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What came to mind when someone said
“e-Commerce’ ?

Amazon.com Y ahoo! Netscape “dot.com”

Bubble burst, Layoffs, Qut-of-business

= How big ise-commercein the US? (UT-Austin/Cisco
Study) [http://www.inter netindicator s.com/]

-$323B in revenuesin 1998

~$507B in 1999

~$830B in 2000

But these are primarily business-to-consumer (B2C) initiatives.

Thereal money isin business-to-business (B2B) exchanges.
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B2B versus B2C Volume

Source : “Resizing On-Line Business Trade,” Forrester Research, Inc Nov. 1998
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Oh what a difference 8 weeks
makes

Souce: eStats Feb 2, 2000

Nov, 1998: B2B in 2003 = $1.3T (Forrester)
Dec, 1999: B2B in 2003 = $2.8T (BCG)
Feb, 2000: B2B in 2003 = $3.95T (Gartner)

—  “TheComing B2B Explosion,”
~ In 2004, B2B will represent 7% of the $105 trillion total global sales transactions.

Feb 2, 2000: B2B to support $5 trillion (!) by 2002 through vertical portals, or
Vorpals, (Delphi Group).

Growth in Worldwide B2B eCommerce,
1999-2004 (Billions)

§ 1999 s1as

2004 57,290

Sainrce! Fardmer Grouge, 2000




Some 2000 Statistics

Source: http://netmarketmakers.com/Forecast
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2001 Statistics

Source: WSJ, May 21, 2001, p. R8

Who to B-to-Believe?

A number of forecasting firms are predicting big things for B-to-B services down the road. But their estimates vary
widely depending on what they measure and how they measure it. Figures below represent the total dollar value of
B-to-B poods and services bought over the Internet in the LS., in billions.
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How BigisInternet in Brazil
and South America?

Brazil accounts for 40% of Latin America's internet users and nearly 70% of
its e-commerce revenues.

The IT section of the Getulio Vargas Foundation reports that the Brazilian
economy has grown by 2.6% in the past decade and information technology
(IT) investments made by mid- to large-sized firms grew by 10% per year.
Getulio Vargas predicts that in 2001, $2.7 billion will be invested in IT in
Brazil, creating 27,000 new IT jobs.

In research undertaken on behalf of Banco Santander Central Hispano, a
leading Spanish bank, Accenture (formerly Andersen Consulting) predicted
that Latin American internet users will total 44 million in 2003 and grow at an
average rate of 44% over the next three years, a figure more than double the
global average of 20% cited by the consultancy. Accenture also foresees
brisk growth in online consumer spending, rising from $4.6 billion in 2002 to
$8 billion in 2003. Its user forecast for 2003 exceeds the figures put forth last
year by all other research firms, including Jupiter Research and the
International Data Corporation (IDC).

And this doesn’t include if Free Trade Area of the Americas (FTAA)
comes about!
Source:



A Question of L ongevity
or How to lose $22,000,000 in 7 weeks

*Just 46 days after a flashy debut, Kibu.com called it quits,
blaming poor market timing for its failure to connect with its
teenage qgirl target group. Netscape co-founder Jim Clark and
several other high-profile investors had poured $22 million into
Kibu, which tailored its Web site to appeal to teen girls
fascination with fashion, music and boys. ‘It's pretty clear that
there have been a number of overfunded and under thought-out
Initiatives in the kids' and teens market,” says Grunwald. Despite
Kibu's demise, research from a June survey conducted by
Grunwald Associates indicates there are more than 25 million
children ages 2-17 online in the U.S., up from 8 million in 1997.”
(AP 2 Oct 2000)
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More Comparisons. B2C vs B2B: Visitors
(Comparison of the top 10 in each category)

Source: Nielsen/NetRatings, quoted in WSJ, Monday, May 21, 2001, “By the Numbers’, p. R6

Firm Rank by # F| rm Unique Visitors % of the Best Avg. Time Primarily Consumer
of Visitors (in millions) Unique Visitors Online or Business
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B2C vs B2B: Online Revenue

(Comparison of thetop 10 in each category)

Source: Interactive Week, quoted in WSJ, Monday, May 21, 2001, “By the Numbers’, p. R6

Firm Rank by Firm Online Revenue % of Best Primarily Consumer Rank by # of
online Revenue (in millions) Online Revenue or Business Visitors




