GASES ON WORLDWIDE
E-GOMMERGE:
THEORY

IN ACTION

MAHESH RAISINGHANI

w IDEA GROUP PUBLISHING



Cases onWorldwide
E-Commerce:
TheoryinAction

Mahesh Raisinghani
University of Dallas, USA

3 Information Science
' Publishing

F Idea Group
~ Publishing

Hershey ¢ London ¢ Melbourne ¢ Singapore ¢ Beijing



Acquisitions Editor: Mehdi Khosrowpour

Managing Editor: Jan Travers

Development Editor: Michele Rossi

Copy Editor: Jane Conley

Typesetter: LeAnn Whitcomb

Cover Design: Tedi Wingard

Printed at: Integrated Book Technology

Published in the United States of America by
Idea Group Publishing
1331 E. Chocolate Avenue
Hershey PA 17033-1117
Tel: 717-533-8845
Fax:717-533-8661
E-mail: cust@idea-group.com
Web site: http://www.idea-group.com

and in the United Kingdom by
Idea Group Publishing
3 Henrietta Street
Covent Garden
London WC2E 8LU
Tel: 44 20 7240 0856
Fax:44 2073793313
Web site: http://www.eurospan.co.uk

Copyright © 2002 by Idea Group Publishing. All rights reserved. No part of this book may be
reproduced in any form or by any means, electronic or mechanical, including photocopying,
without written permission from the publisher.

Library of Congress Cataloging-in-Publication Data

Cases on worldwide e-comerce : theory in action / [edited by] Mahesh Raisinghani.
p. cm.
Includes bibliographical references and index.
ISBN 1-930708-27-0 (cloth)
1. Electronic commerce--Case studies. I. Raisinghani, Mahesh S., 1967-

HF5548.32 .C366 2001
658.8'4--dc21 2001046332

eISBN 1-59140-013-9

British Cataloguing in Publication Data
A Cataloguing in Publication record for this book is available from the British Library.



NEW from Idea Group Publishing

¢ Data Mining: A Heuristic Approach
Hussein Aly Abbass, Ruhul Amin Sarker and Charles S. Newton/1-930708-25-4

¢ Managing Information Technology in Small Business: Challenges and Solutions
Stephen Burgess/1-930708-35-1

¢ Managing Web Usage in the Workplace: A Social, Ethical and Legal Perspective
Murugan Anandarajan and Claire Simmers/1-930708-18-1

¢ Challenges of Information Technology Education in the 21st Century
Eli Cohen, 1-930708-34-3

¢ Social Responsibility in the Information Age: Issues and Controversies
Gurpreet Dhillon/1-930708-11-4

¢ Database Integrity: Challenges and Solutions
Jorge H. Doorn and Laura Rivero/ 1-930708-38-6

e Managing Virtual Web Organizations in the 21st Century: Issues and Challenges
Ulrich Franke/1-930708-24-6

¢ Managing Business with Electronic Commerce: Issues and Trends
Aryya Gangopadhyay/ 1-930708-12-2

¢ Electronic Government: Design, Applications and Management
Ake Gronlund/1-930708-19-X

¢ Knowledge Media in Health Care: Opportunities and Challenges
Rolf Grutter/ 1-930708-13-0

e Internet Management Issues: A Global Perspective
John D. Haynes/1-930708-21-1

¢ Enterprise Resource Planning: Global Opportunities and Challenges
Liaquat Hossain, Jon David Patrick and MA Rashid/1-930708-36-X

¢ The Design and Management of Effective Distance Learning Programs
Richard Discenza, Caroline Howard, and Karen Schenk/1-930708-20-3

¢ Multirate Systems: Design and Applications
Gordana Jovanovic-Dolecek/1-930708-30-0

¢ Managing IT/Community Partnerships in the 21st Century
Jonathan Lazar/1-930708-33-5

¢ Multimedia Networking: Technology, Management and Applications
Syed Mahbubur Rahman/ 1-930708-14-9

¢ Cases on Worldwide E-Commerce: Theory in Action
Mahesh Raisinghani/ 1-930708-27-0

¢ Designing Instruction for Technology-Enhanced Learning
Patricia L. Rogers/ 1-930708-28-9

e Heuristic and Optimization for Knowledge Discovery
Ruhul Amin Sarker, Hussein Aly Abbass and Charles Newton/1-930708-26-2

¢ Distributed Multimedia Databases: Techniques and Applications
Timothy K. Shih/1-930708-29-7

¢ Neural Networks in Business: Techniques and Applications
Kate Smith and Jatinder Gupta/ 1-930708-31-9

¢ Information Technology and Collective Obligations: Topics and Debate
Robert Skovira/ 1-930708-37-8

e Managing the Human Side of Information Technology: Challenges and Solutions
Edward Szewczak and Coral Snodgrass/1-930708-32-7

e Cases on Global IT Applications and Management: Successes and Pitfalls
Felix B. Tan/1-930708-16-5

¢ Enterprise Networking: Multilayer Switching and Applications
Vasilis Theoharakis and Dimitrios Serpanos/1-930708-17-3

¢ Measuring the Value of Information Technology
Han T.M. van der Zee/ 1-930708-08-4

¢ Business to Business Electronic Commerce: Challenges and Solutions
Merrill Warkentin/ 1-930708-09-2

Excellent additions to your library!

Receive the Idea Group Publishing catalog with descriptions of these books by
calling, toll free 1/800-345-4332
or visit the IGP Online Bookstore at: http://www.idea-group.com!



Cases onWorldwide
E-Commerce: Theoryin Action

Table of Contents

Preface vi
Chapter I
GlobeRanger Corporation ... 1

Hanns-Christian L. Hanebeck, GlobeRanger Corporation, USA
Stanley L. Kroder, John H. Nugent and Mahesh S. Raisinghani,
University of Dallas, USA

Chapter II
Implementation Management of an E-Commerce-Enabled Enterprise
Information System: A Case Study at Texas Instruments ........cccceeueeee 32

R. P. Sundarraj and Joseph Sarkis, Clark University, USA

Chapter 111

A Three-Tiered Approach to Global E-Commerce:

Experiences of Nu Skin International 48
David Paper, Utah State University, USA
Kenneth B. Tingey, Opennet Corporation, USA

Chapter 1V
E-Learning Business Models: Framework and Best

Practice Examples 70
Sabine Seufert, University of St. Gallen, Switzerland

Chapter V

Growth and Consolidation in the Spanish-Speaking

E-Commerce Market 95
Roberto Vinaja, University of Texas-Pan American, USA




Chapter VI

Inca Foods: Reaching New Customers Worldwide 113
J. Martin Santana, Jaime Serida and Antonio Diaz,
Escuela de Administracion de Negocios para Graduados, Pera

Chapter VII

Reality vs Plan: How Organizational E-Commerce

Strategies Evolve 135
David Gordon and James E. Skibo, University of Dallas, USA

Chapter VIII
Student Advantage Captures the College Market Through an Integration
of Their On and Offline Businesses 151
Margaret T. O’Hara, East Carolina University, USA
Hugh J. Watson, University of Georgia, USA

Chapter IX

Turning E-Commerce Theory into Action in Ireland:

Taming the Celtic Tiger 171
Ira Yermish and Dale A. Bondanza, St. Joseph’s University, USA

Chapter X
ENI Company 186
Ook Lee, Hansung University, Korea

Chapter XI

SAFECO®: Leveraging the Web in a Knowledge-Based

Service Industry 201
Debabroto Chatterjee and Leonard M. Jessup,
Washington State University, USA

Chapter XII

E*Trade Securities, Inc., Pioneer Online Trader,

Struggles to Stay on Top 221
Adam T. Elegant and Ramiro Montealegre,
University of Colorado-Boulder, USA

About the Authors 250

Index 258




vi

Preface

Wisdom grows in those who help others achieve greatness.
—— Colle Davis

Despite the fact that a quarter of the world’s Internet population will reside
in the United States by 2005, the U.S. share of the global market is
predicted by Jupiter Research to drop from 36 to 25 percent by 2005
(www._jup.com, 2001). By 2003, according to research from IDC, an
estimated 67 percent of Internet users will log on outside the United
States; and the foreign share of e-commerce will reach 56 percent.
Although e-business leaders at most companies recognize the need to
develop a global strategy, unfortunately many have not yet put one in
place. The focus of this book is to conduct and present research that is
useful for both theory and practice. In theory, the Web can reach the
world. In practice, U.S. e-commerce sites have largely limited themselves
to North America. Although that is about to change as the use of the
Internet matures in markets throughout Europe, Asia and Latin America,
gaining a global foothold involves more than just translating content.
Companies must decide which countries to enter first, how they will update
and manage content globally, and what is the appropriate mix of central
control and local flexibility. They must also decide whether to build a
global Web presence alone or develop tight partnerships with companies
based intheir targeted foreign markets. The case studies illustrated in this
book will provide rich insights into these critical management issues. The
global perspective of e-business is highlighted throughout the book because
the Internet is a worldwide network of networked computers and any
business that moves its operations to the Web becomes an international
business. Companies will increasingly need to look toward the global
marketplace.

Chapterlisadecision-focused case study. GlobeRanger developed from
the concept of using wireless technology to locate and track assets over a
metropolitan, state, national or worldwide area. Although the initial value
proposition focused on hardware-based mobile tracking systems that
consisted of a GPS (Global Positioning System) receiver linked to the
asset being tracked, software and data management seemed to be a much



more viable niche in the location and tracking arena. This strategic shift
from hardware to software, databases and information management is the
major focus of this case.

It contains information that provided GlobeRanger management with
insights regarding risks of pursuing a hardware strategy and, in turn, what
caused them to shift in a new direction within the same field. Tracking is
time- and information-sensitive. The logistics function of organizations is
increasingly important, especially to those that are reengineering their
supply chain and moving to just-in-time manufacturing, distribution and
delivery. In effect, GlobeRanger shifted from the data gathering function to
that of data mining and analysis with the attendant opportunity of offering
proprietary solutions to clients by using advanced IT techniques and
technologies.

GlobeRanger is a facilitator of B2B e-Commerce. Its products will add
value to supply chain management initiatives. This company exemplifies
global business on several levels:

* First, asset tracking and location is a worldwide challenge. As globalization
increases, the need to track products grows in complexity. Raw materials
may come from several different countries, manufacturing may be
decentralized over continents and the customers may also be international.

» Second, the work force of GlobeRanger is international, with the
attendant challenges of managing employees from many different cultural
backgrounds.

* Third, GlobeRanger’s business will be done, in part, through alliances
with organizations and individuals from around the world.

Chapter Il discusses the various stages of implementation of strategic ERP
systems at Texas Instruments, from adoption to preparation and operation,
and the performance metrics used to manage the process. The case study
also provides an overview of how these performance metrics played arole
inthe implementation. A number of lessons for the broader community are
detailed, such as practical issues that may need to be addressed when
organizations seek to implement systems such as ERP and link them to
customers via Internet and Web-based technology

vii



viii

This case study identifies the importance of enterprise-wide information
systems to global e-commerce-based corporate solutions, explores the
requirements for a single instance global implementation of an ERP system,
provides some best practices and lessons learned to organizations seeking
to replicate such an implementation program, and identifies possible
research issues.

Chapter I1I illustrates the differences between global and transnational
management requirements as organizations work towards making better
use of resources

across networked, enterprise information systems. It uses a three-tier
networked enterprise model developed to facilitate better understanding
and management of global business requirements in e-commerce and
describes how one organization, Nu Skin, deals with management of
people and resources in the context of a global, networked enterprise.

Specific examples within the context of discussions with executives from
one organization are used to contrast global and transnational systems.
Rather than demonstrating characteristics of either “global” or
“transnational” globalization models, Nu Skin exemplifies elements of
both, along with “hybrid” combinations. Due to the complexities of the
markets served by the organization and the differing requirements and
capabilities brought on by the Internet and other information technologies,
Nu Skin illustrates the process of adapting to the Internet by assimilating
various globalization models between the home office and different parts
ofthe world.

Chapter IV introduces the changes in the education market and the new
learning paradigm, explains e-learning as the convergence of several
forces, emphasizes the need for e-learning strategies, outlines a framework
for e-learning business models for the implementation of the changes, and
compares/contrasts best practice examples for the different e-learning
business models.

New e-learning strategies, such as the E2B, E2E and E2C strategies that
are needed toreact to the changes in a competitive and global education
market, are discussed within the context of customers increasingly
demanding customized training in a modular and flexible way and the
intense focus on content. Key success factors discussed are a well-known
brand name that stands for a quality, differentiated service offering; large
direct sales force; and strong partnerships across the value chain.
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Chapter V aims to analyze, in some detail, the major challenges in the
widespread adoption of electronic commerce in the Spanish-speaking
population. Italso provides a general overview of related issues in global
e-commerce, specifically: language, localization, currency, cultural
difference, export controls, payment methods, taxation issues, consumer
protection, and legal issues. The case includes a description of the
strategies followed by companies entering the Latin American market in
order to illustrate some of the major cross-border issues and clearly
exemplifies how localization involves a considerable financial investment
and commitment. The chapter illustrates that while Latin America initially
attracted many investors by offering one of the world’s fastest growing
online populations, the market was not large enough to accommodate all
the new entrants. It describes the important factors that play a critical role
inaglobal e-commerce initiative and discusses the different entry strategies
used by companies entering the Spanish-speaking online market.

Chapter VI presents a discussion about the electronic business model
developed by Inca Foods, which sells globally but distributes locally
(within the country). Evidently this way of doing business marks a substan-
tial difference from what retailers have been doing traditionally with
regards to electronic business in Peru. One can also argue about the
viability of this business model and about the possibility of its being copied
in countries with less economic and social development on the one hand
and less computer penetration and Internet access on the other. The
discussion in this case study is centered within the social, economic and
cultural environment in which Inca Foods operates. Its main focus lies in
the unexpected and enormous opportunity of doing business with the
community of Peruvian expatriates residing in different parts of the world.

The case study raises important questions about this subject, such as: How
canits size be determined? How can these Peruvians be reached? How can
an interesting and attractive offer be made? How can doing a transaction
be made easy? How can these customers receive the necessary flexibility
so that they can purchase what their family really wants? There are
important lessons learned about the factors that influence the success in an
e-business effort, the concerns of physical distribution of products sold by
a virtual supermarket, the potential worldwide market for e-business
initiatives, and the impact of electronic advertising through the Web.
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Chapter VII takes the students through the structural evolution of several
organizations entering into e-commerce. Initially the organizations exhibited
rigid resistance to change, then adopted change accompanied by significant
shifts in power. The driver for change was the desire to enter into e-
commerce “now’” rather than “later.” It discusses organizational changes in
strategy that result from entry into e-commerce and the approaches
organizations take to successfully manage global e-commerce. It illustrates
how change roles evolve within organizations undergoing rapid change in
order to sustain their e-commerce enterprise and provides some insights
into metrics of brick-and-mortar vs. e-commerce operations.

Chapter VIII highlights the strategic decisions involved in evolving from
a “brick and mortar” to a “brick and click” organization; the challenges of
attracting, enhancing, and retaining customers, i.e., the phases of customer
relationship management (CRM); the nature of e-commerce business
models; the use of partnering strategies and the strengths and weaknesses
of web-facilitated marketing. After forming strategic alliances with AT&T
and American Express, Student Advantage created an electronic community
for college students, through in-house application development of
technology, acquisition of competing companies, and further development
ofits relationships with business partners and universities.

Student Advantage has successfully transformed itself from the brick-and-
mortar company it began asin 1992 into the leading online portal to the
higher education community. Itutilizes sophisticated software datamining
applications, e-marketing campaign planning and CRM. Unlike many
other “bricks to clicks” firms, Student Advantage very early on saw the
advantage in fully integrating its online and offline databases to avoid
inconsistencies in the data that might have resulted from multiple data
sources, enabling more efficient data mining, and creating the basis for
providing a more satisfying customer experience.

Chapter IX, explores entrepreneurial activity in the Republic of Ireland in
the area of information technology (IT) consulting. The case is ahypothetical
example of two young entrepreneurs seeking to capitalize their academic
backgrounds into a business to provide consulting expertise to businesses
looking to harness the power of the Internet. The issues of starting such
an enterprise can be best understood by thinking from the perspective of
these entrepreneurs and exploring these challenging issues in more detail.
This case study could be an exercise in a capstone strategic management
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or global management course. From the IT perspective, readers/students
should explore the general issues of outsourced e-commerce activity as a
business model.

Chapter X is a good case study of how to conduct e-commerce in a
country whose national IT infrastructure is not ready for it. ENI Company
is an electronic commerce firm in South Korea that provides English news
items and English lessons to the subscribers through daily e-mail service
thatincludes free English news-related question and answer sessions via
e-mail. This case study deals with the struggle of this firm to establish and
sustain its business in a less-developed national information infrastructure.
It describes the evolution and organizational structure of ENI Company
and discusses the biggest challenge for the firm, i.e., marketing of ENI
Company’s products.

Chapter XI discusses how SAFECO, a large corporation in the
insurance and financial services industry, is strategizing for and implementing
technologies to exploitthe Web. SAFECO was recently ranked as one
ofthe leading innovative users of the Web technology in its industry. Since
SAFECO’s fundamental strategic driving force is the independent
distribution system, this case study discusses the opportunities,
implementation challenges and risks in adopting Web technologies in this
competitive environment. Ithighlights critical management issues on how
large organizations, particularly those that are knowledge-based and
provide primarily information-based services, should strategize about,
adopt, and implement Web technologies.

Chapter XII discusses the fierce competition and emerging ethical and
operational problems faced by E*Trade, a company that revolutionized
the securities brokerage industry by “creating” Internet trading. Although
E*Trade’s original strategy was to deliver cost savings to customers while
amortizing fixed costs over a greater number of accounts, in 1997, several
competitors established Internet sites and E*Trade was dethroned as the
price leader. The case discusses the three general principles that guided
the firm’s service expansion: (1) attract new investors and fortify existing
customer loyalty, (2) develop multiple revenue streams to protect against
an extended market correction, and (3) increase customers’ switching
costs in order to prevent them from jumping to another online brokerage
firm. Its management team introduced a strategic initiative to transform the
company into a financial, one-stop shop for investors by expanding its
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information technology (this included the establishment of a popular
website offering the convenience and control of automated stock options
and mutual fund order placement at low commission rates), improving its
marketing and advertising program, and developing new strategic alliances.

Mahesh S. Raisinghani, Ph.D.
Editor
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Chapter 1

GlobeRanger Corporation

Hanns-Christian L. Hanebeck
GlobeRanger Corporation, USA

Stanley L. Kroder, John H. Nugent and Mahesh S. Raisinghani
University of Dallas, USA

This case traces the dynamic evolution/revolution of an e-commerce
entity from concept through first-round venture financing. It details the
critical thought processes and decisions that made this enterprise a key player
in the explosive field of supply chain logistics. It also provides a highly
valuable view of lessons learned and closes with key discussion points that
may be used in the classroom in order to provoke thoughtful and meaningful
discussion of important business issues.

EXECUTIVE SUMMARY

GlobeRanger’s business concept originated from the idea that wire-
less technology today allows for easy tracking of people, but that there are
no means to comprehensively track assets and goods in real time as they
move through the supply chain. Initial discussions about the value propo-
sition focused on hardware-based mobile tracking systems as they are
predominantly found in the market today. A solution necessarily would
have consisted of a Global Positioning System (GPS) receiver chip linked
to the asset being tracked, which in turn is connected to a wireless device
that sends information to a central tracking center. Such a system would
provide great benefits to those involved with the asset’s transportation or
dependent on its arrival.

Copyright © 2002, Idea Group Publishing.
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After an extensive analysis, GlobeRanger made an early decision that
hardware-based systems will substantially extend the time-to-market, tie-up
resources, and limit the company’s ability to adapt to its fast changing
environment and unique customer requirements. Prior to funding, the execu-
tives decided that the greatest value was in location information and its
derivatives that could add value in supply chain management. As a result, the
decision, to drop hardware and concentrate on information, at a very early
stage led to a novel and innovative business model that is, to this day,
unparalleled in the market place. This strategic shift from tools to solutions
is the major focus of this case.

GlobeRanger’s management team’s insights regarding risks and pitfalls of
pursuing a hardware strategy and, in turn, its early shift in direction within the same
field is the heart of this study. Tracking is time and information sensitive. An
organization’s supply chain management function is increasingly important in
today’s highly competitive environment with compressed business cycles. Many
firms are reengineering their logistics operations and moving to just-in-time
manufacturing, distribution and delivery. In effect, GlobeRanger shifted from the
data gathering function to that of providing real-time data mining and analysis
with the attendant opportunity of offering proprietary solutions to clients by using
advanced IT techniques and technologies.

Today, GlobeRanger is a facilitator of B2B e-commerce solutions that
add value to supply chain management initiatives by creating visibility in an
area that has been largely overlooked. GlobeRanger’s proprietary solutions
offer its clients improvements in efficiency, effectiveness, customer satisfac-
tion, and competitive advantage while creating barriers to entry.

One of the fundamental observations that led to GlobeRanger’s current
business model was that location information alone is of very limited value.
Rather than settling for information about the mere location of an asset or
goods, GlobeRanger has deliberately taken a much more comprehensive
approach of integrating various other sources of information that provide
context to location. For example, delivery trucks could be rerouted dynami-
cally based on ever-changing traffic and road conditions. GlobeRanger serves
as afacilitator inimproving complex logistics systems. Traffic is getting more
congested. Payroll and fuel costs are increasing, thus providing the needed
business case for the GlobeRanger system named eLocate.™

GENESIS OF IDEAS

Several things came together rather serendipitously to bring GlobeRanger
to life. Asis often the case, the company originated as much from coincidence,
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right timing and luck, as it did from its founders’ experiences and track
records. Without several key individuals meeting at the right time, each one
with ideas that ultimately melded into an innovative business concept, the
company would have never been founded. A senior executive from Nortel
Networks, a successful entrepreneur, and a seasoned IBM researcher put all
of their experience and knowledge together to create the foundation for
GlobeRanger.

It all started when George Brody left his post as Vice President at Nortel
Networks to become an entrepreneur and founder of a company that was to
operate in the converged areas of wireless and Internet technologies. He was
contemplating several possible venture ideas. George met with Roy Varghese,
a Dallas entrepreneur who also had ideas of starting a high-tech venture. The
relationship between the two men had initially been formed when Roy invited
George to meet an Indian government official for lunch. About a year later
they met again to set off into what was to change the course of their lives.

Roy, at that time, had already worked closely with a third individual-Dr.
Shrikant Parikh, a seasoned researcher at IBM—for several years. In early
1999, Shrikant started to think about novel applications of GPS technology
that he felt would lastingly transform the way people live, work, and
commute. At the time, he was studying novel telecommunications applica-
tions that would come to market several years later. Roy immediately grasped
the vision and potential of Shikant’s ideas. So he pitched them to George for
his insight and thoughts. George, in turn, discussed his own ideas and where
he wanted to go.

Once all three of them met, their thoughts quickly crystallized into the
beginnings of a plan. It was George who first grasped the potential that lay
in combining of his own ideas with those of Roy and Shrikant. During his
years as a senior executive at Nortel Networks, he founded the wireless
business of the company and, beginning in 1979, personally oversaw the
development of wireless technologies that would forever change the way
we communicate. In his role at Nortel, George had been actively involved
in the development of the very first wireless standards and knew one thing
that the others had overlooked. He knew that the standard ignored one
critical piece of information—the precise location of a caller.

From the outset, George’s vision for wireless communications had
focused on an intelligent network. One that would locate callers no matter
where they were, and would allow a person to carry a single phone number
independent of where in the world he or she traveled. In addition, George
envisioned a network smart enough to intelligently route a call to its desig-
nated recipient. This could be the case in a household with multiple potential
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recipients. The network would be smart enough to route a given call to its
correct destination without involving all other potential recipients and mem-
bers of that household. To a large extent, we now see George’s vision
materialize after more than 20 years. As George knew that the precise location
of a caller had been lost or crudely approximated while developing the first
wireless networks, he was aware that things like 911 emergency calls would
not work since the network did not know to which police or fire station to
transfer the call. Hence, when George talked to Roy and Shrikant, he
immediately grasped the importance of locating not just a person, but also an
asset such as a truck or a railcar.

George, Roy and Shrikant, the initial group of founders, decided to
launch a company that subsequently leveraged wireless communications, the
Internet and GPS technology to deliver value solutions to end-users and
businesses. While it was immediately obvious that the combination of
wireless and GPS technologies would lead to tracking something or someone,
there still was a fairly large field of possible applications. Supplying the
business-to-consumer (B2C) market with tracking or location devices similar
to wristwatches, for example, at first seemed to have the advantage of sheer
market size. At that time, B2C Internet businesses appeared to be taking off.
Both factors argued for jumping in. It was George who quickly saw that the
possible target market was narrower than they had originally thought, due to
the fact that there only were few applications, such as tracking people within
amusements parks. In addition, this business case would have needed sub-
stantial funding to cover the exorbitantly high marketing expenses. This
conclusion drove the discussion towards a business-to-business (B2B) model
that could eventually provide a much larger market size and thus, leave
enough room to scale the company later on. In addition, it would allow the
founders to initially concentrate on one segment, which is an essential
criterion for any small company entering an existing market or creating a
new one.

George’s point of providing tracking capabilities to B2B customers had
the added benefit of leaving few alternatives. While this may sound odd, it
immediately focused the group on the area of tracking assets and goods as they
move through a given supply chain. This foundation of the business model is
shown in Figure 1. The new company would equip trucks, trailers, containers
or railcars with hardware devices that included a GPS receiver chip and a
wireless modem. As these assets move through the supply chain, their
location can be reported back to a central database.

The founders then set out to discuss whether developing and manufactur-
ing adevice thathoused a GPS chip and a wireless modem would make sense.
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Figure 1: The business model foundation (© GlobeRanger, 2000)

Wireless
Network

Database

Again, it was George with his background in wireless telecommunications,
who created an ingenious turn of events when he had the idea of being device
independent. He argued that producing hardware would tie up considerable
amounts of capital and require a lengthy development cycle. Rather, the new
company should utilize any device in the market and readily deploy it based
upon unique customer requirements. George’s idea marked the most impor-
tant strategic decision in the company’s short life. It allowed GlobeRanger to
enter the tracking market faster and with substantially less capital than any
other player in this space. It provided a thread that would tie all ends together
and create a business model that to this day is unique in this market space.
George’s initial argument centered around the benefits to the new
company, which mainly lay in a much shorter time-to-market and tailored
customer solutions—versus the “one size fits all” model. Moreover, he saw
great advantages for customers in that they could choose between different
technologies and communication standards as their needs expanded while
still being served by GlobeRanger’s offerings. Unlike most of the world,
where GSM is the prevailing narrowband wireless standard, the US to this day
is characterized by a multiplicity of competing wireless communication
standards leading to fractured coverage for many users. His point was that a
customer could buy a satellite solution with full coverage within the continen-
tal U.S. while that customer effectively needed coverage only within one
larger metropolitan area. Conversely, the opposite case could appear that a
customer would buy a cellular solution and eventually miss out on location
information whenever he was out of range. In addition, satellite communica-
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tion is much more expensive than cellular or paging. In summary, there is no
single, “one size fits all” solution for disparate classes of customer applica-
tions. As aresult, GlobeRanger is now device and hardware independent. The
company is able to sell different solutions to different customers based on
their needs, while employing largely common software modules to all
customers. In this way, there is an economy of scale that allows for “mass
customization”. Yet, George’s idea had another equally important dimension.
His approach allows “future-proofing” of existing customers. That is,
GlobeRanger can provide its functionality by simply changing its interfaces
to new hardware and communications technology. Customers can immedi-
ately replace older technologies with new ones as they become available. Last,
hisideaalso proved tobea very strong competitive weapon since GlobeRanger
was able to tap into the existing market of assets that already had devices
deployed. George argued that they could literally take on a competitor’s
customer and use the devices installed by the competitor while providing all
GlobeRanger services to that customer and thus, reaping the benefits of the
true value creation.

A first market analysis led to the realization that there was a fairly large
field of players in the tracking market, each one supplying its own hardware
solution based on one communication technology or another. This effectively
validated George’s idea of independence from a given hardware platform.
Now the founding group was convinced that its focus on supplying location
information was a very attractive target of opportunity. In addition, the
analysis turned up that almost all of the existing players sold proprietary client
software that customers had to use in order to access information about the
location of their assets and goods as they moved through the supply chain.
This, too, was an initial concern to the group, and it readily decided on a fully
Internet based solution and an Application Service Provider (ASP) model
that would alleviate the need to buy software while making the informa-
tion available and accessible anywhere and at any time. The approach also
had a second advantage that potentially any authorized party could access
information about the location of an asset or a particular shipment from
any Internet connection—provided, of course, they had the appropriate
security codes. This would enable transportation carriers to provide real-
time monitoring of the goods being shipped to the originator and/or
recipient and thus, drastically increase their level of customer service in
a real-time environment. In addition, there was a seemingly simple but
very powerful advantage in terms of time-to-market. While client soft-
ware-based players had to ship literally thousands of CD-ROMs for every
change in their functionality, GlobeRanger could change features and
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functionality virtually overnight and make it available to a single cus-
tomer, groups of customers or to every user of eLocate™.

It was Shrikant, with the mind of a scientist, who saw a vitally important
relationship resulting in an important differentiator between GlobeRanger
and its main competitors. In his view, it was not enough to show the position
of an asset or particular shipment on a map over the Internet. Rather, he
argued, it would make sense to integrate location information into enterprise-
level software such as Enterprise Resource Planning (ERP) systems. Accord-
ing to his vision, there had to be an advantage to the reduction of work steps,
for a company to garner added value. Hence, if a given customer’s employee
didnothavetolook atan ERP screen for shipment details and then switch over
to a second system and screen to access the current position of that exact
shipment, this would provide a distinct competitive advantage and customer
value add. Both George and Roy immediately bought off on the idea and
established it along with hardware independence and full Internet access as
the main pillars of service positioning for the new company.

The extensions to the business model foundation are shown in Figure 2.
George’s idea of being hardware and device independent is reflected in that
the company was able to tailor the wireless network to specific customer
requirements. Shrikant’s idea of ERP integration is shown as a two-way link
between the knowledge base and a cloud representing ERP software. In
addition, the founders argued that the ubiquitous nature of the Internet would
permit specific reporting and analysis capabilities that could directly feed into

Figure 2: Extensions to the business model foundation (© GlobeRanger,
2000)
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customers’ systems. This would greatly enhance product offerings. These
reports could be used by transportation carriers to enhance efficiency of daily
operations and by customers such as originators or recipients of goods to
provide better services.

Shortly thereafter, George and Shrikant had the idea of calling the
company GlobeRanger to bring out the dimensions of being global and being
a “trusted agent” for location-based services. The founding team then went
out and convinced well-connected individuals to take positions on the board
or as senior advisors to the company. For example, Ambassador James Jones,
former Chief of Staffto President Lyndon B. Johnson, Chairman of the House
Budget Committee, US Ambassador to Mexico and President of the Ameri-
can Stock Exchange, was asked to serve as Chairman of the Board of
Directors. The team then created a first business plan and raised an angel
round of over a million dollars to get the company off the ground. In addition,
the founders brought in the first employees with software, marketing and
supply chain management expertise to round out the senior team.

In addition to George, Roy and Shrikant, five employees worked at
GlobeRanger to prepare for the launch. Rather than hiring all vice
presidents right from the outset, with one exception George focused on
hiring employees who had five to ten years of operational and manage-
ment experience. This decision substantially helped him to save on
salaries and also kept the team highly agile in terms of unanimously
executing decisions once they were made. In early 2000, the core team
started out with three key priorities in mind: 1) to secure seed and
eventually first-round VC funding, 2) to define the value proposition and
segment the market space, and 3) to evolve the founders’ ideas into a first
product release. It marked the beginning of a long and eventful journey,
which led to highly competitive services and solutions for customers in
diverse industries and with a variety of individual requirements.

EVOLUTION OF GLOBERANGER
CORPORATION

Once the founders had assembled a core team, they started to focus on
their three key priorities. All of the earlier work now merged seamlessly into
the efforts that started in January of 2000. George knew that he needed what
he called “smart money”—a funding source that would be able to provide much
more than just capital. In addition to getting funding, he was looking for
investors who could not only add value to corporate strategy through their
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deep-rooted expertise and business savvy, but who could also contribute
substantial contacts to potential customers and to highly attractive alliance
partners. In order to get funded, George turned to premier venture capitalists
(VCs). He needed to provide a bulletproof business plan that consisted of a
detailed market analysis and demand curve, a novel and hard to imitate
business model, and rock solid financials to show a strong ramp through the
first five years. In addition, George had to have the first customers lined up
who were willing to take a bet on GlobeRanger’s new technology and ideas.

For the market analysis, John Sweitzer was brought in as the VP of
Marketing. John had more than 30 years of strong telecommunication and
marketing expertise when he joined the team. Like George, John had spent
a good part of his career as a senior executive at Nortel and had actually
assumed some of George’s responsibilities when George left. The two had
been working closely together for a number of years, and so it was natural
for both to immediately snap into a highly productive working relation-
ship. John’s first step was to identify the benefits of the product for
prospective customers and to talk to as many of them as possible. Within
weeks, he had contacted virtually everyone he knew that was affiliated
with transportation or asset management. In these early days a passerby
visiting John’s office would see huge piles of market segmentation reports
and analysis books on his desk. It made it almost impossible to spot John
amidst of all of his reading. More often than not, his studies lasted well
into the night and turned up an incredible wealth of information on how
to “attack” the market. The core team, assisting John in his marketing
activities, took his findings to create collateral, presentation slides and
amend their ever-growing business plan document.

Inregard to the business model, it was the team of Rakesh Garg and Chris
Hanebeck, both in their early thirties and eager to add a lasting success to their
professional experience, who worked closely with George to devise the next
iterations to the business model. The two complemented each other in an
almost perfect way. Rakesh came straight from Netscape with a strong
background in Internet technologies and software architecture, while Chris
covered strategy, ERPs and supply chain management after eight years as a
senior management consultant on three continents. In addition, both had
startup experience and knew all too well how much blood, sweat and tears it
would take for the team to build a business like GlobeRanger from ground up.
Especially in the early days, the two frequently seemed to have their heads
glued together and cherished their daily exercise of bouncing ideas back and
forth until they became so intertwined that no one was able to make out a
single originator. One of their main tasks lay in defining key features and
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functionality around the extended business model as it is shown in Figure 2.
Rakesh concentrated on the technical aspects such as the general architecture,
partner software integration and finding a highly skilled team of developers
to implement the first release. Chris, on the other hand, built a first business
case based on the architecture, and constantly worked on presentations that
were to be given to investors.

All along, the founding team was closely involved in everything that
went on. George, as the most experienced senior executive, naturally had
taken on the role of President & CEO. Roy, equipped with the most
positive outlook on life that one could possibly imagine, was ideally
suited to work on strategic alliances and key partnerships. Shrikant, too
soon, had to retreat from his active duty as chief technologist for personal
reasons, but has stayed close to the company as a senior advisor.

Once the first iteration of business plan and presentations was
completed, George started to look for an incubator that could provide seed
funding and help him establish relationships to top VC firms. During his
tenure at Nortel, George had been instrumental in establishing STARTech,
a Richardson, Texas-based incubator specializing in early stage seed
funding and startup support. Thus, his first priority was to visit Matt
Blanton, the CEO of STARTech. After hearing about GlobeRanger’s
extended business model and after providing several key inputs that were
accepted, Matt agreed to take GlobeRanger on and run due diligence for
seed funding. Together with one of his key principals, Paul Nichols, who,
at the time, was responsible for operations, Matt proved instrumental in
guiding and coaching the GlobeRanger team forward. They immediately
liked the extended business model (as shown in Figure 2) for its applica-
bility to logistics and, specifically, supply chain management.

Chris, who had been brought in for his expertise in supply chain
management, had devised several application areas for GlobeRanger’s tech-
nology. He quickly realized that the simple tracking solutions that were on the
market would not suffice to win large customers. Mainly, Shrikant’s idea of
integration between GlobeRanger and enterprise-level applications such as
ERP systems resonated well with his knowledge of the market. This integra-
tion could also be extended into more production and material management
related systems such as Supply Chain Planning (SCP), Supply Chain Execu-
tion (SCE) and Event Management (EM) systems. The central question
revolved around whether GlobeRanger could close the information gap that
existed for material flows between companies. Throughout the nineties,
companies had consolidated information within their own operations and
across departments with ERP software. In the late nineties and fostered by the
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proliferation of the Internet, supply chain applications between companies
became more available. Yet, they only covered sending documents such as
orders and confirmations back and forth. No one had yet tried to create a
system that was based on real-time information about materials and goods
as they moved from one place to another. The obvious problem many
companies experienced was that an information ‘‘black hole’’ existed in
the supply chain with respect to physical movements of goods.

Just-in-time manufacturers, for example, will always schedule their
production to maximize efficiency and then set up delivery times for all
input materials as they become needed during production runs. Rather
than solving the true problem of knowing where these necessary materials
are, they often set up contracts with stiff penalties for missing the
promised delivery date. While this practice has proven to enforce disci-
pline, it has not addressed the underlying problem of uncertainty inherent
inthe physical deliveries. More precisely, if the manufacturer knew where
all of his expected shipments were and when they would arrive, he could
schedule his production runs more efficiently. This, in turn, would create
flexibility and provide the ability to react faster to events such as truck
breakdowns, cargo theft or simply traffic jams.

Furthermore, there was hardly any historical information about the
quality and sophistication of transportation service providers that could be
used to evaluate and rank them. A second opportunity in regard to historical
information was that it could be used for business process improvements. Yet,
historical information has not been available to manufacturers willing to
invest in programs such as process improvements. George had already
decided to offer advanced data warehousing and mining capabilities in
GlobeRanger’s product and had brought in a small team of outside consult-
ants specialized in this area. This decision, once again, turned out to be a very
visionary one as prospective customers looking for supply chain management
services now were able to base process improvements and transportation
carrier evaluations on historical data rather than intuition.

Once these ideas crystallized, it became apparent that previous efforts to
track assets and goods throughout the supply chain had neglected a major
component of the value proposition. They all focused on the asset owner
rather than the originator or recipient of the goods being shipped. The result—
they only provided very limited information such as pointing out an asset on
amap. The existing companies in this field did not even provide an estimated
time of arrival, which is crucial to a recipient of goods who is not interested
in knowing about the specific location of an asset. To GlobeRanger’s
founding team and first employees, backed by the senior team at STARTech,
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this realization provided enough confidence to go into the first meetings with
VCs. Again, it was Matt and Paul from STARTech who proved to be
invaluable sources of knowledge about the ins and outs within the VC
community. They tirelessly worked with GlobeRanger to provide feed-
back for presentations and carve out how to communicate a clear and
unique value proposition. As it turned out, GlobeRanger, in addressing
not only asset owners and operators with their tracking solution, but also
the originators and recipients of goods, had found a market that was
previously untapped. The value proposition resulting out of these meet-
ings is described in the following section.

CREATION OF THE VALUE PROPOSITION

As the evolution of GlobeRanger illustrates, the founding team continu-
ally refined and enhanced the business model. This proved to be a crucial
success factor as the company matured and sought initial customers. Yet,
before the team was ready to deploy an initial release of its asset tracking and
supply chain management services, by now named eLocate™, a precise value
proposition needed to be shaped so that it could be communicated to VCs and
prospective customers. This section provides a detailed overview of the
resulting value proposition.

Definition of Location

Whenever we talk about a location that we have visited and appreciated,
we have explicit and rather precise mental images. The location of that little
restaurant in Rome or of the Eiffel tower in Paris are burned into our memories
forever and are intertwined into a variety of other emotions that we have
experienced while being in those exact places. Yet, much less romantic,
vector coordinates of latitude and longitude can also define these very same
locations. In the technical environment of logistics this would be the preferred
way to describe and communicate information about a location. Independent
of how we see it, a main question is whether the information about location
by itself contains value?

A simple and straightforward answer is “No”. Information about location
by itself does not and cannot contain value. Only when location is put into a
relevant context, does it become valuable and can it be utilized for a variety
of purposes. Knowing precisely where we are on a highway is of little value
unless particular knowledge about a traffic jam two miles down the road is
overlaid. Likewise, it is of little or no value to know someone else’s location
in relation to our own unless a specific circumstance arises. For example, the
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location of a delivery truck is only relevant to the production manager who is
holding up the manufacturing line and making a decision on next production
runs while waiting for a critical part. To summarize, information about the
location of a person or an asset is of little value unless circumstances or other
information enhance and enrich it. With the above said, location is defined as
a unique geographical position. This naturally translates into a unique and
identifiable location for every spot on our planet.

In regard to the above, a classification for location information is
presented in Figure 3 below. It is based on a differentiation between data,
information and knowledge as three levels of increasing value.

As Figure 3 shows, there are three levels in the creation of value in
conjunction with location. First, location data in and of itself does not contain
value other than serving as the foundation upon which the next two levels are
built. Second, location information results from adding facts to location data
suchas astreet address that will increases its value. Third, location knowledge
results from overlaying other relevant information such as traffic and road
conditions that can be utilized to evade an unpleasant circumstance such as
a traffic jam.

To broaden the concept of location knowledge, we can now begin to
define all the areas in which other, relevant information can be overlaid to
increase the value of location information. As previously stated, any
information or knowledge that brings location data into a meaningful
context for its user can be integrated. Figure 4 illustrates this point by a
simple example of utilizing the precise location of a mobile asset such as
a truck to flexibly adjust its path from origin to destination by adjusting
to varying conditions along the way.

Figure 3: Levels of location value (© GlobeRanger, 2000)
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In Figure 4, basic tracking refers to the ability to identify and
communicate the precise location of the mobile asset via GPS or triangu-
lation in periodic time intervals. Seen in the light of our classification,
basic tracking provides us with location data. On top of this, there are a
multitude of combinations to generate and utilize other relevant informa-
tion that lead to location information. In the above example, these are asset
demand, asset status, geographical mapping, and automated regulatory
and tax report generation. Geographical mapping relates to the ability to
pinpoint and communicate the location of a mobile asset in natural
language, such as a street address and an exact point on a geographical
map. Based on available location data and information, location knowl-
edge can now be created. The example in Figure 4 shows four possible
combinations of destination address, traffic and road conditions, flexible
rerouting and instant notification. In this example, destination addresses
can be used to determine the distance between the truck and each of its
drop-offlocations. Based on these distances and their relationship to each
other, software can then calculate the optimal route. Once we overlay
actual traffic and road conditions, factors previously unavailable to us are
taken into the equation to determine an optimum route. For example, there
could be a slowdown or road closing along the way that would make it
more efficient to change the order of destination addresses as the truck
moves. The newly derived routing information is made available to the
dispatcher who can then send an instant notification via text messaging to
the truck operator. Of course, this process would repeat itself as often as

Figure 4: Example of location knowledge (© GlobeRanger, 2000)
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economically feasible and necessary. Moreover, because location infor-
mation is known, such information can feed reporting systems such as
those required for regulatory reasons.

Leveraging Location for Intelligent Management

The above examples are very simple ones. There are, however, highly
interesting combinations of possibilities within the interface of location data
and Supply Chain Management (SCM). This holds especially true for the
latest developments of electronic exchanges enabled by the Internet. Most
prominent SCM software providers today are establishing electronic market
places that will enable the smooth and fluent integration of inter-company
business processes across the whole supply chain from producer of raw
materials all the way down to the retailer.

In terms of integration into logistics SCM software systems and
electronic exchanges, location information and location knowledge can
be applied and also be generated. As previously stated, location dataneeds
overlay information to be valuable. SCM software is one valuable source
and target for such overlay information. As a result, the relation between
SCM software and location information is two-fold: location information
creates value for SCM software and applications and at the same time,
SCM software provides overlay information that is extremely useful in the
creation of location knowledge. Figure 5 shows this relationship.

GlobeRanger’s eLocate™ software interfaces with a variety of Internet-
based sources that can add value to location data. In addition, eLocate™
interoperates with SCM software to receive overlay information and trans-
form it into location information and knowledge, which is fed back to the
SCM software. The very same relationship for eLocate™ and electronic
exchanges holds true. In the case below, overlay information could be detailed
scheduling or routing information, planned shipping dates and arrival times,
specific commitments to customers or simply generated bills of lading.
Internet-based real-time information services are flexibly deployable, as they
are needed. GlobeRanger’s eLocate™ allows for maximum flexibility in the
sense that any service can be interfaced as long as it allows for access to its
data. Ifit is not directly available in real time, a cached source can be created
in the GlobeRanger database.

What becomes apparent in Figure 5 is that neither the originator nor
recipient of overlay information by itself can create the complex relationships
that arise from their integration. eLocate™ functions as a clearinghouse
between all parties involved so that efficient and effective aggregation and
retrieval of overlay information can be achieved.



16 Hanebeck, Kroder, Nugent & Raisinghani

Figure 5: Relation between SCM software and location information
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The following brief example, illustrated in Figures 6 and 7, will explain
the interplay between overlay information and location knowledge in the case
of a typical manufacturing process. Once a product such as a golf shirt is
designed, it is offered to professional buyers who, in turn, take it to wholesal-
ers or retailers for sale to consumers. These buyers will meet with their
customers and receive orders that they pass on to the manufacturer. The
manufacturer will already have established a Bill of Materials (BOM) based
on the design of the golf shirt. The BOM specifies the quantities and qualities
of fabric, thread and buttons that are needed for any given size of the shirt.
Thus, as the manufacturer looks at the orders from buyers, it will be able to
determine the materials needed based on the BOM to manufacture the golf
shirts. Next, the manufacturer will start two parallel processes of Produc-
tion Planning and Control (PPC) and Procurement. As Figure 6 below
shows, both parallel processes have to be completed before the actual
production can begin. It is intuitively apparent that the speed of procure-
ment will determine the overall process from design to delivery. A closer
look into procurement reveals that it consists of several steps, from a
Request for Procurement (RFP) to a Purchase Requisition (PR) and finally
a Purchase Order (PO) that is sent to the suppliers of materials needed to
produce the golf shirt.
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Figure 6: Location knowledge effects on inbound supply chain processes
(© GlobeRanger, 2000)
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Location knowledge, as illustrated in the first section of this chapter,
certainly has a strong impact on the efficiency of asset utilization by being able
to transport goods along more effective routes, through less traffic and
without delays typically caused by factors such as wait times or scheduling
discrepancies. In addition, it is highly important to know the Estimated Time
of Arrival (ETA) for all materials as the production process can only start
when every needed part of the golf shirt is available on site. Knowing the ETA
and integrating itinto SCM software the shirt manufacturer uses will allow the
SCM software to schedule and run production according to real-time informa-
tion flows of how materials stream into the plant facility. This leads to lower
inventory levels, an overall lower supply chain cost and less stockouts or
prolonged manufacturing cycle times. There are also secondary saving effects
such as cost savings from reduced warehouses, insurance, and personnel, as
well as less rescheduling time due to accurate ETA information, and reduced
capital expenditures.

In addition to cost and time savings on inbound material flows, location
knowledge also leads to greatly enhanced efficiencies in outbound logistics
as shown in Figure 7. The very same advantages that the golf shirt manufac-
turer captured during inbound logistics now become available to the
manufacturer’s customers during the outbound movement of goods. For the
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manufacturer, this leads to providing superior service to its customers, such
as offering guaranteed deliveries, immediately notifying the customer when
parameters change, or the ability to flexibly reschedule deliveries. It also leads
to lower insurance premiums as the real-time tracking of assets and goods in
transit will drastically reduce theft, especially when sensors for door opening,
ignition or deviations from the scheduled route are deployed. Most important
of all, the sharing of location knowledge between our manufacturer and its
customers enables collaborative forecasting that, in turn, creates efficiencies
on all ends.

Visibility into the movement and status of assets and goods throughout
the supply chain brings savings of cost and time for all parties involved and,
at the same time, raises the quality of the transportation process while
enabling greater flexibility. The next section details these effects further by
illustrating package tracking based on GPS and scanning technologies.

Visibility into the Supply Chain

As we had previously stated, knowledge of the whereabouts of a
mobile asset such as a truck contains value in and of itself. It enables a
scheduling and routing flexibility previously not possible. In addition,

Figure 7: Location knowledge effects on outbound supply chain processes
(© GlobeRanger, 2000)
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location information helps us overcome capacity bottlenecks, roadside
emergencies, and even theft. Yet, there are limitations to tracking amobile
asset only. These limitations become apparent when we want to take into
consideration that a truck, trailer or container is nothing more than a vessel
that contains objects of interest such as materials or finished goods. A
deeper look reveals that location information and knowledge are only
relevant in the context of what is actually being shipped at any given point
intime. Thus, the contents of a truck or trailer become overlay information
just like traffic or road conditions.

Figure 8 illustrates a typical route from a west coast manufacturing
facility to east coast retail locations. As packages are loaded into a truck at the
manufacturers outbound warehouse in San Diego, they are scanned based on
a bar code or using Radio Frequency Identification (RFID) tags. Should the
manufacturer use RFID tags, a RFID reader would be installed within each of
his trucks or in the staging area, eliminating the need to manually scan each
package. The information about a trucks’ content is then “married* to the
truck identification number, which allows GlobeRanger’s eLocate™ to
instantly display both the asset location and content location. As the truck
progresses towards the cross-dock in Dallas, users such as the manufacturer,
freight agent and customer at the delivery location can immediately see where
the goods are. Regular scheduled or unscheduled ad-hoc GPS readings can be
taken by any authorized user of eLocate™ at any time. In addition, eLocate™
will provide the estimated arrival time (ETA) of the goods at the cross-dock

Figure 8: Example route for a package tracking application (O GlobeRanger,
2000)
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and their delivery locations taking traffic and road conditions, as well as
routing and scheduling information, into consideration.

Once the truck reaches the cross-dock, its contents are unloaded and
scanned as they enter the cross-dock. This scan is necessary to ensure the
complete arrival of all goods that were loaded onto the truck at its location of
origin. It also provides GlobeRanger with the necessary information to
“divorce” truck ID and contents in its eLocate™ database. The location of
individual goods is now shown at the cross-dock in eLocate™ and may be
entered into a Warehouse Management System (WMS). Usually, while at the
cross-dock, whole truckloads and palettes of goods are disassembled accord-
ing to their final destination and then put onto new palettes for their recipients.
When they move out of the cross-dock, another scan is performed at the
warehouse: the contents of a truck are “re-married” to another truck ID that
can immediately be seen in GlobeRanger’s eLocate™.

This second truck will now cover the remaining route between the
cross-dock and the delivery locations. Just as on the first leg of the route,
any authorized user can see the precise location of goods by simply
requesting the location of the truck. As our truck delivers goods to the
recipients, the truck operator will use a handheld scanner to report those
goods that are “divorced” from the truck as they are unloaded. This
information can be kept on the truck to be downloaded for later use or can
be wirelessly transmitted into GlobeRanger’s eLocate™ database in real-
time. With RFID tags and a reader inside the truck, manual scans can be
eliminated thus reducing the time and effort spent to deliver goods. Figure
9 shows the process and how GPS readings of the truck relate to content
information about the goods onboard the truck.

The example process described above illustrates how a bill of lading can
be applied as overlay information to enhance and interpret location data into
relevant location information and knowledge. The way in which the necessary
information is integrated into GlobeRanger’s eLocate™ software is through
application of devices that may use the wireless application protocol (WAP),
Windows CE, JAVA, Palm OS or other platforms. These devices can be used
for two-way text messaging communication with the driver as well as to send
data such as package information to GlobeRanger’s eLocate™.

Figure 10 shows how GlobeRanger’s information technology compo-
nents work together to enable seamless asset and package level tracking with
integration of scanning or RFID technologies. A wireless device such as an
enhanced Palm Pilot is used to scan package information. Once the device
transmits data, it is received by a protocol server such as a WAP server for
WAP devices, a Palm Server for Palm OS devices and so on. GlobeRanger’s
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Figure 9: Example process for GlobeRanger’s package tracking solution (©
GlobeRanger, 2000
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eLocate™ is fully device independent and, as such, can accommodate the
device most suited for a specific requirement rather than a narrow choice of
devices. The protocol server can be understood as a means of translating the
data froma proprietary protocol language into one that Internet-based systems
can understand. In this function, the protocol server sends the data to a Web
Server, which in turn populates GlobeRanger’s eLocate™ database. Once
stored in eLocate™, package and mobile asset tracking knowledge is dis-
played through a standard Web browser so that users such as a dispatcher or
materials manager and customers such as the recipient at the delivery location
or the owner of the goods in transit can access it at any time. In addition, it
might become necessary to intersect a separate package-tracking database.
This could be the case when the warehouse and cross-dock scans are taken at
each location and not via a handheld device. Should this be the case, a direct
connection between these location scanners and a central package-tracking
database is created. The database then feeds eLocate™ so that asset IDs and
package tracking information can be flexibly “married” and “divorced”
throughout the supply chain. GlobeRanger’s eLocate™ database in Figure 10
also contains a link to decision support systems (DSS) that can be applied for
later data mining and warehousing, as well as into back-end systems such as
SCM software or Enterprise Resource Planning (ERP) systems.

