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Preface

A great deal has been written about e-business and about the astronomical projections for the B2B and B2C markets. Basically, what everyone has been saying is “go online or die”.  It’s been like the gold rush for nearly three years, and by now everyone has more or less made the move. There are no longer any corporate executives coming up with a “brilliant” new idea to put the business online. We’re past that stage. In other words, merely putting your business online will not give you a competitive edge anymore. It’s not an additional tactic in your overall business strategy – It’s THE business strategy itself.

If everyone has made a move or is moving into e-business, then the question that really matters is: What it takes to win the e-race!

This white paper will not provide you with a magic formula on how to be a winner. The goal of this paper is to describe and discuss the new approach that is needed in today's extremely competitive environment -- an environment that incorporates numerous inherent conflicting interests, such as “Time-to-Market vs. Quality and Stability”, “Partnering vs. Competing” and more.    

The maintenance trap

Making your system your business 

The Internet has merged different concepts, philosophies and skills, and it has merged the world of technology with the world of business. While it is true that these two worlds have been tied together from the beginning, their "coupling" is now different, more intense. The technical systems are no longer interfaced by human beings. Those human intermediaries knew much more than “how to sell you something” they knew “how to be better than the competition”.

No ad campaign has ever announced  “our bank has Oracle as a data warehouse” or “buy at our store, we have a new transaction system”. This has never been the thing that made you better than your competition. There is always something more, something that human beings added. It could be a smile, it could be the physical location it could be your service your price and more. It’s not your “system” that makes a difference it’s your business that makes a difference and your business is never referred to as “your system” no matter how important the technology is to your business. 

In the online world there is no physical location advantage, there is no smile, and you don’t want to compete on price forever. But you still have to compete. You won’t have your human intermediaries to give you an advantage. Your system (your web site) will have to be extended to substitute the “human layer”. You have to make “your system” compete. You have to make “your system” – “your business”.

Maintenance mode

In the days when technology systems were in the “back end”, they were developed over a long period of time, and then went into maintenance mode. Maintenance mode means there are a few “technology people” who make sure that everything operates properly. They might add a little feature here and there, but basically their job is to keep things the way they are. The business people, the strategist who were at the beginning of the process are long gone. There is no need for them. All their business logic is in there. What is left to do is just maintain it. 

This was an acceptable approach for back-end systems because they were not “competing systems”, they were there just to provide services to the competing force in the organization - the human beings, the sales people, the customer service people, etc. These people were never in maintenance mode. They were always busy thinking of something that would make the business stay ahead of the competition.

In the e-business era the systems are in the “front-end” too. They are the ones that have to compete. They are the ones that have to be constantly ahead of the competition. That means that these systems should never be in maintenance mode. The business strategists should never go away. They should constantly decide what to do next. 

The Globes Example

A perfect example of the “maintenance trap” is Globes’ Internet initiative – Israel’s Business Arena. Globes is the only financial news paper in Israel. In 1995 Globes was the first Israeli newspaper to go online. The business strategy was to become a gateway for the Israeli business community. To become “Israel’s business arena”. Today it would be called a Vertical Portal, but back in 1995 this was a new and innovative concept. 

As the Internet evolved and web usage increased, Globes enjoyed a constant rise in traffic. It enjoyed a first mover advantage combined with its local reputation as a reliable source for financial information. It could be assumed that being a first mover and leveraging a successful offline brand is all Globes needed to become unbeatable in the online world - but reality proved this to be incorrect.

Globes fell right into the “maintenance trap”. In mid-1996, after developing English and Hebrew Internet versions of Globes, the publication's board of directors decided to maintain the status quo. Despite constant warnings from the online management, the site intentionally went into maintenance mode. There were five translators for the English version plus an editor, an assistant editor and a graphic designer who produced the “central images”. That was all it took to run the site. The business strategists were no where near. It did not take long for competition to begin looming. Out of "nowhere" a brokerage firm called Analyst made a strategic move into the Internet and produced Israel’s business portal - “Analyst Online”. The move was fast and forceful, and backed up by a large budget and a real commitment to do the impossible – to win the race. 

It could be said that from 1997 until today Globes was asleep. Analyst Online became the market leader, with double the amount of traffic than Globes despite its established presence.  Analyst Online is  going public and will probably succeed. Although the race is not yet over, Globes has managed to produce, with just a couple of years of maintenance mode, a competitor that is leading the market and is not going to disappear.

