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E-Competitive Transfor mations

Abstract

A mgor chalenge for high level corporate managerstoday is to develop strategies that make
the best use of the firm's existing technology base while acquiring gppropriate innovations for fulfilling
firm goas and maintaining competitive advantage. Electronic Commerce (e-Commerce) comprises a
broad range of activities and technologies that afirm can potentidly deploy to meet thisgod, but firms
must have clearly articulated Strategiesin order to take advantage of these technologies. Inmany
ingtances, these strategies are not evident, made obvious by the fact that the Internet Sites of even very
large companies are mere “brochureware,” providing little more than basic information about the firm's
products and services. At the other extreme, some organizations are placing the World Wide Web at
the center of their overdl businessgods. Inthese firms, new organizationd structures such asvirtud
designs are being indtituted to support sizable e-Commerce efforts and managers of these efforts are
being placed high in the hierarchy, often at the VP or executive VP leve.

Given that nearly dl firmstoday have abroad range of technologies available to them asa
result of advancesin recent years, it is extraordinary that a consensus on the gppropriate set of srategic
objectives for sustainable advantage has eluded both practitioners and academics. Indeed, capable
executives are asking, “How should e-Commerce be deployed to srategicdly transform my
organization?’

Answers to such questions were revedled in arecent Georgia State University study inwhich
we interviewed over 130 e-Commerce drategists and technologistsin over 80 U.S. firms, haf of whom
had over $1 hillion in annud revenues. Our research shows that successful integration of e-Commerce
occurs when organi zations progress through three levels.  Firdt order initiatives at the alpha effect
levd are amed a redlizing financid gain viaincreasing productivity and/or reducing production
costs. Within this set of activities, e Commerce technologies are seen soldy as ameans of improving
the bottom line. By contrast, second order effects at the beta leve involving pursuit of new markets
and increasing the existing revenue streams often become the main thrust of the firm's e-Commerce
activities. Third order effects from omega “order of magnitude’ activities lead inevitably to firms
transforming their core business drategiesin the interest of achieving “omega level e-Competitive
Transformation,” which leads to a sustainable competitive advantage. Here the implementation of
technologies dramaticaly changes the comptitive environment itsdlf, i.e., how goods and services are
produced to demand, targeted to a market-of-one, and distributed. Thisleve finds firms gathering
customer data they have never had access to before and using it in unique ways. This proprietary data
sarves as the basis for sustaining a competitive edge.



I ntroduction

Thetop chdlenge of high level corporate managersis “to assure that the priorities of their
information technology organizations are in line with the business Srategies of their corporations,”
according to a Computer Science Corporation survey of 600 CIOs (1998). Thisrequires developing
drategies that make the best use of the firm's existing technology base while acquiring appropriate
innovations for fulfilling firm gods and maintaining competitive advantage.

Electronic Commerce (e-Commerce) comprises a broad range of activities and information
technologies (1T) that afirm can potentially deploy to meet thisgoa. However, before any business
implements an e Commerce strategy, it needs to articulate clear objectives and expectations to
proscribe that course of action. Goldberg (1998) notes that “ many have entered thismedium in a
haphazard way because senior management never made a conscious decison to move in this
direction.” In many instances, Internet sites of even very large companies are mere “brochureware,”
providing little more than basic information about the firm's products and services.

At the other extreme, some organizations are placing the World Wide Web at the center of their
overdl business drategy. In these firms, new organizationa structures such as virtua designs and
outsourcing are being indtituted to support sizable e-Commerce efforts (Useem and Harder, 2000).
Managers of these efforts are being placed high in the hierarchy, often at the VP or executive VP levd,
and being told to be entrepreneurid (Eisenhardt, 1999). Large-scae firm resources are being
mustered to exploit the Web and bus ness-to-busness (B2B) informationd/transactiona exchanges.

For firms positioned a the brochureware stage, the implementation of an organizationa
Internet Ste serves as a substitute medium for corporate communications and advertisng.  1n many
cases, the technology will result in a cogt-effective utilization of advertisng funds, assuming that this
was indeed the going-in objective. At the other end of the spectrum, firms like Amazon.com and

Webvan have implemented a broader range of technologies amed a fulfilling afar more complex st
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of objectives and expectations, from providing a portal for salesto developing a comprehensive
database on customers (L, et al., 1998).

Given that nearly dl firmstoday have abroad range of IT available to them as aresult of
advances in recent years, it is extraordinary that a consensus on the appropriate set of objectives
yielding sustainable advantage has eluded both practitioners and academics.  The emergence of the
marketspace (Rayport and Sviokla, 1995) isforcing executives to consder how this virtud
marketplace impacts their business and what they can expect from the medium, independent of high
impact, recent technological changes. It is predicted that revenues from e-Commerce will reach $1.2
trillion within the next three years with US-based companies generating more than $507 billion in
1999 done. Thisis up 68% from the 1998 figure of $300 billion (Lawrence, 1999). Thesefigures,
coupled with Internet usage figures that are growing exponentidly by the month, lead capable
executives to ask, “How should e-Commerce be deployed to strategicaly transform my organization?’

