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			The battle for Internet consumers is still being fought. It can still be won by either traditional companies or Internet start-ups. But time is running out:

			
					Traditional companies cannot ignore the Internet for much longer.

					Internet start-ups need to begin generating profits soon.

			

			Internet based commerce is no longer a novelty but a genuine catalyst for change throughout the entire economy. It will continue to grow rapidly – reaching $187.9 billion by the end of 2004.

			Whoever succeeds in meeting these three key objectives best over the next five years will prosper. Most likely, it will be a mix of traditional companies and Internet start-ups – with neither heritage guaranteeing success or mandating failure.

			About the Author

			MARY MODAHL is vice-president of research at Forrester Research Inc., a company which advises corporate clients on electronic commerce. Ms. Modahl has been with Forrester for more than 10 years, and was responsible for the launch of the company’s new media and electronic commerce practices. Prior to that, she was a loan officer with the Bank of Boston based in London. Ms. Modahl graduated from Harvard University in 1983.

			Important Note About This Ebook

			This is a summary and not a critique or a review of the book. It does not offer judgment or opinion on the content of the book. This summary may not be organized chapter-wise but is an overview of the main ideas, viewpoints and arguments from the book as a whole. This means that the organization of this summary is not a representation of the book.

			Summary of Now or Never (Mary Modahl)

			Objective #1: Understand Internet Consumers

			Main Idea
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			Attitudes towards technology are the key factor in determining why consumers buy on the Internet – not the traditional demographic factors. As the mainstream consumers (more than 88 million in the U.S. alone) start buying on the Internet, savvy Internet companies will change their products, services and marketing to align with the preferences of this new group.

			Supporting Ideas

			Traditional market research or demographics cannot forecast how many consumers will shop online because there are three factors that influence each consumer’s decision:

			
					Their attitude towards technology.Those who are technology optimists see online shopping as more efficient and less hassle than the real world equivalent. Technology pessimists typically see online shopping as dehumanizing.


					The household income.Those with an annual income exceeding $40,000 are more likely to be able to afford a computer than those below that income level.


					Personal motivations.Whether or not they feel shopping on the Internet will enrich their lives. The three most common motives are:
	To advance a career by learning more.

	To connect with family or others of similar affiliations.

	To be entertained.




			

			This is how Forrester Research segments the U.S. population based on a survey of 250,000 consumers:
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			Companies which are fighting to attract Internet consumers should focus on the needs or motivators that are foremost in the minds of their potential customers.

			For a company to center its strategy on reaching the early adopters (the 29% of the population or 60 million consumers with $3 trillion in spending power) who are technology optimistic and have sufficiently high incomes, it should:

			
					Make appeals to the career motivated early adopters based around a theme of a “better way to do things” or “the best choice”. These people put a premium on their time – they want to get things done quickly and efficiently.

					Target the family motivated early adopters with messages around “dependability”, “safety” and “togetherness” themes. These people value convenience and a community feel.

					Focus on entertainment motivated early adopters by offering “the latest and greatest”, “fun”, “exciting” or “hot” products and services. This group has a short attention span and looks for a great online experience above all else.

			

			The bulk of the early adopters will move the majority of their consumer spending online before the end of the year 2002. Industries that predominantly sell to the early adopter markets include:

			
					Financial services providers

					Travel agencies

					Booksellers

					Music stores

					Computer makers

					Communications suppliers

			

			Most of these industries are already feeling the impact of the Internet on their businesses. However, for electronic commerce to move beyond staying a $100 billion niche market, it will have to start attracting mainstream consumers in greater numbers.

			Mainstream consumers constitute the 43% of the population who control 45% of the nation’s personal spending. If the Internet can attract the loyalty of this group, it will grow to be a significant commercial entity.

			The two broad distinctions within the mainstream are:

			
					The low-income technology optimists – 47 million adults who control about $0.5 trillion in spending power.

					The high-income technology pessimists – the 41 million adults who together have $2.4 trillion in disposable income.

			

			To target mainstream consumers, Internet companies must create a seamless world which spans both the online and physical worlds. The low-income optimist is going to view the Internet as an extension of the physical world. At the same time, high-income pessimists will only use the Internet if they are completely and totally comfortable with it.

			Therefore, to win mainstream consumers, businesses must:

			
					Have an electronic system which is equally competent in dealing with orders placed online, in person, by mail or by telephone.

					Remove any and all differences in service levels between dealing with an online business and conventional businesses.

