eStrategies: Focus on the Customer
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When your competition is one click away, firms need to stick to the fundamentals to be successful - even on the web.  Yes, leverage the technology.  But if your customers don't have a good buying experience - and service - they won’t be back!
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The growth in eshoppers 
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Currently we are over-run with declarations and predictions on the revolutionary impact of the Internet and ecommerce on business.  New business models, new channels, and new markets have already become a reality.  No longer are companies competing on products alone. Competing business models now drive strategy—Wal-Mart versus K-mart; Dell versus Compaq; Amazon versus Barnes and Noble. We see competing supply chains, competing operational models and competing ways to serve and reach the customer.

It’s an exciting time--the dry, myopic business cases based on cost-cutting and head-count reductions have been replaced by a refocus on why we all went into business— product innovation, growth, and serving the customer.
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Set-up the Swing Correctly:

According to Forrester Research, sales on the Internet are growing exponentially, with sales due to reach beyond one hundred billion dollars after the millenium.  In an interesting article in the NY Times
, a survey indicated that 57% of all consumers went on-line to research, but actually made the purchase at the store. So the Internet’s impact and benefits are actually greater than the sales numbers indicate.  Although analysts do not fully understand the benefits of business-to-business collaboration, strong results have already been recorded. The firms who have been early adopters of collaboration have experienced increased sales and lower costs.  These early results also indicate a profound effect on the competitive landscape as well, with winners claiming new customers, improved and more exclusive relationships with trading partners, and improved business performance. 

But at the end of the day, providing differentiated value to the customer is still the way for business to succeed.  The Internet is enabling new ways to reach out to markets and pave the way for new and established businesses to reach new heights of customer delight—and business performance.  

In this paper we will explore issues focused on web-based business processes and new rules on the web, both in retailing and in business-to-business. 

The New Rules for the economy

Headline:  New retailer reaches 3,000,000 customers in the 

first year—still no profits!      

Readers are getting quite jaded now, with headlines like this appearing in all the West Coast hip high-tech magazines.          
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In this new world the highs can be quite high and the lows very low.  Businesses of the past could never scale to meet such a stampede of interest.  They certainly wouldn’t have been hailed as heroes as they admit failing to gain profitability after such instant acceptance.  One could visualize the dazed look of the employees of such a business as they got their pink slips.

But this is the world of the Internet--cyber space--cash.

The rules of the past are dissolving

New virtual structures obsolete or change the meaning of many traditional measures in business today.

· DSO
 - etailers take your credit card and put the money in the bank long before you get the product.

· DOS
 - even smarter etailers like Gateway and Dell avoid taking possession of most components as these make their way to the customer from trading partners, like SONY for monitors and Ingram for keyboards, direct to FedEx or UPS and on to the customer.

· Revenue per employee- no plants, no trucks.  Virtual brand companies outsource asset-based infrastructures to partners.

· ROI/ROA
 - joint investments in capital, innovation by virtual partners take products to market without one firm bearing the burden of the total investment.

· Capital investment - Approaches and justifications for capital or other investments such as software. The business is the information system.  Getting information from partner to partner across the value chain is as important as the software product—the conduit that carries the information.  Concepts of justifying cost and asset reductions do not apply here.

· Cost of Sales - Finally being able to measure a direct relationship between marketing investments and sales.

· Markets of one.  Try that at the grocery store!

· Virtual stores don’t have limited shelf space.

· Ability to reach huge markets.

· Ability to reach out to previous buyers.

· Enhanced ability to cross-sell and up-sell.

· Ability to analyze buying patterns, purchasing and preferences.

The cost of marketing as a percentage of sales is quite high today for some etailers. But think of the benefits the web can provide with immediate feedback on merchandising campaigns. That feedback can be incorporated in real time.  After all, marketing costs will get better.  With the number of users going up; the ratio of marketing costs to number of customers will decline. 

