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1 The New Rules of the
Game

Introduction

The internet revolution continues at a pace. Many companies are now
scrambling to catch up, working out how best to embrace the new
internet and wireless technologies, looking to adapt to the different
opportunities for communication and interaction, adjusting to the new
ways of doing business.

But it is not proving easy to master the new environment. Competition
is moving fast, alliances are being formed, joint ventures negotiated and
new market forces are being unleashed faster than was ever thought
possible. It is proving such a demanding and even frenetic situation that
old ways of doing business are having to be thrown out of the door.

There is a fundamental shift taking place and there’s no going back.
Fifty years of teaching at Harvard Business School are being turned on
their head as companies wake up to the new disciplines. There is a new
game in town and it is now about learning and embracing the new factors
for success.

Not quite the law of the jungle, but certainly survival of the fittest! The
changes are coming from all sides. The impact is wide ranging. What is
needed for sure is a checklist, a consolidated list of what are the key
things to think about, explore and react to. We need to be utterly clear
about what the new rules of the game are.

In this chapter we set out ten new rules to live — or die — by. If you like,
the Ten Commandments. There’s ten new rules that affect every company
and organisation. There’s ten specifically designed for (r)etailers and then
ten for manufacturers and suppliers. Working to each new rule will help
set the agenda and framework for change: a survival guide for the new
generation of wannabe business successes!

Before examining each of the rules in detail let’s just consider their
broad impact and application. The fundamental shift that is taking place
in the way businesses need to operate just cannot be ignored.
Symptomatic of the new rules is the growing dominance of e-commerce
companies in the league table of top firms. In the UK FTSE 100, for
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8 e-shock: the new rules

example, new entrants include leading technology players as well as
established companies, like Cable & Wireless (ranked 18), which are
being proactive in the e-commerce telecommunications environment. But
there are also new entrants such as Dixons’ Freeserve. These aggressive
e-commerce chart-toppers are pushing out the old-guard firms such as
Associated British Foods (104), Allied Domecq (105) and Hanson (108).
This shake-up in the old order is also illustrated by looking at ‘upstarts’
like leading e-tailer Amazon.com. In 1999 Amazon, which had only been
in existence for five years, took a stake in Sotheby’s, which had been
around for 200 years. But there was a vast discrepancy in each company’s
market value. Amazon was valued then at around $20 billion. Sotheby’s,
on the other hand, had a just £200 million valuation. The new guard
replacing the old!

The new rules of the game also mean there has to be a different
approach to the way businesses are valued in the market place. A new set
of metrics has entered the picture. Instead of focusing on price—earnings
(PE) ratios, it is important to think about revenue multiples as well as the
number of customers the New Economy companies are able to attract
and the loyalty they can generate from those customers. The new focus is
on ‘lifetime value’. Essentially, this is the number of customers multiplied
by the expected spend of those customers on an annualised basis. Profits
are no longer the overriding measure. Investors have had to find new
ways to appreciate the long term potential of a company and to evaluate
growth and profits in the future, rather than market share and profits
today.

Such reappraisal is enormously healthy. For many years companies
were often unable to invest for the long term because they were saddled
with short-term attitudes, earnings-per-share (EPS) dilution models and
intransigent investment banking attitudes. Now the e-commerce revolu-
tion has breathed new life into companies’ growth ambitions and it is
enabling the more forward-thinking to relaunch and re-invigorate their
long term investment intentions. In that way, companies that want to can
start moving, instead of stagnating.

The changing rules of the game are also forcing the business world to
move increasingly to electronic-only communication. General Electric
(GE) was one of the pioneers of this trend when several years ago it
informed its suppliers that it would in future only deal with them via the
internet, dispensing with paper documents, reducing the cost of
transactions and achieving greater efficiency all round. GE’s radical
move generated considerable interest in business-to-business (B2B)
trading. Many other companies are looking to follow GE’s example.
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Anything that lowers costs, speeds up transactions and generally
increases efficiency has to be taken very seriously.

What’s more, under these new rules of the game, employees are
expecting to be rewarded differently. They want a share in the benefits
that are being generated by the e-commerce market and its rapidly
escalating values. Their demands tend to be translated into substantial
bonuses or stock options. They believe — and why not? — that they are
entitled to a share of the cake. If they are creating substantial amounts of
shareholder value, of course they should be rewarded. Established
companies of the old economy are now struggling to find the right
financial formulae to keep happy these often young and dynamic
employees involved in the e-commerce side of the business.

Many ‘old guard’ companies are not taking the e-commerce onslaught
lying down. Far from it. Some of them are fighting back with a
vengeance. In many cases, industry leaders are forming consortia to
attack new upstarts on a united front. The Sunday Times reported
(summer 2000) in an article menacingly entitled The Empire Strikes Back
that airlines, hotels and other old economy businesses were moving on
line in a huge counter-attack against ‘New Economy’ companies. Garth
Alexander, the article’s author, suggested that hundreds of on-line travel
agents ‘could be forced out of business by two new master sites being set
up by the airlines. Some 27 airlines, including American, Continental,
Delta, Northwest and United, have joined forces to form a $100 million
site, codenamed T2. Several carriers, led by Continental, are planning
another site that will offer deeply discounted fares and challenge
businesses such as Priceline.com and Lastminute.com.’

The Sunday Times article goes on to mention that on-line estate agents
are coming under attack from a consortium of America’s top home
builders, which are banding together to create a centralised on-line listing
and sales site. Adds Alexander: ‘An even bigger crisis faces on-line
wholesalers and B2B sites. In the last month old economy companies
have announced half a dozen new private on-line exchanges. Each
threatens the existence of dozens of internet fledglings.’

In addition, points out Alexander, General Motors, Ford and
DaimlerChrysler are setting up a huge on-line bazaar, tapping into a
$240 billion a year market. A consortium of 14 energy and petrochemical
companies, including BP Amoco and Royal Dutch/Shell, is targeting the
flourishing business of on-line energy exchanges and setting up its own
global procurement exchange. It expects to handle $100 billion of goods in
its first year. Another on-line exchange has been set up for metal trading.
America’s three leading aerospace manufacturers are also clubbing
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together with Britain’s BAe Systems. Five of the largest American meat
and poultry producers have joined Farmland Industries, a big farmer
co-operative, to create an on-line wholesale marketplace. And 50 of the
world’s largest consumer products groups, including Procter & Gamble,
Nestlé and Unilever, are forming their private B2B exchange.

Some well-established companies, such as Tesco, with its world-leading
electronic shopping business, and Prudential with its Egg on-line financial
services operation, are also in the forefront of e-commerce. Research
studies leave Morgan Stanley Dean Witter in no doubt that the ‘balance
of power lies with the traditional strong retail brands’ in terms of success
on the internet. ‘After all, their purchasing power, experience, brand
reputation and infrastructure are not easily emulated. While many
commentators may feel their historical base could easily be rivalled by the
dotcoms, we think there is no substitute for experience and brand
strength, which few e-tailers have at present.’

Both the New Economy dotcoms and the established bricks-and-
mortar companies face a challenge that will test their resolve and
ingenuity. So what precisely are the new rules of the game that they will
have to tackle to be successful? Let’s consider the detail.

