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Abstract

Traditional business models are increasingly being replaced by newer business models based on relationships enabled by information technologies.  In this chapter, we survey and categorize many of these new business models enabled by electronic commerce (eCommerce).  The main contribution of this chapter is the proposal and analysis of a new business model enabled by eCommerce: the on-demand delivery services (ODDS) model.  The On-Demand Delivery Services (ODDS) model of eCommerce is one in which the physical products for sale are delivered directly to the customer without the use of a third party logistics provider, such as a common carrier.  For purpose of analysis, we sub categorize the ODDS model into three submodels:  The ODDS Model A applies to business-to-consumer (B2C) online sellers of physical goods who own or control their own delivery vehicles and may provide further services to extend the value proposition for the buyer.  The online grocer is a typical example of businesses in this category.  The ODDS Model B applies to business-to-business (B2B) sellers of physical goods, who also own a significant portion of their delivery fleet and deliver goods on demand to local distributors or business customers.  Office supply eMerchants provide an example of this model.  The ODDS Model C applies to businesses that typically provide virtually instantaneous delivery of third party goods to consumers or businesses.  Businesses in this category own or control their own delivery fleet and add value by delivering items within very short periods of time, usually one-hour delivery.

In order to analyze these models we conducted a structured interview with key senior managers of one representative business in the ODDS Model A and Model B categories.  We extensively surveyed recent literature on companies in the ODDS Model C category.  We use the results of our study to analyze different aspects such as revenue streams, cost structure, and operational peculiarities of businesses following the ODDS model, and finally discuss the long-term viability of the sub models.
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1. Background: eCommerce Business Models

Electronic commerce (eCommerce) is the electronic exchange (delivery or transaction) of information, goods, services, and payments over telecommunications networks, primarily the World Wide Web (WWW).  eCommerce activities include the establishment and maintenance of online relationships between an organization and its suppliers, dealers, customers, strategic partners, regulators, and other agents related to (or in support of) traditional delivery channels.  These activities may be business-to-consumer (“B2C” such as direct book sales to the general public by Amazon.com, business-to-business (“B2B” such as corporate procurement or supply chain management using a secure extranet), consumer-to-consumer (“C2C” such as a public auction at Ebay.com, or within a business (such as an employee intranet or an enterprise resource planning (ERP) system).  This environment enables organizations to reengineer their internal and external functions and activities, increasing both efficiency and effectiveness.  Firms can automate existing processes and dramatically reduce cycle times throughout the supply chain.  They can enhance communication, collaboration, and cooperation between knowledge teams (including virtual teams) using intranet technologies as well as between the organization and members of its external constituent organizations using extranet technologies.  This taxonomy has been more recently extended with B2G (business-to-government), A2B (unattended appliance-to-business) (Charny, 2000), B2E (business-to-employee, as in the corporate intranet),and others.

As with traditional (“brick and mortar”) markets, e-buyers must find sellers of products and services; they may need expert advice prior to purchase and for service and support afterwards.  Similarly, e-sellers must find buyers and they may provide expert advice about their product or service.  Both buyers and sellers may automate handling of their transaction processing and “electronic financial affairs.”  Several categories of new types of businesses have evolved to take advantage of the unique opportunities within this new environment.  There are a number of ways these new business models can be viewed.  The following sections categorize these emerging business models.

Content, Community, and Commerce Strategies

Business models that have emerged in this era of eCommerce activity have been categorized in a number of ways.  Most models explicitly leverage the ubiquitous and universal availability of the WWW as a platform for communication between and among organizations and individuals.  One fundamental taxonomy of Web-based eCommerce models is based on whether they are oriented toward the purpose of Content, Community, or transactional Commerce as shown in Figure 1.

The content category includes sites offering news, reports, publications (“e-zines”), clipart, music, information, or other soft goods.  Classic examples include NYtimes.com, Yahoo.com, and activebuyersguide.com.  Many such sites “give away” the content for free, and generate revenue by displaying banner ads.  Others charge a subscription.  Sites with a community purpose include those that provide focused niche discussions, fora, newsgroups, message boards, or chatrooms plus sites that offer filesharing or image sharing.  Community sites may display banner ads, charge a subscription, or generate revenues through affiliate programs or other advertising.  An active community sites offers dynamic content which draws virtual visitors back frequently at a low cost, given that the visitors provide the content!  Classic examples include deja.com, tripod.com, and myfamily.com.

Sites for the purposes of commerce include all sites that directly sell either “soft goods” (documents, reports, clipart, music, software, etc.) or “hard goods” (requiring common carriers or shippers) by implementing order-entry, order-fulfillment, and payment processing online.  Classic examples include Amazon.com, Dell.com, and Egghead.com.  Commerce-oriented sites usually seek to generate revenues by selling items at a price marginally higher than the total associated cost (fixed plus marginal) for each item.

