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Chapter – IX

Managing Marketing Risks

“Many of the pioneers of Internet business, both dot-coms and established companies, have competed in ways that violate nearly every precept of good strategy.  Rather than focus on profits, they have sought to maximize revenue and market share at all costs, pursuing customers indiscriminately through discounting, give-aways, promotions, channel incentives, and heavy advertising.  Rather than concentrate on delivering real value that earns an attractive price from customers, they have pursued indirect revenues from sources such as advertising and click-through fees from Internet commerce partners”.

- Michael E Porter

Understanding marketing risks

To retain their competitive edge, companies have to offer products that provide value to customers.  If a company does not have a product to sell or if it has a product, which is inferior to what competitors are offering, it cannot survive in the long run.   


Each new product launch involves risk. Similarly, dependence on a few customers also results in risk.  Wrong communication strategies can dilute or harm the image of a brand. An organization is also exposed to risk when its distribution channels wield high bargaining power. In short, marketing risks refer to the uncertainties involved in designing and implementing the marketing mix.


Effective marketing implies balanced and informed decisions that lead to long term profitability. Quite often, strategies that focus on short-term objectives, may look attractive but may turn out to be risky in the long run. For example, reckless brand extension may yield immediate benefits, but in the long run may dilute the brand image.  The same argument applies to sales promotion.  Similarly, advertising without a fundamental understanding of the customer’s decision-making process may throw money down the drain.  So, it is important to understand the risks associated with different marketing activities.


The pitfalls in marketing are best illustrated by the failure of many dotcoms in recent times. These companies became obsessed with grabbing market share by offering things free instead of building brands and charging an adequate price. For many dotcoms, profit was not even a medium-term goal.  Focused totally on generating traffic, they failed to realize that products have to be sold and profits generated to sustain operations. In their anxiety to get to the market first, they did not pay enough attention to understanding customer needs.  The few dotcoms, who have understood customer needs, have been able to offer suitable products and services and more importantly have been able to charge a remunerative price. (Read Michael Porter’s insightful article in Harvard Business Review, March 2001).


The inability to control market forces and the difficulty in predicting these forces make marketing more of an art than a science.  However, marketing decisions need not be taken purely on the basis of intuition. A systematic approach to formulation and implementation of marketing plans can definitely minimize risks.  A good understanding of supply and demand conditions, an appreciation of the costs involved and insights into the customer segment being targeted, are the building blocks of a successful marketing plan.


A systematic approach to managing marketing risks builds discipline into managerial actions. The best marketing plan can fail in the absence of discipline. Take the issue of pricing.  Many companies let emotions rule and squeeze more from the market when prices rise and panic unnecessarily when prices fall.  Instead of this knee jerk approach, companies must ask themselves the question: What do we need to do to ensure that we can retain customers, charge a reasonable price and remain profitable throughout the business cycle?


This chapter provides a framework for dealing with some of the important risks faced by marketers. It examines some  strategic issues in marketing and how they need to be managed.

The challenge for marketers 

The challenge for marketers is to ensure sustained demand for their products. Though most marketers are wary of a fall in demand for their products, they approach the problem in a fairly ad hoc manner.  Marketers have to understand consumer behaviour on an ongoing basis, challenge existing business assumptions and reposition themselves from time to time to attract new customers and increase the consumption of existing customers.  They need to keep asking themselves some basic questions.

· Which are the customers who are most loyal to us?

· Which customers may buy less if there is a recession?

· Which customers are most likely to switch over to a cheaper product?

· Which customers can be weaned away?

The need for a new marketing mind-set

Slywotsky and Shapiro
, call for a new marketing mindset that views marketing expenses as strategic investments.  By treating marketing expenses just like capital investments, companies can generate sustainable competitive advantages.  They emphasise the differences between expense driven and investment driven marketing managers: 

          Expense driven managers
          Investment driven managers

· Concerned with the next year’s sales
(  Concerned with long term marketing goals

· Compare spending with that of competitors and 
(  Concerned with return on marketing investment

        and industry norms 

· Obsessed  with market share
(   Concerned with quality of market share, ask the 


                                                                                             question what customer to target and what to 


     avoid.

· Worried about keeping expenses under control
(   Examine how to leverage investments to reduce


     the cost of attracting new customers

Targeting the right customers at different stages of the product life cycle and backing it up with a consistent, unique advertising message improves marketing effectiveness. When companies disrupt a message or fail to reinforce it consistently, they run into problems.  Short-term measures such as change in the ad campaign or greater use of  promotions to win new customers, often overlook the need to expand the loyal base of customers.  The investment mindset calls for a long-term orientation.  For example, in the case of branding, the right question to ask is: What is the brand identity that we want to support for the next 10 years? The expense-driven approach works against continuity and consistency.  While increasing short-term returns, it significantly enhances the risk of weakening the  brand and diluting market share in the long run.


A company’s customers must be examined on the basis of various criteria: size, profitability, resilience to a recession and loyalty. During times of uncertainty, watching competition is critical.  But firms should never forget that sustainable competitive advantages come not from imitation but by doing things in a different way. 


As we discussed in the Chapter III, today’s unprofitable or small customer segments may well turn out to be the most important segments of tomorrow.  Thus, a twin-pronged strategy is essential. Companies should stay tuned to the needs of their existing customers and at the same time should keep experimenting with new products, making low cost investments for hitherto untapped segments.  


Along with customers, companies also need to understand how the bargaining power of channels is shifting and the potential conflicts which may result due to this shift.  At the end of the day, the product has to reach the customer. So, problems in the distribution network must be anticipated and tackled in a proactive way.

Guidelines for building customer loyalty

· Understand people’s habits.  For existing customers, exploit repetitive habits.  For new customers, focus on how to induce trials.

· Understand the areas where customers are dissatisfied and buy simply out of necessity, e.g., replacement of grocery items.  There can be scope to innovate.

· Understand the degree of difficulty faced by customers while switching to other products.  Many repeat purchases take place because of high perceived switching costs.

· Understand the role of positive reinforcers such as sensory gratification, intellectual stimulation or social approval.

· Aggressive sales promotion does not build long-term customer loyalty. 

Building customer loyalty

The success of any marketing effort ultimately depends on the ability to create a base of loyal customers.  Indeed, customer loyalty is the key driver of profitability of businesses in general and online businesses in particular.   Research by Bain & Co. and Mainstream indicates that the average repeat customer for apparel spends 67% more during the third year of the relationship than in the first six months.  For online grocers, this figure is as high as 75%.  In fact, an average online apparel shopper is not profitable until he has shopped at the site at least four times.  Loyal customers are more willing to purchase new product categories and generate valuable word-of-mouth publicity that attracts new customers.


In the wake of intense competition and the availability of a wide array of choices for customers, companies have to be innovative in retaining them.  One such technique is experience-based selling, which engages the customers and creates an interactive selling process. A deep understanding of what customers look for when they go shopping is an important input in experience-based selling.  One of the important reasons for the failure of the online fashion retailer Boo.com was its inability to understand the kind of shopping experience sought by its customers.  Its target segment, women under 30, looked at shopping as a social experience. These women did buy certain goods online and were quite familiar with the Internet.  But when it came to fashion shopping, social enjoyment took pride of place. So, the comfort of shopping from home became an irrelevant factor.  


The way companies are positioning their products also reflects this trend.  Today, many companies wrap a story or emotion or an appealing idea around their service or product to turn a routine purchase into a more exciting experience. They do this by exploiting the latent needs of people.  Nike for instance wants its customers to Just-do-it and Coca-Cola wants customers to enjoy. However, lifestyle marketing, while facilitating product differentiation, may also put off some consumers.  Indeed, consumers may get put off by a ‘wrong’ lifestyle faster than by a not-so-good product. So, lifestyle positioning requires a deep understanding of human psychology, a far more difficult task than understanding the functionality required in the product. 

The pitfalls of listening to customers

Understanding customer requirements through periodic market-surveys is important.  But beyond a point, this can be counter-productive.  Indeed, some of the greatest new product successes have not been achieved on the basis of market research.  They have been influenced strongly by managerial intuition.  In recent times, Customer Relationship Management (CRM) has been touted as the mantra for the success of marketers.  CRM implies listening to customers, capturing all the relevant information in a computerised database and using tools such as data- warehousing and data-mining to understand and serve customers better.  While the logic of CRM is sound, the dangers involved need to be understood.


We have seen in Chapter III how established companies often fail when a radical innovation emerges.  They are so much caught up with the needs of existing customers that they totally overlook the entirely different needs of small but fast-growing segments.  So, successful products are built not just by listening to customers but also by going ahead with what the company thinks are great products, which will be profitable in the long run.


According to Bernard Arnault, Chairman, LVMH, the French company, which owns famous brands like Dom Perignon Champagne, “products which are customer driven are usually not innovative.  Consequently, it is difficult to charge a premium.” Or as marketing professor, Stephen Brown
 has put it, “The truth is, customers don’t know what they want.  They never have.  They never will… A mindless devotion to customers means me-too products, copycat advertising campaigns and market place stagnation...  Many of the marketing coups of recent years have been far from customer centric.  Or at least, the successes have proceeded from a deeper understanding of what people want than would ever emerge from the bowels of a data mine”. Arnault
 adds, that by conducting a market test, “you will never be able to predict the success of a product… What a test shows you is limited; whether the product has a potential problem, such as with its name… Obviously, we won’t launch a product if the tests clearly show it is going to be a failure, but we won’t use tests to modify products, either… Our strategy is to trust the creators.  You have to give them leeway.  When a creative team believes in a product, you have to trust the team’s gut instinct.” Arnault cites an example in this context. There was nothing in the focus group interview LVMH conducted, to suggest that its J’adore fragrance launched in 1999 would become one of the world’s top perfumes.

Branding risks

Today, brands are considered to be among the most valuable assets of a company.  The Coke
 brand accounts for 95% of the value of the Coca Cola Company’s total corporate assets.  Similarly, for most FMCG companies like Philip Morris, Unilever and Procter & Gamble, brands are indeed the most precious assets.  The same holds true even for technology companies like Microsoft. The importance and power of corporate brands has also increased significantly in recent times. IBM, Sony, Nokia and BMW have all successfully leveraged their corporate brands.


But brands are also vulnerable.  A failed advertising campaign or a perceived drop in quality can erode customer loyalty in no time.  Brands are also vulnerable to changes in customer tastes.  Another risk, which brands face, is the wrath of the anti globalization activists.  Here, we look at some of the strategic issues in brand management.

Advertising risks

Companies often spend huge amounts of money on advertising without realizing commensurate benefits.   In the first quarter of 2000, Drugstore.com  spent $29.9 million on marketing or $101 for every new customer.  Its customers however spent on an average only $23 per person.  Beyond.com, frustrated by the inability of ads to stimulate customer spending, spent a reported $11 million to cancel advertising contracts worth $24 million during 1999. Companies like Procter & Gamble are realizing the need to squeeze more out of their advertising expenses.  Effective advertising should begin with an understanding of the customer’s decision making cycle.  It must ask some fundamental questions: How do people realize that they need the service or the product?  How do they make the purchase decision?  Then ads can be designed to reach prospects at the right  point in the decision cycle and persuade them to purchase the company’s product. 