The Ten Basic Rules

E-commerce investments can be earnings diluting
Forget PE ratios when evaluating an e-business

Consider internet flotations as part of the formula for
delivering shareholder value

Alliances are key

Networking is key

Customer knowledge really is power now
Data must move real-time

Implementation must be in weeks, not years

Take a portfolio approach to risk

QS © 0 N O A W N

-

Share the rewards with employees
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Rule 1 — E-commerce investments can be earnings diluting. In the world of
e-commerce, throw away all those earnings per share dilution models!
The old corporate finance models no longer need apply. E-commerce
activities are predicted to grow so fast that investors want to encourage
companies to invest now to build up the foundations. For the right
e-commerce propositions the City not only accepts dilution, it positively
encourages it. There is a growing acceptance that rewards can come later
— and maybe not for five or even ten years. To illustrate the point,
Prudential and Reed Elsevier both made investments in their internet
businesses of around £200 million at the turn of the century. These
investments were earnings diluting but the stock market rewarded their
enterprise and ambition. The share price rose significantly. And these two
companies are not just a couple of rare exceptions to prove the rule.
Others in both the US and Europe have experienced the same
encouragement to go for the long term opportunity and invest now in
building their e-commerce capability.

It is a bit like staking out the ground for the future and the market
recognises that to survive companies need to do that and to do it now.
Like the gold rush, there is only going to be so much territory, so
companies need to stake out their share. Some of that will be proactive
and aggressive stake-building. Some of it will be more defensive and
based around: ‘If we don’t do it, others will’. But it’s an essential part of
transitioning to, and exploiting, the new economic order.

Figure 1.1 Putting Stakes in the Ground for the Future
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Rule 2 — Forget PE ratios when valuing an e-business. Market investors
then are prepared to take a long-term view when backing e-investments.
They are in the market for growth. Their immediate measure is revenues,
not profits. As a result, all the major New Economy stocks are being
valued on revenue multiples. And these multiples can be significant. Even
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after the hype of early 2000 when valuations began to settle down, the
average multiple according to a Business Week analysis of Nasdaq stocks
had halved but was still at c. 40x. Even if it halves again, that still offers
an extraordinary shareholder value opportunity which just cannot be
ignored.

Look again at companies like Amazon and the other emerging major
e-commerce companies. Amazon, of course, is taking its time to start
delivering profits because of its urgent and demanding investment goals.
But even if it didn’t make profits for another five years, valuation models
built by the likes of Wasserstein Perella and Morgan Stanley still
demonstrate the company can have a substantial value and certainly
reach the c. $10 billion valuation mark that the company has had. It’s all
down to the assumptions that get made on growth, in terms of numbers
of customers it can attract and make stay loyal and how much those
customers can be expected to spend with the company. Believe in the
assumptions in the model and you’d back the company. But after all, you
don’t have to invest!

Rule 3 — Consider internet flotations as part of the formula for delivering
shareholder value. The stock market may be speculative, with fortunes
won and lost, but it is an opportunity not to be ignored. If it is possible to
convert investments or part of them or other business initiatives into
sizeable gains for shareholders, why not take advantage of that? Itis not a
traditional economic value added (EVA) measure of shareholder value,
but it certainly plays to the market value added (MVA) view of the world.
Obviously, the timing has to be right, the business must be developing,
and the proposition must be clear.

The opportunity here is basically to separate out new e-commerce
initiatives, put them on a stand-alone basis, unleash the entrepreneurial
energies and let the business team establish independent recognition for
what it is doing, untrammelled and unchained from any old, established,
traditional corporate cultures.

A number of companies, like Wal-Mart, Tesco and Prudential, have
seized this way of organising their businesses and are looking to capture
this shareholder value gain. In particular, they are following their
instincts on how best to organise for success. But there is also compelling
research to support this approach in Clayton M. Christensen’s book, The
Innovator’s Dilemma.

In that research Christensen examines how winning companies in the
past have responded best to ‘technology discontinuities’. His conclusion
is stark. The only way is to establish a separate business unit to enable it
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to think afresh about the new market challenges. He cites IBM’s now
legendary failure to adapt its mainframe computer business to the new
fast-growing PC sector. Cut the new team loose or watch it be constantly
hampered by entrenched attitudes.

Rule 4 — Alliances are key. It could be argued that they always are, but in
internet space they are a sine qua non — there’s no success without them.
The pace is so rapid it is impossible to try to build everything organically.
Internet space is so vast that companies need partners to help navigate
the way through. That also means sharing risks. Take the example of
companies like Microsoft. They have invested heavily in building a web
of alliances. Microsoft has numerous and complementary investment
partners in cable (NTL, Telewest, AT&T, Comast), wireless technology
(Ericsson, Nextel and BT) and internet software (Hotmail, Vermeer, Link
Exchange).

Rule 5 — Networking is key. In the same vein, a company must be net-
worked. On the net itself the yardstick is again Amazon.com with its now
c. 300,000 affiliates. These are simple contractual arrangements which are
all about customer acquisition and driving customers to each other’s sites.
In doing so, Amazon and others broaden their whole product/service
proposition to their customers. They become quasi-portals, because they
are centres of related product knowledge, access, information and
purchasing.

Rule 6 — Customer knowledge really is power now. Over the past 20 years
especially, companies have talked about ‘the customer is king’, ‘customer
service is important’, ‘we understand our customers’. But most have paid
lip-service to those mantras and not actually embraced them rigorously
throughout their organisations. Now, internet technologies have pro-
vided a catalyst. They enable companies more easily to capture data on
who’s buying, what they’re buying and so make it possible to start
delivering one-to-one, personalised and interactive communications
between company and customer. Companies like Experian, the business
information services group, therefore, are extraordinarily well placed in
this arena, because over years they have collected this market information
and can help other companies build it and exploit it.

Rule 7 — Data must move real-time. The new technologies make it easy to
move large amounts of data in seconds. Netcard shot to prominence in
the US with its 35-second credit card approval process on the net. Other
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companies like e-Loan are moving to quick approval processes that
instantly check an applicant’s credit worthiness. Onvia.com, based in
Seattle in the US, is another company that is using rapid response
technologies to create a fast-growing business. It operates an on-line
marketplace with more than 31,500 registered sellers. Small businesses
can purchase everything from computers and furniture to debt collection
and web page design. Put in a ‘request for quote’ on say, a $2 million
property insurance policy, fill in some details about what’s to be insured,
specify whether you want 10 or 15 bids, and click ‘submit’. Odds are
you’ll have your quotes within the hour; for a web page design, you’ll
have quotes in just 20 minutes. Onvia.com’s founder and president,
Glenn Bellman, contributing to an issue of Fortune: “The marketplace of
the future will be like this — minute-to-minute, second-to-second
transactions.’

Companies are building competitive advantage through this rapid
integration and transmission of information. Today such enabling
systems are more easily achievable. But they do require substantial
commitment and investment to see them through and achieve the
pay-back.

Rule 8 — Implementation must be in weeks, not years. The days are gone
when a major SAP implementation exercise would often take two years
and an army of people and consultants to complete. Internet technologies
now enable things to happen more quickly, more cheaply and with less
resource. Another example from Experian illustrates this graphically.
When Morgan Stanley Dean Witter decided to launch their credit card in
the UK they wanted to do it quickly and provide real time data
processing and credit checks. All they wanted to bring to the party was
their marketing and funding. They sought out a partner who could
provide everything else and build their entire back office infrastructure
and processing systems. Experian managed to complete the entire project
in 87 days.