Benefits Capture

The benefits of tracking packages are easily identifiable and range from
enhanced customer satisfaction to security considerations and the ability to
flexibly reschedule deliveries “on the fly.” One of the biggest advantages
stems from the difference between used and available capacity of mobile
assets. Both freight operators and manufacturers can easily auction or sell
available capacity of mobile assets if they have access to real-time availability
data and an electronic exchange.

Location information and knowledge generated through a clearinghouse
such as GlobeRanger will become a valuable addition to exchanges’ offerings
for their customers. One of the great potentials of asset and package tracking
is the ability to learn from previous business processes by deriving improve-
ments that can be implemented through a continuous process improvement
cycle. It will, in effect, allow for optimization of a large part of Supply Chain
Management features in real-time and with much more information than is
available today.
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MATURING OF GLOBERANGER
CORPORATION

Once the detailed value proposition had been created, the GlobeRanger
team was well prepared to present its ideas to the VC community. Paul
Nichols and his team at STARTech set up a kick-off meeting to introduce
GlobeRanger to several top notch VCs in their network—most notably to
Centerpoint, Sevin Rosen Funds and HO2. During the presentation, George
and his team showed the extended business model, market segments and
supply chain applications. They also had a first demo of the product that the
group of data warehousing experts had put together. Overall, the presentation
was well received, yet only marked the beginning of the funding round. The
VCs present at the kick-off meeting were very interested and grasped the
novelty of GlobeRanger’s value proposition immediately. Especially two of
them, Terry Rock, the leading partner at Centerpoint Ventures and Victor Liu
from Sevin Rosen Funds, took to GlobeRanger and agreed to schedule follow-
up meetings. During the weeks and months that followed, George and his
team worked relentlessly on preparing presentations, reworking assumptions
and detailing the business plan so that it would meet the growth and market
requirements set by the VCs.

For the complex task of establishing a detailed financial analysis and
models, John Nugent, a professor at the University of Dallas and former
President of several AT&T subsidiaries, was brought into the team as a
consultant. John took on the role of acting CFO and chief financial strategist
naturally and proved instrumental in steering through difficult financial
terrain in all meetings extremely well. His lasting contribution to the company
still remains, as he established the financial planning foundation throughout
many meetings with George, John and Chris. Primarily, a five-year financial
plan documented anticipated revenues over various customer segments and
cost of goods sold, all the way down to depreciation and amortization. The
company valuation was then tied into the financial plan and reached over the
same period in time. From the outset, George and John Nugent strongly
focused on a financial model that included a fast track to profitability and
sound, yet defensive assumptions about the adoption of eLocate™ in the
market. Both men knew all too well that the times when startup companies had
to have large losses in their business plan were over. Once the senior team at
GlobeRanger had bought off on the financial plan, each projected year-end
result became an objective of financial performance for the years to follow.
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It was not until three months later that George and his team finalized
presentations to three leading VC firms in the Dallas area, as well as to Marsh
McLennan Capital, the VC arm of Marsh Inc. in New York. During these last
days of first-round funding, everyone at GlobeRanger had one single goal in
mind-to conclude presentations and successfully close the first round of
funding. Then, finally, came the day the whole team gathered in George’s
living room where George opened a bottle of champagne to share the news he
had justreceived: four VCs, led by Centerpoint Ventures and Sevin Rosen
Funds, had agreed to move ahead and several other parties willing to
invest had to be deferred to a following round. Including the other
participating investors—HO2 and MMC Capital-GlobeRangerraised $10.8
Million in its first round. This certainly was much better news than many
on George’s team could have hoped for, given that many technology
startups were not being funded due to the drastic downturn of the
NASDAQ and Internet-based companies during the first half of 2000. It
marked the beginning of GlobeRanger’s first strong phase of growth and
provided enough financial stability to kick off the intense product and
market launch in the months to follow.

One of the first initiatives after funding was to validate the extended
business model as shown in Figure 2. With the help of Victor Liu, the well-
known consulting firm McKinsey & Co. was hired and promptly setup ateam
of senior consultants at GlobeRanger’s offices. Together with John and Chris,
the consultants researched and tested all underlying assumptions of
GlobeRanger’s business model. Overall, they proved instrumental in detail-
ing and communicating the market approach. As the discussion of
GlobeRanger’s value proposition had shown, the company differentiated
itselfearly on by looking at supply chain solutions rather than simple track and
trace applications. The strategy consultants set out to broaden the sales model
into the two-staged approach of how GlobeRanger could identify possible
sales targets, as shown in Figure 11.

AsFigure 11 illustrates, GlobeRanger would go into a sales meeting with
a two-staged approach. In the first stage, possible sales targets within the
transportation industry are identified and can be chosen according to different
criteria shown as two separate filters above. The main reasoning behind this
first stage was that GlobeRanger obviously needed to deploy a hardware
device on an asset or good. Thus, it made perfect sense to start out with the
owners and/or operators of assets. During the second stage, the sales team
would look beyond the transportation carrier and towards that carrier’s
customers. Here, a grid of four filter characteristics helps sales personnel to
establish which carrier customers and industries to go after. The second stage
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Figure 11: Strategic sales filters (© GlobeRanger, 2000)
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model is actually based on characteristics of the industry and of the goods
being shipped.

While the strategic assessment went on, George was its most keen
observer and prolific contributor. Yet, he also shifted his main focus to
product development and to rounding out his executive team. It had been clear
to him from the beginning that the development team needed much of his
time, insight and experience. Together with Rakesh, he supervised many of
the technology decisions and talked to most developers on a daily basis.
During the months after first-round funding, the product grew from a software
demo to a full-fledged first release for several different modes of transporta-
tion. One of the early adaptors had been a large US railroad company that used
the eLocate™ service to monitor the utilization of its locomotives in real-
time. In addition, several transportation companies became customers over
time. With these customers, it became apparent that the strategic decision to
custom-tailor solutions for each of them had been a very wise one. GlobeRanger
was even able to replace an existing asset tracking system with the eLocate™
service, mainly due to its ability to listen and understand customers as
opposed to merely arguing why a certain technology would be most beneficial
for everybody in the market.

The hiring of executives took much more time since George wanted to
ensure that each of them was not only highly qualified but also a good fit in
terms of organizational culture. He knew well that his startup posed very
different challenges from those his executives would face in any large
corporation. In addition to high tolerance for ambiguity, all of his team
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members had to be very adaptive to the tight work environment where every
member knew everyone else. In addition, executives had to do a lot of tasks
for which they would normally have a support staff. To name just one trivial
example, first class flights were and still are completely out of the question for
everyone, including George himself. George felt it imperative that the leader
“walk the talk,” and serve as an example. George also fostered diversity right
from the start. The first team at GlobeRanger was already comprised of
members born on three different continents. He encouraged cultural ambigu-
ity wherever he could and saw to it that people reached consent rather than
obeying top-down decisions. Most of all, George knew that having fun can be
a tremendous motivator and, equipped with a very intelligent sense of humor,
certainly contributed more than his own fair share.

Another truly important issue for George was the clear definition of
processes. Right from the outset, he had been very diligent about setting up
structured lightweight business processes for GlobeRanger and has continued
to foster this issue tirelessly. He had brought in Ramses Girgis, a widely
known and acknowledged expert in performance and process management,
as an outside trainer for the starting team, and continued to invite Ramses back
at every major stepping stone. Every member of the senior team set out to
define his or her own business processes, performance indicators and
deliverables towards every other member of the team. This effectively proved
to be of tremendous value since it structured activities and guided senior team
members in their own actions, but in a manner such that all activities were
integrated. At the same time, it depleted redundancy in processes and ensured
that every activity was performed for a reason. To individual team members,
having business processes meant that they were able to prioritize their tasks
and tune their own work towards the overall goal and vision of the company.

As part of the process and performance training, George took a standard
quadrant chartand organized it according to urgency and importance of a task,
as shown in Figure 12 . He then explained that most people spend almost all
of their time in the two Urgent quadrants, but hardly any time in the Not
Urgent—Important quadrant. This very much reflects reactive behavior to
things as they occur. Especially in a startup company, people tend to do fifty
things in parallel, and they hardly ever have the time to sit down and reflect
on what would make their work easier in the long run. Thus, everyone reacts
to reality rather than actively shaping it. George went on to argue that truly
successful managers would do the exact opposite. Most of their time is spent
on preempting future work and requirements. Thus, everyone should be
proactive and save time by anticipating future events, needs and require-
ments. This approach to management certainly was reflected in George’s
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Figure 12: George’s time management chart based on the Covey Model
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insistence on structured processes, which he knew would help the company
later on once the business grew more complex and less transparent than it had
been when the team consisted of merely seven core members.

As a founder, Roy had naturally attended all funding meetings and was
well informed of everything that went on within the company. Yet, he also
aggressively drove his own responsibility of forming strategic alliances with
a number of different companies forward. As the business model implied,
there were a variety of different companies that would either supply goods and
services to GlobeRanger or would foster the distribution of its eLocate™
service. Very early on, Roy drafted a priority list of possible alliance partners
and putthem into a priority order. He knew very well that some partners would
automatically exclude others as they were competing in the same market
space. Yet, his timing was crucial to keep new entrants out of GlobeRanger’s
market and to decrease the time to market for its service. Based on George’s
time management chart in Figure 12, Roy differentiated possible strategic
alliance partners into three groups and then spent his time accordingly. The
A-group of not urgent, yet important strategic alliance partners consisted of
cellular network partners, device manufacturers and enterprise-level software
vendors. Due to Roy’s very early efforts and hard work, GlobeRanger today
has a variety of marquee strategic alliances in place that cover some of the
most prominent names in their respective industries.

Over time, a fourth type of partner entered Roy’s A-group: insurance
companies. Together with John Coghlin, a lawyer by training and Director at
MMC Capital, Roy strove to utilize the ties that Marsh Inc. had in the
insurance industry and to define the service offering that not only consisted
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ofthe value proposition described in this chapter, but also catered to insurance
companies and underwriters. His reasoning was that the eLocate™ service
would sell substantially better to GlobeRanger customers if he could offer
clients a reduction in insurance premium. Roy’s reasoning, of course, imme-
diately made sense to the team at GlobeRanger. Yet, to insurers and under-
writers there had to be tangible proof that GlobeRanger’s eLocate™ would,
in fact, reduce the number of claims due to theft and shrinkage. Together with
Chris, he worked diligently on refining their pitch to the insurance industry,
had numerous meetings with all sides involved in typical insurance transac-
tions, and never rested to prove that his vision would eventually materialize.
While his insurance-related effort certainly was one of the hardest tasks, it
also seemed to motivate him the most in his daily work. Not a day went by in
which Roy did not solve one issue or another to fully integrate insurance
relevant features into eLocate™. In small and large steps at times, he
continually strove to achieve his grand vision. GlobeRanger proved to be
the first company in the asset and supply chain management market to
truly integrate insurance companies into the definition of its location-
based service.

As Figure 13 illustrates, GlobeRanger saw the development of its
headcount increase more than six-fold during the second half of2000. The
executive team had been rounded out with seasoned executives from

Figure 13: Headcount development throughout 2000 (© GlobeRanger, 2000)

First M&A L K

——
First First Seni Mai
irst enior ajor
ROUI:ld Live Team Alliances
Funding ...]| Customer | | Complete | .| inPlace

$10.8M /
B \ v\
_— — D':::ﬁf:mu:; -

July Aug. Sept. Oct. Nov. Dec. Jan. Feb.

v




GlobeRanger Corporation 29

technology and transportation companies. In addition, several key direc-
tors had been hired for product development and management responsi-
bilities. Both, the development and solution consulting teams had been
fully staffed and everyone started to work tirelessly to achieve the vision
of the three founders: to create a location-based asset management and
supply chain visibility company.

Everyone had that sense of urgency that many large corporations lack—
to build what had not been built in the decade since asset tracking first
emerged. GlobeRanger’s goal is now a reality, a fully integrated suite of
services that allows customers to choose how they want their assets to be
managed and that enable visibility throughout the supply chain.

CONCLUSION

The company GlobeRanger came to life when three individuals with
different backgrounds and various ideas met. Each of the three founders had
aunique perspective on business and technology. All three managed to bridge
their diversity and strike a balance between vision and feasibility. They set out
to create their own market and to change the rules of business in one area of
supply chain management. Backed by the trust of their employees and
investors, they are well on their way to succeed.

GlobeRanger’s case is hardly the only one that has proven successful
over a long run. It has not been the first such company and will certainly
not be the last. It can, however, serve as an example in that some of the
lessons learned are highly valuable. During the first year, the company
saw its product architecture materialize, became familiar with its first set
of supply chain applications, experienced its first round of VC funding
and met its first real-life customers in a highly competitive marketplace.
During that time, the core team learned several valuable lessons about
how to build and grow a startup business. In summary, these nine lessons
stand out as being extremely important:

*  Establish the business model very early on, and keep improving on it.
*  Assemble a team of very experienced and flexible people.

*  Create a culture of continuous change, ambiguity and adoption.

*  Provide strategic direction to the team continuously.

*  Focus on “smart money” provided by VCs.

*  Build lightweight and structured business processes early on.

*  Complement technologists with strong management talent.

*  Avoid politics, intrigues and infighting at all cost.

*  Create and communicate a clear value proposition to customers.
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In regard to the individual decision to join and augment the team of a
startup company, it is true that some personalities get long better in situations
of uncertainly and risk. Yet, there is hardly a typical startup personality. We
have found that these companies are always comprised of people from many
diverse backgrounds and with different ideas, dream, goals, and skillsets. One
thing that all of them share is a unique enthusiasm for creating anew and better
way of doing things. They are not afraid to venture far out of the ordinary, and
they do not fear to believe in their dreams.

In summary, to be successful as a startup company, as Tom Hedrick,
Senior Partner of the Dallas’ McKinsey practice quoted one of his customers,
all you have to do is:

“Think big, start smart and scale fast.”

BUSINESS CASE DISCUSSION TOPICS

1) How important do you think a good management team and Board of
Directors is in raising venture capital? Do you think GlobeRanger did a
good job here?

2) How important do you think the founding members are in shaping the
initial directions of the business? Did they have the right skill sets? Might
this determine success or failure?

3) How important is it to recruit and retain a very experienced senior staff
in a start-up? Do you think this was of particular importance to the VCs
in making an investment decision in GlobeRanger?

4) Do youthinkitis very important to attract leading VC firms as investors,
or is money just money? Do such leading firms contribute any other
value? Expertise? Relationships? Access to customers?

5) Do you believe GlobeRanger made an appropriate decision to offer
customized solutions, value propositions, to its clients by remaining
technology agnostic? That is, by tailoring solutions to unique customer
requirements by providing a service versus selling a hardware product.

6) Doyouthink GlobeRanger’s visionregarding “technology refreshment”
is important in today’s marketplace?

7) With the information you have, how effectively do you believe
GlobeRanger is in addressing the 4 Ps of Marketing (Product, Price,
Promotion, Placement)?

8) Do you believe GlobeRanger is correct in offering its clients open
interfaces to its solutions, accessible by the Internet, anywhere, anytime,
versus closed, proprietary approaches taken by its competitors? How
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important do you weigh this aspect relative to market demands and the
enterprise’s success?

Doyoubelieveitis important, as GlobeRanger did, to reduce cycle times
and time to market, as well as capital requirements and other costs by
providing an integrated solution based on commercially available prod-
ucts? Is this similar to the U.S. Government’s move to Commercial Off
the Shelf (COTS) acquisition practices? What impact should such
actions have on a start-up enterprise?

Did GlobeRanger appear to address Porter’s Five Forces Model in its
business case based on the information you have at hand?

How would you segment GlobeRanger’s markets? Value of the goods?
Perishable nature of the goods? Other segmentation or metrics?

Do you think GlobeRanger made the right decisions regarding its
business case and direction concerning the imperfect nature of informa-
tion available in anew market? What information would you like to have
available in order to prepare a good business plan for a company in this
market segment?

What skill sets do you think a founding team would be required to have
in order to launch a successful company in GlobeRanger’s market?
Do you think GlobeRanger is correct in its perception of the value of
location information?

Do you agree with GlobeRanger that location “content” information is
valued information? More so than geographic coordinates alone?
Would you integrate such technology solutions into your ERP systems
if you had such a need? What do you foresee as potential downfalls of
such a system? Do you see any additional benefits deriving from the
deployment of such a GlobeRanger solution?
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Chapter 11

Implementation
Management of an
E-Commerce-Enabled
Enterprise Information
System: A Case Study at
Texas Instruments

R. P. Sundarraj and Joseph Sarkis
Clark University, USA

This chapter presents a case study of an overview of the efforts of Texas
Instrument’s (TT’s) internal and external ERP implementation, with a focus
on linking its ERP system in a global e-commerce setting. This linkage is
especially important since it had been stated in TI’s strategic plan as an
objective of this project to provide visibility of the ERP system to external
constituents via Web linkages along with the objective of standardizing
internal processes and important information technology systems to support
marketneeds. Thus, its ERP system is central to managing its supply chain and
B2B e-commerce linkages from both a customer and supplier perspective.
Issues faced by TI are clearly outlined with future questions also posed in the
final section.

Copyright © 2002, Idea Group Publishing.
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INTRODUCTION

The integration of enterprise systems and the supply chain to an organi-
zation is becoming more critical in an ever-changing, globally competitive
environment. As markets mature and customer preferences become more
diverse and specific, quick response to those needs is required to maintain
competitive advantage. This quick response will require close relationships,
especially communications and information sharing among integrated inter-
nal functional groups, as well as the suppliers and customers of an organiza-
tion. Texas Instruments (TI), headquartered in Dallas, Texas, is one organi-
zation that has come to realize this requirement for building and maintaining
its competitive edge. One strategic decision made by the organization was to
implement an enterprise resource planning (ERP) system with a focus on
linking it with a global electronic commerce (e-commerce) setting.

This case study provides an overview of the efforts of TI’s internal
and external ERP implementation that led to over 70% of the transactions
being conducted in a global e-commerce setting. TI’s strategic goals
include providing visibility of the ERP system to external constituents via
Web linkages and standardizing internal processes and information tech-
nology to support market need. The e-commerce linkage is especially
important in achieving these goals. Thus, TI’s ERP system is central to
managing its supply chain and Web e-commerce linkages from both a
customer and supplier perspective.

In this situation there were a number of major players, including project
management direction from Andersen Consulting Services, software vendors
suchas SAP andi2 Technologies, hardware vendors such as Sun Microsystems,
and various suppliers and customers of TI. Part of the process involved
outsourcing some of TI’s internal information systems capabilities to these
vendors, especially Andersen Consulting.

The various stages of implementation from adoption to preparation
and operation are detailed as separate sections. At each stage of the
implementation TI used performance metrics to manage the process. We
also provide an overview of how these performance metrics played a role
in the implementation.

STRATEGIC SYSTEMS IMPLEMENTATION
BACKGROUND

Much research has been undertaken to develop a better understanding of
IT implementation and to assess its contribution to improving organizational
efficiency. A meta-analysis of IT implementation research (Lai &
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Mabhapatra, 1997) indicates that there is shift in emphasis from studying
individual IT to organizational and inter-organizational systems. Since an
ERP system has long-term and broad organizational implications, strate-
gic planning is key to the successful management of such systems. There
is an extensive body of literature related to strategic planning. Critical
antecedents to developing a successful strategic plan are (Lederer &
Salmela, 1996; Lederer & Sethi, 1992):
(1) external and internal environments,
(2) planning resources and processes, and
(3) an information plan that actually gets implemented.
These constructs provide a theory of strategic information systems planning
and are important to both researchers and practitioners involved with planning.
By borrowing from the literature on the management of advanced
manufacturing technologies (Meredith, 1987; Sarkis & Lin, 1994; Small
& Yasin, 1997), a process-oriented framework for ERP management is
presented (see Figure 1). As indicated in the figure, the process suggested
by this framework is iterative, in the sense that it allows for higher level
strategies and processes to be reformulated when they are discovered to be
incompatible with lower level systems and configurations, and vice versa.

Figure 1. Timeline of TI’s ERP implementation
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Strategy Formulation and Integration

Strategic justification frameworks should begin at the upper levels of
management. The technology selected should fit within the vision, goals and
strategic objectives of the organization. An organization should undergo a
SWOT-MOSP process in which it assesses its Strengths and Weaknesses in
the light of environmental Opportunities and Threats, then develops its
Missions, Objectives, Strategies and Policies. One of the results of this step
in the process is determination of an organization’s core competencies that
need specific technology support.

Process Planning and Systems Design

At the next level is the initiation of process plans that support the
organizational competencies identified earlier and that in turn get supported
by the chosen system (ERP or otherwise). Also known as the reengineering
phase, three studies are usually undertaken at this stage, and they are named
AS-IS, SHOULD-BE and TO-BE.

The AS-IS study provides baseline measures for later justification
purposes and provides measures for post-implementation auditing. The
SHOULD-BE study tries to exhibit how the current system should function
after non-automation/non-hard technology improvements (e.g., total quality
management) are instituted; a currently disordered system will lead to a
disordered ERP system as well. The TO-BE study is used to define the system
necessary to meet the objectives set forth by the strategic units.

System Evaluation and Justification

Here, analysis focuses on the economic, technical, and operational
feasibility and justification of the system. The justification step should
consider many different types of factors—tangible, intangible, financial,
quantitative, and qualitative. Since the analysis of tangible factors (e.g.,
financial) is well-studied using methods such as Return on Investment (ROI),
our focus will be on the evaluation of intangible factors.

System Configuration

An ERP system has some of the characteristics of packaged software
such as Microsoft Excel and some of those of custom-built ones. It certainly
isnot designed and programmed for the exclusive use of one organization nor
is its implementation and management as easy as that of packaged software.
Each ERP software company is likely to have its own business model in the
design of its package. As a packaged software system, there are likely to be
discrepancies (at the detailed level) between the needs of an organization and
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the features of the software (Lucas, Walton & Ginzburg, 1988). Hence, a significant
amount of effort can be expected to configure the system or the organizational
processes in order to produce an alignment between them.

System Implementation
The implementation stage can be classified into: startup, project manage-
ment and a migration handling the switchover from the old to the new system.
ERP systems force large-scale overhaul of business processes and, therefore,
their implementation needs to be supported by appropriate change manage-
ment approaches (Markus and Benjamin, 1996). Another key concern of
implementation is that of systems integration, in which multiple types of
subsystems, platforms and interfaces must be integrated over diverse and
dispersed geographic locations. Systems implementation involves:
e Acquisition and Procurement—Actual purchase of software, hardware
and supporting equipment, and personnel.
e Operational Planning—The project plan necessary to bring up the system.
*  Implementation and Installation—This is the actual implementation and
startup step.
* Integration—Linking the systems to each other and other organiza-
tional systems.

Post-Implementation Audit
This last “feedback” stage, although very important from a continuous
improvement perspective, is one of the more neglected steps. According to
Gulliver (1987), for example, auditing should:
*  encourage realistic preparation of investment proposals;
*  helpimprove the evaluation of future projects as well as the performance
of current projects that are not proceeding as planned;
»  call attention to projects that should be discontinued.
As can be seen, the process suggested above can be arduous, but this
necessary effort must be anticipated for the successful integration of complex
and strategic systems into an organization.

IMPLEMENTING A GLOBAL
ERP SYSTEM AT TI

Company Background
Texas Instruments Incorporated (T1) is a global semiconductor company and
the world’s leading designer and supplier of digital signal processing (DSP)
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solutions and analog technologies (semiconductors represent 84% of TI’s rev-
enue base). Headquartered in Dallas, Texas, the company’s businesses also
include materials and controls, educational and productivity solutions, and digital
imaging. The company has manufacturing or sales operations in more than 25
countries and, in 1999, derived in excess of 67% of its revenues from sales to
locations outside the United States. In the past few years, TI has sold several non-
core businesses to focus on DSP solutions and analog technologies, where TI is
the world leader. DSP and analog devices have more than 30,000 customers in
commercial, industrial and consumer markets. TI faces intense technological and
pricing competition in the markets in which it operates. TI’s expectations are that
the level of this competition will increase in the future from large, established
semiconductor and related product companies, as well as from emerging compa-
nies serving niche markets. Prior to the implementation of ERP, TThad a complex
suite of stand-alone nonintegrated marketing, sales, logistics and planning
systems consisting of thousands of programs that were based on many indepen-
dent databases and running on proprietary mainframe systems.

Overview

Since the 1980s, TT had used a highly centralized infrastructure utilizing
proprietary mainframe computers for meeting its I'T requirement. As the first
step toward global business processes, certain planning processes and sys-
tems were standardized in 1989. However, the systems were independent of
one another, and were, therefore, inadequate to meet changing customer
demands. Market conditions dictated that TI must operate as a global DSP
business, with greater flexibility, shorter lead times and increased productiv-
ity to meet customer demand. The company determined the need for dramatic
changes in its technological infrastructure and its end-to-end business pro-
cesses, in order to achieve these business goals. Starting in 1996, TI under-
went a company-wide reengineering effort that led to the implementation of
a four-year, $250 million ERP system using Sun Microsystems’ hardware
platform, SAP AG’s ERP software, 12’s advanced planning tools and Andersen
Consulting’s implementation process (see Figure 1 forasummarized timeline).

In 1998, Texas Instruments implemented the first release of the ERP
system, which primarily consisted of a prototype implementation of the i2
system running on a Sun E10000 platform. This was the first step toward
migrating the manufacturing and planning of TI’s orders. In early 1999, TI
beganrolling out the second release. The initial deployment included the SAP
Procurement and Materials Management module and the Financial Manage-
ment and Reporting module. In the middle of 1999, TI completed the 12
Technologies software implementation as part of the third release. Finally, T1
turned on the remaining financials, and new field sales, sales and distribution
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modules. Included in thisrelease were the first Web-clients to be used with SAP
and anext-generation, distributor-reseller management system, both developed in
conjunctionwith SAP.

A high-level architecture of TI’s pioneering ERP implementation
consists of SAP, and the 12 system for advanced planning and optimiza-
tion (see Figure 2). The system is a pioneering large-scale global single-
instance implementation of seven modules (finance, procurement and
materials management, logistics, planning, field sales, and marketing) for
all of TI’s divisions, and it is in use by 10,000 TI employees to handle
45,000 semiconductor devices and 120,000 orders per month. As shown
in the figure, this solution also enabled global Web access to information
for TI’s 3,000 external users at customer’s, distributor’s, and supplier’s
sites. In total, over 70% of the business transactions conducted with TI by
all customers and partners are now via the Web or electronic data
interchange (EDI). In summary, the implementation:

* Institutes standardized process to support the market trend of order-
anywhere/ship-anywhere services;

*  Provides global visibility of the system to customers and suppliers,
permitting them to conduct many activities via the Web

Figure 2: A conceptual model of ERP system, linkages
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e  Standardizes key information technology systems so as to support
business goals.
The next two sections describe some of the activities involved in the
substages of this large-scale implementation.

STAGES IN MANAGING THE GLOBAL ERP
SYSTEM IMPLEMENTATION

We now describe TI’s activities in each of the stages of the strategic
framework that was generally described earlier in this case.

Strategy Formulation

Traditionally, TI was primarily running what was called a “commodity”
business, wherein orders were received, manufactured and shipped as a batch.
Throughout the 1980s and 90s markets evolved from the one-size-fits-all
status to one in which customers started demanding customized products.
This mass customization phenomenon, combined with the maturity of TI’s
business, caused it to reexamine its goals and strategies. TI started its shift
towards a more customized product environment.

Within this new customized product environment, TI had a number of
customer needs that could not be met easily. For example, a customer in
Taiwan wanted to place all orders in California and then allocate a worldwide
destination for the ordered products only at the time of shipping. This was
difficult for TI to coordinate, because each of the regions was on a separate
system. Other customers wanted to place orders for complete sets of devices
that all worked together. Since its existing system could not handle such
orders, TI had to enter the order for each device separately. The delivery of
each of the devices was done at different times, implying that the customer
will have to carry inventory while waiting for the remainder of the set. Manual
workarounds and interventions were needed to handle these kinds of de-
mands. Thus, the goal was to determine the appropriate processes and
information systems that had to be put in place in order to support such agile
design and manufacturing strategies (see, for example, Peters & Saidin, 2000,
who describe the use of IT for supporting mass customization).

Another goal was a move toward supplier-managed inventory and
customer-managed orders. Going beyond EDI and extending e-commerce
meant that TI decided thatleveraging the capabilities of the Internet to provide
visibility of its systems to its customers and suppliers would be necessary.
Finally, standardizing systems was another integrative corporate goal. TI’s
strategy was to ensure standardization of its systems as much as possible.
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Specific areas such as factory automation were left to use custom solutions, but
otherareas such as planning were required to be on standardized open systems in
order to support the other goals.

TI makes extensive use of metrics. Strategic goals are translated into
tactical and operational quantifiable objectives. Key metrics are developed
and used as a fact-based management approach that keep clarity in the project
direction and manage the scope of the project. The metrics include standard
operationally and organizationally strategic ones, such as Time, Cost, Flex-
ibility and Quality. In addition, since TI’s manufacturing equipment is very
expensive, its management made it clear that it was also concerned with level
of use—Utilization—of the organizational equipment.

Process Planning and Systems Design

TI conducted a massive reengineering effort for the whole organization
with the goal of setting standard processes globally. The major result of this
effort was to declare that all inventory and manufacturing management be
done globally. This process change caused the practice of earmarking a
production lot for specific customers to be discontinued. There were thou-
sands of programs in use at that time, and this proliferation of stand-alone
systems inhibited the implementation of global processes. Thus, a proposal to
implement an ERP system was made to the president and other strategic
business unit managers.

Many organizations find multiple-instance implementations more flex-
ible and sometimes easier to implement. Yet TI decided to implement a
single-instance ERP system so as to fully leverage the system’s capabilities
to support the flexibility and standardization demanded by global processes.
After site visits by major ERP vendors, TI selected SAP, mostly because of
its scalability to handle voluminous amounts of data. Yet, the actual selection
and justification included the evaluation of a number of systems by T1. These
systems were evaluated through a questionnaire that contained hundreds of
detailed questions pertaining to capabilities, ranging from user friendliness to
support of major functions. Many of these same questions were used in aiding
in the system justification.

System Justification

Abudget of approximately $250 million was set for the implementation. The
justification of the system was done using a combination of tangible and
intangible factors at both the enterprise and business-unit levels. Standard hard-
justification measures such as ROI and IRR were used to ensure the financial
viability of the project. In fact, if these were the only measures to be used, then the
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system would have been justified. Yet, the data for these measures were still
forecasts and estimates. Strengthening the financial justification by evaluating
other measures and factors helped to provide stronger foundation for managerial
acceptance. In estimating financial measures, global capacity utilization as aresult
ofthe ERP system was also projected. The project managers keptinmind thatsuch
projections were only guidelines that could get offset or boosted as aresult of other
continuous-improvement activities that were ongoing in the company. These
estimates ranged from 3-5% output improvements based on current assets, which
although seemingly small, amounted to increased cost savings of several hundred
million dollars. Some additional intangible and tangible factors included:
*  TI’s proprietary-mainframe-based ordering was incompatible with the
goal of moving toward a Web-based e-commerce model.
e  TIhadthousands of programs that incurred huge maintenance costs such
as integration among these software systems.
*  Accurate global inventory was not possible without a “single-instance”

ERP system.

*  An ERP system would facilitate in cycle-time reduction, which would
help TI compete effectively in the custom DSP market.

Through this business case justification, acceptable financial returns,
along with strategic factors such as competing effectively withina givenniche
market, and operational factors, such as global inventory management, all
played a role in ERP’s justification at TI.

System Configuration
The goals and processes described above entailed a number of changes

at the detailed level. Many of the changes are difficult to manage because of

drastic changes needed to the ways of doing business (e.g., the business rules).

The processes used to address the arising conflicts range from top-manage-

ment-enabled dialogue among the participants to top-management-backed

decisions that laid down the policy for TI. A few examples follow:

*  Allinventory is global. For example, inventory in Europe must ship, if
needed, to any part of the globe, rather than be held for European orders
that can potentially come at some time in the future.

e The number of levels of approval on a purchase order was standardized
at four (there were some countries that had fifteen levels).

*  Authorization amounts were standardized according to the level of the
concerned person in the organization.

*  An 18-character, globally accepted part number became an agreed upon
standard. This standardization involved a huge IS and business effort
because changes had to be made to the databases, programs supported by
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them, and some manufacturing procedures, in addition to having to commu-
nicate the changes to the customers.

*  Allsystems were mandated to be in English except for customer-specific
information such as addresses, etc., used for external communication
with them. In general, English was used when information was to be
shared among multinational facilities, while local data, specific to a
facility, could be in the local language.

Implementation
In this phase, concepts and goals are translated into tangible action, and

as a result, it is perhaps one of most difficult phases of the project. General

principles such as global processes and standard systems need to be backed
up by convincing and deploying the right people to implement the processes.

We briefly describe TI’s implementation phase in the following catego-
ries, startup, project management, and “going live”. This description contains
the manner by which problems were addressed in each category.

Startup. A number of key personnel, along with their families, were
expatriated to the US and stationed in Dallas for a few years. About 250 people
were transitioned from TI to Andersen Consulting (i.e., put on Andersen’s
payroll) which became the main provisioner of services with respect to the
ERP system. IT outsourcing in this case involved Andersen Consulting taking
over the employment and management of former TI people.

Project Management. Change management played a large role in this
stage. The roles of training, planning, and communicating were of equal
importance. All management levels were involved in this process, as were
various vendors and suppliers. Some of the practices included:

*  On-site experts were made available to new users of the system.

* A help desk was set up to handle problems that could not be addressed
by these experts.

* A ticketing system for managing and prioritizing problems was also
established (e.g., a system stop was a high-priority ticket that would get
round-the-clock attention).

Handling Go-Live. To get prepared for “go-live”, the key managers who
were stationed in Dallas were sent back to their territories for educating the
next level of users. Using selected experts, user-acceptance scripts were
defined and tested, with problems, if any, being resolved as per one of the
schemes outlined above. Daily conference calls were set up for thirty days
prior to go-live to obtain status checks on progress and on the tickets.

Based on the results of these checks, a risk analysis was conducted
weekly to determine the effects of various potential failures. The implementa-
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tion plan was to have a few go-live dates one after another, butinrelatively
quick succession. Except for the planning system, in all the other stages, in this
case adirect conversion was employed. That is, with adowntime of about two
to three hours during a weekend, the old system was turned off and the new one
turned on.

Post-Implementation Status

The system met most of its goals nine months after the complete
implementation. Response time for the system has exceeded expectations,
with 90 percent of the transactions worldwide getting a response within
three seconds. There are around 13,000 users (10,000 TI + 3,000 outside)
on the system, with concurrent users ranging from 300 to 1,700. The
integrated system allowed TI to better manufacture and deliver its 120,000
orders per month involving 45,000 devices.

Some of the key performance measures and parameters evaluated were:

Productivity Dip. There was a period of reduced productivity. Given
the voluminous changes involved, this was to be expected. TI expected
this and discussed with Andersen methods to ameliorate this problem.

On-time Delivery. TI was not hitting its goal of on-time delivery. In
addition to the new system, market conditions caused more orders than
they could deliver. They were falling short of capacity.

Single-instance, global system. The single-instance, integrated, glo-
bal model was successful, fundamentally transforming how business is
conducted at TI.

Better response. Because of its Web capability, the system isused by TI’s
external constituents as well, namely, distributors, customers, suppliers, and
field sales people worldwide. This Web capability allowed easier-to-use
order management systems for customers. Customers no longer had touse TI-
specific software applications and/or costly point-to-point connections.

Inventory reduction. Some TI factories reported output increases of 5-
10%, and up to 15% reduction in work-in-process inventory.

MANAGERIAL IMPLICATIONS

This case study of a successful ERP/e-commerce implementation offers
and reiterates a number of lessons for the management of these systems. The
following lessons are summarized:

Conduct a Thorough Strategic Plan - The case illustrated how market
forces had compelled the company to make radical shifts in its organizational
environmentand culture.
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Align IT Plans with Business Plans - Conduct reengineering studies and
develop strategic IT plans to align key IT needs with those of the business.

Get Top Management Support - The prescription of top management
support has been made ever since early IT implementations (O’Toole &
O’Toole, 1966) to the present. Strangely enough, as stated by Jarvenpaa and
Ives (1991), it also remains to be one of the prescriptions that have been
regularly ignored. In this case, TI’s president and the Chairman of TI’s Board
communicated the importance and status in their quarterly satellite broadcasts
to the company. The president sat in on quarterly meetings, and even
stipulated thatifanyone wished to “customize” aspects of the system that they
would have to personally explain it to him and show why TI would get more
profit out of this change.

Change Management - Set realistic user expectations such as the initial
productivity dips. User involvement is critical. Andersen Consulting’s pro-
cess helped to ensure that such was the case. Make sure that the user is
supported to help improve user satisfaction.

Strong Champion Characteristics - In TI’s situation, the manager of the
ERP project had over two decades of experience in various levels of the
organization. This manager had broad knowledge of Corporate operations
since he was in charge of the previous business process reengineering
programs that formed the foundation of the new ERP system. Previously he
was a vice president of one of TI’s divisions.

Rationalize Business Models and Processes - Make sure the business
models and processes fit within the strategic direction and goals of the
organization. Time, mass customization, and flexibility concerns led to a
global model. Part of this rationalization was also completed after the SAP
system was agreed upon, since SAP required business processes to be
completed as specified by them or significant customization of the system
would be required.

Manage External Enterprises - Appropriate and well-planned involve-
ment of consultants is important for keeping the project on a tight schedule.
Further, with the advent of e-commerce, companies are more likely to ship
and order goods on the basis of Web-based inputs (Kalakota & Whinston,
1996). A training program must encompass such constituents as well, an
aspect that seems to be ignored in the research literature. Managing external
enterprise relationships (and systems) is not something that many organiza-
tions have had experience completing. This makes the e-commerce setting
more complex, especially when organizations seek to integrate inter-organi-
zational systems.

Manage Using Metrics - Tl and Andersen Consulting have a corporate
culture and policy that requires the stringent and formal use of metrics in the
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managementand evaluation of projects. They attribute this policy adherence as one
ofthe key reasons for success of the ERP implementation.

CONCLUSION

Traditional information systems are often implemented with the goal of
improving the internal productivity of an organization. In contrast, modern
enterprise and inter-enterprise systems have supply chain integration as an
additional and an increasingly critical goal. This makes their management and
implementation a very time-consuming and difficult task. TI’s ERP imple-
mentation with an e-commerce perspective compounded these inherent
difficulties by requiring additional features.

* It is a single-instance system, providing access to the same data,
irrespective of the geographic location of the user.

e It provides access to 3,000 external users (customers and suppliers),
thereby enabling 70% of the transactions to be conducted electronically.
Management did see some problems in this implementation process and

tried to address the issues. Some of the major problems included:

1. The software for supply chain management (Red Pepper) that was
initially chosen did not meet expectations of TI. This system had to be
scrapped; this resulted in a multimillion dollar cost. The 12 system was
then implemented.

2. A productivity dip did occur. The implementation had to address this
issue for all managers throughout the organization who had some stake
in the performance of the system. The expectations that this would occur
were communicated through newsletters and messages. Consistent and
continuous communication helped to mitigate a situation that could have
caused a major project failure.

3. Getting buy-in from internal functions not directly associated with the
implementation process was difficult. This occurred with the marketing
function. This function needed to be on board for the e-commerce
linkage with customers to work effectively. Training and pressures
from upper level management helped to ease the transition for the
global marketing group.

4. Engineering is still not fully integrated into the ERP system. The e-
commerce linkage incorporating product design with the ERP system
was not feasible for management. For such a technology driven organi-
zation, the lack of engineering function integration with the ERP system
may need to be investigated.
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Key Questions to consider:

1. Can a large multinational organization implement a single instance
global ERP system without the aid of an outside consultant? Could they
manage this process even after implementation? Is outsourcing the IS
function for ERP a good idea?

2. Which functions are critical within a global ERP system? Why would
engineering not be considered a central function for E-commerce? Why
should it be?

3. What metrics could be considered for system selection, system imple-
mentation, system auditing? Would these be the same metrics? Can e-
commerce based metrics be used? What type of e-commerce based
metrics may exist?

4.  What lessons could be learned from TI’s implementation process that
could be used for future module integration? How much inter-organiza-
tional system integration is required for TI in the ERP/e-commerce
system linkage?
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Access to the world enabled by the Internet facilitates internationaliza-
tion as never before. However, lack of a coherent global Internet strategy can
relegate any company to a strictly provincial “neighborhood” status. Global-
ization strategies and tactics should therefore be of central concern to all
enterprises. Toresearch the strategic issues involved in Internet-based global-
ization, we embarked on a case study. Our goal is to explore how the Internet
anditsrelated technologies can serve to help organizations better deal with the
challenges of conducting global business. Our research enabled us to identify
aset of heuristic “rules of thumb” that might be used to support Internet-based
globalization efforts. In our study we discuss the many challenges to estab-
lishing successful global enterprises. We then introduce a model for under-
standing global business requirements in the e-commerce age. We conclude
by analyzing a case study to initially validate our theoretical model and
summarize our findings.
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INTRODUCTION

Many organizations look to the Internet as an instrument to support their
global aspirations, to allow them to enter new markets, to extend their brands
and offerings geographically, and to use increasingly pervasive Web access
to enter global markets. The hope is that instant worldwide access to
information via the Internet can serve as a global “calling card” in consumer
and business-to-business environments alike. The current global climate of
peace and openness appears to be conducive to global business. The Cold War
is over. China is moving toward being an “open” trading partner with the
world (Weeks, 2000). Moreover, access to the Web is relatively inexpensive
as compared to the past.

The Web appears to be the new vehicle to global business exchange. It
seems that Web merchants are satisfied if they can get credit card money
verified in real-time while leaving other business processes to a complex
maze of emails, sticky notes, and off-system paper trails. However, basic
business principles should still apply in e-commerce. Successful global e-
commerce requires more than a Web site and simple data interchange
functionality. The way of the Web has been to slide through fulfillment
requirements. Few Web-based tools provide much in the way of inventory
control, for example. As a result, organizations face a continental divide
between whatever systems they have used in the past and new Web-based
technologies. ERP, the hoped-for “do all” and “be all” of the mid-1990s,
didn’t meet expectations (McNurlin, 2001)—the long-term implications of
which are still to be determined in the marketplace.

The question confronting large-scale organizations around the world
is how these two technological worlds—the Web and internal enterprise
computer systems—can and should come together. The Web is of necessity
directed outward at customers and markets and collaborative partners.
Traditional enterprise systems, from ERP to older legacy systems, are by
their very nature mostly inwardly directed, focusing on the need to
coordinate employees and manage materials according to financial, tax,
and operating imperatives.

Furthermore, immediate access to the world as enabled by the Internet
forces the internationalization issue as never before. Lack ofa coherent global
Internet strategy can relegate any company to strictly provincial “neighbor-
hood” status. In the face of such challenges, globalization strategies and
tactics should be of central concern to all enterprises. We therefore embarked
on a study to explore how the Internet and its related technologies can serve
to help organizations better deal with the challenges of conducting global
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business. Moreover, we want to identify a set of heuristic “rules of thumb that
might be used to support Internet-based globalization efforts. We begin by
discussing the challenges to global enterprises. We then introduce a model for
understanding global business requirements in the e-commerce age. We
continue by analyzing a case study to initially validate our theoretical model.

BACKGROUND

Agency and Delegation Challenges For Global, Networked

Enterprises

Global business opportunities did not start with the Internet. Drucker
(1973/1993) outlined a mature international business environment decades
ago. He drew attention to important strategy and delegation issues that
continue to elude executives and managers of international organizations.
Drucker believes that global enterprises cannot be managed wholly at home
or abroad because top executives do not have the requisite local knowledge
to make all decisions and oversee all projects. Furthermore, locals tend to
optimize solely on their national or regional operations, many times causing
sub-optimization of the overall company effort. We believe that the answer
lies in an enterprise approach. The question remains whether the Internet and
its related technologies can serve to support the global organization as a
holistic enterprise. We believe that the existence of the Internet provides an
opportunity for organizations to greatly expand their business initiatives.

Global e-commerce introduces massive delegation problems and broad-
scale agency challenges in spite of the open, friendly nature of the Internet.
Success in international business requires that organizations groom their
message to match preferences and characteristics of local audiences. As such,
people (agents) with knowledge and experience in local markets and local
customs must be enlisted in the cause, armed with knowledge of and
commitment to the primary mission of the organization (Victor, 1992).
However, success in foreign markets may be stymied by behavioral chal-
lenges such as pecking orders set up between managers at headquarters and
those in local markets restricting effective cooperation, delegation, and
integration.

The business model at headquarters tends to follow established patterns
related to the country of origin and past experience. Hence, financial proce-
dures, models, marketing, sales, and associated systems will naturally follow
edicts dictated by the home office. Production, manufacturing, and sourcing
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procedures are typically established to meet specific requirements of the home
market based on standard products and processes. Global organizations also
attempt to establish norms and procedures for employment and outsourcing
requirements based on known patterns.

To extend a traditional business model to world markets, home office
agents and foreign agents must engage in a comprehensive study of the
existing model to apply it to new and different environments (Victor, 1992).
Delegation and the associated power given to agents must therefore be
carefully balanced to match headquarter objectives to local ones.

Matching corporate strengths with global requirements, however, can
prove unproductive due to a number of reasons. The sheer number of agents
increases so dramatically that communication difficulties arise due to com-
plexity alone (Collins, 2001; Sklar, 2001). Diversity is also greatly increased
due to different cultures. Diversity opens such problems as collective action
due to the difficulty of establishing consensus and cooperation.

Obstacles to collective action come from a tendency by agents to
maximize local self-interest (Kiewiet & McCubbins, 1989). As such,
agents often behave “in ways that are inimical to the interests of the
community as a whole.” Coordination may also suffer where “[agents]
become uncertain as to which strategies other members will pursue, and
coordination may never be achieved” (Kiewiet & McCubbins, 1989, pp.1-
2). Traditionally, collective action is often achieved through manifesta-
tions of leadership on the part of managers (Drucker, 1998). Digital
systems can remove communication barriers and assist agents at all levels
if such systems are strategically deployed.

Three-Tiered Approach to Global Business Requirements

St. John and Young (1999) distinguish between two kinds of global
companies. First, the “global enterprise” attempts to find economies of scale
by placing standardized products into local markets. This reduces the need for
delegation because decisions come mostly from a centralized authority.
Agents are less likely to have high degrees of autonomy. Second, the
“transnational firm” has dispersed specialized national units that provide
differentiated market offerings through integrated worldwide operations.
Delegation is widespread and agents are given high degrees of autonomy
in their local markets. Consistent with Drucker (1973/1993), St. John and
Young underscore a need for complex and flexible systems to support
unpredictable requirements of global systems that must be responsive to
local markets.
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The“global”modelis differentiated fromthe “transnational” model as delega-
tion is considered from an entirely different perspective. With a global model,
delegation is minimized. Local authorities are charged with deployment ofthe office
model with little modification, coupled with a general understanding of the overall
global system. Local agents follow home office directives with little room for
discretionary decisions. In the transnational model, business and systems policies
are highly delegated to local agents, as they are in the best position to understand
diversity inlanguage, currency, and customs. Thus, agents have alot of discretion-
ary power.

Walton (1995) discusses the value of the transnational model, that is,
one that allows a “structurally fluid and ever-changing” paradigm to meet
market demands.

Take the example of a high-technology company moving toward

globalization. Initially, the challenge was stated as a financial

goal: increasing nondomestic revenues. Despite a lot of attention

and specific financial targets, progress was slow and inadequate.

Executives concluded that the strategy could not be enacted with

the current [global] organizational structure and that the com-

pany needed to move to a transnational organizational architec-

ture ... empowering local managers was the implementation
strategy ... the old structure was unaware of, or filtered out, the
regional limitations it had placed on people and market develop-

ment (Walton, 1995, p.125).

Even before the Internet, Castells argued in favor of a transnational
model that he termed the “network enterprise.”

Under this strategy [transnational] ... companies relate to a variety of

domestic markets ... rather than controlling markets from the out-

side, they try to integrate their market shares and market information
across borders ... in the old strategy, foreign direct investment is
aimed at taking control ... Under the [transnational] strategy, invest-
ment is geared toward the construction of a set of relationships
between companies in different institutional environments. Global
competition is greatly helped by “on the spot information” from each
market, so that designing strategy in a top-down approach will invite
failure in a constantly changing environment and with highly diverse

market dynamics (Castells, 1996, p. 165).

Information technology plays amajorrole in facilitating the transnational
model, as it enables a flexible, adaptive model to actually work (Castells,
1996). “With adequate levels of [local] information and resources [organiza-
tions can] handle errors better than fragmented, decentralized networks,
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provided they use adaptability on top of flexibility” (Castells, 1996, p. 166).
Castells argues that the organization must integrate the logic of the corporate
system with the business process logic of the organization into a digital,
networked format so that managers can obtain and use information to meet the
unique needs of the organization in its various markets. However, there may
be a “reverse effect” in terms of agency and delegation levels. Central agents
may want to delegate powers to the local agents, but local agents may not elect
to accept them. For delegation and agency to work, local agents must use their
agency powers to generate desired objectives typically localization, market
adjustments, and lateral cooperation (Nadler and Tushman, 1997). Nadler and
Tushman also promote information technology as a means of accomplishing
this objective.

Rather than seeking designs that emphasize coordination and con-

trol, what organizations need now is speed, innovation, customer

focus, and radically improved productivity... information technol-

ogy ... makes it possible for companies to make timely information

available ... no matter where [agents] are located. Not only does

information technology demolish traditional constraints of time and
geography; it enhances collaboration and teamwork, eliminates the
need for entire levels of bureaucracy ... the innovative use of teams

[allow] people to use their collective knowledge, judgment, skill,

and creativity to perform a variety of jobs and functions, rather than

just one, in concert with their colleagues (Nadler and Tushman,

1997,p 9).

Organizations must also take into account localization issues such as
currency, taxes, culture, etc. (Sklar, 2001). By all rights, conditions will not
be constant across-the-board (Cannella & Monroe, 1997). However, the
transnational model provides delegation powers to make decisions at the local
level and agents are given latitude in establishing and executing their own
objectives. Delegation and agency powers give local managers the ability to
interact more effectively with their customers especially if they are “natives”
to the culture. Our theory focuses on the agency and delegation levels with
networked enterprise systems because we believe that localization issues
cannot be controlled from headquarters. Therefore, our model controls for
these factors. However, financial standards, general company policy, and
production techniques can be better controlled centrally.

Organizations may demonstrate elements of the global and transnational
models depending on levels of delegation, flexibility, and adaptability. A
more realistic scenario would account for some combination of the two—a
hybrid model in which some system elements retain centralized features,
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while other factors are open to local interpretation and implementation. While
organizations may prefer one of the three—global, transnational, or hybrid—
we posit that they should be expected to exhibit features of all three. The
effects of Internet technologies on variations of these models are of
particular interest to organizations wishing to use the Internet to extend
their missions worldwide.

The “global” model is characterized by limited agency with minimal
delegation in which local agents are wholly responsive to home office
mandates. Agents are given very little autonomy and are charged with
carrying out orders. Decisions are made at the top and “trickle” down to the
bottom. Agency initiative is not considered important. Agents in the
“transnational” model are trusted to use their initiative to coordinate activities
at the local level and make lateral connections as deemed appropriate (i.e., to
be proactive). Cross-functional and cross-geographic interaction is encour-
aged. The home office realizes that complexity alone minimizes its ability to
control the business at the local level and has come to feel comfortable with
control mechanisms—Iargely embedded in the information architecture of
the firm (Castells, 1996). Authority is granted to agents to make decisions that
cannot be made effectively in a top-down paradigm. Delegation is maximized
in transnational environments wherever possible.

The “hybrid” model is a compromise. Agents are recognized (by the
home office) for special skills, perspectives or implementation ideas. Agents
are given authority to make decisions within limited functional areas based on
customs and localization factors. However, delegation between the home
office and local organizations is limited to agreed-upon boundaries. Agent
initiative is valued, but tempered by careful planning and analysis of each
market and each business function by the home office.