Very often, advertising is ineffective because it targets the wrong customers.   Pets.com spent millions of dollars on Super Bowl advertisements, totally overlooking the fact that for one of its main customer segments, elderly women, the Super Bowl was irrelevant.  Instead, the company might have been better off, creating a database and running an email campaign targeted at potential customers.


Online advertising, in particular poses big risks, and has contributed to the downfall of many a dotcom.  This is because for most dotcoms, advertising is the biggest expense head. Results from online advertising have been disappointing due to various reasons.  Some advertisements have been far too complicated with many visuals.  Since the space in a banner is limited, advertisements should be kept simple.  Using too many visuals may give a cluttered look. Most people do not log on to the Net to watch ads.  So, if the target customer has to click to get the message, the targeting will be very poor. Brand awareness increases as the target audience repeatedly sees the ad but increasing the frequency beyond a point through techniques such as pop-ups is also not advisable.  People may get put off if they keep seeing the same ad again and again.

The characteristics of a Star brand

According to Bernard Arnault of LVMH, a star brand has four characteristics:

· It has an element of timelessness.  Built for eternity,  a star brand  becomes an institution.  A good example  is LVMH’s Don Perignon (champagne) brand which has been around for 250 years.  But the attribute of timelessness cannot be built into a product overnight. Over a period of time, the brand must come to stand for something in the eyes of customers. One way of achieving this is to be fanatical about quality.  LVMH puts its Louis Vuitton  suitcases through a torture machine test that involves opening and closing the suitcases five times per minute for three weeks.  The suitcase is also thrown around and crushed. Only after it is fully satisfied about quality that the suitcases come into the market.

· The brand must be modern.  As Arnault puts it, “A star brand is current or you would call it fashionable.  It is edgy, it has sex appeal, it is modern.  In some way, it fulfils a fantasy. It is so new and unique, you want to buy it.  You feel as if you must buy it, in fact, or else you won’t be in the moment.  You will be left behind.”

· A star brand should be growing. Growth is the correct indication that the brand has struck the right balance between timelessness and modernity.  Growth indicates a strong customer desire for the product.

· The fourth characteristic of a star brand is profitability. One of the keys to profitability is running the operations efficiently.  LVMH’s factories are highly disciplined.  Very high levels of productivity are achieved by  meticulous planning of workplace activities, backed by modern engineering technology.

Source: Harvard Business Review, October 2001.


So the right questions to be asked before a new ad campaign are: Is it making a solid offer to the customer?  Is it giving sound reasons to the customer to buy from the company? The AIDA model though old, is as relevant today as it was then.  The ad should get the prospect’s attention, foster the customer’s interest in the offer, build desire for the product or service and generate a favourable action by the customer.


Key performance indicators must be used to track the effectiveness of advertising.  Especially in the dotcom business, where ad spending makes up a big chunk of the total  expenditure, realistic communication objectives must be spelt out:  awareness of the site, the number of  visitors, the rate at which visitors are converted into customers and infrequent customers become regular ones.  Advertisement tracking surveys, which measure the impact of the ad campaign on the brand image, generally cost only a small fraction of the ad outlay. Yet, many dotcoms do not do this type of monitoring systematically. 


In the online business, innovative segmentation techniques have become necessary to improve advertising effectiveness. Rozanski, Bollman, and Lipman
 suggest a new technique called occasionalization. It recognises that effective targeting depends not only on knowing who the customers are but also on their moods and how they are using the web at different moments.  They have identified seven occasions:

· Quickies – These are short (one minute) occasions which concentrate on visits to two or fewer familiar sites.

· Just the facts – These occasions (Nine Minutes) involve users looking for specific information from known sites.

· Single Mission – Here, users spend about 10 minutes on an average, venture to unfamiliar sites but focus on a certain task or collect specific information. 

· Do it again – Users remain online for about 14 minutes, spending 95% of the session on sites they have visited four or more times.

· Loitering – These occasions are leisurely visits to familiar sticky sites and average about 33 minutes in duration.

· Information  please – These  visits average 37 minutes and aim to gather in-depth knowledge of a topic.

· Surfing – Here, users spend about 70 minutes on an average without concentrating on any one category.


By using occasionalization, companies can identify when customers are most amenable to their marketing efforts.  They can communicate to customers when they are most likely to pay attention and get influenced by the message.  Online retailers can even tailor their environment in real time to meet the needs of the user and the occasion.  For example, web users in a Quickies session many find banner ads a nuisance.  Marketing campaigns will be most effective during Loitering, Information please and Surfing. Online companies can also show different faces to individual users based on the occasion.  A rapid, no frills self service experience is appropriate for Quickies and Single Mission occasions.  For Loitering and Information please sessions, full-service options with video, pop-ups and personal shoppers are more appropriate.

Inspiring trust

A brand evokes distinct associations, stands for certain personality traits and builds emotional attachments.  Above all, a brand is supposed to inspire trust.  As The Economist
 has put it, “In pre-industrial days, people knew exactly what went into their meat pies and which butchers were trustworthy: once they moved to cities, they no longer did.  A brand provided a guarantee of reliability and quality.  Its owner had a powerful incentive to ensure that each pie was as good as the previous one, because that would persuade people to come back for more.”  


Even in today’s digital economy, things have not changed one bit. Consumer trust continues to form the core of the value of a brand. Branding efforts should never forget this point. Take the example of e-business.  Customers may not disclose their credit card details if they do not trust the e-tailer.  It is the trust which the Amazon brand inspires that attracts shoppers to its site.  According to Unilever CEO, Niall FitzGerald
, “Good brands invite trust, earn trust, honour trust and reward trust.” Or as Rita Clifton, Chief Executive of Interbrand
 puts it, “Brands are the ultimate accountable institution.  If people fall out of love with your brand, you go out of business.” It is the element of trust that has made HDFC one of India’s most well known brands.  According to a senior advertising executive
,  “HDFC is perhaps the only brand in India that has been built with virtually no ad spend.  In fact, it’s looked upon as a classic brand management case study, as a brand that’s evolved by word of mouth, through customer care and trust built up over the past 22 years.”


The failure of New Coke has adequately brought out the importance of customer trust. In 1985, Coke faced a major challenge from Pepsi and changed the formulation of its flagship Coca Cola brand to give it a sweeter taste.  Consumers revolted and the old formulation had to be brought back almost immediately.  Quite clearly, consumers felt that by changing the formulation, Coca Cola had breached their trust. 
Changing with the times

Keeping a brand trustworthy implies maintaining a degree of consistency in what the brand has to offer.  However, in their obsession with trust and consequently consistency, companies should not overlook changing customer priorities. Brands should be revitalised and repositioned from time to time to retain their sparkle.  As FitzGerald has mentioned
, “Successful brands retain their usefulness to consumers, but that doesn’t mean they can afford to stand still.  They must constantly evolve, adapt to changes in consumers needs and aspirations.”  


There are several examples to illustrate the importance of revitalising the brand. Motorola’s persistence with its rich technology heritage proved to be a handicap when it faced competition from Nokia’s user friendly, hip, relaxed image.  Today, Nokia is far ahead of Motorola in the mobile handsets business.  While traditional brands such as Maxwell House emphasised the product (“Good to the last drop”) Starbucks decided to convert a functional coffee shop into a place with a rich ambience that made coffee drinking an experience to savour. Brand repositioning was the key theme in the turnaround efforts of Harley Davidson, the famous American motorcycle manufacturer, which faced bankruptcy in the early 1980s.  The company quickly realised that its motorcycles were more than just products and represented American romance and prestige.   It decided to reposition the product based on a Harley lifestyle that conveyed the exciting experience of riding on the roads.  


While repositioning a brand, a long-term orientation is desirable. As Kania and Slywotzky
 put it: “Managers must ask how relevant their brand position will be three years from now, as the priorities of their target customers change – or the target customers themselves change.  Anticipating which brand patterns are likely to unfold, gives managers a critical head start in crafting the next winning moves for the brand.”

Dealing with commoditisation

The profits, which a brand can generate depend heavily on the premium it commands in the market. Commoditisation is the lowering of the premium that a brand commands. Today, many brands face competition from cheaper products that are perceived by customers to be functionally on par.  The reluctance of customers to pay a high premium for brands is causing severe heart burns to brand managers.


The first hint of commoditisation came in April 1993, when Philip Morris announced it was cutting prices of its cigarettes by 20%.  Soon, the stocks of Heinz, Quaker Oats, Coca Cola, Pepsi Co, Procter & Gamble and R J R Nabisco, all of which had powerful brands, took a severe beating.  The incident, which is commonly referred to as Marlboro Friday, highlighted the vulnerability of brands.   In India, Hindustan Lever executives recently used the term down-trading to describe the phenomenon of people moving away from premium brands to cheaper products.  


Many of the brands in the market place look alike and differentiation has become a tough proposition.  With an ever expanding choice for customers and little by way of differences in physical characteristics, marketing managers face the challenge of making their brands look unique. Unfortunately, attempts by most companies to highlight the uniqueness of their brands have lacked imagination. Y R K  Moorthi
,  a professor at IIM Bangalore feels that the commoditisation of a brand is essentially due to a  lack of creative thinking on the part of marketers: “Any brand is a bundle of rational, emotional and self-expressive benefits.  It must be simply lack of imagination if a brand cannot pick up a suitable array of benefits.  More often than not, it is imagination that is lacking in brands and brand managers. That is why they do not stand the scrutiny of differentiation.”


According to John Williamson, an international branding expert
, “Given that proprietary technology is a diminishing competitive advantage, companies have to conceive of a brand idea, which is big, simple, true and unique… What is important is to find an idea that is relevant to the markets.  If one were to look at organizations with relatively similar products, the key differentiator is the idea on which the brand rests.”  Williamson compares the emotional appeal of Orange with the functional appeal of Vodafone.  He also contrasts Nike’s aspiration based advertising (Just do it) with Adidas’ focus on the technology of sport and perfection.  Advertisements with emotional appeal often have a better impact and are more successful in creating top of the mind awareness.


Many advertisements focus on the functionality of a product as it is easier to convey product features than abstract ideas.  This is a pitfall, which should be avoided. According to Williamson
, “Any business you are in, there are only one or two brands that are leaders in business.  If you share the same brand idea as your competitor, you are not going to make money.”

Stretching the brand

The profit potential of a brand is heavily dependent on the company’s ability to leverage the name in new categories. The exorbitant costs of launching an altogether new brand and increasingly competitive markets make brand extension an important strategic weapon in the marketer’s armour. Unfortunately, due to their restricted vision, many marketers fail to leverage the brand fully and limit the extension to a few products. By not launching new categories under an existing brand name, they also forgo opportunities to modernise the brand and capture more  shelf space at retail outlets.


