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Abstract—Governmental reverse auctions 
have not been as widely adopted by suppliers 
as buyers expected.  There is no prior study 
of this issue. Using an embedded case study, 
we found the following factors affect 
willingness to adopt governmental reverse 
auctions: a system factor (difficulty), 
perceived external factors (price based 
competition intensity, customer power and 
information intensity) and organizational 
readiness factors (financial readiness and 
technological readiness).  Also we provided 
practitioners with suggestions to improve 
interaction with governmental reverse 
auctions. 

 
Index Terms — Case study, E-procurement, 

Governmental reverse auctions 

  

I.  INTRODUCTION 

  lthough United States Federal and 
State Governments spend about $2.8 

trillion on procurement annually [29], only 
about 0.4% is handled by governmental 
reverse auctions [13]. Governmental reverse 
auction systems are inter- 
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organizational systems that facilitate 
electronic procurement by United States 
Federal and State Governments. An auction 
is a market institution with an explicit set of 
rules determining resource allocation and 
prices on the basis of bids from market 
participants. Auctions play a prominent role 
because they remain one of the simplest 
and most familiar means of price 
determination in the absence of intermediate 
market makers. Auctions are called 
“reverse” if suppliers bid instead of buyers, 
and the prices are bid down instead of up 
[15, 18, 19].  

Although some procurement such as 
service contracts emphasizing “best value”, 
may not be appropriate for reverse auctions, 
a wide variety of commodity products are 
entirely appropriate for procurement by 
reverse auction. We are not aware of any 
federal regulations restricting reverse 
auctions. On the contrary, the Federal 
Acquisition Regulation mandates 
competitive procurement, fair and open 
competition and a mechanism to establish 
fair market price [1]. Reverse auctions fulfill 
these requirements for most situations. The 
low percentage involvement with reverse 
auctions is affected by the inability of 
government buyers to motivate enough 
suppliers to adopt reverse auction systems. 
Even though governmental buyers are 
heavily committed to reverse auctions [25], 
suppliers are not euphoric about 
participating in governmental reverse 
auctions. Indeed, the actual adoption of 
governmental reverse auctions by suppliers 
has been far below experts’ expectations. 
Several marketplaces that began with highly 
optimistic initial projections have already 
failed and many are struggling to survive 
[17, 30, 31]. There seems to be an 
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unexplained discrepancy between the 
promise and the reality of governmental 
reverse auctions. Government agencies 
apparently believe their reverse auction 
systems are fine and should be appealing to 
suppliers, yet many suppliers are reluctant 
to adopt. Because of the importance of this 
issue, this reluctance of suppliers to adopt 
deserves serious attention. 
 

Studies on adoption of reverse auctions in 
private industry from suppliers’ perspective 
[8, 9, 10, 11, 12] show two major concerns 
that may hinder their adoption of reverse 
auctions.  Suppliers widely perceive online 
reverse auctions as a divisive tool used by 
corporate buyers to drive down prices 
without adequate consideration given to 
other measures of performance resulting in 
increasing price based competition intensity. 
This perception is not always accurate. 
Buyers satisfied with “non-contractible” 
aspects of suppliers such as quality, supplier 
innovativeness, information sharing, 
responsiveness, trust, and flexibility might 
stay with a dedicated supplier base even 
when their prices are not lowest [24].   
Suppliers perceive these auctions tip the 
balance of power toward corporate buyers.  
 

The aforementioned supplier concerns 
may cause them to distrust corporate 
buyers, impacting them adversely [12, 32].  
Suppliers tend to distrust corporate buyers if 
they believe they use online reverse 
auctions not with a real intention of choosing 
the best supplier but instead are attempting 
to drive down unit prices.     The implications 
of studies of private industry do not 
necessarily apply to governmental reverse 
auctions because [25]: 

(1) governments are not usually 
subject to same kind of 
aggressive competition that  
private industry faces,  

 
 
(2) governmental agencies create 

laborious procedures and check 
points to insure that procurement 
procedures are fair and to avoid 
fraudulent practices, and 

 
 
 
 

(3) managers in governmental 
agencies do not have the same 
incentives to lower costs as 
managers in private industry. 