Our model is not intended to be comprehensive. We are now focusing
on agency and delegation because these factors emerged from our case study.
Other factors that require future consideration may be compensation struc-
tures, corporate cultures, cultural factors in the home office and in locations

Figure 1: Three-tier networked enterprise model of global e-commerce

Agency Delegation
Global Responsive Minimized
Hybrid Negotiated Situational
Transnational Proactive Maximized
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throughoutthe world where the organizations function (Cannella& Monroe, 1997;
Zacharakis, 1997).

MAINTHRUST OF CHAPTER

Research Focus

To explore the nature of agency and delegation problems faced by global
competitors where technology plays a major role, we embarked on a case
study of Nu Skin International (NUS), a global direct sales leader. To collect
data, we interviewed managers responsible for overseeing global implemen-
tation of Nu Skin’s systems. We also corresponded with our contacts by
telephone and email. We maintain current relationships with our contacts.
Our theoretical model (Figure 1) helped provide a theoretical lens to frame the
case. We looked at Nu Skin’s global systems development strategy (given its
relationship with the company’s Internet and global systems strategy), the
company’s intensive use of ERP systems (SAP, in particular), its commitment
to Internet technologies, and its continued dependence on legacy systems of
various types. Case analysis provided valuable information to aid in under-
standing the requirements of global enterprise competitiveness in the era of
the Internet.

Nu Skin

Nu Skin is committed to providing compelling business opportunities
and superior products and services. It is a leader in the direct selling industry.
For more than 15 years, it has extended its business model and products
around the globe, identifying and capitalizing on important demographic and
business trends. Nu Skin global sales are at nearly $900 million a year. It does
business in 31 countries and has been an active global competitor for over a
decade. The organization oversees the activities of over 500,000 independent
distributors, who may choose at any time to participate in business opportu-
nities in any region and country in the world through use of a fully integrated
global structure that existed long before the Internet became a public phenom-
enon. Every month, the company calculates and remits bonuses and other
rewards to its distributor force that entails tens of millions of dollars of
disbursements in a country/currency mix that is based on rules, regulations,
and incentive structures of tremendous complexity.

To manage such requirements, Nu Skin has brought together technologi-
cal resources, people, and information systems on a global scale. As an early
implementer ofadvanced computing tools, Nu Skin has been on the forefrontin the
use of distributed systems, global networking and communications technologies,
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large-scale, multilingual database implementation, integration of heterogeneous
systems, and global ERProllout.

Key Players

Top management supportis strong and responsive to the management team
charged with global Internet management. Thatis, Boyd Blake, Joel Erickson, and
Shane Moss have responsibility for all projects in this area and report to top
managementperiodically.

Boyd Blake is the ERP manager at Nu Skin. According to Mr. Blake, Nu
Skin’s recent attempts at making use of state-of-the-art technologies, includ-
ing the Internet, to expand globally have provided the company with early-
stage knowledge and experience as to the strengths and weaknesses of
available technologies and models. In Nu Skin’s move toward globalization
and integration, careful attention has always been given to local business and
technological issues, lending an interesting view as to how a successful global
competitor addresses its various markets.

Boyd Blake manages the overall ERP, but Joel Erickson oversees new
ERP and Internet development. One of Mr. Erickson’s main concerns is to
manage Nu Skin’s global Internet presence. Therefore, he is very concerned
about customer perception of its Internet sites around the world. When Nu
Skin customers complain about navigation problems on the Web and other
unsatisfactory process issues, Mr. Erickson is charged with reconciliation. He
must keep the Web customers satisfied, in addition to his non-Internet ERP
development duties. He must also keep abreast of foreign Web sites using
English to make sure that they adhere to Nu Skin standards.

Shane Moss leads the financial integration team in Japan. Mr. Moss
exhibits some patience with the home country language in finance because
there is a language problem. For example, accounts payable is all in Japanese
because many clerks do not speak English. However, final reporting must be
in English because this is a requirement from headquarters in the U.S.

Issues, Controversies, and Problems

Nu Skin has high hopes with respect to its global Internet initiatives. The
company plans to achieve a leadership role in what it has defined as “e-direct
marketing” and “e-direct selling”. With several country-specific sites on the
Internet, Nu Skin plans a major effort to bring its off-line community to the
Internet. As such, it hopes to provide instant access to its global tree of
distributors, to achieve real-time information retrieval, and to seamlessly
provide access to up-to-date inventory information around the world.
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Such plans, however, do not revolve around a monolithic site—a global
‘nuskin.com’, if you will. Although such a site does and will continue to exist, the
major global Internet effort will take place onamore loosely integrated country and
regional site scenario. Although Nu Skin’s e-direct plans are very ambitious
technologically, ithas no overtmandate for integrating diverse technology platforms
around the world. As such, Nu Skin is faced with a tremendous technology
integration and implementation challenge. However, the social aspects thatcome
with suchradical change may prove to be an even greater challenge.

Nu Skinhas experience meeting individual local marketneeds while establish-
ingaglobal presence. Italso has a mature understanding of the capabilities and
limitations of traditional ERP tools. Nevertheless, managementrealizes that they
need to begin thinking “out of the box” because their global presence was brought
together without considering the Internet’s potential to integrate and streamline
processes and social challenges that surface when working in a variety of different
cultures. Nu Skinmanagement is thus attempting to keep all of its options open until
aspecificsolutionsetprovesitsmeritina given market. Inthis, the company’s plans
are similarto the “transnational” model. As we will see, however, the requirements
of effective globalization do notallow for a single delegation style for the entire
company because elements ofa “global” model as well as elements of a “hybrid”
environmentexist within the overall corporate structure.

Many Internet users may perceive that a corporate Web site with
language-based buttons for the non-English-inclined and perfunctory but
functional links to back-end systems is all that is needed for successful
implementation of e-commerce on a global scale. When a global enterprise
like Nu Skin that already services hundreds of thousands of distributors
establishes e-commerce strategies as Nu Skin has done, “e-anything” would
seem to be an easy proposition at any level. The enterprise, after all, has an
existing community and it already serves the function of a “portal”, albeit
largely offline. Nu Skin thus has a basis to command the kind of traffic that
is the lifeblood of an all-encompassing e-commerce organization. However,
successful global e-commerce requires much more than what initially may
appear to be required.

Boyd Blake is the ERP manager at Nu Skin. According Mr. Blake, Nu
Skin’s recent attempts at making use of state-of-the-art technologies, includ-
ing the Internet, to expand globally have provided the company with early-
stage knowledge and experience as to the strengths and weaknesses of
available technologies and models. In Nu Skin’s move toward globalization
and integration, careful attention has always been given to local issues,
lending an interesting view as to how a successful global competitor addresses its
various markets.
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I'think thatthereis asplitthat depends on your market size and the growth

potential inamarket. I think itis different for a small market than tis for

alarge market. Japanis our largest market. They are very autonomous.

They tellus whatto do and we try to give them a framework to work with.

Alotofitisdrivenby ourdivisions,as well,and notall divisions are inall

countries, so asadivision goes inwe are very new in this division model.

We struggle with “does the division own this, or does the country own

this?”” Butif'you look at a small market, like a Guatemala, they look to

corporate for direction, how do we do this, what would you like us to

do, how do we need to do this so that we will be successful, so that

we will take off? Soit’s a couple of different models [large and small].

Y our mid-sized markets, probably [require] alittle of both, but Idon’t

think its a “one size fits all.” Not all small markets shun corporate

[however]. They’dlike corporate to do everything forthembecause they

don’thavetheresources, they don’thavethe talentand skills, etc. (Boyd

Blake, personal communication, July 14,2000)

The state of the art for Internet globalization is typically considered
to be a one-tiered approach, that is, there are really no new business
models in this “new” economic arena (Collins, 2001). The typical busi-
ness model extends the home country site with some language and content
localization (Sklar, 2001). Information portals have introduced a high
degree of sophistication in a similar manner (Meyers, 1999). Nu Skin’s
experience, however, points to a much more stylized approach, depending
mostly on the dynamics of markets in individual countries and regions
such as market size, resources, and local expertise.

Heuristic Rules of Thumb

The first rule of thumb is that a multitiered environment can make use of e-
commerce tools and technologies to improve its position in the global e-
commerce arena. Not only does Nu Skin constitute an example ofhow companies
in various industries, particularly consumer-related sectors, can globalize, but it
provides a unique means of understanding relations between organizations that
function on a global level and their intended audiences. In most cases, unsatisfied
Internet visitors simply abandon sites when their global e-commerce experience
is less than satisfactory. In Nu Skin’s case, they complain to the company. Joel
Erickson, says, . . . when foreign Web sites come up in English, we hear about
it very fast and work toward making our site(s) more efficient and effective”
(personal communication, July 14, 2000).

The second rule of thumb is that language is critical in dealing with
country-specific issues. Although Shane Moss indicates that there is some
patience with home country language in finance, he remarks “we hear about
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it in the finance realm, but it is not as important, I don’t think.” He indicates
that overall it becomes quite critical, even in underlying communications
within the firm.

Well, take accounts payable, for an example. That needs to be all in

the Japanese language because they have many clerks that do not

speak English. There’s only a few that speak English, but a lot of the

reporting that we provide to them comes out in English, mainly

because it is required because we are a U.S., or a centralized U.S.-

based company and we require that information in [English]. Most

areas you are going to find are going to be in Japanese, but there are
some areas where [it is not], but it is still important. It is very
important to them that its in their language just as it would be for

us if we were here and we had a foreign country coming in and

telling us about English. (Shane Moss, personal communication,

July 14, 2000)

The third rule of thumb is that market tiers are important strategically in
a global networked environment. In Nu Skin’s 31 markets, there is a great deal
of variation, from large-scale market penetration in Japan (one of the largest
consumer markets in the world) to participation in smaller markets in Latin
America and throughout the world. The model utilized by Nu Skin in Japan
and in parts of Asia, where language elements are more critical and the scale
of operations is substantial, would correspond to a “transnational” structure.
Latin American markets, as outlined by Nu Skin representatives, would
follow a “global” strategy similar in some sense to a “cookie cutter” approach.
Latin regions follow the edicts of the home office more closely than larger
markets because they have substantially less resources and they lack the
technical and marketing expertise that larger regions like Japan have in
abundance. Resource availability is a critical factor in global Internet
business (Garten, 2001). Interspersed are many mid-tier markets in which
significant requirements for local investment and modification of busi-
ness issues may not be necessary. This type points toward a hybrid
strategy. We believe that market size is a critical factor influencing choice
of model. Of course, we understand that Nu Skin is only one case that
cannot be generalized until we gather data from other organizations
(which we are in the process of doing).

The fourth rule of thumb is that offline business activities can be
successfully converted to online if the capabilities and limitations of technol-
ogy and the dynamics of the market are well understood. Nu Skin’s experience is
beneficial inlarge part because we believe that the company is working to achieve
thereverse of most global Internet organizations. Nu Skin’s goal is to bring its world
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tothe Internetto accomplishanumber ofthings electronically thatthe company has
traditionally achieved oftline. Many organizations wish to use the Internet to gain
access tomarkets in which they donotnow participate (Collins, 2001). Nu Skin’s
experience inconverting an existing population of affiliates provides an interesting
kind of feedback that should help all global Internet-based e-commerce hopefuls.
Basically, its approach is to adapt to the scope and requirements of local markets
while working toward technology integration with its affiliates in specific functional
areas.

The fifth rule of thumb is that flexibility and adaptability are critical when
integrating Web and ERP technologies into plans for global business deploy-
ment. Nu Skin was not able to translate its ERP system screens into several
desired languages due to overstatements of an overzealous ERP vendor.
Interestingly, this may have aided its efforts at internationalization and
localization at its current stage in the development of its global infrastructure.
Nu Skin bought its ERP system based on representations that the technology
supported double-byte characters at that time, but during later implementa-
tion activity, it discovered that the vendor’s beta-stage product did not meet
Nu Skin’s requirements. As aresult, Nu Skin did not attempt to develop multi-
language functionality within the ERP structure as the company had origi-
nally planned. Fortunately, company managers feel that they now have more
flexibility and adaptability in terms of translation options than if they had
begun full language integration within the original ERP structure. As stated
by Mr. Blake and Mr. Erickson,

Blake: . . . when we bought the [ERP] system in ‘96, we found out

very quickly that it was not easy to do that [support double-byte

characters], and in some cases, not possible at all to have different
combinations of languages.

Erickson: We had to make some choices as to which languages we

wanted to combine. We were at the forefront of those issues and

really helped push SAP into further development and evolution to
where today, they have a much better solution and [the] answer to

that is much better today.

Researcher: So, at this point, in the process of extending, or of

making choices to [implement] those three or four key languages,

did you find that it helped to have had experiences in working with

multiple languages or did it restrict you? In other words, did the

[language] choices you made restrict you as you tried to expand to

other languages?

Blake: [ think it would have restricted us if we had been successful in

taking the system to other markets. But it wasn’t a problem since we
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didn’tdomuchoutside ofthe U.S. [using ERP]and then, when we finally

did getapproval to go do something in another language [Japanese] in

Japan, the problems were that we didn’t see anything else on the horizon

pastthatpoint. So we took the path to do English and Japanese and now

we can do almostanything we’d like (personal communication, July 14,

2000).

The sixth rule of thumb is that the Internet infrastructure should be
integrated with head office data before connecting with other countries. In
other words, it should be thoroughly tested with internal processes and
systems before international deployment. With limited commitment to a fixed
environment, Nu Skin is free to consider many options for Web-based, front-
end integration worldwide. Nu Skin was also fortunate in that it developed its
Internet infrastructure to integrate and process data very well within its U.S.
headquarters before connecting its core business processes to other countries.
Nu Skin had the advantage of streamlining and refining the Internet infrastruc-
ture before moving it global.

The seventh rule of thumb is that experience in global markets is
critical to success when moving to a global Internet paradigm. Other than
with respect to the monthly global bonus calculations and some material
management functions that have always been managed centrally, offices
outside the U.S. have operated more or less autonomously. By the time
corporate management decided to expand its Web-based initiatives to
support globalization objectives, Nu Skin was a seasoned competitor in
many diverse markets. The company had already proven successful in
deploying global strategies making use of various sized markets — small,
medium, and large. Hence, Nu Skin developed proven business models
that it was able to adapt in its efforts to incorporate the benefits of the
Internet on a global scale. The major task of company executives and
managers was to develop an overall globalization model that would fit the
company’s basic business model and that would allow the company to
take advantage of the Internet phenomenon.

Analysis of the Three-Tiered Model

The three-tiered globalization model serves as a guideline for selecting
desirable markets around the world for entry and for evaluating strategies and
tactics for improving performance of ongoing initiatives. Requirements
brought on by internationalization are as old as commerce, of course, but the
Internet’s existence does affect the costs and benefits of doing business in various
countries by making information available more cheaply, more quickly, and with
less effortthan could be achieved in the past.
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Atthehighend, itshould come asno surprise that large markets require more
attention and resources than smaller locales. In the Nu Skin case, such larger
markets would include Japan and Taiwan. In the latter case, local management
spearheaded a separate computer environment altogether in order to meet local
needs. Also, a higher level of autonomy by local representatives is warranted
because ofthe sheer size of the markets themselves, as itis difficult to maintain a
“command and control” structure in large markets (Drucker, 1973/1993).

Nu Skin supports many “global” market tiers, such as Guatemala, which, as
Mr. Blake indicated, are happy to getanything and everything from thehome office
that they can. In the case of Nu Skin, many markets would fit into the “hybrid”
category, where there are varying levels of autonomy and delegation, including
Australia, New Zealand, and several Asian and European markets.

Achieving abalance between local and home office controls may be easier
now thatthe Internetand related technologies exist (making a transnational strategy
moreattainable) (Castells, 1996). However, dissemination of information by means
ofthe Internet cannot compensate for lack of skill or judgment on the part of local
managers or employees. Employees who are charged to make critical localized
decisions and otherwise represent the organizationto local authorities, employee
populations, and market players are notautomatically endowed with the requisite
experience and skill justbecause the Internetis available to them. Furthermore, a
transnational strategy is likely to be beyond the reach of an organization with an
Internet presence, but no other physical resources or connections in the marketin
question (which size tends to provide).

Medium-tier, hybrid markets may be the mostdifficult of the three tomanage.
Inthe face ofuncertain potential outcomes, such environments may have unique
requirements that levy costs in line with major markets, but with population
demographics orlack of size and robustness inrelated industries and markets that
make equivalent investment less compelling, even questionable. In other words,
medium-tier markets typically cannotattractresources in similar ways as large-tier
markets. Fulfillmentand localization activities are determining factors as to whether
participation in this type of market is worthwhile to the organization. By the same
token, penetration into smaller markets may be more feasible if the organization
overallisabletoachieve transnational-like characteristics thatallow for lower costs
overall as aresult of intelligent collaboration by local agents in position to see
opportunities for optimizing theresources of the firm within local and regional areas.
This isamajorobjective of Nu Skin in its efforts to centralize back-end systems,
where materials must be deployed on a large scale while the company follows a
three-tiered strategy in its Internet-centric distributor interface tomeet the demands
and characteristics oflocal markets.

Lightweight products of high value, with limited trade restraints and
high relative prices, are ideal for medium-tiered markets because their
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return on investment can be considerable. Such products are more condu-
cive to Internet-based globalization than heavy, low margin items that
face local restrictions, trade barriers, and competition. If language and
other localization issues are not consequential, medium-sized market
opportunities can be very compelling.

The Internet globalization challenge was brought out by Nu Skin man-
agement when the company, as a matter of strategy, decided to expand on its
initial U. S. based Internet experience with an integrated, worldwide enter-
prise network. As is the case with all companies that trade in goods, Nu Skin
must function with some kind of physical presence in every market in which
it conducts business. The relationship with physical and virtual worlds is
where globalization models based on the Internet alone become problematic.
Tangible items do not benefit from blanket exemptions from trade, customs,
communication restrictions, and even gravity that are enjoyed in the virtual,
networked world. In large part due to these conclusive limitations, it remains
to be seen whether the Internet can revolutionize and significantly modify
goods-based markets that in some cases have existed for centuries and longer.

Medium-tier markets may be most conducive to hybrid globalization
systems that borrow from both global and transnational systems structures.
Moderate market opportunities with low-level localization and fulfillment
requirements will likely provide the basis for many global Internet success
stories. Meanwhile, a similar market and localization environment with
minimal dependence on physical product fulfillment is in line with the
“global” strategy as outlined in our model. The ideal “global” product, of
course, is anything that can be converted to digital form—words, music,
movies, and documents. Such products do not face the logistics problems
associated with physical goods.

Solutions and Recommendations

The Nu Skin experience is that a broad category of physical, personal care
products breaks down to the three tiers simply as a function of the markets
themselves. The same product line in Guatemala takes on very different
characteristics when taken to Taiwan or Japan or the countries of the European
Union. Thus, regardless of other factors that make the decision to be involved
in local markets valid, three market tiers as indications of Internet strategies
ona country-by-country basis are useful criteria.

Treatises on Internet commerce seldom deal with inventory control issues or
materials management systems, though these factors have a great deal of bearing
onwhether success is to be achieved when doing business around the world. In the
case of Nu Skin, therequirements of global fulfillment, forecasting inventories, and
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other mainstays of business—not often emphasized in the glitzy world of the
Internet—occupy amajor part of its efforts. Globally, the firm clearly follows a
transnational strategy in the area of materials management and fulfillment. As
outlined by Blake,
We’ve seen a need to centralize our forecasting and get sales
information from a central source, so we use SAP to do local
forecasting and we do that by taking feeds from all of our different
systems, orders systems, [and] sales systems around the world to
give us a rough inventory picture ... and I say rough, because it’s
rough, it’s not timely, it’s not integrated, but [the system works]
through interfaces. We bring that data in and project our forecasting
through SAP.
In doing that, we have also pushed out some SAP functionality to
seven markets, mainly in Asia, because those are our biggest
markets, but they have SAP access. They enter goods receipts when
they receive shipments, and we are in the process of trying to even
upgrade what they do a little more all in an effort to give us a better
more timely picture of global inventory so we can forecast better.
So we’ve been through some initiatives [where] we’ve dealt with
rolling bits and pieces of [information accessible] to those seven
markets. We also embarked, about two years ago, [on] a project for
Japan after we failed to put SAP in Taiwan. We were looking for
what we should do next and Japan needed a new finance system.
There was some thought that we ought to upgrade their inventory and
could use awarehouse management system, but with the volume that
we do inJapan, itbecame very apparent that we should put the whole
package there because of the tremendous ordering volume ... and so
the ordering piece at that time started to become separated and we
started to look at SAP as more of a fulfillment vehicle. We embarked
on a project to do part of the inventory management [with] the full
suite of financials in Japan (Boyd Blake, personal communication,
July 14, 2000).

Even now, the relationship between these two worlds—the Web and the
front-end world (as seen by outsiders) along with ERP and operating require-
ments behind the scenes necessary to make it come together right—is far from
fixed. Apart from the marketing concepts and the promotional representations
ofthese various technologies, the efforts of those charged with making them work
are critical to sustained competitiveness. As stated by Nu Skin’s Blake,
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... Ournew wave or next generation of systems is being driven by the
Web and e-commerce. We would like everything to be available viathe
Web, especially our ordering piece and what the distributor sees. We
would like to push our ordering outto the Web fromthe call center model.
Soyoucansee even abigger break between our ordering system, our
back-end fulfillment system, and our commission system [although this]
isstill the core functionality that we’ve had inthe past. .. Butwe’ve seen
abreak away fromusingitas everything and you’ll see more of a break

as we take a Web e-commerce solution out worldwide, or at least we

think we will take it worldwide. Atleastthat’s the plannow. The planis

tohaveitliveinthe U.S. towards the end of this year. Japan and Taiwan

and a couple of other countries already have their own solutions, but the

planistoreplace it with this, so we are very similar to where we were four

years ago saying that SAP would be our ERP around the world. Now,

we are saying [that] this fancy front-end e-commerce solution [is our Web

strategy and] we are going to [it] take worldwide.

I think the two projects parallel each other and I think for some of

the same reasons we didn’t do SAP everywhere, I doubt [that] we

will do this e-commerce solution everywhere. But that’s kind of

the picture of what we have around the world and how we got

there (Boyd Blake, personal communication, July 14, 2000).

Back-end, front-end, market tiers and local requirements are the ele-
ments of a successful strategy, whether for local or global e-commerce efforts.
Although organizations may carve out capabilities for their existing, local
business efforts without much effort, they may find that extending these
capabilities to a global sphere is an onerous task—even if underlying products
and services are otherwise well suited to global requirements. Figure 2 depicts
our theoretical model with revisions taken from Nu Skin’s experiences with
global electronic commerce.

Small-scale markets are more conducive to a “global” strategy because
in these environments, corporate leaders can exert higher levels of control.
Small markets have less resources and typically less expertise. They are also
easier to control because the absolute number of employees, facilities,
complexities, and technologies is much lower than large markets. In addition,
IT capabilities do not have to be as sophisticated in a localized environment
because the number of clients and processes is much reduced. In contrast, large-
scale markets are almostimpossible to control, making them much more conducive
to “transnational” strategies. I'T capabilities in transnational settings mustbe many
times more sophisticated than required in “global” environments in order to be
responsive to the various players. IT resources must exhibit higher levels of
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Figure 2: Revised three-tier networked enterprise model of global e-commerce

Agency Delegation | Market Nature IT Capabilities
Global Responsive Minimized Small-scale Localized
Hybrid Negotiated Situational Mixed Mixed
Transnational Proactive Maximized Large-scale Integrated

integration to allow corporate executives and managers to assimilate what is
happening inthe disparate markets being served. Integration within small markets
ismuch less complex, of course. Medium-sized markets are also more difficult to
manage—notunlike large industrial and consumer settings. Inmany cases, interme-
diate environments are notlarge enough to warrantinvestment on the scale of large
markets, butthey are still much more complex than small markets (making hybrid
strategies very problematic).

The Nu Skin experience is that there are no easy fix, off-the-shelf
solutions. Its efforts to make the Internet work in support of its other
globalization imperatives are ongoing and are not conclusive. Rather than
demonstrating characteristics of either “global” or “transnational” globaliza-
tion models, Nu Skin exemplifies elements of both, along with “hybrid”
combinations. Thus, due to the complexities of the markets served by the
organization and the differing requirements and capabilities brought on by the
Internet and other information technologies, Nu Skin is adapting to the
Internet by assimilating various globalization models between the home
office and different parts of the world. Nu Skin is experimenting with various
tiers in the context of market size and IT configurations, not unlike our
theoretical model.

FUTURE TRENDS

The requirements of operating on a global scale are multiplied in large
part by capabilities and demands brought on by computerized networks—
most notably the Internet. “Going global” requires that organizations master
the art of localization. Globalization by commercial enterprises and other
institutions is a critical delegation and agency problem. Authority must be
delegated in order to enter the global marketplace, but not too much, and not
in all areas. Use of digital, networked systems shows great promise in this
vein, but there are significant limitations that make globalization and support
of attendant systems-based delegation awkward and inefficient. One such
limitation is the technology itself. For instance, Asian countries must use
‘double-byte’ files because of the numerous characters inherent in languages like
Mandarin Chinese. This causes difficulties when transforming, storing, and trans-
lating information between languages.
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Drucker and others outlined two delegation models. Typically, these
models represent opposite ends of the spectrum. The “transnational”
model tends to push decisions out to people in the various countries and
markets in which business is conducted. Limited delegation (and limited
customization to meet local differences) is represented by the “global”
model, in which the home office structure is duplicated as widely as
possible. Herein, we have identified a “hybrid” globalization option,
where a balance is struck between transnational and global systems
structures. As such, empowerment is encouraged for many operational
activities while strategic issues, like company standards for excellence in
customer service, adopts a global decision-making approach.

CONCLUSIONS

We have expanded our hybrid structure to outline a globalization model
for organizations in the Internet age that incorporates the three-tiered market
structure with delegation, agency, market nature, and IT capabilities factors.
This model’s primary purpose is to provide a vehicle to assist business
decision makers and organizational theorists in overcoming the global
“collective action” problem faced by organizations as they attempt to make
use of the Internet and e-commerce technologies to penetrate markets on a
global basis.

Inthe case of Nu Skin International, the process of sorting out local, home
country, and global issues is a challenging task, managed in tune with market
conditions and other factors on a case-by-case basis. As aresult, the company
exhibits features of all three models. In countries and regions where high
growth has been achieved or is imminent, more latitude is granted to local
managers and systems administrators—following a “transnational” mode. In
certain cases, technology acquisition decisions have been altogether localized
for improved efficiencies. A delegation strategy that requires proactive
behavior on the part of local agents and high levels of interactivity in order
to achieve transnational performance should not be a separate activity
from the global mix of the overall organizational activities. That is, it
should not be an island apart from the rest of the enterprise. Language
requirements play an importantrole in the process, but logical imperatives play
apartas well.

Central to Nu Skin’s concerns is a need to function on a centralized,
“global” basis for managing products and materials. The company tends to
accomplish this task in a “transnational” manner, however it attempts to
coordinate activities in a way that takes local and regional issues into account.
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A further central management requirement of its business is to oversee
compensation disbursements globally due to the integrated nature of its global
distributor corps. Home office personnel manage this task exclusively—truly a
function that follows the “global” systems model by not delegating atall.

Centralization at Nu Skin is tempered in many cases by a process of
delegation that allows for differences in market conditions, management
expertise, and strengths and weaknesses of technologies that are available
to the firm and its subsidiaries around the world. Agents, depending on
resources and expertise, are given autonomy in many activities as long as
their actions do not sub-optimize central business objectives. The Internet
is a powerful tool for the firm, but not a definitive answer to all of its
systems problems. The Internet does facilitate communications, but it
cannot “magically” make business processes more effective. Transforming
offline processes to the Internet is amajor challenge that will take Nu Skin many
years to master. As one example, the simple function of verifying inven-
tory at the point of sale is a challenging task when extended around the
globe. Technology alone will not solve the problem. The Internet must
become even more central to strategic plans. The three-tiered, market-
based delegation and agency process—coupled with centralization of
certain specific, worldwide tasks—is therefore a fundamental tool to
enable Nu Skin to develop more cogent plans for Internet globalization.

Our next task is to further refine our theoretical model by exploring
agency theory in more depth (with more cases) and revisiting our Nu Skin
contacts. We have already sent drafts of this chapter to Nu Skin as they
requested. In the future, we hope to be able to gather more relevant and timely
data to test the model and assist Nu Skin management in its efforts to meet its
global objectives.
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Chapter IV

E-Learning Business Models:
Framework and Best
Practice Examples

Sabine Seufert
University of St. Gallen, Switzerland

According to several forecasts given by Gartner Group or Interna-
tional Data Corporation, for example, e-learning as a new buzzword for
Web-based education and its commercialization seems to be a growing
market in the digital economy. This case study will analyze this new and
dynamic e-learning market and the corresponding changes on the educa-
tion market. A framework of the different education models that have
already developed on the e-learning market will be introduced and their
benefits and risks discussed. Several cases demonstrate the new e-
learning models in action. Therefore, this contribution consists of several
smaller cases that can be used for getting an overview of the e-learning
market and for a discussion about e-learning as a promising e-commerce
application on the Internet.

INTRODUCTION AND MOTIVATION

The globalization of education is increasing rapidly. Students attend
courses from all over the world, employees work and study globally in
multinational companies. Due to the interactivity and ubiquity of the Internet,
learning is possible without space and time barriers. The students and
instructors are connected through a digital medium, which replaces the
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physical, geographically delimited meeting space. Education around the
world is becoming strongly networked, and we are beginning to see
fundamental changes taking place in the organization of education. We no
longer have geographical isolation at the college and university level. The
long-term implications are a worldwide network and a real marketplace
for university and college level education. This will expand naturally into
vocational and adult training as well. Education might become a major
export factor between countries (Seufert, 2000). The competition between
universities is increasing more and more, and universities are under
pressure to find “new strategies and business models” to produce and
deliver educational products.

Similarly, company training is influenced by the dramatic changes.
The business environment is going through a dramatic transformation due
to the increased complexity and uncertainty of the radical changes in
information technology, globalization, changing customer demands (and
customer knowledge), increased expectations for social responsibility,
and other changes that are placing new stresses on the organization and its
people (Glotz, 1999). Multinational companies already train their em-
ployees via online learning networks globally. E-learning as a new
buzzword for Web-based education and its commercialization (e.g.,
business strategies, technologies, applications, etc.) is a growing market.
Companies are spending more than ever on training to respond to a
growing need for new information and knowledge required to cope,
manage, and drive the new-mega mergers, new business models, re-
engineered and reinvented organizational forms, and other changes of the
business environment. The rise of the cyberconsumer has shifted power
from producers to consumers, radically altering the nature of industries.
Training, especially connected with knowledge management strategies, is
a central activity of the successful 21st century firms.

New e-learning strategies are needed to react to the changes in a
competitive and global education market. This will fundamentally reshape
the role of training and education and create enduring advantages for firms,
universities and institutions that adopt the new learning paradigm. The
purpose of this chapter will be (a) to introduce the changes in the education
market and the new learning paradigm, (b) to explain e-learning as the
convergence of several forces, (c) to outline a framework for e-learning
business models for the implementation of the changes, and (d) to demon-
strate and compare best practice examples for the different e-learning busi-
ness models. Thus, this chapter encloses several smaller cases instead of one
big case study.
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E- LEARNING AND THE CHANGING
EDUCATION MARKET

E-learning is a very broad term for internet-based learning in general.
Technology-based education, online learning, e-learning —all of these terms
are becoming synonymous with the latest approach to providing high quality
educational offerings (Seufert et al., 2000). E-learning may be defined as
internet-based learning where the student and instructor are not necessarily
face-to-face. Interaction with the instructor and with other students may occur
via videoconferencing or teleconferencing. When using computers, interac-
tion may take place in asynchronous (email or bulletin board) sessions or
synchronous (chat room) sessions. Still other technologies for distance
education include the more traditional methods of closed circuit television or
mailed videotapes. The intent of the instructor in these long distance environ-
ments should be to create a community of learners where students interact
with each other and the instructor just as if they were together in reality. In
summary, there are many avenues through which e-learning may take place.
E-learning might be defined as net-based learning on the basis of electronic
media including commercialization aspects (Bullinger, 2001).

E-learning has been established as anew “buzzword” created and pushed
by marketing strategists and by educational institutions to boost the e-learning
trend. The Internet has allowed colleges, corporate universities and for-profit
businesses to begin offering degrees and executive education via the Web. In
fact, this segment of the education market appears to be the fastest growing
when compared to the traditional market. International Data Corporation
estimates that the online corporate education market may total $11.4 billion
by 2003, up from $234 million in 2000 (Schneider, 2000). John Chambers,
president and CEO of Cisco systems promotes e-learning on the corporate
Web site (www.cisco.com): “There are two fundamental equalizers in life:
the Internet and education. E-learning eliminates the barriers of time and
distance creating universal, learning-on-demand opportunities for people,
companies and countries.” E-learning is seen by many experts as the future
“killer application” of the Internet. Peter Drucker said “Online continuing
education is creating a new and distinct educational realm. There is a global
market here that is potentially worth hundreds of billions of dollars.”

Why do all forecasts agree on the dramatic growth of e-learning? Firstly,
technology drivers, pedagogical advances and changing learning patterns, the
demands of corporate training and the business aspect of e-learning as
“window of opportunities” are causative factors. Secondly, the experience
with the “dot.com revolution and later disillusion” shows that one should be
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careful to trust such forecasts. Perhaps they might only correspond to the pure
wishful thinking of educational organizations and companies on the wave of
a new hype — e-learning as the killer application of the Internet.

BUSINESS MODELS FOR E-LEARNING
STRATEGIES

Convergence of the Educational Market

E-learning represents the convergence of many factors from different
fields, for example technological drivers, changes in society, changing
corporate training and the new learning paradigm in the context of lifelong
learning which describes the shift from training to learning. Conversely, the
growth of e-learning has an converging effect on the educational market (see
Figure 1). The once almost visible line between corporate training and higher
education is blurring. Distance education is causing this convergence. Kaeter
(2000) suggests that this convergence is creating a common battlefield for
colleges, corporate universities and for-profit education businesses. The
development of corporate-college partnerships around online learning offer-
ings is opening up new roles for academic institutions to play. Students benefit
from being able to choose from among the best programs in the country (or
world), instead of being limited by geography and time.

What are the challenges and strategies for universities and for compa-
nies? Who are becoming competitors in an converging education market?
Who are the key players of e-learning? What are the new business models in
this converging market?

First of all, the term “business model” has to be clarified. The literature
about electronic commerce is not consistent with the usage of the term
“business model.” Timmers (1998) gives the following definition of what is
meant by a business model:

Figure 1: E-learning convergence
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*  Anarchitecture for the product, service and information flows, including
a description of the various business actors and their roles,
* A description of the potential benefits for the various business actors, and
* A description of the sources of revenues.
Based on this definition the different business models for e-learning will
be introduced and explained in the following.

Framework of E-learning Business Models and Best

Practice Examples

The educational market landscape has developed several models to
produce and deliver educational products. Some have their roots in the
academic sector, some in the business sector. But as noted in the previous
section and as the following figure illustrates, the line between both
sectors, academic education and corporate training, is blurring. As inno-
vative e-learning business models, one may distinguish between “the
Alma Mater Multimedialis” which describes a “‘traditional university’’ in
the transformation process focusing on implementing the new learning
paradigm and new ways of delivering education such as “Virtual Uni-
versities,” “University Networks,” “Corporate Universities,” “Education
Providers” and “Education Consortiums.”

Figure 2: Educational market landscape
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New entrant e-learning players have developed mostly by deconstructing
the traditional educational value chain. With reference to e-commerce termi-
nology, one may distinguish between three different categories:

*  E2B = Education to Business (corporate e-learning): target groups are
companies and their training institutions.

e E2E=Education to Education (university e-learning): target groups are
universities, professors and other educational institutions.

*  E2C = Education to Consumers (private e-learning): target groups are
private consumers, students who learn with online courses and materials.

Alma Mater Multimedialis

“Traditional” universities, the classic “alma mater”, might likely exist in
two different forms in the future. First, only a few elite institutions—Centers
of Excellence—will be concentrated on the global market specialized in a
certain area. Education will be considered as customized learning provided by
the best “masters” in a field. Second, the alma mater will survive offering a
lower quality education confronted with global competition from the aca-
demic and corporate sector. The traditional university can develop into an
“Alma Mater Multimedialis” by creating a learning and community platform
for its students and developing a library of online courses (Palloff and Pratt,
1999). The term Alma Mater Multimedialis (or Virtualis) stands for acampus-
based university that uses new media and communication technologies for
teaching and research in innovative ways. Hybrid-concepts are used for
teaching in the form of method mix and a combination of face-to-face
seminars and self-conducted online course components (“‘dual mode institu-
tions”). The benefit for the university lies in better study conditions and the
improved personal contact of the students to their professors and tutors.

The business actors are mainly universities and private students which
means that the “Alma Mater Multimedialis” represents a typical form of E2C
business. E2B-business plays arole mostly in the field of executive education.
Especially the elite institutions will offer and deliver executive education
modules to companies and to other universities (E2E Business). The sources
of revenue are mainly university fees and fees for courses and e-learning
products. Five models are suggested as a framework for “traditional univer-
sities” to use to develop online courses and to act on the e-learning education
market:

Classic Approach
The classic approach follows the traditional tuition reimbursement
model in that students apply for a particular degree or set of course offerings,
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are admitted, and register for their courses. Students take courses from the
college’s standard curriculum, but take their courses at a distance. In this
model, at a distance usually means that students are sent videotapes of faculty
members’ lectures in “live” classes or in an empty TV sound stage. Courses
usually have a synchronous component, where students discuss topics in chat
rooms, or critique papers and projects in a team setting. The benefit for the
university in this model is that it develops a library of courses it can literally
“pull off the shelf” for course delivery. Also, universities can bring in
“guest lecturers” from academia or industry via videotape or live video
feeds.

Cooperative Approach: Cooperation with Educational Providers

Educational portals, or use of a Web site to offer curriculum, gives
students access to a variety of courseware offerings, regardless of the
originating source (Kaeter, 2000). Oftentimes, a commercial education
provider or broker (the third party) hosts the Web site and works with a
number of universities to offer course work. The third party supplier benefits
by being able to leverage its “off the shelf” courseware and technology to a
number of corporate clients. Until recently, the courseware in this environ-
ment was minimally customized. Corporate clients and executive education
seem to be the main focus of this delivery system. However, more than 200
universities, including Johns Hopkins and the University of Pennsylvania,
have contracted with portal providers, such as HungryMinds.com or
Ecollege.com (Kaeter, 2000). Ecollege.com offers a platform for courseware
delivery and supports Internet-based education. Now educational institutions
are crafting their own curricula and using companies like Ecollege.com as the
portal provider. The business model of educational providers will be ex-
plained in section 3.2.5.

Tailored Training Approach

While the first two models proposed tend to involve large-scale libraries
of online courseware, the tailored training approach allows the university to
offer a curriculum that is focused to the needs of the corporate client.
Certificate programs allow students to master a specific piece of information,
and usually use that information at work the next day. Accountability and
demonstrable achievement are important tenets of this model. Pat Postma,
Assistant Dean of Degree and Nondegree Executive Education at the Univer-
sity of Tennessee’s College of Business, stated that certificate degrees benefit
both the student and the corporation. “Companies want more certificate
programs because it shows that people have mastered something. .. Employees
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want it too because they can show competence on a resume” (Kaeter, 2000,
p. 120). Duke University uses this approach, and rounds out its executive
education program offerings by putting basic information (like reading a
balance sheet) on the Web. Then students who need that resource can access
it, others who don’t can ignore it (Kaeter, 2000; Schneider, 2000).

For-Profit Approach: Education Providers

This model involves the university spinning off business ventures to
pursue the market. In Bloomington, Indiana, a company named
Wisdomtools.com was founded when the Indiana University’s Center for
Excellence in Education decided that its research had produced a viable
commercial product for student interaction in a distance classroom (Kaeter,
2000). Duke has also spun off Duke Corporate Education, Inc. in order to run
its custom executive education program (Schneider, 2000). Duke’s plan is to
repackage the materials it creates for executives into online courses and
market courses to the general workforce. Babson College in Wellesley,
Massachusetts will also create a company to put content on the Web that will
support part-time M.B.A. students and corporate clients. As the market for
online education grows, and it will by all accounts, more universities will
consider for-profit options as a serious alternative. In the end, the business
model is the same as education providers and will be analyzed in detail later
in this chapter.

Cooperative Approach: University Approach

Traditional universities have the option to cooperate with other univer-
sities in developing course material and e-learning products. The benefits of
this approach are sharing costs and reaching a critical mass of students for a
specialized study program. This approach leads to the business model
“University Networks” which will be explained later in this chapter.

In the U.S. more than two-thirds of universities offer online courses for
their students (Wilbers, 2000). Some Web sites have already been established
to function as “clearing houses”. They catalogue available courses that are
offered worldwide over the Internet. The World Lecture Hall (http://
www.utexas.edu:80/world/lecture/), for example, lists several hundred online
courses. Another Webssite is Ed/x (http://www.ed-x.com) as a global resource
for information about e-learning and online courses.

Wharton Business School of the University of Pennsylvania in Philadel-
phia (www.wharton.upenn.edu) serves as a best practice example. Wharton
is one of the leading business schools worldwide and has initiated several
Internet-projects to strengthen its leading position and to become the leader
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intechnology foracademicresearch (Aragon, 1997). Wharton IS manager Kendall
Whitehouse builtthe desktop environment and intranet-based information service
“Spike” for students (Aragon 1997). Spike isn’tanacronym, and the name doesn’t
have any kind of hidden meaning. Students can download course materials and
classnotes, gainaccess to the university library and its electronic resources, bid for
aseatina Wharton course, send email, chatin Spike’s Webcafe and explore the
Internetand other areas on Wharton’s intranet. Furthermore, Wharton developed
theresearch database “knowledge@wharton” and the internet-based business
dataservice “Wharton Research Data Services (WRDS).”

Table 1 compares potential benefits and pitfalls of this e-learningmodel “Alma
Mater Multimedialis.”

Table 1: Potential benefits and pitfalls of Alma Mater Multimedialis

Potential Benefits Potential Pitfalls/Risks
For Universities For Universities
- Enhancing potential customers: (non- - Hybrid Solution: expensive, how to

regional) students studying from a distance, |combine the virtual and the real world?

cooperations with companies and other - High risk of technological problems and
educational organizations. access problems.

- Higher flexibility in organizing study - Professors are not used to new media
programs. technologies, high investment at the

- Marketing aspects: innovative approach for | beginning.

universities, high competition in a global - Quality system, evaluation measurement,
market more difficult in an online environment.
For Students For Students:

- Increased communication: more channels |- Less social contact, professors have more
to communicate with professors, tutors possibilities to escape and to delegate (to

- Higher flexibility: if self-study components | tutors, for example).

are integrated into the curriculum. - Information overflow: students are lost in
- Learn skills needed to self-organize “hyperspaces”

studies, how to learn with new media, better |- Higher fees for the technological

support for self-study, good preparation for |infrastructure.

life-long learning.
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Virtual Universities

The term “virtualuniversity” is often not clearly defined (Porter, 1997) and is
used forawiderange between “conventional” campus-based universities offering
online courses (“hybrid” institutions) and virtual universities ina “pure” formin the
sensethatall theiractivities are delivered online via the Internet. A virtual university
may be defined as an institution thatis involved as a direct provider of learning
opportunities to deliverits programs and courses and provide tuition support (Ryan
etal.,2000). They belong to the academic sector, are often accredited, and core
activities are the same as in conventional universities. The business actors are the
universities and their students, privately employed people, who are mainly studying
part-time (E2C-business). The benefit for the universities is that they can unite the
whole program of conventional universities under one “virtual roof”. Students
benefit from virtual universities because they can learn anytime and anywhereina
very flexible way to guarantee their continuing professional education (Maehl,
2000). E-learning environments guarantee access to digital libraries and to student
teams and tutors to support their learning processes. Sources of revenue are similar
to traditional universities and are mainly university fees and tuition fees for online
courses. Fourmodels are suggested as a framework for “virtual universities” touse
to acton the e-learning education market:

Model 1: “Pure” Virtual University

The virtual university exists instead of a conventional presence campus-
based university. This is the model of a pure virtual university. All core
activities are delivered online.

Model 2: Additional Virtual University

The traditional university has, in addition, a virtual university that offers
online courses or course components within a curriculum program. This
model is very similar to the Alma Mater Multimedialis model. The e-learning
strategy is organized university-wide and the program is complementary to
the conventional university.

Model 3: Cooperative Approach: Virtual University Networks

Several traditional campus-based universities are the founding partners
of an additional virtual university. This model is a special type of university
network that will be explained later.
Model 4: Cooperative Approach: Cooperation with Educational Providers
and/or Consortiums
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In this scenario, the virtual university cooperates with partners from the
corporate sectors, e.g., with educational providers, or asamember of a consortium
which will beanalyzed in the following sections.

Virtual universities are already widespread in Great Britain where they
have a long tradition. The Open University (UK) (http://www.open.ac.uk),
was formed as one of the first Virtual Universities in 1989, offering a distance
study programme to a group of students. The target group of the Open
University is working adults seeking continuing professional education,
mainly in the subject fields of business administration and information
technology. It currently enrolls more than over 20,000 online students and is
the largest educational institution in Great Britain. Students work with self-
study material in a structured way and in small groups of three to four students
who correct the weekly homework mutually before it is given to the instruc-
tors. High-quality study material is one of the leading goals the Open
University tries to achieve and cooperates with companies like BBC and its
TV studios. The personal support by online tutors is another crucial success
factor that is facilitated by worldwide networks and residential schools. The
development of modular e-learning components for mass production leads to
flexible study programme structures.

In the meantime, almost all over the world virtual universities have been
founded: for example, in Hong Kong, Singapore, Moscow, Australia, Colom-
bia, Costa Rica, Finland, Israel, the Netherlands, Pakistan, South Africa, and
Venezuela. They are especially important in countries with huge territories
and difficult to reach regions because they make access to education easier.

University Networks

E-learning affects networking among universities in a global market. For
long-lasting competitive advantages universities form university networks.
The members of the network have access to a pool of e-learning products.
Usually, the networks practice a hybrid-concept for teaching (Seufert and
Seufert, 1999). Online learning environments are used in combination with
face-to-face teaching. Courses and certificates are mostly compatible. The
business actors are universities who offer their courses to other university
members within the network (E2E business). The multimedia format of the
products is usually not of the same high quality standard as in institutions from
the corporate sector (e.g., corporate universities). Therefore, the fees of the
online courses as the main source of revenue are much more affordable for the
partners. The university networks also discovered the continuing professional
education market, but they mainly offer their courses to small and medium-sized
enterprises (E2B business) that can’tafford the development of online courses on
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Table 2: Potential Benefits and Pitfalls of Virtual Universities

Potential Benefits

Potential Pitfalls/Risks

For Universities:

- Investment in technological infrastructure
is cost-efficient (saves salary costs).

- Focus on Virtual world: easier to imple-
ment and to organize university-wide, no
resistance by professors.

For Students:

- Higher flexibility and individualized
learning: The Online program is designed to
benefit working adults: they can study at any
time, anywhere, at his or her own speed.
There are no semesters, so students can
begin a course of study any month of the
year.

- Good preparation for life-long learning
skills, students learn new media and

communication competencies.

For Universities:

- High investment for tutors and coaching to
support students (necessary for a high
quality program).

- Danger: just putting books and course
material online instead of using the internet
as interactive medium for innovative
teaching methods (Berge 1998).

- Quality system, evaluation measurement,
more difficult in an online environment.

- “Brand” of virtual university degrees only
vaguely clarified, some positive examples
exist.

For Students:

- Less social contact, difficult environment
for community building, students might miss

not being able to study with permanent peers

(difficult to develop friendships).
- High motivation and self-discipline is
necessary, might lead to a higher drop-out-

rate.

their own. At present, the main focus of existing university networks is the
development of specialized study programs suchasan MBA programin electronic
markets or media informatics. The benefits for the universities are sharing the
developmentcosts of online courses (economies of scale) and gainingacompetitive
advantage inahighly competitive market.

A few months ago, Harvard Business School and Stanford University
founded a strategic alliance to strengthen their market position in the field of
executive education. Another case is the SMA University Network (the
Singapore MIT Alliance) (Web.mit.edu/SMA). The Singapore-MIT Alliance
(SMA) was founded in 1998 and is an engineering education and research
collaboration among the National University of Singapore (NUS), Nanyang
Technological University (NTU), and the Massachusetts Institute of Technology
(MIT). A primary goal of SMA is the creation ofa Center of Excellence for graduate
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Table 3: Potential Benefits and Pitfalls of University Networks

Potential Benefits Potential Pitfalls/Risks

For Universities: For Universities:

- Sharing the development costs of online - High investment at the beginning to
courses (economies of scale). establish the organization and infrastructure.
- Gaining a competitive advantage in a - Coordination costs and problems, overhead
highly competitive market. costs.

For Students: - Technological problems, cultural commu-
- Easy access to a different culture: nication problems.

exchange programs, study with peers in a For Students:

different culture. - Coordination, technological and cultural

- Double degree programs are sometimes communication problems.

included.

- Learn new media and communication

competencies.

education andresearch in engineering, which features the most technologically
advanced distance learning facilities available. The Center will provide opportuni-
ties for private-sector organizations to share in SMA’s research, collaborate with
its students, and recruit potential employees.

Corporate Universities

While the first corporate university was founded over 40 years ago with
the launch of General Electric’s Corporate University in 1955, the real surge
of interest in launching a corporate university as a strategic umbrella for
managing an organization’s employee learning and development began in the
late 1980s (Meister, 1998). Over the last ten years, the number of corporate
universities has more than doubled from 400 to 1000.

Companies as well as their training departments can be considered
business actors which might have—depending on their type of corporate
universities—internal (all employees, work groups, top management) and
external target groups (suppliers, customers). The sources of revenue are depen-
dentonthetype of corporate university as well. The benefit for the companiesisthe
flexible and fast concept ofe-learning. Conventional training is usually too proce-
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dural and fragmented to deal with the demands of fastknowledge turnover (Aubrey,
1999). Just-in-time learning and learning-on-demand are needs of corporate
training. In the words of Douglas McKenna, General Manager, Executive and
Management Developmentat Microsoft: “Learning isthe most valuable benefit we
can offer employees, and our ability as acompany to learn faster and better than
competitors is our most valuable competitive resource. The implications of this
combination are quite staggering. When it comes to learning, what’s good for
employees is the same as what’s good for the company”’.

In literature, many typologies of corporate universities have already been
introduced. Based on the common frameworks developed by Aubrey (1999),
Fresina (2000) and Deiser (1998), five models are suggested in the following:

Model 1: Training Department, Qualification Center
*  Target group: all employees, internally focused,
*  Strategic goal: reinforce and perpetuate (evolution),

Table 4. Potential Benefits and Pitfalls of Corporate Universities

Potential Benefits Potential Pitfalls/Risks

For Corporate Universities: For Corporate Universities:

- Development of online courses for many - High investment at the beginning to
students in a multinational and global establish the organization and the

company (economies of scale). technological infrastructure.

- Quality of online courses are usually - Corporate University = very often nothing
higher than university online courses. else than a trainings department under a new

-Human Resource Development: innovative | label.

approaches, certification and degrees as - Difficult to connect with corporate
incentives for employees. strategy: implementation problems.

For Students For Students:

- Higher flexibility and individualized - Less social contact, less face-to-face
learning, easy access, study any time, seminars for informal idea exchange and
anywhere, at his or her own speed. come-together events.

- Certification and degrees as incentives to |- High self-organization on the job: environ-
join a company. ment is not a learning culture, employees are
- Good preparation for life-long learning not able to organize their self-studies.

skills, students learn new media and

communication competencies.
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Business logic: incentives for professional education, certificates for the
employees,

Curriculum focus: technology development, service development,
Knowledge aspect: general, fundamental knowledge and enterprise
specific knowledge,

E-learning aspect: learning anytime and anywhere, just-in-time, innova-
tive learning methods.

Model 2: Top Management Lessons

Target group: top management,

Strategic goal: manage change (revolution),

Business logic: incentives for the top management, cooperations with
top business schools,

Curriculum focus: people development, customized executive seminars
at top business schools,

Knowledge aspect: general and brand-new management knowhow,
E-learning aspect: interactive discussion forums, face-to-face seminars,
virtual cooperation partners and networks.

Model 3: Standardization Engine

Target group: all employees, customers, suppliers,

Strategic goal: reinforce and perpetuate (evolution).

