Hanson Chapter 12 

This chapter focuses on the growth of B2C E-commerce, what makes it attractive to consumers, and addresses some of the challenges. 

Growth of E-commerce

Between Christmas ’96 – ’98, percentage of major retailers taking orders online increased from 8% to 28%.  Online holiday shopping rose 230% between ’97-’98, while total shopping (including offline) rose only 3.5%.

Different ways the web impacts buying:

· Influence – People whose online activity affected an eventual offline purchase (hard to measure) 

· Ordering – People who order online but pay offline. This is common for big-ticket items like automobiles.
· Buying – The fastest growing segment, people who order and pay online (think Amazon.com)
Impact on websites

The desire/need to do e-commerce on a website will affect its design and functionality.

· Raises site performance – People are impatient, so e-commerce websites need faster performance than other sites. Also, 1-day turnaround on email is twice as likely for e-commerce sites.
· Increases Personalization – Virtuous cycle of increased personalization which leads to increased e-commerce activity, which leads to more personalization.
· Expands websites scope – Rising cost of customer acquisition causes websites to add more content to their sites, in an effort to keep people at the site and convert them to customers. 
“PACE” of e-commerce

In order for e-commerce to be compelling, sites must deliver on the following areas:

· Price – Lower prices have been a major draw for online retailers. When looking at price online, one must consider:
· Taxes – Currently, online buyers do not pay sales tax. One of two conditions must be met to be exempt from taxes: (1) The product is delivered electronically to the customer (i.e. a downloaded song), (2) The merchant does not have a physical presence in the state where the product will be delivered (WA and NV residents pay sales tax on Amazon.com purchases)
· Shipping costs – Customers pay attention to shipping costs (I have abandoned more than one shopping cart because of shipping costs). For digital information and entertainment goods, shipping costs are effectively zero. For larger items and perishables, shipping costs can become prohibitive.
Shipping infrastructure needs to catch up, as there are currently optimized for centralized, commercial delivery. Growth of e-commerce necessitates making large numbers of smaller, residential deliveries. (Problems with no one being home to accept delivery, etc.)

· Assortment – Online retailers, not subject to the physical constraints of brick & mortar stores, can typically offer wider selections of goods. Inventory advantages, as less inventory is required at one central location as compared to multiple local stores.
· Convenience – Some people hate the traditional shopping experience (long lines, parking, unfriendly/no staff, etc.). Other convenience advantages include:
· Repeat purchase – Online is very easy for repeat purchases. Book uses example that 70% of perfume sales are repeat purchases, so even a “high-feel” shopping experience can be successful online.
· One-stop shop – Related to inventory advantages
· Comparison shop – Many sites/services allow customers to comparison shop before making a purchase.
· Entertainment – Some sites have entertainment value. An example is eBay, as people get caught up in the excitement of bidding. As broadband becomes more widespread, retailers will be able to add hi-quality audio and video to the shopping experience.
Distribution strategy

E-commerce gives manufacturers more distribution options. It can also leads to problems.

· Channel choice – E-commerce presents the following channel options:
· Manufacturer direct (Dell) – A manufacturer sells directly to customers from their own site
· Existing retailers online (Walmart) – Manufacturers can allow existing retail channel to sell products on their sites
· Cybermediaries (Autobytel, fragrancecounter) – Can be viewed as helpful, new retail partners. Can also be threatening, if they offer head-to-head comparisons of competing products.
· Channel conflict – New channels can create friction with the existing ones. Some sources of channel conflict:
· Goal divergence – Occurs when objectives of the manufacturer and channel partner differ. Examples include pricing strategies and carrying competing lines.
· Responsibility disputes – These disputes are likely when a manufacturer tries to adapt a direct model (i.e. Compaq). Disputes with the channel over who owns the customer, who makes deliveries, etc.
· Differing perceptions of reality – Can occur within a company as a direct sales force feels threatened by the introduction of a direct website. 
· Exclusive Distribution – Some manufacturers have exclusive distribution clauses in their contracts
· Restricted online sales (levi.com) – Levi’s restricts the online sale of their jeans to their own site. Not available at Macys.com.
· Prohibited online sales (Maytag, Pioneer) – Some manufacturers prohibited online sales entirely, in order to maintain strong ties with offline partners.
· Disintermediation – Disintermediation happens when layers of the distribution channel are taken away. A common example is travel agents, as a large number of travel sites allow customers to book travel online. Dell’s direct model is another example of disintermediation.
· Reintermediation – Occurs when layers are added to the distribution channel. The cybermediaries mentioned earlier, such as Autobytel, are an example. These mediaries combine multivendor information and comparision shopping, and often have established customer referral systems.
· Build-To-Order (Dell Model) – Under the BTO model, Dell receives an order for a computer, including specific software and hardware configurations. The computer is then assembled and shipped in about 4 hours. 
· Real-time marketing – The promise of real-time marketing is the contstant adapting and changing of a product or service to meet the current needs of an individual customer. This happens real-time, without intervention from the vendor, or overt input from the customer.
Needless to say, real-time marketing is difficult, and has not been widely implemented (if at all). One requirement is a direct relationship with the customer, as the information flow must be as streamlined as possible.