Answers to such questions were revealed in arecent Georgia State Univerdty sudy. We
interviewed over 130 e-Commerce strategistsin over 80 U.S. firms, hdf of whom had over $1 billion
in annua revenues.  The objectives they articulated for their e Commerce initiatives can be
categorized into an orders of magnitude mode with cost reductions and productivity improvement at
thefirg “dpha’ level, revenue growth and market expansions at the second “betd’ level, and
ultimately e- Competitive transformations a the third, or highest “omega’ level. Figure 1 entitled “e-

Commerce Effects’ illugtrates the key points.

[Insert Figure 1 about here]

Nearly dl firmstoday are Srategizing on how to most effectively incorporate e-Commerce into
their overd| business strategy. Our research shows that successful integration of eectronic commerce
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occurs when organizations progress through three levels.  Firs order initiatives at the alpha effect

level are generdly eectronic commerce endeavors amed a redizing financid gain.  Investments are
geared toward increasing productivity and/or reducing production costs. Within this set of activities,
electronic commerce technologies are seen solely as ameans of improving the bottom line. Such
initiatives have met with both success and failure, and often lead to additiona unexpected and
unforeseen impacts.

By contrast, second order effects at the beta levd involving pursuit of new markets and
increasing the existing revenue streams often become the main thrust of the firm's e-commerce
activities.  Through new kinds of branding (Berthon, et d., 1999), firms expand their business reach
into new markets providing 24 hour aday 7 day aweek worldwide access to products and services
through the Internet.

Ultimately, third order effects from omega “ order of magnitude” activities lead inevitably to
firms trandforming their core business drategies in the interest of achieving a sustainable competitive
advantage, or what we cdl “omega level e-Competitive Transformation.” Here the implementation of
technologiesis no longer seen as ameans of merely reducing codts, increasing productivity, expanding
market share and or growing revenue, but as ameans of dramaticaly changing the competitive
environment itsdlf, i.e., how goods and services are produced to demand, targeted to a market-of-one,
and digtributed. Thisleve finds firms gathering customer data they have never had access to before
and usng it in ways they have never used it before. This proprietary data serves as the basis for
sugtaining a competitive edge at the omega levd.

By way of an example of afirm's migration through this process, consider the early stages of the
Internet revolution when firms began to redlize anumber of unexpected gains as aresult of the pursuit
of dpha and beta leve initiatives. The US automoative industry was an early pioneer of one of today’s
most basic eectronic commerce technologies, EDI or dectronic data interchange (Baaguer and
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Addonizio, 1992; Mukhopadhyay, et a., 1995). Through their EDI initiatives, they were able to
reduce the cost of ordering and tracking parts and supplies;, moreover, these firms were dso able to
devel op more sophigticated “jugt intime” manufacturing strategies. When parts manufacturers and
suppliers were required to transact with the automobile makers eectronicaly as a condition of their
continued business relaionship, the manufacturers began the move toward third order e-Commerce
objectives and goals. At the omega levd, the firm utilizes eectronic commerce Srategies and
technologies to more efficiently manage their production processes, specificaly with regard to cresting
interactions with business partners.

Full implementation of an “e-Competitive Transformation” comes with the complete
integration of eectronic commerce into the firm’'s overal business Srategies. The Internet revolution
has given businesses the ahility to dosdly interact with end consumers, in many cases for the firgt time.
Moreover, many organizations are now able to obtain customer information previoudy unavailable.
The changing face of these traditiond information asymmetriesis giving rise to changesin firm’s core
competitive srategies as “just in time” manufacturing did for the automobile industry.

E-Competitive transformations are beginning to be trangparent in a number of evolving
Stuations. Hidoricaly, many industries have been defined by outside sales representatives and
intermediaries. Condder the traditiond travel industry modd that has restricted direct accessto
consumersin favor of achanne of established reationships with travel agents. In some respects,
consumers have been at the mercy of travel agents, who gain knowledge of their client’s likes and
didikes, financia dtatus, potentia travel plans and availability, and so on. Tour group agencies, hotels
and airlines have effectively lacked direct access to the end consumer that would have alowed for the
accumulation of this same information.

The airlines have seen an eroson of this traditiona information asymmetry in Stuations where
intermediaries, liketravel agents, had along-sanding informational advantage over carriers (see the
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exhibit entitled “ Information Asymmetry”). Changes in information asymmetries do not end here.
Through the Internet, a consumer who searches an airline web site can now be prompted to disclose
information about future travel schedules and travel interests. And current and past interests can be
stored for later retrieva and andysis. Promotions that might specificdly interest the consumer,
automated information systems can generate large scale E-malling thet apprises consumers about sales
opportunities. Moreover, thisinva uable consumer information base can be used to develop long-term
marketing drategies. What has happened isthat carriers have devel oped a new information asymmetry
with regard to the customer through the development of “super customer information” Thisis but one
example of the type of e-Comptitive transformation that firms must seek in order to achieve and

sugtain these highest order e-Commerce objectives.

AlphaLeve Cost Reduction and Productivity Improvement Initiatives
What our studies have found isthat, at the aphalevel, many organizations deploying e-
Commerce technologies are inclined to implement technology that reduce costs and or increase
productivity in an effort to improve the bottom line, asillugtrated in Figure 2. As early as the 1980s,
firms have been making use of a broad range of telecommunications technologies in an effort to redize
these cost savings and productivity improvements. These initiatives have ranged from the use of e-
mail systems to communicate with employees, trading partners and customers on one end to

establishing virtua storefronts on the World Wide Web at the other end.