It is ironic to compare this story with the story of how Globes handled competition in the offline world.  When a new financial daily called Telegraph appeared Globes used all its firepower against the challenger. Telegraph competed very aggressively, but Globes fought back, it held daily strategic staff discussions with a very clear goal – to defeat the competition. Globes won the war- Telegraph closed after just two years of operation. 

If Globes had treated its online competitor the way it did its offline rival the results would probably have been very different.         

Crossing the danger zone

Established businesses that make a move into the e-business world often find themselves walking on a thin wire by putting their relationships with their traditional marketing channels in jeopardy. There are many examples of businesses that were afraid to go all the way and chose not to make their businesses really online because they were afraid that this move might hurt their traditional marketing channels and in turn they will be boycotted by them. In an Internet attitude study of 200 business/IT executives 12.5% identified jeopardizing their relationship with existing channel partners as their primary concern regarding their company’s use of e-commerce (source: IDG Research Services Group). 
Established companies in market segments that rely on agents or middlemen, such as the travel market or the insurance market, tend to suffer from this problem. Since the market structure in these segments is built on intermediaries, it is risky to by-pass them in the online world. The problem facing these companies is that companies that do not have these kinds of constraints, the so-called “dot.coms”, rush to fill the vacuum and grab the business opportunity. By doing so they not only position themselves as leaders in the online market, they also become a threat to the traditional market that is not online. 

In other words, a brick and mortar company that feared it would loose revenue from “boycotting middlemen” by going online, will very quickly understand that it will eventually loose revenue from an online “dot.com” competitor, simply because its customers will choose to buy online. In addition, it will also loose the opportunity to extend its leadership to the online world because this “dot.com” company has already become the leader.

The insurance market is a good example. Forrester predicts that auto insurance sales will account for more than 75 percent of the projected $4.1 billion online insurance market by 2003. With forecasts like that, some companies that don't use independent agents have already started selling directly on the Internet. Those include Progressive, Reliance Insurance (www.reliancedirect.com), and State Farm Mutual Automobile Insurance (www.statefarm.com). 

And many analysts say that this is the wave of the future-whether agents like it or not. "This shift is going to be amazing," says Yobie Benjamin, partner and strategist for global e-commerce and Internet practice at Ernst&Young. "The dinosaurs in this industry are those who refuse to believe that the commissioned agent is a dead animal." 


Not many brick and mortar companies have the guts to go through this danger zone. But when a “dot.com” company is breathing down your neck (without constraints like you have) there is need to educate your marketing channels. Your channels must be told that while in the short run it may seem that they will loose business from your direct online marketing, if you do not take this step it will result in your loosing your business, which in turn will mean that they will loose their businesses too. The best thing for your traditional marketing channels to do is to realize that this is a new reality to which they must adapt, and to find a way to “jump on the wagon” instead of trying to stop it.

Nancy Zebrick is an example of a travel agent that instead of fighting the online world decided to join it by shuttering her storefront in 1997 and going strictly online. Zebrick moved into cheaper office space, added telemarketers to her mix, and started fulfilling requests via email, phone, and fax. Sales rocketed to $5 million in 1998, up from $1.8 million in 1997. Zebrick found the added value that an agent can provide in the online world by emphasizing more lucrative, higher-commission travel products such as honeymoons, spa trips, cruises and vacation packages. (Source: Business 2.0, “Are you next?” 1/3/99)

Even the sales staff in a store is a traditional marketing channel that has to be dealt with in the online initiative. In a recent interview with Contextmag, Sears CEO Arthur Martinez described that he found it necessary to change the traditional compensation system for sales people in Sears stores to a system in which they would be indifferent to whether the transaction is completed on the sales floor with their pen or pencil, at the point-of–sale terminal or through the electronic channel. “We want to eradicate the idea that anyone is trying to steal business from the sales people”.   

In conclusion, making the move to the online world may be very dangerous to your business, but it is a necessary step.  By not doing so you will put your future in even  greater danger. 

After deciding to go online it is important to project extreme confidence. With this approach your “middlemen” will understand that you are serious and that they must “play along” or stay out. In addition you should create a business model that will enable the middlemen to “play along”, and will encourage them to promote the online business instead of fearing it.            

Smart budgeting & financing

How much money do we need? This is usually one of the first questions that comes up when planning an e-business initiative. Budgeting and financing are tricky in the e-business era.

Start Small & Grow Later

On one hand there is always the approach to "start with a small budget, see what happens, and if it goes well, we’ll try to fund an appropriate budget". This approach may be healthy in some situations, but in other cases can prove to be disastrous.