Rule 9 — Take a portfolio approach to risk. GE (General Electric) took a
little while to get going in e-commerce. But when it did, it moved with a
vengeance. As it mobilised resources it also set up an e-investments team.
Its job was to investigate other companies that could help build up GE’s
e-commerce know-how, access new technologies, link into complemen-
tary products, provide additional value-added services and exploit the
internet. But rather than evaluate each investment opportunity as an
individual project, GE set up an e-investment fund to take a portfolio
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approach. GE recognises that internet space is unpredictable. By
definition it is more speculative. GE appreciates that some investments
will win and some will fail. So success can be measured not by the
fortunes of each initiative, but by the return of the whole portfolio
spread. In the first nine months of establishing the e-investment team, GE
made 50 investments and contrived to build quickly and aggressively on
the same basis.

Rule 10 — Share the rewards with employees. The upsides are potentially so
substantial for companies that do get it right in this area that employee
expectations are changing. Once again, organisations have spent years
paying lip-service to employee share ownership and have often come up
with schemes which are so bureaucratic and burdensome that employees
feel little incentive. But many surveys indicate that sharing the benefits
can be highly motivating and drive employees to go that extra mile. So
today to get the best people, stakes in the future or heavily geared
bonuses that share the success are becoming a pre-requisite. Not
surprising then, top US performers like GE, but also the likes of Cisco
and Microsoft, consistently appear high in the Employee Ownership List
— the list of companies where more than 4% of the stock is owned by the
workforce. And there’s no doubt that creating millionaires can have a
powerful and motivating effect!

The Ten Rules for Retailers

Be ready to cannibalise

Be prepared to become a multi-channel operator
Reappraise the property portfolio

Get on interactive TV

Think in terms of convenience, convenience, convenience
Content is key

Create a sense of community service

Measure the metrics

Invest 10% of your capital expenditure now in e-commerce

QOWAWNDOIORNWN=
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Test, trial and learn
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Rule 1 — Be ready to cannibalise. The natural reaction of a retailer, who
already has a substantial chain of stores, is to resist going onto the
internet. The retailer may well consider that embracing the internet and
encouraging customers to switch their buying habits by going on line
might be undermining the traditional bricks and mortar business. Store
staff may well feel they could be doing themselves out of job in the long
run. Therefore, there needs to be a change of mindset within the company
— an attitudinal acceptance internally that it is perfectly all right to
cannibalise. The new mindset, to be effective, should pervade the whole
organisation. It should involve the senior directors down to the most
junior staff, although the tone is obviously set by top management. The
reason Tesco, for example, has gained such a leading position in the
forefront of electronic shopping is that it has told its staff that it does not
matter if it ends up shifting some of its volume sales from its stores to the
net. At the end of the day, if the company does it right, 1 + 1 will equal 3
and everyone will be better off, the company will be stronger and in fact
jobs more secure. The bottom line for the leading stores group is that it
has to take advantage of the new medium, that the net is going to develop
and it is better that it should make its move early rather than late so that
it can learn the lessons in good time.

Being ready to cannibalise means being prepared to allow sales
to switch from one channel to another — from the bricks and mortar
stores to the internet. In actual fact, the retailer can probably be fairly
cavalier about it in the current situation in which electronic shopping
only relates to around 1% of retail sales. But now is the time to recognise
that it will only need a 10-15% shift in the number of customers
switching to the net for stores to become unprofitable. It may not be an
immediate threat today because nobody is going to notice a 1% shift. But
when it starts creeping up to 5%, 7%, 10%, it could suddenly have a
major impact.

Management needs to ask itself at what point it should take the switch
seriously. At what point will it decide to make changes in the organisation
to cope with the escalating drift to the internet? Several of the major
retailers interviewed for this book believed it would take no more than a
10% shift in retail sales from bricks and mortar to the net for their
traditional stores to become unprofitable.

The trend to internet shopping will probably happen more rapidly than
most retailers realise and the ones that are slow to take account of its
repercussions are going to be caught out. There are already examples of
where this is happening. Barnes and Noble, the leading book retailer, has
been overtaken by Amazon.com largely because it has been relatively
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slow to grasp the internet opportunity. Amazon, the relative newcomer,
has exploited the internet to the full and reaped the rewards. Similarly,
Compagq, the computer manufacturer and distributor, has been overtaken
by other players because it was quite slow to recognise the benefits of the
internet. Compaq held back because it was unhappy about the idea of
unsettling its established distribution arrangements.

Another example is Merrill Lynch, the stockbrokers, which has seen
other companies like Charles Schwab move into the market and capture
quite a lot of its business. Schwab grasped the nettle and was prepared to
move its bricks and mortar operation straight on to the internet, whereas
Merrill Lynch was far more cautious and insisted on sticking to its
traditional way of doing business for some time. Because it wasn’t
prepared to accept cannibalisation as a de facto part of the environment,
it has seen some of its business eroded by more enterprising competitors
in its market place.

Rule 2 — Be prepared to become a multi-channel operator. This follows on
from Rule 1. Once an organisation has accepted the need to cannibalise,
it should be prepared to see itself not just as a bricks and mortar company
but as a company that is going to operate across a number of channels. In
addition to traditional store trade, it must also operate on the net. It may
also decide to operate through interactive TV home shopping channels. It
could at the same time find itself having to operate through the mobile
phone. It may also communicate with some customers simply by mail or
fax. Companies have to think about becoming a multi-channel capable
player. One way of thinking about it is summed up by the phrase:
clicks 'n’ mortar.

Probably the supreme example of a multi-channel operator is Coca-
Cola, which adopted the principle long before the internet became a
commercial reality. If you think about it, Coke sells the same products in
different packaging forms, at different prices, in different channels and
nobody complains. It sells through pubs, clubs, restaurants, supermarkets
and vending machines. It sells the same quantity of Coke at different
prices and in different shaped bottles and cans from a variety of outlets
and everybody is happy. The consumer continues to purchase it readily,
the retailer or distributor at the point of sale continues to stock it. All
accept the different value propositions that Coke has developed. That is a
model multi-channel operation and it doesn’t happen overnight. It has
taken Coca-Cola some time and a lot of effort to reach that stage in its
marketing strategy. It has effectively segmented its channels of distribu-
tion and developed separate channel propositions for different consumers.
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Another approach is to think of it in territory terms. Companies like
Nationwide Insurance in the US evaluated its marketing strategy and
concluded that in some states it had well established channels of
distribution through agents, but in other states it hardly had any business
at all. Where it was physically thin on the ground it was unlikely to be
challenging any status quo. In those areas, it reasoned, it made sense to go
straight onto the net.

Similarly, Asda in the UK recognised that it had a low penetration of
supermarkets in the south east of England. It made sense to focus on that
as a pioneering experiment for electronic shopping rather than
immediately impact on areas where it had a high density of well-
established bricks 'n” mortar supermarkets.

