Chapter 2: Personal Productivity

Small Business  [!! Photo]

Despite its founding in Jeff Bezos’s garage, Amazon.com never fit the stereotypical Web startup of twenty-somethings in ponytails.  In the late 1980’s, Bezos was a systems development executive at Bankers Trust in New York.  He became the bank's youngest Vice President ever. Yet, when the explosive growth of the World Wide Web caught his eye, he saw an even bigger opportunity: online commerce. 

Today, Bezos, as CEO of the Internet bookstore Amazon.com, is representative of  a group of young entrepreneurs who are using cyberspace technology to take market share from traditional businesses with strong consumer and industrial franchises.

This type of analytical thinking is not foreign to Bezos.  “I always wanted to start a business, but my wake-up call was when I found out the Internet was growing at a 2,300 percent rate,” he says. “That's a market that nothing compares to. Then I sat down and made a list of 20 possible products to sell on the Web.  Books were the biggest commodity.”

According to Bezos, the thing about books is that there are so many of them.  At any given time, there are 1.5 million English-language books in print plus another 3 million worldwide.  No other consumer commodity item comes close, with music being a distant second, with about 200,000 total titles available.  The largest real-world physical bookstores house only about 170,000 books.  This leads to the opportunity that an online bookstore provides for an ideal electronic-commerce business.
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Industry Analysis:  Entrepreneurial Businesses

Definition and Introduction

An entrepreneur is an individual who starts a business, usually with a new and different way of providing a service or making a new product. Entrepreneurship is the development of an innovative organization or network of organizations for the purpose of gain or growth under conditions of risk and undertainty
.  It includes the following elements:

1. Creativity and innovation.

2. Resource gathering and the founding of an economic organization.

3. The chance for gain or increase under risk and uncertainty
.

From a more personal standpoint, entrepreneurs are characterized by:

1. Compelling vision.

2. Versatile planning.

3. Driving passion.

4. Confident execution
.

From an economic standpoint, the entrepreneurship industry should thrive most in times of economic slowdown and layoff.  As opportunities in large corporations diminish, the attractiveness of the entrepreneurial opportunity increases.

Entrepreneurship is not possible without freedom and economic growth.  Freedom to explore, try new things, and to fail at doing so is critical for new startup ventures to begin and survive.  Economic growth includes favorable economic conditions that give an entrepreneurial organization the opportunity to gain and grow
.

Entrepreneurship is international in scope.  Nothing has brought change faster than the rising ability of the countries in Asia to compete with the United States in productivity and ideas.  Since these countries are beginning the process of change, they do not have to repeat the organizational and technological steps previously followed in other organizations.  Adding the effectiveness of just-in-time inventories and manufacturing, the large capital investments in warehouses and inventories have been greatly reduced.  In comparison, the larger corporations seemed to move too slowly.  An entrepreneurship style of thinking was needed.  As a result, large organizations began to teach and implement an entrepreneurial approach toward business.  

Financial Analysis

During the rapid growth environment of the late 1990’s, venture capitalists (companies that look for ideas in which to invest) poured millions of dollars into “an idea and a prototype” of the product or service.  Today’s environment is far different.  The remaining venture capital firms are far more careful with their research and cautious with their investments.

Working capital is needed to get the production of products or the provision of services off the ground.  Permanent working capital is the amount needed to produce goods and services at the lowest point of demand
.  Temporary working capital is the amount needed to meet seasonal or cyclical demand.  When peak periods end, temporary working capital is returned to its source
.

Financing is necessary across a new venture’s lifecycle.  This includes early-stage, expansion, and public financing.  Early stage financing includes seed capital to prove the concept is viable and start-up capital to bring the business into operation.  Expansion financing supports the first commercial sales, expanding the product or service into new or broader markets.  Public financing enables the firm to make the transition from being a private to a public company
.

Stock/Investment Outlook

Investment in entrepreneurial firms is a risky proposition, to say the least.  It is even more tenuous in today’s cautious economic environment.  The great majority of new businesses fail within the first five years.  These businesses are usually small, not publicly traded, and financed by families or friends.  Investing in them means contributing to the business directly in return for an equity stake in the company.  

Entrepreneurially-driven businesses can raise capital through debt and equity.  Debt financing requires a fixed return over a stated period of time.  It is borrowed capital and represents an agreement for repayment under a schedule at an interest rate.  For investors in equity, the gains can be unlimited and the losses can include the full amount of capital invested
.  Private, or angel, investors are wealthy, risk-oriented individuals who are interested in capitalizing on the high-risk/high-reward opportunities that the new venture provides.  Venture capital is outside equity that comes from professionally managed pools of investor money.  Wealthy individuals and institutional investors pool their resources and hire professionals to make the investment and related decisions.  Equity or public financing enables a firm to raise a much larger amount of equity capital than was previously possible.  The Initial Public Offering or IPO enables the entrepreneur, early investors, and top management team to price and sell some of their shares on the open marketplace.

Venture capitalists specialize in looking for good investment opportunities. Yet, with so much risk involved, the question remains, why invest in a start-up?  If the concept seems reasonable, usually the person trying to get the funding is puts everything on the line, having already asked for money from everyone he or she knows.  It follows that investors know that if the business fails, it will not be for a lack of trying.  The involvement of the venture capitalists can provide general business guidance and advice so that the new business can avoid the common problems. The payoff remains the incentive.  If the business makes it, the return can be substantial.  In return for the risk of the investment, venture capitalists receive the potential for a substantial reward.  

A successful entrepreneurship can be quite profitable.  Seventy-two percent of the 1997 Forbes Survey of the 400 richest Americans were first-generation entrepreneurs.  This included Bill Gates and Michael Dell.  Investing in entrepreneur-headed businesses should be carefully attempted and only done after extensive research and analysis.  It should not be attempted on the spur of the moment or because this is the “last chance to get in on the bottom floor.”  Personal investing in a small, entrepreneur company should only be done with resources that can be afford to be lost.  You should enter these opportunities with the expectation that you will lose all the money. 