However, in today’s environment, most eCommerce site managers feel compelled to satisfy all three objectives.  For example, visit www.garden.com and find content (articles about gardening, advice from the “garden doctor,” etc.), community (24 live chats about gardening with people around the world, celebrity chats, and a forum to get advice from other gardeners or to showcase your gardening photographs), and commerce (with help for buying the right plants for your soil, sun, and other conditions).


Figure 1. Fundamental Web-based ECommerce Models

Sell-Side versus Buy-Side Strategies

Another perspective on eCommerce business models is the focus on either the “sell side” or the “buy side.”  Traditional inter-organizational networks, which used technologies such as electronic data interchange (EDI) or electronic funds transfer (EFT) were developed for use between businesses.  The purpose was to facilitate the exchange of inventory data or transactional data, and these systems benefited both buyers and sellers.  Modern eCommerce systems, usually built on the web platform, support activity between businesses, and also facilitate various business activities between consumers and businesses.  Websites with the greatest initial success were those which were focused on direct selling to individual consumers (the “sell side”), such as www.dell.com.  However, mature e-businesses have developed strategies to leverage this platform to improve their purchasing functions (the “buy side”).  eProcurement and electronic supply chain management are two examples of this focus.

System Orientation Categories

Another potential taxonomy is one which identifies e-business strategies based on whether they focus on (1) internal or “back-office” functions and activities (such as order fulfillment or inventory management), (2) external inter-organizational activities (such as procurement and supply chain management), or (3) external “customer-facing” activities (such as sales and service).  E-business strategies aimed at the first domain are implemented with enterprise resource planning (ERP) software from companies such as SAP or PeopleSoft.  These internal exchanges of information are also facilitated by the adoption of intranet, groupware, and knowledge management technologies.  The second category of e-strategy initiatives traditionally utilized electronic data interchange (EDI) technologies to facilitate the seamless and automatic exchange of various information between companies and their strategic partners.  These activities are now also being supported by the use of extranets, which utilize a secure IP platform to enable firms to safely exchange orders and other information over the web.  The final category is the most obvious function within eCommerce.  Direct selling models, along with various newer models use public internet sites to reach global audiences with a standard presentation media and display format.

eCommerce Models Categorized by Penetration Level

Another way of categorizing the role of eCommerce in a firm’s overall strategy is to identify the level of “penetration” that eCommerce technology has had on the firm’s managerial perspective and on its internal and external processes.  The first level is “awareness,” followed by the “brochureware” stage in which the web content is static and simply descriptive of the company.  The next step is often loading catalogs onto a website (either static or dynamic), followed by actually taking orders online.  Some firms will employ sophisticated secure online payment systems.  The next level includes back-office functionality, such as order processing and order fulfillment.  Some firms incorporate electronic customer relationship management (CRM) features to enhance customer intimacy.  Firms may use email order confirmations, allow customers to check on the order status online, recall the shipping and billing options for the user (to prevent unnecessary keystroking), recognize the user’s interests by recording them in a cookie file, or suggest related products and services based on the results of data mining and profiling.  Finally, firms may link their electronic systems to those of their suppliers, distributors, and dealers in powerful inter-organizational network to support effective supply chain management objectives, including integrated production life cycle planning.

Strategies for Organizational Structure and Linkages

One classification scheme identifies business models by the inter-organizational structure and linkages which are facilitated.  Examples include intermediaries, infomediaries, disintermediaries, auctions, buyers’ unions, aggregators, consolidators, and others.  Timmers, (1998) has identified ten eCommerce business models, which are extended here to include several other models: 

1. E-shop (individual seller at one website)

2. E-procurement (direct or through exchanges organized by seller, buyer, or third party intermediary)

3. E-auction (for B2B or for C2C purposes)

4. E-mall (consolidates many sellers under one umbrella which handles payment processing, billing, shipping, etc.)

5. 3rd party marketplace

6. E-communities

7. Value chain service provider

8. E-integrators

9. Collaboration Platforms

10. Third Party Business Infrastructure sites: information brokers, trust and other services, ratings, standards certifiers, comparison sites, agents, etc.

11. E-exchanges or industry spot markets for commoditized products

12. E-reverse auctions that allow buyers to request competitive pricing offers from multiple sellers

13. “Name your own price” sites

14. E-aggregators that consolidate demand (group purchasing), quantity discounters

In Figure 2, we place these models into a framework which identifies each as a B2C model, a B2B model, or a C2C model.


Figure 2. eCommerce Business Models

Having surveyed business models that have been already been proposed to have been created by eCommerce, we next present a new business model, which we call the On-Demand Delivery Services (ODDS) model.

