(For Private Circulation only) (Copy Rights Res :.'f,:‘:v;

BHARATHIDASAN UNIVERSITY

TIRUCHIRAPPALLI - 620 024.

CENTRE FOR DISTANCE EDUCATI@NF :

MBA

E-BUSINESS
ELECTIVE COURSE -1 III Semester

e__ O
", .._‘au“



'BHARATHIDASAN UNIVERSITY

TIRUCHIRAPPALLI-620 024.

' CENTRE FOR DISTANCE EDUCATION

- M.B.A.
ELECTIVE COURSE -1

" E - BUSINESS

THIRD SEMESTER:



Chair Person :

Co - ordinator

Lesson Writter

Copy Right

_ This Syllabus is adopted frdm_
. the academic year

Published on
Copies
Paper

Printer =~

pr. K. Meena

. Vice - Chancellor

Bharathidasan University i

Dr. V. Arumugam
Director

Centre for Distance Education
Bharathidasan University.

Mr. D.P. Jayabalah; |

Associate Professor,

Department of Computer Science,
St. Joseph’s College, '
Trichy - 2.

| Bharathidasan U_nivemity

13.7Kg. TNPL/ Seshayee White Paper

Sri Venkateéwara Power Printers,
Trichy - 620 010.

Reprint/ 200/ Oct 2013



Semester - III SHours / 4 Credit
SYLLABUS s |
| D : SYSTEM
ELECTIVE COURSE -1 : E-BUSINESS

~Unit : I -Digital Economy |
7 Emerging cyber economy — Opportunities and challenges offered by internet — generic
_business models on the net-types and technology and economic changes.

¥

Unite : I Intra Business Applications
Intra business applications : Online sales force automation, online customer service &
~ support, virtual organization, logistics management, distribution & payment channel, corpotate
digital library network centric computing, EDI implementation & standards, software, network
carrier & mode of information transmission, business apphcatlons

Unite : III Marketing through the Internet

Marketing through the internet : Advertising & Marketing on the internet — Analys:s of
markets — Building of electronic .market place of buyers & sellers, E-intermediaries, merchantile
models — consumers & merchants perspective. E-Commerce & retailing — Case studies of products

and services marketed on the internet.

Unit : IV Electronic Payment Systems

Electronic payment systems & electronic cash E-Commerce & bankmg Internet monetary
payment & security requirements — confidentiality of payment information, payment information
integrity, account holder & merchant authentication payment & purchase order process, account
holder registration, merchant registration, account holder ordering, payment authorization, online e-
cash anonymity, double spending, interoperability, electronic payment schemes — digital cash, credit
cards, internet cheque, debit card, smart cards, financial EDI, E-wallers, micro transactions, payment
clearing service providers. )

Unit: V Emergmg Trends

Emerging trends : Cyber communities — new communication paradigm, bu1ldmg
infrastructure, gaining access, multi-sensory communications, mass markets / verticals / affinity
groups, e governance. Legal & regulatory issues, global learning infrastructure, computer based

education & training, digital copyrights.



Recommended Text Books :

1.

E- commerce, By Dr. MMAMOUDI Maymand, Deep and Deep publications PVT
Ltd., www.ddpbooks.com

E-commerce, India Edition, Gray P. Schneider — Cengage Learning.

Information Systems today Leonard Jessup / Joseph VALLACICH. PHI learning PVT
Ltd,, & i |

E-business in the 21% century — Realities and outlook by Junu XV and Mohamed
Quaddus, Cambridge University Press India Ltd., ISBN : 978-981-283-674-8
www.cambridgeindia. org ' '

Suggested Reading :

1.
2

Essentials of E-commerce Technology By V. Ra]araman PHI learning PVT Ltd.,
Introduction to Information Systems by Alexis Leon and Mathens Leon Tata Mcgraw

hill Co.,
E- Commerce and Web Markelmg by Hanson and Kalyanam, Indla Edition Cengage

learning.
Internet Marketin g, By Mary Lou Roberts, India Edition, Cengage learning.



UNIT - I
Lesspn -1

Introduction to Electronic Commerce

Ob]ectwes ] '
In this chapter, you will learn about:

What electronic commerce is and how it is

profitability

Why business models have given way to revenue models and the

- key elements of electronic commierce initiatives
How economic forces have created a business environment that is fostermg a rebirth of electronic

commerce

poised for a second wave of growth and a new focus on

analysis of business processes as

How businesses use value chains and SWOT analysis to identify electronic commerce opportunities

Why electronic commerce is international b

global electronic commerce

y its very nature and what challenges arise in ‘doing-

Categories of Electronic Commerce

Category Description Example

Business-to-consumer (B2C) | Businesses sell products or | Walmart.com sells merchandise to

i . services  to individual | consumers through its Web site.
consumers.

Business-to-business (B2B) [ Businesses sell products or Grainger.com  sells  industrial
services to other businesses. | supplies to large and ° small

businesses through its Web site.

Business  processes  that
support buying and sellmg
activities

Businesses and
organizations maintain ' and
use information to identify
and evaluate . customers,
suppliers, and employees.
Increasingly, businesses share
this information in carefully

other

Dell Computer uses secure Internet
connections to share current sales
and sales forecast information with
suppliers. The suppliers can use this
information to plan their own
production and deliver component

_parts to Dell in the right quantities at

managed ways with their | the right time.
customers, suppliers,
employees, and business
e partners.
Consumer-to-consumer Participants in an online | Consumers and businesses trade

(C20)

marketplace can buy and sell
goods to each other. Because
one party is selling, and thus
acting as a business, this book

treats C2C transactions as

with each other in the eBay.com
online marketplace

part of B2C electronic
: commerce. ;
Business-to-government Businesses sell goods . or [ CAL-Buy portal for businesses that

(B2G) _

services to governments and
government agencies. This
book treats B2G transactions
as part of B2C electronic
commerce. '

want to sell online 1o the State of
California. :
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Business Models, Revenue Models, and Business Processes _
A business model is a set of processes that combine to yield a profit. In the first wave of

electronic commerce, many investors sought out start-up companies with appealing business models. A
good business model was expected to lead to rapid sales growth and market dominance. The idea that
the key to success was simply to copy the business model of a successful dot-com business led the way
to many business failures, some of them quite dramatic.