Potential for Growth

The growth in the entrepreneurship industry was unsurpassed in the late 1990’s.  The lure of big profits and the ability to be your own boss enticed a large number of people.  Years of a healthy economy loosened the purse strings of many venture capitalists, making it is easier than ever before to get money for a new business venture.  

All of this changed, of course, with the economic contraction of 2001. Even with greatly reduced interest rates, the resources have not surfaced to continue to fund the extensive number of opportunities that were formerly available.  Assuming the business gets off the ground, the potential for growth depends on a number of factors, including the need for the new product or service, the state of the economy, how the product or service is priced, marketed, and delivered, and the customer service.

Today's technology makes it easier to compete with large companies offering similar services or products.  Entrepreneurial and small business associations help entrepreneurs get business advice, find mentors, and make business contacts.  We are experiencing an economic downturn.  However, the low cost of capital, the availability of labor and resources, the reduced competition for competitor’s dollars, and the positive attitude toward entrepreneurs are available to help position for growth those who are willing to take advantage of the risk.  

Competitive Structure

The competitive structure in the entrepreneurship industry is different from that in the longer established and more traditional industries.  Since entrepreneurs do not all sell the same product or service, or even pursue the same type of client, the competitive structure of the entrepreneur's business depends mostly on the product or service they resemble most, or the one they are trying to replace.  If this is a completely new product or service, which few are, there are no competitors. In that case, however, customers need to be convinced of the value of this new product or service.  Store owners and buyers must also be convinced to give up some store shelf space for the new product.

Getting a new offering off the ground is an extremely difficult endeavor, especially for entrepreneurs who lack the power (and money) of multinational corporations, which also come out with new products.  This makes the process even more complicated.  Entrepreneurship is so well thought of that many major manufacturing companies, from drug to toy makers, have allowed and even encouraged entrepreneur-like behavior to develop and bring to market new products.  Once a large company does have a new product, they have a lot more clout in stores than a small company in asking for shelf space.  This further stacks the competitive environment against a new competitor. If the offer from the entrepreneur is a good idea and executed well, the product or service will easily sell itself once the company starts growing.  Since the younger, smaller competitor can move so quickly, it usually takes time before the big companies come in to compete with a successful entrepreneur.  This can result from from believing that entering that market may not be worth it, to the internal delays faced by large companies.

Technological Investment and Analysis

Although the amount of technological investment in an entrepreneurial company depends on the main product of that business, there is no doubt technology and technological advancements have made being an entrepreneur easier and lowered the barriers to entry.  Equally important, entrepreneurs in the field of technology have done extremely well.  Companies such as Dell, Microsoft, and Netscape were all started as entrepreneurial businesses. In fact, Silicon Valley, where so many of the computer-related innovations have begun, is filled with venture capitalists looking for the next Netscape. While a person selling a service or a simple product might not need to keep abreast of the latest technology to survive originally, that business will need it down the road if the business grows.

It is easy to see that new technology is more than desirable for an entrepreneur, it can be critical to the success of a new entrepreneurial company. In fact, technology can deliver the competitive advantage that is driving the new business. Consider, for example, the Internet's leading compact disc and video store, CDNow. CDNow, which sells millions of dollars a year of CDs, went public in 1998, yet was started less than five years ago by two twin brothers in their twenties. To this day, CDNow remains a virtual store, with no warehouse or inventory. It simply passes the order to the distributor, who ships it out. The people that work at CDNow work on customer service and web page design, but do not have the overhead and lease costs of a normal record store. The advent of new technology like the Internet has developed successful new businesses.

At the very least, technology can help a small entrepreneurial company compete with the big company on many levels. Using technology such as web sites on the Internet, combined with software packages to do everything from the payroll, to professional-looking presentations and proposals; a single person with a computer can appear as professional and competitive as a much larger company. A technology setup of this kind, while not cheap, is certainly within reach of most small businesses.   This has lowered barriers to entry in many industries.

To summarize, technology has not only lowered costs and barriers to entry, and increased efficiency for entrepreneurs, technology has been the key to many new entrepreneurial businesses.


The Internet, of course, has greatly reduced the technological barrier to entry for new companies.  Companies can announce their presence and market their product far more broadly and target it more specifically than they ever could before.  Providing information, enabling cost and product comparisons, and linking individuals to unique products of interest are all services enhanced by the internet.

Role of Research and Analysis

Research and development is a critical part of an entrepreneurship environment.  Entrepreneurs develop a vision for a product or service that is unique enough to warrant their full attention and financial support.  The idea for a new product, for example, may come from simply asking, "Wouldn't it be great if something existed that. . . ?"  In this case, follow-up research must be accomplished.  This includes not only product research, but also market research.  Would people be willing to pay for this concept?  How much? How often would they buy it? As previously mentioned, some big companies make entrepreneur-like behavior a process. These companies realize that "thinking outside the box" means more than just addressing today's issue in the most efficient way.

For example, Merck and Company, the huge pharmaceutical company, has tried to standardize the invention process. The scientists who develop drugs in Merck's laboratories are encouraged to take a block of time and devote it to scouting for ideas outside the company.  They can then conceptualize and follow up on drug projects of their choosing.  They can make a case to a Merck board to finance the research or buy it from the outside.  If successful, they are rewarded through stock options or salary bonuses. 