[Insert Figure 2 about here]

It is critica to recognize that cost reduction initiatives are generdly easier for organizationsto

measure, paticularly a the dphaleve, where sngle initiatives are amed at reducing or diminating
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specific costs borne by the organization. These initiatives often condtitute afirm's earliest foraysinto
electronic commerce. Frequently in these early stages, firm initiatives are uncoordinated with different
efforts aimed at accomplishing different objectives. It is common to find multiple Web stesfor the
same company on the Internet, each developed and maintained by different entities within the same
firm.

Whereas the effects of cost reductions through eectronic commerce can be redized, the
relationship between the implementation of technology and the effect of productivity is often much
harder to measure (Brynjolfsson and Hitt, 1998). Productivity is defined, of course, as the degree of
output produced per unit of input. Economists have pointed to the “productivity paradox” that started
in the 1970s and is marked by an unexplained drop in productivity over the firgt haf of the postwar
period. Inthelate 1980s, Morgan Stanley’s chief economist Steven Roach concluded that the dramatic
inflection of computer technology in certain sectors had little to no effect on economic performance
(Roach, 1991). But, more recently, Brynjolfsson (1998) has contended that past measures have been
inadequate, resulting in huge varigtions across organizations of the returns in informetion technology
investments asawhole. Moreover, there are far too many inputs that can potentialy impact
productivity. He cites contemporary firm-level studies that consistently support the belief that 1T
investments, in conjunction with these other inputs like the lagged effects of learning curves and the
subsequent organizational changes that emerge, have a significant, postive impact on firm output.
Therefore, an important component of the introduction of e ectronic commerce initiatives— increases
in productivity — can be redized and readily measured provided the effects of related inputs to
performance are examined.

Additiondly, long-term financia commitments or technologica expenses, which rapidly
become higher than expected, cannot be overlooked. Whereas many of the traditional costs of doing

business are lower in an dectronic commerce environment, firms are faced with new cogts that must be
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factored into the equation, and disclose costs associated with opening and maintaining an eectronic
presence that are not nearly as low as had been anticipated. An Internet storefront may lack the
physical overhead, but the growing demands for and commitment to technologica advances are an

important consderation.

Beta Level Market Expansion and Revenue Growth

Asfirms enter the betalevd of e-Commerce, they begin to redlize that the medium can provide
ameans for accessing new markets. In an gpproach that is increasingly meeting with success, firms
look to expand their reach into new markets by providing 24 hour aday 7 day aweek accessto
products and services, in concert with their cost containment initiatives. Traditiond retailers are
finding this*“clicks and bricks” mode! to be successful. Eddie Bauer estimates that over haf of the
customers making purchases on their eectronic storefront for the first time are new to the retailer
(Machlis, 1998), supporting the view that e-Commerce can lead to access to new customers and
markets.

Nevertheess, firms cannot ignore potential cannibaization of saesthrough exigting traditiond
outlets. They must aso determine what will be an acceptable level of cannibaization of exigting sdes.
Thefirgt step in this processis closady monitoring sales through online storefronts to accurately access
the extent to which these sles come at the expense of existing outlets. Organizations may choose to
avoid cannibdization by adopting the radica strategy of replacing therr traditional channels entirely
with an Internet channd. Egghead Software eliminated its coadt-to- coast physical storefront presence,
in pursuit of a Web-only storefront strategy (Elgar and Forman, 1998), betting that by driving down
overhead including labor costs, physical properties, and distribution related expenditures; it was
opening the door to sgnificant expansion in its market reach. Insurance carrier Progressive has taken a
smilar gpproach to expanding its reach through its online initiative Progressve.com. The key to
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success, however, is the firm’s aility to redize anet increase in revenues. Congder that any firm's
effort to expand its reach to new customers can be facilitated through e-commerce’ s innovative tools
for marketing products and services which differ in cost and structure from traditiond strategies.
Average marketing and advertising costs on the Internet are Sizable, accounting for gpproximately 43%
of total revenue, according to The Boston Consulting Group report on asurvey of 100 e-Commerce
businesses (Machlis, 1998). Y et directing potentia customers to online storefronts has been akey
element to success on the Web.

Firms approaching customers during whet are considered to be the 9-5 operating hours as
dictated by traditional brick and mortar operations may hinder reaching customersin new and
previoudy untapped markets viathe Internet . In establishing a virtud storefront, though, firms must
give thought to the overhead required to support 24 hour aday, 7-day a week worldwide access to
products and services. The firm must decide whether or not they will develop their storefront to
Support communication with consumers in languages other than English. Even in non-eectronic US
markets, firms have been faced with and successfully pursued bilingual customer service srategies, for
example, gaffing retail oreswith English and Spanish speaking personnd in certain markets. With
the Internet, the firm is faced with afar broader range of potential languages. Salesto some 4.7
million people in 160 different countries (1999) have been reported by Amazon.com since its inception
in July of 1995. Many firmstarget markets for their products and services and develop virtua
storefronts to meet the language needs of those markets. Consder the German firm that prompts the
online user for a German or English version of the Web ste targeting UK and US markets, aswell as
English-gpeaking consumers worldwide.