 
 
 

We have not found any study that has 
explored suppliers’ adoption of 
governmental reverse auctions. Therefore, 
this article investigates the major factors that 
influence suppliers’ willingness to adopt 
governmental reverse auctions. We 
conducted an exploratory embedded case 
study guided by theory from literature on 
adoption of other related inter-organizational 
systems. The next section summarizes this 
theoretical background followed by our 
research methodology, case analysis and 
findings, and conclusions. 
 

2. THEORETICAL BACKGROUND 

 
Since a governmental reverse auction 

system is a type of inter-organizational 
system, we reviewed the inter-organizational 
systems adoption literature to find critical 
factors affecting adoption of systems similar 
to reverse auctions [6, 14, 15, 16, 18]. From 
this literature, we employed system factor – 
difficulty, compatibility, and perceived 
benefits (Table 1). System difficulty refers to 
the perceived difficulty in using reverse 
auction Websites [6]. Compatibility refers to 
the perceived compatibility with the existing 
technical infrastructure [14]. Perceived 
benefits include reduced cost to find 
appropriate marketing opportunities and 
reduced paper work [14, 15, 16, 18]. High 
perceived benefits and compatibility may 
encourage companies to adopt reverse 
auctions. Low system difficulty may 
encourage companies to adopt reverse 
auctions.  

Inter-organizational systems literature 
suggested another factor – organizational 
readiness (Table 2), which includes financial 
readiness (to meet ongoing expenses during 
IT resources usage) and technological 
readiness (expertise to use reverse auction 
Websites) [16]. High financial readiness and 
technical readiness may encourage 
companies to adopt reverse auctions.  
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Table1. Perceived reverse auction system 
factors 

 
     Factor 

  
  Definition 

  
  Proposed relationship 
with  willingness to adopt 
governmental 

 auctions 
  

  
  Compatibility

  
  
  

  Perceived  
compatibility with the 
existing technical  
infrastructure [14]. 

  

  High compat ibility could 
encourage firms to 

 governmental 
 auctions. 
  

  
  Difficulty         

  
  Perceived difficulty in 
using governmental 
reverse 

 
 Web  

sites [6].  
  

  High difficulty could 
discourage firms from 
adopting 

 reverse auctions.  
  

  Perceived  
benefits 

  
  
  

  Perceived benefits 
from adopting 
governmental 

 auctions 
  [14, 15, 16, 18] 

  *  P aperwor
   reduction.

  
* Reduced costs to  
find appropriate 
marketing  
opportunities
 

  
  

  If  suppliers perceive benefits 
they may be willing to 

   
  

  

 
 
Table 2. Organizational readiness factors 
 
  

Factor 
 
Definition 

 
Proposed relationship with 
willingness to adopt 
governmental reverse auctions 
 

 
Financial 
readiness 
 

 
Financial 
resources to pay 
for installation 
costs and ongoing 
expenses during 
usage, including 
salary of 
specialists  [16].  

 
Difficulty of paying for 
necessary equipment or 
services could discourage 
adoption. 

 
Technological 
readiness 

 
Level of 
preparedness to 
use modern IT 
resources [16].  
 

 
Readiness to use modern IT 
resources could encourage 
adoption. 
 

  
  
B2B reverse auctions literature suggested 

perceived external factors -- price based 
competition intensity, customer power, and 
information intensity (Table 3) [8, 9, 10, 11, 

12, 17, 30, 31, 32].  We call these 
“perceived external factors” because they 
cannot be controlled directly by supplier 
firms. Low levels of these factors may 
encourage suppliers to adopt governmental 
reverse auctions.  

 
 
 

 
Factor 

 
Definition 

 
Proposed 
relationship with 
willingness to 
adopt 
governmental 
reverse auctions 

 
Price 
based 
competition 
intensity 

 
Perceived intensity of 
competition among 
suppliers based on lower 
price [8, 9, 14]. 
 

 
The negative 
perception that 
reverse auctions 
are used as a 
divisive 
purchasing tool 
designed to drive 
down prices could 
discourage 
adoption. 

 
Customer 
power  
 

 
Perceived bargaining 
power enjoyed by 
customers [14]. 

 
High customer 
power could 
discourage 
adoption. 