This whole approach can be summarised by the concept of ubiquity.
Companies need to be wherever customers want them to be — and that
might be in all these different channels. It’s just not possible to be
precious about it and not be there because it might cannibalise traditional
sales or because the necessary internet skills haven’t yet been acquired. A
company must develop the ability, otherwise it’s going to be left behind
and will lose business.

Research by McKinsey shows that those retailers who effectively
combine bricks and mortar with the internet actually find that on average
they are doing more business with their customers than before. The
research revealed that the retailers who took this double-pronged

Figure 1.2 Multichannel Vision
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Third party kiosks PDAs
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approach were 10% better off with individual customers. That was
because individual customers were making some purchases through the
traditional bricks and mortar stores and some through the internet. The
customer was spending on average 10% more with that company. This
goes to illustrate that by positively combining the two channels, retailers
can very productively persuade their customers to spend more money
with them. Another recent example is Wehkamp, the Dutch catalogue
company. In its first two years of internet activity it found that 18% of its
customers were new and generating significant incremental business.

Rule 3 — Reappraise the property portfolio. Once the idea of cannibalisa-
tion has been accepted and the need to become an effective multi-channel
operator internalised, then retailers should start evaluating whether they
have the appropriate property portfolio to meet future needs. They need
to ask whether it is necessary to hold on to all the shops currently owned.
Maybe the New Economy won’t require the same number of physical
outlets in the future. Maybe they don’t need to be the same size or should
be in a different configuration. Perhaps they need to be presented
differently or in different locations. What property portfolio will be
needed in ten years time? What steps need to be taken now to make sure
that in the future there is the right balance when e-commerce is a serious
part of the business? Is the organisation geared up sufficiently well to be
able to make the necessary adaptations to the property portfolio? A
number of leading retailers are already engaged in reviewing where they
stand in this regard.

It is necessary to plan quite far ahead because many shops are
accustomed to taking on lengthy leases with upwards only rent reviews,
particularly in the UK environment. Without foresight, there won’t be
the flexibility to move quickly when the drift to the internet starts to
accelerate. There is already every indication that a growing number of
consumers are embracing the idea that staple grocery items, for example,
can be delivered to their home, reducing the time and effort they need to
devote to shopping. It is, therefore, reasonable to assume that the number
of shopping aisles found in typical supermarkets today will shrink in the
future, freeing up extra space. What can this available space be used for?
Should it be re-merchandised for other products? Or will the store of the
future be quite different from how it is today? Maybe in future it will no
longer consist of people pushing trolley carts up and down endless rows
of aisles. Maybe it will be conceived as something entirely different,
fulfilling a completely different social need (see Chapter 9 and ‘store of
the future’).
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Rule 4 — Get on interactive TV. Because so much of the approach to
electronic shopping is US driven, debate tends to focus on the internet.
There is also much discussion and hype about mobile phone commerce.
There is nothing wrong with that, but it should not be forgotten that
Europe — and the UK in particular — is a pioneer of digital interactive
shopping on TV. There is every indication that interactive TV is in itself
going to become a powerful medium for home shopping in the future.
There are a number of leading UK companies developing the technology,
such as News International’s Open, Telewest and NTL. Retailers need to
keep abreast of these developments and ensure that they are well placed
to reap the benefits when the technology is sufficiently advanced to turn
the potential into mass market appeal (see Chapter 17 and the case study
(p. 291) for more interviews and detail).

Engineers are already developing set-top boxes for TV, which will give
access to the internet and will feature special buttons to link users, for
example, to the local pizza take-away or their preferred supermarket.
These hot buttons will operate automatically and bypass having to
specifically log on and dial up the internet.

Rule 5 — Think in terms of convenience, convenience, convenience. The
sophism or motto that retailers have lived by in the past decade has been
‘location, location, location’. The internet has turned that on its head.
Location is irrelevant on the internet. Everybody starts in the same
cyberspace location. It’s all about convenience, convenience, conveni-
ence. It is now all about making it easy for customers to reach out, access
your website and enjoy the experience. It is all about making it
convenient. Convenience is at the heart of what fundamentally drives
the demand for the internet. It is because it offers services in a more
convenient way that people have become attracted to it. The retailers who
are going to be successful are those who recognise this essential fact and
are able to turn it to their advantage.

‘Companies that deliver products with the greatest convenience are
those that will prosper in the New Economy,’ suggests Business 2.0 in an
article looking at the new success factors for e-commerce. ‘Whereas
traditional merchants are open during so-called business hours, limited
hours of operation will soon be an anachronism for many types of
business.” The on-line store stands ready to provide sales and service
24 hours a day, seven days a week. The Gap advertises that its on-line
store is ‘always open’. Banks once ran on what was called the 3-6-3
system: Borrow at 3 per cent, lend at 6 per cent, and make it to the golf
course by 3 o’clock, giving rise to the expression ‘bankers’ hours’.
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Electronic banking has changed that forever. Now Citibank tells us ‘the
Citi never sleeps’.

A lot of observers insist the reason people shop on the internet is
because it is the place to find bargains and it is all about price, price,
price. This is a fallacy. The McKinsey study shows that most people shop
on the internet for the sake of convenience and that price is in fact some
way down the list of benefits. Amazon also argues that heavily discounted
prices are not the main factor in its success. The internet book supplier
insists that it is its excellent customer service that persuades people to
shop with it. Its success is attributable to the provision of a totally
satisfying customer experience. While it is true Amazon is using
discounted prices today to grab some headlines and to give a fillip to
its market share performance, this is only a short term strategy. Like all
businesses, whether on the internet or not, Amazon will ultimately need
to settle on sustainable prices in order to achieve sustainable margins. It
believes that its customer service model — striving toward ‘customer
ecstasy’ — will enable it to achieve that goal.

There is a lot of debate about what constitutes fulfilment or delivery in
the context of internet shopping. One of the issues most frequently raised
concerns how an efficient delivery to the door service will be achieved,
which many people argue is at the heart of the focus on convenience. It is
early days and logistics companies are still trying to work out the most
practical way to achieve home delivery. At the moment there are lots of
delivery vans dashing about all over the place, getting in each other’s way
and finding it difficult to deliver on time because of traffic congestion and
other obstacles. However, there is a whole raft of experiments being
pioneered. The US is in the forefront of this innovation and its successful
experiments will inevitably transfer to Europe. The focus is on how to
reach the consumer in the most leveraged way. That has led, for example,
to an experiment in Manhattan called ‘Urban Fetch’, which is also
scheduled to cross the Atlantic. It offers within Manhattan delivery
within two hours of things like pizza, basic shopping items, videos, books
and CDs. To overcome traffic congestion, deliveries are being made by
people on roller-blades, bicycles, motor-bikes — anything that ensures a
trouble free delivery. This is essentially a solution for urban areas where
the density of population is such that suppliers can achieve economies of
scale. It is probably not the answer nationwide.

Other suppliers believe that to overcome the complications of delivery
to the door, it might be more efficient to deliver to a neighbourhood pick-
up point. It could be a local petrol station, the convenience store on the
corner of the street or secure deposit boxes — typically places that are
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manned 24 hours a day anyway. These are yet more aspects of
convenience that are being explored. Ways to make home delivery more
economical will continue to be looked at. At the moment each company
providing an electronic shopping service has its own delivery arrange-
ments, but this is likely to consolidate so that eventually we will get single
service provision operating in a particular locality or sector of a town and
a few leading major operators working nationwide with the necessary
drop densities and economies of scale to deliver a very profitable
business.