Retail merchants have years of traditional commerce experience in creating store environments -
that help convince customers to buy. This combination of store design, layout, and product display
knowledge is called merchandising. In addition, many salespeople have developed skills that allow them
to identify customer needs and find products or.services that meet those needs. The arts of
merchandising and personal selling can be difficult to practice remotely. Companies must be able to
transfer their merchandising skills to the Web for their Web sites to be successful.

Some products are easier to se!l on the Internet than others, because the merchand;smg skills
related to those products are easier to transfer to the Web.

Well Suited to | Suited to a Combination of | Well Suited to

Electronic Commerce Electronic and Traditional | Traditional Commerce
: Commerce Strategies '
Sale/purchase of books Sale/purchase of automobiles | Sale/purchase of impulse items
and CDs - - for immediate use
Online delivery of software Online banking = Small-denomination purchases
' and sales
Sale/purchase of travel Roommate-matching services
services o - : o 3
Online shipment tracking Sale/purchase of residential
real estate ;
Sé‘lﬁlpurchase of Sale/purchase of high-value
investment and jnsurance | jewelry and antiques
products

One business process that is especially well suited to electronic commerce is the selling of
commodity items. A commodity item is a product of service that is hard to distinguish from the same
products or services provided by other sellers; its features have B_ccome standardized and well known.
Gasoline, office supplies, éoap, computers, and airline transportation are all examples of commodity
products or services, as are the books and CDs sold by Amazon.com. -



"

Another key factor that can make an item well suited to electronic commerce is the product’s
shipping profile. A product’s shipping profile is the collection of attributes that affect how easily that
product can be packaged and delivered. A high value-to-weight ratio can help by making the overall
~ shipping cost a small fraction of the selling price. An airline ticket is an excellent example of an item
that has a high value-to-weight ratio. Products that are consistent in size, shape, and weight can make
warehousing and shipping much simpler and less costly. The shipping profile is only one factor,
however. Expensive jewelry has a high value-to-weight ratio, but many people are reluctant to buy it
without examining it in person unless the jewelry is sold under a well-known brand name and with a
generous return policy. : ‘ |

Advantages of Electronic Commerce _

* Firms are interested in electronic commerce because, quite simply, it can help increase profits.
All the aclvantages of electronic commerce for businesses can be summarized in one statement:
Electronic commerce can increase sales and decrease costs. Advemsmg done well on the Web can get
even a small firm’s promotional message out to potential customers in every country in the world. A
firm can use electronic commerce to reach narrow market segments that are geographically scattered.
The Web is particularly useful in creating virtual communities that become ideal target markets for .
specific types of products or services. A virtual community is a gathering of people who share a
common interest, but instead of this gathering occurring in the physical world, it takes place on the

Intemét.

¢ A business can reduce the costs of handling sales inquiries, providing
price quotes, and determining product availability by using electronic

~ commerce in its sales support and order-taking processes.

¢ Electronic commerce provides buyers with a wider range of choices than
traditional commerce. :

o Electronic commerce provides buyers with an easy way to customize the
level of detail in the information they obtain about a prospective purchase.

Advantages: ¢ Electronic payments of tax refunds, public retirement, and welfare support

' cost less to issue and arrive securely and qhickl-y when transmitted'ovelj
the Internet. % _

s Electronic payments can be easier to audit and monitor than payments'
made by check, providing protection against fraud and theft losses.

¢ Electronic commerce can also make products- and services available in

remote areas.

Disadvantages of Electronic Commerce

Some business processes may never lend themselves to electronic commerce. For example,
perishable foods and high-cost, unique items, such as custom-designed jewelry and antiques, may be
impossible to inspect adequately from a remote location, regardless of any technologies that might be
devised in the future. Most of the disadvantages of electronic commerce today, however, stem from the
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newness and rapidly developing pace of the underlying technologies. These disadvantageé will
disappear as electronic commerce matures and becomes more avallabie to and accepted by the general
population.

Return-on-investment is difficult to calculate. _
Many firms have had trouble rccruiting' and retaining employees with the
technological, design, and business process skills needed to create an
effective electronic commerce presence. _ '
Disadvantages | , - Difficulty of integrating existing databases and transaction;processing
software designed for traditional commerce into- the soﬁware that enablcs
electronic commerce. - J .
¢ Many businesses face cultural and legal obstacles to conducting electronic
commerce.
Economic Forces and Electronic Commerce
- Economists use a formal definition of market that ‘includes two conditions: first, that the
potential sellers of a good come into contact with potential buyers, and second, that a medium of -
exchange is available. This medium of exchange can be currency or barter. Most economists agree that
markets are strong and effective mechanisms for allocating scarce resources. Thus, one would expect’
most business transactions to occur within markets. However, much business activity today occurs
within largc hierarchical business organizations, which economists generally refer to as ﬁrms or

- companies.

¢ Transaction costs: The total of all costs that a buyer and seller incur as they

~ gather information and negotiate a purchase-sale transaction.