					Advertise regularly in non-Internet marketing avenues – like television and the print media. Mainstream consumers form their opinions based on these types of information sources.

			

			In pursuing these activities, traditional companies have numerous advantages over the Internet start-ups – and it may well be they end up dominating this market segment.

			However, most traditional companies face a strategic dilemma. They have two choices to consider:

			
					Should they invest in an Internet business, leaving many of their existing customers behind?

					Should they wait until the Internet business opportunity becomes better defined – possibly allowing others to gain the first-mover advantages?

			

			Companies that are particularly sensitive to this dilemma are those that serve the low-income technology pessimistic markets – who still represent around 29% of the population. These companies include:

			
					Major consumer packaged goods manufacturers

					Superstore retailers

					Auto makers

					Banks

			

			For these companies, even if they have a brilliant Web site, the majority of their customers won’t even know about it – since they don’t own a PC, don’t use a PC at work and never go anywhere where they can readily gain access to the Internet.

			The answer to the strategic dilemma is quite straightforward. The companies cannot afford to ignore the Internet. Instead, they need to develop an online strategy which meets the needs of their mainstream customers, and pull along the technical laggards as best they can.

			In fact, the smart companies attempt to either:

			
					Center their Internet strategy on the high-income technology pessimist part of their customer base; or

					Focus on the low-income technology optimists.

			

			Thus, the practical steps a business can take to avoid becoming a victim of the laggard dilemma are:

			
					Segment individual brands and products, and develop an Internet marketing strategy for each individually. Some of the current brands may be ideally suited to an online marketing program.

					Continue to use multiple channels of distribution. Allow the laggards, mainstream consumers and early adopters to buy wherever they feel most comfortable.

					Help the slower mainstream consumers move their interaction with the company to the Internet. They will feel more comfortable doing this with a brand or company they know, rather than an Internet start-up.

			

			Key Thoughts

			“In the battle of the Internet, even though start-ups have seized the lead with early adopters, it is not too late for traditional companies to compete successfully. Early adopters have only just begun to shop on-line, and mainstream consumers have yet to purchase in masse.”

			– Mary Modahl

			“My view is that in the end, it’s not going to matter that some consumers aren’t very technically oriented to begin with. The barriers caused by people not owning PCs or having the skills to use PCs are going to fall. The Internet is about the relationship that we have with our consumers and building on that relationship. If they want to do business on the Internet, we’ll be there.”

			– Will Lansing, CEO, Fingerhut

			“As the body of the Internet consumers shifts from being almost exclusively early adopters to include mainstream and even laggard consumers, traditional companies are likely to gain the upper hand. This is because mainstream consumers naturally gravitate toward companies they know and brands they like. To cope with this new consumer dynamic, start-up companies must become easier for consumers to find in the physical world. In most cases, this will require promoting their brands through traditional media.”

			– Mary Modahl

			“Early adopters are the first to participate in electronic commerce, but the ultimate prize in this arena is the loyalty of the consumer mainstream. The battle for the mainstream will be very different from the struggle to attract early adopters.”

			– Mary Modahl

			“By 2003, over three-quarters of high-income technology optimists will be online shoppers. In total, these consumers represent a $70 billion to $80 billion market opportunity for Internet businesses.”

			– Mary Modahl

			“Ultimately, mainstream consumers hold the fate of electronic commerce in their hands. Will Internet shopping grow for a few years and then stall out as a $100 billion market – just twice the size of the mail-order catalog business? Or will it grow much larger? The answer depends on the choices made by the 88 million individuals that make up the mainstream.”

			– Mary Modahl

			“When it comes to mainstream consumers, the multichannel imperative favors traditional companies. As hard as it evidently has been for traditional companies to build decent Web sites, it remains far more difficult – and far more expensive – to build a chain of retail stores or train a corps of skilled telephone service representatives. In addition, traditional companies already possess the brands that consumers find familiar, while start-ups must build them from scratch. However, traditional companies with many mainstream consumers suffer from the inevitable presence of laggards among their customers. Even when they are a minority, laggards pull a company backwards toward the old ways of doing business. It’s tough to run at the Internet opportunity when you know that some of your consumers probably won’t ever follow. What happens, then, to many traditional companies is that they end up tailoring their Internet strategy to meet the needs of their least likely Internet consumers. This approach is the least desirable of all the alternatives that traditional companies have, yet it is the one they most often pursue.”

