Chapter 5 – WEB BUSINESS MODELS

· Improvement-Based Benefits to Firms

· Enhancement

· Online Brand Building: build awareness, loyalty, quality, and brand associations through online initiative (e.g., Disney)

· Category Building: use online endeavors to educate consumers about category, rather than specific products (e.g., Intel)

· Quality: augment products with online material

· Efficiency: cost savings (e.g., Cisco with online documents, online transactions much cheaper for banks than visits to branches) and more efficient sales process (e.g., Encyclopedia Brittanica)

· Effectiveness: support for supply chain partners (e.g., GM, GE)

· Revenue-Based Business Models

· Provider-Based: fees paid by companies to reach Web site users

· Content Sponsorship (e.g., old radio programs)

· Retail Alliances: sponsor pays for Web site (esp. search engines and portals) to direct its users to sponsors’ sites for specific commerce or content (e.g., Amazon and CDNow as retail partners for Yahoo!)

· Banner Advertising (>$1 bil in 1998)

· Prospect Fees (i.e., click-through fees): payments for customer leads, visits to a site, or some other action (e.g., Edmunds)

· Sales Commissions (i.e., affiliate programs): looks much like a sponsorship but the payment depends on actual revenue generated (e.g., Amazon has over 100,000 sites signed up as affiliates)





· User-Based Revenue Models

· Sources of revenue include sales revenue, subscription fees, and pay-per-use transaction fees

· Online B2B sales expected to exceed $300 bil by 2002

· Online Accountability: Web easily able to measure results

· Closed Loop Marketing

· Kotler’s Four Axioms of Marketing

· Marketing involves two or more social units

· At least one of the social units is seeking a specific response from one or more other units concerning some social object

· The market’s response probability is not fixed

· Marketing is the attempt to produce the desired response by creating and offering values to the market

· Closed loop marketing leads to rapid learning by informing marketers about consumer choices, making marketing more scientific

· A Web chain is a sequence of steps that a visitor to a site can follow (e.g., search engines are often the starting point for Web chains)

· Web chains can be evaluated for results (there is a fancy chart on p. 143 that works through a typical Web chain)

· Expected value of a new customer = ad impact + brand impact + online profit + lifetime value

· Other metrics that can be measured include expected value of a repeat buyer, expected value of a prospect, etc.

Cost Transparency: The Net’s Real Threat to Prices and Brands

· Information readily available on the Web threatens to put price pressure on manufacturers and retailers
· Growth in private label brands in recent years demonstrates consumer willingness to drop branded products if they perceive an unfair price premium

· Online, consumers can easily find price information for a wide range of products (e.g., shopping agents)

· There is also a wealth of information on product quality, features, reliability, ratings, etc. (e.g., epinions.com)

· Companies have a natural tendency to keep costs opaque and extract as much value from consumers as possible, while buyers are interested in (but have trouble discovering) the producer’s manufacturing costs

· Impacts of cost transparency

· Impairs a seller’s ability to obtain high margins

· Turns products and services into commodities

· Weakens customer loyalty to brands

· Can damage companies’ reputations by creating perceptions of price unfairness

· How the Internet makes costs transparent

· Erodes the risk premium that sellers (and brands) have been able to extract from wary buyers

· Makes a buyer’s search much more efficient

· Buyer-led pricing and reverse auctions allow consumers to see the “price floor” more easily than they can with traditional shopping

· Encourages highly rational shopping
The Truth About Internet Business Models

· Model 1: Pay as You Go

· AOL and other online services originally charged users by the minute or hour

· Providers of content, which keeps users online longer, would negotiate a split of the connect charges, and some small, unknown providers became very wealthy

· Flat-rate ISP plans forced AOL and others to charge a fixed price, causing the content provider gravy train to stop

· Minitel in France is an online system that continues to charge per use

· Model 2: Advertiser-Driven

· Difficulties include determining appropriate CPM levels, measuring traffic with integrity, and estimating the efficacy of delivered messages

· Only a few sites could profitably operate in this regime: gatekeepers like search engines and owners of compelling content like ESPN or CNN

· Model 3: E-Commerce

· Ideally, a site disintermediates the middlemen in a distribution channel and shares the cost savings with the end-user

· Disintermediation is often impossible because the e-commerce venture depends on the retail channel (e.g., Amazon depends on existing book distributors like Ingram to source and stock its inventory)

· Marketing and other expenditures by many firms are exorbitant, making profitability impossible

· Many goods sold online are inherently unprofitable (e.g., Amazon sells $12.99 CDs, where the cost to Amazon is $15)

· The rationale is to build a loyal customer base, and profitability will follow – only time will tell

· Model 4: Never Make a Profit from Product Sales, but Elsewhere

· These firms lose money on transactions by making it up through other revenue (e.g., CUC with membership fees) or in other ways (e.g., Free-PC gives away computers in exchange for detailed information about the customer)

· This strategy takes to the extreme the idea that where consumers will tread, money will follow

· This approach requires patient capital so that the business attracts enough consumers and then monetizes them down the road

· THERE IS NO MAGIC BULLET/DOMINANT BUSINESS MODEL

Increasingly Performance Based on Higher Ricks for Web Site
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