' ¢ Markets and hierarchies: Coase reasoned that, when transaction costs were
high, businesspeople would form organizations to replace market-negotiated
transactions. These organizations would be hierarchical and would include
strong supervision and worker-monitoring elements. The practice of an

- existing firm replacing one or more of its supplier markets with its own
hierarchical structure for creating the supplied product is called vertical
integration.

¢ Using Electronic Commerce to Reduce Transaction Costs: Businesses and

| Economic individuals can use electronic commerce to reduce transaction costs by

Forces and improving the flow of information and increasing the coordination of actions.

Electronic ¢ Network economic structures: Companies coordinate their. strategies,

Commerce: resources, and skill sets by forming long-term, stable relationships with other
companies and individuals based on shared purposes. These relationships are
often called strategic alliances or strategic partnerships, and when they occur
between or among compames operating on thc Internet, these relationships
are also called virtual companies.

¢ Network effects: Law of diminishing retums states that most activities yield
less value as the amount of consumption increases. In networks, an
interesting exception to the law of diminishing returns occurs. As more
people or organizations participate in a network, the value of the network to
each participant increases. This increase in value is called the network effect.




'Intérnational Nature of Electronic Commerce

It is important for all businesses to establish trusting relationships with their customers. |-
Companies with established reputations in the physical world often create trust by ensuring that

customers know who they are. These businesses can rely on their established brand names to create trust
on the Web. New companies that want to establish online businesses face a more difficult challenge
because a kind of anonymity exists for companies trying to establish a Web presence.

Language Issues : :

: Most companies realize that the only way to do business effectively in other cultures is to adapt
to those cultures. The phrase “think globally, act locally” is often used to describe this approach. The
first step that a Web business usually takes to reach potential customers in other countries, and thus in
other cultures, is to provide local language versions of its Web site. This may mean translating the Web
site into another language or regional dialect. Researchers have found that customers are far more likely
to buy products and services from Web sites in their own language, even if they can read English well.
Only 370 million of the world’s 6 billion people learned English as their native language.

Culture and Government

An important element of business trust is anticipating how the other party to a transaction will
act in specific circumstances. That is one reason why companies with established brands can build
online businesses more quickly and easily than a new company without a reputation. The brand conveys
some expectations about how the company will behave.. For example, a potential buyer might like to
. know how the seller would react to a claim by the buyer that the seller misrepresented the quality of the
goods sold. Part of this knowledge derives from the buyer and seller sharing a common language and
common customs. Business partners ideally have a common legal structure for resolving disputes.- The
combination of language and customs is often called culture. Most researchers agree that culture varies
across national boundaries and, in many cases, varies across regions within nations. All companies must
be aware of the differences in language and customs that make up the culture of any region in which

they intend to do business.

Infrastructure Issues :
Businesses that successfully meet the challenges posed by trust, language, and culture issues still

face the challenges posed by variations and inadequacies in the infrastructure that supports the Internet
throughout the world. Internet infrastructure includes the computers and software connected to the
Internet and the communications networks over which the message packets travel. In many countries -
_other than the United States, the telecommunications industry is either government owned or heavily
regulated by the government. In many cases, regulations in these countries have inhibited the/.
development of the telecommunications infrastructure or limited the expansion of that infrastructure to a
size that cannot reliably suppbrt Internet data packet traffic.

More than half of all businesses on the Web turn away international orders because they do not
have the processes in place to handle such orders. Some of these companies are losing millions of
dollars worth of international business each year. This problem is global; not only are U S. businesses

a.
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having difficulty reaching their international markets, but businesses in other countries are having .
similar difficulties reachlng the U.S. market.

The Challenge of Digital Marketing
The digital revolution has shaken marketmg to its core. What does pricing mean in a world

where customers name their own prices, or buyers and sellers haggle independently in auctions? Have
brands become more or less powerful as customers move closer to. having access to real time and highly
competitive information? What is the new definition of market research and how is it carried out now ‘
that companies can track every click in the customer's decision. process? How can organizations shift
from traditional broadcast communications to the interactive communication of the Web where
information educates, entertains, and hopefully persuades the consumer?

" Digital technology has opened new channels for selling preducts. It provides the consumer with
‘a previously unimaginable quantity and quality of information in an easily accessible form. Consumers
can sort products based on any desired attribute: price, nutritional value, functionality, or combination of
attributes such as price/value. Consumers can use it to obtain third-party endorsements and evaluations,
" or, they can tap into the experience of other users. Digital technology has put the customer in charge.
creating a fundamental shift in the dynamics of marketing. Empowered by technology, customers are
unforgiving. Pity the poor company that fails to see this or refuses to play by the new rules. '

The digital revolution with its global access and user empowerment comes with tremendous

strategic uncertainty. Whereas planning in stable environments calls for optimization and carefully
developed strategy, planning in the global digital environment requires flexibility and experimentation.
The environment is changing so quickly and unpredictably that by the time a rigorous "optimal” solution
is developed, it is often obsolete. Agility and flexibility are key. To achieve this flexibility, companies
need to manage portfolios of options and products and develop an organizational architecture capable of
rapid response to changmg conditions and even more rapid testing of innovative strategies. The vision,
objectives, strategies, and supporting architecture for success in this complex, dynamic, and chaotic_
- world is based on the interrelated characteristics of successful twenty-first century enterprises, that focus

on characteristics such as:
Integrated cross-functional so]utlons Customlzatton for example requires close mtegratlon of

S

marketing, opcratlons and customer services.
Global perspective. In a world in which the reach of the Internet is global and the firm may. have

no knowledge of customer needs, preferences likely behavior, or local cbmpetitwe behavior, a global
perspectlve is a required. )

Strategic alliances. Creating networks of alliances is necessary both for maximizing the access to
the company's Web site and for assuring the needed competencies in developing and delwermg the
Internet strategy expeditiously. The increased importance of strategic alliances as outsourcing initiatives
for the development and delivery of the Internet strategy (including combinations of outsourced design,
build, and run functions) is evident from the enormous growth of the outsourcing Internet business of
IBM, professional services firms such as ' :
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~ PricewaterhouseCoopers, and numerous Internet service firms. It is also reflected in the many
Internet-related strategic alliances. It is estimated that in the first six months of 1999 there were over
3,000 such alliances in the United States alone.