			– Mary Modahl

			“In the end, the winners – and the losers – in the battle of the Internet will include both traditional companies and start-ups. Among the winners will be traditional companies that can learn to compete on Internet terms and start-ups that manage their way sanely through the turbulence of high growth and inflated expectations. Traditional companies that fail to understand the new environment will be left behind, and start-ups that keep losing money won’t survive.”

			– Mary Modahl

			“To win the Internet battle, start-up companies must not only sell – they must sell profitably. Traditional companies must find a way to compete on the Internet without wrecking their existing business.”

			– Mary Modahl

			Objective #2: Exploit Internet Business Models

			Main Idea
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			The Internet:

			
					Creates an increase in apparent supply and a need to respond immediately – Dynamic Trade.

					Allows start-ups to attack the traditional revenue mix in many industries.

					Replaces projected images with online experience as the foundation for brand building.

					Provides a way for companies to create value by providing physical distribution services.

			

			Whether these elements can best be provided by a traditional company or an Internet start-up is currently open to debate and undecided – with the most likely outcome being a mix of both.

			Supporting Ideas

			The practical effect of the Internet on business models is:

			
					It lowers or eliminates historical barriers to entry.

					It makes geographical location irrelevant.

					It provides a practical means of communicating individually.

			

			In essence, then, the Internet creates a situation called “Dynamic Trade” – where actual supply and demand become so transparent that prices will fall to their lowest competitive level and become increasingly variable as demand shifts.

			With dynamic trade conditions:

			
					Apparent supply becomes huge – because consumers are no longer limited to the businesses they can reach physically but can do business with anyone who has a Web site. (Consumers can even use automated software to search the Internet for suppliers they aren’t familiar with, or for which Web site has the lowest price for the goods they have decided to purchase).

					Prices become more closely aligned with actual demand as companies have the means to aggregate – in real time if they like – what the current demand is in response to the offer they are making. This is a major change in direction – instead of projecting sales in advance, companies can measure demand as it occurs. This can generate significant advantages and system efficiencies – and completely change the way companies price their goods so as to avoid missing any revenue opportunities.

			

			The practical consequences of dynamic trade conditions are:

			
					It becomes more important for companies to respond to consumers quickly rather than to predict well.

					Internet businesses need to be able to scale up quickly if any of their products and services become “hot” items.

					The ability of a company’s Web site to offer a large range of products becomes more practical since inventory can be eliminated.

					Internet based companies will build and maintain a competitive advantage around economies of scale derived from intangible assets – like their customer base and their technology infrastructure.

					Once an Internet company achieves a large enough scale, its marginal costs fall dramatically – often to around one-tenth what they were previously. This is because:	Promotional costs are nil for add-on offers.

	The costs of taking orders doesn’t increase.

	The reach of the business is global instead of local.

	There are no physical limits like shelf space.




			

			This last point is important in appreciating the dynamics of an Internet business. Typically, they require huge fixed investments into intangible assets initially. After that, however, they can serve almost an unlimited number of customers with very little addition to their marginal costs.

			As a consequence, it is likely two types of businesses will thrive in the Internet economy:

			
					Those that are very large.

					Those that are very small.

			

			Dynamic trade inevitably leads to a market structure where:

			
					A large number of new small players enter the marketplace each year to compete against a very few, very large and very profitable established companies.

					Each of these new players will be intent on securing control of one of the key points where the greatest consumer value is created:	Consumer relationships

	Technology infrastructure

	Sales distribution




					Any small player that succeeds will either evolve into a very large company itself (which will be rare) or become acquired by a very large company (very common).

			

			In many ways, then, the software industry of today serves as a model for the way many markets will be structured in the future when dynamic trade becomes the norm.

			So how does an Internet company make money? It does so by changing the revenue mix of an industry – who pays for what and how.

			Simply put, Internet start-ups generate revenues by changing:

			
					The “who” of an industry – by locating new customers that the traditional players have never before approached with a business offering.

					The “what” of an industry – by offering new products or services that have new added value for consumers. Often, this involves increasing the information content or providing completely original services like online auctions.

					The “how” of an industry – by changing the pricing structure. Internet companies, by virtue of the fact they have identified new customers and offered new value, are ideally placed to undercut the pricing of traditional players. Further, Internet companies can also repackage products in such a way that they change the way pricing is done throughout the entire industry – perhaps by replacing a set fee with a commission or in one of a number of other ways.

			

			In essence, the effect of the Internet is to bring about an industry transformation:
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			This three-pronged attack by Internet companies is especially effective, since traditional players find it exceptionally to focus on new customers. Invariably, their first Internet efforts are aimed squarely at their existing customers’ needs – which means they become locked to their past rather than exploring the new possibilities of the future.