One Example of a good e-Business:
The Dell Computer Corporation

Source: Fortune e-50, Dec. 9, 1999 [http://www.pathfinder.com/fortune/e50/del .html] and www.Dell.com

Customer base
15% of systemsto consumers
85% of systemsto business

Web site activity
In 2000: 2.6 million visitorsa week (vs. Amazon @ 11
mil.)
$40M in salesa day & 50% of revenue (vs. Amazon @
$3.5M)
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Some Comparisons

(2000 numbers)

Amazon.com Dell |BM
Revenue (MM) $2,760| $25,265 $88,400
Net Income (loss) (MM) ($323) $1,860 $8,100
Customers 19.8M 7
Days of Inventory 20 days 6 days
Accounts Payable 64 days| 58 days
Accounts Recelvable Odays| 34days
Return on Invested Capital n‘a 243%
Source: company investor pages
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A View of e-Business

OGIStCS| APO, gt

Business to Business
Business . to Consumer

e-Business
Marketplaces Communities

e-Channels Best Practices

AberdeenGroup



Current “Total” e-Solutions

Single Source
ERP Vendors(i.e., SAP, Oracle)

Alliances
Ariba, 12, |BM

Note: asof last week (Mar 5) thisallianceis effectively dead as Ariba
purchased Agile & i2 purchased RightWorks

Agile & Manugistics
Manugistics, Microsoft, KPM G
CommerceOne & SAP

See: LaMonica, Paul, (2001) “B2B merger mania!”, Red Herring, Feb. (http://www.redherring.com/industries/2001/0220/ind-
shoptalk022001.html )

Mixed
COTS & Legacy systems
Home-grown excellence linked with best-in-breed solutions
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Some L essons from the e-
Busness World

A typical Global 3,500 firm will spend $15 to $30 million
per year on software and services for its customer
conversation. Firms must harness CRM technologies to keep
customer service costs from  skyrocketing.

(http://ww. forrester.com ER/ Research/ Report/0, 1338, 11224, 00. htm )

But, choose your e-Business I nfrastructure supplier wisely

One day’ s headlines (April 3, 2001) rpimww zinet comecommeroesoriesimaini 0475 270414800 i
-->ARI BA SCRAPS Ad LE BUY, EXPECTS LGCSS
-->i 2 REVI SES ESTI MATES, PLANS LAYOFFS
-->COMMVERCE ONE TO COME UP SHORT
- ->VERTI CALNET: WE WLL SURVI VE
From darlings to disasters



Some Long-Term Good News

http://www.line56.com/articles/default.asp?NewsI D=2370& ml=2

From AMR research (April 13, 2001)

87% of manufacturing, retail financial services, and energy
companies surveyed will either sustain or increase budget
initiatives that focus on sales growth and customer
management.

84% of those surveyed will either sustain or increase their
budget for supplier management initiatives.

94% will either sustain or increase their budget for trading
exchange and/or B2B e-commerce marketplace activities.

And, most interestingly

45% of retailers and 47% of manufacturers expect to have
collaborative processes within two years.

© David M. Dilts



And some mor e interesting news

Source: http://www.marketsandexchanges.com/index.asp?news=13822& src=nwsltr

Inan A.T. Kearney survey of 251 CEOs from 26
countriesin 10 industries: (o200,

Only 4% state that e-business is the main challenge facing
them today

BUT:

72% of the executives said their companies are extremely
or moderately active in creating or maintaining an e-
business strategy

57% said e-business has changed the way they conduct
business

37% of those surveyed said that technology alignment with
business strategy and integrating existing technology is the
strategic issue of most concern to them,

29% said that e-commerce initiatives were top priority.
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Critical facets of e-business:;

Enabling technologies
Technologically specific: Hardware, DBM S, TCP/IP,etc.
Function Specific. CRM, ERP, SCM, etc.
Key characteristics. Plug-and-play, standards, scalability

Architectural Changes
| ntegration and | nter operability
Reor ganization of the entire organization

Changein basic way businessisdone
Need v. Functional Position

Alignment
Tooverall organizational goalsand objectives
Systems ar chitecture alignment to business systems
Shared knowledge of future direction

© David M. Dilts



The Fundamental | ssue:
Cost of Doing Business

As Interaction costs decrease,

© David M. Dilts

- thevalue of “bundling” the firm decreases,
- which increases the “ value’ of outsourcing
- and forces a redefinition of the “ business’.