Business logic: Economies of scale, costs are reduced as more people are
involved in the corporate university,

Curriculum focus: technology development, service development,
Knowledge aspect: transfer of work practices,

E-learning aspect: development of mass products, interactive learning
systems for a broad target group, standardized programs.

Model 4: Profit Center, Education Vendor

Target group: all employees, customers, suppliers, other companies,
consumers,

Strategic goal: reinforce and perpetuate (evolution),

Business logic: profit, revenues (e.g., corporate fees, fees for online
courses, etc.),

Curriculum focus: technology development, service development, en-
terprise specificknowledge

Knowledge aspect: transfer of knowledge, content delivery

E-learning aspect: killer application on the internet, mix of educational
products, interactive and innovative learning forms, learning anytime
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and anywhere, just-in-time, marketing ofe-learning products (e.g., education
portals).

Model 5: Learning Lab, Strategic Change Engine

*  Target group: all employees, customers, suppliers,

»  Strategic goal: drive and shape (vision),

*  Business logic: sustained competitive advantage on the basis of a
learning culture, strong relationship to knowledge management,

e Curriculum focus: not extremely focused, technology, service, people
development, certificates are not relevant,

*  Knowledge aspect: creation of new knowledge, initiate innovations,

*  E-learning aspect: workout programs as knowledge exchange and cre-
ation places, direct communication, interactive learning processes.

As a well-known example, Motorola University represents a combina-
tion of a qualification center and a learning lab. Motorola University was
established in 1981 and designed as a “center for strategic thinking and a
major catalyst for change” (Aubrey, 1999). Therefore, the effort required the
strong commitment from the top. At present, 130,000 employees and a huge
number of customers and suppliers in five continents are users of the Motorola
University. Motorolamanages what it considers a strategic competency of the
company—the learning strategy that includes customer satisfaction, manufac-
turing supervision, negotiation and communication. Teaching methods range
from face-to-face classroom training led by professional instructors to origi-
nal coursework developed by line managers to “learning on the job concepts”
of shop-floor workers teaching their peers essential job skills. The media-
based environment builds the Internet, CD-ROMs (as just-in-time lectures
technology) and the Web-based training administration system (TAS). De-
spite the term “university”, fundamental education is not the focus of
Motorola University. One best practice example ofthe curriculum is Motorola’s
leadership development program—China Accelerated Management Program
(CAMP)—where learning is always tied to a real business issue and includes
case discussions and action-based exercises. Underlining the strategic impor-
tance of learning, Motorola University has its own board of trustees, which
includes Christopher Galvin and the heads of the company’s major busi-
nesses.

Education Providers
Commercial suppliers or education providers represent e-learning
ventures mostly as new entrant e-learning players. As mentioned previ-
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ously, e-learning has the potential to become the killer application of the

Internet. Financial capital to launch new ventures comes from the corpo-

rate sector. Companies are investing in the e-learning market as it is a

business field of dramatic growth. The business actors are the education

providers; both companies and universities can take the role of suppliers
or customers. The whole portfolio of e-learning business categories is
represented in the following:

*  E2C-Business: The target groups are students and adults interested in
supplemented learning. For example, GEN.com (Global Education
Network) is a content factory and service provider seeking to provide a
strong core curriculum in liberal arts. The content is supplied by
acclaimed professors but GEN provides the technology to video tape and
disseminate courses.

*  E2E-Business: Customers are universities and university professors as
the example of WebCT.com (www.webct.com) demonstrates. WebCT’s
main area of business is providing Web packages that allow faculty to
develop, deliver and administer Web-based courses.

*  E2B-Business: E-learning ventures provide corporations with interac-
tive Web-based training courses affiliated with universities (e.g.,
Quisic.com) or not affiliated with any universities (Emind.com).
Sources of revenue range from advertising, fees for courses, books,

subscriptions to university fees and corporate fees. New entrant e-learning

players have developed by deconstructing the traditional educational value
chain as the following figure demonstrates.

Different Internet-based education business models which have emerged
seeking to offer the benefits of the Internet and three basic models are suggested
inthe following.

Figure 3: Examples of new entrant e-learning players
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conception Generation Developmen Design Support Delivery Examination Services
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Courses Providers Life Portals
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Table 5: Potential Benefits and Pitfalls of Education Providers

Potential Benefits Potential Pitfalls/Risks
For Education Providers: For Education Providers:
- New business models and cooperation - High competition and sources of revenue
forms with universities are promising, are limited, very dynamic market.
e. g., University delivers content, - High investment in technological infra-
education provider specializes in media structure is necessary for high quality
production. products.
- Gaining a competitive advantage, a well- | For Consumers:
known “brand” in a highly competitive - Difficult decision process: who has the
market. right material, high-quality products? Is
For Consumers: “brand” the only decision instrument in a
- New business models for Universities: dynamic and intransparent market?
easier access to high-quality material. - Integration in the “real” world: how to im-
- Higher flexibility and individualized plement the online courses and material
learning for their students, easy access to into the existing curriculum.
courses and material, study any time,
anywhere, at his or her own speed.
- Good preparation for life-long learning
skills, students learn new media and
communication competencies.

Model 1: Integrator

Similar to a virtual university or an online business school, the educa-
tional provider of this model develops and delivers every single process of the
educational value chain from offer conception, to content and curriculum
development, content design and delivery, to other customer services.

Model 2: Broker

An education broker collaborates together with other partners along the
educational value chain. In this model, the value chain is deconstructed and
the broker has the function of coordinating the different processes. Usually,
this model represents a strong network of academic and corporate partners
(Wilbers, 2000). Corporate universities, traditional universities, other education
providers belong to the partners who can be both customers and suppliers. In this
sense, thebrokerage form of e-learning providers might be identical to education
consortiums whichis explained in the following section.
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Model 3: Specializer

Some e-learning companies concentrate on a specific service within
the educational value chain, e.g., authoring tool developers, e-learning
platform providers or testing centers.

As a promising case, the e-learning site Quisic (www.Quisic.com)
demonstrates a corporate content provider. Quisic is a content factory that
provides education products mainly to corporations (not yet available to
the individual). University professors help to develop the content and
Quisic offers corporations tailored programs or pre-MBA programs.
Quisic’s strategy is to provide the best quality of on-line education. Quisic
has won more than 50 awards for educational excellence. The site
provides a full range of products from a library of books and articles to
undergraduate, graduate and corporate courses. The sources of revenue
are mainly university or corporate fees and institutional funding. In the
education market for four years, Quisic continues to grow as it recently
purchased IEC, a 17-year-old custom corporate training development
company. Quisic is also planning to deliver courses with E-ducavia
through a $ 96 million joint venture with Cisco, IBM and Telefonica. The
partners plan to create an online business school for Spanish, Portuguese
and Latin American markets.

International Education Consortium

The international education consortium is a group of companies who
come together to pool their training resources and together offer these to
working adults. Consortiums act as training brokers, acquiring content from
traditional institutions of higher education or even corporate universities, and
then offer this back to the open market in the form of an electronic education
mall, with reference to Timmers’ business models (1998). Brand information
is common across many suppliers in the mall, which means that a well-known
brand functions as a common umbrella. In this scenario, corporate universi-
ties as well as traditional universities become both customers and suppliers to
the consortium.

The building ofa consortium can be motivated differently. The following
example is based on a concept that brings together companies with common
interests to create an educational solution for an entire industry (Meister,
1998). The Global Wireless Education Consortium (GWEC) was formed in late
1996 by the founding partners Ericsson, AT&T Wireless Services, Lucent
Technologies, AirTouch Communication, and Motorola, along with Mankato
State University, South Central Technical College, and the University of Texas at
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Table 6: Potential Benefits and Pitfalls of Consortiums

Potential Benefits

Potential Pitfalls/Risks

For Consortiums:

- Sharing the development costs of online
courses (economies of scale).

- Gaining a competitive advantage in a
highly competitive market: building a well-
known “brand” based on strong partnerships
with top business schools.

- Quality of online courses are higher than
conventional university online courses.

For Students

- Higher flexibility and individualized
learning, easy access, study any time,
anywhere, at his or her own speed.

- Certification and degrees based on material

from top business schools as incentives.

For Consortiums:

- High investment at the beginning to
establish the organization and the
technological infrastructure.

- For high quality products cost-intensive
online tutors and coaching programs are
necessary.

For Students:

- Less social contacts, decreasing motivation
in an online environment, higher self-
discipline necessary, perhaps higher drop-
out rate.

- Is the “brand” really a good indicator for
efficient learning and didactic appropriate

settings?

- Good preparation for life-long learning
skills, students learn new media and

communication competencies.

Dallas. Each company in this network had been confronted with the same problem:
a great deal of difficulties with recruiting and retention because of a huge and
growing need for wireless technicians and engineers inan industry thatis growing
exponentially. Misty Baker, executive director of GWEC, stated: “Thisisapeople
problem and we can either sue each other, like the software industry is doing, orwe
can collaborate to solve the problem”. The industry decided for a collaborative
solution. GWEC represents an educationmodel where corporations and academia
come together as partners to solve acommon problem. The consortium has been
established asameans of effectively creating a pool of skilled wireless technicians.
Additionally, the advantage of this collaboration is that the participating companies
cansharetheircosts fortrainingdevelopmentand high qualitymultimedia courseware.
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Another caserepresents the international education consortium UNext.com
(www.unext.com). UNext stands for the “Next Generation University” and
was created to deliver world-class education. Whereas GWEC was initiated by
companies to collaborate together and solve a common problem (internally
focused), UNext offers e-learning products to the open market (externally focused).
UNext was founded in 1997 and is 20 % owned by the company “Knowledge
Universe” - acompany which establishes and invests in companies delivering
education services in all different areas (higher education, corporate training,
consumer training, etc.). Under the brand name “Cardean” or “Cardean University”
unext.comoffers “next-generation’ business courses online, mainly to companies
inassociation with academic consortium members, leading top business schools
suchas London School of Economics, Stanford University, Columbia University,
University of Chicago and Carnegie Mellon. Members of the academic advisory
board are Nobel prize winners Arrow, Beckerand Miller. The Internetis the basis

Figure 4: E-learning business models
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forthelearning processes and the knowledge transfer. The learning environment
allows acombination of self-study and interactive team work. Integrated feedback
and performance control systems as well as the support of group work should help
to provide auser- and student-centered learning environment.

CONCLUSION

Thee-learningmarketisstill small, butrapidly growing inall customer segments
and geographies, if one trusts the forecasts. The current e-learning landscape is
concentrated onthe U.S. and the corporate segments, especially the IT training
whichisthe largest subject segment in corporate training, where competition is
already fiercebutstill fragmented (Brockhaus et al., 2000). “Contentisking” has
become a famous expression to demonstrate the growing importance of content
creation as the largest supplier market segment. Customers are increasingly
demanding customized traininginamodularand flexible way. The impactof Internet
needs greatly vary by segment. Key success factors are a well-known brand name
thatstands for quality, differentiated service offering, large direct sales force, and
strong partnerships across the value chain.

Several e-learning business models coming from the academic and corporate
sector have been introduced and could be grouped into E2B, E2E and E2C-
strategies. The landscape of the education market s still changing, converging and
the line between academic and corporate sector is blurring. By deconstructing the
educational value chain, new key players have entrance to the education market.
Figure 4 compares the different e-learning business models by analyzing in which
field it is positioned (E2B, E2E, E2C) and the intensity of specialization and
concentration on certain content subject segments.

Increasing global competition, rapid technological advances, demographic
changes, and the emergence of aservice- and knowledge-based economy, force
organizations to train and retrain their workforces in new ways. Companies that
deploy and effectively utilize e-learning will have adistinct competitive advantage.
The Internet presents companies with numerous possibilities for leveraging knowl-
edgeand educationresources. Itredefines e-learning in terms of current, dynamic
educational content, individualized and personalized, relevantlearning experiences,
and more collaboration with globally dispersed experts and peers (Schreiber,
1998).

However, shortcomings of e-learning exist as well. Human interactionis a
critical component for learning. There are situations in which classroom training
cannot be replaced. Certain content because of its nature, relative value, or
importance, isnotsuitable for technology-based delivery. Itis stillan open question
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how efficient soft-skills can be trained inan online environment. Certain groups of
employees donotwanttomiss the “edutainment value” of live experience and desire
total interactivity with a human trainer. Others are simply uncomfortable with
computers. Foranumber of individuals, technology-based training is not the most
efficientlearning method, as their learning style is kinesthetic as opposed to visual.
The classroomalso provides guidance and structure. These elements are important
forindividuals who lack the motivation and confidence to succeed in a self-study-
only program. E-learning may require more dedication and discipline. Frequently,
italsodoes notyetyield the degree of interactivity and collaboration offered by
classroomtraining. However, for many companies seeking areputable continuing
education, this is not an issue anymore. Many of them are happy to put up with
insufficiencies of distance learning in orderto enjoy itsunparalleled convenience. E-
learning may notbe perfect, butitis practical. While technology-based learning is
unlikely to completely replace the school and university experience, it offersalot
of opportunities for corporate training and continuing education.

The most promising market within the education industry might be corporate
e-learning, the E2B market. Companies face more economic and social pressures
to find new ways of training delivery, and have fewer regulatory, bureaucratic,
financial, and technical barriers to the implementation of e-learning than other
segments ofthe education industry. The most successful e-learning models of the
future will likely be hybrid e-learning networks that are combinations ofacademic,
professional and corporate content.
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Chapter V

Growth and Consolidation in
the Spanish-Speaking
E-Commerce Market

Roberto Vinaja
University of Texas-Pan American, USA

This case aims to analyze, in some detail, the major challenges in the
widespread adoption of electronic commerce in the Spanish-speaking popu-
lation. The case also provides a general overview of related issues in global
e-commerce, specifically: language, localization, currency, cultural differ-
ence, export controls, payment methods, taxation issues, consumer protec-
tion, and legal issues. The case includes a description of the strategies
followed by companies entering the Latin American market in order to
illustrate some of the major cross-border issues. The case clearly exemplifies
how localization involves a considerable financial investment and commit-
ment. The chapter illustrates that while Latin America initially attracted many
investors by offering one of the world’s fastest growing online populations,
the market was not large enough to accommodate all the new entrants.

A GROWING MARKET

Analyst studies in 1999 pictured Latin America as one of the world’s
fastest growing online populations; Internet access was growing faster in
Latin America than in other regions of the world (Vidueira, 1999). The

Copyright © 2002, Idea Group Publishing.
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number of new websites in Spanish was rapidly increasing. This explosive
growth rate was attracting investors and newcomers into the online Spanish-
speaking market (Vidueira, 1999).

Allnew entrants were looking after a share of the “potentially” huge Latin
American market (Fattah, 2000b). Latin America seemed an attractive market
with huge growth potential (Anonymous, 2000c). More and more U.S. e-
tailers were offering Spanish versions of their own websites, while others
were establishing alliances with companies with existing websites in Spanish
in an effort to reach the online Spanish-speaking market.

Many U.S. companies, especially those run by U.S. Latinos, were
targeting Spanish speakers. Forrester predicted the development of more
ethnic portals from expatriates who retain ties to the motherland, Americans
who opt out of using English as their primary language, and residents of
emerging Internet markets (Mand, 1999).

Many U.S. e-tailers were realizing the revenue potential from Latin
American markets (Slover, 2000). Many U.S. companies were implementing
dynamic plans to direct their e-commerce efforts to reach Hispanic or Latin-
American Internet users (Anonymous, 2000e; Oldham, 2000; Werner, 2000).
1-800-Flowers.com inaugurated a Spanish version of its site called 1800-
LasFlores.com. Sears was also pursuing the Spanish-speaking community
and opened its Spanish-language site in early 2000 (Rutledge 2000).

According to e-Marketer, the overall Internet Hispanic population is
around 14 million, and almost half of those are Hispanics in the U.S. (Zoltak,
2000; Azios, 2000). StarMedia estimated the worldwide online Hispanic
community at 20 million, about 5% of the overall potential market.

THE HISPANIC POPULATION IN THE U.S.

According to the 2000 census data, there were approximately 34 million

Hispanics in the U.S. In addition:

*  The Hispanic group was the fastest growing group in the U.S. growing
at a yearly rate of 2%.

*  The Hispanic population was expected to double by 2025 (Trujillo, 1998).

*  Hispanics would become the largest minority in the U.S. by 2010.

*  Hispanic youth would be the largest non-white population in the U.S.
by 2025.

e In 1998, the Hispanic purchasing power within the United States was
over $383 billion.

e There was a 50% gap in home computer ownership between the general
population and middle-class Hispanics (Trujillo, 1998).
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19.4% of Hispanic households owned a PC, compared to 40.8% of White
households (Anonymous, 1998).

27% of Hispanics were planning to buy a computer in the short term.
20% of U.S. Hispanics had Internet access at work.

75% of U.S. Hispanic households with incomes above $75,000 owned
computers, of which half had Internet access.
About half of households with incomes between $35,000-$74,999
owned computers, and a quarter had Internet access (Trujillo, 1998).
In 1999, Internet access among US. Hispanics was around 4.5 million users.
50% access the Internet (includes any location).

23.4% of Hispanics not accessing the Internet cited monthly service
costs as the major obstacle.

From the bilingual Hispanic group, 47% of those who own a computer
also had Internet access.

The estimated PC purchases by U.S. Hispanics in 2000 were more
than 1.5 million, equivalent to the whole U.S. college student market
(Rutledge, 2000).
Approximately 61% of US Hispanics online made a purchase in 1999,
and 74% of those purchasers accessed the Internet on a daily basis
(Rutledge, 2000).

12% of U.S. Hispanics have bought something over the Internet (Zbar, 1999).
U.S. Hispanic shoppers were predominately male; the average age was
32, and the average annual income was $51,600.
Younger Hispanics (13-17) tend to use the Internet more for chatting,
music, etc., while those age 18-35-plus use the Internet for information
and news, etc. (Anonymous 2000d).

The average shopper bought six items and spent an average of $547
during 1999.

86% of the shoppers bought music and 45% bought books (Rutledge
2000).

CAG (Cultural Access Group) claimed, based on a study conducted in

2000, that the Hispanic Internet was becoming as important as Spanish
language TV, radio, and print as an advertising medium.

THE HISPANIC POPULATION
IN LATIN AMERICA

The Latin American market as a whole had 500 million potential Internet
users and $2 trillion in GDP (Shetty, 2000).
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*  Internet use in Latin America was growing at a fast rate. The number of
Latin America Internet users grew from 4.8 million in 1998 to 10.6
million in 2000 (2% of the population) and was expected to grow up to
19.1 million users by 2003 (Disabatino, 2000) or up to 38 million in 2003
according to the most optimistic estimates (Oberndorf 2000).

. Jupiter forecasted up to 66.6 million (12% of the population) in 2005
(Ebenkamp 2000). Jupiter report was based on number of Internet users,
not households, because Latin Americans were more likely to access the
Web at kiosks, a friend’s house, at Internet cafes or at computer rental
shops.

e  The e-commerce market in Latin America was expected to grow from
$167 million in 1998, up to $8 billion by 2003 (Oberndorf, 2000,
Disabatino, 2000) of which more than $6 billion would be business-to-
business e-commerce. More optimistic estimates forecasted $82 billion
by 2004, out of a global Internet economy that would reach nearly $7
trillion by 2004. Brazil will register $64 billion in online sales, and
Argentina, $10 billion (Anonymous, 2000c¢).

e According to Jupiter Communications, Latin America’s online sales
would reach $8.3 billion by 2005 (Ebenkamp 2000). This was an
optimistic estimate that assumed that companies would find solutions to
current impediments.

*  The majority of Internet users were in Brazil, Argentina, and Mexico.

*  Internet penetration in Latin America was only about 2 to 3% (Fattah,
2000b).

e The number of Internet users in Mexico was 500,000 and 350,000 for
Colombia (Zoltak, 2000).

ANALYSIS OF CHALLENGES

As electronic commerce in the region was growing in popularity, cross-
border issues in Latin America were critical factors in the success of online
ventures. Despite the expected growth, entrants faced many obstacles. Some
of the obstacles for the expansion of Internet access in Latin America were:
*  poor PC penetration and low Internet usage (Graves and Nucete 2000);
* anascent and not highly reliable delivery infrastructure;

* low credit card ownership among consumers (Ebenkamp 2000);
*  weak credit card processing infrastructure;

*  high costs of access;

* antiquated back-office computer systems;
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J inefficient distribution networks;

e expensive phone charges;

*  widespread credit card fraud (Petersen, 2000a);
e tariff barriers;

*  high shipping costs;

e distrust of mail-order shopping;

*  preference to pay cash (Ebenkamp 2000);

e distrust of online transactions; and

* the need to handle multiple currency payments.

In the U.S. the major barriers for Hispanic widespread use of the Internet
were the price of computers, high monthly Internet access fees, and lack of
familiarity by the less acculturated Hispanics

Making e-commerce happen in Latin America would require overcom-
ing some serious obstacles (Petersen, 2000c). Major challenges needed to be
addressed before the Latin American market potential could be capitalized.
Computer ownership and Internet usage was highly correlated with income.
However in Latin America, relatively few people own computers. Although
a growing number of Hispanics were online, only a small percentage was
purchasing online. (Ebenkamp, 2000).

Financial-related websites were facing the challenge that access to
financial information had always been restricted (Schmerken, 2000). The
logistics infrastructure and the postal service were less than 100% efficient,
and order fulfillment was really challenging. Just as in the U.S. the most
successful players would likely be retailers that use the Web as an extension
of their stores (Ebenkamp, 2000).

Given the current obstacles, Internet companies moving into the Latin
American online market had to implement several strategies in order to be
successful. Some of the strategies included adapting Websites to cultural
differences, the use of localization services for translation of Websites
into new languages (instead of using machine language translation) (Dodd
and Graves, 1999), protecting brands via local domain registration,
understanding local business customs, and implementing payment mecha-
nisms in multiple currencies.

Language

Some companies mistakenly thought of Latin America as a homoge-
neous region; nothing was so far from the truth. Although all countries (but
Brazil) shared a common language, Spanish was spoken in so many different
ways across the continent. The Latin America population was composed of
many nations with different backgrounds and cultural values. Some U.S.
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retailers had committed the big mistake of just mimicking their English
Websites and were offering a translated carbon copy of their English language
Websites. The Latin American market had very unique characteristics, and in
order to conquer the market, companies needed to implement new strategies
and creative business models. There was no cookie cutter solution for the
region. Indeed, Latin America was not one country and one language, but
many countries and two languages (Schmerken, 2000). A report by CAG
showed that English was the preferred language for U.S. Hispanics, Spanish
was preferred only when U.S. Hispanics visited Latin American Websites.
However, older U.S. Hispanics were more concerned about content in
Spanish, and they thought that more Websites in Spanish were needed. By
2000, only about 2% of the Internet content was in Spanish (Shetty, 2000). The
same reports showed that U.S. Hispanics teenagers tended to use the Internet
more for chatting, and music, while the rest of the U.S. Hispanic population
used the Internet for information and news. Recent studies showed that U.S.
Hispanics refer to Websites from their home country when accessing infor-
mation in Spanish. Web portals such as StarMedia and Terra were taking this
fact into account when offering content. Websites were targeting audiences
of each nation and culture.

Companies entering the Latin American online market were aware of
language differences when building their websites. Many businesses today
are involved in Electronic Commerce. It is important to understand that
communication can be a major barrier in regards to cross-border negotiations
among countries. It is also very important to provide information in the local
language. Although, English is the major language of business communica-
tion in the world, many local Latin American customers would not understand
any other language than that of their native country (Fridman, 2000). Websites
offering information in the local language were having a selling edge over the
competition not using the local language. Consumers were more likely to buy
from a Web site with content in the local language. Every nation in Latin
America had special characteristics and had to be considered individually.
The Latin American market was culturally rich and diverse; in addition to
Spanish many dialects were still in use. Winning the battle for the Latin
American market meant winning a series of battles in each country. A
multilingual Web site with icons that feature different language options
would cater to more markets.

However, offering multiple versions of the same website was an expen-
sive alternative. Major problems experienced by startups were the costs of
creating multiple websites, and customizing/adapting to different cultural
tastes and suit language variances. Latin American startups were very
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expensive to run because they were organized as micro-multinationals. The
cost involved with maintaining multiple regional offices and developing
separate flavors of a website was tremendous.

Legal Issues

Economic activities need regulations and laws; however, most legislation
was only applicable within the borders of every specific country (Mosquera,
1999). There are many legal issues that needed to be considered (Engler, 1999).
Some of the legal issues included customs, laws and regulations, privacy,
copyrights, jurisdiction issues, export/import regulations, and compliance with
intellectual property, cryptography and security contracts (Drake, 1998). Only a
few countries had established committees or initiatives for the development of
domestic and global legislation to facilitate global electronic commerce.

Currency

Currency varied from country to country. Local currency included pesos,
bolivares, quetzales, cruceiros and sucres, to name a few. Because of currency
devaluation, some country’s currency may be of a higher rate or lower rate
than the hosting website’s currency. Because currency exchange rates were
different, the value of the currency could increase or decrease in different
countries. Purchasing in different Latin American currencies was a potential
barrier, as exchange rates could literally change every minute. However,
major credit card companies operating in the region provided their customer
with automatic currency exchange services for multiple currencies.

Infrastructure

The region’s IT infrastructure varied from nonexistent to rudimentary to
adequate. Many regions in Latin America were still lagging behind in terms
of infrastructure. However, major telecommunications providers were reluc-
tant to invest in less profitable parts of the continent and preferred to focus on
closed loops to selected cities. For example, 70% of the overall connectivity
market constituted traffic between Brazil and Argentina, and many compa-
nies were focusing their efforts in this region.

International connectivity was a critical factor to provide Internet access for
the nascent Latin America’s e-commerce economy. However, a major hindering
block in Latin America was the high cost of international half circuits. Telecom
Argentina charged $71,351 per month for 2Mbps leased lines. Chile’s Entel
charged $26,600 and Brazilian Embratel charged $20,109 per month. One of the
reasons for these high tariffs was that while many new ISPs had been entering the
region, the supply market was highly concentrated (Shetty, 2000).
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There were several obstacles to achieving universal coverage for busi-
nesses all over Latin America. An alternate solution to the current obstacles
was the use of the Wireless Application Protocol (WAP) to enable Internet
access through wireless devices.

Cultural Differences

Companies entering a new market must get to know the culture of that
country. Countries may have diverse views on e-commerce regulations. A
few countries in Latin America did not have defined electronic commerce
initiatives, and therefore they lacked a established body of regulations. Credit
card penetration was extremely low. The estimated card ownership was as low
as 10% in some regions. Concerns over credit fraud and a cultural preference
for price haggling and face-to-face transactions were prevalent (Pereiera,
1999). According to Francisco Ramirez, sales director with Mexico City
reseller Getronics: “Mexicans do not even make purchases by phone because
merchants insist on verifying credit card signatures. It’s not a technology
issue, it’s a cultural issue.”

Building customer loyalty and trust in the region would require addi-
tional efforts. Many Latin American customers were not used to catalog
shopping, store returns or exchanges. Many Latin Americans were also
distrustful about the security of online transactions and were reluctant to buy
products they had never seen or touched. In order to overcome this attitude,
many companies were exploring alternative payment methods and others
were implementing alternative Web currencies and extensions of their
traditional services (Ebenkamp, 2000).

In the Latin culture, community features such as chat rooms, personal
pages, email and shopping were strongly emphasized. The average Latin
American user spent a considerable amount of time chatting or sending e-
mails (Fattah, 2000a). According to Fernando Espuelas, founder of StarMedia,
there is a difference in Internet utilization in Latin America. Whereas the U.S.
user has a greater focus on information retrieval, the Latin American users
places more emphasis on communication.

New Initiatives

Many obstacles had hindered e-commerce in Latin America; however,
the situation was beginning to improve. Many countries in Latin America,
such as Mexico, Brazil and Argentina, were opening their economies and
markets to the new globalization trend and facilitating the development of
global e-commerce.
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Electronic commerce in Latin America was expected to rise after a slow
start. Although Latin America was still lagging behind North America in
technology, many Internet trading partners were investing in the region in key
technologies, such as phone lines, computers, Internet hosts, and cell phones.

The trend of increasing local content and regulatory cooperation would
pave the way for economies of scale that would drive the growth of e-
commerce in the region. Optimistic forecasts expected a continuous drop in
computer prices, the proliferation of satellite and wireless technology, a
growing number of free Internet service providers, the issuance of new e-
commerce legislation, and new developments in telecommunications (Gower,
2000). One of the benefits of Latin America as an emerging market was that
entrants were able to learn from success and failure stories from their
experienced counterparts in more mature markets.

Many analysts expected the index of PCs per head of population to grow.
Many ISP were trying to provide alternative and affordable options for
Internet cccess. The number of Web-based applications was also increasing
at a fast rate (Shetty, 2000).

There were many projects underway. Approximately, 15 new fiber
projects were close to completion. Major projects totaling 170,000 kms of
cable were under construction. The new improvements in infrastructure
would likely decrease the price of Internet connectivity.

According to the Americas Telecommunications Indicators 2000,
released by the ITU, in some of the large markets, the incumbent carriers
had anticipated the Internet growth and captured a large share of Internet
subscribers. For example, in Argentina, Telecom Argentina’s Arnet and
Telefonica Argentina’s Advance shared 43% of'the Internet subscribers in
the country. In Chile, incumbents CTC’s and Entel’s Internet service had
left only a 5% market share to independent ISPs. Likewise, in Mexico,
Uninet, the official ISP of Telmex had taken 50% of the access market and
in Venezuela, CANTYV Servicios had 35% of the market.

Many local governments were encouraging Internet service providers
and telecommunications companies to offer Internet access at affordable
prices and, if possible, offer free access (Oberndorf, 2000). The Chilean
government mandated interconnection among Internet service providers and
a national peering exchange was established so that Chile’s bound Internet
traffic would stay within the country, rather than traveling through outside
networks before reaching a neighboring city. Other countries were imple-
menting innovative measures to provide Internet access to the general
population. Colombia’s Minister of Communications, Claudia de Francisco
Zambrano became a champion of universal Internet access through an
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elaborate program called Comparatel. Plans were to take the Internet to all
Colombian municipalities, the poorest of which would receive free access. In
addition, the Colombian Ministry of Education was planning to wire 2,000
schools. The plan was ambitious and many analysts were skeptical about the
cooperation of the national carrier, EBT (Shetty, 2000).

Despite the major challenges, many improvements, mostly resulting
from the ongoing privatization of telecommunications were underway
(Pereiera, 1999). The number of Spanish language Internet sites was con-
stantly growing, and the number of Spanish-speaking users was also increas-
ing.

MAJOR PLAYERS AT THE END OF 2000

Many Web portals were offering localized content and local Web brands
for every specific country. Some portals were targeting the U.S. Hispanic
population, others focused on the Latin American population and still others
were trying to reach both groups. Each company was trying to target Latin
America in many different ways. Many sites were targeting specific niches
among U.S. Hispanic Internet users and those in Latin America (Zoltak,
2000). Each Web site was trying to differentiate their style and offerings, both
in terms of content and community. Some portals specialized in content,
while others were emphasizing community.

Table 1 lists the major players and whether they were targeting the
U.S. Hispanic population, the Latin American population or both. Table
2 indicates which sites emphasized content versus those emphasizing
community features.

Starmedia.com

StarMedia was founded in 1996 by Fernando Espuelas, a former AT&T
executive and Jack Chen, a securities analyst (Katz, 1999). Starmedia was one
of the first pioneer Latin portals (Malkin, 1999). Based in New York,
StarMedia Network started with $80 million in private financing. The
company’s [PO in May 1999 raised $110 million. The company had over 750
employees and operations in Argentina, Brazil, Chile, Colombia, Mexico,
Puerto Rico, Spain, Uruguay, Venezuela and the United States. Starmedia
was mainly a portal with a few incursions in the ISP business. The traffic at
Starmedia.com was estimated at 2.1 billion page views in the first quarter of
2000. StarMedia had a Pan-regional approach, targeting Spanish and Portu-
guese speakers worldwide. The company operated a network of sites in
virtually all Latin American countries, including several in Brazil. The main
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Table 1: Major players who targeted the US Hispanic population, the Latin
American population, or both

STRATEGY COMPANIES | DESCRIPTION
OPENING A YAHOO! Yahoo! entered the market by opening a subsidiary.
SUBSIDIARY
ACQUISITIONS STARMEDIA | Starmedia made a series of strategic acquisitions.
Terra also acquired local companies in several
TERRA countries
JOINT VENTURE | AOL AOL formed a 50-50 joint venture with Venezuelan
Cisneros group.
MERGERS TERRA Terra merged with U.S. Lycos.
PARTNERSHIPS MICROSOFT Microsoft and Telmex joined efforts to launch
TELMEX TIMSN
NICHE QUE PASA Que Pasa was mainly focused on the U.S. Hispanic
population.
GROWING EL SITIO El Sitio was entering the U.S. market
OVERSEA
CUSTOMERS YUPI Yupi was gradually targeting the Latin American
population.

Table 2: Content vs. those emphasizing community features

COMPANIES | Emphasis on | Emphasis on | Emphasis | Emphasis on
U.S. market | Latin America | on content | community

AOL X X X

EL SITIO X X

QUE PASA X X

STARMEDIA | X X X

TIMSN X X

TERRA X X

YAHOO! X X

YUPI

focus of Starmedia was the Latin American market, but it was also targeting
the U.S. Hispanic market. Starmedia was one of the pioneers and offered
community features both in Spanish and Portuguese. Starmedia specifically
targeted users in major population capitals in Latin America and the U.S. The
content was customized to every country.

Partnerships with advertisers and merchants was an important factor of
Starmedia’s business model (Fattah, 2000a). Most revenues at Starmedia
came from advertisement. The site had about 150 advertisers, including Ford,
Chrysler, General Motors, Intercontinental Hotels and Lufthansa (Mand,
1999). Starmedia acquired several local companies in 1999, including
LatinRed, one ofthe largest Spanish-language online communities, OpenChile,
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a Chilean portal, Zeek!, a Portuguese site directory, and AdNet, a Mexican
portal. Starmedia also owned several other media properties, such as
Pidemasonline.com, launched in conjunction with Pepsi-Cola, Cade, Guia
SP, and Paisas.com. Starmedia also operated StarMedia Mobile, its wireless
division, and StarMedia broadband, its broadband services arm. Starmedia
had strategic partnerships with several companies, including Netscape Com-
munications, RealNetworks, Billboard, Dell, Reuters, eBay, NBC, Hearst
Communications and Fininvest (Fattah 2000a).

StarMedia was recently faced with a major challenge to its position in the
U.S. as Spain-based Terra Networks made a strategic move by acquiring the
U.S. portal, Lycos.

Terra.com

Terra Networks S.A. was a publicly traded company and its major
stockholder was Telefonica de Madrid, Spain, with portals and ISPs around
Latin America. Terra’s Web site, opened in 1997, was offering a balanced
combination of customized content and connectivity features. Terra’s Web
site offered links to customized pages for every country it served. An audit
conducted in the fourth quarter of 1999 estimated Terra’s traffic at 1.2 billion
page views.

Terra built a strong position in 1999, thanks to 2 million ISP customers
in the region and to a $100 million IPO in late 1999 (Fattah, 2000a). Terra was
expanding its market share in Latin America by acquiring Internet service
providers in Brazil and Mexico (Ewing, 2000). Terra bought Infosel, its
Mexico unit for $280 million.

Terra had just acquired Lycos in May, 2000 for $12.5 billion. Lycos was
the fourth-largest portal in the U.S. and is a portal in 25 countries, through 65
sites in 13 languages. The combination Terra-Lycos would potentially reach
91 million users in 40 countries. (Disabatino, 2000). Terra was attracted to
Lycosbecause of Latin America’s proximity to the U.S. and the large Spanish-
speaking U.S. population. The Lycos purchase would help Terra reach 30
million U.S. Hispanics (Fattah, 2000a). Terra-Lycos would be based in the
U.S. and Bob Davis, former Lycos CEO would continue performing the same
function.

Yupi.com

Yupi was a private company based on Miami Beach, Florida founded in
1996 by Colombian-American Carlos Cardona (Vidueira, 1999). Yupi started
as a Spanish-language search engine on the AltaVista network (Robinson,
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1999). Yupi was a leading search engine in Spanish offering community links
and related content. Yupi’s traffic was estimated at about 143 million page
views in February 2000. Yupi featured special separate Websites focused on
health, kids, and auctions.

Quepasa.com

The Hispanic portal QuePasa was initiated in 1998 and was based in
Phoenix, AZ. QuePasa raised $48 million and surged from $12 to $19.75
a share on its first day of trading (Vidueira, 1999). It achieved 30 million
visits at the end of 1999. Quepasa was targeting specifically the U.S.
Hispanic population. The Web site provided two versions, one in English
and one in Spanish. Content was focused on Hispanic pop starts and
leaders in the U.S. and news generated in the U.S. Quepasa emphasized
content over community options.

QuePasa.com launched in 2000 its own shopping pages targeting the
U.S. Hispanic consumer market. The shopping site, available in both
English and Spanish, featured merchandise from popular sites such as
Amazon.com, eToys, Dell Computer, Barnes and Noble, Staples, JCPenney
and other merchants in 13 product categories. QuePasa also entered a
partnership with MapQuest to offer maps and door-to-door driving direc-
tions in both Spanish and English. This strategy was intended to drive
traffic to the brick-and-mortar stores of QuePasa’s online partners. QuePasa
had also recently signed famous pop star Gloria Estefan as its spokesper-
son (Zoltak, 2000).

El Sitio

El Sitio, established in 1997, was based in Buenos Aires, Argentina. El
Sitio was the first company from Argentina to go public on the Nasdaq. El
Sitio started as a content provider, but gradually offered Internet features after
acquiring several fiber network companies in Brazil, Argentina and Colombia
(Fattah, 2000a). Nevertheless, the ISP unit was not considered the core
function. El Sitio reached 300 million page views in the last quarter of 1999.
El Sitio offered content in both Spanish and Portuguese. El Sitio focused on
community aspects rather than content. El Sitio also bought DeCompras, a
privately held Mexican online retailer for $44.7 million in stock and cash. El
Sitio’s increased its efforts to appeal to the U.S. Hispanic population. El Sitio
signed on Sammy Sossa, a famous major league baseball player, as its
spokesperson in the U.S. and developed a new site: Sammysossa.com
targeting U.S. Hispanic sports fans.
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TIMSN

The richest man in the world, Bill Gates, joined efforts with Carlos Slim,
presidentand CEO of Latin America’s largest telecommunications company,
Telmex, to develop a Web portal in Latin America (Fineren, 2000). Telmex
and Microsoft combined their expertise into a Spanish-language Internet
portal aimed at Latin Americans. Telmex and Microsoft were equal partners
inthe venture and according to the agreement, Microsoft would offer Spanish-
language content through its MSN Web service. In addition, MSN would give
Spanish-speaking subscribers bundled software services: free e-mail through
Hot Mail, instant messaging and Web publishing services. All 1.8 million Hot
Mail registered users in Mexico were turned into users of T MSN. The portal
got a guaranteed captive audience because Spanish-language subscribers to
Telmex’s Prodigy and Microsoft’s MSN.com were automatically forced into
the portal. The site reached 2.3 million unique users only two months after
launch (Fattah, 2000a). The portal also included online shopping and access
to other Microsoft services (Rutledge, 2000).

AOL

Internet service providers such as America Online (Willoughby, 2000)
were also beginning to target Hispanic Americans (Gonzales, 1999). AOL
offered $575 million of stock to the public to feed its expansion in the Latin
American Internet market (Goldsmith et. al., 2000). AOL took its first big step
into the Latin American market by launching a Brazilian portal in partnership
with the Cisneros Group, a Venezuelan media conglomerate (Fritsch, 1999).
The Cisneros Group invested $100 million to fund a 50-50 joint venture with
AOL to bring AOL to Latin America.

Yahoo!

Yahoo! was also offering local guides. For example, Yahoo! Argentina
was designed specifically for users in Argentina and individuals with special
interest in the country. Yahoo! also developed an agreement with Hispanic
Television Network, a Hispanic television media company. Yahoo! would
provide Internet broadcasting solutions for Hispanic Television Network
through Yahoo! Broadcast. Yahoo also unveiled Camp Yahoo! in Spanish, a
Spanish-language Internet education initiative.

THE FUTURE

The projected growth in Latin America initially attracted many investors,
but the market was not accommodating all the companies looking for
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business. Despite the projected growth, pioneer companies had not posted a
profit yet. The Latin American market was fragmented and overcrowded,
and shares prices were dropping. Analysts expected that the numerous ISP
players would consolidate to only a few major players via mergers,
acquisitions and strategic partnerships, a trend that would gradually
change the current landscape as foreign Internet competitors came to the
Latin American market (Shetty, 2000). Many analysts predicted that
troubled companies would become takeover targets (Druckerman, 2000a).
Rumors about acquisitions were generated on a daily basis, followed by
denials of the companies involved.

According to analysts, after the drop of the NASDAQ index in the U.S.,
the volume of investments in Latin American Internet companies was
expected to dramatically decrease (Reuters, 2000). The plummeting NASDAQ
index and the subsequent tightening of funds for Internet ventures were
accelerating the pace of consolidation in the market. Many start-up ventures,
including Yupi, had delayed their plans for initial public offerings.

Luis Mario Bilenky became president of StarMedia. Francisco Alberto
Loureiro, formerly with AOL, became its chief operating officer (Petersen,
2000a). StarMedia posted losses in the first and 44 million for the second
quarter of 2000 because of increased product development costs and market-
ing expenses. Star Media’s shares dropped from a high of $70 in July 1999 to
$15 in August 2000 (Petersen, 2000c¢). In the last quarter of 2000, StarMedia
announced it was cutting 125 of its 850 positions, in a company-wide
restructuring (Rewick 2000). This was called a proactive cost-cutting mea-
sure aimed at making the company profitable once more. There were some
rumors that StarMedia would not rule out the possibility of a merger with
larger U.S. Internet players. Terra had just established a stronghold in the U.S.
Hispanic market after acquiring Lycos (Palatnik, 2000). El Sitio was hit by the
collapse in the stock market and was facing major problems in its acquisition
and expansion efforts (Fattah, 2000a).

QuePasa’s stock was recently being traded at 33% below its first-day
closing price. QuePasa.com laid off two-thirds of its staff as it recorded
disappointing third-quarter results. Its shares fell 24%. QuePasa, Phoenix,
said it was firing 38 of 58 employees in an effort to reduce spending, as it
continues its search for a buyer. It also posted a third-quarter loss of $7.9
million, down from $8.3 million a year ago, and disclosed that at the end of
September it had only $9.5 million in cash.

The chaotic situation implied that only a few companies would survive—
the ones with the most resources to support the initial losses, and those patient
enough to wait the years it would take to make a profit. Although industry
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forecasts indicated an expected growth, the future of the Spanish-speaking
e-commerce market was still uncertain.
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Chapter VI

Inca Foods: Reaching New
Customers Worldwide

J. Martin Santana, Jaime Serida, and Antonio Diaz
ESAN, Peru

This chapter describes the evolution of electronic commerce at Inca
Foods, the largest supermarket chain in Peru. In 1997, it launched its
virtual store as an additional way to improve customer service. The new
service represented a challenge to the firm because Peru has alow Internet
penetration rate and Peruvian people are used to shopping only in stores
through face-to-face interactions.

However, an unanticipated consequence of going online has been the
response Inca Foods has been getting from Peruvian communities overseas.
Because of the difficult economic situation in Peru, many people have left the
country in search for new opportunities. Most of these people regularly send
money to support their families in Peru. Now, Inca Foods provides them with
an alternative way to do that.

Inca Foods expects to achieve a high level of sales through this channel
and is getting ready for it. This will help the firm to consolidate its leading
position in the market, and it will constitute a new model for physical
distribution of goods sold worldwide through the Web.

INTRODUCTION

In an increasingly global world, technology undoubtedly provides the
underpinnings for integrating a gamut of players in the cross-border trade
game. Information technologies, and particularly the Internet, put organiza-
tions before unforeseen challenges, creating both threats and opportunities.

Copyright © 2002, Idea Group Publishing.
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This chapter aims at describing and examining the international expan-
sion of Peru’s largest supermarket chain through a virtual shop. What is
noteworthy in this case is that orders unexpectedly started arriving from
abroad. A study ofthese orders revealed Peruvian residents abroad had placed
them who, instead of wiring money to their relatives residing in Peru, chose
to send their financial aid by purchasing local goods and food from the
supermarket’s virtual shop.

This internationalization process has very peculiar characteristics, be-
cause instead of the company going global for selling and distributing its
products around the world, as is the case in a typical Internet business, the
company becomes international to sell worldwide, but keeps distribution in
the local market for reasons that will be explained below. This peculiarity cuts
the cost and complexity of international distribution logistics and so emerges
as an interesting business opportunity for Latin American retail companies.

It is necessary to explain that the virtual shop’s launching was due more
to the company’s commitment to permanent technological innovation than to
the quest for short-term returns, even more so because Peruvian consumers
are not used to remote purchasing and because of low Internet penetration in
Peru (INEI, 2000). Likewise, the virtual shop was conceived as an additional
marketing option that did not seek to replace the existing stores, so it can be
considered as a typical case of click-and-brick organization.

BACKGROUND

The nature ofa virtual organization allows for a competitiveness analysis
approach, not only from the real or traditional value chain standpoint (Porter,
1985), butalso from a new analysis perspective, mainly based on information,
that has been recently named virtual value chain (Rayport & Sviokla, 1995).
The first model considers information only as a support element within the
process of creating value in organizations, but not as a source of value in itself.
Company managers are obliged to explore the electronic market to find new
business opportunities in which information is a value-generating source.
Coordinating both value chains is what characterizes growth companies.

According to Rayport and Sviokla (1995), value generation through the
use of information implies three phases: visibility, replication, and creation of
new relationships with customers. Visibility, the first phase, implies the use
of information technology to control business operations. The replication
phase implies replacing virtual processes for existing ones to create a value
chain in the electronic media. In the third and last phase, information is used
to create new relations with customers.
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As opposed to the real value chain, in the virtual one, value is extracted
from information by sequentially executing five activities: collection, orga-
nization, selection, synthesis, and distribution. By combining these tasks of
the virtual value chain with those of the real value chain, we obtain a matrix
of value-generating opportunities in the electronic market.

An electronic market is that in which transactions are carried out
electronically from beginning to end. Although e-business has been around
for about 20 years, commerce over the Internet has experienced explosive
growth during the last five years. Internet commerce can supplement a
company’s traditional business or become an entirely new business line. A
commercial establishment that offers its products to a large number of
customers visiting its shops located in different points of the city every day
decides to enter e-business to market the same products and becomes a click-
and-brick type of company. This means it has physical and virtual presence.
On the contrary, a company conceived to carry out its operations exclusively
on the Web is defined as a virtual company.

Many organizations currently bet on Web transactions, because they
recognize their ease of use and low cost. The definition of operation mode,
processes involved, players, and ways to generate income leads to identifying
and classifying different business models.

Inca Foods, the supermarket analyzed in this chapter, is a click-and-brick
company within the business-to-consumer scheme. This supermarket promotes
its products through the Web and allows its customers to order and pay by the same
medium, using the Web as anadditional channel, Its presence on the Web provides
it with an opportunity to increase demand for its products due to its ability to reach
a numerous public anywhere at any time at a relatively reduced cost. Also, it can
establish one-to-one relationships with its customers thanks to their repeated
visits. These characteristics define a model called e-shop. According to Timmers
(1998), this model has a low innovation level—since it is only replicating the
activity it carries out in the physical world—and also a low function integration
level, since it does not combine different activities.

We must keep in mind that any e-business model relies on available
technological capacity making its execution viable. However, this relation
does not work both ways. This means that technology itself does not define
any business model, only makes it viable. Actually, technology only consti-
tutes a criterion to be taken into account when deciding on a business model.
However, whatever the business model to be chosen, the technology used
must permit the following tasks: website development, reception of online
orders, credit card or any other valid means of Webpayments, payment
transactions, security and content development (Baker & Baker, 2000).



116 Santana, Serida & Diaz

It should be noted that several factors influence the development of e-
business. Among these, and particularly relevant for this study, is the national
culture. In Latin America and, particularly, in Peru, catalog sales were never
very popular. Peruvian consumers prefer a personal, face-to-face rapport with
the salesperson. Since sales through the Internet are remote sales, there is
evidently a great obstacle that companies must overcome in gearing their
efforts towards e-business. Buyers mistrust having to share personal data they
think are sensitive, while salespeople have to overcome their suspicions that
the transactions will be refused.

A still non-fully studied issue is the “tax threat” that e-business represents for
a developing country, such as Peru. As business-to-consumer trade grows,
Peruvian consumers could prefer to buy online abroad instead of inside the
country, thus weakening local businesses in favor of foreign ones, and, on the
other hand, these purchasers would have to pay taxes at origin, decreasing tax
collection in Peru (Barriga, 1999). This should make developing countries
quantify this problem and pass laws to facilitate electronic transactions promoting
the creation of companies using the Internet as their operation means.

Another topic related to the environment that must also be considered
refers to the evolution of indicators for nationwide information technology
infrastructure and growth. Organizations devoted to e-business must follow
these figures closely to estimate market size and assess the technological
infrastructure required to support the volume of transactions carried out.
Recent research has shown that 20.5% of Lima households have access to
Internet, while 42.2% of households that do not have access to Internet have
a family member with access to the Web through other means (INEI, 2000).
Other studies estimate that the Peruvian population with access to Internet is
560,000, a mere 2.24% of all inhabitants, even if an 18% penetration rate is
foreseen for all Latin America in the next three years (Pyramid Research,
2000). Likewise, there are estimates showing that the value of transactions in
Peru reached U.S.$500,000 in 2000, a figure that according to experts could
be tripled in 2001 (Expreso, 2000). Low per capita income, about U.S.$2,065,
definitely represents a strong barrier to e-business development in Peru.
Therefore, it is necessary to seek innovative ways to develop this activity
(INEIL 2000).

The most remarkable issue in this case is that the buyers and consumers
are not always the same individuals, because in most cases the first ones make
their transactions from overseas, an unusual feature for mass consumer
products but not for gifts like flowers or books. This permits the supermarket
to keep its own local distribution network to cater to orders coming from
abroad without having to create a international logistics network.
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A paradigm is broken when we show that daily use products sold at a
supermarket can also be offered globally without the need of being trans-
ported outside the country of origin. Instead of having a global e-business that
forces international distribution of products, this is worldwide e-business
with local distribution.

MAIN THRUST OF THE CHAPTER

Inca Foods is the largest supermarket chain in Peru, with annual sales of
U.S.$450 million. In 1983, it was just a small convenience store in the San
Isidro quarter, in Lima, the main city in the country with a little more than
seven million inhabitants. In just more than a decade, it found itself leading
the self-service and supermarket segment.

The company’s leaders summarize this success by referring to the achieve-
ment of a widespread organizational culture that permits it to assume its social
responsibility vis-a-vis customers, workers, and the community. This organiza-
tional culture is based upon four corporate values: (1) Collaborating goes first; (2)
Customers are our reason of being; (3) Permanent innovation; and (4) Superior
performance. In this regard, Inca Foods* CIO points out:

“Our corporate values have made the company assume a leadership

position in the mass consumer goods industry. We pioneered IT in

this industry: We introduced bar codes, call center service, EDI

interconnection and recently service over the Internet.”

Growth and Expansion
During the nineties, the supermarket segment in Peru was characterized

by less stores and, at the same time, an increase in retailers’ market share. The

Appendix shows the most recent evolution trends among Inca Foods and its

competitors in the supermarket industry.

In 1995, Inca Foods and its main competitor, the Marino supermarket
chain, had covered income groups A and B of Lima’s population. That same
year, Inca Foods focused its growth strategies on segments C and D, which
had shown a favorable evolution in the years before.! Inca Foods saw two
points of interest:

*  Growing in the C and D income groups is a clear strategy to prevent the
likely entrance of large international operators such as Wal-Mart and
Carrefour, which could enter the market with predatory prices.

*  Actual prices in open stall markets and among street vendors are higher
than in supermarkets despite the homemaker’s perception in the oppo-
site sense. This opens a window of opportunity for supermarkets.
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At the end of 1999, Inca Foods had a million weekly customers, about
5000 employees and 21 stores. In 2000, Inca Foods opened its twenty-second
store. This translates into 62% market share in the supermarket segment
nationwide. When interviewed about possible investments in Latin America
stemming from the recent merger between the European chains, Carrefour
and Promodes, Inca Foods CEO answered that his company has been
preparing to face new competitors for a long time.