Large-scale strategic alliances are also shaping the nature of emerging industries. Consider the
recently reached agreement on MP3 as a secure digital music initiative involving a coalition of 100
music, electronic, and high-tech companies that resolved the controversy surrounding MP3 and its
capabilities to download and copy any Internet-delivered music. \ '

- Time competitive. Shorter development cycles, faster market penetration, faster decisions, and
time as a key objective are the new realities. The term Internet time defined as "from concept to cash in
six months or less" is being increasingly employed.

These and other changes are creating a new business reality that is dramatically different.

Characteristics of the old reality are compared to the new reality.

Illusti‘atiize Characteristics of the Complex, Dynamic, and Chaotic World

_ From To ;
Technology as enabler Technology as a driver
Seller centric ~ Customercentric

. Physical assets ' _ Knowledge assets
Vertical 1ntcgratlon _ ; Virtual integration -
Functional focus . _ Cross-functional integration
Planning processes - Agility experimentation and learning
Firm-focused strategy Network-focused strategy

. Decreasing returns to scale Increasing returns to scale

New business models are emergm g as rapidly as IPOs by dot-com companies. These models are
based on rapidly building market share and leveraging knowledge, in contrast to old models that have
focused on profits and returns and leveraging physical assets. The new business models are designed to
embrace an unpredictable future by redefi mng the firm's relationship with its customers and suppliers

and by creating new revenue streams.
Consider the revolutionary business model introduced by Domino's Pizza in a non-Internet

environment (in competition with the traditional pizza restaurants such as Pizza Hut). In the. Domino's

Pizza model: -
Location is irrclevan.t.
Customer interaction and customized ordcring is by telephone.
The bﬁying decision can be made anytime/any place.
The value proposition is speed.

Database marketing and its associated analytics are critical.
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In the Internet world, Dell (in contrast to the traditional computer manufacturers such as IBM or
Compaq) introduced an even more dramatically new business model that shares many of the
characteristics of the Domino Pizza model but adds: ' '

The value proposition is a customer customized PC at competitive prices.
The customer interaction is by telephone, fax, or Internet.

The supply chain is fully integrated, made to order, and Dell's sup-pliers have access to Dell's
customer's order.

R & D is limited with flexible assembly'.

Value is captured through pushing the latest components upgrades (up sellmg) and low-cost
distribution.

Customization, with its sense-and-respond business model, is being considered by an increasing
number of firms and is dramatically changing the business model and operations of these firms.
Similarly, the tremendous growth of Internet auctions is changing the traditional pricing models and
operations of many firms.

A unique aspect of the new business model is the ability to obtain busmess methods patents.
Priceline.com, for example, is based on a number of patents that are part of Walker Digital assets,
including 12 business methods patents and 240 pending ones. These business process patents are an
extension of the traditional process patents and are based on new ways of doing business such as the
business model of priceline.com..

" The new business models focus on stakeholder value creation, often operationalized by the
fastest way to maximize the market cap of the firms and not just profit and sales. The spectacular rise in
the price of Internet stocks has resulted in what many view as unreasonable P/E ratios. These may be
due to the belief that the "winner takes all"; thus, innovators such as Amazon.com or eBay are expected
to be the dominant players in their industry. In this environment, the key questions are: How can
companies create value for customers? How does that value change over time? How can it be matched
or trumped by rivals? How can the firm create value for its shareholders? Given the eventual need of all
companies to provide economic value to their customers, shareholders, and other stakeholders, some key
management challenges facing companies today relate to fundamental marketing. The challenge starts
with a need to determine the right metrics for value creation and the valuation of e-business and
proceeds with a need to rethink and reinvent the vision, objectives, strategies, and organizational
architecture based on a reinvented marketing paradigm. '

The New Rules of Marketing in a Digital Age
‘The new realities of the business environment have led authors to suggest new rules (or

principles) for the new economy. While some of these rules encompass marketing perspectives, we
prefer to focus explicitly on a new set of principles for marketing in a digital age. These principles,
summarlzed in Figure 1.2, are still emerging, and beginning to shape the new dlsmplme of marketing.
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The New Rules of Marketing for the Global Digital World

The New Rules .

1. Target segments of one and create virtual communities.

2. Design for customer-led positioning.

3. Expand the role of branding in the global portfolio.

4. Leverage consumers as coproducers through customization.

5. Use creative pricing in the Priceline.com world. :

6. Create anytime-anyplace distribution and integrated supply chains. . '

7. Redesign advertising as interactive and integrated marketing, commumcatlon,
education, and entertainment.

8. Reinvent marketing research and modeling as knowledge creation and dissemination
9. Use adaptive experimentation. ; .

10. Redesign the strategy process and supportmg organizational architecture.

While the advances in technology make these principles (such as segments of one) viable
strategies, their success ultimately depends on their acceptability to the consumer. Will everyone want a
one-on-one relat:onshlp with a company? How are consumers going to deal with the clutter resulting
from every company's desire to develop a one-to-one relationship with them? The heterogeneity of all
markets obviously calls for more than one solution. Enormous opportunities exist for studying consumer
reactions to the new offerings made possible by the digital revolution and the related questions of the
economic viability (expected return) from strategies employing these principles.