Transaction Cost: Theresources expended in the for mal
exchange of goods and services between or ganizations or
customers

Interaction Cost: Transaction costs + costsfor
exchanging ideas & information

Resources. time, money, effort, people



Developing Deep Customer Insight

Source: Anderson, James and James Narus, (1998) “Business Marketing: Understand what customers value,” HBR, 76(6): 53-61+

Understanding what customer’s value:

Build a customer value model, which are data-driven
representations of the worth of what the supplier is
doing or could do for the customer

Expressing Value:
ln monetary or time units
“What are utilsanyway?”
Showing net benefits (faster, cheaper, more
convenient)
Within some customer’s context

Example: Caterpillar’s* Y ards-of-dirt-moved”
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Once Internal Alignment Occurs...

External alignment to the outside world:
TotheMarketplace

[0 Suppliers

ToPartners




Value Propositionsin B2B

Buyer’svalue benefits
Seller’svalue benefits

|ntermediator’ s value benefits
(revenue streams)
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Buyer’s Value Benefits

Selling Organization Buying Organization

xtonded c-Enterpriso

Frawietg AT

Bragisinss Business ta LT

a-Business e-Business

AT A e COUTIRANIRES

-------------------

Reduce procurement process costs
Reduce inventory costs

Reduce rogue purchases

Enhance choices, bidders & pricing
Reduce lead times



Seller’sValue Benefits

Selling Organization Buying Organization

Reduce cost associated with sales

Reach to new customers

Reduce processing costs of order management

| ncrease standardization of terms and processing
Better future need infor mation

© David M. Dilts - T



Intermediator’sValue Benefits

Selling Organization Buying Organization

Frawietg AT

Bragisinss Business ta LT

a-Business e-Business

AT A e COUTIRANIRES

-------------------

Percent of grosstransaction value
Product listing fees

Advertising revenue

M ember ship fees

e Sponsorships

e Referrals
o Dl B



B2B Relationships

1. Proprietary Hubs

= Traditional, both on the buy-side & the sdll-
side:
= One-to-onewith thefirm

= Alllances (and Joint Ventures)

= Formal relationships among firms (individual or networ k)

=~ Typically requiresa great deal of negotiation with high
barriersto entry and exit

=~ Fastest growing segment in the USA

© David M. Dilts Ll



B2B Relationships

Open Hubs

Mediator s of any-to-any transactions among
organizations

Examples:

Distributors

Aggregators

Co-ops

“Hubs’ ; “Portals’; “Vertical Portals, vortals’ ;
“Marketspaces’ ; “Market Makers’

© David M. Dilts



Traditional Proprietary Hubs

Run or controlled by one side of the transaction
(typically the seller)

Benefits:

Faster to start

Easier to control

Can show immediate impact on sales

Usually immediately profitable
| ssues:

Expanding beyond current customer base
Examples: Dell or Cisco Systems business web
sites

© David M. Dilts



A typical hub perspective:

Buyer

\

r 7

Integration to back end
systems

Integration to other
marketplaces and the
Global Trading Web

Buyside
On-ramps Apps
PSFT, Enterprise
BWSN, Buyer

ORCL,
SAP,

Other
applications

Demand forecasting,
Materials mgt., BOM,
APO, Analytics

MarketSet

Integration to other
marketplaces and the
Global Trading Web

v

!

3

CommerceOne'sMarketSet Platform Hub

Supplier

ERP

Integration to back end
systems

Sellside App

SAP Internet Sales,
Broadvision, Intershop,
Metvendor, OrderFusion

Other
applications

Supply forecasting,
Catalog content, APO,
Analytics

Sowerce: Company reporits and G5 Research,

Source: Berquist, Thomas & C. R. DeBiase, “Commerce One’, Goldman Sachs, Jan. 26, 2001
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Alllance Hubs

Run or controlled by a alliance of purchasersin an
Industry

Benefits:

|mmediate and vast scale

| ncrease clout over suppliers, resulting in significantly reduced
procurement costs

Buyerscan be assured of a single standard (maybe!)

| ssues:

How to cooperate with direct competitor s?
Isit legal? Yes, inthe USA asof Sept. 12
Who setsthe standar ds?