Nationwide, supermarkets represent 17% of the retail market segment.
Open stall markets and street vendors at all economic levels cover the largest
percentage, with a smaller concentration in level A. There is a total of 300
open stall markets in Lima. Small convenience shops are another extremely
important sales channels, with approximately 50 thousand shops in Lima,
visited by people from almost all income groups.

Information Technology Use

Inca Foods has always been characterized by permanent technological
innovation. In 1989, it was the first supermarket chain in the country to use
bar codes on the goods it sold. The company assigned codes to national
products and assumed those of imported ones, already coded using interna-
tional standards. Additionally, each cash point and sales point installed POS
scanners (bar code readers).

Likewise, each store is equipped with four workstations for the function
of various information systems such as personnel, orders and procurement,
product marking, and merchandise reception. These systems were developed
by the corporation itself, as well as by third party services, mainly using a
client-server architecture and the PowerBuilder language.

Ateach store, stations form a star-shaped network and are interconnected
to corporate servers through dedicated telephone lines. Central databases and
commercialization, sales, personnel, accounts payable, and finance systems
reside in these servers.

From the start, Inca Foods saw the need to use information technology to
optimize the processes involved in its complex logistics chain. Three kinds of
companies make up the supply chain of Inca Foods supermarkets: producers,
distributors, and retailers. Competition among this segment’s retailers takes
place mainly in Lima. On the other hand, producers and distributors can be
grouped in two large categories of products: perishable (including dairy
products) and non-perishable goods.

Nonperishable goods producers and distributors represent 70% of the
volume sold by Inca Foods, and they are both local and multinational
companies. As for perishable goods, the company buys directly from stock-
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piling centers such as the Wholesale Market and fishing terminals of Lima.
Additionally, Inca Foods is supplied by a large number of small local vendors
with sweets, bakery and dairy products, among others.

In 1994, Inca Foods got interconnected to Procter & Gamble IBM’s VAN
network, assuming a leadership role in changing traditional supply patterns.
Standard forms were then defined for the “purchase order” and “response to
purchase order” documents. That same year, EAN Peru was charged with
defining EDI (Electronic Data Interchange) message standards from EDIFACT
messages. At the same time, Inca Foods and other supermarket chains were
promoting the application of bar codes based on international standards
among their suppliers for using them on local products.

These technological developments permitted Inca Foods to take the next
step and implement the Efficient Consumer Response (ECR) concept. Like-
wise, it currently aims at exploiting the enormous amount of information it has
been able to gather with the launching some years ago of its IncaCard used by
its customers when shopping at the supermarket. In this way, Inca Foods
intends to achieve a personal relation with its customers through implemen-
tation of the Customer Relationship Management (CRM) philosophy.

Launching of the Virtual Supermarket

In 1994, Inca Foods implemented a system to respond to telephone orders
from its customers. Three years later, in 1997, the corporation started to
develop e-business through the Internet. In this regard, the CIO points out:

The presence of the Internet reflects the corporation’s interest in

reaching customers in all ways possible: Store, telephone, Internet,

and other means that could be developed.

The development of virtual supermarket, the first in Lima, can be divided
in two stages. First, the project was led by the information technology area
with little participation of other areas in the organization. Development had
an IT approach more than a business one, which was reflected in an excess of
functionality that overloaded service and made the system slow. As for
communication, concepts related to e-business were disseminated to involve
more areas in the project. Second, the development started to include other
corporate divisions more actively, among them marketing and procurement,
interms of defining business processes and product presentation as well as the
services that could be provided. Likewise, the most important customers were
asked to send in their comments and suggestions.

Logistics support, one of the success factors of the system, is not
completely decentralized. Four stores have been charged with responding to
both telephone and Internet orders. Prices and rates or transportation fees are
communicated by telephone and are published on the Web page.
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Aspects such as including advertising and additional information are
being negotiated with suppliers. Some questions currently being evalu-
ated are the following: What product brands should be included in
standard shopper carts? What should be the order in posting publicity or
product photographs? What additional information should be included in
the Web page?

By launching the e-shop, Inca Foods is combining its activities in the
physical and virtual worlds, permitting it to identify new business opportuni-
ties and to generate value through appropriate use of information. As
explained by Rayport and Sviokla (1995), Inca Foods can now generate new
ways of relating to its clients. To do so, studies were commissioned to estimate
acceptance of its virtual supermarket in the city of Lima. However, what
happened later, surpassed all expectations.

Internet Buyers

Market research had revealed that Inca Foods could reach 130,000
potential consumers among Lima Internet surfers. However, in a little while
and unexpectedly, Inca Foods discovered a new potential market, Peruvians
abroad who wanted to shop for their relatives in Peru. In fact, a little after the
Inca Foods website was launched, communications were received from
Peruvians abroad, who were interested in shopping for their relatives residing
in Peru.

For some years now, Peru has undergone a severe economic crisis that
keeps more than 50% ofits population in poverty. Some estimates, not official
but quite accurate, show that more than two million Peruvians live outside the
country. They have migrated in search of better living conditions and
periodically send money to help sustain their relatives in Peru.

With the progress of telecommunications and the Internet revolution,
expatriates were able to contact their relatives in Peru through the Web.
Immigrant communities in different parts of the world no longer had to wait
to receive country newspapers to get information about what happened in
Peru, but they were now able to get almost instant information about the most
recent events. A short while later, national portals were created that became
a convergence point for Peruvians abroad, where they found political,
economic and sports news, as well as entertainment, horoscope, publicity, and
even the possibility of chatting with their relatives and friends. These portals
created a very peculiar environment, where those who migrated felt some-
what at home.

This way, probably in one of those chat sessions or in surfing hours trying
to learn new things about the country, the Inca Foods website was spotted at
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the end of 1999, and the idea of cooperating through food bought at the
supermarket through an electronic transaction came up, instead of sending
cash and paying a commission so it would reach Peru, resulting in an easier,
wiser, and cheaper way of helping their relatives.

Differently from Wal-Mart, with stores in almost every city of the United
States and in different countries like Germany, Argentina, Brazil, Canada,
China, and the United Kingdom and, from the French supermarket Carrefour,
with stores in twenty different countries, Inca Foods is only present in Peru.
This makes it possible for the virtual store of Wal-Mart to reach a large public
and close commercial transactions with customers anywhere in the world
witha U.S. PO Box. Evidently, the virtual supermarket of Inca Foods still has
a long way to go to reach such a capability, besides having to overcome
exogenous problems stemming from the environment in which it operates. It
is convenient to be aware that Tesco, the United Kingdom supermarket leader,
tops the list of global online groceries sales with over U.S.$580 million yearly,
within its chain of stores in the British Island.

Ahold Group from The Netherlands got the second place in online sales
after its acquisition of Peapod, the largest virtual store of food and mass
consumer products of the United States in April 2000. Now, Ahold Group has
several supermarket chains in Latin America, as Bompreco in Brazil, Disco
in Argentina and Uruguay, and Santa Isabel in Chile, Peru and Paraguay. Most
of them, except Santa Isabel in Peru, practice e-business operations within
each of the aforementioned countries.

However, it must be noted that Wal-Mart, Carrefour, Tesco and Inca
Foods share a common problem: distribution logistics. The American
supermarket has solved it by limiting distribution to the U.S. territory and
protectorates. The French supermarket makes online sales only from its
French stores to be delivered in France, while the British supermarket only
sells inside its country. The Peruvian supermarket restricts delivery to the
city of Lima, using its own distribution units, and, eventually, upon
special request by some customers, it can take the order elsewhere inside
the country charging a higher transportation fee. If compared, distribution
costs are much smaller for Inca Foods.

Meanwhile in Lima, the Inca Foods CIO became aware of the potential
this market meant for the organization, but was equally aware that an
appropriate legal framework was necessary to acknowledge commercial
transactions exclusively carried out through the Internet, if the company
wanted to serve these unexpected customers.

The Inca Foods’ virtual supermarket had been created to cater exclu-
sively to the Lima market. Even with this restriction, the process to be
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followed to ensure transaction security was quite cumbersome. On this
subject, the CIO says:
The main aspect concerning Internet consumers is to count with a safe
e-business mechanism. This will permit us to attract more Internet users
and increase their confidence when they do their online shopping.”

Operation Modalities in the Virtual Supermarket
The virtual supermarket started operating by implementing the SSL

(Secure Sockets Layer) security protocol for credit card transactions. Peru-

vian commercial regulations are a limiting factor to e-business development

because they require cardholders to sign a voucher at receipt of products
bought with a credit card.

Fortelephone orders, operators interact with customers and validate their
order at each occurrence. With some Internet orders, an operator needs to
make some additional phone calls to validate them. This means an inconve-
nience to customers and occasionally sales are frustrated. However, the
shop’s officials point out this verification is necessary.

How to overcome these inconveniencies? That was the concern of Inca
Foods’ virtual supermarket officials. They wanted to increase the still small
online sales. They decided to tackle the issue in two ways:

*  To locate the main server of the virtual supermarket in the U.S., so that
the transaction could be carried out under U.S. commercial transaction
standards, which do not require the voucher signature.

*  Toimplement SET (Secure Electronic Transaction), a security pro-
tocol not requiring voucher signing for payment with credit cards.?
However, SET requires implementing electronic certificates in the
stores’, banks,’ and customers’ terminals, which are not being used
by all banks and countries.

Additionally, a payment system was used at the Inca Foods, virtual
supermarket consisting of debiting from a savings account in a local bank
affiliate. To do so, customers were taken from said bank’s Web page to
approve the transaction. This debit does not require voucher signing and is
restricted only to said bank’s customers and, therefore, to residents in Peru.

Some months elapsed since the business opportunity created by Peruvi-
ans abroad was identified, and the regulations permitting e-business with
local companies using servers located within Peru for local shopping.

Currently, Inca Foods offers customers five ways of payment for their
purchases atits virtual supermarket. This has permitted it to continue serving local
customers through the aforementioned modalities and add services to foreign
customers. Payment modalities and conditions for each of them are the following:
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Cash: Cash must be indicated as the chosen way of payment when
customers want to pay at merchandise delivery. The order will be
confirmed by telephone or email before it is sent.
Credit Card (with voucher signing): Visa, MasterCard or Diners Club
must be indicated as the chosen way of payment at merchandise delivery.
At this moment, customers have to sign the voucher for their purchase.
The order is verified by telephone or email before it is sent.
Moneycash: This payment modality is only valid for Banco Money
customers that hold the Moneycash card. Customers have to indicate
Moneycash as way of payment. In this case, payment is completely
electronic and Banco Money controls and approves or refuses the
validity of the transaction and informs Inca Foods if the transaction may
take place. Customers must enter their account access password and
choose the account to debit.
SET (Visa): SET (with electronic wallet) must be indicated as way of
payment when customers have a SET certificate and electronic wallet
installed in their PCs. In this case, payment is entirely electronic and Visa
controls and approves or refuses the transaction’s validity with the
customer’s card and informs Inca Foods whether the transaction may
take place. Customers must enter their electronic wallet access password
and choose the card to be used.
MOSET (Visa): MOSET (without electronic wallet) must be indicated
as the way of payment when customers are not available to sign a voucher
for the corresponding consumption because they are not at the delivery
site. This modality does not require entering an access password; only
the card number to be used and its expiration date must be indicated. In
this case, transactions from customers with free mail accounts are not
accepted and the procedure is the following:

* At the end of the order, customers will receive an email indicating
confirmation of received order.

* They will instantly receive another email informing them about the
situation of their transaction with said card, that can be APPROVED
or REFUSED. In case of approval, customers have to respond to this
email by indicating the required data and confirming their acceptance
of the operation.

+ Customers will receive final confirmation email 24 hours after their
response. Their orders are processed within 48 hours.
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The Virtual Supermarket Goes International

The CIO considered that now that they had been able to solve the
security problem, he was ready to launch Inca Foods in the virtual world.
He now had to face the problem of reaching prospective customers in the
best way possible among Peruvians residing abroad who were still not
aware of the virtual supermarket.

To do so, he assessed the possibility of putting banners in Peruvian
portals. After analyzing several of them, he decided Tierra Peruana was the
mostappropriate. Tierra Peruana is the portal of an important telephone group
established in Peru. He also chose El Observador, a portal developed by the
most prestigious newspaper in the country. His research led him to conclude
that these were the two most visited portals by Peruvians abroad.

There is still a lot of debate around the effectiveness of advertising
through banners. The recent e-branding concept creates and strengthens a
brand by using all the resources offered by the Internet. Many advertisers think
that a banner is equal to buying a TV spot to show a 30-second still graphic
advertisement. To overcome this problem, they suggest using e-branding, a
concept that makes the most of the main advantage offered by the Internet—
interactivity (Callahan, 2000).

The CIO knew that Christmas time was the best chance to announce Inca
Foods on the Web. Hence, publicity contracts signed with both portals
established that banner exhibition would start in December. The advertising
negotiation scheme was agreed with Tierra Peruana on the basis of hits to its
different pages, while in the case of El Observador, a period of 30 days was
hired. Table 1 shows the results of the campaign in Tierra Peruana banners and
Table 2 shows those for El Observador from potential consumers worldwide.

Although the launching was short-lived, the information obtained was
very useful for the company, since it permitted it to estimate the effectiveness
of publicity through banners for the year 2000 Christmas campaign.

Table 1: Tierra Peruana Portal (from 12/03/2000 to 12/31/2000)

Page Hits Clickthrus Yield
Opinion 42,568 228 0.4%
Fernando Lama! 17,616 561 3.8%
Mauricio Pre” 37,414 792 2.12%
News 132,870 1,596 1.20%
Sports 260,688 2,340 0.90%
Total 491,156 5,517 1.12%

' Peruvian TV interview and entertainment anchorman

2 Peruvian writer, political analyst and interviewer who has a TV program in the USA
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Table 2: El Observador Portal (from 12/17/2000 to 01/16/2001)

Origin Hits Clickthrus Yield
United States 607,042 4,365 0.72%
Argentina 16,574 485 2.93%
Spain 15,689 113 0.72%
Japan 13,243 105 0.79%
Chile 6,453 83 1.29%
Italy 4,322 27 0.62%
Brazil 3,658 11 0.30%
Venezuela 1,862 4 0.21%
Peru 43,495 735 1.69%
Total 712,338 5,928 0.83%
Results

Although it was too soon for forecasting, since there were not enough
dataavailable, the supermarket gathered the information ithad collected at the
Inca Foods server in months prior to banner launching to visualize visit
evolution and sales in the last months.

Inca Foods prepared summaries with information regarding visits to the
virtual shop’s Web page and transactions carried out at the virtual supermar-
ket from September to November 2000, after which the portal promotion was
launched. Tables 3, 4, 5, and 6 show results for said months. The increasing
trend is maintained in January 2001.

Although break-even has not yet been reached at the e-shop, results so far
seem encouraging and have generated lots of expectations at Inca Foods about
the future of its sales abroad. Most Peruvian communities are in some of the
main cities of Argentina, Brazil, Chile, Spain, United States, Japan, Italy, and
Venezuela. But not only are Peruvians interested in visiting and buying at the
virtual supermarket; foreigners linked with Peruvians in one way or another
are also a target audience. Marketing executives at Inca Foods are currently
trying to identify additional advertising means to reach the enormous number
of potential customers. Meanwhile, they expect to accumulate more results to
define effective yield in their advertising campaign.

On the other hand, and to facilitate purchasing for Inca Foods website
visitors, besides having classified goods in different product lines and
permitting consumers to define a list of repeat purchases, the virtual super-
market now offers the possibility of buying vouchers for consumption. These
are coupons on behalf of the person chosen by the purchaser that stand for a
money value redeemable against a purchase. Thus, customers save connec-
tion time abroad and their beneficiaries in Peru get the necessary flexibility to
choose products they really want to acquire when they go to the supermarket.
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Table 3: September 2000

Description Total Daily Average
Number of visitors 7,192 240
Number of visits 13,912 464
Number of pages seen 126,632 4,221
Number of orders 262 9
Billed orders 192 6
Amount purchased (in US$) 14,813.90 493.80
Table 4: October 2000
Description Total Daily Average
Number of visitors 7,224 241
Number of visits 17,278 576
Number of pages seen 136,286 4,543
Number of orders 280 9
Billed orders 206 7
Amount purchased (in US$) 16,763.00 558.77
Table 5: November 2000
Description Total Daily Average
Number of visitors 9,488 316
Number of visits 21,980 733
Number of pages seen 157,350 5,245
Number of orders 300 10
Billed orders 227 8
Amount purchased (in US$) 17,357.14 578.57
Table 6: December 2000!
Description Total Daily Average
Number of visitors 11,248 375
Number of visits 31,952 1,065
Number of pages seen 203,226 6,774
Number of orders 330 11
Billed orders 294 10
Amount purchased (in US$) 22,062.86 735.43

"Includes banner advertising.
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The innovative idea of providing customers with consumption vouchers
at e-shop does not benefit only the customers. It also saves on delivery costs
and, on the other hand, lures customers to its stores, contributing to increase
retail market share.

Always committed to satisfying its customers and firmly persuaded of the
need for permanent innovation, Inca Foods, the largest supermarket chain in
Peru, is currently planning to use new IT applications to make the most of the
opportunities opened by the international reach of its shop.

FUTURE TRENDS

It is interesting to see a supermarket in a country where buying habits
in this type of establishment and Internet penetration are still reduced
making an innovative proposal such as launching an e-shop. Although it
is clear that this initiative fulfills one of its corporate values and not
seeking a way to increase profits, this circumstance cannot be sustained in
the long term. Evidently, maintaining technological infrastructure, as-
signing personnel, advertising, and executing the processes involved with
e-business demand an economic effort that sooner or later will have to be
paid by some of the company’s divisions.

Critical Mass

Inca Foods, executives were aware of the risk they were incurring, but
they bet that, sooner rather than later, critical mass would be reached to
achieve an appropriate cost-benefit ratio (approximately 10% of potential
market). Business-to-consumer transactions are increasing worldwide. Con-
sumers around the world go online to be able to experience this new buying
experience. Peru is not an exception to this trend. As consumers’ purchasing
power and living conditions improve, they recognize the advantages of saved
time and efforts through e-business. Data collected at Inca Foods show that—
though still small in dollar amounts and volumes—Internet transactions in the
country are climbing.

The greater growth projection for local transactions expanded suddenly
due to the interest shown by Peruvian foreign residents in helping their
relatives residing in Peru. This assistance translates into food purchases
driven by the expatriates’ sense of solidarity, longing, and generosity.
Although its study is beyond the scope of this chapter, its reality cannot be
underestimated. On the contrary, it should be duly studied to explore the
possibility of generating business opportunities. Although undetermined, the
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substantial amount of money remittances to developing countries by
relatives of local residents is by no means negligible and should be borne
in mind. Perhaps, unintentionally, foreign remittances sent as family aid
will allow reaching the critical mass that will turn the Inca Foods e-shop
into a profitable venture.

Conditions of an Electronic Purchase

Itcannot be denied that there are different factors affecting the realization
or not of an electronic purchase. One of them refers to the products’
characteristics and the sensorial experiences they generate (sight, hearing,
touch, taste and smell). Some consumers may shy back at the idea of buying
fresh vegetables through the Web. However, as long as the company is well
known for its reputation of selling quality products and complete customer
satisfaction, this refusal can be defeated (De Kare-Silver, 1999).

Product characteristics are intimately related with another key factor in
an electronic purchase, i.e., familiarity. Consumer confidence increases with
repeat purchases of known brands. The third and last factor refers to consumer
attributes or their motivations to purchase electronically and their attitude in
this situation (De Kare-Silver, 1999).

When Inca Foods launched consumption vouchers specifically devoted
to buyers abroad willing to contribute to their family expenses in Lima, it
sought to overcome the factors that could inhibit electronic purchase of daily
consumption products. Considering Peruvian consumers and eventual cou-
pon beneficiaries are social buyers, enjoying the opportunity of visiting an
agreeable environment as Inca Foods stores are, a compromise is reached by
which payers buy through the Internet and consumers spend pleasurable
moments at a store. Here there is another great chance to promote the virtual
supermarket growth.

Security and Reliability

Security has always been a concern for those willing to buy over the
Internet. The use of passwords was thought to be able to guarantee a secure
operation. Nevertheless, the use of passwords does not ensure the transaction’s
confidentiality nor information integrity, or eventual ulterior transaction
repudiation. Now, in Peru, there is a discussion about the benefits of Public
Key Infrastructure (PKI) and the need about a Certification Authority (CA) in
order to promote e-business. A digital certificate can guarantee operation
confidentiality and non-repudiation, information integrity, and authentica-
tion of transaction participants (Camp, 2000). Likewise, today a digital
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certificate is a proven technology with accepted standards and broadly
disseminated in different applications.

Its characteristics make the certificate a sufficiently secure means to carry
out commercial transactions on the Internet. Commercial establishments,
banks, and card issuers trust them and assume the risk of an unlikely violation
of security codes. Now, consumers need encouragement to shop on the Web
and to realize that a credit card transaction in the virtual world does not entail
a greater risk than one in the physical world. It must be noted that current
trends show that e-business over the Internet will be inevitable in the
following years.

Once the problem of sensitive data exchange in a Web commercial
transaction is overcome, uncertainty of satisfactory end result is still to be
resolved through the delivery ofthe goods acquired by consumers at their total
satisfaction. Music, software, and texts are among a few items that can be
readily delivered digitally in an almost immediate manner. Most other
products, including those offered by supermarkets, need to be physically
delivered. The great challenge of companies devoted to trading this kind of
goods is to achieve and maintain an image of seriousness and honesty in their
commercial dealings. Inca Foods’ corporate philosophy has turned it into a
supermarket that enjoys its clients’ full trust. This reputation among Peruvian
consumers, earned over almost 20 years, makes customers abroad who are
aware of it increase their purchases at the Inca Foods virtual shop.

Advertising

Advertising through banners is still a mystery. It is necessary to consider
that driving visitors to a site is one thing, converting them into customers is
quite another. A NPD Group report points out that almost three-quarters of
online consumers have abandoned a purchase (Saunders, 2001). Whatis clear
is that a little more than 2% of the virtual supermarket visitors buy from it,
matching Forrester Research estimations. The yield of banners hired at portals
will have to be thoroughly analyzed in coming months.

The use of alternative advertising means to reach Peruvian expatriates
and their relatives in Peru should not be discarded either. The goal is to let
these two groups know that Inca Foods is an effective means to convey, in the
case of buyers, and receive, in the case of consumers, the desired aid.

An eventual strategic alliance with the largest credit card companies like
VISA, MasterCard, Diners Club, and American Express, should be evaluated
in order to identify Peruvian people abroad who are credit card holders as a
first step. Then, it could be possible to develop an advertising campaign
offering the Inca Foods virtual supermarket services.
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Virtual or Real?

Inca Foods was born to the real world and still carries out most of its
operations in its brick-and-mortar stores, even if it also offers its products
over the Web. It entered the virtual world as a concrete demonstration of
its commitment to corporate values. Figures reveal the public has ac-
cepted the initiative and that interesting perspectives exist abroad. How-
ever, the same data show that a large percentage of sales by volume still
comes from physical transactions. Among other factors, this can be due to
the still low penetration rate the Internet has in Peru and to the short life
of its e-shop.

Perhaps in some months, today’s reduced sales volumes over the Internet
may grow to become a significant percentage of Inca Foods’ total income.
Anyway, the nature of the products it sells and the warmth and elegant
ambiance of its stores operate against the likelihood of their closing. Inca
Foods will go on as a typical click-and-brick business. This characteristic will
permit customer satisfaction within and outside the country, while at the same
time increasing the firm’s revenues.

A New Paradigm

If there were ever doubts about the possibility of a supermarket selling
food and mass consumer products abroad through an e-shop, Inca Foods’
experience has demonstrated the opposite. Its success leads to meditate about
the actual and potential e-business opportunities for retailers — as supermar-
kets—in less developed countries.

Perhaps new terms should be coined to define this new modality of e-
business. If global-out was the name given to what Amazon.com does
because of its global delivery of books from a Seattle server, global-in
could be the name for Inca Foods’ scheme of global offerings and local
distribution within a country.

Although Inca Foods does not have any plan to abandon its physical
supermarket for now, the click-and-brick scheme allows it to develop a new
distribution channel. This new distribution channel will help overseas and
wealthier buyers to support the needs of local Peruvian consumers. Who
otherwise would not be reached because the poor supermarket penetration.

CONCLUSION

When Inca Foods executives launched its e-shop, they did so with the
firm purpose of offering an additional service to itscustomers. They never
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thought they would arouse the interest of people living outside their commu-
nity. Also demonstrated was the possibility of selling products that are hard
to sell electronically in a market where Internet penetration is still incipient.
E-business breaks barriers and facilitates commercial exchange.

The fact that the virtual supermarket did not initially target foreign
markets was not a reason for Inca Foods, marketing managers to discard the
idea of satisfying this segment. On the contrary, it led them to create
ingenuous modalities such as consumption vouchers to facilitate buying from
the e-shop. Likewise, it led them to make an effort to identify Internet habits
in the Peruvian communities abroad and to effectively reach them through
advertising.

Even if it still needs to demonstrate that it can make a profit, the e-shop
shows favorable acceptance from consumers and cost-effective distribution
logistics. When costs are necessary, it has been shown that they are not higher
than those the virtual shop had at birth, and also that they are way below those
of large world-class supermarket chains.

According its forecasts, during the year 2001, Inca Foods expects to
sell between US$4 million to US$9 million among the Peruvians living in
the United States. It should be noted that food, beverages, and mass
consumer products are projected to amount to 18% of online retail sales
around the world by 2005 (Bakos,2001). Given that Inca Foods e-sales are
around 2% of its total sales, it would be reasonable to expect a great
growth in the coming months.

The Inca Foods virtual supermarket is a corporate initiative that could be
adopted by other supermarkets operating under economic, social, and cultural
conditions similar to those of Peru.
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ENDNOTES

' The number of homemakers in Lima is about 1,500,000: level A
represents 4%, levels B and C, 56% and level D represents 40%.

2 At the end of 1999, a SET pilot project was implemented by Visa
International with the participation of five banks (Banco del Pacifico, Banco
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del Amazonas, Banco Money, Banco Internacional, and Banco de los Andes),
four companies (Inca Foods, Teléfonos del Sur, El Observador, and Soy Pert1)
and 250 customers.
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APPENDIX:
INCA FOODS AND SUPERMARKET
EVOLUTION IN PERU

1942: To secure its family income through business, a young married couple
opens a small convenience shop at the corner of a block in a new
residential quarter in the city of Lima, San Isidro.

1950: The shop is entirely remodeled. Home delivery by bicycle starts. Credit
is made available to customers.

1980: The shop in San Isidro operates to capacity. The need for another shop
becomes evident.

1983: Growth takes off. A store in the Miraflores quarter is chosen among
nine options because of its premium location. Once the second shop
was inaugurated, the objective was to gradually learn how to manage
two shops at the same time, as well as to consolidate before opening
other shops.

1985: In February, Inca Foods opens its third shop and in June, a fourth one.

1989: Inca Foods starts identifying all its merchandise with a bar code and
installs bar code scanners at each cash point in its shops.

1990: The supermarket segment in Peru consists basically of six chains in Lima
with about 89 shops. These chains represent only 15% of the retail market.

1992: Inca Foods Delivery starts. It is a home delivery service that quickly
reached its objectives and served record numbers of registered custom-
ers and daily orders.

1993: Inca Foods becomes still more consolidated after having bought
Americanos and Calidad, two supermarket chains. In May, the Marino
supermarket chain enters Peru, as a Chilean investment in 85% of shares
from Nena supermarkets. Marino located its shops at A and B income
group quarters, although it has also gained the acceptance of C income-
group customers.
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1994: By participating at EAN Peru, Inca Foods starts collaborating in
defining of EDI message standards. The first virtual supermarket in Peru
is launched by Inca Foods.

1995: Inca Foods and Marino supermarkets cover income groups A and B.
Inca Foods focuses its growth strategy on segments C and D, by
relaunching the hypermarket concept with all the characteristics sought
by C and D housewives.

1997: Many competitors’ shops close after along struggle. Only 47 supermar-
kets remain nationwide. Of them, Inca Foods owns 14, Marino 14, and
PinTop five in Lima and another five in cities in the interior of the
country.

1998: In 1998, sales in supermarkets showed that Inca Foods had sold
U.S.$449 million at its 18 shops, Marino U.S.$206 million at 20 shops,
and the others with nine shops sold U.S.$68.8 million. These amounts
gave Inca Foods undoubted leadership in the supermarket segment in
Peru with 62% of market share, followed by Marino with a distant 29%.

1999: Nationwide, supermarkets account for 17% of the retail market, while
the supermarket penetration rate in other Latin American cities such as
Mexico is 40 to 45%. Inca Foods and Marino have remained as the main
players. A new competitor has appeared thanks to a popular hypermarket
launched by a well-known Peruvian group.

2000: Inca Foods consolidates its leadership position in the supermarket
segment in Lima and now has 22 shops. Likewise, it decides to push its
virtual supermarket by launching it through banners in two Peruvian
portals to stimulate the purchase of products over the Internet.
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Chapter VII

Reality vs Plan: How
Organizational E-Commerce
Strategies Evolved

David Gordon and James E. Skibo
University of Dallas, USA

Part of efficient management is measuring actual performance against
desired metrics. In turn, actual strategic outcomes can be measured against
plan. The authors show that this is also true of organizations’ e-commerce
performance versus planned performance. While most organizations with
successful e-commerce tend to take the view “There’s no stopping us now!,”
the authors explore the interesting relationship between what the organiza-
tions had originally intended versus what operations actually dictated and
how those changes affected their sites’ performance. To add to the literature,
the authors explore the ramifications of the results of a survey conducted
among some of the leading organizations in today’s business and the analysis
of several dot.com enterprises. Along the journey, the authors discovered
changes in organizations’ “desired capability” occurred as the organizations
encountered various challenges to their global e-commerce, such as currency
fluctuation and logistical considerations involved with order fulfillment,
from industrially powerful countries versus third world countries. The au-
thors also explore various aspects of organizational change evidenced when
organizations entered into e-commerce globally. The authors show that
theoretical approaches quite often must change with the realities of business
when organizations commence e-commerce operations.

Copyright © 2002, Idea Group Publishing.
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Business and industry are faced with a plethora of change in the 2000s on
a scale that has not been equaled in the last century. Most of this change is
being brought about by the rapid evolution of technology and equally rapid
expansion of the Internet into everyday business functionality. One would
expect that this evolution, or some might term it “revolution,” would have
certain aspects that are evocative of organizational upheavals of the past.
However, our research shows that disparate organizational structures are
evolving at the speed of business and that those structures are influenced by
operational performance.

Much has been written and researched regarding the evolution of the
Internet and the revolution it is bringing to today’s businesses. For our
research, we concentrated our effort on an area that has not been previously
researched or explored too widely, and that is the adaptation of organizational
structure to the strategic e-commerce plans of an organization.

Many companies are rapidly discovering that it behooves them to have
an e-commerce capability for their customers. The reasons for this are both
economy and survival. Economic forces driving the decision are that many
companies are discovering they quickly can globalize operations by establish-
ing a presence on the Internet, transforming themselves, quite literally
overnight, from a regional business into a business with a global reach and
global implications for operations (Skibo, Hughes and Gordon, 2001a). From
a survival standpoint, businesses also are realizing that, unless they take this
step into e-commerce, they will fail to meet the activity and customer access
of their competitors in a consumer-centric world. The message to organiza-
tions is clear, they must have an Internet presence.

The research encompassed in this chapter centered on the forms of
organizations that have evolved, and are evolving, to support the organiza-
tions’ ventures into e-commerce as they begin the new millennium. Further,
how do the organizations’ plans for operation change over time. The organi-
zations were of many sizes and complexity; however, all were what can be
termed “Fortune 500 organizations. The most interesting structure observed
is one of widespread dispersion of departmental functions throughout the
organization for the purpose of meeting the organizations’ e-commerce goals.
For example, in the typical organizational structure, one would expect to see
the MIS Department fulfilling its traditional technological support role by
supporting the Marketing Department’s and Operations Department’s entry
into e-commerce. That is, the MIS Department’s software and hardware
experts would rally to the support of the Marketing Department and Opera-
tions Department by establishing whatever hardware and software require-
ments were necessary to run the organization’s e-commerce.
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In that modality, the MIS Department would not take an active role in the
management of the e-commerce of the company; rather, its role would be
defined as strictly supportive in nature. That is, because, in a traditional
modality, the Marketing Department would operate quite autonomously from
the MIS Department, as well as other departments within the company
deemed as fulfilling support roles (Skibo and Gordon, 2000a). For example,
the Finance and Accounting department would provide ancillary accounting
support to include financial accounting services, billing, charge card process-
ing, claims processing, prepayments, etc. (Skibo, Hughes and Gordon,
2001b). Likewise, the Logistics Department might provide a supportive role
by assisting with inbound freight routing and selection of shipping agents and
modalities to offer to the organization’s customers. In this scenario, the
central player however would still be the Marketing Department who handled
the charter of “running the store” or, in this case, the e-commerce site. In this
manner, which is one that defines the traditional business structure, each
department in the company would have a clearly defined role to play in the
success of the organization’s store operation and management.

To ascertain what organizational structures were extant within organiza-
tions active in e-commerce, the authors interviewed and surveyed forty resale
businesses in the United States. The survey was designed to seek differences
in organizational structure that evolved from the time the organization first
constructed its e-commerce site, until the current time when the organization
has had the benefit of experience in operation of its site. Based on the results
of this research, one can see a clear pattern of organizational upheaval and
change occurring in all of the organizations surveyed. The survey instrument’s
questions and results are in the Appendix.

IN SEARCH OF THE LEADER

A common trait disclosed among the organizations surveyed was that
most gathered organizational structural information from their competitors in
order to facilitate their own organization’s entrance into e-commerce. This
“lead dog” approach placed the organization in a position of reliance in this
new e-commerce market upon those who already had experience with the
market’s problems, use of technology, and overall organizational method-
ological modifications to solve a problem of entry into e-commerce (von
Hippel, 1986).

While it was not the intent of the research to explore the use of the
Leonard-Barton (1991) model, there was some expectation that the research
would disclose at least limited use of the multidisciplinary teams described by
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Leonard-Barton. It was expected that organizations would use multidisciplinary
teams in an anthropological modality to determine those organizational
structures used in the past by the organization, and competing organizations,
that might have some viability in the solution finding for the organization’s
current problems it was facing with its entrance into e-commerce. However,
the research disclosed virtually no use of this modality.

We did find at least two instances where companies placed a high-
value on the functional deployment to be realized in their future e-
commerce sites, and those organizations conducted rather extensive team
visits with known and potential customers and found the outcomes of
those visits extremely useful (McQuarrie, 1993). Interestingly, the fol-
low-up survey two years later showed a significant change in value
placement towards customer involvement in the respective organizations’
e-commerce sites’ continuing development, thus validating the utility of
the McQuarrie (1993) model in this application.

While the organizations who initially utilized the approach described by
von Hippel (1994) stated that they had achieved their initial startup goals, our
research disclosed that after initialization of the organizations’ e-commerce
sites, the evolution into a different organizational structure than that used
initially by the “lead dog” had already started to take place. The most common
initial organizational structure used to initialize the e-commerce site (shown
in Figure 1) utilized resources within the organization and was structured
very much along traditional organizational boundaries. The structure
closely follows the organization’s plan for entry into e-commerce. That is,
the Marketing Department was typically the driving force behind the
initialization of the e-commerce site with a support and concurrence role
played by the MIS Department. A somewhat secondary support role was
played by the Finance and Accounting Department for the processing of
financial instruments to execute sales on the e-commerce site. The role of
communication in this model also followed traditional operational mo-
dalities.

Operational authority for the organizations’ new e-commerce sites was
somewhat more difficult to define because most organizations surveyed for
our research indicated some difficulty in establishing operational lines of
authority. The organizations indicated that, in their traditional brick-and-
mortar stores, lines of authority were clearly delineated and understood within
the company. Marketing would identify key markets that could then be
exploited for profit. Operations would construct and operate a store in that
market. All other departments in the company, chiefly the MIS and the
Finance and Accounting Departments, played a strictly supportive role in that
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Figure 1: Organizational structure utilized for entry into e-commerce
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model. In this model, the MIS and Finance and Accounting Departments did
not play a role of informing the Marketing or Operations Departments of
where they could build a store; how that store could be built; how the store
would look; how many customers could enter its doors; how many sales
transactions could be achieved in any business day or hour of operation; or that
the store would occasionally have to be closed for maintenance. The evolution
ofe-commerce changed that. The MIS Department was now castinanew role,
one that required them to provide input to the Marketing and Operations
Departments for all of these issues (Skibo and Gordon, 2000a).

In large part, the new role evolved because of the e-commerce site’s
requirement for conceptualization and development. That demanded that
innovators within the organization were required to solve complex problems,
to overcome surprises, to develop “work-arounds” for barriers, and to bring
together processes that required multidisciplinary talent from new and some-
times somewhat unfamiliar resources within the company. Further, this effort
required the organization to frequently amend its strategic vision for its e-
commerce site’s performance. This realm of change brought about fluidity in
the organizational structure, fluidity in the planning process and fluidity in the
financial results of the organization (Skibo, Hughes, and Gordon, 2001Db).



140 Gordon & Skibo

The term “unfamiliar resources” is used because most large and complex
organizations tend to focus on operational efficiency that translates quite
often into the use of rigidly standardized procedures and processes, which
tend to suppress and, one might argue, even punish originality of thought and
action (March and Simon 1958; Quelsh et al., 1987). Additional difficulties
faced the organizations because of the existence, in other operational modali-
ties, of certain departments within the organizational structure possessing
more power than others did. This condition, the research disclosed, existed
because of a historical basis for the more powerful department having
managed uncertainties for the organization previously (Pfeffer and Salancik,
1978; Nelson and Winter, 1982).

Thisrigid resistance to change and managerial preference for process and
operational uniformity, combined with a likelihood of disparate power within
the respective organizations’ many departments, provided a rich basis for
fragmentation into different “thought worlds” (Dougherty, 1992) which, one
could argue, posed barriers to the integration and evolution of an entirely new
process and environment such as e-commerce. This is also one of the reasons
that many companies facing convergence in their industry (and the authors
would argue that e-commerce represents convergence) must align their
organizational and operational structures for e-commerce in order to survive
in this brave new world (Gordon and Skibo, 1999).

How then do organizations overcome these barriers to development of their
e-commercesite? As Dougherty (1997) suggests, itisnecessary to link the internal
and external customer needs with the organization’s technological capabilities in
order for a viable new product to emerge, which in this case, we submit is the e-
commerce site. Our research shows that the organizations, after initially emulat-
ing those structures of the “lead dog” in the business, then moved forward towards
a specific organizational structure in which power is somewhat evenly shared
between widely disparate departments in the organizational structure. This even
dispersal of power and authority over many agencies in the organization formed
anew and unique structure (Figure 2). While this structure seems to have evolved
to handle the day-to-day functioning of the respective organization’s e-commerce
site, there was still strong evidence of conflict with the organizations studied
regarding which agency “owned” the e-commerce site.

Our research shows that the evolution to dispersed power among many
organizational elements did not happen entirely without internal conflict and
organizational self-discovery, or without the redefinition of functionality of
the internal operating structures, procedures, and business models. Of the
many companies reviewed, it is the authors’ opinion that this evolution is still
very much of a work-in-progress.
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Figure 2: Dispersed e-commerce organizational structure
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This equilibrium of power was largely because of the heavy reliance on
the MIS Department by other departments within the organization. This
reliance created a new and additional line of authority and power within the
company. Operational control of the traditional brick-and-mortar stores
rested squarely in the Operations Department and never within the MIS
department. Leadership in the MIS Department now found itself in more than
just a support role. Its new role placed it in a position where its advice for
future decisions played a key role in the strategic development within the
organization. However, most organizations surveyed for this research project
indicated that overall responsibility for the site rested with the Marketing
Department with the MIS Department fulfilling a support role. However, the
shift of power, or at least perceived power, is clearly evidenced by the results
of the survey taken.

The initial organizational structure that was most common in the organi-
zations we studied was one where the Marketing Department was the driving
force towards initialization of e-commerce within the organization. However,
the MIS Department filled a somewhat central role by providing the mechan-
ics of the Web site development software and hardware selections and
ongoing maintenance of the hardware and software necessary to operate the
e-commerce site.
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While the above model is what one would have expected to evolve, our
research shows the reality to be quite a different matter indeed. The structures
evidenced in the research seem to indicate hands-on experimentation both
within and across functionality within the organizations studied. Structures,
rather than being very unmalleable, have displayed a remarkable fluidity over
time. Souder (1987) showed that when technology and market are unfamiliar,
the most successful structure is one that is task-dominant. In this structure, the
task-dominant team takes the approach that everyone focuses on the entire
developmental process rather than just one piece of it. The team members
become functional specialists with continuous infrequent interactions and a
freely flowing information exchange along multiple communication chan-
nels within the organization. In this environment, coordination mechanisms
are loosely assigned among the team members rather than clearly assigned to
certain individuals. This ensures there are no formal hand-off transfer points;
thus it becomes a truly boundary-less structure.

The research confirms that this structure was indeed what the majority of
organizations utilized for their startup of the e-commerce sites; that is, they
used the existing structure that they were familiar with and in possession of
to define and develop their e-commerce site. However, as the sites became
operational, the organizations quickly learned that the traditional model was
not serving them well, and they were unable to be very nimble in meeting
changing demands of the marketplace, or were rather inflexible in being able
to customize the site to meet their particular customers’ needs. As the reality
of the situation became evident to the organizations, the organizations
realized somewhat quickly that an inability to meet these demands quickly
and efficiently was affecting their perceived operational efficiency. The latter,
of course, had implications for the bottom line of the organizations and was,
therefore, unacceptable for the future operation of the respective organiza-
tions’ e-commerce sites. This is very reflective of the disruption caused by
segmentalism described by Kantor (1983) and the rigidity evidenced in highly
complex organizational structures (Burns and Stalker, 1986).

While segmentalism breaks down highly complex problems and paths
into smaller and smaller pieces that are perceived by management to be
manageable, segmentalism also tends to rigidly compartmentalize functions,
budgets, managerial expertise, and, in the case of technology, pathways to
utilization of the technology possessed by the organization. Because of this,
organizations wishing to construct their e-commerce sites were able to do so
initially through a common will expressed throughout the organization that,
therefore, made the construction of the e-commerce site something of a
mandate for organizational survival as well as individual betterment. Once
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the luster of the initial e-commerce site waned, and the problems of day-to-
day operation began to manifest themselves, the organization quickly realized
that in order for the e-commerce site to survive and thrive, something would
have to change and must do so rapidly.

What this meant for the traditional boundaries in the organization is that
the MIS Department’s expertise in constructing and technologically manag-
ing an e-commerce site were no match for the budgetary power that the
Marketing and Operations Departments possessed. They possessed the finan-
cial power to have the site operate “their way.” This created a tension in the
organizations that one would argue took on the appearance of a classic power
struggle within the organization. One has only to look at answers to questions
the survey posed to the organization in order to see this. One survey question
asked, “Who is the ‘owner’ of your organization’s e-commerce site?” When
the organization’s e-commerce site was approximately one year old and this
question was posed, the answer given by the MIS Department managers was
that the MIS Department was the owner of the organization’s site. When one
posed the same question to the Marketing Department and Operations
Department, each stated it were the owner of the e-commerce site because it
was not any different than any brick-and-mortar store the company already
operated. This difference in perception of ownership clearly set up the
organization for internal conflict (Hardy, 1994), which had to be resolved
before the business could move forward with the technological and opera-
tional innovation required for its e-commerce site.

The organizations studied tended to form multifunctional teams for the
purpose of resolving the perceived internal conflicts and maintaining the
viability of their nascent e-commerce sites. We believe that this was because
the organizations’ perceptions of value derived from the success of the e-
commerce sites were highly relative to the means the organizations were
willing to employ to ensure their sites’ success. This means that organizations
were willing to establish a variety of boundary-spanning roles to handle the
many interfunctional communication requirements needed to ensure the
organizations Web sites’ success (Anacona and Caldwell, 1990). In other
cases, we saw development of multi-team structures which were designed to
leverage the organizations’ technologies across what they perceived were
multiple product offerings; for example, the organizations’ brick-and-mortar
stores and their e-commerce sites (Jelinek and Schoonhoven, 1990; Cusomano
and Nobeoka, 1994). In all the organizations studied, the authors found a
commonality of purpose among them; that is, they all desired every e-
commerce site to be no less an offering for their customers than that presented
by their traditional brick-and-mortar stores. This finding, in the authors’
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opinion, was a significant driver for the organizations to resolve any internal
conflict. Following Clark and Fujimoto’s model (1991), in virtually all
instances, the organizations also placed a top-tier manager in a position that
assured internal barriers could be quickly dealt with and had the necessary
power to remove any internal barriers within the teams. The organizations
also established reporting and coordination mechanisms (Adler, 1993) to
insure that the time that they perceived was lost time, which occurred during
the initial start-up phase utilizing traditional organizational structures, would
not recur as the Web site’s business elevated to significant levels within the
organizations’ overall business model.

The most typical change we saw occur in organizational structures was
that of pooling of power between departments in the old organizational
structure when one looks at the organizations’ e-commerce business. This
means that when one looks at the organizational structure now in place to
manage e-commerce, one sees a fairly equal distribution of power and
influence between departments typically associated with e-commerce busi-
ness such as Marketing, Finance and Accounting, Operations, and MIS.
However, when one looks at the organizational structures still in place in the
organization for their traditional brick-and-mortar store operations, one finds
virtually no change having taken place in those structures. This is an
interesting phenomenon in the authors’ opinion, because it denotes a willing-
ness on the organizations’ part to accept high-growth on their e-commerce
sites and lesser growth in their traditional brick-and-mortar channels without
perceiving the need for organizational change in order to achieve the same
growth rate in its traditional brick-and-mortar operations.

Inall cases, the organizations studied realized significant business volume on
their e-commerce sites vs. projected business volume in their brick-and-mortar
stores for the same period. We feel this denotes an expectation on the organiza-
tions’ behalf that their e-commerce sites would represent something of a sales
phenomenon for the organizations; however, the e-commerce sites had no
connectivity with the organizations’ traditional brick-and-mortar stores. One
would expect that with double-digit sales growth being experienced on the e-
commerce sites, the organizations would be quick to take an introspective view
of their traditional brick-and-mortar business, with the view toward bringing
some of the same growth experienced by their e-commerce sites into their more
traditional market channel. However, the view that we found was quite the
opposite; rather, the two were viewed as totally disparate operating entities with
no similarities; and therefore, no ready base of comparison should be made
between the sales and one channel in the sales and another. This is an area the
authors feel is deserving of further research.
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Organizational Lessons

There are several interesting organizational lessons to be learned from the
methodologies that the organization’s studied employed. In the traditional
organizational structure, the Pfeffer and Salancik (1978) model suggests that new
products such as the organization’s e-commerce site would need to conform to
top-down plans dictated by the organizations’ hierarchy of management in order
to achieve success. Using the same model, if the organization relied solely on the
bottom-up method for the emergence of innovation in its e-commerce site, then
innovations inherent in this new form of business would not build upon them-
selves in the future. In the organizations we studied, top managers utilized the
“subtle influence” control methodology by framing their desire for technological
innovation in the form of the organization’s e-commerce site and then allowing
the organization’s internal innovators to develop the actual specifics of the site and
its operation (Takeuchi and Nonaka, 1986). From this point, the organizations
exercised the truly innovative approach by balancing the tension between
determination and emergence. The organizations studied accomplished
this by forming what we will call a pseudo-department (Figure 3) com-
prised of members from the task-dominant teams established to create the
organizations’ Web sites. This was endemic to all of the organizations
included in our research for this project.

Figure 3: Organizational structure utilized after entry into e-commerce
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Large corporations, however, have the tendency to emphasize determi-
nation over emergence (Dougherty, 1997), and this has the effect of sublimat-
ing innovation in the organizations’ e-commerce sites when such innovation
emerges from the task-dominant teams created to establish the organizations’
e-commerce. A servant-leadership role would, perhaps, be more beneficial to
the evolution of the organizations’ e-commerce sites, however, large and
complex organizations are generally unwilling to adopt a servant-leadership
role for high technology projects, especially when problems with the existing
site or delays in the implementation are perceived by high management
(Rosenbloom and Abernathy, 1982).

CONCLUSIONS

We think it is important to provide some measure of the efficacy of
these organizational ecological patterns. While most of the patterns are
still in their founding stage, we see some results that hold promise for the
future as well as some cautionary notes for other organizations. Virtually
all the organizations studied experienced significant problems due to rigid
segmentalist structures existing in the organization, and an equally rigid
approach to planning their e-commerce site. That topology of structures
provided barriers to communication between the project management
elements, yet all of the organizations studied were in the process of
codifying these new structures. In essence, the organizations were digging
themselves a new pit to fall into in the future. For that reason, we feel the
organizations will face future challenges being built by their founding
actions of today.

As stated previously in our research (Skibo and Gordon, 2000a), we
are baffled by the organizations’ inability to connect the viability and
interest in their respective Internet sites with the level of business being
conducted in their traditional brick-and-mortar stores. There are deep
considerations to establishing financial plans for the future which, one
would conjecture, have implications in the linkage of e-commerce perfor-
mance to brick-and-mortar performance. Certainly if one is clearly out-
performing the other, the measures of one should be considered as a
performance baseline for the other. We feel that a hypothesis could be
made for comparison of operational success in one closely related area
with operational mediocrity in another. Yet, as obvious as this may seem,
none of the organizations studied had considered this metric nor show
signs of considering it in the future.
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APPENDIX A

The following questions were posed in writing and during one-on-one
interviews with the senior leadership of forty Fortune 500 companies in the
United States. The basic questions in the survey instrument remained un-
changed over a period of four years.

E-Commerce Survey

1997 1999 2000

1. When your organizations Yes No Yes No Yes No
considered what organizational
structure to utilize for 39 1
management of youreCommerce
site, did you consider the
organizational structure of other
companies who had established
ongoing eCommerce sites?

2. Did you adopt the structure of

another organization?

2a. If you answered "No" to the
above question, would you
consider adopting the other
organization's structure if you
were starting over again?

. Did you study what software/
hardware the other organization
was using?

4. Did you study what costs the
other organization encountered
in its startup phase?

. Did you involve your customers
with development of your
eCommerce site?

5a. Did you conduct site visits

with your customers?

27 13

12 1

%)

40 0

38 2

w

23 17

1997 1999 21_0_{]
Yes | No Yes | No Yes No

5b. How would you rank your customers' involvement with your eCommerce site development?

5bl. Extremely important. "Vital" 2
to the site's success

5b2. Very important. 21 3 24

5b3. Neither important nor 0
unimportant.