2. The On-Demand Delivery Services (ODDS) Business Model

Most enterprises which are engaged in eCommerce practice a large degree of outsourcing.  While concentrating on core competencies, they develop strategic alliances with partner firms in order to provide activities such as payment processing, order fulfillment, outbound logistics, website hosting, customer service, and so forth.  Many “etailers” are virtual organizations with nothing more than a marketing function under direct control.  Partyka & Hall (2000) suggest that the Internet has created three classes of home delivery models, based on route characteristics – substitute, next day, and same day.  The On-Demand Delivery Services (ODDS) model of eCommerce is one in which the physical products for sale are delivered directly to the customer without the use of a third party logistics provider, such as a common carrier.  This implies the ownership or control of a fleet of delivery vehicles by the business, which has several very important implications for the business.  First, it may offer the ability to exercise greater control over a significant cost of conducting business.  Second, the delivery function can be used as a source of distinct competitive advantage – promising next-day delivery, for example, can be a powerful value proposition for the customer.  Finally, the direct connection to the customer may enable stronger connections, which in turn, may enable a greater ability to understand the customer, provide improved services to the customer, or create a sense of loyalty.  This leads to “stickiness” and switching costs for some customers.  The following sections subcategorize the ODDS model into three different forms called the ODDS Model A, ODDS Model B and ODDS Model C.  A case study of each is presented and discussed.  The ODDS model is diagrammed in Figure 1, which indicates the control the organization extends over the outbound logistics function, a major connection to the customer.
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Figure 1: The On-Demand Delivery Services Business Model

ODDS Model A

The ODDS Model A applies to B2C online sellers of physical goods who own or control a fleet of delivery vehicles, and who may provide further services to extend the value proposition for the buyer.  Online grocers like ShopLink.com, Streamline.com and PeaPod.com are examples of businesses in this category.  In this first form of the ODDS model, the firm integrates on-demand delivery as an added service to channels they may already use (such as a brick-and-mortar storefront or a catalog business).

ODDS Model B

The ODDS Model B applies to B2B sellers of physical goods, who also own a significant portion of their delivery fleet and deliver goods on demand to local distributors or business customers.  Office supply eMerchants like Staples.com or onVia.com provide examples of this model.

ODDS Model C

The ODDS Model C applies to businesses that typically provide virtually instantaneous delivery of third party goods to consumers or businesses.  Firms in this category own or control their own delivery fleet and add value by delivering third-party items within very short periods of time such as one-hour delivery.  Examples of businesses in this category include Kozmo.com and UrbanFetch.com.

Having introduced the three types of ODDS eCommerce business models, we now present an analysis of these models, based on in-depth field research.

3. Research Study: Three ODDS Firms

To analyze the three ODDS models, this project utilized a comparative case study methodology to evaluate three eCommerce organizations, each employing one of the ODDS business models.  Structured interview data from key senior managers was used in two cases, and extensive secondary data was compiled and evaluated for the third case.  The key managers were interviewed at length to identify key integrating factors related to their separate business models.  The list of questions that were asked of each manager are presented in Table 1.  These questions represent dimensions of the ODDS model that in our judgment differentiate the ODDS model from other business models.  This list is based on our earlier interactions with employees of companies that followed this model (these interactions are not reported in this study).

Each interview used in this study lasted approximately 45 minutes.  As can be seen from Table 1, the questions were relatively open-ended in nature, so that the managers were free to voice their own insights.  The interviews were then transcribed, and analyzed by the authors for insights from the part of the subjects, who had many years of experience at senior management level in the area. These insights are used in this work to analyze the ODDS models.

The first business, ShopLink.com, provides unattended weekly delivery of groceries and other items to tens of thousands of consumer households in New England and New York.  Customers pay a monthly subscription, and order once (or occasionally twice) per week over the Web.  ShopLink.com's fleet of trucks deliver the orders the next day in chillpacks to the customers' garages, using a numeric keypad to open the garage door, taking away dry cleaning, refundable bottles and cans, UPS packages, and the empty chillpacks from the week before.  Thus, ShopLink.com is an ODDS Model A type of business.  The authors have worked closely with ShopLink.com, and have developed extensive material on the business model of this firm and its competitors.

Table 1: Specific Structured Interview Questions

Could you briefly describe your Customer Relationship Management (CRM) operations?

What kind of software do you use to enhance your CRM?

How do you see your organization's business model as being different from other business models, as far as the use of CRM is concerned?

Could you briefly describe your outbound logistics management?

What kind of software do you use for outbound logistics management?

How do you see the your organization's business model as being different from other business models, as far as the use of outbound logistics are concerned?

What are your sources of revenue?

Where do you see the company making revenue in the long term?

What are your sources of cost? Which are fixed? Which are variable?

How do you see the cost/revenue model in your organization as being different from other business models?

Suppose your customer base were to triple. How would that affect

· your operations,

· your revenue/cost model, and

· your ability to provide service?

Where do you see yourself 5 years from now?

What are the top 3 factors (in descending order of importance) that make your organization unique, in your opinion?

The second organization also offers next-day delivery, but for business customers.  This firm, Staples.com, is a B2B office supplies delivery provider which owns and operates its own fleet of trucks, but also uses third-party logistics providers.  Their clearly stated value proposition is “next day delivery guaranteed.”  Staples, Inc., the second largest office supply superstore company in the US, sells office products, computers, supplies, furniture, and printing and photocopying services at more than 110 stores in the US, through telephone catalog sales, and with their Staples.com website.  They offer over 8,000 office products primarily to small- and medium-sized businesses (Hoovers, 2000b).  The Staples.com website creates greater flexibility for these business customers, and values its brand and repeat business from these customers.  Staples.com is an ODDS Model B type of business.