Examples: next dslide



A February 2000 Happening:

Source: “Big Three Car Makers Plan Net Exchange,” WSJ, Feb. 28, 2000, p. A3

= Inoneinstant, B2B dwarfed all B2C

:Dr;gln\gdual m Gord etor Gompany. | DaimlerChrysler

Annual $87B $80B

Purchasing
Volume

Exchange Name GM TradeXchange  Auto-Xchange

Technology Commerce One Oracle
Partner

Volume $240 billion + about $250 billion from suppliers
Exchange Name: Covisint (Starting operation, 2 Oct 2000)

Technology Parthners  Commer ce One, Oracle
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View after ayear...

"[Automobile trade exchange] Covisint’s owners
have spent a combined $170 million on their fat
company, including a $50 million feeding frenzy by
a pack of consulting firms. The site now burns
through $12 million a month. Partners expect to
spend up to $350 million before Covisint breaks
even, which they hope will be before the end of
2002. And for all that cash Covisint last year
handled less than 1 percent of the carmakers’
purchases."

Forbes, April 16, 2001 "Harder Than the Hype; Despite Its
Promise, An Auto B2B Struggles," page 188.



Industry Specific Hubs

Source: TheStandard, http://www.thestandard.com/article/display/0,1151,14106,00.html

Source: Ansbery, Clare S Build an Online Supply Network!™, , April 17, , p-

|ndustry Players Launch Date

Ener qy Chevron, Texaco Jan. 19

Automotive Daimler-Chryder, Ford, General Motors Feb. 25

Retail Searsand Carrefour Feb. 28

Farm suppli&s Cenex Harvest States Cooper ative, Cargill, Dupont March 2

Snack foods Chevron, McLane (a Wal-Mart subsidiary) March 8
Bestfoods, Colgate-Palmolive, Grocery Mfrers of America, H.J.

Consumer gOOdS Heinz, Kraft Foods, Nestle USA, PepsiCo, Procter & Gamble March 16

Aer ospace & BAe Systems, Boeing, L ockheed Martin, Raytheon M arch 28

Defense

M edical Products Abbott Laboratories, Johnson & Johnson, Medtronic M arch 29

Retail Albertsons, CVS, Kmart, Marks & Spencer, Safeway, Tar get, March 31
Walgreens

Ener qy BP Amoco, Conoco, Dow Chemical, Mitsubishi, Royal Apr il 11
Dutch/Shell, Unocal, and eight others

Poultry Cargill, Farmland Industries, Gold Kist, IBP, Smithfield Foods, April 11

Tyson Foods
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Number of Horizontal & Vertical B2B
Exchanges Worldwide, 2000

Source: Butler, Steve (2001) “eCommerce: B2B Report”, eMarketer, Inc., Feb
(http://mwww.nmm.com/documents/ecommerce_b2b_exec PS 1 01.pdf)

Number of Horizontal and Vertical B2B Exchanges
Worldwide, 2000

Vertical Exchanges

Advertising and media B Healthcare 41
Agriculture 41 IT products and services 26
Automotive 20 Machinery and vehicles 19
Aviation 10  Marine 3
Chemicals and plastics 47 Metals 15
Construction 35  Packaging 6
Electronic and IT components 246 Printing 26
Energy 26 Pulp and paper 14
Environment 8 Telecom n
Financial 32  Textiles 10
Food & beverage 51 Transport 48
Forestry and wood 11 Other 83
Horizontal Exchanges

Hospitality 9

MRO 24

Office 7

services 20

Other 24 Total 751

Source: emarketservices, 2000

© David M. Dilts



© David M. Dilts

But....

IDC predicts that only 200 to 300 of the 1,500
currently existing business-to-business online
marketplaces will be in business by 2004. This
notwithstanding, IDC also estimates that
consumer and business online purchases
made through marketplaces will total $1.1
trillion by 2004 (5-aprii-2001 paily estat]
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Open Hubs

| ndependent of buyersand sellers

Benefits:
Reduced procurement costs
| mproved operating efficiencies
Larger markets
Theoretically the “best” for both buyersand sellers
Easily understood by Wall Street

| ssues:
Critical mass needed (“ chicken-and-egg” problem)
Questionable profitability and longevity

Examples. VerticalNet or Freemarket



A Dose of Reality,

2 October 2000

Source: http://www.zdnet.com/ecommerce/stories/main/0,10475,2635343,00.html

Deloitte Consulting said the number of U.S. online
marketplaces has now peaked at less than 1,300 and ison
track for adlide. (2 October 2000

http://www.zdnet.com/ecommerce/stories/main/0,10475,2635343,00.html

Some high-profile failures. (Deloitte Consulting)

Efdex, a marketplace for the food and beverage industry that shut
down after blowing through $65 million in venture capital duringits
five-year life span.