Having said that, the risks associated with brand extension should not be underestimated.  While brand extension facilitates quick launch and acceptance of a product by leveraging the strengths of an existing brand, it may also end up weakening the mother brand. In general, brand extension succeeds if the new category is seen as compatible with the personality of the parent brand and the expertise it represents.  In addition, there must be consistency in the value perception of the brand in the new category as compared to its parent brand. Another point to be noted is that a highly successful brand almost owns the category.  Indeed, very successful brands like Xerox became almost generic in their categories.  This advantage may be lost if the brand name is extended to other categories.

Strategic Brand Management: Some useful guidelines

· Brand management responsibility rests at the CEO level.

· Account for all the factors driving brand value.

· Always stay focussed on the three fundamental drivers:  number of people buying the brand, the  price premium for the brand and potential for future brand extensions.

· Understand the role played by time.  A decision taken today may have an impact only after 2-3 years.

· Do not blindly copy the brand management practices of other companies.

· Operational variables such as retail distribution coverage and consumer perceptions move earlier than classic financial measures and are therefore better strategic indicators of the way the brand is faring in the market.

· Short-term tactics can destroy the value of a brand in the long run.

· Understanding and delivering a successful brand strategy requires values to be shared companywide. Practically everyone in the company has a role, small or big, to play in building the brand.

· Focus on the right indicators to track brand performance.  For example, in the case of a fast growing brand, the number of new loyal customers may be the important parameter, while for an established brand, it could be the number of lost loyal customers.


Brand extension into lower quality products is risky because of the possibility of losing the legitimacy and power of the original brand in the existing market. Similarly, the complementary nature of the new product does not guarantee its success.  More than the nature of the products, what is important is a coherent identity. Many extensions fail because the original marketing mix is not modified to meet the needs of the new product or category.

Discharging social responsibility

The success of brands and the riches they have brought to their companies have given them a high visibility and put them at the centre of public attention.  So, companies that own powerful brands are being closely watched by governments, NGOs and social activists.  As a result, the way brands are perceived to be discharging their social responsibilities has become an important issue.  


Benetton, the famous Italian apparel company launched an advertising campaign in Europe in early 2000, featuring inmates condemned to death, waiting in US prisons.  The campaign was in line with Benetton’s earlier efforts which focused on war, AIDS and racism.  Unfortunately, for Benetton, the campaign boomeranged in some markets.   And worst of all, it led to the cancellation of a contract by Sears, one of Benetton’s most important customers.  Similarly BP’s corporate branding campaign, ‘Beyond Petroleum’ backfired when customers felt that the company was exaggerating its achievements. 


As we mentioned earlier, powerful brands are built around great ideas and emotions rather than functional attributes. But brands with strong emotional appeal also face threats from activists who feel that making the brand more important than the underlying product is unethical. When activists feel that the company has behaved in an irresponsible way and take to the streets, the brand image takes a severe beating.  So the more aggressive the company’s branding efforts, the more it must do to be perceived as being ethically correct. 


According to Naomi Klein,
 one of the most well known leaders in the global movement against brands, “Brands are not inherently exploitative… It is basically investing a symbol with meaning.  The meaning could be positive or negative, honest or dishonest.  It depends on whether the meanings are lived up to. The danger comes when corporations shift from this traditional understanding of branding to lifestyle branding, where what’s on display is the brand itself.  The actual product takes a backseat.  The decision to embrace the lifestyle model and sell off all manufacturing assets is the reason brands become exploitative.” Klein, adds that companies should embrace ethical practices quietly and seriously,
 “So far the ratio between how much they actually do and how much they brag about is out of scale.”


Unfortunately, not many marketers seem to be managing the issue of social responsibility very proactively.  Hindustan Lever recently had to withdraw an ad ‘Surf Excel Hai Na’ after it was perceived to be damaging the environment.  A Fiat Uno ad which showed several kids piling into the car seemed to show scant respect for safety.  Social responsibility is important to a brand because it has a significant impact on customer perception. According to Marcelle Askew, a renowned branding expert,
 “It is essential to walk the talk before you talk of social responsibility.  To be respected, the commitment to social responsibility must be an authentic, integrated aspect of the organization, not an occasional publicity stunt.  … Don’t brag.  Focus on activities, not on words.  Pick a few issues that are important to stakeholders including customers.  Become an industry leader in these areas.  Transparency and honesty are more important than perfection.”


Quite clearly, there must not be any incongruity between the core values of the brand and those of the company owning the brand.  As FitzGerald
 puts it, “There is no more certain way to damage your brands than to be seen to have double standards.”  With brands having such an impact on a company’s fortunes, the responsibility for brand reputation lies as much with the top management as with the brand managers.

Product development risks
New product launches are expensive and risky. New products may fail due to several reasons. 

· Overestimation of market size.  

· Poor product design.

· Wrong positioning.

· Over-pricing.

· Uninspiring advertisements.

· Higher than expected costs of product development.

· Aggressive competitor response.


Strong new-product planning is needed to improve the probability of success.  The top management must define the markets and product categories that the company wants to target.  It must set specific criteria for new-product idea acceptance, based on the specific strategic role the product is expected to play.  A new product can help the company to remain an innovator, to defend its market-share position, to get a foothold in a new market to take advantage of its special strengths or to exploit technology in a new way. 


The amount of investment is a major decision in product development. Outcomes are so uncertain that it is difficult to use normal investment criteria for budgeting.  Some companies encourage as many projects as possible, hoping that a few will click.  Others set their R&D budgets as a percentage of sales or by looking at how much the competition spends.  Alternately, companies can decide how many successful new products they need and work backwards to estimate the required R&D investment.


LVMH, the highly innovative French company, understands the risks involved in product development.  As chairman Bernard Arnault points out
, “We don’t like failures. We try to avoid them. That is why with many of our products, we make a limited number. We do not put the entire company at risk by introducing all new products all the time.  In any given year in fact, only 15% of our business comes from the new; the rest comes from traditional, proven products – the classics.”


Successful product development requires cross-functional coordination and involves a consistent commitment of resources. It also implies the establishment of suitable organizational arrangements that facilitate the integration of the product development process into the strategic planning process.


Many companies are revamping their organisational mechanisms and processes to improve the chances of success in product development.  The use of cross-functional teams is now a standard practice.  By having executives from marketing, production and design together right from the start, the product development cycle time can be cut down, leading to major cost savings.  When several product development efforts are going on simultaneously, the costs incurred can be significantly reduced if there is a constant transfer of knowledge across projects.  This eliminates redundancies and cuts the time taken to complete the project.  For a company like Microsoft, which develops products like MS office, this is extremely important. Microsoft has to constantly transfer knowledge across software like Word, Excel, and Power Point, which are part of MS Office. 

Pricing risks

Pricing strategies and tactics form an important element of a company’s marketing mix. Companies must carefully evaluate the various internal and external factors involved before choosing a price that will give them the greatest competitive advantage in the target markets.


As Niall Fitz Gerald
 puts it, “When the price value equation of a brand gets out of line, sooner or later, people will notice.  And when they do, they will act. There of course, lies the real lesson of Marlboro Friday.  It was another case of creeping greed.  Bit by bit, hoping to go unnoticed, they got their price/value equation out of line”.


Most products tend to have a pricing indifference band.
 Within this band, pricing changes do not have much impact on a customer’s willingness to buy.  A product’s specific location within this band will have a significant impact on profitability.  Delineating the band is more expensive in the brick and mortar world.  On the web, cost effective means of determining the band are available by changing prices and measuring the elasticity of demand.


A price-cut or hike will affect customers, competitors, distributors, and suppliers. A price-cut can be risky as customers may view it negatively.  Is the product faulty and not selling well?  Has quality been reduced? Will price come down further? Similarly, a price increase can also create a negative customer perception.  The company is greedy and charging what the market will bear.


How can the firm figure out the likely reactions of its competitors? Just like the customer, the competitor can interpret a price cut in many ways - the company is trying to grab a larger market share, it is doing poorly and trying to boost its sales, or it wants others to join in cutting prices to increase the market size. Competitors are most likely to react when the number of firms involved is small, when the scope to differentiate is less and when the buyers are well informed.  Uncertainty is less when there is one large competitor, who tends to react in a predictable way to price changes. When there are several competitors, the company must guess each competitor’s likely reaction.  If all competitors behave alike, there is no problem. But if competitors do not behave alike – perhaps because of differences in size, market share, or strategy – separate analyses are necessary.   Also, if competitors treat each price change as a fresh challenge and react according to their self-interest, the company will have to figure out their game plan each time.  


How does a company deal with price cuts by competitors? If the company feels price reduction is likely to erode profits, it might simply decide to hold its current price and protect its profit margin.  Similarly, if it thinks it will not lose too much market share, it may maintain its price and wait till it is clear about the impact of the competitor’s price change. Or, the company may decide that effective action should be taken immediately.  It can reduce its price to match the competitor’s price. It may undercut the competitor if it feels that recapturing lost market share later would be too hard.  Or, the company might improve quality and increase price, moving its brand upmarket.


In general, responding to competitive pressures by cutting prices is a strategy which clever marketers avoid.  This is a game, which does not stop with one round of price cuts.  Each cut leads to more cuts typically, leaving everyone worse off.  Moreover, repeated price reduction may lead to cost cutting, a deterioration in quality or a perceived dilution of brand image. In the long run, price-cutting is a self defeating strategy and is unsustainable as some competitor can always quote a lower price.


The web has created the possibility of adjusting prices flexibly and fast in response to market forces.  Indeed, when demand fluctuates sharply, flexible pricing can be an effective risk-mitigation mechanism.  A mix of offline and online selling strategies can be very effective.  For example, if products have little demand and prices have to be cut drastically, the Internet can come in handy because a large number of customers can be tapped quickly online.


Some consumers are prepared to pay more than others as they attach greater value to the benefits.  In the brick-and-mortar world, segmenting customers on this basis is difficult if not impossible. However, the Internet offers exciting opportunities to understand and segment customers by collecting and processing a variety of information. Thus, loyal customers can be charged a lower price while a premium can be collected from occasional buyers, who approach the company only during a crisis.


Charging different prices for different customers is however, not entirely risk free.  When Amazon.com offered DVD buyers three different discount structures, 30%, 40% and 50%, customers getting the lower discount complained. If consistency and trustworthiness are a product’s core values, changing prices from segment to segment can be a very risky strategy.  In October 1999, Coke sparked off a major controversy when it announced that it was seriously looking at using a technology that would enable vending machines to change prices according to atmospheric temperature.  The move backfired and Coke had to cancel the initiative. (See Chapter X for details).

Supply chain risks
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The ability to manage the supply chain is undoubtedly one of the key requirements for staying ahead of competitors.  It does not matter whether a company is vertically integrated or operates in a small segment of the value chain.  The need for coordination with supply chain partners and ensuring that orders are efficiently executed is important in both the cases.  Supply chain risks arise because one or more of the company’s partners may fail to deliver, leading to delayed delivery or cancelled orders or lost customers.  Such risks have become more potent because of the dramatic transformation of supply chains in recent times.  (See Figure).  In the past, the supply chain was more or less linear, collecting raw materials at one end, passing it through the processing stages and finally sending out finished products to the customers.  Due to developments in communication and information technology, the shape of the supply chain has not only become non-linear but in some cases even indeterminate.  Materials can flow in all directions.  So, understanding and coordination have become much more difficult.