 
Information 
intensity 

 
Perception on the extent 
of exchange of 
production, scheduling 
and capacity information 
[8, 15]. 
 

 
High information 
intensity could 
discourage 
adoption. 

  
Auction theory [23] and Transaction Cost 

Economics (TCE) [33] could explain some of 
these perceived external factors. Auction 
theory acknowledges the importance of 
information (e.g. bid price) and its potential 
exploitation in open-bid auctions like 
English, Dutch, and online reverse auctions 
[20].  Having imperfect information and 
knowing that only the lowest bid wins in a 
reverse auction often cause suppliers to bid 
less than the worth, which is known as the 
“winner’s curse” [21].   According to TCE, 
unequal access to information in market 
contracting, such as reverse auctioning, may 
enable one party (e.g. the buyer) to act 
opportunistically and exploit information 
advantages [27]. We present our research 
model in Figure 1, where a “+” or “-” sign 
indicates whether we propose a positive or 
negative relationship between factors and 
willingness to adopt. 
 

Table 3. Perceived external factors 
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3. RESEARCH METHODOLOGY 

 
A. Nature of Our Study  
We conducted an exploratory case study of 
the effects of the three groups of factors 
(system related, organizational readiness, 
external) on the willingness to adopt 
governmental reverse auctions. A case 
study is appropriate for an investigation like 
this that is one of the first to explore a 
phenomenon [34]. We employed a case 
study design (two industry trade 
associations each representing multiple 
companies). Using two associations allowed 
comparisons between them for more 
general research results [5, 34]. 

 
B. Organizations Considered  

We wanted to know the issues from the 
perception of industry associations having 
many firms who are still deciding whether to 
adopt governmental reverse auctions. We 
chose two industry associations having 
many such members, referred to as “HA” 
and “SA” in this study.  These associations 
voice to government agencies concerns of 
member firms.  Each association has a 
senior full time employee having expertise in 
governmental procurement regulations and 
policies. These experts routinely provide 
advice to member firms and are very 
knowledgeable about the issues that 
influence member firms’ adoption of reverse 
auctions.  In effect these experts have 

already polled members, and knew 
perceptions and experiences.  Associations 
have also hired persons (as full time 
employees) who review daily postings of 
governmental reverse auctions. They notify 
member firms of opportunities appearing to 
match their capabilities and they assist 
member firms in participating in auctions.  

We present the demographics of the 
member firms of the two associations below 
to highlight the nature of member firms 
under each association. SA has 168 firms in 
the sewn products industry, of which 144 are 
small firms (less than 100 employees), 16 
firms are medium firms (100-250 
employees) and 8 firms are large firms 
(more than 250 employees). Most of the 
firms under SA association manufacture 
woven, knitted, or sewn fashion apparel and 
sportswear. HA has 541 firms in the hosiery 
industry, of which, 370 firms are small firms, 
130 firms are medium firms and 41 firms are 
large firms. Most of the firms under HA 
association manufacture or distribute 
hosiery items like socks and tights.  
 
C. Data Collection Method 

We primarily collected and triangulated 
qualitative data from multiple sources. We 
conducted structured telephonic interviews 
with an expert from each of the two 
associations. We relied heavily on the 
support of these two experts.    We used a 
structured interview guide for our telephonic 
interviews (see Appendix). This interview 
guide had both closed ended questions and 
open ended probing questions. Findings 
from closed ended responses were 
compared with answers to the open-ended 
questions. We verified answers by having 
interviewees review our notes on their 
responses.   

We also conducted several face – to – 
face meetings with representatives from 
many firms under each association who 
were willing to participate in our project. We 
discussed reverse auctions problems and 
issues during four formal meetings, one with 
10 and another with 14 industry 
representatives of the SA association and 
two others each with 8 industry 
representatives of the HA association. 
Almost all of these representatives were 
upper level managers (general managers, 
marketing managers and plant managers) 

Perceived reverse auction 
system factors: 
1) Compatibility 
2) Difficulty 
3) Perceived benefits  

Organizational readiness 
factors: 
1) Financial readiness 
2) Technological 
readiness 

Perceived external 
factors: 
1) Price based 
competition intensity 
2) Information intensity 
3) Customer power 

 
Willingness to adopt 
governmental reverse 
auctions 

(-) for difficulty and 
(+) for compatibility 
and perceived benefits 

(+) 

(-) 

Figure 1. Proposed model for willingness to 
adopt governmental reverse auctions 
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having good knowledge of company 
involvement in reverse auctions.  