The final organization, Kozmo.com, provides one-hour delivery of CDs, DVDs, ice cream, juice, videotapes, candy, snacks, and other items to individuals in many large cities.  They also operate "drop boxes" in convenience stores and StarBucks coffee retailers throughout these cities for individuals to return rented movie videotapes and DVDs or borrowed chill-bags.  This firm’s business model is also based on the on-demand delivery services value proposition, but Kozmo.com often satisfies demand for impulse buying (“want” not “need”) for consumers, and employs less customer-relationship management activity.  Many purchases are one-time events, rather than part of a pattern of ongoing purchases.  Kozmo.com is an ODDS Model C type of business. 

Analysis of ODDS Model A

The domestic grocery market is valued at over $300 billion annually. Online grocery sales will exceed $5 billion this year and Andersen Consulting projects the market to top $85 billion by 2007, capturing about 15% of US households (Taylor, 1998).

There are more than a dozen competitors in the grocery e-tail business. The most notable are Peapod.com, HomeGrocer.com, ShopLink.com, Streamline.com, WebVan, and NetGrocer.  All offer the ability to order items online and have them delivered to the consumer’s house.  Some offer regular “unattended” weekly delivery (to your garage, for example) based on a monthly subscription model.  Others offer on-demand deliveries (if you are home) with a surcharge on the grocery bill (and sometimes an additional delivery charge).  Many offer additional services, such as dry cleaning pickup and delivery.  One sells only nonperishable items shipped via common carrier.  Other unique features include “don’t run out” automatic continual ordering of weekly staples, fresh flower delivery, movie rental and pickup, shoe shines, meal planning, recipe tips, multimedia information, and nutritional information.

An extensive survey conducted by the Consumer Direct Cooperative (Orler, 1998) (which included Peapod, Coca-Cola, Streamline.com, Harvard Business School, and others) pointed to six major groups of potential online grocery shoppers, some of whom are more likely to use online grocers than others.  These include:

1. shopping avoiders, who dislike grocery shopping,

2. necessity users, who are limited in their ability to shop,

3. new technologists, young, comfortable with technology,

4. time starved, will pay to free up time in their schedules,

5. responsibles, gain sense of self-worth from shopping, and

6. traditionals, older individuals, enjoy shopping in stores.

ShopLink.com, incorporated in 1996, is an online provider of groceries, household consumables, and services.  They utilized an “unattended” direct home delivery logistics plan, which means the consumer does not have to be home (as with other online grocers).  Its two facilities in Massachusetts and Connecticut currently serve 175 suburban communities.  They plan to operate 22 facilities by the end of 2002.  Recently, Gomez Advisor, Inc. (www.gomez.com) ranked the company first of eleven online grocers in the “Selective Shopper” and “Online Resources” categories, and number three overall.  Their value proposition is providing a total solution for today’s busy consumer by creating a pleasant experience for time-starved, stress-laden, or supermarket-averse shoppers.

ShopLink customers are generally repeat customers who order week after week in a tight ongoing relationship with the grocer.  The interaction with the website is much more substantial than with other B2C websites and user feedback is also more prevalent than for most websites.  “It's a very sophisticated purchase versus if you're going to Amazon you might be buying one to three to four items -- our average order has 54 different items in it cutting across five temperature zones.”(Kruger, 2000)
After a series of information conversations with ShopLink.com’s Director of Marketing and Director of eCommerce, we conducted a structured interview of the Chief Operating Officer, with additional customer relationship management information provided by the Director of eCommerce.  We next describe the insights provided as a result of the interviews, following the sequence in Table 1.

It is clear that CRM is very important to ShopLink.com.  Their “Delivery Specialists” are a critical link in the communication chain that starts at different parts of the organization and extends to the customer.  Delivery Specialists are often used to learn more about customers’ needs and behavior and this information is used by departments such as customer service and operations to modify their activities to provide better CRM.  A number of different software systems are used to capture different information about their customer, and information from customer records is given to Delivery Specialists en route.  The buying process of groceries is different from buying other retail items such as books or music, for example, because the customer typically purchases many items together (often fifty or sixty items).  Furthermore, the customer has an ongoing relationship with ShopLink.com, characterized by routine weekly purchases automatically charged to the credit card account on file, weekly communication to the customer, and personalization of the interface with shopping lists and suggestions.  The product quality and selection is of vital importance to customers, since food is a basic need.  Since most customers order nearly all their groceries online, ShopLink.com can mine the data to create valuable information, which is aggregated and sold to food manufacturers.  (Individual data is never disclosed to third parties.)