States Chris Anderson, CEO of Imagine Media, Inc., “The on-line medium offers outstanding value…the web will follow a pattern seen in most new media: it takes a while for ad dollars to catch-up with user growth, but when they do, look out.”
 Additionally, Chris predicts a huge fall in advertising rates with increased experience and effectiveness. 
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Zero inventory, as practiced by Wal-Mart, is now within the reach of most businesses.  Concerns about profitability are real, but this is an issue of ratios. Look at physical retailing and the metric of revenue per square foot.  The retailer with the highest revenue per square foot is Bergdorf Goodman.  They happen to ‘host’ the most expensive apparel in the world.  On-line, you don’t hear any complaints from Dell and Gateway about profitability.  So low price consumer goods etailers will learn, as Sam Walton did, and survive and prosper.

As Sam Walton learned in the physical world—you have to keep customers returning to make a successful business. So, beyond

managing the cost of transactions and efficient logistics, customer retention is key.  Statistics abound on the cost of finding and selling new customers versus receiving repeat business from satisfied existing customers. Every effort in low-margin retailing is applied by Wal-Mart; they execute new programs with discipline and aggressiveness. These same practices need to be applied for the etailer.

The normal barriers to entry have changed for retail. Now a small investment can reach many customers.  But as the web becomes more crowded, we will see a lot of economic Darwinism.  Those who do not learn will perish.  Focusing on customer loyalty now—building it into the cellular structure of the ecompany’s culture and system--is critical.

Customer-Centric eValue Chain
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To truly delight the customer is to understand the total need of the customer and serve it.  That goes way beyond product—“red, yellow or green, please”.  For example, have you ever purchased a new home entertainment system- TV, VCR, CD, speakers etc.?

This is a typical customer activity.  Done everyday.  You take time out from your Saturday, enduring traffic and parking.  Within the store you then find limited assortment, and as for the salesperson who knows if that CD player works well with those speakers—well, Mary is on vacation and Tom doesn’t know that much about that brand.  Home installation?  You will have to wait till next week, if you want that.
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Fundamentally, retailers of all kinds, from airlines to department stores, are not getting the whole picture.  Consumers will be loyal to the company who lifts the burden for them—excellent product quality, ease of shopping, and world class fulfillment.  No one wants to wait four hours at home for the late delivery of the new dining room table.  Or be promised triple frequent flyer miles if you buy on-line, then not have your mileage points show up on your next mileage member statement.

The Process Chasm

With the excitement to get their websites live, many firms have forgotten these basic issues.  The customer encounter is with your whole process—how you manage your whole value chain.  But most firms are living in the process chasm.

· Marketing new product for the web, then not anticipating sales levels.

· Taking orders on-line and then printing paper to be sent to manufacturing for assembly—sometimes losing the paper orders later.
· Not having visibility to inventory.
· Not being able to predict delivery--lack of integration to carriers.
· Posting products without information about the product.
· Limiting selection.
· Non-recognition of regular customers--their needs and preferences.
The process chasm can be addressed with customer driven fulfillment integration—across both process and technology.
The Dialogue Gap

Beyond the process chasm, there is a dialogue gap.   Most first- generation etailers think about pushing out their catalogue, but think little about the customer need to ask basic questions.

Customer Relationship Management (CRM) is a best practice and technology designed to address these issues.
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CRM is not just for consumers—the B-to-C, but also for large corporate customers.  Suppliers are providing process integration and information systems that can be linked in the departments of their customers, eliminating the need for the customers to have their own procurement systems.  In order for these strategies to be totally successful, accurate availability and delivery commitments must be provided.  CRM, therefore, becomes part of an overall real-time business integration strategy.

Such systems exist in the early stages in such industries as health-care, and office supplies, like Office Depot and Staples.  Even in these businesses that follow a build-to-stock strategy, where they should be pulling available product from inventory, there are credibility gaps.  What about accurate pricing?  How are discounts applied?  

Delivery and service then take center stage.  You know the difference when follow-through is present! Products arrive on time, and the etailer follows through to ensure you were happy with your order.  Because of the lack of body language online, extra effort is required to communicate and anticipate the needs of customers.  It can’t be just a one-way street.  All the data collected should not only be used for analysis, but should be reflected back in stellar service. Amazon’s, ‘that book is out of print.  But we’ll keep trying for you till we find it!’, wins business.  And that keeps customers coming back for more. 

