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VALUE DISCIPLINE FRAMEWORK

· Customer Intimacy (Best Total Solution)

· Customize products and services, content and context to increasingly fine definition of customer segments, to the point of 1:1

· Shifting emphasis from transactios to customer relationships

· Build customer loyalty in the long-term (with little concern over initial cost)

· Web-based customer intimacy

· Tailor products, services, offerings, promotions, advertising, responses, content or context to a specific customer or to a specific interaction

· Use data to create a learning relationship with the customer

· Test and learn (minimizing the time from idea conception to service offering) – e.g. CapitalOne; Target advertising efforts – quickly correct marketing nightmares

· E.g., Next Card 

· First to offer credit card real time over the internet; tailor unique products and services to each and every customer (Mass Customization)

· Wallet – cumulate personal credit card information/buying habits on the customers

· Personalization Techniques

· Computer Assisted Self Explication (CASE): “Tell Me” – customer navigates

· “Black Box” Statistics (“purchase circles”, collaborative filtering)

· Rule-based (more flexible, controlled interaction; “bolted on” to ERP systems)

· E.g., Swan publishing (tailored romantic novels), Ritz Carlton Hotels (customer loyalty anticipation system), Home Depot, Kraft, 

· Operational Excellency (Best Total Cost)

· Business focus – providing reliable products and services at competitive prices with minimal difficulty and inconvenience

· Approach to production and delivery of products and services

· Leader in industry with price and convenience

· E.g., Early Sabre, Wal-Mart, FedEx, Dell, GE (White Goods/Direct Connection program)

· Product Leadership (Best Product)
· Business focus – producing a continuous stream of state-of-the-art products and services that are attractive to customers

· Process infrastructure and management systems needed to manage risk

· Prerequisite

· Creativity (encourage innovation)

· Commercialize ideas quickly; speedy response

· Pursue new solutions to problems that their own latest product/service has just solved

· E.g., Nokia, Intel, Swatch, Enron, J&J Vistakon

KEY BUZZWORDS or CONCEPTS

· Richness vs. Reach (trade-off)

· Atoms (physical) vs. Bits (information)

BENEFITS of the INTERNET

· Reach

· Lower Cost of distribution 

VALUE OF IT

· IT can create value, by

· Enabling or support point solution (Points can be of different size) – what is the definition of point solution?
· Changing information flow, improving information management

· Enabling or support new or improved business models or strategy

Examples

SABRE System (American Airline)

· Point solution to an operational problem: Tiffany system

· Deregulation of the airline industry – more competitive

· Business model: supporting travel agents -> information business

· New information flows -> yield management -> internal information management tool

E-Greetings

	
	Generation
	Product
	Distribution
	Revenue 

Model

	
	
	
	Search
	Order
	Fulfillment
	

	0
	Hallmark
	Paper (atoms)
	Store
	$/card

	1
	CD-Rom
	Paper (atoms)
	Electronic CD Rom
	Phone
	Mail (JIT)
	$/card 

(value proposition: customer intimacy, operation excellence)

	2
	AOL
	Paper (atom)
	Electronic
	Electronic
	Mail
	$/Card (operations excellence)

	3
	Web
	Bits
	Electronic (Scalable)
	$/card (50cents)

	4
	Web
	Bits
	Electronic (Scalable)
	Free/Sponsorship (back-end)


Business Model Classification, by

· Market – B2C, B2B, C2C

· Products – physical (atoms), information (bits), information in physical container (e.g., eGreeting)

· Distribution Channel 

· Direct – store, e-channel, phone, mail, face to face

· Indirect – store, e-channel, phone, mail, face 2 face

· Revenue Model – customer, back-end payments (e.g., free cards with corporate sponsorship)

Advantage of e-Cards

· Lower cost (except server capability)
· Higher degree of customization
· Trade-off
· Customer intimacy
· Operation excellence
SUMMARY

· Followed the evolution of E-Greetings Network from a SUBSTITUTE CHANNEL to a NEW PRODUCT on to a NEW BUSINESS MODEL
· Similar evolution occurs in many different technologies, often going from substitution effects to expansion and on to new business structures
· E-Greetings Network – Illustrate the effects of increased richness

· Richness comes at a cost and the associated trade-off can undermine the company
· E-Greetings using Flash to make the cards nicer; but most users at the time did not have the software on their desktop.
· On the web, #1 often takes the lion’s share of revenue, with little left for laggards 
· E-greetings vs. Blue Mountain Art
· Yahoo vs. Excite @ Home, Lycos, Go Network
INTERNET INTRODUCTION