Further, since all online activity is captured, the level of detail is finer than that developed by traditional grocers, enabling ShopLink.com to create even more value to customers in the form of personalization of customer interaction and information.  Ongoing efforts in the area of CRM include better integration of systems and providing customers the ability to track their drivers so as to be able to estimate their own personal delivery time more accurately for that particular day.  ShopLink.com will further enhance their ability to evaluate customer needs as they expand their use of data mining.  (A brick-and-mortar store doesn’t know if you pick up a can, read the nutritional label, then put it back on the shelf without purchasing it, but the online grocer does!)

The outbound logistics model for ShopLink.com starts with the customer placing an order online for groceries by 2 p.m. on a business day, in order to get delivery the next business day.  ShopLink.com currently delivers on Tuesdays through Fridays in eastern Massachusetts and parts of Connecticut and New York.  ShopLink’s commitment is to deliver groceries the next business day before a pre-determined time (usually 6 p.m.).  Delivery Specialists are routed using intelligent routing software. Important parameters that determine the cost of delivery include a) the latest time promised for delivery (extending the promised delivery time to 8 or 10 pm. can significantly reduce delivery costs), b) the geographical distribution of customers and c) the mean time taken by a delivery specialist to physically transfer the groceries from his or her truck to the customer’s door.  (Most customers give ShopLink.com the code to the garage door keypad, and chillpacks are placed within the garage.)  Employment of their own Delivery Specialists allows for greater reliability in the delivery process -- something that is important to consumers of online grocers.  Tight control of delivery costs is critical to the success of their business model.  Controlling their own outbound delivery system (consisting of a fleet they own and Delivery Specialists they employ) is critical because it allows flexibility in routing intelligently, in making changes en route, and for the provision of ancillary services like dry cleaning and package pickup.  These factors combine to allow greater control of cost, while also allowing the offering of extra services, reliability and timeliness.  For example, the dynamic routing algorithm plans the delivery schedules each day using current statistics to ensure maximum route efficiency.  The routes form concentric circles, with distant routes dispatched first, followed by closer routes.  In some cases, Delivery Specialists can delivery nearby routes and return to pick up and deliver a second or third truckload of groceries in one day.  Capacity utilization is a critical cost component contributing to profitability.

ShopLink.com offers a guarantee of “next day delivery” as one value proposition.  Other online grocers will deliver the same day, but only if the customer is home to receive the groceries.  The interview data provides evidence for a clear cost/benefit tradeoff between promised delivery time and total cost for delivery.  Thus, while delivering groceries in an hour or the same day may be marginally more valuable to the customer, the costs associated with such a model make it prohibitively expensive.  (The costs must be borne by the customer or absorbed by the grocer into the overall operating costs.)  The optimal time for delivery seems to be in the range of 18-36 hours after ordering, which necessitates an unattended delivery model.  While some customers are home for deliveries and speak with the Delivery Specialists, others frequently communicate with ShopLink’s Customer Service specialists and leave notes in the return bins.  The website also facilitates communications by providing a categorized message area with each order and a menu item to communicate with ShopLink about any issue.

The revenue sources for ShopLink.com include an industry-standard markup on the actual sale of grocery goods, a subscription fee of $25-$35 per month, and the sale of aggregated data on consumer buying practices (without revealing information on any particular customer) to well known manufacturers of consumer goods.  Its primary cost components include the cost of goods sold, labor, the cost of delivery, warehousing costs, and website and database maintenance.  The delivery costs are very sensitive to fuel costs, so that increasing fuel prices may require some adjustment in the other cost factors.  The inventory maintenance and warehousing costs are significantly lower than for brick-and-mortar grocers, because demand is better understood.  In fact, since orders are submitted by 2 p.m. on the day before delivery, there is sufficient time to acquire many items from third parties, eliminating the need for any inventory of those items!  Fixed costs include the purchase of delivery vehicles, office infrastructure, a web site and a warehouse.  Variable costs include the cost of goods sold for each order, delivery costs, and holding costs for their limited inventory.  Overall, the firm is growing very rapidly, and is quickly reaching the economies of scale necessary for break-even.  A ShopLink goal it is close to achieving is to cover the variable delivery costs through the subscription revenues.

From a capacity fulfillment standpoint, it is clear that warehouse capacity and fleet capacity are crucial to meeting increased demand and growth. Possible methods of dealing with increased demand include the construction of new warehouses (a large fixed cost), increasing the size of the fleet, limiting the geographic area that can be serviced, and hiring of more personnel. The reality is that it is essential to be constantly aware of market size and market share, so that there are no surprises with regard to suddenly increased demands on capacity. This also allows us to conclude that the ODDS Model A is probably less suitable for the sale of seasonal goods like holiday items, which are characterized by sharp increases in demand, unless customer expectations are lowered with regard to delivery schedules and price competitiveness.

The sources of competitive advantage amongst firms in the online Grocer industry appear to be in a) the adoption of methods to maximize the value of services to busy customers, including the unattended delivery model, b) the maintenance of high standards for delivery quality while controlling total costs outbound logistics, c) the accurate execution of order fulfillment to ensure that customers accurately receive the correct fifty or so items per order, and d) the product quality and selection of the groceries sold.