Target Segments and Create Virtual Communities
The first principle is that companies need to move from mass markets to segments of one. Wlth -

the advance of technology, companies have been able to take finer and finer cuts of the marketfrom .
mass markets through segments to segments of one. This challenges the traditional approaches to market
- segmentation that have been a central part of the theory and practice of marketing. :

Companies initially saw individuals as micro segments: They used database marketing to tailor
messages and products to these tiny segments, just as they did with broader customer segments.
Companies are now using a more interactive process with advanced data mining and related techniques
to target, attract, and retain mdmdual customers. For example, collaborative filtering techniques, as
applied by Firefly Network, allow personalized recommendations to each consumer by comparing their
preferences with those of others with similar profiles. !

A unique aspect of digital marketing is the ability to create virtual communities for consumers
who share a common interest. Amazon.com, for example, has been effective in creating chat rooms on
various topics. Virtual Vineyards created a community of consumers interested in finding out about and
buying wines. Virtual communities focus on personal and/or professional relationships and transactions.

- They go bcyond the special topics offered by specialized publications.to create interactive communities.
- Virtual communities dramatically change the dynamics of marketmg the scope, nature, and speed of
commuynication and introduce a new dimension of personal referrals and testimonials in a dynamic

context outside the control of the firm.



Designing and managing a virtual community strategy to complement one-on-one marketing is a
requirement. Such strategy can and should en-compass not only consumers but also suppliers and other
stakeholders. For example, interactive communication greatly facilitates transactions with investors and -
security analysts. In all virtual community initiatives, you must consider planned interventions through
the introduction of experts and events around which to mobilize the community.

Design for Customer-Led Posxtlomng

The digital environment' is mﬁmtely manipulatible by consumers. While it is unhkely that
customers could redesign a physical retail store based on the product attributes they seek, this is quite
easy online. With a few mouse clicks on a service such as Peapod's online grocery ‘shopping, the entire
store can be reconfigured based on fat content. or calories or price. How do companies position their
products in an environment in which customers decide what factors are important and can obtain almost
instant information on the performance of the product and its competitors? How do companies position a
product when co_hsumer chat rooms' and other interactions allow for real-time global flow of
communication? How can companies take advantage of the community-building power of the Internet?
Are sites such as Talk-way.com precursors to company-designed Internet communities that change the
dynamics of relationships between the company and its customers and prospects? A company can decide ‘
on a postticning built on customer involvement and relationships while leaving the specific product and
‘service benefits and attributes to a codetermination by the customers and the firms.

- Companies need to determine the unique benefits and characteristics of their products and
services. They need to convey this uniqueness to customers and assure its synergy with the positioning
of the online provider/ distributor. When a customer purchases a-product from the alliance of Sotheby's
and Amazon.com, the credibility and positioning of both firms and the characteristics of the auctioned
product, rather than the specifics of the product alone, defennine the positioning and attractiveness of
the auctioned item. ' . b

When considering a positioning for the changmg global digital world, the broadest relevant
market boundaries are a critical factormanagement must focus on not just the benefits of the firm's
products (and those of its immediate competitors) but the benefits. sought from the entire range of
products and-services considered by the consumer (and accessible via the Internet). For example,
effective positioning for a pharmaceutical product is not just the efficacy, safety, convenience, and price
of the given' drug versus its direct competitors, but the benefits sought by consumers who are
mcreasmgly concerned about integrated wellness solutions including exercise, diet, nutraceuticals,
educational materials, and other approaches to wellness and prevention of diseases. This shift toward
wellness is a result of a better educated consumer and the proll_feration of health-oriented .Web sites. (In .
1998, over 25 million patients reported going online.) Increasingly, health sites offer consultation with
physicians in addition to information and educational material (e.g., see Cyberdocs.com).They offer -
information on clinical trials, chat groups, filling of prescriptions (Drugstore.com or PlanetRx. com), and
maintenance of health records. Many of the sites are geared for both patients and doctors (e. g Web
M.D.). Some sites such as Dr.Koop.com have achieved great visibility.
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Finally, positioning based on affect is also becoming more important. Instead of appealing to the
head with benefits and features, affect appeals to the heart by eliciting emotion. This emotional appeal
that was once used primarily in marketing fashion and perfumes is being applied increasingly to hard
goods such as computers (e.g., the "think different” posmomng of Apple's iMac and iBook) and
. automobiles (e.g., Mercedes-Benz's new positioning as an American treasure). As the facts of products
and services become more widely known, they are less powerful drivers of the brand's purchases
Feelings then come to the fore i in positioning

Expand the Role of Branding in the Global Portfolio

By putting more information in the hands of consumers, digital technology might be expected to
undermine the power of brands. Actually, branding has become more important. With 'many options to
choose from and fewer personal relationships online, customers turn to trusted and tmstWoﬂhy brands
that represent more intangible qualities. Nike's brand still has power in this environment because it -
c'onveys an image about the purchaser. But an airline brand that relies on low prices and on-time
performancc may be eroded because the information it conveys about budget prices and on—tlme service
can be determined empirically through easily conducted information searches.