5b4. Useful but not important 2

565. Not Important 15
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199 1999 2
Yes No Yes No Yes DIQ-0 No
|
6. What organizational structure did you employ to develop your eCommerce site?
6a. Traditional line and staff 30 0 0
6b Team based 10 0 0
Multidisciplinary teams:
6¢. Supervised by key Project 1 0 0
Manager
6d. Supervised by eCommerce 1 0 0
committee
Multi-functional teams:
6e. Supervised by key Project 3 0 0
manager
6f. Supervised by eCommerce 5 0 0
Committee
Dispersed team.
6g. Members report thru normal
line and staff for non- 0 30 22
eCommerce tasks, report to
Project Manager for
eCommerce tasks.
6h. Members work in multiple
departments and report to 0 8 1
one autonomous Project
Manager foreCommerce
Non-team based.
6i. Formed autonomous 0 1 16
eCommerce department.
6j. eCommerce handled as
corrollary job function. 0 1 0
6k. Other not descirbed above. 1
7. There are clear lines of
authority established for
the control and operation of
our organization's
eCommercesite.
Agree 4 19 35
Disagree 31 21 15
Neither Agree nor Disagree 5 0 0

Respondants by Department: MIS Operations Marketing Logistics Accounting eCommerce Other Total
1997
8. Is there one department in your company who you could say 'owns' the company's eCommerce site?
8a. MIS respondents 37 1 2 - - - - 40
8b Operations respondents - 34 6 - - - - 40
8c. Marketing respondents - - 40 - - - - 40
8d. Logistics respondents 13 7 20 - - - - 40
8e. Finance & Accounting respondents 15 15 10 - - - - 40
8f. Ecommerce or Internet Dept. - - - - - - - -
Total 65 57 78 - - - - 200
1999
8. Is there one department in your company who you could say 'owns' the company's eCommerce site?
8a. MIS respondents 31 5 4 - - - - 40
8b Operations respondents - 35 5 - - - - 40
8c. Marketing respondents - 1 39 - - - - 40
8d. Logistics respondents 9 20 11 - - - - 40
8e. Finance & Accounting respondents 8 25 7 - - - - 40
8f. Ecommerce or Internet Dept. - - - - - - - -
Total 48 86 66 - - - - 200
2000
8. Is there one department in your company who you could say 'owns' the company's eCommerce site?
8a. MIS respondents 34 - 1 - - 5 - 40
8b Operations respondents - 15 1 - - 24 - 40
8c. Marketing respondents - 1 16 - - 23 - 40
8d. Logistics respondents 7 20 11 - - 2 - 40
8e. Finance & Accounting respondents 2 15 - - - 23 - 40
8f. Ecommerce or Internet Dept. - - - - - 40 - 40
Total 43 51 29 - - 117 - 240
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Chapter VIII

Student Advantage Captures
the College Market Through
an Integration of Their On
and Offline Businesses

Margaret T. O'Hara
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Hugh J. Watson
University of Georgia, USA

This chapter describes how Student Advantage successfully transformed
itself from a brick-and-mortar company to the leading online portal to the
higher education community. The company has followed a business strategy
that includes creating Web sites that appeal to college students and forming
partnerships with businesses and universities. Through its activities, Student
Advantage has assembled a wealth of information about college students, all
organized around a common student identifier. This information is important
to Student Advantage and to its partners who are willing to pay for the insights
that Student Advantage can provide about the college market. Interestingly,
Student Advantage only recently developed a strong in-house information
technology capability. This capability is now allowing Student Advantage to
implement a variety of e-marketing applications. Lessons learned from
Student Advantage’s experiences are discussed.
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INTRODUCTION

In what many people call “the new economy,” there are three kinds of
businesses. There are the traditional “brick and mortar” companies that
sell their products through physical retail outlets. Then there are the “pure
plays” that operate only electronically and have no physical stores. And
finally, there are the “bricks and clicks” that operate in both the electronic
and physical worlds.

Each kind of company faces challenges. The brick and mortars are at
potential risk, atleast for lost sales opportunities, if they do not have electronic
channels. The pure plays have the cost savings of not operating physical
stores, but frequently experience serious order fulfillment problems that can
lead to their demise. The bricks and clicks are normally the result of brick and
mortar companies establishing a presence on the Internet, but they often have
a difficult time adding an electronic business to their existing ones. There are
several reasons for this:

*  The need to change the mindsets of existing organizational personnel;
*  The need to change organization structures and reward systems;

*  The need to manage offline and online businesses in an integrated manner;
*  Theneedtointegrate disparate systems usingacommon customer identifier;
e  The need to create a stable, scalable architecture; and

*  The need to present a “single face” to the customer.

These are difficult challenges and not all companies have handled
them well. One that has is Student Advantage. In 2000, The Data Ware-
housing Institute selected Student Advantage for inclusion in its study,
“Harnessing Customer Information for Strategic Advantage: Technical
Challenges and Business Solutions.” The companies included in this
study had demonstrated “best practices” in their use of customer informa-
tion. Student Advantage was selected, in part, for its successful integra-
tion of its physical and electronic businesses. This chapter presents the
Study Advantage case study and provides you with valuable insights
about how to successfully create and operate bricks and clicks companies.
It also describes how contemporary information technology can be used
to support electronic marketing.

ABOUT STUDENT ADVANTAGE

In 1992, Student Advantage started as a traditional brick and mortar
company. At that time, its only product was a card that college students used
with participating merchants to obtain a discount on their purchases. Over the
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last five years, Student Advantage has successfully transformed itself and
moved online with a variety of new products and services. It has become the
leading media and commerce connection for students and the businesses and
universities that serve them.

Student Advantage’s mission is to help students save money, work
smarter, and make more informed life decisions. In carrying out its
mission, Student Advantage has developed relationships with universities
and business partners. It helps universities provide services to their
students at little or no cost. It helps business partners increase sales and
better understand the college market. Information, in general, and infor-
mation about the college market, in particular, is a large part of Student
Advantage’s business.

Student Advantage’s position in the marketplace has been hard won. For
its college student members, it has continued to be fresh and relevant with the
products, services, and content provided. Equally important, Student Advan-
tage has developed long-term relationships with universities and business
partners built on trust and performance. This two-prong strategy has been the
source of a sustainable competitive advantage.

Student Advantage’s creative, constantly evolving business strategy—
enabled by information technology—has allowed Student Advantage to:

*  Develop an estimated membership base of nearly 2 million college
students at the end of the fall 2000 semester, in over 125 local markets;

*  Becometheleading provider of online and offline content, products, and
services for the college market;

*  Develop proprietary business relationships with over 15,000 business
partners; and

*  Position itself for success in the networked economy.

In this case, the history and evolving business strategy of Student
Advantage are described. Of importance is how the company has changed
while still capitalizing on its previous strengths. Critical to the successful
evolution have been the fundamental beliefs about how Student Advan-
tage should responsibly handle its interactions with students, universities,
and business partners. Next, Student Advantage’s various products and
services are described, followed by a description of the technology that
makes itall possible. Several applications are described that illustrate how
Student Advantage uses data and technology to understand and develop
relationships with college students. The case concludes with a discussion
of Student Advantage’s business model, the lessons learned, and future
directions.



154 O'Hara & Watson

COMPANY HISTORY

As a college student, Student Advantage founder Ray Sozzi won-
dered why no one had successfully organized the purchasing power of
college students at a national level, as the American Association for
Retired People (AARP) had done for senior citizens. After all, college
students represent the most sought-after demographic group by marketers
everywhere—first-time heads of household, destined to join the most
educated, high-income segment of the economy. Faced with new deci-
sions to be made every day—from simple to complex, from choosing a
telecommunications provider to selecting soap—college students’ good
experiences stay with them, often for a lifetime.

For most businesses, recognizing the significance of the college
market was easy; however, targeting marketing campaigns was more
problematic. Although much generic information was known about the
group, specifics were tough to come by. Businesses knew their average
age—could even segment them into specific groups based on class year,
and knew they lived predominantly in towns in which universities were
located. However, college students are among the most transient popula-
tion group; the typical college student moves twice every year. The
college population has significant turnover, and students neither read the
same publications nor watch similar television shows across their demo-
graphic group. Thus, the issue becomes, how does a firm really locate this
easy-to-find population?

Following up on his idea, Sozzi started Student Advantage in 1992. The
initial business model was to provide college students with a discount card
that they could use with participating merchants. The idea was simple and
inherently appealing on two fronts: (1) students did nothave much money, and
retailers felt good about cutting them a break, and (2) students were receptive
to the discounts. For the next two years, Student Advantage systematically
increased its reach to more college campuses and businesses. In the early
years, the Student Advantage Membership Card was simply shown at the
local retailer when a purchase was made. No data were captured beyond the
initial membership application from the student.

In 1994, Student Advantage signed an agreement with American Express
that made the Student Advantage Card available to student American Express
cardholders. Continuing to go national, in 1996 Student Advantage struck an
agreement with AT&T that resulted in the offering of an AT&T/Student
Advantage Card that functioned both as a discount and a calling card. The
agreement was a major turning point that extended AT&T’s and Student
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Advantage’s presence in the college market, and almost overnight, Student
Advantage increased its membership to 1.3 million students in 80 local
college markets. As part of the relationship, Student Advantage also provided
AT&T with information about the college market based on analyses of the
Student Advantage student database.

Next, Student Advantage aggressively signed agreements with national,
bestofbreed companies like Amtrak, Barnes and Noble, Greyhound, and Foot
Locker that serve the college market but tend to not compete with one another.
Once again, part of the agreement was to provide the participating companies
with information about how college students use their products.

By 1996, the Internet had become important to interacting with
customers and Student Advantage took its business to the Web. The initial
motivation was to reduce the cost of servicing members by providing
information on the Web rather than through the mail. This began the
movement from an offline, bricks-and-mortar business to one with most
ofits activities online. This was a turning point for Student Advantage and
created both challenges and opportunities. As with most dot.coms, the
challenge was to grow market share by offering an increasing set of online
products and services in order to create an electronic “community.” To do
this required in-house application development, the acquisition of com-
peting companies, and the further development of relationships with
business partners and universities.

On the university side, Student Advantage worked to become a
trusted partner. For example, its acquisition of Campus Direct allowed
students to access their grades online and to have a cash card that could be
used on and off campus. The business model was to help universities
better provide their students with an enhanced set of services but at little
or no cost to the schools.

As a result of these efforts, Student Advantage’s network of Web sites
(e.g., studentadvantage.com, CollegeClub.com, uwire.com, FANSonly.com
and estudentloan.com) offers a variety of products, services, and information
—discounts on products, news from college campuses nationwide, entertain-
ment, sports information, scholarship information, and help with term papers
—all things that appeal to college students. In June 1999, Student Advantage
went public and is traded on the Nasdaq as STAD. Student Advantage’s
corporate offices are located in Boston, Massachusetts. A series of acquisi-
tions, most notably of FANSonly, a popular college sports destination, and
CollegeClub.com, a leading integrated communications and media Internet
company, has taken the size of the company’s workforce to approximately
450 full-time employees.
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THE COLLEGE MARKET BUSINESSSTRATEGY

Student Advantage’s objective is to enhance its position as the leading media

and commerce connection for college students and the businesses and universities
thatserve them. Itintends to increase the breadth and depth of its relationships with
students by continuing to serve the needs of'its three constituencies: students,
businesses, and universities. The key elements of their strategy include:

Strengthen the online destination for students. By extending its already
comprehensive network of Web sites, Student Advantage through
studentadvantage.com and CollegeClub.com, will offer students e-
commerce services, content, and community, all targeted specifically to
their demographic group. Toward this goal, Student Advantage is
continuing to acquire or form strategic alliances with companies in the
higher education space.

Continue to build brand. Student Advantage’s market leadership posi-
tion has been driven by its membership program and by partnering with
leading national and local sponsors and universities. To sustain this
leadership position, Student Advantage will continue its aggressive
brand-building activities.

Aggressively grow membership. Student Advantage has implemented
a variety of initiatives to increase its membership. It is currently
promoting memberships through its Web site and has increased
its e-commerce partners to increase traffic to the site. It has expanded
its on-campus marketing services, added corporate sponsors, and
begun to offer programs to high school students and college gradu-
ates.

Enhance relationships with students, businesses, and universities. Con-
current with its aggressive marketing to students, Student Advantage is
also offering new services to its corporate sponsors, such as visitor and
membership data that will allow Student Advantage and its business
partners to better target advertising, make recommendations to students,
and provide for a more personalized and engaging experience for
students. Student Advantage will also continue to offer universities an
outsourcing solution for specific online services, such as providing
transcripts and grade reporting online, and Web development and
maintenance for university athletic departments and campus newspa-
pers.

Continue to pursue strategic alliances and acquisitions. Student Advan-
tage hasacquired and fully integrated ten businesses thathave helpeditexpand
andstrengthenits online and offline offerings to students. Suchacquisitionsand
alliances will continue.
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Abusiness strategy challenge that Student Advantage faced was what Todd
Eichler, Senior Vice President, calls “the chicken and egg” problem. What comes
first, develop the corporate partners or the student members? The corporate
partners are needed to create the “deals” that attract students, while the students
are needed to attract the corporate partners. The solution was to do both at the
sametime.

COMPETITORS

Currently, Student Advantage has no competitors that compete across
the board with a comparable set of products and services. However, over
the years, Student Advantage has faced many competitors who have
focused on one of two areas. The first area is competitors who provide
either online or offline student-focused products. This has included scores
of young entrepreneurs offering discount coupon books and cards. Some
of these competitors were hired by Student Advantage and their products
were rebranded with the Student Advantage name. The second area is
competitors who try to partner with universities and businesses to provide
services to students. One of these was Collegiate Advantage who did
events and promotions on campuses for companies. The competitive
solution was to acquire Collegiate Advantage.

There have been numerous companies that have gone after specific
niches in the college market. Some of them have been heavily funded by
venture capitalists and were able to put much more money into their niches
than Student Advantage. The founders (e.g., Ray Sozzi and Todd Eichler)
internally funded Student Advantage until 1998. Competing against well-
funded startups was one of Student Advantages major challenges. The
disadvantage that these competitors faced was that they did not have the
broad, synergistic set of products, services, and relationships that Student
Advantage had developed. Many of these companies went out of business,
while some of them (e.g., CollegeClub.com) were acquired by Student
Advantage when it was felt that they could be made profitable within the
Student Advantage business model.

Interestingly, the downturn ofthe dot.com world in 2001 reduced Student
Advantage’s competition. Venture capitalists became less willing to invest
money in online businesses, including those that might compete with Student
Advantage. This was a turning point for Student Advantage.
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PRODUCTS AND SERVICES

Students can become a Student Advantage Member in several ways: (1) by
paying anannual membership fee of $20; (2) by buying products or services from
corporate sponsors, such as Barnes & Noble Bookstores and Wells Fargo, who
“pay” for the students’ memberships; and (3) through college or college-related
programs where the sponsoring organizations purchase memberships in bulk for
distribution free of charge to students. A Student Advantage Member has access
tomany products and services; see Figure 1 forexamples of how students use their
memberships.

Student Advantage’s products, services, and structure are organized
around three groups: Student Services, University Services, and Business
Services. Each group’s offerings are described below

Student Services

The Student Services group provides the leading online and offline
resources for information, services and commerce for the student community,
including exclusive discounts. The division’s offerings are available throughout
the United States, locally on college campuses, and on the Student Advantage

Figure 1: How students use Student Advantage

10:02a.m. Tim (Student Advantage Member #3756831954), a UCLA junior,
checks out the basketball scores at Student Advantage’s FANSonly
Network, FANSonly.com

12:20a.m. Deb (Student Advantage Member #3556493274), an Ameri
can University senior, gets a 15% discount on her spring break
Amtrak tickets

2:05p.m. Phil (Student Advantage Member #3017359284), a recent Seton Hall

graduate, plans his dream “post graduation trip” to Europe at
railconnection.com
4:55p.m. Tom (Student Advantage Member #3788075344), a Carnegie
Mellon senior, orders a bouquet from 1-800-FLOWERS.com
for his girlfriend and saves 15%
6:37p.m. Yolanda (Student Advantage Member #3869625124), a fresh-
man at Penn State, checks her grades at Student Advantage’s
getgrades.com
7:33p.m. Kerry (Student Advantage Member #3941304554), an Azusa
Pacific junior, on a deadline for the upcoming newspaper, downloads
an article from Student Advantage’s U-WIRE, at u-wire.com
9:12p.m. Peter (Student Advantage Member 3068676514), a Boston
College sophomore, gets $3 off a regularly priced CD at Tower Records
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Network, giving students the “advantage” in every aspect of their daily lives, in
partnership with the universities they attend.

The Student Advantage Network of sites provides content, community,
and e-commerce to address the needs of college students. The sites offer services
and information targeted to college students, including discount purchasing, travel
alternatives, college sporting news, career and job searches, lifestyle and extracur-
riculardecisions, and financial aid information. The Webssites:

*  enableaccesstoapproximately 500 college and university newspapers;

e offer an e-commerce marketplace; and

* include a searchable directory of sponsors that offer discounts for
Student Advantage Members.

Business Services

The Business Services group serves the business-to-business market,
offering experienced marketing information services, expertise in events and
promotions, and database mining capabilities for national businesses that
target students. Through this division, Student Advantage’s business partners
obtain critical information about this attractive demographic group.

Student Advantage reaches members through numerous channels: The
Student Advantage Membership Program, the FANSonly Network, Univer-
sity Wire (U-Wire), Student Advantage Research, ScholarAid, Rail Connec-
tion, and Campus Direct. Other services include Student Advantage Cash and
the SA Marketing Group.

Student Advantage provides a platform for businesses to market their
products and services to a large, demographically attractive market. Student
Advantage combines:

*  access to the college student market;

»  database marketing capabilities;

e atrusted brand;

*  program usage tracking;

e quality online and offline content; and
*  community interaction.

Student Advantage maintains contact with students throughout their
college years and has established strong relationships with universities. In
doing so, it benefits its sponsors by providing on-going targeted and continued
access for advertising and marketing efforts. Additionally, sponsors also
benefit from Student Advantage’s experience, knowledge, and expertise in
designing and implementing effective marketing techniques to reach college
students.
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University Services

The University Services group provides university-specific information
services that are relevant to students’ lives. The division’s full range of
capabilities creates tailored opportunities for each university by providing
complete Internet content and data management, telephone grade reporting,
networked news offices, sports information, and complementary school ID
systems.

The Student Advantage Membership Program has been endorsed by
more than 60 colleges, universities, and university organizations. The typical
agreement is for schools to co-market the Student Advantage Membership
Program to their students. This includes sending a letter to students explaining
the program along with an application for membership, and receiving a
percentage of the associated membership fees. Some universities have
purchased Student Advantage Memberships in bulk, at varying discount
levels depending on the number of memberships, and have distributed
memberships to students free of charge.

Student Advantage has also entered contractual relationships with many
schools whereby Student Advantage acts as a service provider to the school.
Services provided include Athletic Department Web site operation and
maintenance through FANSonly, school newspaper online publishing through
U-Wire, grade and financial aid status reporting through the Campus Direct
brand, and stored value card program operation and management through the
Student Advantage Cash program.

THE EVOLUTION OF THE ENABLING
TECHNOLOGY

Considering that Student Advantage in 1992 tracked no information
about its cardholders, its transformation into an information-intensive busi-
ness is remarkable. Before information technology provided Student Advan-
tage with database capabilities, it was impossible to determine card usage
electronically. Student Advantage would visit a campus, sell discount cards
for $20 and leave campus with the sales revenues, but with no information
about its customers. If Student Advantage wanted to know how much the
cards were being used, it asked the retailers, and often got answers such as
“Yeah, we saw a lot of cards this week.”

Fortunately, Student Advantage recognized early in its history that
keeping all the data it did collect in one place was critical, regardless of the
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data’s source. Whether the data came from studentmemberships, sponsorreports,
corporate partners, or its fulfillment vendor, the Student Advantage ID number was
the control for everything. Pulling the data together was never the issue; using it
effectively was something Student Advantage had to learn. However, by never
creatingislands of data, Student Advantage successfully avoided amajor stumbling
block to data integration.

Still, in 1994, its internal IT capabilities were extremely limited. Erik
Geisler, the Director of Product Operations, was the only IT-skilled em-
ployee, and he was not trained for the emerging Internet world. The first real
database project happened almost by accident. When American Express
made the Student Advantage Card available to its college card holding
members, it sent Student Advantage a tape containing member information,
and Student Advantage sensed the opportunity to create a database of its
student member information.

By 1994, when AT&T came on board, Student Advantage, with a very
limited internal I'T support staff, was able to access its customer data, and even
provide valuable data back to AT&T. AERO (the fulfillment vendor) created
an interface to a FoxPro database with some baseline query capabilities, and
Student Advantage could, for the first time, respond to customer inquiries and
verify current address information for those students who failed to receive a
requested discount card.

When Amtrak and Student Advantage formed their business alliance,
customer information became more critical, and Student Advantage was ready for
the challenge. Amtrak asked Student Advantage to provide student customer
information itcould not generate itself. When college students bought train tickets
using their Student Advantage Card, they did not supply their names and
addresses, but Student Advantage had that data and could provide it to Amtrak.
Because Student Advantage was not a threat to either Amtrak or AT&T’s
business, but rather a resource, both companies were willing to help Student
Advantage learn what it needed to know about their databases.

Student Advantage’s first online initiative was begun in 1996. Initially,
the development and maintenance of the Web site was outsourced. The site
only provided information about the Student Advantage discount program.
The material presented was nothing more than “brochureware.”

Student Advantage took an unusual next step to expand its Web site. The
company went to Boston University and created the Student Studio—a
program whereby BU sent students to Student Advantage to develop, manage,
and run a portion of its Web site. It paid the students—who signed on for a
single semester—through work-study programs, and in return, Student Ad-
vantage had a Web site for use by college students that was designed by
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college students. The program, which ran until summer 1999, was an outstanding
success for both partners. Boston University could offerits students areal-world
work experience, and Student Advantage received excellent supportand a fertile
proving ground for new hires. During the time ofthe Student Studio agreement,
Student Advantage’s Web site was voted one of the top five college Web sites in
the world.

As the Web site was evolving, Student Advantage added the magnetic
strip to its cards. Now, for the first time, it was able to collect reliable and
accurate information about the card’s usage at retail outlets. Although not all
stores had the technology to read the cards, data began to flow in. As Student
Advantage evolved, acquired more businesses, and formed more strategic
alliances, its information processing needs grew.

In late 1998, Student Advantage started bringing in I'T personnel. It hired
a Vice President of Technology and seasoned Web developers. Once it filed
to go public in 1999, it became a “dot.com” and needed to develop a
sustainable IT infrastructure. Its Student Studio program was no longer
adequate—especially during exam time when many of its student employees
were unavailable. Working with firms such as US Web and Handshake
Dynamics, it began to strengthen its online position and bring the database in-
house and under tighter control.

Decisions that Student Advantage made during this transition from
offline to online were critical to its successful migration. From the start, its
online and offline customer database was integrated, and when it sent a mailer
askinga college student to visitits Web site, it made sure that the student, once
there, would not have to input any data that Student Advantage already had.
Student Advantage already knew its students, and it was critical that the Web-
savvy students realized this.

Although consultants are still used, Student Advantage has built a
highly competent technology team. It currently is doing most of its
projects in-house, sometimes using the technical expertise obtained
through an acquisition.

Figure 2 shows how data flows in Student Advantage’s current technical
environment. Everything begins with a Student Advantage member taking an
action. The student may go to an offline merchant, like a coffee shop, to make
a purchase. If the merchant has a POS device, the student’s magnetic card is
swiped and the data related to the transaction is sent to Student Advantage’s
data warehouse. Some local merchants (as opposed to national chains) do not
have the technology in place to read the student membership cards; conse-
quently, data resulting from these transactions is lost.
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A studentmay also go to studentadvantage.com and the details of this visitare
recorded and sentto the data warehouse. While at Student Advantage’s Webssite,
astudentmay link to abusiness partner’s Web site, with the possible intention of
makingapurchase or obtaining information. The studentmay also go directly toa
business partner’s Web site, without first going to Student Advantage’s. After
authenticating thatthe studentis a Student Advantage Member through amember
[.D.number, the student is able to purchase atadiscount. Data from students’ visits
to the business partners’ Web sites is also sent to the data warehouse.

The data in the warehouse can then be analyzed using e-marketing tools. For
example, the tools may be used to plan and execute a marketing campaign. Ifthis
isthe case, the listof students to be included in the campaign, the campaign message,
and the collateral materials are student to Student Advantage’s SMTP server,
where they are then sent to the targeted students.

Third-party software provides Student Advantage with its e-marketing
capabilities. The software resides on Student Advantage’s hardware. Figure
3 shows how this software supports closed-loop marketing. The starting point
is the entering of data to the data warehouse from Student Advantage’s
internal systems. These sources include the student membership database,
internal fulfillment databases, customer service applications, and general
leads. Another source is from external systems. These tend to be ad hoc and
might include a business partner that wants Student Advantage to market to
its customers and make its data available. Student Advantage’s internal
systems usually have the same student keys (i.e., Student Advantage Member
Number), but this is not the case with external systems. The software utilizes
across-reference table in assigning aunique, universal key to each student and
for use within the e-marketing software. The cross-reference table also makes
it possible to go back to the source data using the universal key.

The e-marketing software then loads the data into its database. This is the
basic extraction, transformation, and loading process associated with data
warehousing. Once done, a process is used to import the data into the e-
marketing campaign application. It is here that the market segment(s) are
identified for the marketing campaigns. An outbound email server then sends
the marketing message to the leads (i.e., students) that have been selected. The
landing pad is used to buffer the responses to the campaign. When a student
responds to the message, the landing pad gets the instructions for what to do.
For example, the instructions might be to present a particular Web page, ask
a set of questions, follow a particular workflow, and track everything that
transpires. Ithas a “lights out” functionality that allows it to process responses
around the clock.
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Figure 2: The data flows in Student Advantage’s technical environment
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Theresponses to the campaign are automatically entered into the e-marketing
software. Alsoreturned to the e-marketing system is data collected when students
goto Student Advantage’s or apartner’s Web site in response to the campaign.
When the campaign is for a business partner, information about the campaign
outcomes is passed on to the partner. For example, the outcomes might be that
these (listed) customers purchased these (particular) items on the partner’s Web
site.

Student Advantage uses Brio software to analyze the e-marketing
data. A user can either view predefined reports, drilldown into existing
reports, or generate new reports by writing queries to the database. The



Student Advantage Captures the College Market 165

ability to create and track campaigns from beginning to end provides a closed-
loop marketing capability.

APPLICATIONS

Student Advantage hasused its college student data in a variety of ways over
theyears.

Early Applications

One of the earliest target marketing campaigns was done for Amtrak. To
help Amtrak build ridership on its weakest routes, Student Advantage
identified all its members who attended a university within 30 miles of an
Amtrak station. They then drilled down within this group of students to locate
those students whose home addresses were also within 30 miles of an Amtrak
station. To this select group, Amtrak offered deep discounts (up to 50 percent)
and companion tickets in a major “Home for the Holidays” campaign. The

Figure 3: Using Student Advantage’s e-marketing system to provide closed
loop marketing
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campaign was highly successful for Amtrak and Student Advantage, not only
becauseithad the desired effect of increasing Amtrak’s ridership, butalso because
itvalidated how useful Student Advantage’s student database could be. It began
to take information technology very seriously, and started analyzing the data from
allits partners.

Another successful campaign was one of the first email campaigns.
Emails advertising a Web site to purchase textbooks were sent to 60,000
students. Many responded by going to the site and buying a book. The site had
so much traffic it had to shut down and a new server had to be installed. Those
students buying books were also asked to participate in a survey and responses
indicated a high level of trust in Student Advantage.

Recent Applications

The e-marketing system software is used for many recent applications. It
is employed for ad hoc and predefined analyses of Student Advantage’s data.
Of primary importance are historical relationships: How did each student
come to be a member of Student Advantage? Was the membership card
purchased, or was it given to the student by a university? Is the card a renewal
or a first-time membership? Is there a mailing address on file, or just an email
address? In addition to the demographic profile, there is also a behavioral
profile for each student. Has the student registered online, and shopped at one
of the retailers? What has the student done lately? While the demographic
profile is much more developed than the behavioral one, plans are underway
to enhance this area.

Other applications analyze Web traffic and Web site performance. Most
of this information is used for internal purposes, but a high level report is
prepared quarterly and given to the financial community. The information is
also used to report back the results of campaigns sponsored by Student
Advantage’s business partners.

Campaign planning and management are other applications that utilize
the e-marketing system. A campaign might be designed to attract new
members, generate business, and/or create traffic to a Web site. For example,
an email campaign designed for Textbooks.com should result in increased
Web traffic and textbook sales. Once a campaign is designed, the budget and
market segmentations are determined, and the campaign collateral (e.g., the
messages, surveys) is developed. The campaign is then tracked, with the
results fed back, to provide closed-loop marketing.

The first test campaigns using the e-marketing system were developed
in February 2000. One campaign had Student Advantage’s on-campus
student representatives offering incentives to other students to visit
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studentadvantage.com. Here’s how they did it. Using an on-campus “Wheel of
Fortune” game, students either entered their email address, swiped their Student
Advantage card, or signed up for a card, and then spun a “virtual” wheel to
determineaprize. Within 36 hours of spinning the wheel, the studentsreceived an
email message tellingthem what prize they had won and instructing themto visit the
Student Advantage Website to claim their prize. There was a 60 percentresponse
rate to the email messages, and of that group, 14 percent went beyond the prize-
claiming page to becomeregistered members. While one goal of the promotion was
tohave current Student Advantage Members visitthe Website, 2,600 new students
became Student Advantage Members, atan acquisition cost far less than previous
campaigns.

ASSESSING STUDENT ADVANTAGE’S
BUSINESS MODEL

Over the last decade, Student Advantage has evolved its business model
from being an offline provider of a student discount card to being the leading
online provider of content, products, and services for the higher education
community and the businesses trying to reach the college market. This
transformation has been achieved by a management team that has been
willing to change organizational direction quickly, establish synergistic
business relationships with business partners and universities, acquire other
companies that complement the business strategy, and use information
technology as the key enabler.

Like most dot.coms, creating market share is critical to long-term
success. It is by this measure that Student Advantage has been especially
successful. It has over 1.8 million college students as members — more than
any other company that targets the college market. It also has established
exclusive relationships with more than 15,000 business partners looking to
attract college students. Student Advantage has also established an informa-
tion technology infrastructure that allows it to develop and execute targeted
marketing campaigns for itself and its business partners. Because of the data
that Student Advantage has on college students and the ability to analyze that
data, the company is well positioned to be the primary source of information
on the most attractive demographic group in the country — college students.

An interesting problem that Student Advantage faces each year is the
graduation of 20 percent of its members. There are ongoing discussions
within Student Advantage about whether to try to retain these members by
offering products and services designed specifically for them. An important
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complicating factor is that many of Student Advantage’s business partners offer
great deals to Student Advantage’s members only because they are college
students. Once they enter the workforce, itis hoped that they become lifetime “full
value” customers. So, in addition to the question of whether Student Advantage
should expandits focus to include college graduates, there is the issue of whether
and how its business partners would be part of such an initiative.

FUTURE DIRECTIONS

Student Advantage plans to capture and use more student data in the
future. These plans include:

* analyzing clickstream data more thoroughly and storing the findings
with the member profiles. This will increase the ability to personalize
interactions and messages with members;

*  incorporating behavioral data from all of Student Advantage’s business
units. This will provide a more comprehensive view of members;

* installing tracking devices at a number of local and national business
partners in order to better understand student behavior; and

*  developing an application that will eliminate the need for business
partners to send back information about member activity at their Web
site. Instead, Student Advantage will track its members’ activities on the
Web site.

Student Advantage is also striving to become more involved in the
transactions between students and merchants, and as a result, is increasing its
revenue stream. This initiative is associated with Student Advantage placing
devices for swiping student cards in merchants’ stores (both national and
“mom and pop”) and the growth of stored value debit cards like the Student
Advantage Cash card. These cards typically allow students to make purchases
bothon (e.g., school cafeteria) and off (e.g., coffee shop) campus. When cards
are run through the devices at Student Advantage’s participating merchants,
Student Advantage is able to understand student spending patterns and can
sell the insights gleaned to business partners. Student Advantage is also in a
position to receive a share of each transaction, much like credit card compa-
nies do.

LESSONS LEARNED

Important lessons have been learned at Student Advantage, including:
* Integrate data from different systems whenever possible. Student
Advantage began to implement a formal data strategy at the same time that
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itdeveloped its Internet strategy. This enabled Student Advantage to
create a data strategy that took all data sources into account from the
beginning, including offline partner data, online data, e-marketing data,
and customer service data. This approach eliminated inconsistencies in
dataacross channels, thus better supporting data mining and creating the
basis for providing a better customer experience.

*  Partnerdatais valuableand sensitive. Much of Student Advantage’sbusiness
model relies on obtaining student customer data from Student Advantage’s
network ofbusiness partners. Student Advantage had to presentastrong business
case forwhy its business partners should share its data. Student Advantage also
hashadtoearnand maintainthetrustofits student customers. Student Advantage
spends a considerable amount of time researching and modifying its privacy
policies. Inaddition, they are extremely careful inhow it shares and uses student
data.

*  Give marketers access to the data. Initially, only employees with
strong technical skills had access to Student Advantage’s data. It was
soon recognized, however, that most of the people who knew “what
to do” with the data were non-technical. Student Advantage imple-
mented simple data access tools that “put the power” back in the
hands of the marketers.

* Do not over-collect data. Student Advantage has learned the hard way
that just because data is available, it does not mean that it should be
tracked. At first, Student Advantage was tracking every aspect of what
its customers did. After running into performance and storage problems,
Student Advantage focused on capturing only the “necessary” parts of
these transactions. Prior to capturing any data, Student Advantage asks
the question, “What will this data be used for?” in an effort to reduce
extraneous data capture.

*  Maintain a unique identifier across all channels. Student Advantage
was able to eliminate any discrepancies or match problems by
maintaining the Student Advantage Member Number across all
membership-related channels. As the business grows, email ad-
dresses will be used as another identifier.

CONCLUSION

Ray Sozzi’s original business model was to provide discount cards to
college students who showed their Student Advantage Membership Card
to participating merchants. This model changed as the Internet emerged
and new business opportunities became apparent. The current business



170 O'Hara & Watson

model focuses on college students and works closely with colleges and
business partners, capitalizing on the information that Student Advantage has
about the college market. A key part of Student Advantage’s competitive
positionis the long-term relationships it had built with universities and business
partners.

Like all dot.com companies, information technology is a vital, integral
component of Student Advantage’s business. Without it, there is no business.
It is interesting to observe, however, that until recently, Student Advantage
had little internal IT expertise and contracted out the required work. It even
relied on Boston University students to maintain its Web site. What Student
Advantage did have, however, was a strong management vision of how
technology could be used. In the marketplace, it was able to acquire the
technology and skills needed to implement the vision. For the long haul,
Student Advantage recognized the need for in-house IT expertise to integrate,
run, and manage an increasingly technologically complex environment and to
provide leadership for future initiatives.

Student Advantage still has obstacles to overcome. It must continue to
grow, evolve, and become profitable (targeted for Q4,2001). It must continue
to develop an internal IT staff and infrastructure that will allow the company
to capitalize on its college student data.

Still, Student Advantage has done several things exceptionally well. It
has successfully transformed from an offline to a predominately online
business. Through internal development and acquisitions, it has expanded the
scope and content of its Web site in order to become the major electronic
community for college students. It is poised to take advantage of its large
membership base, the relationships it has carefully developed with colleges
and business partners, and the unique information that it can generate from its
database.

ENDNOTE
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Chapter IX

Turning E-Commerce
Theory into Action in
Ireland: Taming the
Celtic Tiger

Ira Yermish and Dale A. Bondanza
St. Joseph's University, USA

INTRODUCTION

E-Europe is not a place or a group of countries but the philosophy of an
emerging region within the scope of atechnological revolution. E-Europe can
be viewed from many perspectives including Euro currency makeup, Euro-
pean Union membership, or technological contributions to the region. Ire-
land, the “Celtic Tiger,” presents an interesting opportunity of entrepreneurial
activity. As Evans and Wurster (2000) have pointed out, the traditional value
chains may be redefined. The availability of the Internet as an enabling
communications technology has markedly changed the possibilities for
countries far from the centers of economic power. On the other hand, the
realities of the Internet have been obvious. Porter (2001) and Kanter (2001)
have identified many of the realistic strategies for traditional and new
businesses. Yet there will always be room for new ventures provided, of
course, that entrepreneurs understand these issues and this challenging
environment. Joshi and Yermish (2000) have summarized the challenges
facing the entrepreneur in this kind of environment.

Copyright © 2002, Idea Group Publishing.
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This case will examine a possible strategy for entrepreneurial consultants
seeking to provide expertise to rising e-businesses. Readers of this case will
be encouraged to explore the issues further, filling in the missing details and
developing a full-fledged business plan for action for a pair of young
entrepreneurs.

First, they will examine the demographics and technology issues facing
Ireland. This will provide the appropriate background for the second section
where they address the issues of the entrepreneur seeking to start an e-
commerce consulting practice in Ireland. In the final section, they will suggest
additional steps to be taken. Readers will be faced with evaluating these
suggestions in light of the background information and any additional
research that they may undertake.

SETTING THE STAGE

Colleen O’Conner and Sean Kelly are Irish citizens in their late twenties.
Both of them just completed an MBA program in the United States after their
undergraduate program in business in auniversity in Cork, Ireland. They have
the entrepreneurial spirit and see opportunities to convert their new knowl-
edge into a business venture. O’Conner and Kelly both have excellent
communications skills and understand the basic technological details of the
Internet. O’Conner seems very comfortable with the technological issues,
while Kelly feels his greatest strength is in finance and planning. With this in
mind, they felt that they would most enjoy developing a consulting practice
targeted at helping businesses surmount the challenges of E-Commerce.
Having done their studies well, they first set about researching the opportu-
nities for success in their native Ireland.

BACKGROUND

How is the Republic of Ireland positioned to take advantage of this
technological revolution and be a leader in e-Europe? Ireland is positioned
socially, financially, and politically to take advantage of the shift in technol-
ogy. Ireland is an island nation slightly larger then West Virginia. Forty
percent of the population lives within 97 kilometers of the capital city of
Dublin. Greater than forty percent of the population is under the age of 25. In
1997, the GDP of Ireland was IR£67 billion. Ireland exports US$60 billion,
which is composed primarily of chemicals, data processing equipment,
industrial machinery, and animal products. Sixty-seven percent of these
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exports go to other EU countries while eleven percent goes to the United States.
Ireland imports US$43 billion, which is composed primarily of food, animal feed,
dataprocessing equipment, petroleum products, machinery, textiles, and clothing.
Fifty five percent of these imports come from other EU countries while fifteen
percent comes from the United States. Current unemployment rates are at 4%.
Research indicated that this four percent would be unemployable in any vocation
requiring third-level education (the American Bachelor’s degree). Twenty-one
percent ofthe populationis between 0 and 14 years ofage. Sixty-seven percent of
the populationisbetween 15 and 64 years ofage. Twelve percent of the population
is greater then 65 years ofage. Sixty percentofthe population thatattends third level
educationis studying engineering, science, or business studies. As pointed outina
pamphlet from the Irish Industrial Development Agency, “The quality of Ireland’s
educationis exceptionally high. The independent IMD World Competitiveness
reportranks Ireland as one of the bestin Europe for the quality of education which
everyonereceives.”

Amarach (“tomorrow” in Gaelic) Consulting is Ireland’s leading special-
ist in predictive market research, consumer trend analysis and business
forecasting. It produces several reports tracking every aspect of Ireland’s
usage of the Internet and e-commerce issues and opportunities. Data from
Henry and O’Neill (1999) in Figure 1 shows Internet growth in Ireland as a
percentage of the total adult population.

Figure 1: Internet growth in Ireland
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Its 6/2000 report indicates that Amarach’s market predictions were almost
exactly ontarget. A 2/2000 report indicated that 22% of the adult Irish population
wasonlineatthattime. The Junereportindicated thatthe number of Irish online had
grown sharply in the second quarter to reach 25% of Irish people who had access
to the Internet. It is important to note that the use of the Internet implies access,
primarily athome, work or school. Smaller percentages access the Internet from
afriend’s house or cyber cafe. The specific point of access is important to note
within the context ofthe market thatis being targeted for e-commerce. Obviously,
ifthe consumer s the target audience, an increase in the number of access points
athomeis more important. B2B would naturally be looking for anincrease inaccess
points at work With anincrease inthe free Internet Service Provider market, there
isasignificantincrease expected within Ireland.

Another perspective is the percentage of Internet users from home. The
implication of the home usage chart is that future growth in Ireland will come
from more uses in the home. This will include increasing the number of PCs
or other access points to the Internet in the home. These opportunities will
proliferate themselves in many ways, including non-traditional access points
to the Internet.

Because the largest percentage of adult users is based primarily at home,
the most immediate needs for e-commerce would be in the B2C marketplace.
With “work” only 2% behind, however, there are more significant, longer-
term possibilities within this market of B2B players.

A 3/2000 survey from Amarach indicated that sixty seven percent of
people surveyed would prefer to access the Internet through their TV and the

Figure 2: Internet usage in four countries
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Figure 3: Home users as a percentage of all Internet users

Figure 4: Internet usage in Ireland

remaining thirty three percent said they would prefermobile phone access if given
only the two options.

Cellular phones are also an area that must be monitored with respect the
opportunities in the e-commerce marketplace. Welcoming the announcement
ofthe 1,000,000 customer, Stephen Brewer, Eircell Chief Executive, said in
apressrelease, “Thisisasignificantbenchmark in the history of Eircell’s growth
and in the growth of mobile phone usage in Ireland. In 1995 only 3% of the Irish
population had amobile phone, this figure now stands (3/28/2000) at 43 %-
with over one million of these people having an Eircell phone.” Forty-three
percent of the population of Ireland is approximately 1.55 million potential
customers for Wireless Access Protocol (WAP) e-commerce services.
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The emergence of WebTV will also foster significant growth in the Irish
consumer marketinthe coming years. Ninety seven percentofall Irishhomeshave
atelevision with at least the three basic channels located within the country. Also,
thirty percent of the population has some type of cable service and twenty two
percentarereported to haveasatellite dish. Since eighty-five percentofhomes have
the ability to access cable television, the cable modem market will also be another
interesting development to watch and monitor.

An additional social issue that puts Ireland in a key position to leverage
the emerging e-commerce trend is that it’s the only English speaking country
participating in the European Monetary Unit. Ireland will have the ability to
trade and cross-market within the other European Union countries. Politi-
cally, the government is working closely with industry and academia to
anticipate future skill needs. As stated in an Irish Industrial Development
(IIDA) pamphlet, “A US$400 million program has been put in place which
will double the number of computer science graduates and quadruple the
number of software graduates within the next 5 years.”

Culturally, the Irish are very customer satisfaction oriented. The Irish are
easygoing, lighthearted, good-humored, polite, and cheerful. They are quick-
witted and have the ability to laugh at themselves (Brigham Young Univer-
sity, 1999).

The largest negative factor affecting continued growth in the Celtic
Tiger’s economy relates to the skyrocketing cost of real estate and the
potential for inflation to hit the eight percent mark in 2001. Wages are
accelerating, spending is increasing and the government is lowering taxes.
Government spending is also up. All of these factors in combination with
Ireland giving up its monetary policy in favor of the Euro are causing this
massive inflation. Basic economic textbooks would say that a government
should increase interest rates, raise taxes, or cut spending. Pascal states that
the Irish government is doing the opposite. Time will tell how these moves
will affect the overall economy though it seems to be a simple matter of
economics at this point. If interest rates or taxes are not raised soon Ireland
could be facing inflation similar to the USA in the 1980s.

O’Conner and Kelly knew that developing an e-commerce consulting
practice in a country such as Ireland offers unparalleled rewards but there are
areas that must be considered before leaping into a business situation.

MARKET SUMMARY

Though the permutations of e-commerce operations are many (Business,
Consumer and Government), it appears strategically advantageous in this
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environment to concentrate on the business-centered areas. Therefore, we
suggest concentration in the B2B and B2C. Table 1 below, extracted from
Mitchell (2000), represents the size of the potential e-commerce market
within the next three years in Ireland.

Estimates by the International Data Group (IDG) have anticipated that in
2001 the entire e-commerce market within Western Europe will be US$30
billion. This research from IDG also indicates that Germany and the UK will
be rivals for the spot of the largest Internet market in Western Europe.
Germany is expected to drive one third of the e-commerce in 2001. American
investors and technology companies fit naturally into the Irish culture. As
Ireland is the only English speaking country participating within the Euro
Currency market there are natural advantages to starting this enterprise in
Ireland before extending it to other parts of Europe.

B2C is the first area to focus on. Ireland is not that dissimilar to the USA in
its purchase patterns while online. The top five products most often purchased
online in Ireland include: books, CDs, travel, videos, and software. The typical
Irish purchaser is a male, aged 25 to 49 who is employed, owns a credit card, and
uses the Internet from home. The ownership of a credit card is where the B2C
market in Ireland hits the wall. The strategic guideline here is that the availability
of credit distinguishes B2C consumers more clearly from their peers who do not
have credit. For B2C e-commerce to become a true powerhouse, new means must
be found of putting credit into young hands.

There is a strong need for more Irish companies to have online offerings,
and they need to have a higher brand awareness of indigenous online brands
to turn this around (Carpenter 2000). Again, significant market opportunities
exist to get the smaller companies online.

Where will B2C growth come from within the Irish market? Clearly, the
overall growth in people coming online will probably affect the e-commerce
bottom line more than any other factor. The push here is to support access from
home-based Internet users. Advances in WAP technology products will also
stimulate growth within this sector.

Table 1: Size of potential e-commerce market within the next three years in
Ireland

B2C Purchases B2B Purchases Total
Usage in 2000{ 15% of Internet Users | 19% of Businesses
g ° ° €325M
Market Value in 2000 €75M €250M
Usage in 2003| 32% of Internet Users | 64% of Businesses €5.3B
Market Value in 2003 €1.1B €4.2B )
14.7x increase 16.8x increase
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B2B is the largest area that we will look at within the scope of market
opportunities. This is by far the largest area within the e-commerce sector
with respect to the amount of money being spent online. Initial investment
is a significant barrier to entry while return is not a short time frame. The
rewards will be massive for those who capture the market with the proper
branding as it’s emerging. The Gartner Group says, “e-business is no
longer just an issue of competitiveness—it’s a matter of survival,” and
Kennedy (2000) states, “Global B2B e-commerce will hit US$2.7 trillion
in 2004. While Internet trade between business partners will continue to
flourish, e-marketplaces will fuel most of the growth, reaching 53% of all
online business trade within 5 years.”

A risk/opportunity to be cognizant of in the B2B arena is the dimin-
ishment of brand loyalty. Because information about products, including
competitors, is available in a few keystrokes, the days of comparison on
price will quickly evaporate. Competitive advantage will be based on
customer satisfaction, the ability to provide value added services, as well
as complementary product lines.

It is vital for any firm or consulting company to recognize that B2B
business on the Web is still a business. A writer in the magazine B2B says:
“You have to remember the basic rules when it comes to Internet technolo-
gies. It’s got to make money or save money, and if you can’t identify upfront
how it’s going to do that, in the majority of cases it’s going to be a waste of
money.” The B2B business model is more sustainable than the B2C model
because of the necessity for critical mass before becoming successful. A
successful consulting company will assist its clients in overcoming these
hurdles to add value to the top and bottom lines. Kafka (2000) remarks that
“the key determinant in creating value in a B2B hub is increasing the number
of participants, that is, creating liquidity.”

O’Conner and Kelly wrapped up their marketing research by agreeing
that the emphasis in this consulting company would be in the B2B area with
consumer and government activities taking less emphasis. There should also
be some effort dedicated to R&D of future e-commerce opportunities,
including advanced technology investigation. They would focus on mid-sized
companies given the likely presence of larger consulting firms handling the
major business enterprises.

OPPORTUNITIES

O’Conner and Kelly continued to investigate the opportunities within the
e-commerce market within Ireland.
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Asthey discovered in their B2B research, the firstissue that many Irish
companies are having is getting started. There is confusion as to what products
or services individual companies can or should offer via the Internet. Today,
only 12% of Irish companies have e-commerce offerings. In a personal
interview, John C. Moynihan, Director of Customer Marketing for Coca-Cola
Greater Europe in London, acknowledged that they are attempting to get more
into the e-commerce sector in Europe but are having many difficulties. The need
created here for a consulting company is in the area of strategic development
and planning. A team of e-commerce experts will guide management within
Irish businesses to plan, target, acquire, implement, and measure the specific
areas within B2B or B2C that are applicable to their environment.

Strategic development and planning does not stop once the Webservices are
up and running. Many companies go online only to find they donotkeep their sites
up to date and lose customers to lack of interest. The resulting service offering is to
establish a Content Management Office. This office will continually monitor the
Website and confirmthat the latest content/information pertaining toclientsis visible
to the outside world and that the e-commerce offerings are up to date and valid.

Anotherareathatwillbekeyto B2B will be the Website’s integration with back
officesystems, includinglegacy and ERP systems. Sales, inventory, and distribution
systemsmustbeintegrated with the client’s Webssite sothat misleading informationis
notportrayedtothepublic. Thistype ofintegrationis often difficult whentheback office
systemsarenotuptodatesystems orare onalternative platforms including mid-range
ormainframecomputers. Thisconsultingcompanywillaspecializeinsolvingthesetypes
ofissues forclients.

Five focus areas: strategic development and planning, infrastructure,
hosting, content management, and legacy/ERP integration services will be at
the core of their offerings to clients. An additional aspect of service to clients
will be continual education of clients on the latest forms of technology
specific to their industry. Through the targeted service offerings above,
including concentration in B2B and B2C e-commerce, this company can offer
a significant value added for clients.

RESOURCE REQUIREMENTS

Next O’Conner and Kelly addressed the organizational issues of their
venture. They weren’t sure whether their venture should be a stand-alone
business or a component of some larger general consulting enterprise. They
did, however, come up with a preliminary organizational structure shown in
Figure 5. It wasn’t clear who would take which position or how they would
fill the other positions and hire additional consultants.
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O’Conner and Kelly agreed that Dublin is the appropriate site for their
operations given the size of the city and the pace of business activity. They did
understand that location might not be all that important given the growing
ubiquity of communications technologies. They weren’t sure how who
should take which position in this organization, but they did know that the
General Manager would be key in making the organization work. Would it
make sense for one of them to assume this role, or would it make more sense
to try to hire someone with more practical experience? This person would
have to establish the other staff very quickly. These five people would then be
responsible for coordinating the ongoing operations of the office, as well as
retaining additional colleagues. Why is there no CIO? Because this is a
technology consulting company and the GM is considered the strategic pivot
point within the organization for technology decisions.

The GM may elect to initially establish a relationship (outsource) with a
local office of Chartered Accounts within Dublin instead of hiring a Control-
ler. All areas of financial responsibilities will fall under this person’s area
including A/R, A/P, treasury operations, tax, and general accounting.

RISKS & REWARDS

Are there risks in establishing a new e-commerce company during a time
of rapid growth and inflationary instability? A large issue that would seem to
beuncontrollable would be the inflationary pressures within Ireland. Atatime when
interest rates should be tightening, the government should be spending less and

Figure 5: Suggested organizational structure

General Manager

Director of HR Branch CTO
Director of Marketing Director of Operations
Consulting Practice Director

Controller
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increasing taxes. The entrepreneurs felt that none of these factors would be a
hindrance to their success.

Another risk within this market place is the talent shortage due to a
significantincrease in multinational investment in the country and alow unemploy-
mentrate. The solution to this issue is offering a superior product that is recognized
within the IT industry and providing opportunities for people to be included in the
future growth ofthe Irish economy.

A challenging issue within the Irish economy is the cost of real estate
(largely impacted by inflationary pressures). In the past four years it has not
been atypical of metropolitan area homes to increase in value by 400%.

Cultural issues that may impact the business include a lack of trust in the
security of technology. Amarach Consulting measured three distinct groups,
including “multi-techs, mobile techs, and anti-techs” (MacCarvill, 2000).
Unfortunately, the anti-techs seem to make up about twenty-eight percent of
the population. The fortunate part is that this group does not represent the
target market that is sought within the scope of the client base.

NEXT STEPS

Having explored the organizational structure and the risks and rewards
associated with the venture, O’Conner and Kelly considered their financing.
They hoped that funding for this project could come from an already
established consulting firm that has a desire to expand into the European
market place. Additional funding should be sought from the IIDA and other
Irish business incubators.

Pre-Implementation efforts include obtaining office space and recruiting
the five top positions within the Irish market place. This should involve
advertising in advance in many Dublin-based newspapers and recruiting
agencies. Additional funding should be sought at this time to capitalize on the
Irish desire to grow multinational influence within their borders. Another pre-
implementation effort is partnering with an already established Irish consult-
ing company in a strategically complementary aspect of IT and e-commerce.
This partnership will provide insights not simply to the business atmosphere,
but to the cultural and legal sensitivities not already outlined in this chapter.
“In fact, in an e-business environment where partnerships are everything,
relationship management becomes one of the key corporate competencies,
and the IS executive who possesses these skills can ride them into new roles
as GMs or COOs” (Field 2000).

Once the implementation of this plan was begun, O’Conner and Kelly
knew it could be implemented quickly. Three months should be used to
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establish the office and hire the first wave of people to run the organization.
Within six to nine months, the business should be up and operational including
placement of consultants at client locations or on client projects working
remotely.

O’Conner and Kelly knew that E-commerce is so much more then a
technological revolution. It is a shift in thinking that is real, predictable, and
appreciable. Astheyread inan April 2000, B2B article, Nicholas Negreponte,
Director of MIT’s Media Lab made an interesting comment about the future
of’business in an electronic world: “When you go out today to buy a car, you
are actually buying a piece of metal with four wheels on it. Tomorrow when
you buy a car you will be buying an entire transportation service [system].”
We think that’s a fundamental example of what this chapter has attempted to
reveal. Price will not be the competition in the future. Other factors will
influence people’s decisions to buy, e.g., service, wrap-around features, and
customer services.