It is clear that firms need to be prepared to support settlement and distribution of goods and
saviceson aninterndtiond level. Even if an Internet Site supports English done, thiswill not prohibit
consumers outsde of the US from accessing the Site and attempting to purchase. Firms need to be
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prepared to complete financia transaction at an internationd level. Here again the decison will either
limit or facilitate the firm's expanson into potential markets. The business can offer the option of
payment through mgjor credit cards, i.e.,, MasterCard, Visa and American Express; however, the
business needs to decide whether or not the settlement will breskdown price, shipping, tax and so forth
in acurrency other than US dallars. Providing breskdowns in other currencies will significantly
complicate the development effort required to accurately support up to the minute currency
conversons. Shipping and digtribution is dso easlly solved through the use of any one of many
internationd carriers. Here again, the more shipping options that are offered, the more complicated the
development effort involved in automating the entire process from keeping rates up to date and
maintaining service areas for the respective cariers.

One further issue that ariseswith 24 hour aday 7-day aweek worldwide accessisthe
infrastructure necessary to insure that the technology running the virtud storefront, i.e.,, servers, are
operationd continuoudy 24 hoursaday. If the Ste can direct auser to a customer service or support
desk, will that service be available 24 hours aday as well. Competition within the Internet service
provider market has forced players like Earthlink and AOL to provide such levels of service, as have
retailerslike Ddl.

These hurdles hint a the difficulties of betalevel e-Competitive transformation. The
evauation of Web-basad initiativesis particularly tricky in that the WWW islike the Louisana
Purchase. Somefirms, like Amazon.com and Y ahoo, are staking out clams for huge tracks of land,
without a dlear picture of how it will ultimately be used. For them, and for everyone dse, cyberturf is
essentially uncharted territory. Cyberturf onthe Web really represents customers, where they go,
where they congregate, and where they revidt. These firms are taking the calculated risk that future
revenue growth will come to those with the largest land holdings. This prospect is the judtification for
the sgnificant cogts incurred in building Web-equity.
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Alphaand Beta Level Information Asymmetries

In any exchange between two or more parties, where one party fals prey to making adecison
based on imperfect information, an information asymmetry exists (Nayyar, 1993), as shown in Figure
2. Thetraditional modd of information asymmetry focuses on the advantage gained by afirm from
knowing something its cusomers do not. This knowledge may or may not be available to the firm's
competitors, however, aslong as the customer faces a prohibitively high cost in discovering this
information, an information asymmetry exids. The firm charges the consumer a higher price than the
competition, because the consumer is unaware of the competition’s products and prices, fdling prey to
the firm's premium pricing.

This basic modd has aso been gpplied widdy to B2B interactions. For example, afirm may
have to purchases raw materids from alocd supplier a ahigher interest rate than it could obtain from
international supplier. However, because the firm does not have access to the international markets, it
isat an information disadvantage vis-a-visthe loca supplier. Asaresult, the loca supplier can charge
ahigher price than it could get from the internationd market. A broader view of the concept of
information asymmetries is heavily embedded in the phenomena now being seen in the evolving
electronic marketplace.

In other cases, firms are seeing a breakdown of their imperfect information on competing
suppliers. A firm that traditionaly might have purchased from aloca supplier a premium ratesis now
cgpable of ng the products and prices of suppliersinternationaly and obtaining more favorable
terms. Businesses are no longer a the mercy of deding with their traditiona suppliers, asthe Internet
has made the world amuch smaler place. Manufacturers are able to access a broader range of
potentia suppliersin theinternationa market. Moreover, the integration of e-Commerce technologies
like traditional and Web-based EDI (open-EDI) makes the process of managing the production line
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with numerous suppliersin different countries possible. Following the same modd established by
automobile manufacturers, firms can eectronicaly connect, day or night, to hundreds of suppliers
systems anywhere in the world to check the availability and cost of supplies. In the same amount of
time, a purchasing agent could physcaly obtain the same information from only a single vendor.

At the dphaleved, thefirm is effectively usng the enabling power of e-commerce toolsto turn
around their exigting information asymmetries. This turnaround alows these organizations to first
achieve dgnificant cost reduction and productivity goas. Then, with second order effects or betalevel
objectives, many firms are increasingly taking advantage of the access they now enjoy to their
customer base and stripping off the traditiona information asymmetries that sdles Saffs and outside
intermediaries enjoyed. This breskdown is giving rise to the potentid disintermediation of many

traditional market channds.

Beta L evel Disintermediation Effects

Disntermediation is a means by which organizations are redizing Sgnificant cost savings
through lowering transaction costs with e Commerce (Benjamin and Wigand, 1995). Higoricaly,
decentralized sdes forces, outside saes representatives and intermediaries have characterized the
market structures of many indudtries. With the population of Internet users growing by the month at an
exponentid rate and an increasing number of purchases online, the potentia to redirect salesthrough
the World Wide Web exists. In order to take advantage of this opportunity, many firms must make the
decison to circumvent or diminate internd sales forces and or bypass traditiond intermediaries, as
indicated in Figure 3. This process may not be wdl suited to certain indudtries where intermediaries
have a strong presence, where the product is not well suited to sales through a virtual medium, or
where consumers require some degree of human interaction in the sales process, but it will goply to
many other markets.
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[Insert Figure 3 about here]

With disntermediation occurring in many dectronic markets, information asymmetry
traditionaly exerted by sdes saffs and outsde intermediaries over the firms they represent
(Ramaswami, et d., 1997) iseroding. Aswe look &t the interactions outside of the organization,
opportunities to ater the historic information asymmetriesarise. In someindudtries, the dimination of
the traditiond intermediary firm is aready occurring at arapid pace. With many e-Commerce
initigtives, firms redize direct access to suppliers and retailers without the use of traditiona
intermediaries, moreover, organizations are able to further expand their arm with direct access to
consumers. Hage and Sacconaghi (1996) contend that the World Wide Web and similar proprietary
networks, i.e., Extranets, open the door for firmsto harvest new information on customers and propose
that firms implement srategies amed a maximizing the potentia information that might be obtained.

