Ch 8 – New Product Development and the Net

Internet Time: (1) rapid change and evolution of Internet tools, market place and business practices; (2) acceleration of new product development.

Business implications:

· speed and profits

· speed and innovativeness – rapid product introduction critical (early releases of software, full of bugs and flaws – studying consumer preferences);  proper time pacing is used to shape customer impressions; faster product cycles become contagious.

· Speed and alliances – early market entrants are a magnet for partners and alliances; with distribution being a major source of these alliances. (example: Netscape and its modular design, cooperation and plug-ins.)

· Speed and standards – standard setting translates a short-term advantage into a long-term dominant position; once the standard is establilshed the whole marketplace shifts to it and the losing standard sinks quickly.

Rapid New Product Development

Traditional product development is the result of two goals: to uncover and meet customer needs and to eliminate design mistakes – the design funnel. After ideas enter the system, they are subject to a series of tests, improvements, refinements, then – formalized into concepts. Concepts are translated into product design, testing checks whether the product is feasible to manufacture; prototypes are tested in front of consumers; finally – the product is manufactured and released to the marketplace.

New approach: The process described above is not fast enough, not flexible enough. What are the new ways of discovering user needs? Online products follow the path on fig 8.6 to be able to achieve flexibility, modularity and rapid feedback.  Improved communication form early users also plays an important role.

Modularity in design: the computer industry introduced the idea – to allow separate design and testing of each module. Visible design rules – how the modules interact with each other – have to be set up early in the process, they are key to successful modular design. Web alliances take advantage of visible design rules to simplify co-marketing arrangements. (i.e. Kelly Blue Book and Barnes and Noble bookstore). 

Hidden design parameters  are the internal working of each module. The team may delay the final choices as long as possible, and to reflect on the feedback from the marketplace. Classic example – Dell computers and its ability to combine modular design to reflect shifts in the marketplace. “24 Hours in Cyberspace” – project that mixed 100 professional photographers with thousands of amateurs to capture the world from their points of view. They all submitted the results electronically – and in a day a web-site, a database and beginnings of a book were created.

Early feedback: by use of e-mail (www.picks.com) - faster, cheaper method of conducting surveys – the challenge is that it comes in the right time and is handled by the right person. Alpha release state – with many capabilities fluid and lots of problems – users are asked in depth questions about performance, and product features.  Challenge – how do you choose your alpha users. Beta testing – the product is made publilc; key goals – reliability, compatibility, fixing user interface; participation is ensured by providing the service at very low price, or free. Alpha-beta sequence in testing contributes to the pace of competition. “Closing the chasm” means in high-tech marketers jargon moving beyond early adopters to the mainstream users of technology. 

Rapid release: Rapid product development sets the stage for profitability; time lost in the distribution cycle is even more damaging than time lost during development. The alpha-beta process can be used to accelerate distribution. Distribution alliances come to life (i.e. WebTV).  

Standards Marketing: 

Standards are defining feautures of high-tech markets. Conventions are general practices that designers and users have come to expect. Both make it easier to share information and they are a strong determinant of the success of new products in high-tech markets. Competition between standards is tense but brief. 

2 types of standards: open standard – based on an official process of debate, consensus and voting by an official standard body; de facto standard – based on wide market acceptance. 

Java and Open Standards: Java – multiuse programming language, used for applets over the Web, independently of platforms. 

ActiveX and De facto Standards: a proprietary set of routines that is an extension of Windows; used to animate web-pages, run routines, link up other programs (limited to computers running MS operating systems). 

Compromise Standards: 56 k modems 

Information acceleration in market research:

Goal: place the consumers in a virtual buying environment that simulates the information that is available to the consumer at the time he or she makes a purchase decision. Potential benefits are large; if marketers can create realistic systems that can measure consumer demands with artificial products and services, they have the potential to dramatically improve the new product process.

Does IA work?

Blood-count analyzer: realism matters for this product. IA was very useful in highlighting potential product introduction problems.

Virtual environments are expensive to create, especially the upfront cost of realistic multimedia content.

Customer Support and Online Quality – Hanson, pp. 152-183

Lower Costs

Contribute to enhanced margins, expanded sales and higher customer satisfaction

Achieved through customer support and recruitment online; distribution of product manuals and/or software/content/advise/information/reports etc.

Costs are dramatically reduced when there is a large installed base of customers – savings on updates and shipments, marketing alerts are dramatic plus immediacy which is even a greater benefit. (example: Intuit’s support of Quicken)

Virtual Problem Solving

Online solutions: PC manufacturers –diagnosing a problem through the web, explicit policy of call avoidance; use of FAQ; customers helping each other. Internet based customer merges e-mail, e-mails with AI, and smart routing – by producing auto-responses, or predicting the best qualified agent and directing the request to him.

Intranets: example – APL which can access all its information to prepare a quote for a customer who needs a delivery from Bombay to Chicago.

Online Quality Enhancements

Virtual value activities: Investor relations and technical support – almost all publicly traded companies do it. Goal – identify new ways of providing value to customers. VVA: gathering, organizing, selecting, synthesizing, distributing (homepage link, investor channel, key customers extranet, key suppliers extranet). Often the companies may just provide links to analysts’ reviews and reports, to industry’s stories and news. Merck: in-depth information is organized around specific ailments – thus providing easy selection and synthesis (plus using informative articles as direct-to-consumer advertising of certain drugs).