When your initiative is a kind of invention which no one has done before, then the “start small” approach may be appropriate. But you have to be vigilant because if your idea turns out to be a success, competition will follow with a big budget and try to steal your market position before you make your grand move. 

That’s why it is important to establish a comprehensive success metric system from day one. It is also important to plan ahead on the additional funding (What are the sources? Will they be willing to invest based on information from your metric system?).

Large companies generally operate with annual budgets, but today’s market can’t be divided into neat year long chunks. An e-business initiative that looks promising needs to be financed immediately. A loser has to be killed off just as fast.

Often the “start small & grow later” approach is necessary because external funding would cost too much in terms of equity due to the greater risk. Generally speaking, it is now easier to find funding for an e-business initiative than ever before. 

If for the reason mentioned above you would rather wait with external funding until you can attain it at a higher value, you should choose a funding partner who will understand the potential of your initiative and more importantly, understand the success metrics that you have established to determine the value at any given moment. The best partner to choose is one who really understands your business and not one who wants to make a “quick buck”. 

E-commerce initiatives demand greater budgets

As the web evolved and began to provide critical commerce solutions and business transactions, quality became a major issue. Imagine using an ATM machine to withdraw money from your account, but instead of getting the desired amount the machine gives you half the amount, while debiting the entire amount. We cannot even imagine such a scenario. The consequence would be that ATM machines would not be trusted anymore and the whole banking system would be severely hurt. When it comes to money, people want reliability.  They want to fully trust that you will not make mistakes. 

Generally, high quality development requires larger budgets. Usually the software and hardware platforms will be more expensive and because time to market is always very important, you will probably have more developers working simultaneously. Remember, in critical commerce applications you cannot cut corners when it comes to quality and reliability. Once you loose the trust of your users it is almost impossible to restore it. 

It is therefore more difficult to build a “start small” budget when engaging in critical commerce applications. There is a critical budget size that represents the minimal quality that is necessary for this kind of application. This doesn’t necessarily mean that transactions will be lost in a small budget site.  

It does mean that commerce sites usually require interfaces between the front-end and the back-end (the back office) of the site.  These are usually interfaces between different systems. Generally, interfaces between different information systems cause significant problems and demand greater attention and quality assurance procedures. 

These interfaces are usually the most critical part of the system because they usually transfer order information and other critical financial processes. To assure quality and reliability you would usually invest in different layers: 

 The application layer - the systems that run the site or the back office

 The hardware and  communications layer

 The security layer 

 The site look & feel layer 

Each of these layers can be independently financed (i.e., theoretically you can invest more on one than on the other). The correct balance between the layers should be very carefully thought out. Usually there is an overall balance between the layers in accordance with the quality of the site.           

Large budget from the beginning

Highly competitive markets mean that everybody's finger is on the trigger. Everyone is afraid of the competitor’s moves. Perhaps in a sterile environment it would be wise to use the “start small” strategy, but if you move slowly, your competition will be a step ahead of you. In this kind of environment it is risky to use the “start small” strategy. When competition is tough you have to fire with everything you have.  

As mentioned above, when you are alone in your field, it is wise to start with a smaller budget to test the ground, but as time goes, there are less “uncharted grounds” in the Internet and more and more e-businesses are competing for audience attention. When most of the advertisements are from “dot.com” companies, you will need more ”fire power” to stand out and attract your target audience’s attention. This could mean astronomical marketing budgets.

A recent research study conducted by CMR Interactive shows that “dot com” companies spent $4.2 billion in advertising online and offline from January 1999 to November 1999.  Dotcoms require more advertising power than their brick and mortar competitors since practically a physical store has its own inherent advertising value, i.e., the sign over the entrance, the store window, etc.

Development budget vs. marketing budget

There is no point in developing something that no one is going to use. In this highly competitive environment the cost of penetration is very high. You have to grab the consumer’s attention to your new feature, to the thing that makes you better. Development costs must therefore be balanced with the marketing costs. 

I would go so far as to say that that the use of every marginal dollar should be discussed -- "should it be invested in marketing of what you already have", or "should it be invested in development of something new". Of course, it doesn’t really work this way. You usually plan a budget that includes this inner balance between marketing and development. It is, however, important to stress that in a competitive environment you should be creative in action and critical in thought. 

Do not assume that your next tactical step should always be to develop a new feature. Before investing more in development you should question whether what you need is to market what you already have in a better way. 

Your budget planning must be very dynamic. You may discover that while you have something that may give you a competitive advantage, the advertising budget planned at the beginning does not now suffice. After conducting a research you find out that your potential customers would appreciate a certain feature that you have, but they are not aware that you have it. 