Equipp.com, an online exchange for industrial equipment, shut down
in June after running out of money.

M-X change.com, an online exchange focused on boosting business
for minority-owned suppliers, closed up July 17.

IndustrialVV ortex was unable to get a second round of financing, so it
went belly-up in Jduly.

B2Beventures.com went kaput just before it could get itself off the
ground

© David M. Dilts
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One of the Key Issuefor Open Hubs:
Critical Mass

In order to be successful, any open B2B hub needs a
critical mass:
|n physics:
the minimum amount of fissionable material required to sustain a
chain reaction
|n a softwar e product:

a condition such that fixing one bug introduces one plus epsilon
bugs. When softwar e achieves critical mass, it can never befixed; it
can only be discarded and rewritten.

|n business;

A size at which some fundamental change takes placein the

oper ations of a business. For example, the business achieves
Increasing returnsto scale, with growth beginning to feed itself (like
an avalanche))

Thevalue of a network goes up the the square of the
number of nodes on the network
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Why use any B2B Hub?

Industry (External) Waste and I nefficiencies—

for both buyersand sellers
Highly fragmented marketplace
Unsophisticated agents
Unknowledgeable or uninformed agents
Relatively high search costs

Firm (Internal) Waste and | nefficiencies
| nfor mation inefficiencies
Cost and time to do procurement
Duplication and uncontrolled redundancy
Errorsof theresulting purchase

Key: Dealing with pain points



Pain Points

What “hurts’ in current procurement methods?

| nefficient business processtransactions
Mainly paper-based systems
| nefficient trading partner search processes
Too many search channels
Qualifying vendors and customers
| nefficient product infor mation sear ch processes
Heter ogeneous RFQ information in:

Pricing/ product details/ availability / delivery date & methods/
status information / additional services (maintenance, etc.)

| nefficient supply chains
Use of brokers as matchmakers

Multiplier effect of multiple inefficiencies
Particular problem internationally

© David M. Dilts Il



| ssues With E-business

Architectures

The Marketing Problem with e-
business

And Par adoxes



Traditional External
Architecture

Customer Base

Retailer || Retailer Retailer | | Retailer
Wholesaler Wholesaler
|nformation TheFirm Product
Flow Flow

1st Tier Supplier
v

© David M. Dilts

2nd Tier Supplier

i \
3rd Tier Supplier @ 3rd Tier Supplier
/' '\ /' '\

1st Tier Supplier

2nd Tier Supplier




“ldealized” Architecture

Por tal S =—- Customer Base

e-Business TheFirm

e-Procurement, Hubs 1st Tier Supplier | 1st Tier Supplier

oooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

~ upplier 2nd Tie Supplier

\

i@ supplier @ 3rd .+ Supplier

» v [ 3

sources .ase
~ I
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T he Paradoxes of e-Business

Par adox #1:

A strong commitment is necessary

But you must keep your options open
If you decide too quickly, you may lock into the wrong choice
Example: Betav. VHS recording format

© David M. Dilts



A dot.com’sView

How dot.coms view the ...IS how we use to
world... view the universe.

Organization

© David M. Dilts



A “Old-Economy” View

How a CEO views
Internet...

S|
solutior solution
O = |

solution

solution

solution
solution

solution
solution solution
solution

solution
solution

Organization

Environment

© David M. Dilts

...Is how we now view the
Universe.

YOU ARE HERE

(the arrow pointsto our star, 1 of 200 billion stars, in 1
galaxy of 100 hillion galaxies)



T he Paradoxes of e-Business

Par adox #1:

A strong commitment IS necessary

But you must keep your options open
If you decide too quickly, you may lock into the wrong choice

Possible Solution:

Have a portfolio of options where commitment of
additional resources are subject to uncertainty resolution
and achieving defined milestones

Example: managing expectation, setting of sales targets,
development of standards

© David M. Dilts



© David M. Dilts

T he Paradoxes of e-Business

Par adox #2:

The biggest winners are often pioneers

But pioneers take the highest risk and the majority fail

If you decide too quickly, you may lock into the wrong choice
Example: OS2 v. Windows