The Celtic Tiger’s influence on e-Europe will not be felt for a few years
yet, however the time to capitalize on this European secret treasure chest is
now. Ireland is not a market for “day traders” of technology but a safety
position for a long-term success story. So many factors are influencing
Ireland’s ability to be a major player in the European e-conomy of the future
that it’s almost scary that the I'T community isn’tjumping up and down yelling
and screaming: “Hey look here. Look at the open door to Europe. Look at all
this free money!” The world of technology is moving so quickly that people
don’t have time to pick up their heads to look more then twelve months down
the road. For those who do, and see the green of Ireland, they will also see the
green of dollars before long. O’Conner and Kelly want to be there.

STUDY QUESTIONS

The authors of this chapter have suggested a strategy for a pair of
entrepreneurs seeking to make their fortune in e-commerce using Ireland
as a focus. This strategy is very much based upon standard theories of
business strategy, organizational growth and information technology
management. However, the world is changing so rapidly and the funda-
mental issues are so fluid that these theories may be called into question.
The following questions should be used to open a dialogue into the
theories, options and directions possible.

1. What differences in strategy would be appropriate if the entrepreneurs
described in this case were American seeking to enter a new market, or

Irish, attempting to startanew local venture?
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2. Giventheshakeoutinthe “dot-com” world, whatadvice would be appropri-
ate for the consultants to give for their Irish clients?

3. Usingthedynamicresources of the Internet, what current social, political and
economicissues are emerging that would change the strategies described in
the case? What mechanisms should be incorporated in the theoretical
consulting businesses practices to assure it of continued viability?

4.  Whatdetails are missing from the suggestions for business operations? How
important is acomprehensive business plan in this environment?
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Chapter X

ENI Company

Ook Lee
Hansung University, Korea

INTRODUCTION

ENI Company is an electronic commerce firm in South Korea. ENI
Company provides English news items and English lessons to the subscribers
through daily e-mail service that includes free English news-related question
and answer sessions via e-mail. This case study deals with the struggle of this
firm to establish and sustain its business in a less-developed national informa-
tion infrastructure. Information on national information infrastructure and the
Internet in South Korea is provided in order to facilitate understanding of the
difficulty that ENI Company faces while conducting e-commerce in South
Korea. The chronology of ENI Company evolution is described and the
organizational structure of ENI Company is also presented. The marketing of
ENI Company’s products that is the biggest challenge for the firm is also
discussed. This case is a good example of how to conduct an e-commerce in
a county where national IT infrastructure is not ready for it.

BACKGROUND

Literature Survey

We can easily suggest that doing an e-commerce business in a developed
country should be different from doing it in a less-developed country; here
“development” refers mainly to the level of national IT infrastructure devel-

Copyright © 2002, Idea Group Publishing.
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opment. National IT infrastructure can be defined as the vision of broadband
communications that are interoperable as though a single network, easily
accessible and widely distributed to all groups within society bringing
business, education, and government services directly to households and
facilitating peer to peer communication throughout society(Kraemer, et al.,
1996). But this idealistic vision is hard to achieve for countries with less
economic resources. By conducting a literature survey on e-commerce in
developing countries, the following factors in addition to having a well-
developed national IT infrastructure, were found to be necessary for a country
in order to provide a fertile ground for e-commerce.

1.

Active use of credit cards in the Internet: countries such as Philip-
pines, India, and China, where credit cards are not widely used, can not
find a workable payment method for e-commerce (Asuncion, 1997;
Bhatnagar, 1997; Liu, 1997; Rao, 1998). In away, South Korea is similar
to these countries even though credit cards are widely used since many
consumers on the Internet are very much reluctant to give out their credit
card number. In the cultural point of view, another reason can be the fact
that Koreans love to use cash in most business transactions even for a
large sum just like people in Hong Kong (Westland, et al., 1997). As for
the payment method in e-commerce in Korea, many companies use
money transfer through abank account, i.e., the buyer sends money to the
bank account of the seller and the seller will send the goods to the buyer.
This kind of pay-first-get-the goods-later payment method is obviously
an obstacle for e-commerce to grow since many consumers feel insecure.
Thus it is clear that without the full trust between consumers and e-
commerce companies, even a country with widespread credit card use
can not facilitate the growth of e-commerce.

Fixed fee option of the unlimited use of local telephone lines: Unlike
the U.S., the South Korean telephone company is a government-owned
monopoly. Even though it is trying to upgrade the communication lines
with fiber-optic cables, its business policy has not changed, i.e., there is
no concept of separate billing for the unlimited local call option. In other
words, if a person makes a local call to the Internet Service Provider and
surfs the net for a long time, the person will get a very expensive phone
bill. With this kind of environment, it is not easy to do e-commerce.

South Korean Internet Statistics

Itis estimated that the number of Internet users in Korea is about 350,000

in 1996 as shown in Table 1(NCA, 1997).
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In Figure 1 (NCA, 1997), we can see the rapid growth in the number of
users of dedicated lines for their Internet use in Korea. The users are, in
general, institutions which then provide Internet access to employees or
students in the institution.

In Figure 2 (NCA, 1997), we can also see the rapid growth in the
number of owners of PPP/Shell accounts for their Internet use in Korea.
The owners are normally individual subscribers of commercial Internet
Service Providers.

Using a Web-based survey(NCA, 1997), National Computerization
Agency(NCA) of Korea was able to collect important statistics on the
demographics of the Internet users in Korea. The total number of respondents
who visited the survey Web site and completed the questionnaire was 1725
and following is the result of the survey.

*  SEX: male (1463), female (262).

*  AGE:under15(26),15-20(459),21-25(453),26-30(457),31-35(173),
36-40 (75), 41-45 (55), 46-50 (18), over 50 (9).

*  OCCUPATION: college student (952), worker-non computer or Internet
industry (305), worker-computer industry (125), primary and secondary
school student (73), researcher (67), worker-Internet industry (52),
teacher and professor (40), government (28), business executive (8),
miscellaneous (75).

Table 1: Number of Internet users in Korea

Commercial ISP users Non-Commercial ISP users

Enstitution 51,850 69,000
ndividual 231,226 221
Total 283,076 69,221

Figure 1: Number of dedicated line users (Institutions) in Korea
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Figure 2: Number of owners of PPP/shell account in Korea
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*  EDUCATION: primary school (39), middle school (34), high school
(754), 2-year college (261), 4-year college (471), master’s (145), doc-
toral (21).

*  PURPOSE OF USING INTERNET: information collection (1301),
research (135), entertainment (151), business (82), miscellaneous (56).

*  YEARSUSING INTERNET: less than 6 months (147), 6 months to one
year (854), one-two years (410), two-three years (161), over 3 years
(153).

The result shows that the Internet in Korea is a new medium used mainly
by young college students and professionals for non-business-related activity;
this also means that user population is not very active in utilizing e-commerce
as of 1997.

NCA alsoreports that the total number of e-commerce Web sites in Korea
is 140 where only 50 have all the mechanisms for automated shopping, i.e.,
the payment method using credit cards is workable for these sites as of March,
1998 (NCA, 1998). In the same report, NCA estimates the volume of e-
commerce in 1998 to be around 9.4 billion won (7 million US dollar). Thus
it is clear that e-commerce is in its infancy in Korea.

ENI Company Introduction

ENI Company (pseudonym is being used to protect the anonymity of the
firm) is a South Korean firm that specializes delivering overseas news in
English and its translation with lessons on English language to the subscribers
viae-mail. The primary goal of this business is to educate the public in English
reading comprehension as well as inform through up-to-date foreign current
affair items. The business was formed in 1997 by a university professor who
had extensive knowledge in world affairs. The business charges the subscrib-
ers amonthly fixed fee that was approximately US$10. The English news and



190 Lee

its translation with lessons on English expressions are delivered everyday via
e-mail to the subscribers. The subscribers can also ask questions regarding the
content of the news item and its explanation and the firm answers them as soon
as possible.

SETTING THE STAGE

Before we embark on presenting our case, we need to address following
issues. Since our subject firm is an e-commerce firm in South Korea, it is
bounded by the level of development of South Korean national IT infrastruc-
ture. Thus information on South Korean national IT infrastructure is given.
Our subject firm also needs to conduct marketing in cyberspace and in order
to facilitate understanding of the concept of cyberspace marketing, we
introduce some background theories of cyberspace marketing.

Table 2: Size of domestic PC market

Year 1991 1992 1993 1994
Quantity 614 665 773 1200

Table 3: Telephone lines per 100 population (1993)

Korea UsS Japan Germany UK France
38 53 47 46 47 53

Table 4: Subscribers of mobile communications

1993 1994
Mobile Telephones 472 960

Table 5: Multimedia industry (1994)

Type Sales (Billion Won)
Multimedia PC 94.5
CD-ROM drive 37.5
CD-ROM Title 38.0

Sound card 51.4

Image card 25.0

Tools 5.4

Total 251.8
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South Korean National IT Infrastructure

South Korea embarked on building its national IT infrastructure in 1994
which was officially called “Korea Information Infrastructure (KII)” project
(Jeong and King, 1996). The Korean government committed itself to promot-
ing industries such as computer makers, telecommunication network builders
and value-added service providers, multimedia firms, cable TV industries,
and Internet-related companies. Major aspects of Korean national IT infra-
structure are described in following tables (Jeong and King, 1996).

E-commerce firms in South Korea have to struggle in a national IT
infrastructure which is not adequate for effective commercial activity yet.
This case shows that despite this kind of hardship, it is possible to create and
run an e-commerce firm even though it will be difficult to generate a big
financial bonanza.

Cyberspace Marketing

As many firms throughout the world try to conduct business on the
Internet, the importance of marketing in the Internet has become an important
issue to IS scholars and practitioners alike (Copfer, 1998). Some businesses
are interested in setting up a WWW site to expand their reach to customers in
addition to the physical entity in real world, whereas others try to establish a
presence in the Internet without having any physical entity in the real world.
In both cases, firms need to conduct marketing in order to solve vexing
questions such as who the customers are, how to advertise effectively, etc.
(Mosley, 1998).

In this case study we define those consumers who are using the Internet
and/or an online information provider such as America Online as consumers
of cyberspace. Now that cyberspace is born and all these users of cyberspace
are reachable by the Internet and they, therefore, have become attractive
consumers to the companies that always try to get any individual consumer’s
attention. For example, a consumer spend their awake time in watching TV
or listening to the radio; this is the reason that advertisements exist in those
mediums. Thus, similarly, more and more people are spending their time
surfing the Internet, which means that companies should advertise in this
medium too, since the consumers’ precious attention span is being used here
just as with TV and radio.

Thus how to advertise effectively in cyberspace has become a very
important issue. To advertise effectively, a business should choose the right
kind of tool in order to reach enough customers with a reasonable amount of
time and money. Many businesses now have Web pages which were made for
variety of purposes. For example, big corporations created Web pages to
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promote corporate image, thus these Web sites are not for trading goods and
services. On the other hand, some firms created Web sites for the purpose of
selling goods and services such as books, computers, flowers, etc.. Among
them, some exist only in Web sites, i.e., no physical entity exists, while others
have physical entities with Web sites used for additional business from
cyberspace consumers. Except for corporations which created Web sites
for public relations purposes, all other Web sites are engaged in profit-
making ventures, which consequently need sophisticated marketing strat-
egies and tools (Hansen, 1998). Thus, Internet marketing can be defined
as marketing strategies and tools that are designed to enhance product
purchases on the Internet. In other words, Internet marketing is geared
toward consumers of cyberspace.

These consumers of cyberspace have some distinctive characteristics
compared to real-world consumers. The main differences are as follows. The
consumers of cyberspace choose only the Web sites which are of interest to
them, which means that unlike TV, radio or print advertisement, it is difficult
to promote a product to unsuspecting mass customers. In other words, people
who are interested in adult-related products will go to those Web sites without
wandering into some other Web sites, such as those selling flowers. Thus,
making people aware of the existence of particular Web sites even though they
are not of interest to the consumer at the moment is not easy. There are some
technological breakthroughs such as PUSH technology which does provide
Web site information to the consumer who seems to have potential interest in
the particular area (Burke, 1997).

But even in PUSH technology, one can only push things after the
information regarding the customers’ behavior is gathered. Thus, with
millions newly signing-up to the Internet everyday, the PUSH technology
has its limits. Nowadays, Internet advertising is often done in banner ads
which take up small space on a Web page, are supposedly noticeable and,
hopefully, actually being read. But banner ads can appear only in Web
pages which a particular consumer reads, i.e., if the Web site is not visited
by consumers, the ad becomes simply obsolete. There has to be a better
way to market a product in the Internet in order to reach more people
possibly in mass numbers.

Direct e-mail advertisement can be a good answer to solve the above
stated problem in Internet marketing. One can not reach mass customers if
only banner ads are used. Direct and bulk e-mailing literally means sending
bulk or mass number of e-mails directly to unsuspecting users of cyberspace
(Gustavson, 1997). The product that is advertised in a direct e-mail advertise-
ment can be anything, which means that unlike PUSH technology which
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advertises only products considered to be of interest to consumers whose
online browsing behavior is known, the direct e-mail advertisement can send
promotional messages of any product to almost anybody who has an e-mail
address. Thus, direct and bulk e-mailing is more or less similar to the direct
marketing in real-world shopping. In direct marketing, shoppers are either
called or sent a so-called junk-mail by the direct marketer.

Culnan (1993) investigated the consumer attitudes toward direct mail
advertisement. In her paper, she claims that strategic uses of information
technology based on personal information may raise privacy concerns among
consumers if these applications do not reflect a common set of values. Her
study addresses what differentiates consumers who object to certain uses of
personal information from those who do not object. Data collected by
questionnaire from young consumers are used to identify a research approach
for investigating attitudes toward the secondary use of personalinformation
for direct marketing. Secondary information use occurs when personal
information collected for one purpose is subsequently used for a different
purpose. While secondary information use is both widespread and legal, it
may be viewed as an invasion of privacy when it occurs without the
knowledge or consent of the consumer.

But in the case of direct e-mail advertisement, there is no prior
knowledge or consent of the consumer, therefore there can be serious
problems using direct e-mailing as a marketing tool. The setting for her
study is the use of point-of-sale data from a supermarket frequent shopper
program to generate direct mail solicitations. Control emerges as a clear
theme in differentiating individuals with positive overall attitudes toward
secondary information use from those with negative attitudes. Study
participants with positive attitudes are less concerned about privacy
(measured as control over personal information, i.e., some people don’t
like to try hard to keep every aspect of his/her life under tight control while
some people like to be secretive about almost everything; like to be in total
control over one’s life), perceive shopping by mail as beneficial, and have
coping strategies for dealing with unwanted mail.

Notice that this result happens when the use of secondary information
was already consented. Thus, in direct e-mailing advertisement, even people
who have a tendency to favor less control over his/her life and are more
tolerant of junk surface mail, can react negatively to those direct e-mail ads
since there was no consent of their address for information use, whatsoever.
But people who have tendency to tolerate junk surface mail, might still react
positively since those e-mails contain information about products that can be
useful or cheaper for the consumer.
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Some merits of direct e-mail advertisement are as following.

a) Unlike direct marketing which can cost heavily, the cost of bulk e-
mailing is very low since sending e-mail letters to any number of people
in the world does not cost a dime, at least for the use of the communica-
tion line, i.e., Internet communication is free. All the firm has to pay is
alocal phonebill and, ifthe firm does notown a server, to pay the Internet
service provider which does not charge by the number of e-mail letters,
but by the time spent online (sometimes, just a flat fee per a certain period
time, say, a month).

b) E-mail can cause a very direct response from the consumer since unlike
junk letters in real world marketing, people tend to read e-mails even
though those are advertisement (Martin, 1998). Junk-mails can be
thrown out without even considering what the content could be. But junk
or spam e-mails are harder to delete away because people tend to read any
e-mail before they delete it. Once they read it, the information which is
contained in the ad e-mail can be very effective in terms of getting
attention from the customer.

CASE DESCRIPTION

Chronology of ENI Company

1997 January: ENI Company was founded by a marketing professor who
spent 10 years studying and working in US and Australia.

1997 February: With 108 subscribers, ENI started to send English news via
e-mail.

1997 May: The number of subscribers: 220. ENI Company started an
advertising campaign in the conventional media as well as cyberspace.

1998 May: The number of subscribers: 1,002. The amount of projected
annual sales revenue: 120,000 dollars. The amount of projected annual
net profit: 30,000 dollars.

Organization of ENI Company

The founder, who is also the CEO, wanted to minimize bureaucracy
which he regarded as a major cost center. Thus the organization of ENI
Company is very flat, with primary workers being teachers whose main tasks
include translating English news items and answering questions from sub-
scribers. Currently ENI Company has 10 teachers who work in an autono-
mous environment where each teacher has the authority to work, i.e., teachers
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Figure 3: Organizational structure of ENI company

Computer technician
CEO Secretary/bookkeeper
Teacher  Teacher Teacher ... Teacher

have no management interference on how they write English news items and
how they answer questions from subscribers. They are given a PC and an e-
mail account for their work. Thus translating English news from sources such
as AP or Reuters which provide up-to-date news in the Internet, and sending
the translated English news plus explanations on English expressions in the
news via e-mail, and answering e-mail questions from subscribers, all fall into
eachteacher’s responsibility. With the current 1,000 subscribers, each teacher
deals with 100 subscribers personally. Other staff include a computer techni-
cian and a secretary who also works as a bookkeeper. Figure 3 shows the
organizational structure of ENI Company.

Marketing Strategy of ENI Company
The marketing strategy of ENI Company can be analyzed through

marketing mix components as following.

1.  Product: ENI Company tried to differentiate its products from its
competitors by giving a personal touch. In other words, by answering
questions from subscribers promptly and paying attention to each
subscriber’s needs in English learning, ENT Company was successful in
attracting loyal followers.

2. Price: ENI Company tried to differentiate its price from its competitors
by offering a fixed monthly fee regardless of the number of questions
answered. Other services charged customers by the length of time they
spent on their service, since other services were available on the online
information providers unlike ENI Company which supplies via e-mail.

3. Place: ENI Company did not see a presence in the Web as a viable option
due to the small number of Internet surfers. Instead, ENI Company
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noticed that even though there were relatively small number of people
surfing the Internet, many more people have e-mail accounts either from
commercial Internet Service Providers or from non-commercial Internet
Service Providers such as one’s own schools and companies. Thus ENI
Company decided to exist only in the e-mail form until there will be more
Web surfers in Korea.

4. Promotion: ENI Company tried cyberspace advertising medium such as
banner ads which failed due to the small number of Web surfers, and bulk
e-mailing ads which failed due to the high telephone bill for modem-
based mailing and the law against such bulk e-mailing ads for non-
modem-based mailings. ENI Company relied more on conventional
advertising medium such as magazine and newspaper ads.

In summary, Table 6 outlines the marketing strategy of ENI Company.

In CEO’s Own Words

The CEO of ENI Company provided detailed information on the firm.
Following conversations are taken from the interview with the CEO.

Q: When and how was ENI created?

A: “Inthe beginning of 1997 I created the firm since I thought that I could
use my extensive knowledge on world affairs in helping Koreans understand
foreign news and at the same time, teach them on English lessons using
expressions used in the news items. The Koreans are very interested in
improving their English skill, especially young students in high school or
college since itis vital to acquire a good English skill in order to get into a good
college and to land in a better job. My idea was that if ENI Company could
provide attentive answers to questions regarding English promptly, many
people would sign on to our service. It turned out to be true. But there was a
serious difficulty in getting our company known to the general public.”

Q: What are its short and long term objectives?

A: “In short term, our objective is to create a critical mass of loyal
subscribers whose size should be at least 1,000 people, which we achieved in
ayear. Inlong term, our objective is to move to the Web eventually and be able

Table 6: Marketing strategy of ENI company

Product Personal Touch
Price Fixed Fee
Place E-mail Form

Promotion Conventional Medium
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to serve multimedia English news and lessons when the IT infrastructure of
Korea improves and the number of Internet users increases significantly.”

Q: Who are ENI Company’s competitors?

A: “Thereare several similar services in the online information providers
such as “Chollian” which is similar to AOL in US. But they don’t send out
individual e-mails; they put English news and lessons in the directory of
online information providers. Thus they can not give the personal touch as
ENI Company does. ENI Company is the only one that provides daily e-mail
English news service to the individual subscribers in Korea.”

Q: What were the challenges ahead? And how has ENI addressed the
challenges?

A: “The challenge was marketing, especially advertising. In order to get
more subscribers, it was critical to do effective advertising campaign. We
tried conventional advertising medium such as magazines, radio, and news-
papers as well as cyberspace advertising medium such as banner ads in the
Web page and direct e-mail ads. Besides conventional advertising medium
whose effect was obvious, we thought that cyberspace ads could be effective
too. At first, the banner ad in the Web page looked attractive but soon we
realized that the number of people who browsed the Web pages in South
Korea was still not big enough due to the low development of national IT
infrastructure. We finally looked at mass mailing technique and it looked
workable. We sent out direct e-mail ads and found out that modem-based bulk
mailing used up so much telephone time that it was not financially feasible
since there was no fixed fee option for local phone call in Korea. Non-modem-
based bulk mailing through the Internet could not be used either since the
Internet bulk mailing was already against the law in Korea. Thus we relied
more on conventional medium such as magazine and newspaper ads.”

Q: What were the critical events and outcomes in the evolution of ENI
Company?

A: “The critical event happened after we installed the mass mailer and
used it for sending advertisement mails for ENI Company. We didn’t
realize how big the telephone bill could be when the dial-up connection
was used for a long time. In other words, during the peak hours the
performance of the mass mailer got downgraded, which resulted in taking
much longer time to finish sending out all mails. This meant a disaster for
ENI Company since the increased revenue from the bigger number of
subscribers thanks to the mass mail advertisement was wiped out because
of astronomical amount of the local phone bill. This event forced us to
give up advertising through the mass mailer.”
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CURRENT CHALLENGES/PROBLEMS FACING
THE ORGANIZATION

Following matters can be considered to be current challenges/problems
for ENI Company.

First, how to sustain an e-commerce venture in a less-developed
national IT infrastructure is a big concern for ENI Company. Effective e-
commerce activity requires well-developed national information technology
infrastructure such as well-connected fiber optic computer networks that
cover the entire country, and easy availability of computers and affordable
cost of network use among ordinary citizens of the country.

Second, how to conduct marketing for the venture is another big concern
for ENI Company. Not only is it very difficult to establish a functioning e-
commerce firm but it is even more difficult to do marketing on the Internet. The
product of an e-commerce firm is usually advertised in banner-style ads in the
Web page, which is acommon practice and is considered to be a working solution
in developed countries. However, in countries such as South Korea, not many
people are surfing the Internet, i.e., the number of people who can afford to surf
the Internet for quite a long time are very limited due to the outdated billing
practice of the government-owned monopolistic phone company. Thus, in this
environmentan e-commerce company which wants to sell atangible product such
as computer hardware components or software items has no choice but to create
a Web page that sells those products and faces the problem of how to make its Web
page noticeable to the small-number of Web surfers in Korea. Furthermore, those
e-commerce companies who sell intangible goods face even more difficult
challenge in advertising their products. The company which is the subject of this
case sells English news and English lessons as products; they deliver these
products to the individual’s e-mail account. In short, any e-commerce company
in Korea faces the same problem in marketing, which is how to advertise
effectively in an environment where there are only small number of people who
are surfing World Wide Web pages.

Third, how to establish a workable payment method is the biggest
concern for ENI Company. This matter is a serious obstacle in the develop-
ment of e-commerce even in developed countries such as the U.S. since
consumers are worried that their credit card numbers might be stolen and
might not get the ordered goods after paying with credit cards. In less
developed countries such as South Korea, the consumers are, of course, very
much worried when they order a product online or through the Internet, not
because of the possibility that their credit card numbers might be stolen, but
mostly because of the fact that the cash they have already paid might be
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robbed, i.e., the goods never arrive. The reason is rather simple. In a less-
developed country like South Korea, not many people have credit cards and
even for those with credit cards, tend to prefer cash when the price of the good
is not very high. For this reason, most online payment is made as follows:
First, the customer goes to the bank and does a wire-transfer of cash to the
designated bank account of the seller which is an e-commerce firm. Second,
the e-commerce firm’s employee goes to the bank and checks if a certain
customer’s cash was transferred. Last, if the money-transfer is confirmed then
the firm sends out the good that was ordered by the customer. With this kind
of payment method, the consumers are naturally worried, since in actual
incidents some firms took the money and ran aways, i.e., no goods arrived.

Last, how to handle customer relations is also a concern for ENI
Company. The subject of our case is a firm that claims to be attentive to the
needs of the customers, i.e., it promises to answer all questions regarding
English news items and lessons using those news items that are delivered to
the subscribers. But in reality, it is very difficult to give satisfying answers to
every question from the customer. Thus, quality control of customer service
is a challenging puzzle to solve.
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Chapter XI

SAFECO®: Leveraging the
Web in a Knowledge-Based
Service Industry

Debabroto Chatterjee and Leonard M. Jessup
Washington State University, USA

The Internet and World Wide Web present significant business opportu-
nities and threats, particularly for business organizations that are knowledge-
based and/or that offer primarily information-based services. For these types
of firms, the Web offers opportunities that range from exchanging informa-
tion with partner organizations, the delivery of existing services to customers,
and the creation of new services. The potential threats include choosing the
wrong strategies for adopting We7b technologies, poor implementation of
Web technologies, entering late into the realm of electronic commerce and
thus losing market share, or worse, ignoring the use of the Web altogether and
potentially being replaced by more nimble rivals.

The majority of large organizations in a variety of industries have slowly,
cautiously begun deploying Web technologies. This is perhaps not surprising
considering the implementation challenges and risks posed by this new
technological innovation. It is not yet clear how large organizations, particu-
larly those that are knowledge-based and provide primarily information-
based services, should strategize about, adopt, and implement Web technolo-
gies. The purpose of this study is to understand how SAFECO, a large
corporation in the insurance and financial services industry, is strategizing for
and implementing technologies to exploit the Web. SAFECO was recently

Copyright © 2002, Idea Group Publishing.
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ranked as one of the leading innovative users of the Web technology inits industry.
This further legitimizes the selection of the company as an appropriate case study
site.

When I am at Disneyland, I can come in through Main Street, where

I have access to all the lands that are available, or I can come in on

the monorail and get offat Tomorrow Land. When I am in Tomorrow

Land it is distinctly different from Adventure Land but it is clear to

me that [ am still in Disneyland. There is a continuity of experience

there. That’s the general philosophical vision that we have for our

corporate Web presence.

Rod Sargent, Director of Marketing, SAFECO

BACKGROUND

In November 1998, George Johnson, senior vice president of marketing
and operations for SAFECO, reflected on the progress the company had made
during the last four years in adopting Web technology:

The Web-based marketing and distribution initiative is a fundamen-

tal component of our strategy today. As far as what Web-based

electronic commerce can do for us, it can drive up sales (by driving

more prospects to our agents) and thereby drive up our revenue, and

it can drive down unit costs by reducing manual interventions in our

work flows. It can automate a lot of the work processes back and

forth between our consumers and between our agents.

While much progress had been made in assimilating this new technol-
ogy into the business activities and strategies of the firm, he recognized
that a great deal still needed to be done to take full advantage ofthe Web’s
technological capabilities.

The Company

SAFECO’s origin can be traced back to 1923, when Hawthorne Dent
founded Dent’s General Insurance Company of America in Seattle. Though
it started out as a fire insurance company, today SAFECO and its subsidiaries
provide a wide range of insurance and investment products sold through
independent agents. Its diverse product lines include property and casualty
insurance, life and health insurance, pension and annuity products, mutual
funds, and real estate. The company also provides commercial financing and
leasing services. It has been ranked among the top 20 “diversified financial”
companies in the U.S. by Fortune magazine.
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One ofthe major and critical strengths of this company is its large and loyal
force of independent agents. These agents form the company’s channel of
distribution,and SAFECO is committed to continually enhancing its relationship
with them. The following excerpts from the Message to Our Shareholders (1997
Annual Report) captures the extent of the importance the company attaches to this
relationship:

We envision SAFECO as an insurance and financial franchise

unequaled in its ability to provide value and service through its

independent partners. Our mission is to be the premier company
distributing insurance and financial products through indepen-
dent agents.

Considered one of the leading users (among independent agent insurance
companies) of information technology, SAFECO proactively seeks ways to
improve agents’ customer service through technological and other means.

The company’s business philosophy rests on a tripartite cornerstone: 1)
“products of the highest quality,” 2) “a strong commitment to the best
customer service,” and 3) “a powerful sense of responsibility to our custom-
ers, our stockholders and the many communities that we call home.”

In 1997 SAFECO acquired American States Financial Corp., boosting its
property/casualty business by nearly 50%. After the acquisition of American
States, the management team of SAFECO felt the need for reexamining the
brand identity of both SAFECO and American States. Interbrand Schechter,
an internationally renowned company, was hired to conduct a brand audit of
both SAFECO and American States. Such an audit was conducted, examining
different aspects of the two organizations from employee, agent, and cus-
tomer perspectives. The results indicated that SAFECO had extremely strong
brand name recognition and it was recommended that all of SAFECO’s
subsidiaries and enterprises should use the same brand name. As a result, the
old practice of creating unique brands for each company is giving way to anew
strategy of building national brand awareness for SAFECO.

In 1998 the company contracted with the Seattle Mariners Organization
to name their new baseball park SAFECO Field™. In 1999, the company
announced plans to sell its real estate holdings.

The Industry

The modern insurance industry is characterized by contrasting emphases
and ownerships. This hybrid nature is reflected in the diverse product lines
offered by mutual (policyholder-owned) and stock (investor-owned) compa-
nies. These companies sell personal and commercial insurance for almost
everything — from health and life to property and casualty. They also offer
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financial services that range from asset management to commercial leasing
and lending.

Over the last ten years, sales have stagnated in the two major sectors of
the insurance industry—Ilife/health and property/casualty. The lack of growth
can be attributed to a variety of factors. For instance, the emergence of wealth-
maintenance products (such as annuities and mutual funds), designed to
provide acomfortable retirement, have lured away customers from traditional
life insurance products. As health-related expenses have skyrocketed, many
insurance companies have abandoned selling health insurance. The property/
casualty sector is also changing rapidly, especially on the commercial side,
where large customers are turning to self-insurance and other risk-manage-
ment alternative measures. This is in addition to the regular underwriting
losses suffered due to the unpredictable acts of nature and frequently of human
beings. As aresult, property/casualty insurers depend on their investments to
pull them into the profit column.

In addition to intra-industry competition, especially heavily concentrated
in the life/health and property/casualty sectors, insurance companies are
facing increasing competition from banks that are broadening their range of
services. Much of this can be attributed to deregulation that has allowed a
greater percentage of the total sales of a bank to be contributed by insurance
subsidiaries. The 1998 mega-merger of Citicorp and Travelers Group is an
example of huge corporate conglomerates that are likely to emerge to cash in
on the new business opportunities created by changes in the law.

Though insurance companies, brokers, and agents added only about
$197 billion (about 2.4%) to the gross domestic product in 1996, the U.S.
economy relies on the insurance industry: Its significant investments in
stocks, bonds, real estate and other assets provide considerable liquidity
to the financial markets.

The advent of the Internet and the WWW has had a major impact on the
insurance industry. Itis transforming the traditional ways of selling insurance.
New e-commerce business models are emerging in this industry, character-
ized by direct sales, increased personalization and customization of product
offerings. For instance, Internet companies like termquest.com and e-
insure.com are enabling potential customers to identify appropriate policies,
compare them and even buy them online. Other Internet-based companies like
Ebix.com, an on-line portal, are using a “reverse auction” model to sell
personal lines of insurance. It allows prospects to quote a price that they are
willing to pay for insurance coverage and then enables firms to offer bids in
response to those quotes. Even traditional insurance companies (like Allstate
and State Farm) that operate primarily in the physical market place are also
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setting up shop in the virtual market space to reach out to existing and potential
customers (referto Appendix 1 for competitor-related information).

While industry analysts and experts agree that face-to-face contact is still
a critical part of the insurance buying process, the convenience of shopping
over the Internet medium is becoming an attractive proposition to many.
Moreover, with the availability of Internet-based information intermediaries
that help potential customers make insurance decisions, the role and the value
oftraditional agents are under scrutiny. While the threat to independent agents
is real, many companies continue to value and support their existence.

Despite the huge growth over the last few years, the use of the Internet to
facilitate sales of insurance policies is still in its infancy. Jean Gora, manager
of research for the Life Office Management Association in Atlanta, GA,
points out that “business to consumer e-commerce is only one of the many
ways insurers will be using the Internet in the years to come.” In other words,
more and more companies will be using the Internet to sell insurance to not
only individual customers but also to business organizations.’

SETTING THE STAGE

To trace the evolution of Web application development at SAFECO,
one has to begin in 1995, when the first Web project was launched. This
was an intranet (refer to Appendix 2 for a primer on the Intranet platform)
pilot project with which SAFECO hoped to explore Internet (refer to
Appendix 2 for a primer on the Internet platform) and Web technologies.
In the same year, the content development and hosting of the corporate
Web site (www.SAFECO.com) were outsourced. While working on the
intranet pilot, the technical staff grew in confidence, and soon a project
was launched to build and host the Web site in-house; it has been
maintained in-house since 1997.

Intranet Platform
It was an intranet pilot project that launched SAFECO’s foray into Web
technologies. Rod Sargent, director of marketing, commented on the evolu-
tion of the intranet.
The intranet was created by the IS community in a maverick way.
They created the intranet to be able to communicate with each other.
Though its growth has been kind of chaotic, this loose frontier
approach allowed people to create that Web culture.
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During the last four years, significant progress has been made in building
an intranet environment that will enhance both operational efficiency and
effectiveness (refer to Appendix 3 for sample screen shots of the intranet
environment). For instance, a Grand Prix project resulted in the creation of an
intranet site that allows SAFECO field staffto introduce the latest products to
agents while also providing sales training and support. In addition, the site
keeps track ofhow much new business the agents are submitting, information
used to decide what marketing territory needs an extra little boost to sell more
products. The intranet is envisioned ultimately to become the desktop of the
company.

Internet Platform

The Internet-based public site serves as a corporate brochure, providing
avariety of information relating to the company and its products and services.
It primarily caters to the information needs of three types of browsers: a)
existing and potential shareholders, b) existing and potential customers, and
c) existing and potential independent agents (refer to Appendix 4 for sample
screen shots of the SAFECO site on the Internet). For instance, it provides a
historical overview of the company including how it evolved and grew over
the years. There is also a range of performance related information, such as
annual financial highlights, quarterly earnings, and stock quotes. There are
also product and service details on the site, such as the types of insurance and
investment products offered and the claim services provided. An interactive
agent locator feature on the Web site enables browsers to locate agents using
different search criteria—state, city, area code, zip code, and name.

Rod Sargent uses an interesting analogy to articulate the philosophical
vision driving the corporate Web presence. He explained:

When I am at Disneyland, I can come in through Main Street, where

I have access to all the lands that are available, or I can come in on

the monorail and get offat Tomorrow Land. When I am in Tomorrow

Landitis very distinctly different from Adventure Land butitis clear

tomethatIamstill in Disneyland. There is a continuity of experience

there. That’s the general philosophical vision that we have for our
corporate Web presence. I need to allow each of the subsidiaries the
opportunity to do affinity-type branding.

Conceptually, that meant developing a look and feel that was continuous
throughout yet allowed each subsidiary to be unique and to arrange their
content in a way that makes sense to their respective customers. Basically, the
goal was to create a one-company image and a one-company experience for
a company with many different faces. The underlying rationale here is that a
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customer who is interested in knowing about the range and array of products
and services does not care which subsidiary offers one or more of them. In
addition to the concept of a “one-company experience,” there is the belief that
the corporate site needs to be a much more image-focused site, while the
business sites should be more service-focused.

Numerous Web application projects are in the works to realize these
visions and goals. For instance, a recently developed application offers a
variety of value-added services to retirement services customers. They will be
able to a) check account balances, b) view unit values, yields, and existing
premium allocations, c¢) change existing premium allocations, and d) order
statements (refer to Appendix 4 for sample screen shots of the SAFECO site
on the Internet).

Extranet Platform

The SAFECO extranet environment (refer to Appendix 5 for sample
screen shots of the SAFECO extranet) is known by the acronym SAFESITE™
(SAFECO Architecture for Enabling Secure Internal Transaction Execution).
Itisasecure Web-enabled public (i.e. Internet-based) network that enables the
company to provide value-added services to its agents and customers.

Some of the objectives driving the SAFESITE project are best captured
in the words of Steve Schuler and Randy Balsiger (senior systems analysts in
the Web Group of the Network Services Department), who have been heavily
involved in this project:

Our extranets are beginning to deliver some of our internal systems

out to the agent population and replace technology that has been out

there in various forms. We have a very large 3270 private network

that agents dial into today. This is a replacement for that. There are

some client-server applications out there for agents to use. This is

again a vehicle for replacing those. It is time to rewrite some of those
legacy applications and it is time to bring them together in terms of

the desktop concept of “I am doing these six applications and they

look different. Why don’t they look alike?”’

In addition to providing a user-friendly and uniform interface to a variety
of legacy applications, the extranets enable secure exchange of sensitive
information (like medical information) between SAFECO and its agents. The
agents’ concern about this matter formerly had made them reluctant to be on
the public side of the Internet.

Numerous related extranet projects are in the works, most of them aimed
at helping the independent agents serve SAFECO customers better. One such
project is aimed at developing an automated Agent Pending Report. The
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deliverable of this project will allow agents to track the pending status of an
application on a daily basis. Currently, they are given a report once a week.
By the time the report actually gets out to the agent in the field, it is almost two
weeks old. In that time a policy could have been issued or dropped without
their knowledge. The result was continuous calling in to the in-house sales
support staff for updates. Giving Agents daily access to this information,
therefore, yields atwo-fold benefit: agents will have more timely information,
and the sales support unit will have additional time to work on other more
important and higher priority issues.

Another project will result in the Electronic Forms and Applications
system. The purpose of this project is to automate the applications submission
process. The project will be completed over five phases, during which four
different versions of the software will be developed. The first version will be
a CD deliverable; i.e., the different application forms will be made available
on a CD. The second version will be an extranet deliverable, allowing agents
to access the forms via the Web interface. The advantage of the extranet
deliverable version is that information can be updated at any time as compared
to CDs, which would be mailed out once a quarter. Agents can thus have
quicker access to any new forms (relating to new products) that have been
added or to any changes that have been made to existing forms. The third
version of the software will result in Web-based intelligent forms that will
prompt agents to fill out sub-forms based on how they fill out applications:
This way they won’t have to rely on memory and risk neglecting some vital
area in the paperwork. The version four deliverable will automatically
complete the application and submit it for the agent.

To further help the agents, extranet-based systems are being built that
will allow customers direct access to relevant information (like account
balance, total coverage amount, etc.) and enable them make changes to
existing policies and/or investment portfolios. In the process, these systems
will not only reduce transactional costs, but also save time for both the agent
and the customer. Recently, SAFECO rolled out a Web-based extranet
application called SAFECOM® that enables 250 of the company’s largest
commercial customers to enter and analyze workers’ compensation claims.

SAFECO’s Web-based initiatives thus far have been successful.
Indeed, PC Week Online recently ranked SAFECO as number five in their
fast-track 100 rankings of innovative financial services sites and in the top
three for insurance sites. This ranking reflects the hard work and success
that SAFECO has had thus far in moving forward with leading-edge E-
Commerce initiatives.
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CURRENT WEB IMPLEMENTATION
CHALLENGES FACING SAFECO

The company must cope with a variety of challenges to effectively
assimilate Web technology into its business activities and strategies. One
major challenge has been to make business sense of this technological
innovation. Some of the questions that are being asked and addressed are:
a) What are the key functionalities of this technology? and b) How best can
we use it to serve the company’s strategic objectives? Recognizing the
need to consider the perspectives of both the business and IT managers,
the E-Business Advisory (EBA) group was formed. Sargent, who chairs
this group, explained:

We created the EBA group to be able to integrate Web projects into

our normal planning process. We are integrating it into the culture.

Web technology is a reality and is here to stay. We are trying to

integrate it into our main stream of business activities and strategies.

Johnson sees the EBA group performing two specific roles:

One is to set the overall strategic tone for the company and the

second is to act as a clearinghouse for all the different ideas that

are generated in the different operating units in the different

SAFECO companies.

While the EBA group comprises 14 senior business executives, each
representing a specific business area, a similar group comprising IS execu-
tives from each of the business areas was also formed. These groups meet
separately and jointly to discuss and approve, among other things, potential
Web initiatives. Similar cross-functional teams also are being formed to serve
as steering committees for managing the various Web projects. While these
cross-functional teams have worked relatively smoothly and effectively,
Johnson admits that it didn’t come easily.

Building sophisticated Web applications also requires a certain level
of technical expertise and this has presented SAFECO with a number of
additional technical challenges. Schuler and Balsiger describe some of
these challenges:

The Web systems that we are seeing now are highly componentized

and distributed and that presents a management challenge. In our

environment now where we have this Web-based system with a

great looking front-end, we are trying to tie it to the back-end

mainframe environments and the rest of our emerging corporate
distributed network as well. There are 10 or 15 different techniques

of getting access to data, where there used to be two or three. The



210 Chatterjee & Jessup

complexity of the way you go get the data has just skyrocketed. And we
really didn’tdothatinadistributed environmentto this degree. Wedon’t
have change control processes that work across multiple services or
multiple areas or problem resolution methodologies in these complex
areas. For instance, ifthere are eight services involved and the function
fails, which service wentbad and how do you fix it? And if you fix this
service during thattime, how many applications are you impacting? Just
anumber of procedural and mechanical issues that we have learned to

deal with extremely well inamainframe environment, alittle bitbetter in

adistributed environments, butin the Web environment we are just all

over the map. So, we have a lot of policies and procedures and
infrastructure to build to do this right.

SAFECQO’s challenge of working its way up the Web technology learning
curve is also reflected in the views expressed by other Web developers. Rudy
Erb, one such Web developer, offers further illustration:

Web (applications) that interact with SQL haven’t been developed

here before. And so that’s been probably one of our biggest techno-

logical challenges. Getting up to speed with the latest technologies,
how they interact with each other and how to pass variables from one

Web page to the next and how to execute stored procedures from

your scripting code. Even little things like why is this tag working on

IE and not Netscape are some of the daily little challenges that we

have to deal with.

Schuler, who wrote the reverse proxy for securing SAFESITE, the
company extranet, considers security to be a critical implementation
issue. Many of the other developers concur on this and consider writing
‘security’ programs to be a major technical challenge. Considering that
SAFECO deals with information (health and investment related) of a very
confidential nature, SAFECO employees have to be extremely alert and
sensitive to data integrity and privacy issues (refer to Appendix 6 for a
primer on Internet security issues). Every effort needs to be made to build
a very secure computing environment to collect, store, and display client
information; especially, since the company offers clients the option of
submitting and retrieving information online.

In addition to building Web sites, the company will also have to maintain
them. Susie Barrett, SAFECO’s Webmaster, draws attention to this issue:

Keeping a Web site alive, new, and fresh is a big challenge, not just

for SAFECO, but for any company. There has to be a draw that gets

people to come to your site, then there has to be something there for

them to keep them coming back. Once we build a reliance on a site,
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we have to deal with the whole issue of production readiness and

recoverability. Once people start relying on our Web site for busi-

ness use, we have to make sure that the site is there for them
whenever they might need it. What happens if the Web server goes
down? What happens if only parts of it go down? These are the types

of issues we’re currently dealing with.

Beyond the technical challenges associated with Web application
development, there is also the managerial challenge of coordinating the
design and development work. This gets revealed in a developer’s expla-
nation of how building Web systems is different than building traditional
mainframe applications:

Normally, when you are developing an application, it is within your

group and you have all these people (within your group) going

through the walk-through process. With the Web, there are also
some centralized areas that are working on pieces of it. Some groups
located at the home office are working on the html pieces, some
groups are working on the graphics pieces and we have to pass that
information to them, and so we are not doing all of the development
here. So we are working with different groups to help us build this

and so coordination becomes crucial.

Because each of these centralized groups receives a number of
projects from different business areas, they are likely to prioritize them in
the order most suitable to them. This could lead to delays in completing
certain projects. As a result, constant follow-up is necessary to keep track
ofthe status of a project. One project manager commented that because of
his good relations with a particular centralized group, he was able to get
the work done a lot faster.

Some Internet-based Web applications are subject to external approval
processes which can take anywhere from three days to three months to
complete, yet another potential project slow-down.

The company is also helping its agents and customers get up to speed on
the technology. Since Web applications are being designed to provide value-
added services to customers, it is imperative that agents be trained to use them.
In addition to offering training sessions, the company is engaged in building
agent Web sites. Sargent provides the rationale for building turnkey Web sites
for the agents:

We don’t want agents to become Web programmers and we don’t

want them to hire a high school kid who knows how to program a

Web site but does not understand the business. Also, they will get the
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value of our marketing expertise, our legal expertise, and we canmake
sure the content is accurate. They can use part of our agent incentive
money to pay for the Web site. So we are fiving them incentives to use
thatbonus money inthe right way.

Future Plans

The company plans to continue to roll out the Web-based systems
described above and to continue to exploit new Web-based technologies as
they evolve. In addition, the company remains firmly committed to using the
Web technology to enhance business relationships with its customers and
agents. This strong commitment reverberates in the following proclamation

by Sargent:

Our fundamental strategic driving force in this company is the
independent distribution system. We have made a really contrary
statement. While other insurance companies have said that they will
sell products multi-modally (directly through our call centers and
also through our agents), we have said something quite to the
contrary. We are committed to our agents and are committed to help
agents use the new technology.

DISCUSSION QUESTIONS

Describe the e-business model of the company.

—

2. Visit SAFECO’s Web site and evaluate it using the following design
guideline criteria: a) usefulness, b) ease of navigation, c) elegance of

organization and design, and d) interactivity.

3. Considering SAFECQO’s overall strategic objectives, is it making
optimal use of the Web? Explain your position with examples and

recommendations.

4. What is your understanding of Rod Sargent’s Disneyland analogy to
articulate the philosophical vision driving SAFECO’s Web presence?
Has this vision been realized yet? Refer to the corporate Web site

features to back up your argument.

5. Describe the Web implementation challenges being faced by the com-
pany. To what extent are the challenges technological and/or organiza-

tional in nature?

ENDNOTES
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1 This case study is not designed to highlight either good or bad management
practices; rather, this case study is designed to highlight important strategic and
implementationissues with Webusage within this context.

2 http://www.SAFECO.com/1bfrm.htm

3 The News, Vol. XXXVIII, Sept./Oct. 1998

4 http://’www.hoovers.com/features/industry/insurance. html

5 National Underwriter, Dec. 20, 1999

6 National Underwriter, Jan. 12, 1998

7 PC Week Online, December 13, 1999

8 PC Week Online 1999 rankings available at http://www.zdnet.com/
pcweek/stories/news/0,4153,2405179,00.html.

APPENDIX 1: COMPETITOR INFORMATION

Name
The All State  Physical and
Corporation  Virtual
GEICO Physical and
Corporation  Virtual
Berkshire Physical and
Hathaway Inc. Virtual
American
Financial
Group Inc.

Op. Environment Products

Auto, property, casualty,
and life

Auto insurance,
Cycle-Gard motorcycle
insurance,

emergency road service,
and

GEICO Overseas
Insurance

Auto insurance, fire
insurance, property
insurance, casualty
insurance, life insurance,
financial services, shoes,
and furniture products.

Auto, property, casualty,
life, and annuities.

URL

http://www.allstate.com

http://www.geico.com

http://www.berkshire
hathaway.com

http://www.amfnl.com

Other

It has traditionally provided auto and
other insurance to preferred low-risk
demographic groups (such as
government and military employees)
but has also begun to target
nonstandard (high-risk) drivers.

In addition to offering insurance and
other financial products and services,
Buffett and his partner, Charles
Munger, invest in what they know:
low-tech companies like Borsheim’s
Jewelry Company, See’s Candy, a
variety of shoe and furniture
companies, and publishing
(encyclopedias and newspapers).
Berkshire Hathaway is also moving
into the power sector, planning to
buy a stake in MidAmerican Energy.

The company has shed its
commercial lines to concentrate on
property/casualty and life and
annuities businesses, though it
continues to invest in noncore
companies such as Chiquita and
Provident Financial Group (49%).
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CIGNA
Corporation

e-insure.com

4Insurance.com

INSWEB.com

Insurance
Online.Com

Insurance
Shopping
Network Inc.

Life, Accident, Health,
Disability, and Financial
Services

Virtual Auto, home, health, life,
business, and speciality
insurance products

Virtual Auto, home, health, and
life insurance

Virtual Auto insurance

Virtual Automobile, homeowners,
business & life insurance
Auto, home, health, and

Virtual life insurance

http://www.cigna.com

http://www.einsure.com/

http://4insurance.com/

https://securel.insweb.com/

http://www.insure.net/

http://
www.800insureme.com/

Having sold its property/casualty
business in 1999, the firm is now
concentrated on employee benefits. In
addition to expanding its product lines to
meet clients” needs, CIGNA plans to
expand into serving more small and mid-
sized businesses.

4Insurance is a free, no obligation service
that helps you save time and money by
conducting an insurance auction for your
business.

InsWeb is a free on-line service that
makes it easy for you to shop for and
compare quotes from many of the
nation’s leading insurance companies.

On-line marketplace for insurance
information, products and services

On-line marketplace for insurance
information, products and services

APPENDIX 2: A PRIMER ON WEB PLATFORMS

Internet Intranet Extranet
Definition Global computing network that Web-based secure network that Web-based secure network that
supports a variety of supports intraorganizational activities supports interorganizational
communication and like information dissemination, activities like information
information management interactive communication and dissemination, interactive
services like e-mail, FTP, transaction processing. communication, and transaction
Telnet, Usenet, and World processing. There are three types of
Wide Web (WWW). extranets — the private network, the
public network, and the virtual
private network.
Commonality | Use of TCP/IP Network, Web server hardware and software, and Web clients.
Differences 1. Web-based public network. 1. Web-based private network.
2. Open to public. 2. Use of firewalls to secure the network from public access.
Benefits 1. Access to a global market. 1. Richer and more responsive 1. Responsive customer support
2. Reduced communication information environment. services.
Costs. . 2.Reduced information distribution 2. Reduced information distribution
3. Lower transaction costs. costs. costs.
4. Reduced marketing costs. 5. . . - .
High quality customer support 3. Facilitates collaborative v}/c{rk. 4.  3.Facilitates collaborative work.
service. Enhances employee productivity.
Car rental companies like By posting the complex assembly Prudential HealthCare has designed
Applications | Alamo and Hertz provide on- instructions of CyberSURFR modems an extranet application that
line reservation services via O the intranet, Motorola was able to  provides a variety of customer
their Web sites. considerably reduce the time support services. Customers at their
normally required by the engineers to own convenience can access the
prepare and disseminate the step-by- ~ extranet to change their primary-
step instructions for assembly, care physicians, check the status of
testing, packing, and shipping. claims, and request ID cards —
among other services.
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APPENDIX 3: SAMPLE SCREEN SHOTS OF
INTRANET PAGES
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[=J Wy Computer

INTERNET

SECURITY ISSUES

unique human attributes like
fingerprint, retina scan, or voice
print to identify a person.

Types of Methods of Brief Description of Examples

Security Issues Security Security Methods
Access Control User ID & Assigning User ID and Password is Most operating systems like UNIX,
and Authentica- Password a commop way of restricting access Windows NT, Linux, SunOS, and
tion (Insuring to authorized personnel. Solaris have password and user

that only authentication systems in place.
authorized Secure Computing’s SafeWord™
person can authentication product.

access the data/ — -

information) Biometrics A scientific technique that uses Identicator Technology BioLogon 2.0

Server Application.
Identicator Technology BioLogon 2.0
Client Application.

A smart card has an embedded chip
that contains the necessary
information to identify and
authenticate the card holder.

Smart Cards

The M.O.S.T. Card from CardLogix
Inc.

Dl o Thicomigeconbines
authentication with identification. A
digital certificate is actually a
password-protected and encrypted
data file that includes a) the name
and other identification information
of the holder, b) a public key, c)
name of the issuer, and d) validity

period of the certificate.

X.509 digital certificates issued by
ID.Safe, a certification authority.
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Types of Methods of
Security Issues Security

Brief Description of
Security Methods

Examples

Packet Filter
Firewalls

These are the most basic firewall
devices and work in the lower layers
of the network protocol stack. They
are often called screening routers.
Screening routers can look at
information related to the hard-wired
address of a computer, its IP address
(Network layer), and even the types
of connections (Transport layer) and
then provide filtering based on that
information. A screening router may
be a stand-alone routing device or a
computer that contains two network
interface cards (dual-homed system).
Administrators program the device
with a set of rules that define how
packet filtering is done.