The challenge increases when we are dealing with configurable products.  Predicting the outcome is quite challenging.  Yet Gateway and Dell Computer seem to be able to meet their customers’ commitments, providing choices to the customer - and dependable delivery commitments as well.  Besides being obsessed with implementing world-class technology, they have been honing their business process skills for years.

Breaking through the Process Chasm
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With so much excitement and focus on web technologies, firms tend to focus too much on the stock market play of the etailers, web portals, and technology providers rather than the real issues-- developing a flawless process within their enterprise and with their trading partners to delight the customer.

The Customer-Centric Business Process

Thinking through the whole process will net better business performance and a happier customer.  Whether business-to-business or business-to-consumer, best-in-class performance comes from real-time integration.

Quite another experience can be obtained from new virtual ebusiness models—businesses that work in collaboration across the value chain.
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From business partnerships that provide convergent services to create sales, trading partners across the supply chain build and deliver in tightly orchestrated processes. Our retailer, Bigsound.com has differentiated by providing high-end configurable home entertainment systems on-line.
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Manufacturers need to anticipate demand by designing supply/delivery relationships, sharing forecasts and setting up responsive supply chains.  As the configure-to-deliver order comes from Bigsound.com, it creates a chain of activities between manufacturer, logistics providers and service providers.

The leading manufactures manage information rather than inventory, setting up a process flow-- from raw materials, through assembly through to the customer.  These firms share information over the web, synchronizing assembly through delivery and order and replenishment information.


Business-to-Consumer
Business-to-Business

Interest
Marketing 

· Using traditional methods to alert prospects to the existence of your on-line services

· Forming agreements and alliance with other on-line providers to draw customer to your site

· Merchandising and product design for the web

Promotion management

· Now, you have a customer on-line.  Ironically, most etailers have not taken advantage of the customer’s invitation to provide them information on new products, sales and promotions. The real value, over the long run, will be the ability to develop the long-term relationship with the customer.
Marketing

· Introduction to prospects and existing clients of enhanced integrated services

· Design joint processes

· Develop new joint business processes

Collaborative Planning

· Joint promotional planning

· Joint forecast management

eshopping

Consumers shopping on-line or via a business-to-business procurement process rely on guiding and configuring selections as well as real-time availability and pricing.
· Consider their needs and preferences

· Guided shopping based on needs

· Simulations of complementary products

· Configurations

· Simulation of offerings and pricing

· Linkage to alternate mode of delivery

· Linkage to service options

· Do you want the manufacturer to install?

·  Is there a local service provider who can be contacted to support warranty and installations?

· How about help?  Customers frequently have product questions

· Real-time availability and shipping commitments

· Secure and easy to use credit/payment processes

· Creating a profile to retain information for future transactions and preferences.

· Follow through processes

· Creating an acknowledgement—in email, in writing, etc.


· Customer identification

· Security

· Guided shopping

· Are there specialized products built exclusively for this trading partner?

· Real-time product availability

· Pricing and discounting

· Real-time available-to-promise

· Real-time available-to-deliver

Order Execution

Today, customers love the idea of tracking their order through the fulfillment process.
· Designing the process for optimized picking is important, especially during holiday rushes

· Many retailers use fulfillment partners.  Again, tight visibility through the process is needed here


· Vendor Managed Inventory

· Allocation

· Mass Customization:

· Specialized product content based on customers

· Assembly coordination

· JIT/Pull

· Cross-docking

· Specialized Packaging 

· Order tracking

· Replenishment

Integration through Delivery
· Tracking numbers provided from carrier to customer

· email or written follow-up ensuring the customer was satisfied with product, process etc.

· Record all processes within your etail system as well as delivery information from carrier

Customer satisfaction comes from the whole process, not just the product.


· In-transit merge

· Trade management requirements

· Order and shipping acknowledgement

· System to system acknowledgement such as EDI transaction

· Confirm dock reservations. 

· Coordination to service provider

· Track and trace

Service
· Integrate to service providers based on customer request to ensure entire customer need is met.