Figure A: The Traditional Supply Chain

In the evolving supply chain the information flow is facilitated through an Intelligent Information Processor (IIP). The IIP interacts with the channel members and ensures the smooth flow of goods and information across the chain. Physical goods and information flows take place in a non-linear manner, unlike the traditional supply chain, as shown in the following figure.

Figure B: The Evolving Supply Chain
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The evolving supply chain has been referred to in the literature as amorphous, since structures are difficult to map and keep changing depending on the strategies of the company and its partners. The same company may directly market its products to customers through its website and also execute some orders through its traditional channels consisting of distributors, wholesalers and retailers.  For some activities, the company may reduce the number of partners to improve integration and give them the volumes needed for generating economies of scale. In the process, the company’s vulnerability may increase. Two types of expertise, Information Technology and Relationship Management are absolutely vital in mitigating supply chain risks. Information has to flow in a seamless manner across partners and must be made available to them online.  The type of dedicated investments, which today’s supply chains demand, imply that a relationship of trust and reciprocity must exist among the different entities, Indeed, without good relations, the effectiveness of the supply chain will fall drastically.

Benetton: Streamlining the Supply Chain

Benetton, an Italian Company, is one of the most famous garment retailers in the world. Benetton makes a range of casual wear, sportswear and sports equipment. In early 2001, it had 5500 outlets in 120 countries and manufacturing facilities at various locations.


In recent times, Benetton has gone against conventional wisdom by bringing back many outsourced activities inhouse.  In the mid-1990s, Benetton set up a manufacturing facility of 1,184,040 square feet, with a capacity to make 120 million items per year, near its Italian headquarters.  Benetton has replicated this production facility on a smaller scale at other locations across the world.  Each of the foreign production facilities typically concentrates on one item.  


Benetton has also taken over its main supplier of raw materials.  In the apparel industry, much of the lead time in the supply chain is on account of the supply of raw materials.  Benetton’s management feels that increased vertical integration will reduce this time and improve quality.


Benetton has also taken more direct control of the logistics phase.  It has invested heavily in automating the logistics process.  Benetton now has the capacity to ship out 10 million garments per month, with the average time for a consignment being less than seven days.


Benetton is setting up large retail outlets in shopping districts in all the big cities across the world.  It has plans to have 100 mega stores worldwide by 2002.  By taking direct control of retailing, Benetton’s management feels that it can compete with formidable rivals like the Gap. The management believes that forward integration will lead to better display, continuous rotation of displayed products and a better understanding of customer needs.


The importance of a well-oiled distribution system cannot be overemphasized.   Often, companies spend heavily on advertising and promotion without paying adequate attention to distribution. According to the famous advertising guru, Regis McKenna, “Branding isn’t awareness.  You can only build awareness if you have first built a distribution infrastructure. Awareness doesn’t change behaviour, though it may lead people to take another look. The actual experience they have with the product is what changes behaviour…The key point is persistent presence.  For example, Coca Cola is probably the world’s most recognised brand.  Everyday, one billion Cokes are bought.  If I were to take away their bottlers and distributors, no matter how big the ad budget, would you buy a Coke? No because you couldn’t access it.”

Crisis at Shopper’s Stop

In the 10 years since it first opened shop, Shopper’s Stop (SS) has emerged as one of the most high profile retail chains in the country. SS has built its stores across nine locations in seven cities.  Unfortunately, for CEO B S Nagesh, the rapid expansion has created several problems.  SS has expanded into far-flung cities without consolidating its supply-chain activities. It has invested crores of rupees in a top-of-the-line ERP system but its  implementation has run into problems.  SS’s ebusiness foray has not succeeded.  (By the end of March 2001, SS had piled up losses of Rs. 32 crores against  a total investment of about Rs. 100 crore). 


When Nagesh embarked on his expansion spree, he chose to spread the chain over a vast geographical area.  In sharp contrast, more successful retailers like Food World, have chosen to expand within a specific geographical territory before moving into other regions.


To wire up its distribution centres and stores and take care of the supply-chain, SS spent a staggering Rs. 12 crore on JDA, a sophisticated ERP software used by most big retailers world wide. Soon after the trials began, the system crashed, throwing sourcing and inventory management out of gear. It took seven months for the bug to be fixed.


(Stretched financials, ill-stocked stores and dissatisfied customers are reflected in the retailer’s financial statements.  By March 31, 2000, SS had incurred losses of  Rs. 9 crores on sales of Rs. 153 crores.  During the next financial year, sales increased to Rs. 210 crores, but losses more than doubled to Rs. 23 crores).


SS’ positioning also seems to have created problems.  Since inception, the chain has stuck to its promise of international shopping experience. Many people visit SS stores but do not purchase the merchandise due to the high prices.  Nagesh, however, is reluctant to change this aspirational positioning.  And he is at pains to point out that there is nothing fundamentally wrong with the positioning or the business model.


SS’ success in future will depend on the successful implementation of some of its new plans.  The most significant of them is the one aimed at widening the  product range without owning the SKUs.  SS has tied up with Music World (a sister chain of Food World) and Planet M to stock CDs and cassettes.  It has another arrangement with Modern Silk House and Nalli for sarees. Such agreements which currently account for 10 percent of revenues are expected to go up to 25 percent in another three years.  In a shop-in-shop concept, the concessionaires are responsible for the SKUs and staff, but pay a percentage on sales. For SS, the pay-off is higher realisation per square foot and more traffic to the store.   For the shop-in-shop concept to succeed, SS will have to emerge as the undisputed destination store, a challenging task, given the increasing competition.  In Mumbai, for example, consumers were once willing to travel to the SS store, simply because there were no comparable alternatives.  Today, competitors like Westside, Pantaloon, Pyramid in South Mumbai and  Globus in Bandra are all luring customers with a similar value proposition as that of SS. 


The entry of international retailers such as Lifestyle has also exposed SS’ shortcomings. Lifestyle, the Middle East headquartered chain has used its own brands to generate higher margins, differentiate the store and fill up gaps in merchandise.  SS also has to learn from international retailers such as Wal-Mart and Selfridges, who use private label brands to draw in price-sensitive consumers. In the process, they generate much higher profit margins, than that possible with outsourced brands.


The importance of supply chain risk management has been highlighted by the difficulties faced by dotcoms in order fulfilment, a critical success factor in online businesses. In the US, during the 2000 Christmas season, in spite of booking orders at least a week before December 25, 8% of the packages failed to arrive on time. 


For most e-business operations, the key decision involved in order fulfilment is whether to build or outsource distribution infrastructure. eToys started off by outsourcing but later invested heavily in modern warehousing facilities. It went bankrupt in the process. Webvan, the online grocer has invested heavily in 26 high tech warehouses to facilitate same day delivery. Webvan hopes that this investment will pay off if business expands and it can widen its product range.  Some analysts however estimate that Webvan will have to attract 5% of the U S households to break even.  Faced with this Herculean task, the company’s stock price has crashed while losses have mounted.  Webvan will quite likely, run out of cash in the near future.  In contrast, UK grocer, Tesco has pursued a low tech strategy involving order pickers at local stores who fill a customer’s basket manually.  This approach, though clumsy at first sight, has enabled Tesco to go online without making heavy upfront investments.  Similarly, Wal-Mart, in spite of its huge resources decided to start off by outsourcing order fulfilment.  Wal-Mart wanted to get to the market fast and learn the intricacies of online order execution.  Now, it has decided to handle delivery inhouse. 


A study by consulting firm Bain reveals that warehouses become scale efficient only at 15,000 transactions per day or about 250,000 square feet. Even a large online company like Amazon is now only approaching the volumes needed to recover the investments it has made in warehousing. Joseph Sklesinger, et al
, has explained the importance of striking a balance between outsourced and inhouse order fulfilment infrastructure, “The urgent task is to keep up with changing expectations, and to avoid disappointing customers or making expensive investments that become obsolete before they show a return.  Managers, who continue to short-change order fulfilment will eventually surrender their customers and revenues to those with superior infrastructures.  They will cede business to competitors who assemble profit-effective capabilities that build customer loyalty and to those who correctly determine which capabilities should be owned and which outsourced.”

Channel conflicts

Channel management is a key issue driving Supply Chain Management. Ideally, individual channel members, whose success depends on overall channel success, should understand and accept their roles, coordinate their goals and activities, and cooperate to attain overall channel goals.  But this implies giving up individual goals.  Channel members rarely take such a broad view and are usually more concerned with their own short-term goals and their dealings with firms closest to them in the channel. Channel members typically act alone and often disagree on the roles each should play and the rewards. Such disagreements over goals and roles generate channel conflict.  Horizontal conflict occurs among firms at the same level of the channel. A dispute between two dealers in a city over the territory they should handle is a good example. Vertical Conflict refers to conflicts between different levels of the same channel.  A dispute between a distributor and a retailer would fall in this category.


Channel conflict is not a new phenomenon but has gained importance in recent times, with the growth of e-business. Many consumer goods manufacturers cite channel conflict as the main obstacle to selling goods online. Channel conflict was an important issue when Toys R us set up its website Toysrus.com for doing business online.  Bob Moog, who joined as CEO of Toys R us’ eBusiness operations, resigned after he found that there was confusion over the role of the Internet and the traditional distribution channels.  When Levi Strauss launched its websites Levi.com and Dockers.com, it resulted in friction with dealers.  Levi later decided not to sell through its website and instead decided to direct site visitors to the online retailing arms of J C Penny and Macy’s. Even for higher involvement products like cars, channel conflicts may arise. When General Motors announced that it would buy back some dealer franchises and start direct selling through the Internet, it faced strong protests from dealers.


 The web has eliminated layers of traditional intermediaries, while encouraging new intermediaries with specialised capabilities in the movement and handling of small parcels.  Managers may sometimes placate existing channel members, knowing fully well that these traditional relationships will have to be severed one day.  Resolution of channel conflicts by pampering the traditional dealer network may not always be the right strategy.  Customers decide how to buy and may well shift their loyalty to competitors if channel members do not respect their decision. So a clear and transparent communication to channel members about changes in channel strategy is in order.


Sometimes, channel conflicts can seriously impair customer relationships.  Consider a customer who logs onto a website to procure a PC of a particular configuration.  If the site does not accept the order due to a bug, the customer may contact the call center to report the problem.  Instead of dealing with the customer’s concern, the call centre staff may book the order to earn commission and not even bother to report the bug to the concerned department. Consequently, the customer concern would remain unattended and lead to a marked deterioration in relationship with customers over time.  


The main challenge for both established companies and start-ups is to integrate web initiatives with the traditional channels.  Accordingly, sales order fulfilment and service processes have to be re-engineered to create a seamless customer experience that allows customers to choose the method of interaction depending on the situation. If companies are unable to identify the channels their customers prefer and do not gear up to facilitate these seamless transactions, they run the risk of losing customers.