Technological Investment and Analysis

Although the amount of technological investment in an entrepreneurial company depends on the main product of that business, there is no doubt technology and technological advancements have made being an entrepreneur easier and lowered the barriers to entry.  It is no surprise that entrepreneurs have done especially well in the field of technology.  Companies such as Dell, Microsoft, and Netscape were all started as entrepreneurial businesses. In fact. Silicon Valley, the hotbed of computing-related innovations in the United States, is filled with venture capitalists looking for the next Netscape. While a person selling a service or a simple product might not need to keep abreast of the latest technology to survive originally, that business will need it down the road if the business grows.

New technology is often more than just desirable for an entrepreneur;  it can be critical to the success of a new entrepreneurial company.  In fact, technology can deliver the competitive advantage that is driving the new business.  Consider, for example, CDNow, which is one of the leading providers of compact discs, dvds, and videos on the Internet.  Founded by two twin brothers in their twenties in 1995 and gone public in 1998, CDNow now sells millions of dollars a year of CDs, dvds, and videos.   CDNow has always been a virtual store, with no warehouses, marketing rooms, or inventory.  It simply accepts the order through the computer and passes it to the distributor, who ships it out. The people who work at CDNow work on customer service and web page design, without the overhead and lease costs of a normal record store. 

At the very least, technology can help a small entrepreneurial company compete with large companies on many levels. Using technology such as web sites and software packages, the small company can do everything from payroll and accounting to professional-looking presentations and proposals.  A single person with a computer can at least give the appearance that he/she is as professional and competitive as a much larger company.  A technology arrangement of this nature, while not cheap, is certainly within reach of most small businesses.   This has lowered the barriers to entry in many industries.

Impact of the Internet


The Internet, of course, has lowered the start-up costs and greatly reduced the technological barrier to entry for new companies.  Companies can announce their presence and market their product far more broadly and target it more specifically than they ever could before.  Providing information, enabling cost and product comparisons, and linking individuals to unique products of interest are all services enhanced by the Internet.  The purchase and order fulfillment process can also be enhanced by the tracking capability of the Internet tools. 

Recommendation for the Future

Entrepreneurs need to be prepared for the worst, but work hard to take advantage of the best.  A good idea or product is not enough to make a successful business. Entrepreneurs need mentors.  They need to be constantly thinking about their current and potential competitors.  (If it was so easy for me to start this business, what stops others from starting there own business if mine becomes successful?).  Entrepreneurs should look at technology to give them an edge (or at the very least, make their lives easier).  Technology also helps because the never-ending barrage of technological advances constantly provides new entrepreneurial opportunities.

Entrepreneurs need to do their research and development to make sure that their concept is not only viable, one that consumers need or demand, and one that is not easily copied.  One place to start looking is to use new technology to capitalize on current consumer (among other) trends. For example, the Internet has grown partly due to the fact that it makes data gathering so much faster in a time when people seem to have less and less spare time.  With the realization that entrepreneurs play an increasingly important role in keeping the economy, productive and innovative, it is important to continue to integrate these concepts into the business environment.

Amazon.com

History and Introduction


Amazon.com opened its virtual doors in July 1995 with a mission to use the Internet to transform book buying into the fastest, easiest, and most enjoyable shopping experience possible.  From the beginning, Amazon.com was committed to maintaining customer satisfaction and the delivery of an educational and inspiring shopping experience. 

Today, millions of people in more than 220 countries use Amazon.com to find and discover anything they want to buy online, making Amazon.com the leading online shopping site.  The site has the have Earth's Biggest SelectionTM of products, including free electronic greeting cards, online auctions, books, CDs, videos, DVDs, toys and games, electronics, kitchenware, and computers.  Through their affiliations with Target, ToysRUs, BabiesRUs, and Walmart, Amazon.com have leveraged it search and shopping cart technology to other stores and products.

Technological Investment and Analysis

Amazon.com uses its talented workforce to create its web pages and to think of new ideas.  Through developing the technology in-house, Amazon.com can control the programs more easily and keep its secrets from competitors. The disadvantage is that by keeping the technology development in-house, Amazon.com is limiting itself to the ingenuity of its small workforce in the development of its new products. 

Networks

Online electric commerce has increased at a rapid pace due to its beneficial impact on the efficiency and competitiveness of service-orientated and sales companies.

Amazon.com uses the Secure Netscape Commerce Server to handle online sales. Customers can enter their credit card number online using any computer network that supports the Secure Sockets Layer specification.  If a customer does not have this technology he/she can fax in the order.  Amazon's inventory system is run on separate computers and is not directly connected to the web site.

With more businesses and households owning computers, the market segment for Amazon.com can only expand.  Placing a credit card number on the internet has always been a stumbling block for some people.  As a result, Amazon has developed, patented, and implemented One-Click Addresses & Settings.  This enables the user to enter his/her e-mail address and password and then click the "Sign in using our secure server" button. 

Internet Applications

To be successful as an Internet company, "the lesson is be first, be dominant, and be the recognized leader," according to Bill Bumham, the e-commerce analyst for CS First Boston. Among cyber-merchants that offer recommendation services, Amazon.com has an edge over competitors because its service, though complex, can be accurate.

Buying items on the web is a part of the direct channel. It is growing at a rate comparable to that of the Internet itself. Interestingly, web sales have enhanced or added to sales at more traditional outlets. It has not replaced them. For example, Amazon.com has not stopped people from visiting or buying books in bookstores.

Web-based buying is particularly suited to products where instant access to updated pricing and configurations is advantageous. Sites can be expanded beyond the base information to provide a range of information, including special discounts, information on product availability, setup help, troubleshooting tips, driver updates, warranty information, comparisons to other products, and chat areas.

Overall design aspects of the Amazon.com Web Site.  Amazon.com's web site is divided into eight main sections.  Each of these areas can be accessed via the tabs at the top of the default screen. The simplified and low-bandwidth graphics allow customers to easily select the type of media they are interested in purchasing, books, music, videos, or gift merchandise. This same simple design is used in each of the four main areas, so the user will not have to relearn navigation commands once they have become accustomed to their preferred media choice (i.e., they have bought books at Amazon.com before but are now interested in purchasing a CD).