· Warranty

· Return, repair


· Deploy after-market repair kits.

· Maintain customer obligation against warranty or service contracts.

· MRO- return, repair, recycle management

The Technology

The above may be a daunting task, but the best etail companies are getting it done.  Whether real-time trading or selling CD’s, the 
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commercial enterprise needs to tightly integrate across design, selling, building and delivery, often across multiple trading partners.  How do they do it?  For starters, today’s technology providers work in partnership to deliver seamless solutions to the enterprise, integrating customer acquisition through customer-driven fulfillment.  Supply Chain Management software, coupled with esales solutions can provide the seamless sales-through-delivery mechanisms that are needed.  It is worth contemplating the various solutions at the same time as the business process.  World-class software providers have thought through the integration problems and determined how to create a flawless shopping experience.

Look for this technology…

Value Chain Management

· Demand Management module methods (this means understanding the needs of the customer, market-management and forecasting)

· Customer Relationship Management module

· esales module
Technology should support the needs of the customer on-line, making it easier to shop—reducing complexity, yet retaining rich choices for products and services.  Calico Technologies defines complexity reduction this way:

· Natural flow and style of interaction

· Requirements-driven product selection

· Immediate access to relevant information
· Pricing
· Configuration management
· Logistics management module
· Effective order fulfillment and delivery
· esales seamless integration with logistics
· Service module
· Service planning/installation
· After-sales service
Real-time Technologies

· Real-time capabilities are a must.  Prices change per customer, per minute, so static information systems will not do.
· Personalization capabilities—systems that morph by customer 
· Real-time persistent query.  In the logistics process, the ability to see, as it is happening, the flow of the order from shipping dock to receipt of product.
Open Integration

· Open integration layer for system-to-system communications and API’s 
· A well-defined layered architecture 
· Is the data model well-suited for external access; how extensible is it?
Security

· Firewall and gateway supported

· Encryption

· Digital identification

Trading Partner Integration

Supplier and carriers who are part of the fulfillment process need orders in real-time to coordinate fulfillment
· EDI-enabled

· System-to-system XML standards supported

· Web-enabled collaboration

Conclusion

[image: image14.wmf]The Supply Chain Perspective

Speaker Supplier

(BTO)

Speaker Supplier

(BTO)

Receiver Supplier

(BTO)

Receiver Supplier

(BTO)

CD Player

Supplier

(Stock)

CD Player

Supplier

(Stock)

Third

Party

Logistics

Assembler

final

assembly

Assembler

final

assembly

Installation

Partners

Installation

Partners

Customer

Site

Customer

Site

Bigsound

.

com

Bigsound

.

com

There is no longer any debate about the success of on-line business.  1998 saw explosive increases in customers; convergence in process and technology, and increasing demands for on-line information, etailing and other services.  

Businesses do face several challenges moving forward:

· Shift in the dynamics of channels.  Should I move into cyber- space and compete against my retailers who may have served me well?

· Who should my trading partners be in a virtual world?  Picking partners will make or break my business.

· What part of my organization should I own?  What should be outsourced?  What should the new organizational and physical structure of my business look like?

· How is the first-strike initiative and confidentiality of my strategic initiative maintained when there are more players involved in the initiative?

· How do I hire, compensate and maintain employees in the global virtual world?

· How do I assess and manage the information technology initiatives in the virtual enterprise?

· What should be the expectation of my shareholders in the new economy?

But behind the buzz are people… customers, who expect, and deserve stellar products and service.  In the very short run, the enterprises that serve their customers best and master the new economy, will be the dominant players in the years ahead.

For more information on estrategies 

visit  www.avicon.com or call 508-903-3000.
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� New York Times, E-commerce January 18,1999


� Days Sales Outstanding


� Days of Supply (Inventory)


� Return on Investment/Return on Assets


� Business 2.0, February 1999  
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“The need for real-time performance is now”, says Michael Gazal of Forrester Research.  “53 million people will have on-line trading accounts by the end of 1998.”
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Why Customers Shop Online
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Drawn by on-line Marketing
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The Supply Chain Perspective
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