There are, however, anumber of industries where firms are establishing virtua storefronts at
the expense of exigting sdesforce and intermediaries. In the brokerage indugtry, firmslike Charles
Schwab and American Express are dlowing investors to place trades directly over the Internet. In
many instances investors are trading securities at a discounted rate as brokerage firms are passing a
portion of the cost savings dong to the individua investor as an incentive to bypass the traditiona
brokerage salesforce. It could be argued that firms like Schwab and American Express entered the
online trading market in response to increasing competition from start-ups like E* Trade, Datek Online,
and Ameritrade; however, by incenting customers to trade online rather than through sales g&ffs, the
firm has acknowledged the financid benefits that some are seeing through direct Internet sdes. Thisis
aso an example of a product that is not well suited to sdesfor dl dientsand in dl Stuations.
However, many new online start-ups have begun have begun to counteract these problems by offering
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a“higher” levd of service where investors can talk with alicensed individua and have their trades
initiated by a human being.

Disntermediation can be seen a somelevd in virtudly every industry. Mgor airlineslike
Delta and United permit their flyersto purchase eectronic tickets over the Web, diminating costs
incurred in gtaffing ticket counters and or paying travel agents. Delta has offered customers up to
1,000 additiona frequent flyer miles as an incentive to purchase through www.deltacom. At one
point, Delta discounted Internet ticket prices by $2 on dl domestic flights, quickly rescinding the offer
when traditiond intermediaries, the travel agents, protested. Many competing forces complicate the
process of disntermediation Here we see intermediaries with a strong presence, namely the travel
agents and their professiond organizations, intervening and sometimes obstructing afirm’s effort to

directly contact end consumers.

TheFirm's Eroding I nformation Advantage over Consumers

At least 40 % of American households are connected to the Internet with some 100 million
Americans done online (Scott and Messick, 1999) with the total expected to exceed 63 % by 2003.
The Georgia Ingtitute of Technology's Graphics Visudization and Usability (GVU) Center's 10"
WWW Users Survey reports that persona online purchasing is up 10% and B2B purchasing is up 24%
(Kehoe, et d., 1999). The GVU sudy showsthat Internet users are well-educated and experienced
computer users at an average age of 41 and one half years (Kehoe, et a., 1999). These consumers are
better educated with greater access to information than the traditional shopper.

This emergence of educated and better-informed consumers has directly impacted one of the
traditiona tenets under which many businesses have flourished for years. Businesses are seeing the
breakdown of one of the traditiond information advantages that they have been able to explait,
namely, the consumer’ s imperfect information with regard to competitors products and prices. This
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newly found consumer information is growing in many markets. Today, consumers are demanding
and obtaining ever-increasing levels of accessto information, from up to the minute availability of
products to current pricing. This change in the information traditionaly unavailable to consumersis
perhaps one of the greatest threats to any organization's success in marketspace.

Congder the consumer’ s access to the automobile MSRP and costsincurred by traditiond retail
auto dederships. Automobile purchasers are now able to negotiate their price for a vehicle with the
knowledge of the actud cogt to the deder in getting the vehicle to the lot. With access to the World
Wide Web and sophisticated search engines, consumers are now able to obtain easier redl time access
to information on your competitor’ s product information as well. Today, consumers can even obtain
accident history on used vehicles through the emergence of services like Carfax, Inc.

Another examples come by way of directory services and content aggregators like Y ahoo,
where competing firms are cataoged for consumers under asingle category, dlow for rgpid
comparison-shopping. Moreover, market and / or product specific search engines, like Ded Time, are
emerging. Ded Timeis a search engine that acts as a product finder and comparison shopper for a

broad spectrum of products available online.

Toward Achieving the Final E-Competitive Transformation

In progressing to the omega leve of dectronic commerce objectives, firms build upon gains a
the alpha and beta levels, but, more importantly, they need to dramaticaly rethink their underlying
busnessmodels. The objective here is to surpass srategies employed in the earlier dpha and beta
levels, which can be regarded as short-term initiatives. In both physicaly oriented and eectronicaly
oriented models, firms focus on containing and cutting costs, continuoudy improving productivity,
expanding market share and growing existing revenue streams. Managers must stress these short-term
profit and return-on-investment objectives as a basic part of their performance objectives, and failure
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to meet these basic objectivesin either physical or eectronic markets often carries siff punishments.
In generd these objectives, when compared with more complex e-commerce initiatives amed at
reshagping the firm and operations as detailed below, can be viewed aslow risk for the firm.