This is when tough budgeting decisions take place. On one hand you have a development budget that has to finance the next big feature or the “future of your site”. On the other hand, your current advertising and marketing budget was spent and you have not yet achieved the awareness that will enable you to take the lead and attract more customers. In such situations you have to be ready to do the unthinkable -- take a bite out of your development budget. 

In competitive situations you sometimes have to make decisions as you go. In the above given example, it would probably be better to invest in achieving market awareness that would certainly give you a present lead (the win in the battle) than in the uncertain future. The intention is not that the future is unimportant, but  that you have to make sure you win the war (and not only the battle).  This example illustrates how you have to make painful decisions. You have to think in a dynamic and often unconventional way.     

Statistical information about web investments

A survey conducted in 1999 by IDC among leading web businesses shows that 57% of the companies that were surveyed invested more than a million dollars, while 22% of them invested more than 5 million. The average cost of building an e-business web site is almost 6 million dollars and the average annual cost exceeds 4 million dollars. It should be noted that companies that were surveyed were not only large companies but also leading e-businesses in the United States. 

The research also indicates that the investments are usually divided between the following components: 

 Human resources – up to 40 % of the costs.

 Security systems.

 Commissions to intermediaries (ISPs, web hosts, etc.)  

 System hardware & equipment

 Connectivity to legacy systems

 Marketing and advertising (up to 20%)

 Funding expenses, return expenses, inventory, frauds

 Consultants and market research

Comprehensive dynamic strategy 

The online environment accentuates the aggressive aspects of business competition. It is very important to understand that the competition is really just “a click away”. To be ahead of the competition means that you have to move constantly. Most importantly, you should be able to respond very quickly to threats and opportunities. 

The problem is that most responses require development effort. And development effort means time. If your competitor makes a move that you did not anticipate, it may sometimes take too long to respond. The best way to handle this problem is to try to anticipate a competitor’s moves in advance. 

Most Internet initiatives focus on the “idea” and the business strategy usually contains a “what is X?” and “how does X work?” approach. A majority of the thinking does not take into account the competitor’s response, but rather describes the competitive environment as static (“our competitors are doing this…”). 

This approach is very risky because in “Internet time” you have to move very quickly. The solution to this is to use the “chess approach” in which you anticipate your competitor's moves and plan your reactions to each possibility. This may sound as an endless task, but remember that technological implementation usually takes more time than thinking. 

The next stage is to plan the development strategy for each possibility. In order to do this you have to understand the constraints and dependencies of each development task. This will effect the decision of which move to make and how to make it. If for example a move requires building a new infrastructure – or in other words, a lot of time, then maybe it is possible to develop the existing infrastructure in a way that will serve the new feature. 

These dependencies are very complex and should be taken into consideration as another “business constraint”. It is not improbable that a business move will not be made because of technological constraints. In a time to market game the technology is not always the “servant” of the business, it often affects the business decisions.         

A classic example of dynamic strategy is amazon.com. What started as Earth's biggest bookstore is rapidly becoming Earth's biggest anything store. Amazon.com's main site offers millions of books, CDs, DVDS, videos, toys, tools and electronics. It also conducts auctions for items ranging from art to real estate. Its services include a scheduler, address book, and a comparison-shopping tool. Expansion is propelling the company in many directions; it owns stakes in online sellers of pet supplies, prescription drugs, furniture, groceries, and more. Amazon.com has become a model for Internet companies. It has managed to constantly stay ahead of the competition by re-inventing itself time after time. 

In conclusion, an e-business business-plan should encompass not only a review of the current market status, but also an analysis of competitors' possible moves and market changes. A plan of action on how to react to these changes should be included. While it is impossible to anticipate every move or development (no one is a prophet), this approach can prove to be very beneficiary and can stimulate creative strategic thinking. It is always better to be prepared.         

Never re-invent the wheel 

One of the most important aspects in the e-race development is the  “do not re-invent the wheel” approach. Development in the e-race era means that you know when to use third party solutions rather than conducting in-house development. 

Discussed below are partnerships, mergers and acquisitions as responses to the need to integrate an existing technology instead of developing one of your own. 

Two sets of skills are required to comprehensively and effectively employ third party solutions: 

 The ability to stay constantly updated on new solutions in the market and to recognize the solutions that suit your needs. 

 The ability to integrate different solutions and technologies into the project in an effective and seamless manner.