Saga of an e-mail

1. Data that makes up the email message is split into packets. Header information is added to each packet.

2. Using the header information in the packets, router determine the best path for each packet to take to its final destination

3. The destination system reassembles the packets in the correct order and ensures that all packets have arrived undamaged.
Stages of E-Commerce

1. Publish or perish

· Brochures, marketing materials resumes

· HTML (HyperText MarkUp Language)
· Simple Client/Server Model
2. Web-based transaction

· Basic e-commerce, traction forms

· CGI (common gateway interface) – e.g. forms
3. The Network is the computer

· Personalization, customization, full interactivity

· Java
FOXMEYER’s DELTA PROJECT <<< CLASS HANDOUT???>>
Issues/Problems

· No testing was done
· Change in business processes
· Automated warehouse
· Participation
· New customer
· Interface
· Custom code within SAP
· New hardware (Unisys -> HP Unix)
ERP

· System maintenance – decrease related cost
· Changing code over-time
· Additional software maintenance
· If outsourced, would cost (15-30% per year) * (Original cost for system development)
· Benefits
· Integration (real-time data, only need to enter data one time; thus minimize error)
· Reduce hand-off
· Ability to get customer information/data
· System that provide information/ metrics from entire process (Measurement => Management)

HP NADO CASE (Hand-written notes?)
NADO Project Approach

· Business

· Fresh Engineering

· Customer focus/BMFO

· Supply chain view

· Customer participation

· Systems

· Purchase package solution

· Leverage “vanilla” SAP R/3 functionality

· Interactive prototyping

· Zero interface goal

· Rapid pilot

· Organization

· Start-up company mentality

· Flat organization structure

· Fluid team structure buy project phase
Project Life Cycle

· Determination of Mission Need

· Milestone 0 – Concept Studies Approval

· Phase 0 – Concept Exploration and Definition

· Milestone 1 – Concept demonstration Approval

· Phase I – Demonstration and Validation

· Milestone 2 – Development Approval

· Phase II – Engineering and Manufacturing Development

· Milestone 3 – Production Approval

· Phase III – Production and Deployment

· Milestone 4 – Major modification approval and required

· Phase IV – Operations and Support

Summary Points
· Complexity, information overload and IT
· Provide an impetus for Commercial Off-the-shelf software, ERP
· Affect implementation approach
· Value of the ERP platform
· Reduce complexity
· Integrated, synchronized information architecture
· Visibility
· Overall supply-chain view
· Ability to change the business mode
· Moving to the Direct model
· IT implementation approach
· “Construction project” vs. a purchased package
· Waterfall model vs. learning-based implementation (what does that mean?)
· Don Schmickrath’s “6000 rule”
· 6 month project
· 0 interface
· 0 changes to code
· 0 risk
· Take an integrated, “Deep and Narrow Slice” view of the business

DATABASED DECISION MAKING

Data-based Decision Making

· Data Collection

· Companies collect lots (terabytes) of data on
· Customers (demographics, purchase history)
· Product costs
· Inventories
· Exogenous factors (weather etc)
· Competitor actions (price, promotions etc.)
· Purchase information on 
· Potential customers and market activity
· Using Data to Improve Decision/ DATA MINING

1. OLAP (on-line analytic processing)

· Organize data for management reporting

· “cut and dice” – different view of data

2. Traditional statistical methods

3. Newer methods from Machine Learning (CS, Artificial Intelligence; KDD – Knowledge Discovery in Databases)

· APPLICATIONS include (cRM, eCRM, Personalization):

	· Ad revenue forecasting

· Churn (turnover mgmt)

· Claims processing

· Credit risk mgmt

· Cross-marketing

· Customer profiling

· Customer retention

· E-Commerce

· Exception report

· Food-service menu analysis

· Fraud detection

· Government policy setting

· Hiring profiles
	· Market basket analysis

· Medical management

· Member enrollment

· New product development

· Pharmaceutical research

· Process control

· Quality control

· Shelf/store mgmt

· Student recruitment and retention

· Targeted marketing

· Warranty analysis


DATA WAREHOUSE

· Consolidated store for data from various sources
· Data must be cleansed and made consistent
· Overall database organization (relational or star organization)
· Subsets of data may be included in DATAMARTS
· Provide easy access and query tools
Data Mining Tools and Techniques

· Regression Analysis

· Prediction/understanding

· Examples: sales forecasting, stock performance, stock beta (measure of variability)

· Logistic Regression

· Regression with binary (Y/N) predicted variable

· Predicting probability of purchase

· Classification

· Classification Trees (Book by Mail example)

· Advantages:

· Can handle categorical data (nominal and interval scaled variables)

