, concerns

about reverse auctions have greatly diminished (De Koker,

2004) and have not been mentioned in OESA’s monthly

newsletter since prior to February 2003 (OESA, 2004). This

indicates that reverse auctions have run their course and are

no longer a major issue for automotive parts suppliers.

It appears that efforts to create industry-specific codes of

conduct and guidelines signals to buyers there is a major

problem. Their main benefit, however, is not as a

mechanism for voluntarily regulating reverse auctions, but

as a source of unified, high-profile, collective feedback from

suppliers that challenge the fairness and effectiveness of

reverse auctions (Cardon, 2004; De Koker, 2004; Glimm,

2004). This, along with unfavorable outcomes that buyers

may have experienced previously, compels buyers to re-

consider their position on the use of reverse auctions. These

findings support the relevancy of data obtained from

secondary sources cited previously.

Abuse among buyers since the inception of reverse

auctions in 1995 appears to have given reverse auctions a

bad reputation from which it will not soon recover. It is

noteworthy that industry-specific codes of conduct and other

types of guidelines first appeared starting in 2001, and may

have arrived too late to reverse the negative perceptions that

have been established among buyers and suppliers. This,
coupled with intense price competition among hundreds of

market makers, indicates the reverse auction service and

software industry will shrink within the next few years.

Importantly, some large industrial buyers have never

been drawn to reverse auctions for sourcing production

materials, though there may be some spot use for non-

production goods and services. These include Toyota Motor

Corporation, Honda Motor Corporation, Harley-Davidson,

and International Business Machines (Hannon, 2003b;

Nikkei, 2000; Staff, 2002b; Teresko, 2002). They dislike

reverse auctions, with or without voluntary codes of

conduct, for one or more of the following reasons:

! The focus is on price, not cost

! Does not correctly account for total costs

! Damages supplier relationships and teamwork

! Buyers and sellers don’t learn how to jointly solve

problems

! Focuses people on short-term, rather than long-term

results

! Power-based bargaining blocks or corrupts information

flow between buyers and sellers

! They are suspicious of easy answers: i.e. if it looks too

good to be true, it probably is

These buyers do not view reverse auctions as an effective

solution to cost problems, which begin with product or

service design-inputs usually controlled by the buyer. To

them, the best practice for cost management is not power-

based bargaining regulated with voluntary codes of conduct,

but collaborative problem solving in order to deliver greater

value to customers (Abele et al., 2002; Dyer & Nobeoka,

2000; Jackson & Winkler, 2004; Nishiguchi, 1994; Sali-

mando, 2003; Womack et al., 1990). Value is understood to

be a function of price, quality, service, technology,

production capability, and management attitude (Bounds,

1996), attributes generally reflected in ISM’s Principles and

Standards (ISM, 2002). Suppliers are recognized as impor-

tant contributors to ongoing quality improvement, cost

reduction, sources for new product and process ideas, and

valuable resources that will help in time of emergency if

treated fairly (Nishiguchi & Beaudet, 1998).

However, for most senior managers, collaborative prob-

lem solving is an unfamiliar method of improvement whose

benefits are uncertain, despite their exhortations for team-

work and the existence of overwhelming evidence to the

contrary (Bounds, 1996; Bounds, Shaw, & Gillard, 1996;

Cooper & Slagmulder, 1999; Dyer & Nobeoka, 2000;

Nishiguchi, 1994; Nishiguchi & Beaudet, 1998; Womack et

al., 1990). It is incorrectly perceived as too slow to respond

to urgent demands to reduce cost in competitive market-

places and to increase short-term shareholder value (Emi-

liani, 2004; Jackson & Winkler, 2004). In addition, it is

incorrectly viewed as restricting flexibility–i.e. the ability to

quickly switch sources to obtain better prices–when in fact it

helps develop much needed interorganizational discipline
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and cooperation in the value chain. Buyers that impose

unilateral solutions to cost problems forego important

opportunities to improve their own competitive capabilities.

In essence, they assume their supplier’s knowledge and

capabilities are so limited that they have essentially nothing

to offer. While that may be true in some cases, the long-term

success of companies that practice collaborative problem

solving tells a different story (Bremner & Dawson, 2003;

Dyer & Nobeoka, 2000; Inoue, 2003; Jackson & Winkler,

2004; Liker & Choi, 2004).

The reductions in purchase price that buyers seek, as well

as improved quality and service, can be better achieved

using traditional disciplined sourcing and collaborative cost

reduction processes. This results in bilateral continuous

improvement without marginalizing supplier’s interests,

which are typically more aligned with buyers interests than

not. In addition, both buyers and sellers learn new ways to

expand competitive capabilities and deliver greater value to

end-use customers. Buyers that view suppliers as inter-

changeable adversaries to perpetually bargain with risk

reducing the long-term competitiveness of both parties

(Emiliani, 2004).
5. Summary

This paper examined how voluntarily codes of conduct,

white papers, and other forms of guidance for market

makers, buyers, and sellers have been developed and

deployed. Results from primary and related secondary

sources indicate that they have not been successful at

expanding the use of reverse auctions. They also appear to

have had little impact on regulating buyers to achieve

improved outcomes, such as less abuse and greater trust,

because reverse auctions are, by their very nature, a

destructive power-based bargaining tool whose application

may not be correctable through codes of conduct, guide-

lines, etc. (Emiliani & Stec, 2005a).

Codes of conduct for reverse auctions do not constitute a

bbest practiceQ in supply chain management. They are

essentially an afterthought intended principally to placate

supplier’s concerns and improve strained relationships

between buyers and sellers. In addition, this form of e-

procurement has had a negative impact on supply chain

management because it strongly reinforces the bprice-onlyQ
focus typically associated with large-scale industrial pur-

chasing. It is perceived by incumbent suppliers as an attack

on profit margins, unfair use of buyer power, and devalues

non-price factors such as quality, service, technology, or

production capabilities. Therefore, reverse auctions do not

bPromote positive supplier relationships. . .Q nor do they

bEnhance the stature of the supply management professionQ
(ISM, 2002).

Whether in the context of e-supply chains or not,

collaborative problem solving does constitute a bbest
practice.Q Remarkably, only a small number of large
companies practice collaborative problem solving effec-

tively, due in part to the disciplined use of established

processes and decades-long commitment over generations

of senior managers. This yields improved results with

respect to interorganizational capability building, process

improvement, cost reduction, innovation, and long-term

competitiveness. However, to be strong at collaborative

problem solving with external suppliers, buyers must first

learn how to cooperate internally.

The effect of industry-specific codes of conduct and

guidelines on reverse auction usage, abuse, and trust among

participants presents opportunities for future research,

including:

! How have industry-specific codes of conduct and

guidelines been put into practice, how often have they

been used, and which elements have been difficult to

apply?

! Have they been successful at reducing market maker,

buyer, and seller abuse? If so, how, and for what goods or

services?

! How have violations by reverse auction participants been

addressed?

! What other actions have market makers and buyers take

to reduce abuse and improve trust? If successful, then

why?

! Why didn’t the market makers proactively collaborate in

the mid-to-late 1990s to establish a uniform code of

conduct applicable to any industry segment? Would it

have made any difference?
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