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| INTRODUCTION

In the fast changing world of eectronic commerce, no industry has been left untouched by
the impact of the Web. The Internet has caused fundamenta shifts in the way consumers shop
for and purchase goods and services. This shift has the most impact on the consumer packaged
goods industry (CPGI), including the mgor brand name manufacturers, their suppliers,
digtributors, retailers and advertisers. Asapioneer inusing IT, Procter & Gamble (P&G), a
magor CPGI manufacturer, initiated severa e-business projects. Recently, P& G and Microsoft,
the software giant, recently teamed up to develop a Web-based supply chain solution cagpable of
50 percent reduction in inventory while reducing retail out-of-stock conditions by 25 percent
(Wwww.pg.com/news). As these initiatives move from trid and learning Sage to actud roll-out, it
becomes important to evaluate P& G's e-businessinitiatives to learn from its experience and to
formulate the right srategies for full-scale adoption of Web technology.

In this context, severd questions arise relating to e-business practice and research. What are
the e-business opportunities created by the Web in the CPG industry? How will a manufacturer
know if it hasfully leveraged these opportunities? What competencies are required to migrate
al its busness to the Web? What are the implications of the e-business strategies of this
manufacturer for the other playersin the supply chain? We try to answer these questionsin this
chapter. More specificaly, this chapter looks at the e-business opportunities in consumer goods
industry and presents the Web initiatives of alarge manufacturer in thisindustry. The e-business
drategies and their implications for the supply chain are then studied in detal.

Il CPG INDUSTRY

Consumer packaged goods are the everyday use items that consumers purchase mostly from
supermarkets. They include food and beverages, cosmetics, skin care, hair care, feminine care,
home cleaning, and detergents. The most driking feature of thisindustry is the wide range of
consumer needs and preferences involved. The buyers can be considered fragmented in the
sense that there is no single marketing strategy that can effectively address al consumer needs. A
retaller has a particularly important role to fulfill in the supply chain i.e. aggregation of demand
and supply. We discuss below the unique characteristics of the CPG Industry that have
sgnificance for the use of Web.

The CPGI consists of low-value products that have can be considered “ mundane.”
Consumer goods can be considered non+durable and most individua purchases of consumer
products are of low vaue. The margins for the manufacturer and the retailer on these products
are very low, but they rely on the high turnover of the productsto be profitable. Thus, itis
critical to provide avery good product and channel experience to the consumer on a continual
basis to ensure maximum consumer satisfaction.

Products within the CPGI have short-product lives and are frequently re-purchased. Many
of these products are considered necessities and demand istypicaly steady. The consumer’s
need from many products within the indudtry is long-term (e.g., feminine care products), with
some being life-long (e.g., deodorant, sogps). However, the demand for a specific brand within
the CPGI isinfluenced by severd factors, including price of the product, the consumer’s



discretionary household income, the demographics of consumers, and the innovation of the
product (Standard & Poor’s, 2000).

The CPGI is highly competitive across brands. Consumer products are closely associated
with and differentiated by brands. Brands are an important way, other than the actud product
experience, that the product benefits are communicated to the consumer. Consequently,
consumer goods manufacturers spend enormous efforts at building their brands and mediaisa
critical component of brand building. Mgor consumer goods manufacturers, such as Procter &
Gamble and Unilever are known to be big advertisersin televison and radio.

It isdifficult for CPGI companiesto raise product prices. The CPGI is saturated (Standard
& Poor’s, 2000) and highly compstitive. This makesit difficult for companiesto raise prices
despite any increases in raw materias cost.

It is becoming more difficult for consumers to differentiate competing brands asthe
number of product introductionsis continually increasing. Companies within the industry are
frequently enhancing older product lines, while new product lines are aso be introduced. The
innovativeness of a product can enhance the demand for the product. Being the first company to
market a new product type is advantageous within this indusiry asiit takes considerable effort to
lure customers away (Standard & Poor’s, 2000). However, as more brands and product features
are offered, it will become harder for consumers to differentiate among the products that are
offered.