Customer satisfaction and online support: Creating value plus meeting or exceeding customer expectations. Customer satisfactions comes from : product (design, feedback and incentives, sourcing and manufacturing), sales activity (messages, attitudes, intermediaries), after sales support (coverage, quality and performance, responsiveness), company culture (formal symbols and systems – mission statement, performance standards, compensation, beliefs, values).

Justifying online customer support

May be expensive for 2nd and 3rd generation sites because of personalization, organizational change and training needs plus the danger of channel conflict. Several methods used: cost-quality tradeoff (Wal-Mart with its reputation and rigorous attention to low cost; Neiman Marcus – the exclusive retailer going to extremes to satisfy its customer’s quality requests).

Traditional support (call centers, sales force help, dealers), online support only or a hybrid approach – see the graphs to decide (p. 169). There is a dynamic path and adjustment in the process. 

Closed loop web enhancements – valuable for the impact on individual customer profitability. Marketing on the individual level then divides activities in: acquisition, development and retention activities. Acquisition – concentrates on the cost of bringing a new customer – what to say, when to make the contact, how much to spend on each customer. Development – get additional business from current customers by creating more profit for the company and more value to the customer, personalization and trust are key. Retention – keep the business and loyalty of current customers (is this purely a cost or a profit center?).

Profitable web-enhancements

Choosing enhancements: Marshall Industries design center – online classes, audio broadcasts of industry speeches, electronic design center – all free. Breakeven analysis: the simplest web-enhancements change the costs of a firm without affecting prices or demand for the product being supported, web enhancement may also change demand. Web enhancement ratio (WER): (1) include web-costs into the profits of the firm; (2) compare original profits with expected profits after the enhancement; (3) solve for WER; (4) use the WER. Any web site enhancement that positively affects sales or margins for a very large site is easy to justify, even if the benefit is minor; smaller sites will have problems with expensive web enhancements, even with sizable impacts on sales and margins. 

Customer loyalty analysis: (CLV) – customer lifetime value is the single most important number affecting customer acquisition, retention and development efforts. CLV >$1000 – for Yahoo!, Amazon, AOL. 

Co-production

Customer support using the web puts more information and tools in the hands of customers – and a realization that a company’s customers can be its co-producers. The customer is regarded as a partner who will help solve problems and share information, and not as a passive recipient only. This should be based on a history of involvement, and then – tailored to the proper skills and needs. Requires a willingness on both sides – to commit time and resources to each other to make the alliance working. Over time – successful alliances build loyalty.

Auctions: Sothebys.com    

80% of Sotheby’s lots were sold for less than $5000.  It offered two auction formats through three separate vehicles: traditional live auctions, Sothebys.com for fine arts and antique objects typically selling for between $1,000 and $10,000 and Sothebys.Amazon.com for collectibles and general arts sold between $100 and $1,000.

A network of fine arts, antiques and collectibles dealers (called Sotheby’s associates) are authorized to sell on the web sites.  Once accepted as Associates, dealers were required to guarantee merchandise and to auction goods online only on Sotheby’s sites or their own.  By 3/2000, 4769 dealers signed on, with 1000 selling only on Sthebys.Amazon.com site.  Dealers pack and ship their own goods, pay no seller’s premium.  For the Amazon partnership, Sotheby’s and Amazon split profits and expenses.

The process of getting sellers to consign lots to Sotheby’s online auctions is identical to the process for live auctions. Items are entered into inventory, photographed, information loaded onto website. Associates (dealers) are responsible for unloading all information about their properties into Sotheby’s database.  Once items are sold, Sotheby’s notifies dealers to arrange shipping.

Key learning

Revenue model.

Auctions online and offline 

Auction Concepts

Private value: different bidders are willing to pay different amounts for a particular item. E.g. bottle of wine to consume (not to resell).

Common value: bidders share an objective value for the item up for sale. E.g. right to drill for oil in a tract of land.

Open bid: bidders are aware of previous bidders’ bids and could make their own bids in light of this information.

Sealed bid:  each bidder submits a single bid and the winner is the one with the highest bid.  Bidders do not know what others are bidding and usually do not know how many other bids are tendered.

Optimal Bidding Strategy

	
	Open Bid
	Sealed Bid

	Private Values
	Keep bidding up to one’s private value.  Stopping earlier could leave value on the table. To go any higher would result in paying more than the item is worth to bidder
	Bidders attempt to beat out the second highest bidder.  If they do this successfully, result would be the same as in an open auction.

	Common Values
	Each bidder bids up to his own estimate of the common value.  Winner is generally the one with highest bid, likely bid too much (winners’ curse)
	Bidders tend to be more conservative than Open Bid because of lack of information on other bidders.


1st price auction (sealed bid): an item is sold to the highest bidder for the amount bid by the highest bidder.

2nd price auction (sealed bid) or Vickrey auction: an item is sold to the highest bidder for the amount bid by the 2nd highest bidder.

In private values case, a 1st-price open auction and 2nd-price sealed bid auction are equivalent.

Other elements in an auction: 

Minimum bid, minimum bid incremental, reserve price (a price below which the seller would not sell the item) and a rule for ending the auction.

In proxy bidding, bidder enters max amount he is willing to bid and whenever he is outbid, the computer automatically increase his bid by the min. amount to make him the high bidder so long the price < stated max.

In Dutch auction, buyers bid both quantity and price ad bidders (buyers) with the highest bid got the requested quantity of the items at the lowest winning bid.  Typically, multiple bidders won items in a Dutch auction.