Rule 6 — Content is key. If companies are going to develop a web business
they need to create an environment where it’s about selling more than just
the product range. It’s about providing a website that can also be an
informative and worthwhile experience. Just having a list of products on
a page can be extremely boring. It needs to include, for example, a facility
for providing product knowledge. Where groceries are concerned, a list of
products is perhaps all that is required. It doesn’t need to have that much
elaboration. But when it comes to travel, books, CDs, holidays, financial
services products, and that kind of thing customers want to find out
more. They are seeking information and the internet is an excellent
environment for providing all that. It can be provided in a fun, user-
friendly way. It then develops what is called a stickiness to the site. It is a
site that people want to access, to linger with and come back to time and
time again, because things are happening on the site which are
informative and are of benefit to them in planning their lives.

CDs are a good example of how this expanded service can be provided
on the internet. Reviews of latest issues and samples of tracks can be
downloaded. If it is a classical recording, different versions can be
compared on line to help the potential purchaser make up his or her mind
about which suits their particular taste. So don’t simply put the brochure
on line. Consider the net as a channel, a medium, in its own right, which
requires the development of its own customer value proposition.

Rule 7 — Create a sense of community service. While getting on-line and
learning about the net environment, try in effect to create a sense of
community, so that those who log on feel they are coming to something
that is more than just a list. Excite their interest and instil in them the
feeling that this is the place to come to find out what is going on. A car
dealer, for example, can establish a motor club with an abundance of
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information about cars in general — make it the place to come to chat to
people about the experiences they have had with various models of the
car the site is selling. Maybe provide a site for do-it-yourself enthusiasts
who want to converse with like-minded subscribers about how to go
about their own car repairs. It provides an opportunity to exchange ideas
and experience. Currently, this is done in written form, but there is
already the technological means to do it verbally. It will soon be possible
to have an interactive dialogue with a call centre representative, for
example, who will be able to answer queries via a video picture in the
corner of the PC screen. All that is part of community service.

There are a growing number of internet companies that have already
seized the opportunity to exploit the on-line potential for creating a
community service. One of them is called Motley Fool, which is in the
financial services arena. Subscribers come on site to learn about financial
services products, stocks and shares, among other things. The informa-
tion is presented in a relatively fun environment with the emphasis on
tailored and personalised communication. It’s the place to find out what
is happening with net stocks and shares in a club atmosphere. It has
created a buzz of excitement about its up-to-the-moment, easy-to-use
facilities. It’s good at generating word of mouth so potential customers
feel this is the site they should subscribe to rather than other competitors.
Another community site is ivillage, which essentially is targeted at
working women and families who want to learn about issues affecting
their lives. Another is Seniornet, which is for senior citizens, and deals
with issues affecting them. For example, members can also club together
to buy computers and other products at discounted prices.

These community sites are again more than just a product list. There is
something else going on that makes people feel it is the place to visit. It’s
very intangible and a bit emotional. It’s somewhat contact-driven. It’s a
bit about brand values, which makes participants feel it is a comfortable,
warm place to be, where they will meet others for a friendly chat to
exchange ideas and information and learn about the latest developments
in a particular product range. Another obvious possibility would be a site
for mothers and babies, where parents can learn more about bringing up
children, while at the same time buying on-line all the clothing and
equipment for their offspring. This could even be extended to take
advantage of the changing nature of bricks and mortar establishments.
Mother and baby clubs could be launched in the product-vacated space
where parents can meet each other physically and compare notes. It
needn’t be only a virtual experience!
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Rule 8 — Measure the metrics. How to measure the progress of an internet
business? Before even starting to grapple with earnings and profit,
companies need to focus on a much more immediate set of metrics. In
some relative order, these are:

number of page impressions
number of visits

number of unique visits

number of orders

number of customers

number of repeat customers
individual customer value

average basket/transaction value per order
length of time visiting the site
average clicks to order

e-mail response times
delay/drop-out rates per page
delivery lead times

customer survey satisfaction scores.

There are other measures of course. But what companies must learn to
do is to monitor these key trends, develop the statistics and, most
importantly, actively respond to them. It means trying to encapsulate and
capture centuries of retailing and merchandising experience into just a
few short years. It is about learning how to optimise and make most
effective an internet business. It was never going to be easy but today’s
information technology environment means this data is available and the
more determined management teams can learn to exploit it.

Obviously, in the long run, no company can ignore a lack of profits,
but in the early stages when retailers are beginning to build up their
internet trade they can use these new metrics to boost their confidence
that things are going in the right direction and to pinpoint weaknesses in
their approach. These measurements can also be used to benchmark
against other on-line competitors and rival companies in general. If the
metrics are more favourable than those of rivals, it would suggest the
organisation is doing better than them. They might also be fed to the City
via the annual report to assure investors that even if there are currently
no profits, developments are progressing in the right direction.

These kinds of metrics have typically in the past been buried in the
marketing department. Today they should receive wider exposure,
because if a company is not making profits, how else do you evaluate
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it, estimate when it might become profitable or whether it is capable of
becoming a success in the future? There is now this new approach to the
way companies in the internet space are being evaluated, particularly
pure plays that are losing money.

Rule 9 — Invest 10% of capital expenditure now in e-commerce. Today,
e-commerce may be no more than 1% of sales, but it can be expected to
grow rapidly and it is necessary to create the circumstances in which a
business can compete in that environment. If it only invests 1% of total
capital in developing the on-line business it is not going to be able to
achieve very much. It needs to start thinking about spending 10% of the
capital expenditure now to create a viable e-commerce environment for
the future. It is not uncommon to find US-based companies spending
$30 to $50 million a year developing one web business. That is a
significant amount of money. Some are spending more, some are
spending less. But as the game shifts, as companies get better at exploiting
on-line opportunities, the idea of getting on the web for $50,000 by just
posting a brochure on the screen and listing with Yahoo! as a search
engine is entirely inadequate. Current trends demand something far more
enterprising. Consumers’ expectations are beginning to rise and the
functionality of the information technology employed in the business
needs to grow in parallel with these expectations. To be successful,
companies must, for example, personalise the experience so that when
particular individuals log on they can indicate that they recognise them
and are aware from previous occasions what their special preferences are.

Restricting investment to 1% is short-sighted. A business needs to
engage in a more aggressive spend to keep pace with the internet’s rapid
growth. If it doesn’t invest ahead of the game it won’t be in a position to
ride the wave and reap the undoubted benefits to come. On the contrary,
it will be caught out by others who have invested more daringly. It will
also be in a weak position to compete against all the new entrants that are
streaming onto the internet. While it has become less easy for new plays
to attract venture capital nowadays compared with the end of 1999 and
early 2000, good propositions are still managing to raise the money and
will continue to do so.

Rule 10 — Test, trial and learn. Waiting to see how electronic retailing will
develop in the future is a dangerous game. The cautious-minded may
think they ought to bide their time and see how things pan out and
perhaps review the situation when e-commerce has become a more
significant force in the market place. But by then they may well have
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missed the boat. Better to follow the example of Tesco for one which took
the plunge early on in the game to learn important lessons that are
keeping it in the forefront of latest developments.