One of the more powerful features used by Amazon.com is affinity lists. When you look at a book, CD, or movie, the site automatically lists similar books that were purchased by people who bought the item you are looking at. These lists help consumers find similar items, and they encourage customers to purchase more items.

The site for books is the default page customers will view when they visit Amazon.com's web site (http://www.amazon.com). Amazon.com has placed immediately reachable search fields to enable customers to go right to the products for which they are searching. Additionally, navigation buttons have been placed conveniently at the top of each page to other book pages on their site.  These include  Book Search, Browse Subjects, Bestsellers, Recommendation Center, Award Winners, Kids, Featured in the Media, and Computers and Internet. The navigation buttons are helpful to those visitors that are simply "browsing the aisles" and not certain about the exact book they are interested in purchasing. Amazon.com also spotlights certain books on the default page in an effort to draw the customers' attention to the most recent books or books Amazon.com wants the customer to know about. This product placement is similar to POP displays, or end-of-aisle displays in a traditional retail store.

Amazon.com also sells music on its web site. The music section of the site uses the same theme as the book area, simplicity. Just as the book area allows users to search for the book they want to purchase, customers can search for the CD they want to buy. Navigation buttons are located in the same location as in the book area, allowing customers to easily access the sections.  The Recommendation Center offers a computerized recommendation service that is based on the user's preferences and favorite artists.

Data Analysis

The growing reliance on shared databases and centralized information-collection systems has increased the need for conformity in the way data is collected, structured, and stored. While this uniformity can contribute to the more efficient operation of databases, it can also represent an inconvenience. Departments maintaining data that will be merged with data from other departments generally must adhere to companywide standards, whether they like it or not. That can be especially daunting in the case of a merger or acquisition. In these cases, information managers suddenly find themselves marching to a different drummer or, worse, multiple drummers. When it comes to extranets, on which companies share data with other companies, the issue can escalate from an inconvenience to a major stumbling block.

To address these issues, a number of Internet companies, including Junglee, owned by Amazon.com, and Jango, owned by Excite Inc., have developed technology to enable companies to collaborate over the Internet. Excite uses Jango's technology to develop a virtual online store that is an aggregation of multiple stores.  Agent software resides on the main portal server and goes to a variety of web sources to identify requested information.   Based on rules guided by the source, the agents parse the resulting data to provide the key pieces of information needed by the user. This removes the necessity for all relevant information to reside on a single server.

The advantage of this technology is that it removes the necessity for an actual relationship to exist between the information provider and the information-retrieval system. Any change made by the information provider could cause the system to break down, depending on the accuracy of the technology that parses the web pages.

A third approach, pioneered by Isadra Inc. in Palo Alto, California, is a two-part system that involves a cooperative relationship between the data source and the portal or information hub. One piece resides on the same server as the data source; the other is at the hub or portal.  Working together, the two provide the conformity needed to find and parse information without requiring the source data to be the same.

Amazon.com announced the acquisition of Junglee and Planet All to diversify its electronic commerce offerings. Junglee produces technology for aggregating job listings, retail product information, and other online data.  It also manufactures Internet price-comparison software as well as comparison shopping services on various Internet sites. Amazon also acquired PlanetAll, which offers a web-based calendar, address book, and reminder service that enables users to maintain contact with friends and associates. Amazon offered a total of $280 million in stock for both companies, of which about $185 million went to Junglee's management and investors and $93 million went to Planet All. These acquisitions enabled Amazon.com to expand its services by helping customers locate other Internet stores. Profit will come from Internet store commissions.

Junglee earned widespread praise when it introduced its JobCanopy service late in 2000 year. The system treats online information as a vast, distributed "virtual database" and applies a series of data wrappers that can gather information from a variety of sources, such as employers' recruiting sites. The technology formats the data in a uniform manner, enabling online publishers to reuse the aggregated information quickly and easily. A number of online newspapers, including the Washington Post, the Boston Globe and the Wall Street Journal Interactive Edition, now use JobCanopy to supplement their employment listings.

Junglee exploited its potential by adapting its technology to allow comparison shopping for books, clothing, home electronics, and other product categories. Consumers can enter a book author and title and Junglee will return price, availability, and shipping information from a number of participating retailers. Yahoo, Snap, Go2net, and several other web publishers currently use the Junglee system to supplement their e-commerce offerings.

Junglee is exploring XML as a means to aggregate this type of data format it on the fly using tools such as Internet Explorer's client-side data-binding technology.  Junglee's XMLizer, currently available as a demo on the company's site, delivers XML-formatted product information to an Internet Explorer 4.0 browser. Users can reformat the data to get the view they would find most convenient. As web publishers and merchants adapt XML to structure their data, and as both Netscape and Microsoft deliver XML-compliant browsers, this approach will increase the power of Junglee and other comparison-shopping tools.

Once industries agree on specific tagsets for structuring their header data, Junglee will be able to automate the data-gathering process further. Currently, Junglee must build custom-designed data "wrappers" to analyze HTML-formatted data. This is a time-consuming, manual process that Junglee adapts for each participating retailer.  Comparison-based services such as Junglee promise to be successful where "online malls" failed. In addition to aggregating price, availability, and other product information, the virtual database can provide views of the information not readily available in any other form. Differences in search interfaces can make it difficult to do straight-ahead comparisons. Junglee's technology irons out these incompatibilities, giving the consumer a single, coherent way to understand information. XML searching will enable Junglee to give customers more options regarding the best way to view products and speed up the process by doing more work on the client side.