By contrast, third order, omega level effects, enables an e-Competitive transformation that
leads to deconstruction of the traditiona corporate strategic plans, which inherently carry far greater
risks. Evans and Wurster (1997) have noted the complex relationship between the components of the
vaue chain and the enabling power of the Internet, imploring executives to rethink existing strategies.
These drategies by their very nature must be highly innovative, following traditiond research and
development paradigms, where “experiments’ are bound to result in failure in a certain number of
cases. Here failures should be freed from mgjor repercussions and the most vauable outcomes are
lessons learned about customer behaviors, likes and didikes, and new mechanisms for harvesting
information about customers. Whereas early initiatives focused on short-term profit and return-on-
investment gods, the focus at the omega leve evolves to a focus on the development of long-term
drategies for sustaining a strong competitive advantage and ensuring long-term growth.

Firgt and foremogt, firms must counter the potentid effects of the shifting informetion
asymmetries that consumers are beginning to enjoy as aresult of increased access to information via
the Internet. Given the consumer’ s growing interaction with firms directly through the Internet,
businesses are now in a position to shift from enjoying information advantages over their customersto
capitalize on new information asymmetries with regard to their competitors.

Omegafirmswill focus greater efforts on learning more about their customers' likes and
didikes, potentia long and short-term needs, and so forth. In short, these firmswill bein apostionto
exploit new information on consumers and use this information to strengthen their customer
relationships. Competitors without access to this rich pool of proprietary customer datawill be
information asymmetric, with repect to omega firms.
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Omega Leve Information Asymmetries:
Strengthening Consumer Relationships
In 1922, United Services Automobile Association began offering the US military community
insurance policies. Today, USAA serves over three million customers with auto, property, life and
hedlth insurance in addition to annuities, mutua funds, brokerage services, banking, and merchandise
purchasing. Inthelate 1980's, USAA, depicted how USAA’s computer and communications
technologies had been successfully integrated into the organization’s overal business srategy and
competitive advantage (Garvin, 1995). USAA used itsinformation systems to capture information
about its customersin support of core insurance businesses (Rayport and Sviokla, 1995). The
organization is one of the companies that have integrated core customer informeation across dl of its
books of business. USAA’s merchandise and buyer services group is capable of accessing a
customer’s property loss data, when the customer inquires about replacing a stolen watch. This puts
the group in a position to suggest replacement of other lost items through their service. USAA hasdso
used the information maintained on its customers to develop new product offerings across the
businesses. Its banking division used information obtained through boat insurance policiesto develop
afinancing package for boat purchasers. In short, USAA’s successful integration of its customer data
maintained through information systemsinto its overdl business has driven the firm through the

competitive transformation from an insurance provider to afinancia services empire. Figure 4, "Q

Leve Information Asymmetries” demonstrates the concepts.

[Insert Figure4 about here]

With the advent of e-Commerce, and, specificaly, the Internet, traditiona information
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asymmetry has been redefined to consder how a firm saizes an advantage over its competition by
knowing more about its customers needs. |n moving from strategic necessity to e-Competitive
transformation, the key difference is the shift from inexpert-customers- but- knowledgesble-firms to
knowledgesble-customers- but-imperfectly-informed-competitors. As consumers take advantage of
their newfound access to informetion, firms must position themsaves to significantly strengthen
customer relaionships.

How specificdly can firms do this? Let’stake the case of businessto consumer (B2C) e
Commerce in Figure 4, dthough asmilar discusson can take place with regard to suppliers and
intermediaries and the firm.

There are three criticd dementsto thistransformation, aslised in Table 1. Fird, they must
capture data about their own customers that they have never captured before. Since dl firms have
customers and any firm can now gather data online from their customers, it must be kept in mind that
this necessary step does not automatically confer a sustainable competitive advantage. The dataafirm
gathersis proprietary, however, and the more and better data for binding the customer to the firm, the
more there can be a downstream competitive advantage from this action in itself.

Thekey liesin which dataiis captured. Knowing and exploiting customer pr efer encesisthe
beginning point where some firmswill achieve a sustainable competitive advantage (Omega Strategic
Movel in Table 1). Preferences can be much more than an analysis of a specific cusomer buying
habits. They may be straightforward inquiriesinto customer criteriafor purchasing (where incentives
are offered in exchange for customer preference data). Thus, customers can be asked to express their
criteriaor ratings (Alton Scheild, et al., 1997), or the system can measure them unobtrusively such as
duration of page visit, placement of a product into a shopping cart, addition of the URL to bookmarks/
favorites, or arepeat ste vigt (Nichols, 1997; Procter and McKinlay, 1997). Preference capturing may
aso take the form of amelding of database marketing segmentation data, profiles of customer
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purchases, and other critical demographics, such as socio-economic status or neighborhood type.

It is appropriate to organize information-about-customers as a knowledge management system
that makes accessible and meaningful the complete set of interactions and transactions that the firm has
had with the customers as well as inferences and assumptions that can help to drive personalization of

response to pull and push actions by the customer.