Possible Solutions:
Know the rea first-mover advantages and disadvantages

Become an infrastructure or content business, leave the
“gold-mining” to others



First Mover Advantages

Creation of Barriersto Entry

Source: Lieberman, Marvin and David Montgomery, (1988) “First-Mover Advantages,” Strategic Management Journal,

Technology L eader ship (setting the future)
Advantages of the “learning curve”
Ability to mold the cost structure of customers
Success in patent races (preemptive patenting; Amazon.com’s strategy)
Preemption of scarce resour ces (capturing the resour ces)
Controlling input factors
Controlling geographic and product characteristic space
Preemptive investment in plant and equipment
Switching costs & buyer choice under uncertainty (risk reduction)
Switching costs: late entrants must offer “something extra’
Buyer risk adverse once an acceptable choice found
Positive feedback gains (bigger is better)
Buyers want to buy from the most popular and
Creators what to create for the most popular

© David M. Dilts
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First Mover Disadvantages

Freerider effects
In R& D, in buyer education, and infrastructure development
The* Taster’s Choice Effect”

Uncertainty of technological or markets
First-mover mistakes (Betav. VHS)

Shiftsin technology or customer needs

Speed of change leads no oneto bethe “first mover”
Example: Yahoov. Alta Vistav. Googlev. Raging

Customer’s expectations (needs) change too rapidly
Focusing on the wrong customer s (disr uptive technology)

| ncumbent inertia

I nability or unwillingness of incumbentsto change
Example: Ford’sblack Model T & “No one ever got fired for buying IBM”



An Historical Analogy

Rallroads
changed B2B in thair era

T
ek A

allroads opened up novel distribution methods,
forced novel integration methods, and presented
unigue business issues

© David M. Dilts



Pre-rallroad Parallels With Pre-
e-Business

Pre-rallroad travel, like manual systems, was
extremely inefficient:

Most distance traffic traveled by snip

Which was bad for the new USA because of the size of the
continent

Potholes were so large in the Great North Road in
England in the 18" century that men and horses are

known to have drowned in them

It took Andrew Jackson a month to travel from Nashville
to Washington D.C. in 1829

To ship aton of goods by boat 400 miles could easily
guadruple the price

© David M. Dilts



Railroads

Began significant inroads in the 1840’ s

Formed by entrepreneurs doing city-to-city.
connections

In 1860, to-travel from Nashvilleto D.C. was 3 days

A ton of goods shipped viarail in afraction of the
time and at-1/20™" the cost of boat

2/31 of the issues sold in-the NYSEin the 1850's
were Rallroad stocks & Bonds (creating therailroad
bubble)




Wherethe Money WasMade In
Railroads

In freight not passengers (B2B not B2C)

* Consolidators made fortunes

Entrepreneurs were good at starting railroads
but not running them

In the depression of 1880-90’s, 2/39 of railroads
went into receivership

Cornelius (Commodore) Vanderbilt never
built arailroad, he was a consolidator and
business manager (economies of scale) and
never went into recelversnip

He died the richest salf-made man in the world

© David M. Dilts Il



Railroads Created Radically New
| nfrastructures

In Materials. Sted for rails
Which could then be used for automobiles, buildings, bridges, etc.
Which generated the need for more mining
(Same thing happened with Levi’sin the gold rush)
In Information: Rails had designated rights-of-way
Led to the use by Morse for stringing telegraph lines
Today, for fiber-optics
In Finance: Banking:

With 2/3rds of railroads in receivership, J.P. Morgan and Kuhn Loeb
reorganized them, greatly strengthening the power of banks

© David M. Dilts
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L essons From the Railr oads for
e-Business

A major source of profit isin the enablers
I.e., therails, not the railroad
I.e., most builders did not survive, integrators did

The right bigger is better but with:

Scale economies and the right market

Vanderbilt not make big money until he connected
New Y ork to Chicago viarail

A Positive Feedback Loop



T he Paradoxes of e-Business

Paradox 3:
Strategies should build on existing e-competencies

But organizational separation is often required for
SuCCess
Example: GM Saturn, IBM PC, Xerox PARC

Question for CEO: should you start a new dot com?
Possible Solution:

Treat the chaotic e-business like ateenager, I1.e., give it
freedom but within well defined limits

Example: How much money can you burn before it istime to pull
the plug?