			Traditional players also struggle to understand the new value offered by the Internet companies. They invariably look at the new value from the perspective of what they already offer rather than from the consumer’s perspective.

			Hardest of all, however, traditional companies cannot match the prices offered by Internet start-ups. To do so would seriously erode their profitability. By contrast, the dotcoms – backed by long-term venture capital – are perfectly willing to endure years of losses in an effort to gain market share.

			The end result is the more people that move to the Internet, the greater the loss of control for the traditional companies of their revenue streams. Of course, competition is also intense for online companies as well. The Internet makes it easy to find out precisely what competitors are offering at any time.

			For an Internet based company to build sustainable value, there are really just three paths:

			
					Develop an online brand based on consumer experiencesInternet brands are based on two-way communication and consumer experience rather than an image projected by the company. To achieve that, a company has to execute well in five different and distinctive areas:
	On the Web site.

	In physical stores.

	Through personal communications.

	Over the Internet – links & search engines.

	Away from the Internet – with consistent materials.


The differences between building an Internet brand based on experience and conventional brands based on image are:
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					Brands built on two-way experiences can be powerful and influential – if done well. It also becomes hard for anyone else to copy, thereby creating sustainable advantages.Gain control of a physical distribution system.
Physical distribution is the choke-point for most Internet businesses. The reality is everything which is sold has to
	The Internet company that builds a robust and reliable distribution system has a strong (and profitable) asset.

	Those companies that can handle individual orders efficiently have a strong competitive advantage.

	Retailers who can deliver orders quicker than Internet only companies have an advantage.




					Leverage consumer information in other ways.

			

			
			
			
			Key Thoughts

			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			Main Idea

			
			
			
					Develop new competencies in the use of technology.

					Manage the conflicting demands of retailers, dealers, franchisees and brokers.

					Have leaders that are Internet-smart, Internet-experienced and visionary.

					Have the will to win regardless of the challenges along the way to Internet success.

			

			Supporting Ideas

			
			
					Develop new competencies in the use of technology.

			

			
			
			
					Deciding when to make a change and whether to build or buy the new technology that will change the business model used by the company to better respond to changing customer needs.

					Correctly identifying when a consumer technology which is under development is ready for the consumer market. This requires an accurate assessment of both the technology and the market. Before betting on any technology, a company should be certain:

			

			
			
			
			
					Manage the conflicting demands of retailers, dealers, franchisees and brokers.	Developing new, separate product lines which are designed solely for sale over the Internet which do not interfere with existing retailer and distributor relationships. This allows the manufacturer to at least start developing expertise in electronic commerce.

	Offering support programs where the manufacturer assists their key resellers to set up high-quality Internet Web sites that are state-of-the-art. In other words, assist traditional partners to make the transition to e-commerce themselves.

	Building relationships with leading edge Internet only retailers, and using that experience to educate other long established resellers on what they must be doing to be competitive in this area.

	Developing cooperative marketing promotions that span both the physical world and online stores, allowing traditional resellers to capitalize on their strengths.

	Differentiating between the right to sell goods in physical regions and on the Internet. That is, instead of allowing established resellers to automatically start selling goods online, make it clear this right is separate and distinct, and carries specified obligations and performance requirements.




					Have leaders that are Internet-smart, Internet-experienced and visionary.	Funding

	Organization

	Leadership


	Whole organization transformation – where the leaders of the company have personally become involved in a program to realign their entire business around electronic commerce. Companies which have done this include Intuit and Lands End. In each of these cases, success has been dependent on:


	Risk sharing – where the traditional company sets up a new stand-alone electronic commerce business in which other partners invest. This allows the traditional company to fund the new business adequately enough without impacting negatively on balance sheets and other areas. By separating the Internet business project from the existing business, the Internet unit becomes free to address market opportunities the traditional organization never could. It also allows the Internet unit to attract high quality leaders.

	Venture capital participation – where the traditional company sets up a venture capital group specifically to invest in Internet start-ups. This allows the traditional company to spread its risk by funding a number of Internet start-ups and not just its own operation. In effect, the traditional company attempts to use its current capital reserves to stake out a future position in the Internet economy.




			

			
			
			
					Have the will to win regardless of the challenges along the way to Internet success.	Will be backed by people who can tell the difference between real customer value and hype.

	Will know clearly and concisely what their goals are – and which sidetracks should be avoided.

	Will be run by people who can articulate and execute a realistic business plan.




			

			Key Thoughts
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