Junglee technology could present problems for Amazon.com, however. Book selling is generally a commodity market. The Junglee technology can push prices down even further by giving consumers an easy way to find the lowest price for a given title. Jeff Bezos recently told the New York Times that Amazon would de-emphasize price-based comparisons, claiming that "we don't think that customers find price comparisons very useful."

What this means is that if comparison-shopping services are successful, corporate publishers that publish catalogs will want their products to show up on the list that Junglee produces. Amazon.com has also acquired Bookpages Ltd., a U.K.-based online book retailer; Telebook, an online bookstore concern in Germany; and the Net-based Internet Movie Database directory site. The online retailers Bookpages and Telebook have become fundamental components of its expansion into the European marketplace. The Internet Movie Database supports Amazon.com's entry into online video sales. 

The acquisition of Bookpages in the United Kingdom and Telebook in Germany provided distribution centers to enable Amazon to slash their shipping costs for their European customers. Currently it costs $30 per shipment plus $5.95 per book for a delivery time of one to four days between Amazon's U.S. operation and a customer on another continent. Bookpages ships books to any European destination for about $3.35 per book, with a maximum charge of $16.70 and a four-day delivery time. Bookpages' catalog offers all 1.2 million U.K. books currently in print.

Telebook operates not only in Germany, with 400,000 German titles, but also in Spain, where its subsidiary Libro Web offers a million titles in Spanish, German, English, and Dutch. Another Telebook subsidiary operates in South Africa. Amazon.com paid $55 million in cash and stock for the three companies, although the individual amounts were not broken out.

The movie database content will become the backbone for what Amazon.com CEO Jeff Bezos called a "best-of-breed video store." His goal is to add to the company's established franchise in books and music CDs. The movie database site will offer in greater detail the same kind of background and review material for movies as Amazon.com’s site provides for books.

According to Colonel Needham, managing director of the Internet Movie Database, "The general direction of the database will remain unchanged. We will still be the most comprehensive movie information source on the Internet. However, we will be able to add new features as a result of having the resources of Amazon."

The Internet Movie Database is one of the 500 most visited sites on the Web, according to Media Metrix, and offers data on 140,000 movies. It began in 1990 as a Usenet newsgroup maintained entirely by volunteers. It was transferred to the Web in 1995 and became a business in 1996.

Amazon.com paid $55 million in cash and stock for the three companies, though the individual amounts were not  broken out. Amazon.com's stock closed at $91.75 after the purchases, a jump of $9 over the price it commanded before the purchases and a smaller-than-expected first-quarter loss of 40 cents per share were reported.

Competition

In competition with the Internet site of Amazon.com, Barnesandnoble.com is expanding its offerings in the business-to-business environment. Barnesandnoble.com continues to upgrade its intranet bookselling service. The Barnesandnoble.com service includes subscriptions to more than 42,000 newspapers and magazines, in addition to the books already offered. The publications are sold through a partnership with electronic-commerce subscription vendor RoweCom in Cambridge, Massachusetts.  RoweCom will also add direct account debitting and detailed financial reporting to corporate users. This will enable Barnesandnoble.com to better track company expenditures on books and publications.

According to Michael Donahue, Director of Business Solutions, Barnesandnoble.com signed up 25 corporate customers in the service's first two months. Customers use specially developed tools to make links from their intranets to the Barnesandnoble.com business site.  This enables them to put up specific titles for their employees to see.

Another alternative to simply buying books on a web site is the opportunity normally linked to bookstores, that is the ability to browse and sample the books. Silicon Valley-based BookBrowse has launched a new web site that publishes excerpts from popular USA bestsellers, as well as many top fiction and nonfiction titles. In addition to excerpts, book summaries, author biographies, and reviews help with the book-buying process.

Recommendations for the Future

Amazon.com should continue to focus on increasing its market share in all areas.  Amazon.com should also focus on a parallel business, online software sales. Software, like books, CDs, and videos, is an information-rich commodity. It is easy to order online and products can be shipped directly from the distributor to the customer.

Amazon.com's three most recent purchases indicate that it prefers to acquire best-of-breed companies with strong brand names rather than develop them internally. The leading brand names in Internet software sales are Software.net and Egghead.com. With current market valuations pushing half a billion dollars, these companies could be too expensive to acquire. Another possibility is the privately held start-up Chumbo (http://www.chumbo.com). Like Amazon.com, Chumbo has many retail partnerships with other companies. It hosts a co-branded online software store and shares a percentage of the store's revenue, just as Amazon.com does with its Associates program.

Amazon.com’s focus has shifted from the buoyant "get big fast" to the pedestrian "march to profitability."  Instead of designing zippy new features for its Web site and plotting new industries to conquer, its employees are turning to the tedious work of ordinary companies: cutting costs and raising revenue
.  Amazon is seeking to accomplish this shift through improving its logistics and supply chain management.  This parallels an effort to address the challenge of establishing a powerful, rapid supply-and-distribution network.  Jimmy Wright, Wal-Mart's logistics chief, has been added as vice-president and chief logistics officer to provide  access to logistics and supply-chain control techniques. 

Dr. Russell Allgor has moved from Bayer Chemical and has built an 800,000-equation computer model of the company's sprawling operation.  When implemented, the model is to help accomplish almost everything from scheduling Christmas overtime to rerouting trucks in a snowstorm.  Allgor’s preliminary work is focused on one of Amazon's most vexing problems.  This is how to keep inventory at a minimum, while ensuring that when someone orders several products, they can be shipped in a single box, preferably from the warehouse — the company has six — that is nearest the customer
. Dr. Allgor's analysis is simple.  It is heretical to Amazon veterans.  Amazon should increase its holdings of best sellers and stop holding slow-selling titles.  It would still sell these titles but order them after the customer does.  Lyn Blake, a vice president who previously ran Amazon's book department and now oversees company relations with manufacturers, disagrees with this perspective. "I worry about the customer's perspective if we suddenly have a lot of items that are not available for quick delivery."