[Insert Table 1 about here]

Sustainable Competitive Advantages over Rivals

Data, even rival-unsurpassed data, has no inherent competitive ability. Rivas can acquire the
same data from their customers and readily, Since regular scanning of your Ste will tel them exactly
what kind of data you are gathering. When properly exploited, though, data does have the capability to
raise switching costs for the customer. In Omega Strategic Move 11, for example, cusomers may
return to a Web-gte for information about products and services or to purchase. In such a case, they
aresaid to bein“pull” mode (Table 1). When the site server recognizes the customer and can provide
information thet is highly spedific to this individual’ s preferences, the concept of persondization
comesinto play (Resnick and Varian, 1997). Persondization is the programmable flexibility of a
computer system to dter the form of the Web interface, the products/services being displayed, the
pricing of the products/ services, and the terms of delivery and payment (Mobasher, et a., 2000;
Mulvenna, et d., 2000). When a computer system is cgpable of tailoring its response to customer-pulll
and engage a market- of-one (Gilmore and Pine, 2000), the fulfillment of such ordersis known as
“mass customization” (Pine, et d., 1993). Customers who receive personalized service (Pontes and
Kely, 2000) even when the service is delivered by a computer system, develop an increased sense of
loydty to the firm.
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Reaching cusomers online while they are “pulling” information from the Web site dlowsfor
developing and srengthening the firm's relaionship with its customers. Many organizations are
utilizing the Internet as a means reaching out to customers providing them with the opportunity to
obtain information. Congder the Web ste for the Met Life Insurance Company. Petrons of the Site
have the option of ng two primary arenas, one for the company's products and services and the
firm's Life Advice® Center. The second option alows vistors to access family, hedth, money,
business and insurance information. Individuas interested in obtaining information on families, can
choose from becoming and grandparent, becoming a parent, caring for aging loved ones, choosing a
summer camp, choosing child care, and so forth. Through the use of cookies, MetLife can track the
various types of information that consumer’s access. Moreover, the firm is moving closer toward
building a*“virtua community” between customers and the organization (Hagel and Armstrong, 1997).

Having smple “sense and respond” (Weick, 1995) systems are not sufficient, however, for
sustainable comptitive advantage over rivas (Thomas, et d., 1993). Over time, rivdswill duplicate
the best features of your customer-pull persondization system and will match your capabilities, just as
banks, one-by-one, deployed ATMs to improve customer servicesin the 1960'sin the US.

Thereis another arenafor action could serve to set your organization gpart from rivals,
however. Information can be pushed to customers using the Internet services of email and Web push
technology (Omega Strategic Move I11). Web push technology has not been amgor success yet, in
that it involves the customer downloading and ingtaling software for creeting a personaized browser
that automaticaly downloads information. With its bandwidth problemsin the B2C space, Pointcast is
perhaps the best example of this experiment (Whiting, 2000). Push technology may see arebirth,
however, with B2B markets (Whiting, 2000).

The greatest current, unexploited opportunity for pushing information and sdes to cusomersis

the use of rdatively low-tech email. 1t can be used for order confirmation, shipping confirmation,
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cross sdling, up sdling, dedling with problems, and gauging customers needs and desires, asitisin
the case of for organizations like Webvan Group, Inc. and Barnesandnoble.com. This “clicks and
bricks’ booksdller dso usesit effectively for newdetters and announcements of new products. The
key to the successful use of emall in this capacity is responding and responding quickly to customer
inquiries and complaints.

A worgt of breed practice with regard to the email solution to customer serviceis alarge bank
we worked with in our study. When asked about their customer service initiatives and email, they
announced proudly that they were receiving 50,000 email messages aweek. Queried asto how they
dedlt s0 many messages, they answered that they would not possibly ded with that volume so they did
nothing with them.

Working with customers on a persond basis is part of what many Web stes are attempting to
do with their cregtion of virtud communities. Hagel and Armstrong (1997) and Armstrong and
Sacconaghi, (1996) developed the notion that “virtua communities” capitaize on the potentia benefits
of “owning” acustomer segment across arange of interests and needs. Consider the experience of
shopping at amazon.com. By recording your email address with a purchase and |oading cookies to
your PC, theretailer has the ability to track not only your purchases, but the information demands that
individua consumers make regarding products. Accumulating a huge amount of data on purchasing
behaviors each year, Webvan is able suggest and direct specific advertisng for goods purchased by the
consumer in the past in addition to products purchased by customers whose buying habits are smilar to
their own. With each vist Webvan builds an ever-increasing storehouse of information about their
customers, bringing an information asymmetry with competitors and an e- Compstitive transformation.
Agang this, the traditiona grocer cannot as easily compete. Webvan is able to capitaize on the
information it accumulates about each and every customer’ s habits and potentia future needs dlowing
the firm to better manage its own inventories and access customer’ sin short order through emails.
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Given that the business patterns for Omega Strategic Moves are found throughout “clicks” and
“clicksand bricks’ organizations, it is obvious that nearly any firm can lock onto these strategic
decisons and begin to implement them in short order. 1n the open systems of the Web world, all
actions by competitors are public and can be viewed readily by friend and foe alike. One of the
reasons | nternet applications have grown so swiftly in popularity isthat they are rdatively
straightforward to design, construct, and implement. Not only do secrecy and technological changes
not protect a firm from competitive moves on the part of rivas, but if it reducesitsinvesmentsin
innovation, thefirm islikely to be copying rivas rather than leading.