The responsibility problem

The common problem with projects that integrate different solutions from different parties is that each supplier doesn’t take responsibility for the end product due to the dependencies between different technologies. In this type of system it is very easy to point the blaming finger at someone else.  In order to alleviate this problem you need to be able to take full responsibility for the end product.  

It is recommended that you understand and master the different technologies that are incorporated in the project. You have to be able to pinpoint the source of the problem, which is often very hard to do if you do not understand the way each technology functions separately and how it operates when combined with other technologies. 

Develop in a multi layer basis – ML/SPD

In the age of client/server applications, projects were developed in an inflexible, closed manner. A detailed plan defined the entire system from start to finish, creating an inflexible development model in which changes became a difficult, complex task. Development in a client/server environment is usually conducted in long phases and the entire system is presented as a single unit at the end of the final stage. If you want to implement any changes, you are forced to repeat foundation planning in order to carry out processes that effect the functioning of the entire system. 

In contrast to this model, a new methodology known as the "Internet model" has evolved. The Internet model, designed to enable development in a fast-paced, dynamic environment, primarily defined a lack of methodology. Many companies, both in Israel and abroad, developed Internet applications that were built "on the fly", usually without pre-planned specs and using only a preliminary requirements document. This methodology resulted in systems unable to handle heavy loads and unable to provide a robust, stable response in fields in which continuous, uninterrupted operation is considered critical. 

As discussed above, the e-business era brought together two conflicting interests, time to market and quality. The development methodology that is used to develop your e-business should balance these interests. In this white paper I chose to present as an example the development methodology that realcommerce uses – ML/SPD (Multiple Layer - Short Phase Development). 

ML/SPD integrates the relative advantages of the client/server methodology with the Internet's primary goal of "time-to-market".

ML/SPD responds to the rate of change in the competitive Internet environment, while providing the reliability and stability of large client/server systems. ML/SPD defines short development phases, during which software components that function both in concert and as stand-alone units are created.  These components are developed separately and can be tested independently.  The collection of components developed in each phase constitutes an entire functional layer of the system. For example: in a content management system, Phase 1 may include: 

1. Database schema 

2. Content management environment (workflow) 

3. Search and retrieval mechanism 

4. Authorization module 

Each of these four components is a sub-system, which can be developed and tested separately. Together they comprise the entire phase on which a collective system test can be conducted. 

The advantages of ML/SPD lie primarily in the layering, permitting maximum flexibility throughout the development process. This flexibility is absolutely essential in the e-business era, where strategic decisions, which are made constantly, affect the development process. Construction in separate layers usually enables the implementation of change without adversely affecting the function of other layers in the same phase. In addition, each development phase is designed to constitute a separate, modular layer. Together, the various layers create a degree of scalability and flexibility possible only through the ML/SPD method.

Another advantage of the model is the short development time for each phase. By layering the project, it is possible to provide a part of the overall system, which constitutes a mini-system that can be independently tested and run in pilot mode.

This method saves a great deal of time by enabling the progression in stages. For example: instead of building a system with a nine-month development phase, after which the entire system goes to testing as it had been defined before project commencement, the project can be layered into three separate phases. 

During the development of the first phase, specification documents for the second phase are already being written. At the end of the development period for the first phase, it is supplied for acceptance testing, and development of the second phase begins simultaneously. This method provides the greater immediacy and involvement in the development process, while allowing for changes arising during the entire process. 

The layering method is also advantageous from the financial perspective, since the cost of implementing change is significantly lower than it is in a large system not developed according to the multiple layer method. 
Site Performance – a new parameter in online competition

In the past, performance issues were not and could not have been a high priority in small or mid size budgets. The communications infrastructure, from the user’s modem to the ISP, was slow, so if web pages came up slowly, the user would probably blame the computer, the phone line or the ISP. Today, users can see the difference between a powerful web site, with enhanced performance capabilities, and a poor one. User expectations in terms of site performance are substantially higher. Site performance suddenly became a major parameter in the race. E-business sites want users to use their site frequently, but to establish this kind of usage the site has to work as if it were another application on the user’s desktop. 

Remember, if you don’t perfect your site’s performance, your competitor will. In a world where competition is a click away, one cannot afford to have a slow site.

Site performance should be handled on several fronts simultaneously:

System Architecture

You will need a system architect to tailor the optimal system configuration for the expected traffic, while planning scalability according to future needs. This includes sophisticated solutions such as Load Balancing, separation between development, testing and production environments, communication and databases redundancy and more. 