Many companies are dealing with channel conflicts intelligently. Banana Republic sells apparel over the internet but dissatisfied customers can visit the nearby store for an exchange or a refund.  CUS, the largest drug store chain in the US, allows customers to place online orders and choose between a same day pick up at the nearest CUS store or home delivery the next day.  

Sourcing

Sourcing activities along the supply chain need to be managed carefully. Fluctuations in raw material prices pose an important risk for marketers, especially in industries where the inputs used are commodities and the amount of value addition in the manufacturing process is not very significant.  To protect itself from this risk, a company can use a variety of techniques: hedging through forward or futures contracts, technological advancements, commodity substitution and just-in-time sourcing.


Technological advancement can cut the consumption of an input, facilitate substitution of one commodity by another and in some cases, even enable complete switch over from one commodity to another depending on the prevailing prices.  By releasing requisition orders just before the raw materials inventory gets depleted, the time period during which volatility occurs can be reduced.  This will ensure that suppliers do not pad up their price.  Dell is a good example of the build to order model.

Concluding Notes

In today’s customer driven environment, marketing risks need to be managed effectively.  The marketing mix has to be carefully examined to examine the scope for providing a better value proposition to customers. Product launch, promotion, pricing and distribution are all activities which need to be managed carefully after considering the various risks involved. In the online world, marketers face special challenges.  


The ability to create and nurture powerful brands has become the critical success factor in most industries. The high valuation of today’s successful companies like Microsoft, Nokia and Sony has more to do with their powerful brand names, than any other factor.  Having said that, the success of brands has also put pressure on companies to manage the associated risks efficiently.  A wrong brand extension or a wrong repositioning, which results in breach of trust, can be extremely damaging.  Also, if a brand is perceived to be socially irresponsible, (for example, Nike’s sweat shops), immense harm may result.  In short, brands should be viewed as strategic assets and managed at the highest level instead of leaving it to the marketing professionals alone.  Like branding, product development, pricing and distribution are all activities which need to be managed carefully. 


In this chapter, we tried to understand the important risks involved while formulating and implementing marketing strategies.  For a more detailed understanding of marketing activities, I solicit readers to consult a standard textbook on marketing.

Case 9.1 - Priceline.com

Introduction

Norwalk, Connecticut-based Priceline.com (Priceline) is one of the most well known websites in the world.  Priceline’s service which enables customers to indicate the price they are prepared to pay for goods and services has come to be known as a reverse auction.


Priceline began operations in April 1998, offering leisure airline tickets. It soon aggressively moved into other product categories: Rental cars, Home Financing, Groceries (through its licensee The WebHouse Club), New Cars, Merchandise (through another licensee Perfect YardSale), Long-distance telecommunication service and Hotel Rooms. 


The novelty of Priceline’s business model created high expectations among investors and analysts.  This led to a high market valuation. Though  the company did not make any profit during the first two years of its operations, many analysts expected Priceline to show positive cash flows from the fourth quarter of 2000. In a sudden turn of events, however, Priceline announced that it would close the WebHouse Club (WebHouse Club, a Priceline affiliate offered grocery items and gasoline) and Perfect YardSale (Perfect YardSale sold used goods). Priceline also indicated that its third quarter earnings would fall short of expectations. These events sent the Priceline share price plummeting to an all time low of   $4.125 on October 17, 2000 and severely eroded its market capitalization (8.418 billion as on 12/16/99, 926.7 million as on October 20, 2000). Priceline also dropped its plans for entering Japan and for offering term life insurance and cellular telephone services. It laid off 11 % of its employees in what many considered a desperate attempt to stay afloat. The Priceline share was hovering at $2.44 as on December 8, 2000.

To tide over its difficulties, Priceline initiated various cost-cutting exercises and sharpened its focus on its core businesses: airline tickets and hotel rooms. Priceline also took initiatives for improving responsiveness to customers. In the first quarter of 2001, Priceline reduced its losses and seemed to be moving towards profitability. Its share price recovered to $6.59 on April 25, 2001.  The September 11 World Trade Centre terrorist attack, which had a severe impact on the airline sector came as a major setback to the company.  On December 19, 2001, the Priceline stock was trading at $6.26. 

Background Note
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Jay Walker (Walker), founder and Vice Chairman of Priceline, had launched his first business at the age of 8, hawking candy to kids at a summer camp. At Cornell University, he had managed a free weekly newspaper to compete against “The Ithaca Post.” The venture struggled for more than two years and had to be terminated when Ithaca Post launched a weekly and accepted free advertisements. By the time Walker graduated from Cornell, he owed about $500,000 to creditors, but a book, (“1,000 Ways to Win at Monopoly”) which he had co-written, helped Walker to pay off the debt. 


Walker’s big success came in 1992 with NewSub Services, a company he started with Michael Loeb as partner. The idea of selling magazine subscriptions through credit-card statements was a huge success. A year later, Walker used a part of that money to set up Walker Digital, a Stamford based intellectual property laboratory. He developed the concept of Priceline over a period of three years with a dedicated team that included security expert Bruce Schneir and Internet technology expert Scott Case. The team realised that for many goods and services there was tremendous demand below the retail price. The dilemma for marketers was that they did not want to risk cannibalising their retail channels and profitability. In April 1998, the team launched Priceline.


Priceline started with  leisure airline tickets that allowed consumers to indicate the price they were willing to pay. It took consumers’ offers to the different participating airlines and then confirmed whether their offer had been accepted or not. Customers guaranteed the purchase through a credit card. In August 1998, Priceline obtained a patent for its business model. Priceline also strengthened its management team appointing former Citicorp President Richard S. Braddock as its new chairman and CEO. Braddock had extensive experience managing technology intensive ventures such as Lotus Development and E*Trade.


In October 1999, Priceline accused Microsoft of violating one of its key patents. Priceline alleged that Microsoft had misused confidential information and technical data it received while exploring a business relationship. After talks broke down, Microsoft had launched Expedia’s (Microsoft’s travel site) “Hotel Price Matcher” service that allowed consumers to indicate the price they were willing to pay for the hotel room. At that time, Expedia had been in operation for two years and was providing traditional travel agent services and not the type of service which Priceline provided. Later, Expedia launched a similar service for airline tickets, totally ignoring the litigation.
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Priceline’s suit attracted a lot of attention because of the novelty associated with granting patents to Internet business models. The case was a watershed for Internet companies, which rushed for patents not only because their business models were easy to copy but also because of the speed and intensity of competition on the Internet.  The dispute was finally resolved in January 2001, when Expedia and Priceline reached an agreement in which, Expedia agreed to pay royalty while continuing to offer its “PriceMatcher” service.


In May 2000, Priceline announced that it would offer gasoline, initially to 250,000 charter customers. People participating in the program were given tailored credit cards that could be used at nearby gas stations while buying gasoline. In August 2000, Priceline made the service available to all consumers. Due to strong support from 5,000 gas retailers, Priceline eliminated the $3 monthly processing fee it normally charged.


Around this time, Priceline strengthened its management further. Daniel H. Schulman, Priceline’s president and chief operating officer became the CEO while Richard Braddock became the Chairman. Priceline also hired Heidi G.Miller, Chief Financial Officer (CFO) of Citigroup. Miller, one of the most respected finance professionals in the US, had played a key role in engineering the merger of Citicorp and Travelers.

In September 2000, Priceline announced that its third quarter 2000 revenues would be below analysts’ estimates and in the range of $340 million to $345 million. It attributed lower revenues to a shortfall in the sale of airline tickets. 


In May 2001, Priceline enhanced its mortgage service through a co-marketing agreement with Smartmoney.com. Under the agreement, Priceline provided links to Smartmoney’s real estate-related content within the Priceline mortgage service. Smartmoney provided links to Priceline’s mortgage and refinancing service on its real estate home page.

Buying airline tickets at the Priceline website

To enter the bid at “Airline Tickets,” customers keyed in the departure and arrival points along with the departure date, return date and the number of tickets they wanted to buy. Customers could also indicate if they were willing to travel on non-peak travel days.  Those travelling within the next three months, could change their departure and return dates to non-peak travel days shown in a calendar. The site informed customers that moving their dates by even a single day could make the difference in getting the tickets they wanted. 


In the next screen, customers entered the relevant data such as the name, the preferred departure and arrival airports,  whether they were willing to take a connection on their way and about the flexibility in their travel dates, along with the price they were ready to pay for the tickets. They could choose either an electronic ticket, which was delivered free of cost or a paper ticket that cost them $12.50. 


Clicking on the “NEXT” button took customers to the next screen, where they were shown different sponsors’ products. These products entitled  customers to a certain amount that was added to their offer. This increased the chances of getting the tickets they wanted. They could also skip that page and directly go to the next screen where they could see the summary of the information. There, they could review the details and make the changes by going back to the previous screen. If they were sure of what they had entered, they could go to the next screen and enter the credit card details and click the “BUY MY TICKETS NOW” icon. 


Priceline took the offer to the different participating airlines and informed the customers through e-mail whether or not the offer had been accepted. Customers could also set up their profile with Priceline by entering their e-mail address and save their shipping and billing information in Priceline’s “Secure profile” to process their repeat purchases quickly. Priceline typically informed the customers within one hour, whether the offer had been accepted. If Priceline obtained an airline ticket for the price specified by the customer, the credit card was charged with the offer price and applicable taxes, surcharges, and a processing fee.


In recent times, Priceline has struggled for survival as the US economy has slowed down, especially after the September 11 terrorist strike on the World Trade Center.  It remains to be seen how Priceline fares in the coming months.

Products and services

Priceline has experimented with various products and services from time to time. 

Airline Tickets

Priceline had commenced its business with its airline ticket service. Customers had to agree to the following rules: 

1. Fly on any full service airline.

2. Leave at any time of the day between 6AM and 10PM on their desired day of departure and return.

3. Purchase only round trip economy class tickets between the same two points of departure and return. 

4. Accept at least one stop or connection.

5. Receive no frequent flier miles or upgrades. 

6. Accept tickets that could not be refunded or changed. 


Consumers could submit one free request for each trip. For subsequent requests, a service charge was applied. A toll-free number allowed customers, not comfortable with the Net, to contact a Priceline representative who entered their request on the web site for a small fee. In the first four months of its operations, Priceline sold around 50,000 airline tickets. In the first year of its operations, Priceline sold on an average, 6,200 tickets per week. Out of the total sales ($169.2 million as of January 2000), $154 million represented transaction fees and $15 million was generated through marketing agreements with other companies. The “Priceline2000” airline service offered more options and flexibility to the travellers. The Priceline quick answer service informed customers within two minutes whether their offer had been accepted or not.  The Priceline max-chance service was meant for customers who were prepared to wait and improve their chance of getting tickets at a lower price. Priceline spent a full 48 hours to get the best deal for the customer. The Retail Fare Shopper service allowed customers to view published ticket prices through Priceline’s affiliates. The Name Your Own Price Vacation Packages allowed travellers to name their price for the whole package including airline tickets, cruises, hotel rooms, and rental cars.