We also reviewed reports from secondary 
sources such as trade journals. We also 
conducted content analysis of several 
governmental reverse auction web sites.  
We considered data associated with the 
period 2002 - 2004.  Krippendorf (1980) 
defines content analysis as a technique 
wherein a researcher searches for 
structures and regularities in the content and 
draws inferences on the basis of these 
regularities [22].  Here content refers to Web 
site functional capability.  For consistency, 
the same researcher did content analysis of 
the various Web sites.   

4. CASE ANALYSIS AND FINDINGS 

We did comparative analysis of the 
telephonic interview data collected from the 
experts of the two associations and face-to-
face meetings with representatives of 
several member firms to identify the issues 
that influenced suppliers’ willingness to 
adopt governmental reverse auctions (Table 
4).  

 
 
 
 

   Perceived auction system factors  Outcome 
Organi-
zation 

Difficulty Compati- 
bility 

Perceived 
benefits 

Willingness to 
adopt reverse 
auctions 

SA High High High Low 

HA High Low Low Low 

 
   Org. readiness factors Outcome 

Organization Financial 
readiness 

Technological 
readiness 

Willingness to adopt 
reverse auctions 

SA Low Low  Low 

HA Low Low  Low 

  
   Perceived external factors Outcome 

Organi- 
zation 

Customer 
power 

Price 
based 
competition  
intensity  

Information 
intensity 

Willingness to 
adopt reverse 
auctions 

SA High High High Low 

HA High High High Low 

  

A.  Perceived Reverse Auction System 
Factor - Difficulty 

Experts from both associations did not 
agree on other system factors, and we had 
no other evidence of their importance, but 
system difficulty stood out as a major 
system factor that dissuaded suppliers from 
adopting reverse auctions. 

Experts opined that firms who were 
reluctant to adopt perceived that 
governmental reverse auctions were very 
complex to use, highly arduous and time 
consuming.  The Federal Government 
recently has begun to consolidate 
procurement sites into a single Web site 
called “Federal Business Opportunities”. 
Even though the law mandates that all 
Federal Government agencies post every 
bid above $25,000 on this site, suppliers still 
need to search many federal, states, local 
agency, and private party Web sites for bids 
less than $25,000. Each Government 
department has its own reverse auction Web 
site.   Some states have multiple 
procurement departments having different 
Web sites.   To find some kinds of bids may 
require searching more than 200 reverse 
auction Web sites, whose interfaces have 
different formats and standards.  Because 
some Web sites are difficult to navigate 
without training, many suppliers need 
outside help and assistance to locate 
suitable bids. They perceive that many of 
these Web sites have inadequate 
capabilities to match suppliers’ offerings with 
customers’ requirements. The expert of the 
SA association remarked “… Now, there are 
many different ways of posting information 
and getting responses from bidders.  At 
least, there should be a standard for 
systems within each state (for government 
offices).  I spent 8 hours trying to find all 
information needed to submit a bid and 
finally I gave up…”  
  The expert on the HA association 
remarked “…takes too much time for small 
manufacturers to participate in these reverse 
auctions. They need to be simpler, and one 
stop shopping (consolidated) is needed. ”  

Our content analysis (analysis of 
functional capability) of 177 governmental 
reverse auction Web sites (60 Federal, 52 
State, and 65 local agency Web sites) 
provides more evidence of the system 
difficulty issue. From our consultation with 
experts from the two associations and with 
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representatives from member firms, we 
developed a list of important functional 
capabilities, including: availability of vendor 
guidance, ability to view bid guidelines, 
ability to download bid guidelines, availability 
of procurement history, and email 
notification.  We compared the functional 
capabilities of different categories of 
governmental reverse auction Web sites 
(Figure 2). We found that nearly 70% of the 
local agencies run Web sites do not have 
many of the functional capabilities. Nearly 
85% of the federal Web sites do not provide 
procurement history. Nearly 50% of the 
federal Web sites do not provide bid 
guidelines. Nearly 80% of the federal sites 
do not have email notification. Nearly 70% of 
the state Web sites do not provide 
procurement history and nearly 48% of the 
state sites do not have an email notification 
facility. 
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B. Perceived External Factors 

We found all three external factors – price 
based competition intensity, customer 
power, and information intensity play an 
important role in affecting the willingness to 
adopt governmental reverse auctions.  
 