· Classify 2 or more categories

· Can include misclassification costs

· Can handle missing values in data

· Easy to understand

· E.g., Bank of America 

· Rules to classify customers as likely vs. not to obtain Home Equity Loan

· Trained and tested on samples of thousands of customers)

· Association

· Market Basket Analyst – what is bought with what (e.g. Champagne with caviar)
· Sequence Discovery – what is bought next in time (e.g. home mortgage after joint checking account)
· E.g., Bank of America – Sequential Analysis to discover when customers most likely to want Loan
· Clustering and K-nearest Neighbors (“Collaborative Filtering) – <Data Mining Handout B, p.6)
· Defining “alike” groups
· Prediction or market segmentation
· E.g., Types of stars, Book by Mail, Amazon Books
· E.g., Bank of America – Discovery of important cluster 
· well off customers with both business and personal accounts using Home Equity Loan for starting new businesses (i.e., entrepreneurs)
· Neutral Networks

· Computerized imitation of neuron brain function
· Data is input, transformed through layers, and results in output
· Model “learns” the correct parameters by training with a test sample
· Use for prediction and pattern recognition
· Example
· Credit card fraud detection
· Stock performance for portfolio management
· General pattern recognition (scanning)
WEBVAN

Key Drivers

· Capacity utilization
· Customer acquisition
· Average order size
Ways to increase profitability

· Aggregate demand – e.g., WebVan @ work

· Expand from just a grocery delivery service to an order fulfillment/delivery business – last mile

· Similar to the 7-11 Japan Model

· Partnered with e-commerce companies – allow customers to pay or pick-up items at 7-11

· Works well – high density population

· Maximize yield /turnover

· Same day delivery to each store – in units of 1

· Maximize return from each delivery center

Why start in San Francisco/Bay Area?

· Dense Population
· Tech Savvy / comfort with technology
· Inconvenient to get to grocery store
COST STRUCTURE

· 
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E-Commerce Logistics
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AMAZON.com

· Transformed from Bits to Atom (from clicks to bricks)

· Built warehouse

· Challenge – shipping multi-item orders (books, CD’s, electronics in one order)

· Combining operational excellence (best total cost) with Customer Intimacy (best total solution)
(Refer to notes for logistics chart) – when started – only had 400 most popular books in warehouse; partnered with Igram

DELL DIRECT

Old Computer Industry

· Consisted of corporations like IBM, DEC, NCR, NEC and Wong – competed in vertical blocks against each other

· Each develop their own: silicon components, computer platform, system software, applications and distribution channel
New Computer Industry (“Sliced” computer industry model)

· Horizontally structured industry – different players across the horizontals
· Advantage: product life cycles decrease; no longer bottle-necked by the slowest of the steps
Dell

· Manage physical asset by managing information

· “Build to order” model

· Close to customers/demand (vs. competitors – close to reseller, far from customers)

· Transform computer from the business of PRODUCT to the business of SERVICE

· Strong emphasis on service and support

· Target experienced computer users – more profitable

· High velocity model 

· Accelerate every facet of business by managing INFORMATION

· Data on margin, average selling price and O/H are tracked closely by customer segment, by product and by geography

· Work with a relatively small # of supplier – more effective/efficient; focus on reducing inventory levels and increasing speed

· Suppliers has real-time sales data (valuechain.dell.com) 

· Premier Page (for corporate customers)

· Allow customers to carry out standard transaction

· Track orders and inventories

· Online asset management tools

SUMMARY

· “Slice” computer industry model 

· Attractive feature

· Complex from customer’s point of view

· ADVANTAGE: (1) consumer can pick best of breed; (2) Speed

· Direct Model

· Way to “virtually integrate” the different slices form the customers’ perspective

· Tailored products

· Get latest technologies/products to customers faster

· WWW enables companies to implement similar models in other industries

· For Dell, the Internet presents a natural evolution – not a revolution

· Internet represents a sustaining technology for Dell (and disruptive technology for competitors)

· Combines Customer Intimacy with Operational Excellence

· Creates strong information links, enabling effective customer intimacy with “relationship” customers

· Eliminate/minimize the following cost:

· Channel mark-up, coop marketing, price protection, obsolescence

· Segment Market into “Transaction” and Relationship” businesses

	
	Transactional
	Relationship

	Primary Value Discipline
	Operations Excellence
	Customer Intimacy

	Buying Mode
	1-shot purchase
	Repeat buying

	Buying Criteria
	Price and Specific need
	Total cost of ownership

· Virtually integrated world

	Marketing Focus
	Customer Acquisition
	Development and retention

· Target large companies

· Offer best support

	Richness vs. Reach
	Reach
	Richness

	Reef Measurements
	Margin
	Life-time value of customers


· Internet allow Dell to

· Idea platform for implementing customer intimacy and help Dell differentiate its customers (richness vs. reach)