Hotel rooms

In October 1998, Priceline started to offer hotel room reservations in 26 cities in the U.S. More than 100 hotels participated in the service. Customers could specify the price, the hotel’s quality star rating and the area where they wanted to stay within a particular city. Customers could see a digitally reproduced map of each of the participating cities, divided into zones along with hotel rating. Priceline provided average room rates in each participating city to enable consumers to submit a reasonable bid for the hotel room. 

Rental cars

Priceline offered two types of rental car services: “Insider rates” service and “Name your own price” service. Under insider rates service, the participating car rental companies offered their prices to those who had purchased an airline ticket from Priceline. Their offer was intimated to customers through e-mail and also made available on Priceline’s web site. To avail the rental car service, customers had to indicate place and duration, the kind of car they wanted and the price they were willing to pay. After the offer was accepted, customers were informed about the name of the rental company and the location where the car would be provided.

New car sales
In July 1998, Priceline introduced its “New Car” service. Customers indicated the make, model and features they wanted and the pick up location. Priceline also gave the customers an option to take the cars on lease. Once customers guaranteed their request with their credit card, Priceline sent the offer to factory-authorized dealers in the locations where customers were willing to pick up the car. Priceline informed the customers in one business day, whether a dealer had accepted the price. Customers paid Priceline $50 after they took possession of the car. Dealers unable to provide the exact car could respond with competitive offers for the same model in a different colour or with different options. Customers had a chance to review these offers and make their decision.

Figure-C

Priceline Homepage
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Home financing
Priceline Mortgage, a service developed jointly by Priceline and First Alliance Bank introduced its home financing services in January 1999 in Florida and New York. By the end of the first quarter of 2000, Priceline started offering the service throughout the US. Consumers could indicate their interest rates and other terms. Priceline notified customers within six business hours, whether their offer had been accepted. It collected a deposit amount of $200 towards closing costs. To offer the service, Priceline developed a pricing engine jointly with Alltel Corp., an Internet technologies company based in Arkansas. The engine allowed Priceline to evaluate each loan request based on unique attributes like customer credit history. 

Priceline webhouse club

In November 1999, Priceline diversified into grocery items. It formed a new company Priceline.com WebHouse Club which paid Priceline royalty.  Priceline retained an option to acquire a majority stake. By August 2000, WebHouse club had involved 6,000 stores that operated throughout the northeast, southeast and midwest of the US including Korger the largest supermarket chain in the US, Ahold USA, Albertsons’ and Safe Way. Member enrolment crossed one million. 


Consumers could access the WebHouse Club through the Priceline home page, choose the items and submit the price they were willing to pay for the items. Within 60 seconds, they were intimated whether their prices had been accepted. Before logging off, members took a printout of the pre-paid grocery list and took it to a nearby participating store and purchased the items using  ATM debit cards.


Each week, around five brands were added to the WebHouse Club. Customers did not know which brand would accept their price. The Club shielded the specific brand name until the customer’s price was accepted. In sponsor programs, consumers received ‘virtual’ half-price tokens, which enabled them to get a 50% discount by agreeing to try the sponsor’s product or service.


Initially,  WebHouse was a big success and attracted two million customers in just 12 weeks.  But Priceline could not sustain the momentum. Many customers did not activate the club cards which were deposited in their mail boxes.  The site was slow and had several outages. 

Long distance telephone services

In partnership with Net2Phone, Priceline (a leading provider of voice-enhanced Internet protocol (IP) telephony) began offering its long distance telecommunications service from the first quarter of 2000. The service allowed US residents to name their own price for Internet Protocol (IP)-based communications to most parts of the world. 

Priceline provided its consumers different long distance service options: 

· Domestic time blocks that allowed customers to name their own price for blocks of 60 minutes, 120 minutes or more of long distance time for interstate calls. 

· International time blocks that allowed customers to name their own price for blocks of long distance time for calls to a specified country.

· “Call Anywhere” program through which customers could name their own price for blocks of time that could be used to call multiple designated locations. Customers could use their domestic long distance minutes to make international calls. 

Merchandise

In January 2000, Priceline licensed its business model and brand to Perfect YardSale, (YardSale)  a privately held company to facilitate transactions in used goods. Priceline charged the buyers’ credit card but withheld the payment for seven days to allow buyers to meet the seller and inspect the purchased item. Sellers opened a bank account where Priceline would deposit the amount and the seller could withdraw the amount using YardSale ATM debit cards. YardSale enabled sellers to avoid placing and paying for an advertisement and entertaining the endless phone calls and visitors to inspect the items. Buyers did not have to call up the sellers. Buyers were also entitled to a refund, if they returned the items within seven days. 

Advertising & Promotion

Priceline had pursued various strategies to build its brand image and project itself as a place where consumers could save money on a wide range of products and services. Priceline used a mix of media, including newspapers, radio and television for its advertisements. It released its first series of advertisements through radio. Initially, there was no consensus on a strategy that would create awareness and project the right image. Priceline decided to sign up William Shatner, the Star Trek actor as sponsor. Shatner’s voice was instantly recognizable, a major advantage on the radio. Shatner also had enormous credibility among almost all age groups in the US. Priceline considered this to be important because people had to believe that the type of service which Priceline promised was actually possible. Radio ads were inserted on popular programs like “Rush Limaugh,” “Howard Stern,” “Imus In The Morning” and “Dr.Laura.” Advertisements also appeared in “The Wall Street Journal,” “USA Today,” “The New York Times” and other regional news papers in the US. A consumer awareness survey showed that 62.5 million adults knew about Priceline and when Shatner’s name was mentioned, the number jumped to 75 million.


In 1999, Priceline chose Hill Holiday Connors Cosmopolus (Hill Holiday), a much larger New York-based ad agency. Hill Holiday took advantage of Shatner’s singing capabilities and featured him singing for the TV ads. Through the ads, Shatner projected how Priceline gave consumers, freedom and power to name their own price. The ads had Shatner putting new words to old pop songs like “Age of Aquarius” and “I want you to want me.”  One of the advertisements showed Shatner singing “If saving money is wrong I don’t want to be right.” According  to Chuck Kushell, president of Hill Holiday
, “I can’t think of another celebrity pitchman who’s had this kind of impact. In every news paper story about Priceline, Shatner is always mentioned some where in the first three paragraphs. Indeed such is Shatner’s cult status that the biggest challenge for Hill Holiday was to develop a campaign whose pitch wasn’t eclipsed by the pitchman. We sort of had to retrofit the brand around him.” 


Apart from the advertisements, Priceline initiated the programs, “Adaptive Promotions” and “Adaptive Cross Selling.” Adaptive promotions allowed customers to improve their offer while bidding for an item. In Adaptive cross selling, a customer whose offer was marginally below acceptable levels, was offered a related product at a combined price. Priceline tied up for promotional deals with many companies such as telecommunication service provider Sprint, Internet access provider Earthlink and credit card company Discover Financial Services. Each time a Priceline customer applied for a Discover card, a Sprint long distance service or an Earthlink Internet account, a specific amount of sponsor dollars was added to the customer’s bid. Other promotional partners included E*Trade and First USA, a unit of Bank One. 

Improving the customer experience

Walker once remarked: “e-commerce is about one word: ‘Wow’. If your customers say ‘Wow’ you’ve got it. And if they don’t say ‘Wow’ you don’t. The ‘Wow’ factor is the central experience of any successful web site because when a customer experiences that feeling he or she tells friends and business associates and the word of mouth expands, fuelling the customer base”. Priceline attempted to make the shopping experience entertaining. After customers typed their offer price, it took some time to close the deal. So Priceline inserted on the screen a little slot machine animation which whirled around until the seller was found. Walker explained “In focus groups we got an incredible reaction, people actually started clapping when they saw this-they were so excited. We asked why, and one lady said…. ‘Because I won!’             


Priceline had attempted to make its web site simple, graphic-free and easy to use. The homepage had links to “Airline Tickets,” “Long Distance,” “Groceries,” “Gasoline,” “Home Financing,” “Rental Cars,” “Hotel Rooms,” “New Cars,” and “Merchandise.” Customers could also visit different sections through a pull down menu available at the top of the page. 


In some cases, customer experiences had not been happy. For example, if customers approached an airline representative to shift to an earlier flight to catch a connecting flight, other passengers were given preference ahead of Priceline’s customers. One analyst
 felt that Priceline had to improve customer service to regain the customer confidence. “There have been customer complaints and Priceline’s response has been ‘Most of the people don’t understand what they are getting into,’ and that’s not a good thing. Priceline has not done a very good job of making it seem like they care about customer. They emphasize low, low prices and that’s it.” 


In September 2000, customer complaints about being misled by Priceline led to an investigation by Connecticut’s attorney general. The investigation focussed on the consumers’ understanding of how Priceline retail program worked. There was also a report in the CBS news magazine “48 hours” that more than 300 customers had complained against Priceline. Many customers felt that Priceline needed to be more amenable to refunds and more flexible while dealing with customer complaints.


In late 2000, Priceline initiated efforts to improve its customer service. It beefed up its web site, shortened the online order form and added graphics to enhance the visibility of the instructions. All the taxes and fuel surcharges that were applied to airline tickets were included on the site to make things more clear to the customers.

Current scenario

After more than two years of operations, Priceline faced competition from niche players across different industries in which it operated. In the case of travel products, Priceline had to compete not only with traditional and online travel agents but also with the major airlines. Sale of airline tickets that came from six major participating airlines accounted for 93% of airline ticket revenues. Many airlines wanted travellers to buy directly from their sites to eliminate commissions for the travel agents. A consortium of major airlines including American Airlines, Continental Airlines, Delta Airlines, Northwest Airlines and United Airlines had formed a company, Hotwire and started offering tickets at heavy discounts. Hotwire did not ask its customers to commit their offer but also did not disclose the flight details until customers bought the tickets. 


Priceline also faced potential problems from hotels. Reports indicated that a few major participating hotels had plans to start a new Internet company to offer hotel room services. Those hotels feared that, allowing Priceline to handle sales amounted to loss of control and led to the commoditization of their branded services.


Airline tickets, rental cars and hotel rooms accounted for 90% of Priceline’s revenues. In the second half of 2000, Priceline announced plans to offer 18 new products including electronic gadgets and credit cards. However, analysts expressed concern that some of Priceline’s new businesses like gasoline, did not have the excess supply necessary to offer substantial discounts. 


In late September 2000, Priceline announced that its earnings would fall short of Wall Street expectations by around $20 million and the share price came down to $10.81. On October 17, 2000, WebHouse Club announced that it would close down its operations and Priceline’s share fell to an all time low of $4.125. Analysts felt that Priceline’s decision to close the WebHouse Club was an admission of its inability to extend its business model beyond the airline business. Priceline could earlier attract investments because investors believed the company could enter new markets. The closure of WebHouse Club seemed to imply this was going to be difficult. Moreover, for items like groceries and gas, Priceline could not get discounts as it did for airline tickets. 


Meanwhile, Priceline faced concerns on the manpower front.  Many senior executives resigned including Heidi Miller, CFO, Maryann Keller, head of the automotive services business and William Pike, vice president of financial planning and investor relations. Priceline also laid off 87 of its 535 employees. The Priceline share continued its free fall to reach $3.22 in the first week of November. 