Price Based Competition Intensity.  
Consistent with B2B reverse auctions 
literature [8, 9, 10, 11, 12, 17, 26, 30, 31], 
experts from both associations opined that 
member firms, especially those dealing with 
high margin, low volume products such as 

fashion apparel, sportswear and special 
tights perceived high competition intensity.  

Since governmental reverse auctions 
encourage suppliers from various countries 
to bid and since online reverse auctions 
facilitate this process, suppliers from many 
different countries may participate. Many 
suppliers have to compete with players from 
other lesser-developed countries where 
costs are much lower on account of much 
lower wages, raw material costs and 
overheads. (Sometimes this competition is 
indirect when local firms outsource.) This 
makes them unable to qualify as lowest 
bidder. For example, an expert from HA 
association remarked, “… wage 
requirements in United States do not allow 
competition with low foreign wages. 
Sometimes foreign wages are as low as 19 
cents per hour. Similarly, the power charges 
and the facility expenses are very low in 
some countries. Another problem is that raw 
material manufacturers within the United 
States cannot compete with the open market 
where regulations by the Environmental 
Protection Agency and the Occupational 
Safety and Health Administration regulations 
do not govern health and safety issues….”  

Mithas et al. (2004) found that buyers 
concerned about “non-contractible” aspects 
of suppliers such as quality, supplier 
innovativeness, information sharing, 
responsiveness, trust, and flexibility 
generally prefer to work with a dedicated 
supplier base instead of using reverse 
auctions [24].    However, some government 
buyers in industry sectors where non-
contractible issues are important unwisely 
employ reverse auctions.  This invokes 
supplier perception that buyers use price as 
a divisive tool to promote competition and it 
dissuades suppliers from adopting reverse 
auctions.  
 
Customer Power. Experts from both 
associations opined that the member firms 
perceived that switching costs for 
Governmental procurement offices are low.  
Because customers (buyers) can easily 
switch between suppliers of these kinds of 
products, they have higher bargaining power 
that dissuades suppliers from adopting 
reverse auctions. Open-bid auctions 
increase supplier’s bargaining costs, making 
the process disagreeable to suppliers. The 
open-bid format forces price concessions 

Figure 2. Comparison of functional capabilities 
of governmental reverse auction Web sites. 
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from the supplier thereby increasing 
customer (buyer) power. Our finding is 
consistent with applications of Transaction 
Cost Economics theory to strategic 
information systems [2, 3, 4, 7]. Bakos 
(1986) [2] (by applying TCE in the context of 
strategic IT systems) asserts when switching 
costs are low, one enjoys higher bargaining 
power. Government can easily switch when 
conducting reverse auctions.  Our finding is 
also consistent with the practitioner literature 
on reverse auctions in private industry [9, 
11]. Reverse auctions practitioner literature 
highlights that higher customer power in 
aerospace and automobile sectors 
dissuades sellers from participating in 
reverse auctions. 
 
Information Intensity.   Both the 
associations’ experts said that customers 
sometimes expect suppliers to share 
information on capacity, production, and 
scheduling. Providing this information is 
difficult for suppliers because they are 
unable to commit capacities for uncertain 
future business volumes. For example, an 
expert from SA association remarked “…I 
did not win one Federal solicitation because 
it asked for projection of capacity 6 months 
in the future; I could not do it due to the 
uncertainty of future business; this is a 
common problem because of long lead 
times…..”   
Suppliers perceive the requirement to share 
production and scheduling information as a 
pressure tactic to increase manufacturing 
flexibility. 
 
 
 
C. Organizational Readiness Factors 

We found that financial readiness and 
technological readiness encourage adoption 
of governmental reverse auctions, 
consistent with inter-organizational systems 
literature [14, 16, 28].  
 