If not these dirategic moves in and of themsalves, then what does differentiate firms with
respect to the omega transformation? In aworld of increasing returns on investment, first mover
advantages are critica determinants of ultimate market dominance. Firms that move quickly and
capitaize on each of these srategic moves— learning and inventing new adaptations as they go—
will prosper. The core competency of these firmsis going to be rapid assessment of changesin the
marketplace, application of new technologies to meet the needs of customer outreach, and quick
response to rival moves. Staying on the edge of technological innovation may be the bleeding edge, as
there will certainly be some faluresin firmsthat are truly “on the edge,” but it will be the only way
that firms can develop the intellectud capitd that will catapult them ahead of the competition. In
short, the “leading edge’ and “bleeding edge’ will beidentical. Firmsthat continudly wait for others
to experiment with the new technologies before themselves legping into the fray will soon find that
their customer base eroded, their eectronic linkages deteriorated, and their marketshare vanished. Our
study uncovered firm after firm that was counting on the downess of their competitors to innovate to
protect their market share. Thisisaluxury that will become more and more rare in the Internet era

Inventive firms are changing the ground rules for competition in the e- Competitive

! Assuming that firms are fairly equal with respect to their basic technological infrastructure, it is difficult to get more than
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transformation. Customers are being incented, for example, to vist Web stes through aternate media
inducements, sometimes caled “spird branding” (Berst, 1998). Cyber-insurer Progressve Auto
Insurance, known through the insurance industry as “Aggressive Insurance’ for itsintimidating
marketing tactics, sponsored part of the haf-time show at the 2000 US Superbowl smply to promote
itsWeb ste. Innovative firms are chalenging the sole use of the telephone for online customer
support. Clearly needing the depth of knowledge provided by the same proprietary customer databases
that are driving persondization, contact centers are interacting with consumers and business customers
through PDAS, workgtation chat and instant messaging, and new forms of communication that are just
now being improvised (Steul, 2000). Firmsthat do not learn which of their innovations is working and
which are not, and based on this knowledge, continue to rapidly deploy anew host of waysto reach
out to their customer base will be doomed. The “learning” firm will be the hdlmark of sustainable

competitive advantege.

Conclusion

To progper in marketspace, firms need to plan for an e-Competitive transformation of their
srategic business objectives. The emerging business modd needs to go beyond necessary aphaand
beta changes to an omega “order of magnitude’ transformation. Firmsthat grasp this concept will
quickly lock in cost reductions and revenue enhancement efforts and then push on rapidly to
sugtainable comptitive transformation. In doing this, firmswill refocus their core competencies on
customer relations, which will lead to massve information asymmetries with competitors.
It goes without saying that knowing one's customer's better than anyone else is atime-honored formula
for profitability. Inthe world of e-Commerce, this strategy is being driven by the unprecedented direct

access to the end consumer of products and services. And in this evolving cyberworld, there are strong

atemporary competitive advantage with systems alone in the Internet Age.
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reasons to believe that the effective mining of these new online sources of proprietary information will
become atechnologica imperative for firms. Thus, competitive information asymmetries will
determine success or failure in the marketpace and firms that are able to push furthest with e-

Comptitive transformation will eventudly triumph in the cyberturf wars.
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e-Commerce Effects

3rd order

E-Competitive
Transformations

3" Order Omega Effects

e Exploitation of information asymmetries

o Building of “Virtual Communities”

o Provides sustainable competitive advantage

o Driven by relationships with customers,
partners and competitors

e Alearnina nrocess

2nd order

Market
Expansion

and Revenue
Growth

Order Beta Effects

Difficult to measure

More competitively sustainable
Full effect of disintermediation
can be seen

e Driven by the size of the market

e o o N

1st order

Productivity
Improvements
and Cost
Reductions

1* Order Alpha Effects

¢ Immediate short-term effects

¢ Productivity impacts difficult to measure

o Driven by internal processes of the firm

o Often does not offer sustainable
advantage

o Disintermediation effects begin to take
shane

Figure 1. e-Commerce Order of Magnitude Effects
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Information asymmetry

stems from imperfect
information of one of the

parties involved in an

So o info exchange.
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With traditional information asymmetry, the firm buys supplied and raw
materials from a local supplier unaware of the international competition’s
products or prices. At the a level, the firm sees the prices and products of
additional supplies breaking down the local supplier’s information
asymmetry. At the [ level the firm begins to fundamentally change the way
it conducts business with all its supplies and trading partners, e.g.
implementation of EDI.

Figure 2. Alpha and Beta L evels Information Asymmetries
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Decentralized sales forces, outside sales reps
and intermediaries have characterized the
market structures of many industries.

Firm

Intermediaries

ustomers

uoleipawJialuisig

Many firms take advantage of the

opportunity to circumvent or eliminate
traditional intermediaries.

Figure 3. Disintermediation Effectsat the Beta Level
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The traditional information asymmetries begins to erode and the firm now enjoys a newly
developed information warehouse about its suppliers and customers. What is critical is that the
firm now has greater access to information on its customers, allowing the firm to develop a
sustainable e-competitive transformation.

(a) Demonstrates the firm’s increased knowledge about all potential suppliers’ prices, products
and so on. (b) Suppliers potentially increase their knowledge of the firm’s activities and needs
through established relationships. (c) Depicts the firm’s increased knowledge and potential ability
to monitor the activities of competitors. (d) The firm builds a store of knowledge on their
customers as customers enjoy greater knowledge about the market as a whole.

Figure 4. Omega L evel Information Asymmetries
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Omega Strategic Move Description

I Gathering Data about Customer Preferences

I Creating Systems to Persondize Web Site
Responses to Customer-Pull

"l Creating Sysems to Personalize Web Site
Responses to Customer-Push

Table 1. Achieving Omega Effects
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