In late 2000, Priceline embarked on aggressive restructuring and announced that it would indefinitely postpone all its new product initiatives.  It shelved its proposed business-to-business service and sale of life insurance through its site. Priceline also abandoned its attempts to enter Japan. It continued with the layoffs and reduced its staff from 538 employees in the fourth quarter of 2000 to 344 employees at the end of the first quarter of 2001.  Priceline brought back Richard Braddock as CEO and finalised big pay packages to retain some key employees. In line with analysts’ expectations, Priceline posted a net income of $2.8 million in the second quarter of 2001 on revenues of $364.8 million. 


While the economic slowdown in the US has affected many sectors, Priceline seems to have benefited from the scenario.  For consumers who want to cut down their travel expenses, Priceline has become an ideal platform. However, analysts are concerned about Priceline’s future profitability as new competitors like Hotwire are emerging. Airlines have also started discounting their tickets. Priceline is still in a dilemma whether to focus more on its core business of discount fares or to extend its business model to other sectors. Despite its failure in grocery and non-travel businesses, Priceline’s management believes that the model could still work well in other sectors. Meanwhile, the bombing of the World Trade Center in the US has sparked off heavy losses for the airline sector and come as a setback to Priceline.  Priceline’s share price slid to $6.26 on December 19, 2001.

Case 9.2 – eToys.com 

Introduction

eToys.com (eToys) had launched its  Internet toys retailing business before any of the brick-and-mortar rivals could establish themselves. Its user friendly site became an instant hit  among children and parents. After commencing its operations in the US in late 1997, eToys had expanded internationally into countries such as UK and Canada. eToys was also the exclusive online distributor of Discovery Toys.  


Inspite of being an early mover in the online toy industry, eToys continued to face some major concerns. The company received several customer complaints in the 1999 Christmas season due to poor inventory management. Another problem was the seasonality of the business. eToys generated 84% of its revenues between October 1999 and January 2000.  Profitability continued to be a major concern. In the quarter ended June 30, 2000, eToys reported losses of $45.4 million.


Despite these concerns, Toby Lenk, CEO of eToys, remained confident that eToys would remain the preferred destination for online toy shopping. eToys closed another round of venture capital funding and added two new board members with Internet experience. 


Unfortunately for eToys, Lenk’s optimism was not justified.  Things went from bad to worse.  During the period January-February 2001, eToys faced a major cash crunch and retrenched some 1000 employees.  In March 2001, the company filed bankruptcy.  K-B Toys, the largest US mall-based toy chain paid $18.75 million to acquire eToys’ Website addresses, toy inventory, software and warehouses.  Thus ended the story of an etailer with a powerful brand name, but without the financial capacity to weather a downturn in the retail market.

Background Note

Early History

In mid 1996, Toby Lenk, a former Disney executive, decided to start his toy retailing business where he believed he had a first mover advantage. Lenk felt that shopping online would make gift purchases much easier and reduce running around by customers. In March 1997, eToys was jointly established by Lenk and Bill Gross
.


Lenk raised $1 million from his family members and friends. He hired workers, rented an office, and established ties with hundreds of manufacturers and distributors in the toy industry. After the 1997, holiday season, eToys’ website received an excellent rating from the media as well as search engines and independent analysts.  USA Today, Lycos and Biz Rate
 all gave the site a very high ranking for its customer friendliness, ease of navigation and up to date features.


eToys  grew rapidly, its employee strength increasing from 13 to 235 during 1998. After 14 months of aggressive spending, it ran up a deficit of $17.5 million.  eToys  was not unduly concerned by the lack of profitability.  In May 1999, eToys raised $166 million through an IPO.  On the first day of trading, it quoted $76.50 on the Nasdaq. 

Recent Developments

During 1999, eToys continued to expand.  It decided to set up a second fulfilment centre and purchased Baby Center, an online baby products retailer for more than $150 million in a stock deal.  In August 1999, eToys  entered into a $18 million tie up with AOL and became the prime retailer of children’s products across its websites.  Later, eToys also forged tie ups with Discovery Toys and The Gap.  During the 1999 holiday shopping season, eToys was ranked as one of the most visited sites.  In October 1989, eToys’ share price touched $86. The company however faced order fulfilment problems during the season. Many customers complained about delivery and customer support. eToys experienced a drop of 14 percent in its approval rating after it ran out of stock of popular brands like Pokemon toys and Furby. The site listed about 140 different Pokemon toys but there were only about 100 items in stock. It was unable to guarantee on time arrival
 during the Christmas season.  At the end of 1999, the eToys’ share was trading at about $26.


During 2,000 eToys moved distribution inhouse and launched an aggressive summer advertising campaign. eToys' total spending on TV and print ads in 2000 was about $36 million, same as in 1999.


In May 2000, eToys introduced a new feature on its web site that was exclusively devoted to dinosaurs. This site combined interesting dinosaur facts, dinosaur activities, jurassic jokes, dinosaur’s kits, action figures, videos, books and more. This feature was introduced to take advantage of the kids’ fascination with dinosaurs and Disney’s expected summer block buster “Dinosaurs.” eToys also provided more than 100 dinosaur products for junior paleontologists and dinosaur fans of all ages. 


In early 2000, eToys made a strategic blunder. When Toys R Us approached it for a partnership,  Lenk did not show much enthusiasm.  eToys' competitor, Toysrus.com entered into a 10-year tie-up with Amazon in August 2000, to create a co-branded toy and video games store and subsequently a baby product store. Toysrus.com would identify, buy and manage inventory while Amazon would handle site development, order fulfilment and customer service. Amazon’s US distribution centers would house Toysrus.com’s inventory. The Toys R Us – Amazon deal proved to be quite successful.  Holiday sales at Toysrus.com tripled to $124 million.

  
In November 2000, the eToys stock price fell to $2.56 as sales remained well below expectations.  In February 2001, the stock dipped to 28 cents, a recovery of sorts, considering it had touched 3 cents on December 19, 2000! Some analysts predicted that the company would not make an operating profit till 2004.  Finally, in March 2001, the company filed bankruptcy.

eToys Vs. Etoy: Domain Name Rivalry

The dispute between eToys and Etoy brings out some of the unique issues in online branding. Etoy was an Internet art site, formed by a group of “agents” in Switzerland, Italy, Austria, England and the US in 1994. eToys had registered its domain name in May 1997, being well aware of the existence of Etoy. The two sites coexisted till a dispute arose in 1999.


On August 25, a disgruntled customer sent a letter to eToys accusing it of displaying obscene and vulgar language on its site. The customer had obviously visited Etoy’s art site. eToys charged Etoy with causing confusion in the minds of consumers, injuring eToys’ reputation and diluting its trademark. 


On November 29, 1999, a court, ordered Etoy to stop using the domain name www.Etoy.com or risk being fined up to $10,000 per day. Etoy however argued that eToys had registered its trademark in May 1997 while, it had been using the domain name Etoy.com since 1994. Etoy had also applied for the U.S. trademark in June 1997.  Etoy argued that it had the first claim to the trademark. 


The disappearance of Etoy from the Internet provoked anger among the Internet community. People felt that courts favored large corporations at the expense of smaller players who had established web sites much earlier. Internet users sprung into action with several protests, set up more than 20 web sites and demanded the boycott of eToys. EvilToy, eToy Sucks and Toywar were some of the sites that voiced their dissatisfaction at the turn of events. A group called RTMark spearheaded the attacks and called upon other hackers to get involved. In mid December 1999, they launched a “denial-of-service”
 attacks on eToys, flooding its web site with bogus requests to block the legitimate ones. RTMark described the eToys vs Etoy case as the victory of corporate greed over the art and freedom of expression. Declaring a war against eToys, these activists also urged the public to make denial-of-service attacks on the eToys site. 


Meanwhile, eToys had its own supporters. On December 15, 1999, Network Solutions shut down Etoy’s e-mail, a move that was beyond the scope of the court judgement. A Network Solutions spokeswoman explained that it was a common practice to prevent access to contested domain names when court orders were issued. 


Finally, eToys announced that it would not press its lawsuit against Etoy: admitting in deference to popular opinion, it was prepared to coexist with EToy. As part of the settlement, eToys paid about $40,000 for legal fees and other expenses incurred by the art group during the five-month dispute. Etoy, which was offered between $400,000 and $1 million for its address, rejected the offer. 


On February 14, 2000, Etoy’s e-mail was finally reactivated by Network Solutions, bringing an end to the domain-name fight. 

Products and services

Toys: eToys offered a wide range of toys including traditional, well-known brands, such as Mattel, Hasbro and Lego and special brands such as BRIO, Discovery Toys and Learning Curve. Toys could be searched depending on the child’s hobbies, likes and passions. Detailed descriptions of the toys including visuals gave a real feel to the customers. 

Video Games: eToys offered an extensive selection of popular video games including Sega Dreamcast, Sony PlayStation, Nintendo and Game Boy Platforms. The company rated the games taking into account the content, language and the level of violence to help parents make an intelligent choice. eToys also offered video game hardware and recommended accessories.

Books: eToys provided shoppers with a selection of more than 80,000 children’s titles at competitive prices. Books were categorized into different sections.

Software: eToys offered educational software for children, to supplement the regular school curriculum. The categories included Grade-based software, Reference software, Math software, Reading software and Teachers’ picks. The site also offered Interactive Toys, which connected to the computer for imaginative hands-on play.

Videos: Videos that were suitable for children’s viewing were arranged by age and in easy-to-shop categories. Well-known titles from popular television series as well as award winning independent releases were also available. Educational videos relating to topics like Animals, Science and Nature, Transportation and Construction were provided.

Music: A wide assortment of children’s music was available in both cassettes and CDs. Music categories included holiday lullabies, rock for kids, soundtracks, story telling and Sesame Street. eToys also displayed music from independent artistes.

Baby products: eToys’ Baby Store offered more than 3000 items, which ranged from car seats and baby carriers to clothes, bottles and nursery decor. In July 1999, eToys acquired BabyCenter, which provided baby content and a community site for expectant mothers. In February 2000, eToys diverted all its baby products activities to BabyCenter.   

Marketing

eToys had made various efforts to build brand image, generate traffic and maximize repeat purchases. It used data warehousing to gain insights into customer behaviour. For example, the company could track the click pattern and rate of abandonment for customers that entered credit card information but left without purchasing any merchandise. If the customers left because of the non-availability of an item, the company immediately took action to replenish the stock and informed the interested customers.   


eToys offered an “Affiliate Program” to people who owned a web site. Visitors to the affiliate’s site could go to the eToys site by clicking on an icon. Affiliates were paid $10 for every new customer that made a purchase at the site. No customer could claim any form of rebates, coupons, commissions, and refunds. The liability for any illegal or immoral materials pasted on the affiliate’s site would rest solely with the affiliate. Initially, eToys paid a commission of 25 percent on the sales generated by the affiliates. Later, this was reduced to 12.5 percent. Most of the affiliates were disappointed at the management’s decision and quit the program. 


eToys offered a low price guarantee scheme to customers. If a customer found the same item at a lower price elsewhere and contacted the company within 30 days of purchase, the company would refund 110 percent of the difference in price. The offer applied to factory sealed products of the same brand available at any offline or online store in the US but not to those products offered in clearance sales, discount sales, limited quality offers, manufacturer’s rebates, etc. If eToys’ coupons had been used during purchase, the value of the coupon was deducted from the refund.  