Data Architecture

Optimal System Architecture is not sufficient to achieve top performance, it must be combined with smart and effective Data Architecture. Your Data Architect will analyzes and designs a comprehensive Data Architecture Analysis Document. In this process you should put great emphasis on caching, separation of static and dynamic data, data optimizations and other methods.  The aim must be to create an effective Data Architecture that will assure superior performance.          

Graphic Design 

The web has always created great graphical challenges from a performance aspect. This is why web designers carry a distinct set of skills. Unlike print designers, web designers constantly struggle with performance issues, making it a unique art form. 

In the initial stages of a project the Art Director generally designs the look and feel of the site and determines the methodology for achieving graphic performance optimization. If this approach is adhered to, it won't matter how many different graphic designers work on your project, the end result will remain consistent and efficient throughout.

Performance is justifiably becoming a major parameter in the e-economy race. The average web page, now 90,000 bytes --  up from 50,000 bytes in 1995, and 120 times more complex since 1995, takes 6 seconds to download compared to 12 seconds last year (source: Northeast Consulting Resources Inc.). As indicated above, performance relies on several interdependent factors. It will not matter how many machines you have running your site, when you have a Data Architecture that makes millions of queries into a single database and it won’t matter how cleverly your Data Architecture was built when your web page weights a ton. Balancing these three fronts requires special expertise and attention. 

After going live – metrics and strategies

We have until now discussed how important it is to remain competitive, to be able to move very quickly and to react to constant changes in the market.  Such business conduct, however, needs to be triggered and directed by information. This generates  a number of difficult questions: 

 Is your business successful? 

 What is success for your business? 

 How do you receive the correct information that will stimulate change? 

 How do you analyze this information? 

 Do you have to react to every competitor's move, or to every trend in the stock market?       

Success measurement

Success measurement has always been a complex issue, even in the traditional market. Profitability is a very common parameter to quantify success -- but isn’t amazon.com successful? Is stock price a good parameter? If yes, then financial markets have a direct effect on your business success. Is this the way you rate your business? What about privately held companies?   

A commonly used success parameter that may be appropriate for Internet businesses is the Lifetime Value of a Customer.  The lifetime value is the net present value of the profit to be realized on the average new customer during a given number of years. By tracking the cost to acquire and maintain a customer, plus the revenue streams that a customer generates, you will be in a position to calculate the basic lifetime value. Of course, “getting” the customer is an investment and may not show a profit immediately. You should consider that an established customer is receptive to up selling and cross selling. Well-established customers tell their friends and introduce new customers. 

The hotmail.com and the ICQ acquisitions demonstrate just how valuable Internet customers are considered. These deals were largely based on the “lifetime value of a customer” parameter. At the time of its purchase, ICQ had some 30 million users.  It was sold at a value of $400 million.      

These parameters should not be static. If you choose one you shouldn’t remain with it forever. Amazon’s profitability is an important success factor after 5 years of operation but wasn’t so important at the beginning. In other words you should examine and establish your success parameters, while remaining flexible enough to alter them in accordance to changes in the business environment and the evolution of your business.  

Feedback loop

Unlike older media, the Internet provides an immediate and accurate feedback loop. This feedback loop enables efficient measurement and analysis of results. This in turn allows for continuous strategic planning and development. This is one of most profound ways that marketing on the Internet differs from previous media (with the possible exception of direct marketing, which provides an efficient, but lengthy, feedback loop). 

Many off-the-shelf traffic analysis programs, such as Web Trends, and built-in usage analysis capabilities in such content management applications as Vignette’s Business Center module, are able to provide up-to-the-minute, valuable usage information. Many companies, however, feel that they are overloaded with this type of information and do not really make good use of it in their decision making process.

To make good use of this information you have to plan ahead the types of decisions you are you going to make, and which kind of information will be the basis for these decisions. One example would be the need to decide which content contributors you should retain and which you shouldn’t. This kind of decision can be based on the “popularity” of the contributor’s articles. The information that you are looking for is simply the amount of page views of certain articles by specific contributors. 

If, however, you are interested in attracting a specific population, such as women over the age of 40, and you want to know which contributor appeals to this demographic profile -- you will need a different type of information. Your first requirement would be the ability to recognize that a specific user is a woman over 40. To achieve this information she (the user) will have to register and tell you her age. You will also need the ability to track the specific user session -- using one of several ways. You will then be in a position to examine the “popularity” of each contributor according to this population, i.e., count the page views made by the users. 

But, if you don't plan in advance, you will not be able to effectively track this information and you will eventually drown in a sea of useless information.  

