The Two Sides Of E-Commerce
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"Internet statistics abound in almost any business article these days, but there's one which for me is particularly powerful: there are already 200 million online consumers, and by the year 2001 there will be 50 million more," says Joseph Turnbull. "That's a market which is available for anyone to access, cheaply and easily. We've spent a lot of time in the UK talking about the benefits of a European Union, and heres a market just as big, right at our fingertips."

It's plain that the internet is on course to change our buying patterns for ever: consumers spent $8 billion online last year, and the next four years will see that increase to roughly $130 billion. But as more and more companies begin to address these new market opportunities, few of them, believes Joseph, are considering the potential dangers.
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"If we feel our clients are demanding today, then we need to prepare for the fact that tomorrow, when the internet economy really takes hold, the demands will be much higher. Let's say I want to buy a new computer. I'll be able to go to an internet site that compares the price and specification of every home computer from every supplier in the world.
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"Product quality will be taken for granted, and prices will be more competitive because price comparisons are so much easier. That means that being able to get the item to the consumer within one or two days - will become the the only differentiator: this is going to put tremendous pressure on manufacturers."
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The arrival of e-commerce is also presenting a real challenge as far as logistics and supply chain management is concerned, with many industries seeing a much faster moving marketplace because of the different routes to market that are emerging.
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"Take the high-tech industry where we've been working recently. Some retailers now include all the customer's details when they send an order to the manufacturer. This means the manufacturer can tailor the product mix in accordance with the individual buyer's specifications, and deliver it direct. The outcome of this is that manufacturers are having to cope with much greater day to day variability, in terms of both demand and and product mix.
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These new routes to market may not be valid in everyday industry, says Joseph, and it would be inappropriate to argue that all companies should join the e-commerce stampede before having an understanding of what's happening in their own market place, and reasons why their customer's are buying - or not buying - their products. "But one thing is without doubt: that to be successful in the emerging Internet economy, all companies will need to be much more flexible."
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For example, he argues, most manufacturers today are protected from the peaks and troughs of consumer demand because they supply via a wholesaler and a retailer, both of whom carry large stocks. "But in an e-commerce environment, where supply time is key, expectations are far higher. Regardless of which point the manufacturers touch the supply chain, their lead times will need to shorten from weeks or months to just a few days."
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One option, says Joseph, is to build large warehouses to hold quantities of stock and accept all the problems that go with managing that stock. The other is to become more flexible and responsive within the manufacturing process itself.
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"We've worked with many companies and have shown that it's absolutely possible to reduce lead times, and for manufacturers to visit their total product range within a week. Most industries, though, are yet to rise to the challenge, and so run the risk of being overtaken by their competitors as e-commerce becomes increasingly accessible."
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But reducing lead times and stock levels is only part of the challenge: companies must also readdress their entire supply chain if they are to prepare for the Internet economy. Software now exists which makes possible some very intricate real-time modelling of supply chains by following every product in the system and performing real-time optimisation.
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That may mean companies can fine-tune what they've already got, says Joseph, but what it doesn't do is simplify first by asking what the customer wants, what will they pay for, and what can they expect in future with the emergence of e-commerce.
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"We always start by determining the demand characteristics of the end user, and almost pay no attention to the fact that a network exists to supply them. Every activity is then tested to see whether it adds value or not. If each time we bought something we were given an itemised invoice listing the cost of every activity involved in getting that product or service into our possession, which would we be happy paying for? Counting? Repackaging? Storing?"
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The main point, he says, is that activities which don't add value have to be taken out. "Many businesses looking to improve their supply chain focus on the best from their existing network. But we shouldn't assume any features of the supply chain are fixed or sacred. A root and branch restructuring will achieve the most dramatic results."
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As e-commerce puts increasing numbers of end users in direct contact with industry, so the number of links in the supply chain will diminish. "Resellers, and sometimes retailers, are disappearing from the loop, and we're seeing traditional distribution companies - like DHL and FedEx - finding more and more oppurtunities to add value."
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If these companies do take on the supply chain management role, says Joseph, then they will also walk away with some of the margin growth which e-commerce offers. "However, companies who act swiftly will increase their margins by becoming more involved in logistics and the total supply chain, making sure that, just as the consumer benefits through the lower prices brought about by e-commerce, they see the benefit of business growth."
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Perhaps a more damagimg consequence of leaving supply and distribution to a third party is the harm it can do to a company's competitive position. "The strongest organisation's in the world of e-commerce will be those with the best consumer information, and if manufacture and service providers have direct links with consumers, then they'll have invaluable information about what their customers want and so gain a vital competitive edge."
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As companies prepare to do business in the age of the Internet, concludes Joseph, they face both oppurtunities and threats. "The pace of business is now accelerating at a staggering rate, and the rules are changing rapidly. But one thing is truer now than it's ever been: only those companies which have flexible operations and world class supply chains will survive and flourish."