· Channel contacts and learning – Basic argument for selling through intermediaries is that they know more about customers and local markets, and can carry multiple product lines. The book uses the classic O.D. “sparse vs. dense networks” argument. 
The chapter includes with an in-depth case study of the online vitamin space. Knock yourself out!

Traditional Retail Response

Traditional retailers use the following responses to the threat of online retailers:

· Selective discounts – Discounts on items, such as books, that are also available from online competitors

· Focus on late adopters – Create FUD (fear, uncertainty, doubt) among those shoppers who are either not online, or reluctant/fearful to make purchases online.
· Create Offline Experience – Take advantage of physical presence to create a shopping experience that involves more than the transaction. Implementers of this strategy include shopping malls and theme restaurants. 
· “Hybrid” Systems – Bricks-n-Clicks strategy. Use online experience to drive people into offline stores.
HBR – Get the Right Mix of Bricks and Clicks

Traditional companies face a crucial decision when preparing to go online: should they integrate the Internet business with the existing business, or should the two remain separate? 

· Clayton Christensen Argument – Inertial nature of traditional business: protectiveness of current customers, fear of cannibalization, and general myopia, will severely hamper the success of an online initiative.
Barnesandnoble.com

Barnes & Noble, buying into this argument, created a separate division for their online presence, ultimately spinning it off into a separate company. Benefits were faster decision-making and the ability to tap the then plentiful venture capital markets. However, they sacrificed tremendous marketing opportunities by not promoting barnesandnoble.com in the physical stores.

More successful companies have taken an integrated, “clicks-and-mortar” approach. The article focuses on four dimensions companies should consider when forming their integration strategy: Brand, Management, Operations, and Equity. The strategies of three companies are compared along these dimensions.

Brand – Should a company integrate offline/online brands, or keep separate?

· Largely a choice between trust and flexibility
· Integration can extend the brand, lending instant creditibility. This is valuable, as many new users are nervous about shopping online.
· Integration can lead to a virtuous cycle – online customers can shop offline, and vice versa
· (-) Loss of flexibility in product offerings – must math offline store
· (-) Difficult to target different customer segments. 
Management – Should the firm integrate management teams, or keep separate?

·  Integrated team can align strategic objectives, exploit synergies, and share knowledge

· Separate teams can focus more sharply, innovate freely, and avoid contaminating business models

· Firms can integrate some functions and keep others separate, such as combined purchasing but separate management

Operations – Decisions should be based on existing infrastructure (ex. Office Depot leveraging existing catalog infrastructure to go online)

· Integration can provide cost savings, and competitive advantage over pure plays (leverage over suppliers, etc.)

· Separation can  enable companies to build systems from the ground up

Equity – To own or spin off?

· Owning allows parent to capture all value created by internet business

· Separation can attract outside managers and funding

· Separate ownership allows greater flexibility for parterning with other firms

· Maintaining equity stake can lead to stock market windfall (this article was written May 2000)

See exhibit on pages 112-113 for comparisons of three companies across the four dimensions:

Office Depot – Fully integrated

KB Toys & Kbkids.com – selectively integrated

RiteAid & Drugstore.com – slightly integrated

HBR – Welcome to the Experience Economy

Did you know that the entire history of economic progress can be observed through the evolution of birthday cake!

· In the agrarian economy, mothers made birthday cakes from scratch using farm commodities (flour, eggs, milk, etc.), at a cost of a few cents

· In goods-based, industrial economy, people paid more ($1-$2) for premixed ingredients, but still made the cakes themselves

· In the service economy, people paid $10-$15 for a pre-made cake at the local bakery or grocery store

· Today, parents outsource the whole event to Chuck E. Cheese, Discovery Zone, or Mining Company, who stage memorable events for the kids…..This is the experience economy

· An experience is not an amorphous construct, it is a class of economic offering, just like commodities, goods, and services. An experience occurs when a company intentionally uses services as the stage, and goods as props, to engage customers in a way that creates a memorable event.

· Familiar players in the experience economy include:

· Disney

· Hard Rock, Rain Forest Cafes, Planet Hollywood

· NikeTown

· No company sells experiences as its economic offering unless it actually charges and admission fee

· Should the Sharper Image charge an admission fee? It is largely an experience, where people go in, sit on the vibrating chair, and then leave without paying

Characteristics of Experience

Experiences can be thought of as crossing two dimensions:

· Customer Participation – Spectrum, ranging from: Passive participation (going to the symphony) to Active participation (like skiing)
· Connection – a.k.a. environmental relationship. Spectrum with absorption (merely taking it in from a distance) at one end, and immersion (attending a lecture vs. reading a book)
Designing Memorable Experiences

There are five key experience design principles:

· Theme the Experience – RainForest café, you know what to expect going in

· Harmonize impressions with positive cues – Focus on small cues that add to the experience. Example again is RainForest Café waiter saying “Your adventure is about to begin” vs “Your table is ready.”

· Eliminate negative cues – Don’t overdo it – Pilots who wake passengers by coming over the intercom saying “Toledo is on your left,” or hotel staff who put annoying service reminders all over the room.

· Mix in Memorabilia - $10B industry. People pay large premiums for memorabilia, like a Rolling Stones concert T-Shirt, in order to remember the experience of the concert

· Engage All Five Senses – Shoe-shine man snapping the cloth, hair stylist shampooing and lotioning merely for the tactile sensation. Once again, RainForest and their magical misters