Another example of the type of information that you can attain is identification of the traffic peaks during the day or during any given period. This type of information can serve as the basis for endless decisions. For example, if your peak is during the day, it is possible to conclude that your users are visiting your site while they are at work, and that promoting your site in the work environment is a good idea.  At the other end of the spectrum, this same type information can be used to establish the appropriate time for system maintenance, such as during the night or on a weekend. Traffic navigation paths can also serve as the basis for improvement in your site's navigation schemes.                  

There are many other direct and indirect ways to gather valuable information. The main point is that the player who knows how to use this information in the smartest and fastest way will be the winner. 

Switching cost as a competitive strategy

So you want to buy a VCR. You go to your local electronics store and find the VCR that you want for $200.  But before you pluck down your money you decide to do some comparison-shopping. You go to another electronics store two blocks away and discover that the same VCR costs just $180. You arrive home with the less costly VCR only to discover an ad announcing the same VCR for just $150 in a shop located in another city. 

Did you make a mistake? The answer is no, because the travel costs to the other city would be $40, which means that the cost ($40) to switch from one vendor to the other is higher than the advantage that the second vendor's price represents -- $30. For the residents of your city the competition on every dollar (if we consider price as the only parameter) is between the first and the second store, while both stores have a competitive advantage (location) over the third store.

In the above example the switching cost derives from physical location or distance. In the online world there are no distance costs (though shipping costs, which we will disregard for now, can be higher). This is the basis for the often over-used phrase that online “competition is just a click away”. 

The question is "are there switching costs in the online world"?

The answer is yes.  In general, switching costs can take many shapes and forms -- durable purchases, brand specific training, databases and many more. All these are forms of lock-ins, i.e., the constraints that lock the customer into a certain product or service.

Companies have always been using business practices that enhance the lock-in effect in order to alleviate the threat of competition. Often the lock-in effect is inherent to the product itself and is not deliberate business conduct. For example, the more a software is complex and requires training, then the higher the switching costs (i.e., it will cost more to learn how to use the alternative software). Even small switching costs can prevent customers from switching. For example, just being simply accustomed to using a certain product can be sufficient to keep a customer locked-in, if the marginal value of the alternative is smaller than the cost to switch.     

Keeping this in mind, we can say that there are many different ways to alleviate the “competition is a click away” problem, such as adding features that will elevate the switching costs. It is important to remember that when planing your next move, take into consideration the “switching cost parameter”, and choose the step that will lock your users to you. 

There are many examples of simple features that elevate switching costs: 

 Frequent shopper points are a good and simple way to make the switching cost higher every time a customer buys a product. If the reward is higher than the price difference, the customer will choose to remain. 

 One-to-One marketing strategies
 can enhance switching costs. People value the convenience of shopping where they are “known” (they have their user profiles with their preferences, etc.), making it inconvenient for the customer to switch to another vendor. The “one-click order” checkout process taps the inconvenience cost of  filling checkout information, making it more convenient to continue shopping where “you are known”. 

 Application-type features tend to incorporate higher switching costs. For example, almost every portal has it’s own free web-based e-mail. If a user utilizes this e-mail service regularly, it will be costly for him to switch to another portal, since he will have to inform all his friends about the change, he will loose all his existing e-mail letters and more.

In conclusion, when you build your e-business strategy or when you consider different moves, take into consideration the switching cost parameter. Features that enhance these characteristics will give you a competitive advantage. 

In the Internet world, where distance and time costs are almost non-existent, it is difficult to find the lock-in features, but it is possible.         

PRIVATE "TYPE=PICT;ALT=4 out of 5 stars"
Strategic Partnering & Coopetition – Network Your Business

If we examine Internet success stories we will almost always discover that the players involved knew how to expand their businesses through strategic partnering and cooperation with the competition (called “coopetition” by Adam M. Brandenburger & Barry J. Nalebuff). 

One of the main reasons for this kind of business conduct is the critical  “time-to-market” factor. When you have to move at top speed, it becomes apparent that you simply don’t have enough time to do it all by yourself. 

If, for instance, you aim to penetrate a certain niche market, instead of trying to establish your own independent presence, consider joining forces with a dominant player in this niche. Another reason to join forces with this player is that if you don’t do it your competitor will! And in this high-paced race you just cannot afford to stay behind. To the “dominant player” this is an opportunity to avoid competition with a new challenger in the market.  So if the deal is formulated correctly, it's a win-win situation.  