· Provide service over the Internet – presents special opportunities and represents an important source of competitive advantage

· Ordering

· Order-tracking

· Web-based technical support

· Building a business network with suppliers and customers

· Internet technology allow Dell to “snap in” with the participants

· Reduce direct costs of configuration, ordering, tracing, and support by about 15%

· Next step: “de-materialization” of the firm itself – with Dell dealing almost exclusively with information

CHARLES SCHWAB

INNOVATIONS

· Channel of technology innovation

· Branch office

· Call centers (24/7)

· Regional Call centers

· Telebroker

· Voice broker

· Online channel

· Business Model Innovation

· One Source (’92)

· No transaction fee

· Charge mutual fund .25-.35% of customer assets

· Did particularly well with small funds – distribution channel

· Schwab Link (‘91)

· Fee-based

· 30% of assets today

Business Model
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Internet Era

· Cost/transaction Decreases
· Commission Rate Decreases
· # of Internet-brokers/Dealers Increases
E-Trade & Schwab

· Both target sophisticated traders
· Low price brokerage
· Self-directed investors
I

NTERNET ENABLED

· Improvement from “Brick and Mortar” – integration, speed

· Focus on multi-channel strategy (internet, branches, phone)

· Richness and Reach

· Further slice the segment

· Allow Schwab to add services and play into own network – provide the tools to approach networking

· Create focused offering to customers (high quality, low price) – JUSTIFY for SLIGHTLY HIGHER PRICE

· Customer services, trustworthiness, speed/availability, information /education

SUMMARY

· Shift in Value Discipline: Operational excellence + Innovation + Customer intimacy

· Business Networks – a core competence

· Silicon Valley advantage

· Internet as a sustaining technology

· IT and competitive advantage

· Build on synergies between traditional and electronic assets

· Schwab brings together its Traditional and Electronic assets so each can contribute wher eit has the advantage

· Fee-based financial advisers as part of the solution to “full service”

· Brand equity -> TRUST

· Branch network

· US Trust (recent acquisition)

· Focus on customer process

· Role of Customer Intimacy on the web

· Bother required and enabled by the Internet

· Multi-Channel strategy – “Click and Mortar”

· Richness vs. Reach
DEFINITIONS

· API, or "application programming interface" -  The interface (calling conventions) by which an application program accesses operating system and other services. An API is defined at source code level and provides a level of abstraction between the application and the kernel (or other privileged utilities) to ensure the portability of the code. An API can also provide an interface between a high level language and lower level utilities and services which were written without consideration for the calling conventions supported by compiled languages. In this case, the API's main task may be the translation of parameter lists from one format to another and the interpretation of call-by-value and call-by-reference arguments in one or both directions.

· Cookies – A collection of information, usually including a username and the current date and time, stored on the local computer of a person using the World Wide Web, used chiefly by Web sites to identify users who have previously registered or visited the site. 

· Flash - A file format for delivering interactive vector graphics and animation on the World-Wide Web, developed by Macromedia. Lower quality than shockwave.

· Java – Consists of: Language; Virtual machine (between the O/S and other applications), and Class libraries and API’s. Designed for Internet computing: Applets can run in the browser and is Scalable, secure, open. 

· Metcalfe’s Law -  states that the value of a network grows by the square of the size of the network. So a network that is twice as large will be four times as valuable because there are four times as many things that can be done due to the larger number of interconnections.        Because of Metcalfe's Law, the largest network always wins over smaller networks, even if the smaller network has some larger initial value due to some special-purpose feature or benefit. As the networks grow, the square factor ultimately tips the hand in favor of the large network. And since the Internet is the largest network of them all, it will ultimately win over any proprietary network.    Metcalfe's Law provides much of the explanation of the success of the Web relative to earlier hypertext systems like HyperCard, Intermedia, and NoteCards. They were all much better than the Web and had features ten years ago that we are still sorely missing on the Web. But the Web was universal and the other systems were proprietary. You know who won. 

· Moore’s Law - The observation, made in 1965 by Intel co-founder Gordon Moore while preparing a speech, that each new memory integrated circuit contained roughly twice as much capacity as its predecessor, and each chip was released within 18-24 months of the previous chip. If this trend continued, he reasoned, computing power would rise exponentially with time. 

_1034449152.unknown

_1034453296.unknown

_1034448318.unknown