Driven by big dreams and seemingly endless cash from investors, Amazon.com provided an almost magical offering for its consumers. Tap into a Web site and buy any book, music, or other merchandise, at a low price, with responsive service and quick shipment.  Now Amazon has assigned people like Allgor to analyze why it is losing money. What the company is finding throughout its operations is what many skeptics have long contended.  It is finding that its magical offering is complicated, expensive and inefficient.

According to Bezos, Amazon is right on target.  The plan, which has been imitated by many other Internet companies, was to grow fast and to grow first and to figure out how to profit later.  Amazon has accomplished that.  It has opened outposts in four countries. It expanded to become a general store selling electronics, kitchen gadgets and lawn furniture. Last year, 20 million customers bought $2.8 billion worth of merchandise — more revenue, Amazon says, than that of any 5-year-old company in history. But it also lost $1.4 billion doing so.

Nearly all its rivals have subsequently vanished or are just limping along, conserving their last drops of cash. And Amazon, with its head start and foresight to raise $2.1 billion, is one of the few dot-coms left.  "We have been planning for a long time for this inflection point, after expanding geographically and our product categories in 1999," Mr. Bezos said. "This is the right time to focus on the fundamental economics of our business, even if it means sacrificing growth."


In contrast, critics argue that Amazon is at heart a mail-order merchant. Nearly every successful mail-order company has used a variation of the same formula — a limited selection of unique products. Only the high margins provided by such private-label goods can pay the costs of marketing, warehousing, and shipping.  Amazon, instead, wants to be the online equivalent of Wal-Mart, with so much sales volume that it has the buying power and efficiency to sell the same products available everywhere, but at low prices, and still make money.

To Amazon's critics, that is a recipe for mediocrity, if not total collapse.


Amazon is preparing to address its distribution problems by outsourcing this process to the Ingram Book Group.  Besides having distributors supply books to its warehouses, Amazon is preparing to take the more radical step of hiring the Ingram Book Group, the book distribution giant, to mail books directly to customers.


According to analysts, this makes perfect sense. Why should Amazon unpack a book sent by a distributor, only to repack it and send it to a customer? But competitors argue, as had Amazon, that outside arrangements are too risky.  According to Steve Riggio, the acting chief executive of Barnesandnoble.com, "I can't see entrusting our customer relationships to an outside company.  If things go wrong you are in for a lot of trouble."  Amazon’s Blake argues, "You won't be able to tell if a book is sent from our center in Fernley, Nev., or Ingram in Laverne, Tenn.
"

Today with Amazon, there is much discussion about using outside companies for service, for product shipping, and to sell products on its site. Amazon already sells Toys "R" Us products alongside its own. In that deal, Amazon handles toy shipping, but it may not do so with other companies. It may link with another big store chain to add an entirely new department, but it will also turn to smaller companies to fill in corners of its product line it doesn't want to handle
.

One example, in particular, is quite telling.  Amazon was selling a $9 candle holder.  This was a a large glass bowl containing rocks. It was meant to be filled with water that would float the candles. One customer returned the product four times because the rocks had shattered the glass during each shipment. That product is no longer part of "earth's biggest selection.
"

One question raised by this and many other examples, of course, is this: What was Amazon thinking to begin with? With hindsight, a glass bowl of rocks seems an unsuitable product for a mail-order company.  Even more important is the question regarding why Amazon built five warehouses when it could have easily hired companies like Ingram Books to handle much of its shipping?

Bezos's response is that, yes, inefficiency was part of the plan. "We made a very deliberate decision to overbuild, although we hoped we were overbuilding by a little bit," he said. "If we hadn't done that, we would have disappointed customers, as a lot of Internet companies did, and we wouldn't be around anymore.
" 

Questions

1. What forces are driving the strategic direction for Amazon.com?

2. Upon what technologies has Amazon.com relied?

3. How has Amazon.com financed its development efforts?

4. What alternatives exist for the service Amazon.com is providing?

5. What does the corporation's web page present about their business?

6. How will technology continue to impact the book-selling industry?

7. How important is data to the corporation's continued success?
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CASE Peapod 

History and Introduction
Thomas and Andrew Parkinson founded Peapod in the Technical Center/Classroom Building at Northwestern University in Evanston, Illinois, in 1989.  Peapod was developed on the premise that people are too busy to spend hours each week in the grocery store. Peapod has since become the number-one online grocery shopping and delivery service in the world, with most of its recognition coming in the past two years.

The founders, with backgrounds in sales and brand and product management, saw a growing market consisting primarily of women in upper-middle class, dual-income families (with median income exceeding $60,000 per year), between the ages of 30 and 54. Many have children and are too busy living their lives to spend time each week on a little-favored task, grocery shopping.

The Parkinsons determined that this market would be willing to pay a premium for the time savings and convenience of having someone else do their grocery shopping for them, leaving them time for jobs, families, and other obligations. From this concept, the Peapod tagline developed: "Smart Shopping for Busy People."  This business idea has continued to thrive. The response from a 1995 survey by Andersen Consulting has shown that approximately 30 percent of consumers would pay a service fee for electronic ordering and grocery delivery services.

Technological Investment and Analysis

The Peapod consumer software is based on a three-tier architecture, which has positioned Peapod at the forefront of Internet computing. The first tier, the client layer, is located on the member's computer. The client layer utilizes instructions from the application server in order to create the user's interface, run the application, and return the input to the Peapod server. The two remaining tiers, the application and the database, are centrally maintained and manage all of the logic and data associated with the Peapod application.