In the beginning people scoffed at Tesco for manually downloading the
on-line orders and re-keying them into their existing systems — an
approach that seemed the very height of inefficiency. The lack of
automation came in for a certain amount of derision. But the last laugh
may well be with Tesco, because it had made up its mind to learn in easy
stages. It was not prepared to ramp up too quickly sophisticated
electronic links in its back-end information systems environment. It
shrewdly decided to test the waters and try to measure the level of
demand there was out in the market place for on-line shopping. Tesco
was prepared to become part of the game and to learn from trial and
error, trying out different approaches. It has proved to be a sensible route
to take because by the year 2000 its internet home shopping business had
become the biggest in the world with annual sales of £125 million plus. Its
internet business — including its home shopping operation Tesco Direct
and its own internet service provider — has now become so significant that
it has decided to spin it off as a wholly owned subsidiary. It was reported
in 2000 to be investing £35 million into Tesco.com in the current financial
year. If it were to float Tesco.com on the stock market it would probably
find that it had created £1 billion plus piece of sharcholder value, which
will of course become even more valuable as time goes on.

The Ten Rules for Manufacturers

In this section we look at the ten new rules applicable to manufacturers
and suppliers of consumer goods. They are equally applicable to the
providers of services, such as banks and building societies. Manufacturers
generally have been slower than their retail counterparts to take
advantage of the net and to exploit it as a medium. The main inhibiting
factor has been that they have not wanted to upset their retail
distributors. Manufacturers have feared that if they disintermediate their
retail distributors they will retaliate by cutting them out of their order
books and that, naturally, is something manufacturers are very anxious
to avoid. This understandable caution compelled manufacturers to tread
very carefully in the early stages of e-commerce. Between 1995 and 1998
they hardly embraced the net at all. If they did anything it was to place
some general information about their products on a website, maybe
mentioning the retail outlets they could be obtained from.
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There are signs, however, that this cautious attitude on the part of
manufacturers is beginning to change, for two basic reasons. One is that
they have seen other more adventurous competitors taking advantage of
the web and stealing a march on them. Secondly, manufacturers are
beginning to see that others of their ilk have developed much more of an
internet presence and still managed to retain good relations with their
retail distributors. In this section we explore the ten new rules
manufacturers should adopt based on current experience that will help
them to pursue best practice in this area. We firstly look at five market-
facing opportunities for manufacturers and then at five rules to help them
take advantage of new internet technologies in the supply chain.

Five market-facing rules for manufacturers:
1  Get the product on the web
2 Get networked
3 Establish direct on-line links with customers
4 Develop a net-differentiated value proposition

5 Sell selectively on the net

Five supply chain rules for manufacturers:
6 Joint venture with other manufacturers
/  Link with own suppliers

8 Join an exchange

9 Use the net to improve productivity

10 Outsource

Rule 1 — Get the product on the web. It is pointless taking no action for
fear of upsetting retail counterparts. The fact is manufacturer suppliers
just cannot afford to ignore the challenge of the internet. They don’t
necessarily have to use it as a selling medium. But at a barest minimum it
is essential to be present in the e-world and make as much of that
presence as market conditions will allow. At least describe the product
and make information about it widely available.
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Take the examples of Sony and Toyota, which have both created very
informative and entertaining websites. Sony’s website incorporates
games, competitions, kid zones. Even though there are only limited
possibilities to buy a Sony product on line, there are still powerful reasons
for visiting its website. Sony has created the sense of community and
‘stickiness’ we referred to earlier in this chapter. It has given Sony the
chance to learn about being on the net, how to create an effective website.
It has also given Sony direct access to its customers, because each
customer who visits the site provides Sony with detailed information for
its customer records, which is invaluable for future marketing campaigns
and provides immediate market intelligence and consumer research.

Long before Toyota began to think about selling cars on-line it decided
that, rather than do nothing, it would create an on-line environment that
would not upset its dealers. So when it offered car promotions they were
advertised on-line, not just on the telephone. People could dial 1-800 to
hear the commercial or go to Toyota.com. In fact, Toyota found that
with some of its promotions more people went on-line to obtain the
information than used the telephone. This consumer interest prompted
Toyota to go a stage further and it has since set up Gazoo.com, which has
become one of Japan’s most popular cyber gateways, peddling everything
from brake pads to hit compact discs to horoscopes. According to
Business Week, Toyota’s Gazoo.com division ‘boasts more than 50
vendors, 500,000 members and 2,000 new subscribers every day. It’s so
popular that almost 13,000 convenience stores want Gazoo.com
terminals to go in their locations. Consumers will order stuff at Gazoo
kiosks, then pay and pick up their deliveries later at the store.’

Manufacturers like Sony and Toyota have gone beyond just sticking
their brochures on the web. They are providing information and
entertainment and hot links to other relevant sites. It could actually be
hot links to their retail partners. So, while retaining good relations with
their retail partners and dealers, they are learning about the web, picking
up customers and reinforcing the brand name.

Rule 2 — Get networked. There is no point keeping the website passive.
Wherever possible link up with other people, while still maintaining
current distribution arrangements. Link up with affiliate partnerships, as
Toyota does, so that, while not necessarily selling on line, a manufacturer
can still actively engage with and through other people who, for example,
do sell complementary products on-line.

It is possible through the network to develop new promotions and
sponsor other people’s sites. The decision of Unilever and Procter &
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Gamble to back teenage websites is a good example. Unilever has
invested in Wowgo, a new on-line Europe-wide lifestyle brand for teenage
girls, which was launched in 2000. The internet venture is targeted at girls
aged between 12 and 16. It features a customised homepage and links to
separate microsites covering issues such as health and beauty, relation-
ships, music and entertainment. It is also being used to collect generic,
non-specific data on users and trends in the teen market, which is then
being sold to third companies. As a further revenue stream, Unilever is
looking at potential sponsorship tie-ups with 15 to 20 partners for specific
parts of the site. The Unilever initiative is expected to use the site to go
head-to-head with rival Procter & Gamble, which also announced plans
in 2000 to launch a teenage-focused website in conjunction with portal,
Excite@Home. It was reported that the site would have a budget of
several million pounds and would provide community, chat and other
interactive services alongside content secured through third-party
networked deals.

Rule 3 — Establish direct on-line links with customers. Manufacturer
suppliers can now use the opportunity, not just to reach customers on line
in the way Unilever and Procter & Gamble does, but actually to build up
their own customer on-line data base. This can be valuable not just for
marketing campaigns, but maybe eventually, if it is appropriate, for
direct selling. The latest internet technologies facilitate this. The advances
that have been made in this area were outlined in a special report in
Business Week: ‘The latest advances in software technology make it
possible for companies to amass detailed profiles of customers, offer them
just the things they’re likely to buy, reward them for loyalty, and quell
their frustrations. And, thanks to the web, companies can keep all of their
information about customers in a single electronic storehouse, easily
accessible through web browsers for executives at headquarters, sales-
people on the road, and service reps in remote call centres. It’s all about
delivering TLC (tender loving care) — internet style.’