The networking nature of the Internet accentuates the positive affects of partnering and "coopetition". An excellent example is the Amazon Affiliate Program. Amazon learned from early on that to reach certain audiences it should "go" to them rather then have them come to Amazon’s site. If the Internet is a network that attracts millions of diverse people with diverse interests and from diverse cultures, then to tap into this network power means that you have to network your business. 

This “sell anywhere” approach has been a tremendous success, and was one of the main features that catapulted Amazon into becoming earth’s leading e-tailer. Amazon’s brand was all over the Internet, from medical sites that offer the medical books that are related to the content of the site as added value, to sites that address very specific hobbies. 

These sites could not sell these books by themselves, most people would not trust them to do it efficiently. So Amazon’s affiliate program was the perfect solution. Amazon’s brand became well known and trust worthy, making it irrelevant from which esoteric site a user found the book, as long as Amazon handled the order in a secure and efficient manner.

Current Internet technologies enable this type of business conduct in a very efficient and seamless manner. Technologies such as XML enable interoperability between remote and distinct information systems, making it possible to share information and functionality across the Internet. E-commerce applications, such as Intershop’s Enfinity, enable the “sell anywhere” approach as a built-in capability.    

Another form of partnering and "coopetition" is content syndication. Everyone knows that the web consists of an endless amount of content. Most e-commerce sites provide more information than their basic product catalog, as a form of added value to their users. But to produce this content on a regular basis is costly, and requires expertise. This is the reason for the growth in the online content industry. Content providers syndicate their content to external sites. Sometimes they do it under their own brand (see www.msn.co.il for example) or just sell the content. This creates another channel of revenue and a chance to extend the brand for the content providers and a cheap and quick solution for the external sites. 

Market penetration strategies are not the only reason for partnering and "coopetition". Occasionally the need stems from technological reasons. As discussed above (see: “Never re-invent the wheel”), the need to meet the requirements of time-to-market will force you to join hands with someone who can provide the solution faster than you can by yourself. 

Many mergers and acquisitions in the hi-tech industry derive from the technological assets of one of the parties. Such software vendors as Microsoft, Oracle, Vignette, etc., often acquire smaller companies that developed related technologies, instead of developing these technologies by themselves. Portals have been known to “devour” companies in order to rapidly extend their businesses. Yahoo constantly acquires companies that own technological assets that are valuable to the portal.  An example is Yahoo's purchase of GeoCities, rather than building communities by itself. Yahoo also acquired Arthas.com Inc., a leading provider of web-based person-to-person electronic commerce payment services.

All these mergers and acquisitions are the result of an extremely competitive and fast market. This type of business conduct is an essential and integral part of e-business. 

In your e-business plan remember to devote at least one section to prospective partnerships. An e-business executive is one that is well informed about the market’s players and can analyze and understand the potential in partnerships. 

It is important to create the right atmosphere for a partnership. Often each party over estimates the value that each one is bringing to the partnership. This can result in deal breaking. If you feel that there is a possibility that there will be a clash, you should suggest using a mediator who will estimate the value of each party. The mediator should be familiar with your type of online business, be able to evaluate the potential in complex technological solutions, and above all, create a psychological atmosphere of partnership in which both sides feel important and valuable.          

Some Final Thoughts

The continuing "freshness" of the Internet has lead some people to believe that they can start a completely original e-business -- one never thought of before -- and conquer the world. 

People are so involved with this obsession to innovate; they forget that being the first does not necessarily mean being the best. 

It is critical to remember that in most cases a specific market has more than just one player. Monopolies do not abound. We must merge our obsession to innovate with an obsession to compete.      

The approach presented in this white paper promotes a tight and seamless merger of competitive business practices with technology -- enabling the use of technology as a competitive advantage.  

There is no room for a concept that claims the existence of a "technology side" and a "business side" to e-business -- every thing is business.     

Throughout this white paper we have stated in no uncertain terms that in every aspect of your e-business activities -- developing, budgeting, financing, partnering or evaluating -- you must never remain static. All e-activities have to be conducted in a manner that allows strategic decisions to be made at any given moment. 

Remember, you must constantly run ahead if you want to win the e-race.  

Get moving!







� To learn more about Network Effects, Lock-ins and Switching Cost, see: Mark A. Lemley & David McGowan, Legal Implications of Network Economic Effects, 86 Calif. L. Rev. (1998); C. Shapiro & H. R. Varian, Information Rules, (HBS Press); Mark A. Lemley, Antitrust and the Internet Standardization Problem, 28 Connecticut Law Review 1041 (1996).   


� See: Enterprise One to One: Tools for competing in the Interactive age. By Don Peppers, Martha, Ph.D. Rogers. 
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