Peapod believes that this "thin client" architecture has many advantages. The overall application performance is strong relative to other consumer network applications with comparable levels of interactivity.  A major factor in the performance of a network application is the utilization of the narrow bandwidth connection between the consumer's computer and the server. Peapod makes efficient use of this bandwidth by performing certain processing on the member's computer and by exchanging only application-relevant information between a member's computer and the Peapod server (Prospectus).

It is also believed that this architectural structure offers a high degree of scalability. Efficient interaction between the Peapod server and the member's computer and the processing of certain application activities on the clients' side reduces the processing requirements of the Peapod server. The separation of the application and the database enables Peapod to isolate and optimize the different processing requirements of those layers. As the membership base expands and the number of simultaneous users increases, Peapod can integrate additional application servers without impacting the rest of the application architecture.

Another advantage is the functionality and flexibility of the application. Because the application logic and data is maintained centrally, Peapod can change much of the content and appearance of the software without having to modify or upgrade the software on the member's computer. For example, in 1996, Internet e-mail features were added to the application without any interruptions in client service or modifications to the customers' software. The centralized application logic also enables Peapod to present interactive marketing events and customize application appearances to individual members.

The new version of Peapod software, Version 5.0, will be based on Microsoft's ActiveX technology and will be designed to offer an even greater level of integration with the Web. Peapod will be able to incorporate web site content, such as HTML documents or Shockwave animated images, into its consumer interface. With this new version, Peapod will be able to adapt its consumer software to support new technologies.

Peapod software is easily accessible via the Internet or from a Peapod diskette. Once the software is downloaded to the member's computer, members can then access the Peapod servers via direct dial-up or the Internet.  The Peapod client software currently supports both Windows and Macintosh user platforms.

Peapod has designed and integrated several business support systems with its shopping application in order to facilitate the administration of services. The fulfillment management application, installed at each of Peapod's fulfillment centers, enables Peapod field operations managers to access and print member orders according to store layout, manage delivery time availability, and update store-specific product offerings. The Peapod accounting system provides the billing, processing, and collection functions, which include the electronic link of the processing of member credit card payments and funds transfer.

The next release of the fulfillment management applications will incorporate handheld scanning technology to enhance and streamline the order picking and packing functions and electronically integrate the actual member order with the Peapod accounting systems.

Peapod's services are vulnerable to weaknesses in the communications medium (the Internet), which may compromise the security of confidential electronic information exchanged with members. Disruptions of service or security breaches could cause losses to Peapod, reduce member satisfaction, and deter new members from joining as a result of lack of confidence in online commerce. Peapod has taken some steps to address these and other privacy concerns. It has restricted access to its database, limited the type of information it has made available to third parties, required each employee to sign a nondisclosure and confidentiality agreement, and implemented data security systems at the main data center.

Technological Innovations

Telecommunications

Peapod remodeled its web site in 1998 so that a variety of Internet-accessible devices, besides the standard PC/Web browser combination, will be able to shop in Peapod's virtual supermarket. The new site complements its SuRF proprietary shopping system. SuRF combines the multimedia capabilities of the World Wide Web with Peapod's WinSurfer application controls. This enables Peapod to offer shopping functionality and performance that are superior to those available from standard Internet technologies. This is particularly true considering the Internet's narrow bandwidths and conventional modem speeds.

Data

Peapod developed a way to track how individuals respond to particular promotions, not just if they respond.  The software is called Universal Event Processor (UEP).  It not only knows that you buy diapers, but it also knows that you immediately used a two-for-one electronic coupon for raisin bagels even though you had never purchased bagels before, or that you ignore ads for cheese unless you're buying wine. "It's routine to search databases for people who conform to a specific profile. We wanted to create a system that automatically tracked the actual transactions that resulted," says Thomas Parkinson, Peapod's chief technology officer.

"We found, for example, that we could sell five times as much Keri hand lotion by running a banner ad whenever a customer clicked on bananas," Parkinson says. This may seem illogical but it is invaluable marketing information.

Peapod says it's too early to tell whether this has made individual consumers more loyal to Peapod.  Nonetheless, it helps Peapod sell more goods, and the UEP has led data-hungry consumer goods manufacturers to Peapod's door.

Kraft Foods, Bristol-Myers Squibb Co., and Kellogg Co. use Peapod to test consumer tastes and behavior. They have seen on average a 10 percent to 15 percent increase in sales when they run a targeted banner advertisement. This is twice as much as with targeted electronic coupons, Tim Dorgan said. He is an executive vice-president at Peapod, who oversees market research for consumer goods companies.

Recommendation for the Future

Peapod must build brand identity and awareness. This is to be accomplished by aggressively marketing its services, through promotion and advertising, to increase brand name recognition. Peapod will stress the functionality, quality, convenience, and value of its services in order to build on its brand identity.

Peapod must provide a superior member experience.  Peapod is committed to providing its members with user friendly, highly functional, and cost-effective shopping tools, convenient delivery and pick-up service, and exceptional product quality, each of which ensure member satisfaction and loyalty. Peapod will continue to gather consumer preference information so it can introduce more personalized services to its members which will attract new members, retain existing members, increase member usage, and increase Peapod's share of members' household purchases.

Peapod must expand into new geographic markets and further penetrate existing markets. Peapod believes that it can achieve competitive advantages in various markets by being the first to build a substantial online membership base. Peapod is currently in talks with grocery retailers in a dozen new markets that could come online in 1997. To take advantage of economies in fulfillment and advertising, Peapod plans to penetrate these markets quickly by opening multiple fulfillment centers in each new market.

The company considers numerous factors when determining which new markets in which to expand. Factors include size, population density, prevalence of personal computer users, demographic composition, market conditions, availability of a high-quality grocer, and other general economic factors.

Peapod must build interactive marketing services and leverage its database. Peapod has pioneered, in partnership with consumer goods companies, innovative interactive marketing services consisting of advertising, promotion, and market research services. The company has a relationship with The M/A/R/C Group, a national marketing research organization, to develop and market custom and syndicated research applications that will bring the research benefits of Peapod to the marketplace.