The Cisco 800 Series router.

The Cisco 1417-ADSL
router.

Gateway Servers

These devices filter traffic based on
the application they request. These
servers limit access to specific
applications such as Telnet, FTP, and
HTTP. In contrast to the packet
filtering technique, this firewall
operates at the application layer of the
network protocol stack.

Sidewinder™ 4.1, a network
access control gateway
solution for the enterprise.

Proxy Servers

These servers operate at a higher
level in the protocol stack to provide
more opportunities for monitoring and
controlling access between networks.
Using proxies reduces the threat from
hackers who monitor network traffic
to glean information about computers
on internal networks. The proxy hides
the addresses of all internal
computers. Traditionally, using
proxies has reduced performance and
transparency of access to other
networks. However, current firewall
products solve some of these
problems.

Microsoft Proxy Server 2.0.

Public-key

Integrity Encryption

(Insuring that
files or
messages have
not been
altered in
transit)

Private-key
Encryption

Also known as an asymmetric
encryption technique, this method
requires the use of a pair of public
and private keys to encrypt and
decrypt data/information. While this
method eliminates the problem of
sharing a secret key, it is much slower
than private-key encryption.

Also known as a symmetric
encryption technique, this method
allows the use of a single numeric key
to encode and decode data.

Secure Sockets Layer (SSL)
system from Netscape
communications and the
Secure HyperText Transfer
Protocol (S-HTTP) from
CommerceNet are two
protocols that provide secure
information transfer through
the Internet. Both these
protocols allow the client and
server computers to manage
encryption and decryption
activities.

SAFECO® is a registered trademark of SAFECQO Corporation.
SAFECO Field™ is a trademark of SAFECO Corporation.

SAFECOM™ jsaregistered trademark of SAFECO Insurance Company of America.
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Chapter XII

E*Trade Securities, Inc.,
Pioneer Online Trader,
Struggles to Stay on Top

Adam T. Elegant and Ramiro Montealegre
University of Colorado, Boulder, USA

E*Trade revolutionized the securities brokerage industry by “creating”
Internet trading. E*Trade’s original strategy was to deliver cost savings to
customers while amortizing fixed costs over a greater number ofaccounts. In 1997,
several competitors established Internet sites and E*Trade was dethroned as the
priceleader. Its managementteam introduced a strategic initiative to transform the
company into a financial, one-stop shop for investors. The initiative included
expanding its information technology, improving its marketing and advertising
program, and developing new strategic alliances.

By early 1999, E*Trade had established a popular Web site offering the
convenience and control of automated stock, options, and mutual fund order
placementatlow commissionrates. E*Trade’s success pleased management but
was challenged by fierce competition and emerging ethical and operational
problems.

Copyright © 2002, Idea Group Publishing.
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BACKGROUND

The Securities Brokerage Industry

Before the securities industry deregulation on May 1, 1975, full-service
brokerages charging fixed commissions were the only firms inthe industry (Glasgall,
1999). A full-service broker is a stockbroker who gives personal attention and
advice to clients and charges a flat fee or percentage of the transaction. Such a
brokeracts as an agent, providing advice and buying or selling securities for the
client. Theclientinteracts with the broker face to face or over the telephone. Full-
service brokers provide awidearray of services, including investment strategizing,
estate planning, and insurance advice, and they usually attempt to influence their
clients’ investment decisions.

After deregulation, most full-service brokers began to target households with
assetsranging from $100,000 into the millions. Inaddition, given thatcommissions
wereno longer fixed, discountbrokerage firms began to appear that targeted price-
sensitive, self-directed investors who did notrequire the level of service and high-
priced advice offered by full-service firms. Discount brokerage firms made profit
frommarginbalances and per-trade commissions; technology also enabled them to
employ less-skilled labor. Fidelity and Charles Schwab, two of the dominant
discounted brokerage firms in the mid-1990s, led the charge by introducing lower-
costinvestmentservices withoutadvice atsignificantly lower commissions. Dis-
countbrokerage customers typically had assets ranging from $5,000 to $250,000.
To execute trades, they could visit a branch office or they could call an “800”
number to speak with a“live order taker,” who would place their trade orders but
was prohibited from giving any investmentadvice. Over time, discount brokers
addedtouch-tone trading, which offered further commissionreductions to investors
who would key-in their trade orders.

By 1995, with the continued expansion of the Internet, technology offered
another alternative with more convenience, lower costs, and easy access to
investment information: online trading. Most online trading firms were offering
customers numerous ways to access their accounts and place trades, including
individual company Websites, direct dial-up connections, online services (America
Online, CompuServe, and Microsoft Network), interactive television, touch-tone
telephone service, abroker on the telephone (as a situational alternative to online
trading, for an additional fee), and 3Com Palm Pilots (available through selected
online trading firms). With online trading, investors paid lower commissions—
ranging from $10to $30. They had full control over theirinvestment decisions, with
nooneto blame butthemselves—investors could enter trade orders any time of the
day ornight (Piper Jaffray, 1998d). Online brokerage accounts could be opened
withaslittleas $1,000. Whilethese firms firsttargeted frequent traders by offering
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low commissions, online trading evolved to support the needs of almost any
individualinvestor.

History of the Company

E*Trade was a pioneer in online trading, a phenomenon that was rapidly
changing the face of investing for both individuals and the firms that served them.
The firm’s growth mirrored that of the online trading industry as a whole.
Trade*Plus, the company that would later become E*Trade, was founded as a
service bureauin 1982 by Bill Porter, a physicistand inventor with more than a
dozen patents to his credit. The company provided online quote and trading
services to Fidelity, Charles Schwab, and Quick & Reilly. Using primitive
information technology, Porter placed the firstonline tradeon July 11, 1983. He
imagined that someday everyone would own computers and “invest through them
withunprecedented efficiency and control.”! He spent most ofthe 1980s refining
and adding to his vision without introducing his plan to the world.

In 1992, Porter founded E*Trade Securities, Inc. and began providing back-
office, online processing services to discount brokerage firms and offering all-
electronic investing through America Online and CompuServe. The minimum
balance required by E*Trade to open an account was $1,000 ($2,000 fora margin
account), well below industry standards atthat time, and only a short, user-friendly
application was required to set up an account. E*Trade began offering online
trading through its company Webssite in February 1996, and the demand flourished.
Totransact securities, a customer had only to log onto E*Trade via the Internet,
adial-up connection, oran online service such as America Online. However, for
the first four years, E*Trade’s trade processing, settlement, and custody of trades
were provided by Herzog Heine Geduld, a third-party clearing and trading
company.

Inmid-1996, Porter handed E*Trade’s reins over to Christos Cotsakos,
aveteran of Federal Expressand A.C. Nielsen. He immediately initiated in-
house clearing activities to enable E*Trade to keep 100% of the revenue
associated with its customers’ margin and money market accounts (Piper
Jaffray, 1997). This action proved crucial to the company’s immediate success,
since online investors, on average, carry margin balances three times those of
traditional investors (CNN, 1998). On August 16, 1996, lead underwriter
Robertson Stephens took E*Trade public at $10.50 per share. With the news
spreading about E*Trade’s capabilities, individual investors took notice. In
1992, E*Trade was processing barely 100 trades per day (Byron, 1997). By
the end of 1996, that number had grown to almost 10,000 per day.

One of the keys to E*Trade’s success was its stable and experienced
management, consisting of technology, operations, finance, and marketing profes-
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sionals who had a passion for the business. Figure 1 and Exhibit 1 present
E*Trade’s organizational chart and briefbiographies of E*Trade’s key leaders,
respectively.

By 1997, the company had 650 employees and only three offices (located in
Atlanta, Georgia; Sacramento, California; and Palo Alto, California). Thus, low
overhead enabled itto offer low commissions that traditional brokerage firms could
notafford to match.

Withrelation to information technology, E*Trade’s computer system, fine-
tuned over 15 years, permitted 85% of its transactions to be executed without
human intervention (Piper Jaffray, 1997). Once a trade order was entered,
E*Trade’scomputer systemin Palo Alto took over. The computer system queried
the prices available on atleast four market makers, searching for the bestexecutable
price. Trades were usually executed in seconds, trading results were available
shortly thereafter, and the customer’s accountbalances were updated immediately.

SETTING THE STAGE

In 1997, E*Trade begantorecognize thathaving low prices was not sufficient
to compete with the discountbrokerage firms that were moving into online trading.
Itneeded to provide investors withamore comprehensive online service, including
betterresearch, charting, quotes, and stock screening. E*Trade began designing
anew Website, called “Destination E*Trade,” which ithoped would become a
financial portal, a one-stop shop for investors, customers, and non-customers.
Breaking away fromits competitors, E*Trade planned to openup 90to 95% ofits
Webssite to non-customers (Lipton, 1998). This first portal Web site within the
online brokerage industry was originally slated for alaunch date of January 1998.

CASEDESCRIPTION

The objective of E*Trade’s expansion was to offer its customers the tools to
handleall oftheirinvestment needs at one convenient, comprehensive, and secure
online location. E*Trade CEO Christos Cotsakosreflected,

We are committed to offering independent investors the most compre-

hensiveselection of financial services available in the online industry... ..

Our strategy is to be a financial full-service online provider (E*Trade,

1998Db).
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Figure 1: E*Trade organizational chart
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Exhibit 1: E*Trade’s management

Christos M. Cotsakos, Chairman, President, Chief Executive Officer, and a
Director of E*Trade Group, Inc.

Before taking the reins at E¥Trade, he was a senior executive at Federal Express, as well
as AC Nielsen, Inc. He also serves on the boards of several leading-edge technology companies.
Hereceived a B.A. from William Paterson College, and an M.B.A. from Pepperdine University,
and is currently pursuing a Ph.D. in economics at the University of London. Christos Cotsakos
is also a decorated Vietnam War veteran.

Kathy Levinson, President and Chief Operating Officer.

Kathy Levinson came to E*Trade from Charles Schwab, where she served in a number of
senior executive positions. She earned a B.A. in economics from Stanford University and a
master’s of human resources and organization development from the University of San Francisco,
and completed the program for management development at Harvard.

Judy Balint, President and Chief Operating Officer, E*Trade’s International
Division.

Judy Balintis responsible for building E*Trade’s global financial network. Before joining
E*Trade, she spentanumber of years living and working abroad. Shereceived a B.A. injournalism
from the University of Wisconsin and an M.B.A. in international business from the Monterey
Institute of International Studies in Monterey, California.

Debra Chrapaty, President and Chief Operating Officer, E¥*Trade Technologies,
and Chief Information Officer of E*Trade group.

Debra Chrapaty invents proprietary technology solutions for E*Trade. She came to
E*Trade from the National Basketball Association, where she was vice president and chief
technology officer. She has a bachelor in business administration and economics from Temple
University and an M.B.A. in information systems from New York University. She often works
around the clock and sleeps on a cotnext to her desk. In 1998, she was named the chiefinformation
officer of the year by InformationWeek.

Leonard C. Purkis, Executive Vice President, Finance and Administration, and
Chief Financial Officer.

Len Purkis is responsible for building and managing E*Trade’s financial architecture.
Before joining E*Trade, he was chief financial officer for lomega Corporation and senior vice
president of finance for General Electric Capital Fleet Services. He is a graduate of the Institute
of Chartered Accountants in England and Wales.




226 Elegant & Montealegre

Jerry Gramaglia, Senior Vice President, Sales, Marketing, and

Communication.

Jerry Gramaglia is charged with creating innovative ways to build and expand global brands.
Before joining E*Trade, he was vice president of Sprint’s $3 billion consumer division and held
senior management posts at Pepsico, Procter & Gamble, and Nestle. He earned B.A. in economics
from Denison University.

Rebecca L. Patton, Senior Vice President, Advanced Products Group.

Rebecca Patton is responsible for designing E*Trade’s new product strategies. Before
joining E*Trade in September 1995, Ms. Patton served in a variety of management positions
at Apple Computer. Ms. Patton received a B.A. in economics from Duke University and an
M.B.A. from Stanford University.

Stephen C. Richards, Senior Vice President, Corporate Development and New
Ventures.

Stephen Richards’s mission is to increase E*Trade’s leadership position through strategic
alliances, partnerships, mergers, and acquisitions. He previously served as E*Trade’s senior vice
president of finance and chief financial officer. Before joining E*Trade, he was managing director
and CFO of correspondent clearing at Bear Stearns & Company. He has a B.A. in statistics and
economics from University of California at Davis and an M.B.A. in finance from University of
California at Los Angeles.

Connie Dotson, Senior Vice President, Service Quality.

Connie Dotson makes sure that everyone in E*¥Trade’s customer service, operations, and
trading areas provides end-to-end quality service. Before joining E*Trade in 1996, she served as
senior vice president of operations for U.S. Computer Services/CableData, Inc.

Three general principles guided the firm’s service expansion: (1) attractnew
investors and fortify existing customer loyalty, (2) develop multiplerevenue streams
to protect against an extended market correction, and (3) increase customers’
switching costs in order to prevent them from jumping to another online brokerage
firm. E*Trade embarked on a strategic initiative thatbegan by restructuring the
company into three business groups—technology, international operations, and
brokerage. Debra Chrapaty, who was the chiefinformation officer of E*Trade,
was promoted to president and chief technology officer of the newly formed
technology division. Fully halfof E*Trade’s 650 employees reported to Chrapaty.
She controlled abudget of more than $130 million—awhopping 39% of E¥Trade’s
$335.7 millionrevenue for the year ended September 30, 1998 (Dalton, 1998).
The strategic initiative followed by E*Trade, however, included not only the
expansion oftechnology butalso a significantimprovement of its marketing and
advertising program. Thenitiative alsoincluded the development of new strategic
alliancesto increaseits national and international reach.

Information Technology
Althoughtechnology had fueled the growth ofthe securities brokerage industry,
someobserversestimated thatin 1995 the percentage of mishandled trades was ashigh
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as 45%. Many early entrants into the online trading segment were plagued by
technological glitches, and as the existing problems were rectified, new problems
appeared when online trading firms expanded their services. Industry-wideconcerns
relatedtotechnology included the following:

1.

System Outages — Online trading firms were continuously refining their
systemsto eliminate crippling glitches, such as loste-mails, system overload,
and system crashes, and to create backup systems and contingency plans.
Many of these outages were caused by software and hardware upgrades that
were intended to increase capacity.

Web-Based Transaction Glitches — Trade orders could get lost after the
customer had entered them, but well before the order reached the online
brokerage. The problem could occur between the customer and his/her
Internet service provider (ISP), between the ISP and the Internet backbone,
orinsidethe Internetbackboneitself. Althoughthe Internetwasaself-healing
network and traffic was automatically routed around glitches, the rerouting
process could take anywhere from seconds to 20 minutes. As Web traffic
increased, the number of routing glitches was expected to increase. Many
investors did notunderstand the technological side of online trading, and often
misunderstood who was at fault when trades wentawry (Olmstead, 1998a).
Removal of Human Intervention — As an online investor explained, “I
electronically entered alimitorderto buy Zenith at $15, while the stock was
tradingaround $16. The stock thenroseto $22. While [[ was] working, not
payingattention to the market, negative news sent Zenith plummeting toward
$5. When the stock fell, my order executed at $15, on the way down, and
costme thousands of dollars.” The electronic system did what it was told: it
executed theorderat$15. A full-service brokerage firm mighthave called the
customer, told him about the negative news, and suggested that he cancel the
order or sell immediately after the purchase to cuthislosses. By the time this
investor realized that he owned the stock, it was trading at $6.

Poor Customer Service — Almost every online firm had been accused of
poor customer service. Most customer service issues were handled via e-
mail. However, often the responses did not provide a detailed response to
every concern voiced by the customer. In particular, many customers felt
slighted by the “canned” answers that firms used for frequently asked
questions. Accountholders who used telephone customer service commonly
complained aboutextended hold times.

Chrapaty was well aware that in order to expand the firm’s online

investment services, she had to do more at E¥*Trade than simply implement
technology. The expansion had tobe done while continuing to supportthe level
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of online services—which meant paying special attention to accommodate the
volatility of online trading marketplace, where trading volumes may soar and fall
wildly. Therapid growth of the company also had to be supported—E*Trade
was adding 2,000 customers a day to a base of 550,000 and the number of
trades made daily, which averaged around 15,000 in July 1997, was running
about 40,000 to 50,000 by the same time in 1998 (Dalton, 1998).

In August 1997, Chrapaty established daily 5:30 a.m. meetings—one hour
before the opening of the stock markets in the United States—including all
employees reporting to her. “Everyone needed to understand the changes and
how they tentacle into their organizations,” she explained (Dalton, 1998).
These meetings, which Chrapaty referred to as change-management sessions,
had an immediate impact—system errors dropped 75% during the next
quarter. Butthat was the beginning. Over the next 12 months, she restructured
the company’s trading system and Web site. In 1998, $75 million was spent
toupgrade these systems (Pettit, 1998). Much of this money was spent on the
Destination E*Trade Web site and on E*Trade’s proprietary information
technology architecture. Thistechnology enabled more than one million visitors to
use the Web site simultaneously and allowed up to 150,000 customers to place
orderssimultaneously (E*Trade, 1998h). E*Trade’s original computer system had
used acommon gateway interface (CGI) to link the servers of its Web pages toits
databases (Stirland, 1998). The system was mainly coded inthe computer language
C++. Thenew system was based on BEA System’s Tuxedo Architecture, which
manages a distributed, component-based computing environment, and includes
load balancing, distributed transaction processing, and security. Other elements of
the new architecture include a Cisco Systems Local Director and several Netscape
Version 2.0 Enterprise Servers. The BEA Tuxedo system manages transactions,
while the Netscape servers manage user sessions.

Marketing and Advertising

E*Trade complemented its technology development efforts by further inves-
tigating who traded online and whatattracted them. It was found thatthe original
online investors tended to be active traders who jumped in and out of positions
rapidly, looking to make a quick profit. They were especially concerned about
commission rates and reliability of execution. Over time, however, the situation
changed as investors began to give careful consideration to the types of services
offered by each online brokerage firm. With the stabilization of commissionrates,
pricebecame only one factor in investor choice. The breadth of products, services,
and amenities became the critical deciding factors. The types of services required
by online investors included electronic bill payment, free real-time quotes, low
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marginrates, quality of research reports, access to [IPOs, and excellent customer
service.

While there are many ways to describe online investors (see, for example,
Exhibit 2 for typical demographics of online investors), three distinctive categories
canbeidentified (Piper Jaffray, 1998a).

Straddlers—Customers who occasionally invested online but still preferred
traditional investment channels, such as branch offices and the telephone. These
people were still hesitant about trading online and preferred conducting business
with companies with established reputations.

Active Investors—Investors who used online trading only after conducting
their own, self-directed research. These people were comfortable investing online.
Theirmain needs were information and tools that would help them make better
investment decisions.

Retail Traders— A new class of investors created by the low costand speed
of execution associated with online trading. These were short-term investors
looking to take advantage of quick profits inthe market. Retail traders, also known
as “day traders,” cared only about fast, cheap, and efficient execution of their
orders.

Table 1 shows the key services required by each segment of the market
and examples of the companies that met their needs.

Exhibit 2: Demographics of typical online investors

(According to Forrester Research, Inc.)

75.7% of online investors are male.

Age ranges between 25 and 44, mean is 39.

Mean annual income is $69,000.

Mean net worth is $144,177.

70% use a PC at work.

44% have completed college.

Average investor places 7.86 trades per year.

Online investors make 47% more trades than traditional investors.

Source: Pettit, 1998

Table 1: Online services required by type of customer

Type of Customer Straddlers Active Investors Retail Traders

Commission Level $20-$30 $10-$20 Less than $10

Key Needs Service & Reputation  Information & Tools  Price & Execution

Marquee Firms Schwab & Fidelity E*Trade & DLJ Direct Datek & Ameritrade

The Firm’s Key Attributes Channels & Distribution Partnerships & Brand  Execution &
Technology

Source: Piper Jaffray, 1998a
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E*Tradeunderstood from its inception that establishing brand identity was
critical in the online investment industry—customers are hesitant to deposit
money with a firm they have never heard of. Accordingly, the company has
been an industry leader in marketing and advertising expenditures, and its
campaigns can be described as aggressive, savvy, and eye-catching. In 1996,
E*Trade was advertising in the Wall Street Journal, Individual Investor,
Smart Money, and Forbes,butin 1997 itdecided to increase its marketing and
advertising program. E*Trade kicked offits first major campaign by spending
$3.2 million on advertising during the NCA A basketball tournament. Since
1997, E*Trade has consistently spent four to five times more money on
advertising per active account than its competitor Schwab (Piper Jaffray,
1997). By the end 0of 1997, E*Trade had spent $20+ million in advertising
campaigns. The firsthalfof 1998 was quiet, but E*Trade broke the calm by
announcinga $100 million advertising campaign to coincide with the launch of
its Destination E*Trade Web site.

While Cotsakos felt that this level of expenditure was necessary to
transform E*Trade into “one of the blue-chip Internet companies for the 21+
century” (Buckman, 1998), some analysts estimated that advertising had
pushed E*Trade’s account acquisition costs past $400 peraccountin 1998. The
company began looking for cheaper ways to acquire accounts: directmail, Website
sponsorships,and E¥Mobile—apurpleand green, 38-footrecreational vehicle thatwas
tospend 200 days per year traveling to sporting events, college campuses, and trade
shows. E¥Mobile had nine demonstration suites on board and was projected to attract
15,000 visitorsannually (Piper Jaffray, 1998a).

Strategic Alliances

To further increase its customer base and diversify its revenue steam, another
keyingredient of E*Trade’s expansion was seeking partnerships and alliances.
Cotsakos explained,

E*Tradehasmadeasignificantcommitmenttoidentify andally withinnovative

organizations who are leaders in their fields, and who share our vision of
providing the consumer with the convenience and control of Internet-based
solutions (E*Trade, 1998D).

E*Tradeestablished alliances and business agreements with leading technol-
ogy, content, and distribution partners to provide relevant, insightful, and propri-
etary value-added investing and research information to its customers. Exhibit 3
providesalistofselected alliance partners.

At the same time, E*Trade began to pursue international licensing and
partnership programs to reach new markets and to provide new capabilities to its
users. E*Trade soughtto buy stakes in companies thatadvanced online trading
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andkeptitsbrand name in the forefront toreinforce and leverage the E*Trade brand
franchise worldwide. The following is a summary of E*Trade’s international
expansionefforts:

Canada-E*Tradesignedits firstinternational license in January 1997. The
license created an E*Trade franchise in Canada, where it became the first online
firmto offer abroad mutual fund center.

Australia-On April 22,1998, E*Trade launched service in Australia after
signing an agreement with Australia’s Nova Pacific. Nova Pacific has since
adopted the E*Trade name and also plans to launch online trading in New Zealand.
AsofOctober 1998, E*Trade had more than 3,000 active accounts in Australia
(Olmstead, 1998b) and as of December 31, 1998, after nine months of operation,
E*Trade Australia was handling 1% of the daily transaction volume on the
Australian Securities Exchange.

Japan-OnJune4, 1998, E*Trade initiated two joint venture agreements with
Japan’s Softbank Corporation. One agreement established the E*Trade brand
name inJapan, akey target of E*Trade’s international expansion. Japan opened
itssecurities industry to foreign companies, and Japanese citizens have an estimated
$10trillioninindividual savings.

Korea- Anagreement with Softbank helped in establishing E*Trade Korea.
Korea’s governmenthas changedits stance andisnow allowing foreign investment,
especiallyintechnology. AsofJuly 1998, Koreahad over2.5 million Internetusers
(E*Trade, 1998d).

United Kingdom - On June 11, 1998, E*Trade signed a joint venture
agreement with Electronic Share Information, LTD.,aleading financial services
provider in the United Kingdom. The venture, called E*Trade U.K., will give
E*Tradeaccessto Electronic Share Information’s 170,000 customers (E*Trade,
1998a).

France-OnDecember 3, 1998, E*Trade announced a licensing agreement
with CPR, a premier French investment and asset management bank. The new
company, CPR E*Trade, had the exclusive right to use the E*Trade brand,
technology,andservicesin France. Asof December 1998, there were 1.5 million
Internetusersin France.

In addition to the countries mentioned above, E*Trade initiated service or
was in the process of developing the E*Trade brand in Germany, Poland,
Russia, and Israel (E*Trade, 1998a). Although international revenue ac-
counted for only about 3% of'its total revenue in 1998, E*Trade estimated that
that percentage would increase to 30% by 2003 (Olmstead, 1998b). E*Trade
also envisioned enabling investors in one country to trade stocks in several
other countries, but this would require major changes in international legislation.
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Exhibit 3: EXTrade’s Partnerships, Alliances, and Acquisitions

The following is a list of selected alliance partners (in alphabetical order):

AmericaOnlline (AOL)- E*Trade has provided online investing services to AOL users
since 1992. AsofJanuary 1999, more than 14 million AOL members have access to E*Trade
from the AOL Personal Finance Channel. In 1998, E*Trade agreed to pay America Online
$25 million for two years of “premier placement” on the AOL service (Kane, 1998).

BancBoston Robertson Stephens - E*Trade’s exclusive alliance with BancBoston Robertson
Stephens provides Professional Edge subscribers with access to proprietary research and
recommendations formerly available only to the largest investors and institutions.

BancOne - BancOne customers are able to manage their investments using E*Trade’s
online securities transaction, information, and portfolio managementservices. E*Trade custom-
ers, inturn, have online access to arange of integrated financial services, including checking and
savings accounts, loans, and credit and debit cards.

Barclays Global Fund Advisors - Barclays has teamed up with E*Trade to offer a selection
of'index, enhanced index, and fund products that will be offered exclusively through E*Trade.

Bridgeway Capital Management - E*Trade is the exclusive no-transaction-fee outlet for
the Bridgeway family of mutual funds. As a result of this agreement, no other brokerage firm
will offer Bridgeway funds without charging transaction fees.

CNNfn - E*Trade has a significant branded presence on CNNfh, including the site’s new
Broker Center. That presence will be promoted on CNN, the cable network.

CompuServe - CompuServe users have had access to E*Trade online investing services
since 1992. More than 5 million users have direct access to E*Trade from the CompuServe
Personal Finance Center.

CUSO Financial Services - CUSO Financial Services credit union customers have the
option of directing their own investments through E*Trade.

Critical Path - On July 14, 1998, E*Trade entered into an agreement to provide venture
capital to Critical Path. Critical Path is an industry leader in providing outsourced e-mail services
and infrastructure for Web portals such as Destination E*Trade. In addition, Critical Path
became the exclusive host for E*Trade’s Web-based e-mail system. E*Trade hopes that an
increasing number of account holders will access their trade confirmations via secure e-mail, thus
reducing E*Trade’s enormous postage expenses.

Data Broadcasting Corporation - Data Broadcasting Corporation, a leading online
investment information service, provides millions of investors access to E*Trade from its online
trading center at http://www.dbc.com.

Digital Island - E*Trade’s investment in Digital Island, the first global IP applications
network, allows it to leverage Digital Island’s distributed star network to distribute E*Trade
products around the globe.

E*Offering - E*Trade plans to invest in E*Offering, a full-service investment bank on the
Internet. The deal will help provide E*Trade customers with greater access to subscribed public
offerings. E*Trade will own 28% of E*Offering.

First USA - E*Trade has joined with First USA to offer Platinum and Classic Visa credit
cards to E*Trade customers at competitive interest rates and no annual fees.

InsWeb - E*Trade assists customers with their personal insurance needs, allowing
consumers to comparison shop for insurance on the E*Trade Web site.

Microsoft Corporation - E*Trade’s strategic partnership with Microsoft gives users of
the popular Microsoft Investor service and MS Money application direct access to E*Trade’s
online investing services.

Novo/Ironlight - E*Trade has contracted with Novo/Ironlight to create and deploy its
multilingual Web sites in several international markets. The Web sites will be culturally specific
while building and maintaining the E*Trade brand and quality standards.

Omega Research, Inc. - E*Trade is the exclusive online investing sponsor of all of Omega
Research’s sales seminars.
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OptionsLink - E*Trade’s acquisition of the OptionsLink division of Hambrecht & Quist
allows it to offer a Web-based and custom interactive voice response order entry system for
employee stock option and stock purchase plan services to corporate stock plan participants.

Scudder Kemper Investments, Inc. - E¥Trade’s Mutual Fund Center offers more than 30
no-load Scudder Funds online.

ShareData, Inc. - E*Trade has acquired ShareData, Inc., the leader in stock plan knowledge-
based software and expertise for pre-IPO and public companies. ShareData, Inc. serves more
than 2,500 companies and represents more than 2.5 million employee option holders worldwide
(E*Trade, 1998c). The post-merger goal is for E*¥Trade to be able to offer plan sponsors and
their employees a completely integrated and automated solution for stock plan management and
company stock transaction capabilities. On the acquisition of ShareData, Cotsakos stated, “The
acquisition of ShareData reinforces E*Trade’s strategy of moving beyond transaction fees to
increase the number of ways in which we generate revenue.” E*Trade used stock to pay for the
estimated $28 million acquisition (Piper Jaffray. 1998c).

Softbank - On July 13, 1998, Japan’s Softbank Corp. agreed to buy 15.6 million shares
of E*Trade stock for $400 million in cash (E*Trade, 1998f). Much of this cash will be used
for acquisitions and to fund E*¥Trade’s growth objectives. The agreement also includes a
provision that prevents Softbank from selling its newly acquired shares for two years and
prevents Softbank from purchasing additional shares for five years. At the time, Softbank
also owned 31% of Yahoo!, 35% of GeoCities, and 71% of Ziff-Davis (Wettlaufer, 1998).

ThirdAge Media - ThirdAge.com, the most comprehensive source of content, community,
and commerce on the Web for active older adults, has selected E*Trade to be its exclusive online
securities trading partner. Third Age.com users will have convenient one-click access to E*Trade
throughout the ThirdAge site.

United Airlines - E*Trade customers will have opportunities to earn frequent flier miles
on United Airlines.

VeriSign - VeriSign’s advanced digital identification technology will be used to simplify and
enhance Internet security procedures for E*Trade customers.

VERSUS Technologies - VERSUS Brokerage Services offers online investing services in
Canada under the E*Trade name.

WebTV Networks, Inc. - WebTV viewers are able to access E*Trade in the Investing and
Brokerage sections of the WebTV Network.

Yahoo! - In August 1998, E*Trade entered into an agreement with Yahoo! Yahoo! has set
the standard for Internet companies, and its site is the most trafficked site on the Web. E*Trade’s
agreement with Yahoo! will substantially increase E*Trade’s presence on banners, advertise-
ments, and sponsorships throughout the Yahoo! network. Within the agreement, E*Trade also
renews its status as one of Yahoo’s premier merchants. E*Trade hopes its agreement with Yahoo!
will help achieve its goal of becoming a leading branded, bookmarked financial destination site
on the Web.

Zurich Kemper Investments - Zurich Kemper Investments, E*Trade’s money market
fund provider, offers a combination of competitive current yields, service, pricing, and
potential for new-service development to E¥Trade customers.
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Table 2: Online investing services provided at destination E*Trade Web site

Smart alerts based on price Portfolio tracking News updates from Reuters

Smart alerts based on volume Watch lists Earnings estimates from Zach’s

Secure e-mail Mutual fund information A plethora of research report
from Morningstar

Free real-time quotes Company reports Java-based charting capabilities

Launching “Destination E*Trade”

Although the opening was delayed several times, in September 1998 E*Trade
launched themuch anticipated “Destination E*Trade” withacelebrity-filled event
including Bob Costas and Shaquille O’Neil. Destination E*Trade was intended to
playakeyroleinhelping E*Tradereachits ambitious goal of triplingits accountbase
between 1998 and 2000. The new site offered features and content well beyond
thereaches of E*Trade’s previous site and beyond industry standards, as shown
inTable 2.

Destination E*Tradeallowedall visitors to view headlinenews, delayed stock
quotes, and other widely available marketinformation. Merely by registering, even
without opening an E*Trade account, a visitor could get access to customizable
tools, secure e-mail, investment chat rooms, and free real-time quotes. E*Trade
targeted the estimated 20 million individual investors who accessed the Web for
investmentresearch and portfolio tracking buthad yetto open an online investment
account(E*Trade, 1998g). E*Trade used these freebies to convince some of its
visitors to stick around and open an account. Between September 1998 and
January 1, 1999, more than 500,000 visitors became members (E*Trade, 1998i).

By early 1999, E*Trade had established a popular Web site offering self-
directed investors the convenience and control of automated stock, options, and
mutual fund order placement at low commissionrates. Inaddition, E*Trade had
adigital suite of value-added products and services that could be personalized,
including portfolio tracking, real-time stock quotes, “smart” alerts, market com-
mentary and analysis, news, investor community areas, and other information
services. Exhibit4 presents acomprehensive listof E*Trade’s products, services,
and features as of March 1999. Exhibit 5 highlights various measures of E*Trade’s
rapid growth.

CURRENT CHALLENGES/PROBLEMS FACING
E*TRADE
InFebruary 1999, Christos Cotsakos should have been one of the happiest
men on the planet. As CEO of E*Trade, he had seen his company grow at an
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Exhibit 4: E*Trade’s Products (March 1999)

Comprehensive Trading - With an E*Trade account, customers can buy and sell stocks,
options, bonds, and more than 4,300 mutual funds directly from their personal computer or by
telephone.

Complete Account Management - E*Trade customers can review their portfolio holdings,
balances, and outstanding orders online. E*Trade offers unlimited free checking, competitive
interest rates on uninvested cash, online cash transfers, and an E*Trade Visa® card.

Free Real-Time Quotes - All E*Trade customers and members are offered free and unlimited
real-time quotes.

Mutual Fund Center - Launched on November 3, 1997, E*¥Trade’s Mutual Fund Center
offers access to more than 4,300 mutual funds from many popular fund families, including
American Century, Baron, Bridgeway, Invesco, Janus, and Vanguard. There are 900 no-load
funds to choose from. Custom screening tools and research help guide customers to the funds
that are right for them. E*Trade also provides direct access to online prospectuses for all the
funds in the network.

Bond Center - Through E*Trade’s comprehensive online bond trading capability, indi-
vidual investors can place online orders for a wide range of fixed-income securities, including U.S.
Treasury, corporate, and municipal bonds. The Bond Center also offers analytical tools,
commentary, and credit rating information.

Investment Research - E*Trade offers access to investment research and analysis tools.
Users can get breaking news, quotes, charts, earnings estimates, company fundamentals, and live
market commentary 24 hours a day—all for free.

Power E*Trade - A powerful collection of free tools and services for the active trader.
Customers who qualify can maximize their profit potential with ultra-fast order entry, NASDAQ
Level II quotes, real-time streaming portfolios, and priority customer service.

Professional Edge - Customers can subscribe to get institutional research reports and real-
time buy/sell recommendations before the market opens from the analysts at BancBoston
Robertson Stephens. E*Trade expects premium content, such as the Professional Edge, to
generate 2% of future revenue (Olmstead, 1998a).

Mortgages - E*Trade offers direct access to comprehensive information on mortgages.
Users can compare market rates and apply for a home loan from their PC.

Insurance - Through E*Trade’s Insurance Center, users can easily compare coverages and
prices of different insurance carriers for policies that fit their individual needs.

Credit Cards - E*Trade offers Platinum and Classic Visa® credit cards at competitive
interest rates and no annual fees.

Ideas and Tools - E*Trade provides free investing help and education, including mutual fund
screening tools, tech stock analysis, options analysis, and retirement planning calculators.

Personal Market Watch - E*Trade customers can personalize their view of the markets
with “My E*Trade,” selecting Snapshot, Tech Spotlight, Trader, Portfolio, or Analyst views.
The Portfolio Manager feature lets users follow the securities they own or track.

Smart Alerts - This free service allows customers to have stock price, volume, and P/E alerts
delivered directly to their inbox on the Web and to any e-mail address or alphanumeric pager.

Discussion Groups - In Community @ E*Trade, members can exchange ideas and discuss
hot stocks and investing strategies. E*Trade also offers live celebrity chat events.

E*Station- E*Trade’s self-service information center lets customers find answers to their
questions. It also allows customers to submit service requests online.

E*Trade Mail - E*Trade’s free e-mail service provides customers the security, reliability, and
speed to handle all of their e-mail needs free of charge.

Security - All E*Trade transactions over the Internet are secured by Netscape Secure
Commerce Server (SSL), the industry’s leading technology for Web security. When customers
access the E*Trade Web site using either Netscape Navigator or Microsoft Internet Explorer,
their communications are automatically protected through server authentication and data

encryption.
Note: All these products were available through E*Trade’s Destination Web site.
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Exhibit 5: Measures of E*Trade's growth (A, B and C)
A) E*Trade's account growth, 1996-1999 (in thousands)
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B) E*Trade's average number of online trades per day, 1996-1999.
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Exhibit 6: E*Trade's annual financial data

Years Ended
September 30 1999 1998 1997 1996 1995
(Projected)

(in thousands, except transaction and per share amounts)

Revenue $621,402 335,756  $234,128 141,803 108,961
Pretax income (91,536) 2,151 29,323 3,671 9,446
Net income (loss) (54,438) 1,927 19,193 4,166 7,333
Income per share
Basic (0.23) 0.01 0.14 0.05 0.11
Diluted (0.23) 0.01 0.13 0.03 0.07

Shares used in
computation of

income (loss) per share
Basic 235,926 173,906 133,572 80,554 68,467

Diluted 235,926 185,479 147,833 121,863 111,427

Average transactions
per day 68,484 27,620 16,382 6,148 2,335

Years Ended
September 30 1999 1998 1997 1996 1995
(Projected)

(in thousands, except account, associate, and per share amounts)

Active accounts 1,551,000 544,000 225,000 91,000 32,000
Number of associates 1,735 954 698 489 245
Working capital 319,634 615,968 270,778 74,041 22,257
Total assets 3,926,980 2,066,286 1,148,114 397,169 107,212
Shareowners’ equity 913,667 734,410 303,694 89,785 27,908

Net book value per
share 3.81 3.18 1.85 0.70 0.22

Source: E*Trade Corporate Report 1999
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astounding pace, with 1998 revenues reaching $335.7 million and E*Trade’s
accountbase climbing to 676,000. (Exhibit 6 presents the company’s financial data
since 1995.) He had also watched the company’s stock price increase 491%
between September 30, 1998, and January 29, 1999. In 1998, his company
becamethe first securities and financial services company to be awarded the CPA
WebTrust Seal of Assurance by the American Institute of Certified Public
Accountants. His efforts had earned him the honor of Ernstand Young as he was
named the 1998 National Entrepreneur of the Year for Internet Products and
Services Companies.

At the same time, Cotsakos must also have been terrified after watching
E*Trade’s computer systems shut down on three consecutive days during the week
of February 8, 1999. Technological problems crashed E*Trade’s entire online
trading capacity for hours atatime and led to a class action lawsuit filed against
E*Trade onFebruary 9, 1999 (Glasgall, 1999). From February 2 to February 10,
1999, E*Trade’s stock value plummeted 35%.

Cotsakos was pleased with the success of E*Trade so far, buthe faced several
challenges notonly from the fiercer competition within an industry shifting toward
onlinetrading butalso from emerging ethical and operational problems. While he
wanted to push forward with international expansion, he wondered whether his
company had growntoo fastand could even handle its current customer base inthe
United States. Operating inthe ever-changing world of online investing presented
enormous challenges, gratification, and headaches for executives like Cotsakos,
who were on the frontlines of rewriting the rules of the investment world.

An Industry Shift Toward Online Trading

Competition in the online trading segment was fierce. (Exhibit 7 presents
several measures of the online trading segment’s rapid growth.) Whatbegan
in 1995 as a few firms competing for asmall number of accounts turned into an
industry segment with about 80 competitors vying for millions of accounts. In
1998, full-service brokerage firms still accounted for about 80% of dollar
commissions generated in the retail brokerage business (Credit Suisse First
Boston, 1998b). But as some of their investors began to defect to online
trading, full-service firms adjusted (Exhibit 8 depicts investors’ primary rea-
sons for trading online). By late 1998, several full-service brokerage firms
began planning measures to offer select customers certain aspects of online
investing without compromising the tradition of full-service investing. Instead
of charging per transaction, the full-service firms began charging a flat percent-
age-of-assets fee similar to those charged by asset managers. Forexample, in
early 1999, Morgan Stanley Dean Witter began offering online trading to
20,000 of'its customers. Investors with $50,000 to $250,000 were charged
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Exhibit 7: Measures of online trading growth (4, B, C, D and E)

A) U.S. Online Investment Acount Growth, 1996-2002 (in millions).
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B) Average number of online trades per day, 1997-1999 (in thousands)
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C) Assets managed in online investment accounts, 1997-2002 (in billions)
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D) Online trading commissions generated, 1996-2001 (in millions)
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E) Online trades as a percentage of all equity trades, 1997-1999
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Exhibit 8: Primary reasons for investing online (According to Jupiter
Communications)
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2.25% of'their assets and were granted 56 trades per year (Glasgall, 1999).
Prudential Securities was offering arate of $24.95 per trade to account holders
withmore than $100,000 in addition to an annual fee of 1%. Merrill Lynch was
planning toroll out similar services to 55,000 of its estimated 5 million account
holders (CBS, 1999). Table 3 depicts the competitive breakdown as of
September 2, 1999.

In 1999, Schwab had greater market share than its two nearest competi-
tors combined. Italso maintained arelatively high commission level ($29.95),
while the average commission charged by the top 10 firms had steadily
declined, as shown in Exhibit 9 (Credit Suisse First Boston, 1998b). Because
ofits well-established brand name, popular mutual fund supermarket, and huge
existing account base, Schwab was able to grab an early lead that it never
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Table 3: Key players in the online trading industry

Company Market Share Assets Controlled Number of Ave. Trades Ave. Trades
Accounts per Day per Yr.
(per customer)
Charles Schwab 23.3% $263 billion 3,000,000 117,800 12.7
E*Trade 15.1% $28 billion 1,551,000 76,333 16
Waterhouse 12.1% $52.7 billion 877,000 61,031 21.6
Fidelity 11.9% $202 billion 3,060,000 60,013 4.8
Datek 10.7% $7 billion 290,000 53,840 59
Ameritrade 9.2% $22.9 billion 560,000 46,199 26.4
DLJ Direct 3.8% $14.2 billion 302,000 19,200 19.9
(Source: Credit Suisse First Boston, 1999b; Piper Jaffray, 1999a, 1999b)

Exhibit 9: Average commission charged by the top 10 online trading firms,

1996-1999 (in US dollars)
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Table 4: Commissions charged by the top players in the online trading
industry

Company 9/30/98 12/31/98  Notes

Schwab $29.95 $29.95 For the first 1000 shares, $0.03 per
share thereafter

E*Trade $14.95 $14.95 $19.95 for limit and NASDAQ orders

Waterhouse $12 $12 For the first 5000 shares, $0.01 per share
thereafter

Fidelity Active Trader $14.95 $14.95 To qualify, investor must place 36 trades
per year

Datek $9.99 $9.99 All trades up to 5000 shares

Ameritrade $8 $8 $13 for limit and stop orders

DLJ Direct $20 $20 For the first 1000 shares, $0.02 per share
thereafter

Quick & Reilly $14.95 $14.95 $19.95 for limit orders, $0.02 per share
above 1000 shares

Typical Full-Service Broker $300-$500 Varies by firm; often at the discretion of
individual broker

(Source: Credit Suisse First Boston, 1998a)
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Exhibit 10: Actual and projected worldwide Internet users, 1995-2003 (in

millions)
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relinquished. Table4 lists the commissions charged by thetop playersinthe online
trading industry foratypical market order.

1.

The growth inthe online trading industry was driven by several key factors:
Increased Internet Usage - In 1992, there were fewer than 10 million
Internetusers worldwide. By the end of 1999, that number was projected at
196.1 million (see Exhibit 10 for a chart ofactual and projected worldwide
Internetusers from 1995 t0 2003).

Increased Consumer Comfort with Electronic Commerce - For a while,
peoplehad been willing to “surf” the Web butunwilling to conductbusiness
onit. Attitudes had begunto change and confidence wasrising in the Internet
as analternate channel for conducting business.

A Roaring Bull Market - With the strong market run since 1995, online
tradingemerged atan opportune time. Technology firms’ stocks wererising
faster than other stocks, and tech investors were predisposed to lead the
movementtoward online investing (Economist, 1999).

Media Attention - The mass mediahad made online trading “chic.” Articles
in Business Week, the Wall Street Journal, and Fortune had raised
awareness about online trading and hyped its potential.

Baby Boomers Approaching Retirement - As the members of the baby
boom generation approached retirement, they were pouring increasing
amounts oftheirincome into investments (Credit Suisse First Boston, 1998a).
Many of them were shifting their investments toward online brokerage
accounts.
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6.

Continued International Expansion - E¥Trade and Schwab had led the
expansion, butothers were ramping up their own efforts. Japan wasaprime
target as its securities industry was opening to foreign companies, and its
citizens had low faith in local firms and high savings account balances.
Partnering with Investment Banks - Online brokerage firms were rushing
to partner with investment banks in hopes of offering their account holders
access to initial public offerings (IPOs). Critics charged that these arrange-
ments were one-sided, guaranteeing the online firms very few shares of “hot”
IPOs while using the online firms as a distribution outlet for the shares of
“weak” IPOs. Tomitigate this problem, online firms may begin to develop
their own “limited” investment banking operations (Credit Suisse First
Boston, 1999a).

Large Banks Entering the Online Trading Industry - With the banking
infrastructure created and refined over the last 100 years, banks felt thatthey
couldenter the online trading industry withoutmajor obstacles. Banks wanted
tohave online trading capabilities to help attractand keep customers. Initially,
banks wanted to target high-end customers, not day traders. Many saw their
advancement into the online trading industry as a defensive move (Piper
Jaffray, 1998b).

Ethical Issues within the Online Trading Industry

The following important ethical issues within the realm of online trading

were emerging by the end 0 1999.

1.

“Know Thy Customer” - Regulations by the Securities and Exchange
Commission of the United States required full-service brokers to monitor their
customers’ investmentactivities and prevent them from entering into inappro-
priatetransactions. Online trading firms were subjectto the same regulations,
but they “complied” by installing monitoring software that tracked their
customers’ transactions. It was not clear whether ornota software tracking
systemmetthe criteria of “know thy customer” (Piper Jaffray, 1998a).
Accessin High-Volume Periods - When market volume was extremely high,
accesstoonline trading Webssites could become difficult, with somanyusers
trying to logon atthe same time. Several firms were considering buying or
developing software thatcould distinguish whether the person trying to logon
toits site had an account value of $5,000 or $10,000,000. The software could
thenblock the $5,000 account holder and permit access to the $10,000,000
accountholder. Would such asystem be ethical? Woulditbe legal?
Distribution of IPOs - Access to IPOs had long been a point of controversy
withinthe world of investing. Who should have access to the precious initial
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shares? Institutions always seemed to have access, and so did wealthy
brokerage accountholders. AsIPOsbecameavailableto onlinetraders, how
could firms decide who would have access? Would it be the wealthiest
accountholders, those who agreed notto “flip” the shares, or those who were
first to request that particular [IPO? With more and more IPOs available
online, thisissue was becoming increasingly important.

Registration - Securities brokerage companies had to register in other
countries before accepting orsoliciting customers fromthere. These firmsalso
hadtorespectthe securities laws ofthese countries. Since online trading firms
had sites on the Internet, and the Internet was available in virtually every
country, did this mean online brokerage firms needed to register in every
country?

E*Trade’s Operational Problems

Some ofthe mostcritical problems that E*Trade was experiencing by the end

0f 1999 included:

1.

Vague and Broad Investment Agreement - E*Trade customers had voiced
concernaboutthe “fine print” in E*Trade’s investmentagreement. Toopen
anaccountat E*Trade, the customer had to agree to the terms of the E*Trade
Customer Agreement, the introduction of which stated, “Please note that the
information contained herein is subject to change without notice.”
Furthermore, the “General Provisions” section included the following sen-
tence: “In consideration of E*Trade opening and maintaining one or more
accounts, youagree to the terms and conditions contained in this Agreement,
asamended from time to time.”
This clause gave E*Trade wide latitude to change the terms ofits customer
agreement. Other agreement clauses allowed blame to be shifted from
E*Trade to the market makers when confirmations moved slowly, granted
E*Trade “Irrevocable Power of Attorney,” and disclaimed liability regarding
“lossesresulting froma cause over which E*Trade orits affiliates donothave
directcontrol.”

Insufficient Capacity -In December 1997, a class action lawsuit was filed
against E*Trade, claiming that customershad lostmoney because of E*Trade’s
failure to correctly handle the volatile trading days in October 1997. The
complaintalleged that E*Trade knew thatits communications systems could
handle only 10,000to 15,000 users, fewer than 7% ofits accounts at that time
(Iwata, 1997). A similar class action lawsuit was filed on February 9, 1999,
after E*Trade’s systems crashed three times during one week.

The 1998 launching of Destination E*Trade brought complaints about the
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new ssite’sspeed and accessibility. Investors continually complained thatthey
could notaccess the Web site during peak trading periods and that the site
loaded very slowly. Since E*Trade’s decision to open the site to non-
customers had contributed to the problem, customers suggested that E*Trade
freezenewaccountsuntil itcould service existing accounts properly. Custom-
ers also found the new site difficult to navigate, and its error messages
confusing.

3. Poor Trade Executions - Given that E*Trade was selling its order flow to
market makers who were executing orders with their own interests in mind,
investors often complained that their “market” orders had been executed at
unfavorable prices and at a very slow pace. Investors said that E*Trade
shifted theblame overtoits market makers, who were looking to make money
on cach transaction. Unlike Datek, E*Trade did not have a one-minute
marketorder fill guarantee. Customers reported that “market” orders placed
atnight were notexecuted until 11 A.M. the following day.? There were also
complaints about long delays in confirming trade executions—from 10
minutesto 1.5 hours.’

4.  Questionable Practices - One of the investors interviewed, who tired of
E*Trade’scontinual problems, elected to transfer hisaccountto Fidelity. This
investor heldarisky positioninthe very volatile Amazon.com. The stock was
trading at $135 in the summer of 1998 when E*Trade acted on the transfer
orderinthe middle ofthe trading day. The investor was then blocked from
sellinghis position later thatday. Since the account wasno longeraccessible
through the Web site, he had to waita week until his new account was “live”
at Fidelity. By then, the stock had fallen under $100. The investor, an
attorney, considered E*Trade’s decisionto close hisaccountin the middle of
the day to be ludicrous and in bad faith. The matter was not resolved by
several e-mail messages to customer service, and the investor ultimately sent
aformal protestto E*Trade’s compliance department. He was informed that
the investment contract, in the fine print, gives E*Trade the rightto close the
account at its discretion. Furthermore, he was told that he could still have
placed the trade using E*Trade’s $35 broker-assisted trading through its
“800” telephonenumber. The investor was furtherirritated by this response.

5. Poor Customer Service - E¥*Trade customers complained about “canned”
e-mail responses that missed the point of their questions, long waits on calls
to the “800” telephone numbers, a confusing telephone menu, waits of over
aweek fore-mail responses, and customer service representatives with poor
attitudes.

During the summer of 1998, E*Trade rana promotion offering an investor $50
if s/he placed five or more trades between June 16 and June 30. When one ofthe
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interviewees for this study complained via e-mail about notreceiving his $50, an

E*Trade customer servicerepresentative sentan e-mail apologizing and confirming

thatthe $50 was being credited to hisaccount. Two weeks later, the customerstill

had not received his credit and wrote back. The same customer service
representative who had confirmed the credit two weeks earlier now explained that
the previous e-mail was amistake and that the customer did not qualify forthe $50.

(Actually, the customer did not qualify for the $50, but he still felt he deserved it

because the customer service representative had confirmed thathe would receive

it.)

Another customer had trouble with E*Trade’s “tell-a-friend”” program, which
granted a free trade to a customer who referred a friend who ultimately opened an
account. This customerrecalled, “Ireferred about fifteen friends, seven of whom
have opened an account. However,  had to send several e-mails to E*Trade’s
customer service to get the proper credit for my referrals. Thave neverreceived
creditwithouthavingtochase E*Trade.”

6. Questionable Security - Perhaps most troubling of all were E*Trade’s
sloppy account set-up procedures. A customer from Colorado called several
timesregardingatrade. Eachtime, therepresentative could not find the trade
request anywhere in the customer’s account record. On the fifth call, the
representative finally asked formore detailed information and inquired why
the address associated with the account was in Massachusetts. It was
revealed that E*Trade had mixed up the two accountnumbers in its records,
adangerous error. The two customers involved happened notto be active
traders, but they had had access to trade on each other’s accounts.
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