The managers thought that wider adoption of “broadband” internet access by consumers and the increasing number of web users mean that the overall market for online grocers will increase, so that it consists of late technology adopters as well as early adopters.  They felt it was imperative to adopt financially responsible models by charging for delivery or requiring minimum order size, so that the number of customers required to break even is in the tens of thousands and not the hundreds of thousands.  Over the next five years, the most likely areas for penetration appear to be major metropolitan areas in the USA.

Analysis of ODDS Model B

Staples.com, a wholly owned subsidiary of Staples, Inc. is a B2B office supplies delivery provider which operates its own trucks, but also uses third-party logistics providers.  Staples.com provides an alternate business channel to the firm’s businesses customers, in addition to their extensive nationwide chain of brick-and-mortar stores and their mature catalog sales channel.  Their clearly stated promise to their customers is “next day delivery” of office supplies.  We conducted a structured interview of the Vice President for Operations of Staples.com, asking the open-ended questions listed in Table 1.  This section presents the findings and reports the insights obtained from this research.

CRM forms a key component of Staples.com’s strategy.  Data relating each customer’s shopping patterns are gathered and stored in a central database that links information from all channels of Staples, Inc., including their telephone catalog services, Staples.com, and their brick-and-mortar stores.  In all, information on about 6 million customers is stored.  This aggregation of data across channels allows key managers to see customers as they change channels, and allows them a complete picture of each customer.  The overall profitability of each customer is also interpolated from statistical analysis of their purchase patterns.  It also allows them to see the comparative strength of each channel and to set rational incentives for managers of different channels, so that they are not penalized if the customers in their area shift to another channel (for example from brick-and-mortar to Staples.com). Staples, Inc. also incorporates CRM with their outbound logistics, by providing information on every unfulfilled order to customer service, so that customers can call in and get complete information. Problem orders are logged permanently, so that customers can be offered better service in the future.

High levels of customer service are key to Staples.com's strategy.  Their system also enables their small business customers to market their own products and services to each other in a virtual marketplace (Internet.com, 2000).  

In the area of outbound logistics, Staples.com owns and operates 29 warehouses, called “order fulfillment centers,” through which all orders flow.  Merchandise sold by Staples.com is either inventoried at these centers or ordered from a third party.  Since Staples.com promises next day delivery, third party vendors will often ship their part of an order directly to the customer, so the customer receives all the parts of an order the next day.  This means that customers may receive their orders in multiple packages.  The entire outbound logistics are controlled by a sophisticated system built in house by Staples.  Staples, Inc. maintains its own delivery fleet, and in some cases outsources delivery to third party common carriers such as United Parcel Service (UPS).  They view the growth of their own fleet as important, and also try to control delivery costs by restricting Staples.com to densely populated areas.  Staples.com also views as advantageous their long term relationships with third party carriers, though they see their own delivery fleet taking a larger share of deliveries in the densely populated areas in the future.  However, the fact that their customer can be a small business anywhere (including a rural area out of reach of their fleet) necessitates their continued use of third party carriers for the future.  Senior management at Staples.com has carefully evaluated the costs and benefits of same-day or one-hour delivery mechanisms and has determined that such delivery options are not economically feasible.  The optimum delivery period appears to be next day, in terms of value to customers and current estimates of costs for such delivery.  It should be noted that one of their smaller competitors, W.B. Mason, has recently begun same-day delivery of certain office supplies – orders must be placed by 9 a.m. and they are delivered before 5 p.m.  This competitive development and potential reactions will be observed in the next year.

The revenue sources for Staples.com include the actual sale of office supplies and the delivery fee that is added to each order.  The cost sources include the cost of goods sold and the cost of delivery.  The fixed costs are the creation and maintenance of the order fulfillment centers and the delivery fleet.  Variable costs include the cost of goods for each order, as well as the cost of delivery.  Their business is a low-margin, high-volume business, and is therefore highly dependent on customer retention, necessitating a strong customer-orientation throughout the organization.

From a capacity standpoint, it is clear that Staple.com believes in steady, planned growth and careful monitoring of past rends and sales, so as to manage demands on capacity.  Since their value proposition is next-day delivery and accurate fulfillment of orders, they avoid marketing schemes that cause sudden short-term spikes in demand.  This approach has been successful to date, and is likely to ensure continued controlled growth and profitability.

The sources of competitive advantage amongst firms in this industry appear to be a) the successful offering of complementary multiple channels, b) the ability to control total costs and purchase inventory at a discount due to the low-margin, high-volume nature of the business, and c) offering value-added services and a brand that their businesses customers can trust.  The latter may be instrumental in enabling somewhat higher margins than competitors, thereby achieving greater profitability.