Financial Readiness. Both the associations’ 
experts perceived that many member firms 
are not willing to invest to support 
governmental reverse auctions, especially 
the smaller firms. The most expensive 
requirement is trained personnel who could 
search effectively for new bid opportunities 
among governmental reverse auction Web 
sites.  

 
Technological Readiness. Both the 
associations’ experts perceived that many 
member firms do not have adequate 
infrastructure (such as dedicated computers 
with web browsers and high speed internet 
connection) to carry out reverse auctions 
processes. They also said there is a lack of 
competent people having training in dealing 
with reverse auctions. When asked for 
factors that would enable member firms to 
effectively adopt reverse auction sites, an 
expert of SA association pointed out that 
“…Some companies have a contract person 
on staff.  Working with the governmental 
reverse auction sites could be full time job.  
In some cases, a person would need to 
specialize in certain reverse auction sites or 
products….” 

Poor financial and technological readiness 
of the member firms of the two associations 
dissuaded them from adopting governmental 
reverse auction sites, consistent with inter-
organizational systems adoption literature 
[14, 16, 28].  

5. CONCLUSION 

To our knowledge, this study is the first of 
its kind to build a theoretical framework on 
factors affecting suppliers’ willingness to 
adopt governmental reverse auctions. An 
embedded multiple case study supported 
this framework.  The following factors could 
affect willingness to adopt governmental 
reverse auctions: a system factor (difficulty), 
perceived external factors (price based 
competition intensity, customer power and 
information intensity) and organizational 
readiness factors (financial readiness and 
technological readiness). These findings 
broaden the current theory on B2B reverse 
auctions by adding new factors, system 
difficulty and organizational readiness.    

There are several implications for 
practitioners.   Participating in reverse 
auctions may be worthwhile for suppliers in 
cases where their value proposition is 
appropriate.  For example, companies that 
deal with high volume, low price commodity 
kind of products may derive benefits by 
participating in governmental reverse 
auctions because they offer an opportunity 
in addition to other marketing channels.  
Even if the profit margin may be less than 
with other channels there may be 
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economies of scale or the opportunity to 
employ capacity that would otherwise be 
wasted.   

Participating firms need to invest in 
personnel who are well trained to handle 
governmental procurement procedures and 
Web sites. Industry associations could help 
such member firms by employing such 
professionals because benefits and costs 
would be shared by all such member firms. 
Possibly trained professionals could be 
augmented or replaced by intelligent agents, 
knowledge-based systems that could help 
search and bidding processes.  

Second, representatives of industry 
associations could lobby with the 
government to make reverse auction Web 
sites more user friendly and to make the 
reverse auction bidding processes less 
cumbersome. They need to convince 
government that addressing the system 
difficulty issue would likely encourage more 
suppliers to adopt governmental reverse 
auctions. Also, representatives should 
recommend that a one stop governmental 
Web site should be developed, instead of 
each government department running its 
own reverse auction Web site and forcing 
suppliers to search several Web sites to find 
new opportunities. Until such a site is 
developed, it would help if all governmental 
reverse auction Web sites supported 
consistent data formats. 

Third, managers of federal and local 
government reverse auction Web sites 
should improve functional capabilities. 
These steps will encourage adoption by 
suppliers.  

There are several implications for 
academic researchers.  It would be 
worthwhile to conduct research to evaluate 
the framework developed in this exploratory 
study.  For our study, our unit of analysis 
was an association. So we could not 
compare individual member firms.  Also, our 
analysis was primarily based on qualitative 
data. It could be worthwhile to collect large-
scale empirical quantitative  data by means 
of a structured survey instrument 
(questionnaire developed after assessing 
validity and reliability of constructs) and 
involve suppliers from several industries. 
Alternatively, multiple case studies with firms 
from several different industries could help 
evaluate the framework.    

Since system difficulty of reverse auction 
Web sites appears such a critical factor 
affecting adoption, researchers could 
investigate this issue in more detail by 
conducting usability studies [6] to develop 
specific recommendations for reducing 
cumbersomeness and complexity.  

APPENDIX  

The guide for our telephonic interviews with 
experts from the two associations can be 
found at  
http://people.clemson.edu/~davis/Appendix.
doc 
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