David Caruso, a vice president at market researcher AMR Research,
told Business Week: ‘Everybody is scrambling to grab the customer and
not let them go.” The Business Week article goes on to point out that the
latest internet technology promises to transform the way companies do
business. ‘Gone are the days when they could afford to build products
without knowing for sure if customers would snap them up. Now they
can learn precisely what their customers want before they design a single
widget. Manufacturers can even let buyers specify the key features they
would like before a product is assembled. And by using technology to
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track their every encounter with a customer, companies can easily
separate out the best from the bad — and focus their marketing muscle on
customers who are likely to buy often and pay their bills on time.’

For example, Cozone.com, an on-line computer retailer, has taken full
advantage of the latest internet technology to glean data about its
customers. Using Silknet’s new virtual sales assistant, Cozone.com has
created ‘Jill — the Notebook Advisor’. It’s a piece of software that walks
customers through a series of questions about their lifestyles and what
they’re looking for in a computer — then makes recommendations.
Cozone.com gathers a vast amount of data from cybershoppers and uses
it later to target them with e-mail promotions. But mostly, ‘Jill’ is about
making customers feel good about their experience so they want to come
back for more. Other internet-based software packages, like Siebel,
enable companies who are new to the game to develop better links with
their customers, understand what their customers’ needs are and manage
the customer relationship more efficiently. There’s no excuse for not
getting close to customers.

Rule 4 — Develop a net-differentiated value proposition. When potential
customers visit the net to understand more about what’s on it they have
certain expectations. It’s not like walking into a shop. They will want a
different experience, because it is a different medium. And so different
value propositions need to be established (as Coca-Cola did). Think
through what needs to be said and how to package it. What sense of
community needs to be achieved? What contents? What games and
competitions? It may be appropriate to set up distinctive websites for kids
and a separate one for older customers. Again, it may not be essential to
sell to them, but it is essential to come up with ideas to attract them.

One way to achieve this is to use personalised software. A company
called Netperceptions, for example, has developed highly personalised
software that enables companies to tailor their response to a customer’s
individual needs. If, for example, a company is a supplier of CDs and
learns that one of its customers is interested in classical music, it can
direct that person to the latest releases the minute they arrive on the
website rather than making them wade through a lot of other selections
before arriving at particular preferences. Companies can get customers to
buy things they might not have intended to purchase if they personalise
those customers’ experiences enough through a developed value
proposition.

Rule 5 — Sell selectively on the net. Manufacturers may have been
inhibited about upsetting retailers through exploiting the net, but that
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does not mean manufacturers need be excluded from selling direct on
line, provided they go about it in a subtle and shrewd manner. Procter &
Gamble, which sells its Hugo Boss perfume over the net, illustrates how
the softly, softly approach can work. Procter & Gamble’s research shows
its mainstream retailers that this particular line of perfume appeals only
to a certain target niche and so it wants to use it for a pilot experiment. It
wants to develop a community and selling environment on the net for
Hugo Boss, but one where both P&G and its retailers will win because it
will enhance awareness, build brand values and so total sales across the
whole market will grow. P&G is attempting to create a life-style website,
while at the same time selling its perfume. It reassures its retailers that it is
not competing with them or trying to disintermediate them. It’s a tactic
that helps companies like P&G learn more about the net, little by little,
rather than burying their heads in the sand, saying they are not prepared
to risk upsetting their traditional outlets.

Another good example of this approach is to look at how Quaker Oats
dealt with a poor selling cereal called Quisp. For a decade, the crunchy
corn cereal could only be found in five and a half US cities. The half was
Buffalo, where Quisp showed up in one or two groceries. With only
92,000 boxes sold over a 12 month period, the brand was barely a blip for
industry-data collectors. But Quaker couldn’t bring itself to pull the plug.
Quisp, a cross-eyed cartoon character with a propeller on his head, whose
popularity peaked in 1968, inspired nostalgia at Quaker’s Chicago
headquarters, reminding old hands of a time when the cereal business
wasn’t so competitive. So the cereal survived, albeit barely — until Quisp
began its quirky quest on the internet.

It turned out that veterans at Quaker were not the only ones to feel
nostalgic about the offbeat cartoon character. Quaker, which maintains
websites for each of its cereal brands, noticed that www.Quisp.com was
drawing far more attention than bigger brands like Cap’n Crunch and
Life. Quaker’s marketing department sensed an opportunity. But it
needed a way to satisfy Quisp lovers without taking precious grocery-
store shelf space from other Quaker cereals. To solve the problem,
Quaker built a link between Quisp’s website and www.netgrocer.com, an
on-line retailer that sells only nonperishable grocery items and delivers
them throughout the US within two days. Quisp quickly became
NetGrocer’s best-selling cereal, outselling even the industry titans,
Cheerios and Frosted Flakes, often by ratios of two to one.

The outcome could hardly have been better for Quaker. Provided it
keeps Quisp in a contained environment, it is learning a great deal
about selling on-line without causing much concern among established
outlets.
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Rule 6 — Joint venture with other manufacturers and suppliers. As we’ve
discussed, anything that looks to directly disintermediate retail customers
is viewed as threatening by them. Often that perception among retailers is
just that — a purely emotional reaction without real consideration of the
underlying economics and actually how both parties can win. Because
manufacturers can’t stand still, what other ways are there to respond to
the e-commerce challenges and opportunities?

One way might be to collaborate and joint venture with other
manufacturers in the same industry. Co-operate rather than compete.
Establish a joint approach that is so compelling that retailer customers
just cannot resist it. They might be able to delist one brand in the
category, but they can’t delist them all. It’s always possible as well to start
to do this in a less confrontational manner and choose relatively small
product categories to test the ground rather than putting the entire
business range on the line.

With this approach no doubt in mind, Ford and General Motors
have each launched initiatives to sell cars directly to the buying public on
line. There is no suggestion there was any collusion between them but,
because these two major car companies are both moving in the same
direction and more or less at the same time, it becomes an industry-wide
trend which defuses some of the opposition that might have come from
established car dealers. They can say to their dealers that the industry is
changing and they have got to change with it. By moving in this way,
Ford and GM are creating an industry-wide dynamic that gives them the
muscle to leverage the internet in a more positive way. Of course dealers
are pushing back and even using political lobbying to assist their cause,
but there’s no doubt the likes of Ford and GM are putting their stakes in
the e-space.

Similarly, a UK plastics manufacturer, looking for ways to avoid
upsetting its traditional wholesalers, decided to create what might be
called a plastics portal on the web. Visitors to the site, including its
existing customers, can obtain information about plastics and other
manufacturers can exhibit their plastics-related wares on it. The plastics
portal is an example of a manufacturer trying to establish new routes to
market and potentially new markets of distribution, but through
collaboration with its supply chain, strengthening its own market
position.

Rule 7 — Link with own suppliers. The Matsushita Industrial group
recently announced it will set up a vast internet bazaar for most of the
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materials and components it buys from thousands of suppliers, in one of
the biggest moves by an Asian industrial group to tap the web for
efficiency gains. By March 2001, Matsushita — a conglomerate of
11 makers of products such as fax machines, VCRs and digital
camcorders under brand names including Panasonic and National —
expects all its manufacturing-related purchases in Japan to go through
the new web-based marketplace. It is planning to bring overseas suppliers
into the system at a later stage.