Analysis of ODDS Model C

Kozmo.com competes in the convenience food and entertainment retail industry.  It is a consumer-oriented (B2C) website that sells and provides one-hour delivery of CDs, DVDs, ice cream, juice, videotapes, magazines, snacks, and other items to individuals in many large cities.  They also operate "drop boxes" in convenience stores and StarBucks coffee retailers throughout these cities for individuals to return rented movie videotapes and DVDs or borrowed chill-bags.  Traditional in-store shopping offers consumers immediate access to desired items, but often with problems associated with driving, parking, and loss of valuable time.  Founded in 1997 “with a handful of bike couriers delivering goods ordered online by New Yorkers, Kozmo.com has grown into an army of “Kozmonauts” that serves about a dozen major cities.” (Hoovers, 2000a).  It has attracted significant funding from several high-profile Venture Capital firms and from Amazon, but recently withdrew its planned Initial Public Offering.

Kozmo’s business model, which is also based on the on-demand delivery services value proposition, is primarily built on the satisfaction of consumer demand for impulse purchases or cravings, and not planned, repeating purchases like ShopLink.  The firm has fewer overall repeat customers and employs less customer-relationship management activity.

Kozmo.com employs carriers generally known as “Kozmonauts” who own their own vehicles.  Kozmo.com’s roots as a bicycle courier service in New York City offers some insights into their corporate culture.  While there are some repeat customers, a large percentage of purchasing is “single time” or nonroutine purchasing, conducted to satisfy cravings or impulses.  While impulse purchasing is a powerful and proven driver for marketing, it does not provide sustained and reliable customer purchase patterns and income streams necessary for capacity planning and long-term growth.  

Our analysis, based on numerous independent articles that describe the failure of Kozmo.com, indicates some factors that contrast with ODDS Models A and B.  Key lessons include finding an optimal delivery schedule that is sustainable by revenues (mainly delivery charges or added cost of product), and being the delivery agent for one or 2 businesses.  Thus, Kozmo is now evolving from being a delivery agent for several businesses to being one only for Starbucks.com.  Cost control will be critical to make the model viable.

Because order sizes are significantly smaller than for the two previous ODDS models, the cost of delivery as a percent of sales is much larger.  Yet, Kozmo.com does not charge its customers any delivery charge!  The entire outbound logistics system of personnel represents a major cost component, but their lack of ability to recover costs from this major source will jeopardize their future profitability.

Urbanfetch.com is another firm providing one-hour delivery of selected items throughout central New York City and London until recently.  The planned merger between Kozmo.com and Urbanfetch.com (“instant gratification archrivals”) was withdrawn (Muehlbauer, 2000), and it appears that Urbanfetch.com cannot continue to operate according to this ODDS C model.  Urbanfetch’s CEO, Ross Stevens, told the Wall Street Journal that they didn’t think Kozmo.com’s business model was profitable (Muehlbauer, 2000).  Indications are that Urbanfetch will revert to being a traditional courier service, and industry analysts are also predicting that Kozmo.com will become a specialized delivery extension of Starbucks Coffee, one of it major investors.

iToke (www.itoke.co.uk) is a British delivery service promising to make deliveries in Amsterdam within thirty minutes.  The twist is that their deliveries will be able to order marijuana using computers, fax, phone, or WAP-enabled wireless phones (Evangelista, 2000).  The website, designed after Starbucks Coffee's website, accepts smart credit cards that can be refilled at Amsterdam kiosks.  The "iTokkerista" couriers ride green-and-white bicycles.  Amsterdam brick-and-mortar coffee shop owners are concerned with the "Amazon-ization" of their business.

Another development to watch is the national emergence of PDQuick (formerly called Pink Dot), a Los Angeles-based company that has operated a fleet of Volkswagen Beetles to deliver goods since 1987 (Helft, 2000).  It plans to clone itself in other parts of the country, starting with a 30-minute delivery service in Washington and Baltimore before the end of 2000.  It is targeting music CDs and food delivery, and currently makes between 3,000 and 4,000 deliveries per day to about 150,000 active customers in LA.  They state that the key is to implement strict financial controls and never provide free delivery.  Free delivery “drives down average order size and drives up the price of the product for the consumer.” (Helft, 2000)  They charge a flat $2.99 delivery charge per order, and customers are expected to tip the couriers, who own their own vehicles.  This is expected to drive down employment costs, in contrast to rivals who offer free delivery.  

It seems evident that cost control is a key factor for the success of ODDS-based businesses in the future.  Same-day delivery is suspect itself as a long-term strategy for success.  Laseter et al. (2000) suggest that WebVan, Urbanfetch, and other same-day transporters are based on economic models that “won’t deliver for long.”  Furthermore, despite focusing on a limited number of high-margin products, Kozmo.com might seek to expand their product selection further in order to appeal to a broader audience, and enter new markets.  They must increase the average order size in order to approach profitability.

Having presented the insights from the research study, we next discuss the findings and provide recommendations for managers of managers of eCommerce organizations.

4. Discussion and Recommendations

The growth of the volume of electronic commerce activity will rely not only on the continued growth in the size of the online community and the increase in Internet access, but also in the confidence of consumers and business customers in the ability of online firms to provide clear value propositions vis-à-vis brick-and-mortar sellers.  Such value propositions will come from technological innovations in some cases and in other cases from traditional business practices modified for the online experience.  For the purchase of ongoing or routine products, purchasers will demand consistency and reliability in the delivery mechanism as well as personalized services.  The development of highly unique customer interaction experiences will be a key component to retaining loyal customers that build a solid base for growth and profitability.