    
In August 1999, eToys extended its existing agreement with AOL through a new three year $18 million agreement. eToys gained “Anchor Tenant” or top tier status in the toys, educational toys, kid and baby gear, collectibles and electronic game categories of the new shop @AOL Online shopping destination. The deal also enabled eToys to promote its services on AOL Families Channel, AOL.com, Netscape Netcenter and CompuServe. eToys also became the exclusive provider of toys, videos and video games for the holiday and wish list area in the AOL kids only channel. 


In November 1999, eToys together with Gapkids and Babygap, (a leading cloth retailer for kids and babies) launched a “click and mortar” marketing initiative called “A Holiday Get-Together.” Customers purchasing products worth $75 or more at the eToys site, would get a $10 gift certificate at Gapkids and at Babygap and vice versa. eToys featured a distinct web page devoted to “Holiday Get-Together” accessible through its home page while Gapkids and Babygap supported the promotion both online and offline. In May 2000, they announced a summer theme program titled “Make a Splash”. Customers who purchased $50 or more at Gapkids or Babygap received a $10 gift certificate and vice versa. The program aimed at boosting off-season sales from the eToys web store. 


In October 1999, eToys entered into an agreement to sell Discovery Toys’
 through its web site. The site helped parents to find easily products by age, development benefits, (thinking and learning, creativity, auditory, motor skills, language, etc), best sellers or award winners.


From April 2000, eToys began to sponsor the  TV series, “Between the Lions” to encourage children to read, write, and develop their analytical skills. The TV sponsorship theme highlighted eToys’ commitment to children’s education. As part of the company’s marketing efforts, eToys sponsored 15 seconds of the opening and closing of the program to air its  advertisement, “eToys: Where Great Ideas Come To You.” 

On April 25, 2000, eToys launched a nationwide marketing campaign to attract customers during the summer season. A new multi category “Summer Shop” at its web site, offered nearly 1000 summer products from traditional summer essentials to unique summer surprises. The shop also provided content on summer- theme topics such as daytime adventure, sidewalk and driveway play and summer nights. There was also a travel section filled with children’s travel related products. eToys also started a new program with TV personality Rosie O’Donell
 called “Summer Reading Adventure.” The program encouraged kids to read from a special summer reading list created by eToys and Ms. O’Donell. 


In July 2000, eToys announced a contest “Who wants to be a Wizard?” to test the children’s Wizard related skills and their knowledge of the Harry Potter children’s book series. The winner had the opportunity to visit the settings of Harry Potter stories in England, including a stay in the castle. The contest featured a 10-question quiz on each of Harry Potter’s books. In addition to the grand prize, a trip to England, hundreds of gift certificates were awarded. eToys accepted pre-orders on the new Harry Potter book from February 2000, and offered a 50% discount on the retail price.

Order Fulfilment 

Since children’s birthday and holiday gifts were time-sensitive, reliable delivery was a critical success factor. eToys entered into a tie up with Fingerhut Companies Inc.
, which had three state-of-the-art warehouses. Fingerhut offered back office services like processing orders, distributing products and handling customer service calls. When a customer entered the order specifications, the information was fed from eToys’ main server to Fingerhut’s server. In 15 minutes, the validity of the credit card, product availability and the accuracy of address were checked. After the initial formalities, Fingerhut reserved the required product at the warehouse.  Fingerhut packed, labeled and mailed the toy within 24 hours.


On March 31, 2000, eToys terminated its agreement with Fingerhut due to high costs and poor quality of service. It reorganized its distribution operations through five warehouses located in Virginia, North Carolina, England and California (two). The warehouse management system enabled the web site to be updated in real time with respect to the inventory received and the items shipped. Each gift was wrapped in the desired style and a personalized gift card was also provided at the distribution center. Customers could track orders through a facility provided on the web site. eToys provided three levels of shipping services in the United States: standard
, premium
 and express
. It tied up with United Parcel Service, United States Postal Service and Federal Express for delivery to customers. 

Concluding Notes

The eToys website was relaunched in October 2001.  The new owners, KB Toys announced that eToys would concentrate on special learning toys.  KB Toys would also promote eToys in its 1300 stores. The experience of eToys illustrates the challenges in online retailing.  To become a large etailer, one cannot limit oneself to a single product category plagued by intense competition and seasonality.


Several reasons have been cited for the failure of eToys.  It faced severe pricing pressures like most other eTailers.  This resulted in negative margins as eToys made all out efforts to generate traffic. Though eToys emerged as a highly visible brand in a short period of time, it had not grown its roots deeply enough to ensure customer loyalty. The entry of brick and mortar giants such as Toys R us and Wal-Mart, who had deep pockets, all but finished off eToys.


Lenk had probably not realised that it was difficult to take on well-established market leaders.  His company did not have the volumes of Toys R Us or Wal-Mart making it difficult to compete on price. Lenk had considered the niche option when he launched eToys in 1997.  He and his first employee, Frank Han apparently had a long discussion which they later jokingly referred to as Barbie or not to Barbie.”  Han was in favour of a focussed strategy built around educational toys.  Lenk however decided to take on the market leaders by building a huge warehouse.

According to an analyst
, Television ads may make you famous but they don’t drive sales on their own.  And most important, a pure player ignores at his own risks the deep pockets and brand recognition of traditional retailers.  Those not willing to partner with market leaders are better off focussing on small niches that may not generate massive sales but can at least produce a profit.”


Another lesson from eToys, is that, a user-friendly website by itself is not enough. By early 1999, eToys had emerged as one of the most recognised e-tail brands in the US.  But along with branding, selection and price are also very important to attract and retain customers. Quite clearly, eToys did not perform satisfactorily on these dimensions.

Annexure: Shopping at eToys 

eToys had attempted to make its web site attractive and easy to navigate by providing various user-friendly features. The home page aimed to make it convenient even for children to select their favourite toys. (However, children were not allowed to buy items directly). In July 2000, Gomez Advisors (Gomez)
 rated eToys as the top web site in various aspects: Customer Confidence, On-Site Resources, and Relationship Services. The eToys personal gift finder, a tool that made gift selection easy on the basis of the child’s age, interests, and personality was highly appreciated. The site where children could play games, create toy lists, other fun and imaginative activities was also highlighted by Gomez.


eToys allowed customers to search on the basis of various criteria like child’s age, toy category, brand, price, etc. The homepage of the company was updated according to the time of the year - festival season, summer special, holiday special, etc. Subject areas were highlighted to facilitate faster product search and selection. By clicking on the desired subject, the customers moved on to the desired department and could quickly view the product description and promotions on offer. Customers could also conduct a quick key word search to locate a specific product and an advanced search based on pre-selected criteria. For example, a customer could search for science oriented toys designed for eight-year old children from the page meant for eight-year-olds. From the site, the customers could also access hot links to specially designed pages which featured key product categories like construction toys, just-for-girls software and movie soundtrack music. 


Selected items could be added to a virtual shopping cart. Customers could add more products to the cart as they browsed through the site and could execute the order by clicking on the “checkout” button. Various gift-wrapping and shipping facilities were offered to the customer. By clicking the “submit” button, the customers got to know the value of the items. At this point of time, they had the option to cancel the order. The customer could settle bills only through credit card. The amount was debited to the customer’s account after shipment, about which the customer was notified.


The “help” facility gave extensive information related to searching, shopping, ordering, returning, low price guarantee and shipping charges. The web site provided a guided tour of the entire store to customers to train them to shop at the store. Answers to frequently asked questions were provided and customer feedback and suggestions were encouraged through e-mail. For telephonic conversation, a toll free number was displayed on the site. 


“My eToys,” icon personalized the shopping experience of the customer. ‘Birthday Reminders,’ notified the customer of the child’s birthday three weeks in advance via e-mail and also offered gift recommendations based on age. ‘Wish Lists,’ a list of toys, videos, music, books, software etc. preferred by the child could be e-mailed to friends and relatives by the parents and children. ‘Gift Registry,’ aimed to avoid repeat purchases of gifts from friends and relatives. ‘Address Book,’ kept a record of all the addresses to which the customers sent gifts so that they did not have to enter the addresses each time they sent a gift. ‘In-Stock Notification,’ notified customers by e-mail as soon as the out of stock item had arrived. This service was provided only on request. ‘Product News,’ a free monthly e-mail newsletter gave updated information about new products, services and special offers to customers. In “eToys Newsletter,” parents and children could express their views on the products and services. Parents and children could share opinions and recommendations with each other. 


eToys used icons to enable customers to purchase the products of their choice. For example, the “Shop by Age” department provided recommendations of favourite toys, books, videos, music, etc suitable for children from age 0 to 12. It also indicated the categories that could appeal to children of that age group. For example, for infants, eToys had identified activity toys, stuffed toys, baby videos, bath toys, lullaby music, etc. Details of the most preferred toys were also given on the site. The site also provided links to other sites. For example, the age 0-1 section had a link to BabyCenter.com.  


In the videos, video games, software and music sections, eToys recommended products suitable for the child along with ratings given by parents. eToys used streaming media
 effect on its web site to market its CDs and video products. The book department enabled customers to choose the book required by either entering the title, the name of the author and famous character or area of interest. eToys provided a summary of the contents in the  book. 


To improve user friendliness, eToys organized products by the criteria used for selection. Each section of eToys was merchandised differently. The page for BRIO, a specialty maker of wooden trains, showed multiple track layouts that offered suggestions on the right combination of straight and curved pieces for a chosen layout. The children’s book section displayed the inside pages alongside covers to give parents an idea of the book’s format and quality.  In the “Birthday Gifts Made Easy,” section, the categories displayed were Favourite by Age, Fantastic Finds and 200 Treasures Under $20, a list of affordable toys. In addition, a list of award winning products
 and product reviews were provided. 


The “Back to School,” section provided a wide assortment of supplies necessary for school going children - paper, folder, pencils, pens, lunch boxes, books, software, etc. eToys also offered backpacks in a wide range of sizes, colours and styles.  Some of them had special features like a pocket designed to carry a portable CD player. 


The “Idea Center,” section attempted to establish stronger relationships with families by providing interesting subjects for the family to work together. It provided both content and products designed to help parents and children explore their interests. Some of the themes were- Nature and Discoveries, Girl Power and Host an Event. This site also provided links to other web sites relevant to “Idea Center” themes.  


After finalizing their purchase, customers could create a personalized card, choose an appropriate gift-wrap, and also include a customized message for each item being sent. This feature came in handy when multiple gifts were sent to households with more than one child. Moreover a customer who could not purchase a gift on time for an occasion, could opt for electronic gift certificates which were sent by e-mail. The certificates could be used to purchase gifts from eToys at a later date.
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