Given Matsushita’s clout as one of Japan’s dominant electronic
equipment makers, the move may well inspire similar steps at other
Japanese companies, which have been struggling to restructure but have
been slow to weave the internet into their manufacturing operations.
Matsushita plans to switch 3,000 large-scale suppliers of parts and
materials to the new web-based system by March 2001. Those suppliers
account for more than 98% of the parts the group procures from a total
of 7,000 suppliers in Japan.

IBM is another company that is exploiting the internet to achieve
greater efficiency in its dealings with its suppliers. A new on-line
procurement system has eliminated five million pieces of paper a year,
among other things. IBM bought $13 billion worth of goods and services
over the web in 1999, saving more than $270 million. Still, IBM continues
to look for ways to improve efficiency. It is getting smarter about saving
money on computer parts too. It buys from suppliers who may build only
a small part of the machine — say, the motherboard for a personal
computer. But in the case of a motherboard, scores of microprocessors
from other manufacturers go into making that part before it is delivered
to IBM. So IBM asks the company making the motherboard to supply it
with a list of all the chips, along with their prices and their suppliers. To
do that, IBM has wired up some 12,000 suppliers to its network. All the
information IBM gathers is then placed in a huge database that includes
what IBM pays for every microchip or part to make other products the
computer giant sells.

IBM uses data-mining software to drive down procurement costs and
improve efficiency. It can see whether, for example, chip X used by its
motherboard supplier is also used elsewhere in the company. The
software compares the price IBM pays with what the motherboard maker
spends. If IBM is getting a better deal on chip X, then IBM will go to the
manufacturer of chip X and demand the motherboard maker get the
same price. The motherboard maker has to lower its prices to IBM by the
same amount.
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Rule 8 — Join an exchange. There has been a significant new development
in the B2B market during 1999 and 2000 that has seen major companies
joining together to form buying exchanges. The collaborations have
mostly been between corporate giants, mainly the market leaders in their
respective fields. These industry giants have realised that combining their
strengths leaves them less vulnerable to dotcom start-ups looking to
break into their market. The trend began in the autumn of 1999 when
General Motors and Ford announced plans for electronic-based B2B
procurement systems. GM — together with Isuzu and Suzuki, its Japanese
affiliates — teamed up with Commerce One, a leader in e-commerce
software, to form TradeXchange, while Ford partnered with Oracle, the
US software group to form AutoXchange.

The potential for both these systems was quickly seen as huge, reports
the Financial Times. Both manufacturers interact with about 30,000
suppliers and the GM-Isuzu extended supply chain is thought to total
about $500 billion annually, while Ford’s is around $300 billion.
Comments Nikki Tait of the Financial Times: ‘Not only would the car
companies’ own purchasing requirements be pushed through these
systems, but suppliers could also use the on-line facilities to do their
sourcing, for anything from nuts and bolts to stationery.’

The car industry initiative was followed in early 2000 by the launch of a
global B2B on-line exchange for the retail industry by Sears and
Carrefour, two of the world’s largest retailers, and Oracle, the US
software group. The exchange, GlobalnetXchange, will enable retailers to
buy all types of goods and services over the internet. It will handle Sears’
and Carrefour’s combined $80 billion annual purchases from 50,000
suppliers and will be open to all retailers — a $50 billion world market.
The retail exchange, observes the Financial Times, provides further
evidence of the rapid growth of B2B business e-commerce, which is
expected to reach $2,000 billion by 2004. ‘Establishing a single industry-
wide exchange rather than numerous competing exchanges was critical to
achieving cost savings’, the retailers said. Often alternative exchanges
have also been set up in this space as companies scurry to find
appropriate partners.

Rule 9 — Use the net to improve productivity. Re-engineering was all the
rage in the mid-1990s. But the vast and speedy internet is ushering in an
even bigger wave of business transformation and cost restructuring.
Business 2.0 magazine suggests it might be called E-engineering.
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‘Companies realise that it is not enough to put up simple websites for
customers, employees and partners. To take full advantage of the net
they’ve got to re-invent the way they do business — changing how they
distribute goods, collaborate inside the company, and deal with
suppliers.

Technology companies like Intel, Dell and Cisco Systems were
among the first to seize on the net to overhaul their operations. At Intel
Corp, for example, web-based automation has liberated 200 sales clerks
from tediously entering orders. Now they concentrate instead on
analysing sales and pampering customers. Cisco Systems, for its part,
handles 75% of sales on-line. And 45% of its on-line orders for
networking gear never touches employees’ hands. They go directly
from customers to the company’s software system and onto
manufacturing partners. That helped Cisco hike productivity by 20%
over the past two years.’

Rule 10 — Outsource. When thinking about going onto the net, take
advantage of the fact that internet technologies are enabling application
service providers (ASPs) to help a company make it work. Rather than
investing in the software and hardware involved and having to upgrade
the software at regular intervals, let the ASPs take care of it, saving the
hassle. A case study reported in the Wall Street Journal illustrates the
advantages of taking this route:

Jim Dybalski, chief executive of LoanCity.com, an on-line mortgage
company based in California, set up his operation from scratch by
outsourcing to an ASP. His business plan was ambitious. He wanted to
build up a customer base of more than a million within a few years. Any
on-line operation of that scale would require a sprawling computing
centre, which in turn would require a sprawling set of resources costing
millions of dollars. Dybalski decided to let someone else worry about that
problem. He hired an ASP to set up and run the various enterprise
resource planning (ERP) business software packages that LoanCity.com
would need to handle such areas as sales, accounting and human
resources. Instead of making a huge technology investment upfront, he
uses the internet to connect to the applications he needs located at his
ASP. ‘I had six months to go from a mom-and-pop start-up to a world-
class system. I don’t think I could have done that myself.’

A growing number of outsource providers are vying for a piece of the
on-line customer support market. Though web-based support systems
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are quite expensive, they can be a very worthwhile investment. For
example, Cisco Systems has used on-line outsourced technical support to
reduce its technical support staff by 1,000 people — most of whom were
highly-paid engineers who were transferred to more complex and suitable
tasks. In the past four years Cisco’s sales have quadrupled, while support
staff only doubled.

Outsourcing, utilising the latest internet technologies, can solve a lot of
headaches, but never forget that the most important assets will remain the
people. They are the intellectual capital and they will be the key in
managing the relationships and driving future business success. As Don
Tapscott, also writing in Business 2.0, puts it: ‘In an economy like this, the
only assets that really count are the intellectual assets — knowledge
contained in the brains of knowledge workers.” And this asset needs to be
nurtured even while the company is pursuing all the opportunities to
capture further internet-enabled efficiencies.

* % %

What these ‘new rules of the game’ add up to is a blueprint for doing
business in the twenty-first century. It is not that brands and service and
customers and price and product features have suddenly become less
important. They’re just as critical. It’s that there is now a new context in
which they need to be applied, a new economic and business framework.
And organisations generally need to become keenly aware of this new
environment, embrace these new and additional opportunities and
disciplines, and ensure they are continually evaluating their progress.
The new game in town means some of the traditional barriers and
boundaries are breaking down and new ones are taking their place.
Understand these new rules and win. Ignore them and die.
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