Our research indicates that the ODDS model, when implemented correctly, can constitute a strong basis for customer retention, growth, and profitability.  From our findings above, it is clear that while the three ODDS models have clear differences, they also have common features that differentiate them from other eCommerce models.  The key common features of all the ODDS models include:

a) The control of delivery costs is necessary to make the business model viable.  Factors that play a major role in controlling the delivery costs include the minimum order size, a delivery fee, a subscription fee, the density of customer population, fuel costs, and the “time to delivery” deadline.  One key manager said they looked at one hour and same day delivery options and "it doesn't make sense to us … You'd have to charge a significant delivery fee to make it work."

b) The importance of CRM in general, and its linkage to outbound logistics.  The control of one’s own delivery personnel and/or fleet presents a unique opportunity for face-to-face customer interaction and information gathering which can be utilized to enhance CRM if a feed back loop from delivery to CRM is incorporated in the company.  Further, strong incentives for loyalty will ensure a strong basis for a reliable income stream.  This is extended with a variety of value-added services that enhance the interaction experience, contribute to the convenience of online purchasing, and create “switching costs” as barriers to entry by potential competitors.

Friedman (2000) suggests that another key to success for businesses in this sector is the ability to develop "networks of cross-industry partners that provide products and services that relate to the customer's basic life objectives."  He emphasizes the personalized point of interactoin and expertise at assimilating and leveraging customer information.  He says the use of the Web enables network partners (such as ShopLink and the grocery product manufacturers) to collect and refine information about each customer to create customer intelligence for all partners.  The Web also enables interactive, continuous, and real-time customer dialog.

There are also several differences between the ODDS models which are summarized in Table 2 below.

Table 2. Strategy Dimension for On-Demand Delivery Services Models A, B and C

Dimension
ODDS Model A
ODDS Model B
ODDS Model C

Customer Base
General Consumers. Geographically confined (usually metropolitan and densely populated)
Businesses. Geographically dispersed across the country. 
Usually consumers but sometimes businesses. Usually metropolitan and densely populated

Outbound delivery mechanism
Usually ownership of delivery personnel and/or fleet
A mixture of own delivery personnel and/or fleet, and third party carriers for geographically scattered customers in rural areas. 
Usually ownership of delivery personnel and/or fleet. 

Delivery deadline
Usually Next Day
Usually Next Day
Usually same day

Type of purchase
Frequently recurring purchase like groceries, or other regularly consumed items
Business purchase, less frequently recurring than in Model A, like office supplies. 
Impulse purchase like Pizza or ice cream or DVD rental, usually not frequently recurring. 

Cost of Delivery
Small as a percentage of overall purchase
Small as a purchase of overall purchase
Large as a percentage of overall purchase. 

Based on our findings, we propose a set of recommendations for organizations that wish to adopt an ODDS model for eCommerce:

a) The control of delivery costs is crucial to the long-term viability of the model.  Some methods of controlling these costs include: targeting only densely populated areas, requiring a minimum order size, extending the promised delivery deadline, and using intelligent routing software.  Further, geographic growth into areas with demographic characteristics consistent with larger order sizes or lower delivery charges will contribute to profitability.

b) An important benefit is the information that delivery personnel can get on face-to-face interaction with the customers.  This information can be fed into the CRM system to provide better service.  It can also be combined with purchasing behavior information, aggregated and then sold to third parties (while preserving individual anonymity of customers) to yield significant revenue.

c) It is useful to link the ODDS model to existing channels in the organization (such as retail outlets, catalogs, and field sales forces).  This gives the customer flexibility and convenience.  If this is done, it is important to change the organization’s incentive structure so that all the channels work together to provide a positive experience for the customer, rather than compete with each other.  One way to avoid channel conflict is to reward managers in all channels based on the zip code of customers through a sharing of credited revenues.

In the future, there may be even greater opportunities for tight linkages between the ODDS provider and the customer.  One technological development that may enable this customer intimacy is the wireless or mobile Internet access device.  In the future, customers will be able to "access the routing program and their data on a remote server." (Partyka & Hall, 2000)  Accessing each order anytime from anywhere will enhance the loyalty and value proposition for ODDS customers.

The business models developed for success on the Internet are appearing as fast as the technologies to support them.  Many will not be successful models in the long run, while others will create entirely new marketspaces and industries.  The On-Demand Delivery Services model for customer satisfaction, when implemented according to strict cost-benefit guidelines and with tight cost controls, will likely become a profitable long-term model for conducting certain business online.  Its strength is the provision of reliable delivery of essential products and valuable related services to consumers or business customers.  When combined with a personalized interaction experience and expertise at assembling and analyzing customer information for customized offerings, it should contribute to the retention of a loyal, predictable customer base, which will lead to overall profitability.
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