© David M. Dilts



How Flexibleis Too Flexible?

= Example: the Tacoma Narrows

© David M. Dilts



T he Paradoxes of e-Business

Par adox 4.

Competition is intense, brutal, and from unforeseen
opponents

But winning requires collaboration and alliances

Example:

The defense industry: suppliers are customers are partners are
competitors

The Electronics Industry study
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Alllancesin the Electronics I ndustry

Source: Anderson Consulting (1997) “Exploiting Uncertainty: Hi- Techs High Performers Change the Dynamics of Competition”

Comparing 1985 to 1995, the top 150 Electronic
Systems Companies worldwide ranked by
revenue:

75% of the firmsin 1985 either dipped or disappeared
by 1995

25% improved / 33% eliminated / 42% new



Alliancesin the Electronics Industry
(continued)

Characteristics of best performers versus low
performers:
have 3 times the number of collaborative initiatives

Took twice aslong (5.7 months) as low performers (3.5)
to decide to enter a new product market

Took twice aslong (5.7 months) as low performersto
adopt new technology

But, high performers changed direction half as much as
low performers in product devel opment

© David M. Dilts



T he Paradoxes of e-Business

Par adox 4.

Competition is intense, brutal, and from unforeseen
opponents

But winning requires collaboration and alliances
Example:

The defense industry: suppliers are customers are partners are
competitors

The Electronics Industry study

Possible Solution:

Structure a portfolio of potential partners who more
supplement your core competencies than compete with
them

© David M. Dilts
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|f that hasn’t convinced you to
be cautious, how about:

Up to 95% of today’ s e-tallers could be out of business, with
and bankruptcies are expected to accelerate in the first and
second quarters of 2001 (Gartner Group, 2 October, 2000,
http://www.zdnet.com/ecommerce/stories/main/0,10475,2635323,00.html. )

Onlineretall salesfor Q2 2000 are dightly lower than for the
same quarter 1999 (Greenfield Online, 2 October 2000,

)

273 of the 339 Internet firms surveyed burned more cash
than they took in, spending $1.8 billion in the first three
months of 2000. In the second quarter, 86 of the 273
companies that burned through their cash were poised to run
out of money within the next 12 months -- a higher number
than the 66 recorded in the first quarter. (Barron's Oct. 2,
2000)



Or, how about:will they ever
make money?

Source: USA Today, April 26, http://www.usatoday.com/money/bcovwed.htm

Third to fourth Ratio of ad
guarter change in: to gains in:
Mktg. as

Gross margin Gross |[% of total
Name (% points) Revenue |Revenue profit |op. costs
Amazon.com -6.8 90.00% 3.4 0.2 49.65%
,A\utobyteL(;om1 NA 14.30% 1.4 NA 65.04%
barnesandnoble -0.3 67.50% 1.9 0.4 69.02%
.com
Cdnow -3.8 45.00% 9 0.9 58.46%
Drugstore.com 13.9 52.10% 0.5 0.1 63.11%
EBay 0.3 26.30% 9.5 6.9 55.61%
Egghead.com -0.3 6.90% 1.6 0) 35.86%
EMusic.com -20.9 135.00% 0.3 0.1 36.41%
EToys -0.2 702.30% 2 0.4 68.31%
Expedia -5.9 16.70% 0.7 0.2 30.92%
priceline.com 2 11.20% 9 2.9 2.46%
Stamps_com2 NA NA 0 NA 84.25%
Ticketmaster NA 32.80% 2.4 NA 20.65%
Online?




The Studies Revisited

Sales By Industry In 2003

Crollars (billians) Forrester Study
0 FL00 F1.000 F1.500 F2.000 F2.500 . .
Computing and electronics | y Even Wlth the rapld
Motor vehides | grOWth Of e‘commerce,
emacheme | the primary source of

Paper and office products | Qles for a” Induques
Shipping and warehousing Wl” not bee'
Food and agriculture CommerCI al |

Consumer goods

Fharmaceutical and rmedical

Aerospace and defense N AlmOSt a“ thesa|esa|’e
Heary in du stries | for non-production

Induztrial equiprment | Itans
- iCommerce sales I:I Al other sales

Sowrmme: Formester Ressarch, Inc.

Zoanstruction

In 2004, B2B will represent only 7% of the $105 trillion total
global sales transactions (Feb, 2000; Gartner Group).
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