The development of brands such as Amazon.com, Yahoo!, eBay, or E*Trade can occur much
more rapidly with the new technology. But all brands should focus on both their meaning and value in
both Internet and non-Internet context. _ _

Since digital teéhnology transcends national borders, companies need to pay more attention to
the -development of global brands. To what extent can brands be globalized and to what extent should
companies develop a portfolio of global, regional, and local brands? This is especially critical given the
heterogeneity of all markets, the growing importance of globalization, the tren_d'toward mergers and
acquisitions (M&A) and strategic alliances with other national, regional, or global firms, which often
have their own brands, and the enormous potential of the emerging economies. These economies
account for the majority of the future world market. Some 86 percent of the world population ‘is in
nations with GNP per capita under $10,000. These emerging markets are heterogéneous and operate
under different principles. Companies cannot simply transfer their U.S. brands, marketing strategies, and
business models to Islamic or Asian markets, for example. The brands need to be shaped and tailored to
succeed in different parts of the world; or new brands need to be created. R _ .

Leverage Consumers as Coproducers through Customerization

From computers to jeans to golf clubs to glasses to greeting cards, companles are moving R&D
out of the labs and into the hands of customers. Instead of traditional new product development,
i:ompanies are setting up creative mass customization platforms that allow consumers to design their
~ own products and services. In essence, a company like. Dell lays out all‘its raw materials and
- manufacturing expertise and then invites custo'm_ers to come in-and design a product of their choice.

This emphasis on customization demands a different approach to product developmeht and'
dchvery and redefines the firm's relationship with its customers and suppliers. Companies need to
present customers with opnons without overwhelming them while assuring that the selected design will



12

function effectively and safely. They also must be careful not to exceed their own capabilities to execute
what they offer and need to use technology to streamline customization. Finally, since not all consumers
are likely to customize their products and services, the company needs a hybrid solutlon with the right
balance between off-the-shelf options and customization.

The advances in flexible manufacturing, information technology, and consumer desire for
variety and customization have led to the emerging trend toward mass customization, the creation of
sense-and-respond organizations, and more rccent"ly customerization. Mass customization has drastically
changed manufacturing. Its extension to the sense-and-respond concept is based on electronically
sensing customers' needs in real time and responding to them with the electronic connection and shared
infrastructures. Customerization is taking this concept further by combining the operationally driven
mass customization with customized marketing and empowering consumers to design the products and
service offerings of their choice. In contrast to mass customization and personalization, customerization
. does not require a lot of prior information about the customer, nor does it require the firm to have its
own manufacturing functions. In effect, customerization redef ines the relationship between the firm and
its customers: The customer designs the product and service while the firm "rents" out to the customer .
its manufacturing logistics and other resources. The difference between mass customization and
customerization is outlined in Figure 1.3.

Garden.com, which is transforming the nursery industry, is an example of effective
customerization. Customers can design the garden of their choice on their computer and customize it to
the local climate. Before deciding on a plan, they can try out various landscaping options and can access
any information they may need related to gardening. They can select from over 16,000 products and are
able to order whatever they need with a click of the mouse. Garden.com coordinates the supply chain for
the selected products for over 100 suppliers and orchestrates the delivery through Federal Express. It
does not own any of the nurseries or transportation vehicles.

Customerization, which is leading to the redesign of marketing, is one of the most fundamental
changes in the marketing paradigm with enormous implications to all aspects of the business model and
business activities. . ' 2 '

While the customerization perspective has enormous implications for the firm's development of

new products, there are other fundamental changes:

Produet desngn that assures product updates. :
‘Given the rapid technological changes and obsolescence, companies increasingly design their

products to allow automatic update and upgrade. Nokia designs its line of cellular phones with this

option and so does Bernina, the premier sewing machine producer.
Speed of development. As product life cycles shrink, more and more firms focus on innovative

- concurrent new product development (NPD) processes, customer involvement in the design process, and -

other approaches for shorter development cycles. Of specml mterest are the advances in simultaneous
design of product, process, and supply chain.
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Use Creative Pricing in the Priceline.com World .

Digital technology is shifting the pricing power, from companies to customers. Auction houses
such as eBay as well as business-to-business auction sites are trading everything from paper to steel.
Consumer Internet buying groups are spreading to leverage the buying power of individual consumers.
The most extreme customer-driven pricing is priceline.com, in which the customer proposes prices for
an airline trip, hotel, or even cars and groceries and the company decides whether to accept them
completely reversing the usual pricing process.

The surprising thing about the Internet is that, while it facilitates the creation of buying groups
and provides comparative price information that may reduce cost, in some cases, prices are actually
higher than through traditional channels. Customers are willing to pay a premium for ease of shopping,
customization, and relationships with the seller. '

Create Anytime-Anyplace Distribution and Integrated Supply Chains |

‘The Internet has had a major impact on the disintermediation of industries. Companies such as
Amazon.com have forced a new reality on "brick and mortar" distributors and retailers such as Barnes &
Noble. Even giants like Merrill Lynch are reinventing their business strategies in light of the enormous
growth of CharlesSchwab, E*Trade, AmeriTrade, SureTrade, DLJ Direct, and numerous other emerging
financial e-businesses. ' _

More re’cently, however, attention' has focused on the rise of infomediaries, who link diverse
customers to diverse producers. Exchange type firms such as Total Transpo,rtation Exchange or
Adauction.com provide valuable benefits to users and create new business models and modes of
operation. -

The Internet version of traditional sampling and approaches to lcverage known as viral
marketing, is an innovative way of distributing and promoting products and services. It often offers free
"products" to attract prospecti\?c customers, leading to trial, loyalty, and word-of-mouth "buzz." The free
e-mail service Hotmail, one of the pioneers of this type of distribution, was sold to Microsoft for $400
million. According to Kevin Kclly in his book New Rules for the New Economy, this strategy of "follow
the free" may lead to a situation in which "plain old phone service will soon be essentially free, but
consumers will pay for mobile phones, call waiting, fax lines, modem lines, and caller ID blocking."