Peapod plans to continue to use its database and online shopping channel to develop new services for its interactive marketing clients. As Peapod's membership increases, it is believed that consumer goods companies will find the interactive marketing services a more valuable and cost-effective research tool.

Peapod must work with retail partners in evolving the retail model. Peapod has been working closely with the retail partners to expand their roles in the fulfillment of member orders. This partnership has also been leveraged to improve product distribution and order fulfillment to reduce costs, improve quality and enhance scalability. Technological support for these goals include the recent development of a handheld scanner which will be used to expedite the order picking and packing functions. Peapod has recently initiated efforts to license its technology to retailers on an international basis and in select U.S. markets. 

Peapod has also been developing new options for the customer in order to lower their costs. In Houston, Peapod and its retail partner, Randalls, have implemented a drive-through pick-up option. This option reduces the member's delivery fees and creates additional scheduling flexibility by allowing members to pick up their own orders at their convenience. Peapod plans to incorporate this option in existing and future markets.

Peapod must leverage its membership and technology into other online services. Peapod recently entered into agreements with Geerlings & Wade, Inc., a national direct marketer of premium wines, to offer an online wine store and Firefly Greetings, L.L.C., a provider of personal greeting cards and specialty products, to offer an online gift and specialty products center. Future plans include the partnership of Peapod with nongrocery retailers to offer additional online services that would appeal to the company's membership base. Peapod also plans to make its services accessible on a national basis via the Internet. These companies have agreed to pay Peapod development, management, and transactional fees so that these new services can be introduced in the next Peapod software version.

The next major step is to move online shopping from the computer to the television. Dispatch Interactive Television is testing this system and hopes to introduce it sometime in 1997. Dispatch Interactive believes that this service should expand quickly once it is available in all households, not just the ones with home computers.


The lines between "dot-com" and "brick-and-mortar" stoes as grown ever fuzzier, as traditional companies go online and Internet ones venture into traditional arenas.  This requires new distribution centers separate from the restaurants that Peapod has built to handle the flow of goods.

In contrast, Value America has no inventory and relies completely on relationships with suppliers and distributors.  NetGrocer does not see itself as a dot-com store, said Frederick Horowitz, president and chief executive officer of the company
. Because of its distribution model and nationwide network of nonperishable grocery delivery, "we look at ourselves as the ultimate brick store," he said. "Grocery stores will not disappear. The model will change, the format of the store will shrink as nonperishables are sold online."  According to Horowitz, NetGrocer sees itself as a partner, not competitor, of grocery stores. 

Today Peapod has 1,400 employees, 150 delivery vans, and dedicated fulfillment centers in San Francisco and Chicago that stock over 12,000 dry grocery, fresh, frozen and dairy products
.  According to John Caltagirone, Peapod's logistics and operations chief, by the middle of 2002 there will be new facilities on New York's Long Island and near Seattle. The company plans to add one new facility per quarter in 24 selected markets.  Caltagirone is a 25-year logistics veteran who has worked for Rand McNally, RR Donnelly, and Ryder Integrated Logistics.  When Peapod considered outsourcing to 3PL providers it decided the best way to ensure top-to-bottom quality in its products and operations was to operate dedicated facilities. "We looked at third party but we felt that logistics was a core competency we needed to have.  We want to control the three touchpoints with customers, which are the Internet, customer service and delivery.
" 

Like many online startups, Peapod had to merge the freewheeling nature of Internet culture with the precise demands of the logistics world. Caltagirone said that required a change in the company's mind-set. "What I am trying to do with Peapod is to help them think of themselves not just as an Internet company but as a distribution company that is using the Internet.
" 

Logistically, Peapod follows logistics operations that are basic supply-chain management, except for the specialized pick-pack function that is unique to the grocery business.  This is because there are so many "each picks" or items that have to be picked individually instead of by the pallet or case. 

The online grocery environment presents routing challenges far different than that of other industries.  Customers select delivery times within two-hour windows. The challenge is getting enough density on each route and time slot.  The marketing challenge is to get others to fall into that delivery window. 

In addition to delivering groceries, Peapod also delivers prescriptions for Walgreen's pharmacy and works with numerous local vendors and firms like Jewel/Osco to provide product replenishment services.  When a store’s shelves are empty, Peapod can provide a direct delivery from Frito Lay, Hostess, or from Jewel/Osco.

When Peapod started, it hired shoppers to pick groceries for customers.  With the increased requirements for accuracy, quality and speed in a JIT environment, they need logisticians to perform the pick and pack functions. According to Caltagirone, "We need people who understand work in a fulfillment center.  The old logistics bill of rights hasn't gone away. You have to get the right products to the right place at the right time."

Peapod plans to be a 3rd party deliverer for other retailers.  While they always plan to make groceries the cornerstone, Peapod "ambassadors," as delivery drivers are called, will soon be carrying a wide range of products to the door.  Peapod  has funneled the consumer knowledge it gathers through fulfillment operations into a new division, Consumer Directions.  This online research service provides companies with client-specific information related to the Internet grocery industry. Consumer Directions uses sophisticated web technology to design and customize virtual stores and to design online promotions and test environments. The division's client list includes Coca-Cola, Colgate-Palmolive Co., Kraft Foods Inc., Nestle and Hershey Foods Corp
. 

Questions

1. What forces are driving the strategic direction of Peapod? 

2. To accomplish this service, upon what technologies must Peapod rely?

3. What has caused a change in the use of technology in the grocery industry?

4. An analysis of Peapod's financial information will produce what conclusions?

5. What does the Peapod's web page emphasize?

6. What role does data play in the future of the corporation?
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