The major growth and success of so many new e-businesses can be attributed to customers'
expectations in a digital world. They want to be able to obtain products and services interactively,
anywhere in the world at any time of day or night and to achieve this with the added benefits of
interactive e-business solutions. To move toward this goal, companies need to radically redesign their
supply chains and find the right balance between digital and material distribution. For digital products
and services, this is a fairly straightforward proposition because the product (e.g., a magazine article, a
software package, a recorded concert, a movie) can be down-loaded and billed entirely online. For
physical products (e.g., wine, flowers), the problem is more complex because the digital component is
only part of the equation. It must be joined to a physical distribution network that is either owned by the
company or outsourced to a specialist such as FedEx or UPS. |
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+ - Digital technology has reshaped the supply chain in many ways. An increasing number of
companies offer their suppliers real-time access to their customers' orders thus achieving just-in-time
lmﬁentory with a supply chain that is customer driven and globally integrated. Specialist trading
compames "such as Li&Fung create a virtual customized and integrated supply chain for each order. The
use of technology on the business-to-business side can help integrate the supply networks, reduce
product inventory, streamline pf()cesses, ‘help secure the needed financing and other services, and as a
result cut cost and speed up the development, manufacturing, and delivery of products and services.

Redesign Advertising as Interactive and Integrated Marketing, Communication, Education, and
Entertainment i |

Advertising and other marketing communications were shaped by the mass media, The new
interactive media created by digital technology is spawning a very different type of communication with
customers that is more addressable and responsive than broadcast media. ‘This shift and especially the
advances are lowering the costs of technology, providing Internet access through television set-top
boxes. Interactivity challenges the current troika of the advertising industry advertisers, agencies, and
media and redefines direct marketing.

The content of the communications is also changing. Customers are no longer the passive
recipients of ads and commercials, but are active participants in an interactive "edutainment" process as
they seek the tools to learn about products and services while being entertained and persuaded.

Another critical change is the need to integrate all the communication vehicles and approaches
including media advertising, Internet communication, public relations, packaging, customer service, and
any other point of contact between the firm and its customers and prospects. The advances in database
marketing and data mining analytics can enable the firm and its customers to have continuous dialogue
at any point of contact: The firm can personalize its interactive communication with customers and the
customers and prospects can customerize the information they receive its content, format, mode, and
time and place of delivery. '

An important benefit of the Internet is the low cost and speed of providing and updating
information or promotional materials. The cost savihgs, improved quality, and timeliness of product
manuals, information, ‘and other promotional material, and even training programs, distributed on the
Internet are significant and improve both the economics and effectiveness of such materials.
Furthermore, as the cost of digital technology spirals down, the benefits of digital communication
multiply: It offers flexibility ; interactivity; ability to mix audio, video, and text; automatic translation to
other languages; and automatic tracking of all activities. |

The Web site has a pivotal role.in the two-way interactive commumcatlon strategy and program
of the firm. Yet too many sites don't take advantage of its interactivity and the advances in innovative
multimedia technology including animation, special effects, and electronic game design principles. A
creative, captivating, easy-to-use, and well-linked Web site is key to any successful marketing and
communication strategy in the e-business world. - :

The more captivating and engaging the design, the more likely customers are to spend time on
the site and develop relationships with the company. An interactive design that is consistent with and
reinforces the design elements of the firm's other marketing activities is a must. While creative and
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captivating interactive Web design is critical for success, it has to be augmented with a network of
strategic alliances and marketing agreements to assure access to the site from other Internet access
points. The aggressive strategic alliances of Bank One include relationships with AOL and Excite
(including cobranding), Broadcast.com, CarsDirect.com (to select, finance; and purchase cars over the
Internet), CFN, Cnet, CNN, Cybercast, eBay, GeoCities, inane, iVillage, Lifeserve, Mlcrosoﬁ Network,
Peapod, SportsLive, ValueAmerica, WebTV, Yahoo, and others.

Reinvent Marketing Research and Modeling as Knowledge Creation and Dissemination

Advances in technology and the explosive growth in Internet access, challenge all aspects of
traditional marketing research. Traditional data collectionmall intercept, telephone interviews, self-
administered mail surveys, and hybrid approaches such as Telephone-Mail-Telephone (TMT) are
- augmented with Internet surveys and automatic capturing of Internet-behavioral data. The results are
tremendous amounts of data, reduced costs of obtaining some of the data, and much greater speed in
getting the required information. Internet surveys often can provide the neéded information within 48
hours of designing the study. Although new technology has significantly lowered the costs of gathering
data the avalanche of information is creating new costs and requires new competencies: Knowledge
discovery and dissemination will require the development and use of effective data mining tools. Data
mining enhances a firm's ability to target its customers and prospects based on their llfenme value to the
firm as well as-to identify and meet the customer's needs and wants. :

Before "mining" data, managers need to define the problem and objectives, create the target
database, clean and preprocess the data, and use transformation and data reduction. Only then can useful
data mining take place. As with mining for minerals, success or failure depends not just on being able to
dig but on knowmg what to look for and where to look. For example, a company promoting home equity
loans has to identify the right universe, define the data sets, build a predictive model, and select a target
audience based on its objectives. :
\ . The technology benefits marketing by making tacit knowledge more accessible. Some of the
most important information about customers is tacit knowledge (e.g., shopping patterns, interest and
activities profiles, payment tra_nsa'etions, chat room discussions). These can all be captured online. But
companies need to find ways to get customers to part with the knowledge, and they also need to capture
and use the knowledge once they obtain it. The sheer quantlty of the data can be a challenge, and
collecting it raises issues of privacy and trust for many customers. ;

While data mining is gaining popularity, the rest ofmarketmg research cannot just stay as it is. A
major reinvention of the marketing research function is calléd for by focusing on at least four areas: '

1. Diagnose problems rather than just test solutions.

2. Increase speed and efficiency by using new information technology.

3. Take an integrated approach.

4, Expand the strategic impact of marketi ng.

‘Key aspects of the approaches to marketing research offered by technology are the opportunities
it offers to the firm and Internet marketing research companies, to collect information from customers
and other stakeholders. Many sites collect data on consumer Internet shopping paths, options they
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consider, the information they seek, and their final choices. This information not only provides deeper
insight on how to better structure the site and design product and service offerings and marketing
strafegics, but also is a new source of revenue for firms that sell the collected data._ In this context,
intriguing opportunities are offered by applications such as ThirdVoice.com that lets anyone attach brief
notes throughout any Web site. The notes do not alter the underlying site but allow active interaction
among all who access it. Collecting and managing this and other site data have become critical parts of
any company's Web management and key components of its marketing information and communication

program.

Use Adaptwc Experimentation

Will a $100 million advertising budget be optlmal‘? Will the selected message be on target" Is
our current sales force size the right one? :

The answers to these and similar questions are often "We don't know." Changlng consumer
preferences, competitive dynamics, and other interrelated aspects of the global  digital business
environment increase the uncertainty concerning the likely effectiveness of the firm's strategies.

Whenever this is the case, the solution is to design and launch multiple strategies and measure

their impact. For example, instead of going ahead with a $100 million advertising budget, design an

_experiment in which in some markets the advertising level would be at the rate of $100 million while in
other markets it would be at the rate of $50 million and yet others at the rate of $150 million. The actual
responses to these three levels provide management the needed information on the market response
function to advertising. : '

Without such experimentation, 1f a firm goes only with a single strategy, at the end of the period,
management is in no better position to decide what to do nextto increase, decrease, or keep the same
level of marketing effort. - ' ,

Adaptive experimentation can be employed for all marketing decisions and is the bloodline of all
direct marketing. Adaptive experimentation has always been a powerful philosophy and methodology
allowing learning while doing and thus optimizing the strategy over time. The successful use of adaptive
experiments by Anheuser-Busch is well known, and other firms in many industries also have emplbyed
this technique. Yet, most firms have been' somewhat reluctant to engage in large-scale adaptive
experiments because it is difficult to implement multiple strategies. In fast-changing, dynamic, and
uncertain markets, adaptive experimentation is a must! Conducting large-scale adaptive experiments
with breakthrough strategies is the only way to reduce the risk and accurately assess market responses to.
new strategic initiatives. Also, one of the best ways of applying option theory is to experiment with
innovative options. '

Advances in database marketing allow for better analysis of the results of adaptive experiments
at the individual and segment level and thus permit further insights into the market response function.

The major benefits of adaptive experimentation continuous learning; added incentive to develop
and test innovative strategies, that make it harder for the competition to figure out your strategy; and
creating a culture of experimcntation and learning are even more critical in the changing and turbulent
digital marketing ehvironment. At the same time, the advances in technology allow easier and better
ways to design and implement master experiments across various products, marketing strategy elements,



| 47/

v

and geographies. Whereas adaptive experiments require the identification of the key marketing variables
to be tested (advertising level and message, sales force size and approach, pricing options, etc.), firms
sugh as Seiko have developed-a somewhat less structured approach that retains the spirit of continuous
experimentation. Seiko develops over 2,500 new watch designs a year and introduces them in test
markets; the successful designs are further developed, tested again, and then launched in the target
markets. : '

Given the value of adaptive experimentation in changing markets, all managers should consider
modifying a more or less formal approach that suits their company's needs and implementing this
philosophy on a regular basis. “

Redesign the Strategy Process and Supporting Organizational Architecture

The uncertainty and rapid changes brought about by the digital marketing revolution have forced
changes in the implementation of a marketing and business strategy and the organizational architecture
required to support the strategy. ' ;

To succeed under the changing environment requires an understandmg of the changmg business
environment and the development of expected scenarios. Having established the scenarios, managemcnt
should focus on the following goals:

The company must have a vision that comblnes its own aspirations with the type of firm that will
succeed in the changing environment. It should incorporate an explicit reference to the firm's vision for
the role of its e-business in enhancing and achieving its overall corporate vision. :

_ Measurable stretch objectives should encompass all- key performance measures such as
" maximizing the lifetime value from target customer segments or minimizing the time to peak sales.
There must be explicit objectives for the e-business aspects, such as share of target market or revenue
from e-business, or even the spin-off of a high market cap e-business. Stretch objectives (e.g., double
productivity in 3 years), especially when linked to the reward and compensation system, are the best -
motivators for the development of radically new processes and approaches for the achievement of the
firm's objectives and vision.

; After establishing the vision and stretch objectives, the key is the development of creative
strategies, especially an e-business strategy. The strategies should reflect the new marketing reality
discussed earlier and assure capitalizing on Internet opportunities and the other advances in information '
technology This requires, at the minimum: .

e A reexamination of the value proposition busmess and revenue model.
e Innovative strategies reflecting the 10 new rules of marketing.

Management should next determine the best organizational design. Companies are
experimenting today with designs such as: ' ’

Inco?p‘oraring e-business throughout the organization (e.g., Prudential Ca'h'famfa Realty).
Creating e-businéss subsidiaries (e.g., MagazineQutlet.com, a subsidiary of Newsweek Services

- Inc.).
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