It isdifficult to develop brand loyalty since switching costs are low. Even though the vaue
of each purchaseisrdaively amdl, aloyd consumer islikely to purchase the products severa
times over hisgher lifetime. But the low switching costs make consumersto easily switch ther
brands, if their experience with the existing brands is not satisfactory. Thus, organizations are
congtantly struggling to increase the bond between the consumer and the brand, by persondizing
the products and offering superior customer service. However, brands that are strong within the
industry tend to develop a comptitive advantage through the loydty of its users.

Private-label goods are becoming more accepted by consumers. However, some branded
products are protected by emotiona factors and consumer doubts regarding the qudity of the
private-labd good (e.g. hedth and beauty products).

Low growth in salesis expected in the United States. Only small increasesinthe U.S.
population and in the number of U.S. households are expected in upcoming years. In order to
increase sales, CPGI players will need to gain market share from competition in the domestic
market or they will need to focus on strengthening thelr pogitions in international markets.
Finding new ways to reduce current costs also will become important as companies work to
improve profitability in thistight market.

An aging population will change consumption patterns. Thiswill lower the demand for
certain products types (e.g., household maintenance products) while other product types,
specificaly those with features that gpped to older consumers (e.g., anti-aging hedth care
products), will grow in demand.



Women arethe primary purchasers of CPGI products. Women form the mgor target group
for the messages of consumer goods companies. Several consumer products, such as skin care
and beauty care, are addressed directly to women. Other products, such as food and beverages,
home cleaning and detergents are addressed to women as the primary decision makers or
decison influencers. In addition to the media choice, companies have to decide on the type of
programs they sponsor, S0 asto attract the attention of their target audience.

New distribution channels are needed to meet today’ s consumers. CPGI companies need to
expand their digtribution channdl from the traditiona outlets (e.g., Food, Drug, Mass
Merchanding Retailerst) to other outlets that will be ble to consumers.

Aswe can see from the above characteristics, marketing consumer goods involves constant
feedback from consumers about their experience with the products and the ability to rapidly
respond to the consumer needs and preferences. Further, Snce the manufacturers are far
removed from the consumers, they have to rely on the information supplied by the retallersto
understand the demand for their products. With the emergence of the Web as anew channd,
consumer goods manufacturers are hoping to overcome these limitations and create a closer
relationship with their consumers in order to serve them better and be their preferred brands.

Table 1: Unigueness of CPGI

CHARACTERISTICS OF PRODUCTS CHARACTERISTICS OF INDUSTRY
Low-value - Demand for productsis steady

Mundane - Highly-competitive

Non-durable - Difficult to raise product prices

Low margin - Difficult to develop brand loyalty

Frequently re-purchased - Difficult for consumersto differentiate among brands
Short-product life - Product introductions are increasing

Considered necessary - Private label goods are becoming more acceptable
Low switching costs - Low growth in sales expected in the U.S.
Women are primary purchasers - Consumption patterns change as population ages
Product selection influenced by: price, discretionary - New distribution channels are needed

household income, consumer demographics, and product features

[l P& G WEB INITIATIVES

Procter & Gamble (P& G), akey market player within the CPGI, was founded in 1837 in
Cincinnati, Ohio. The multibillion-dollar company markets to 140 countries and employs
110,000 people worldwide. It produces over 300 brands that cross avariety of product types.
Some of P& G’ swell-recognized brands include Tide, Jf, Scope, CoverGirl, Crest, and Pampers.



In recent years, P& G has devel oped numerous e-commerce initiatives that take advantage of
the opportunities that derive from the use of web technologies within the CPGI. The initiatives
presented here enhance customer relations, improve transactions with supply chain members,
and provide employees with access to vauable information.

Reflect.com
http: //mww.reflect.com

Objectives/Purpose: Reflect.com, which was launched by P& G in 1999, isan online
retailing website of P& G featuring cosmetics. Customers can take advantage of this direct
channd with the manufacturer by answering background questions and sdecting preferences on
the webgte. Besides customizing the product itself, customers can select its packaging festures,
accents, and even name their creation. Within afew days, the customer receives her customized
cosmetics, wrapped in bright tissue paper, and ddivered in uniquely sized packaging.

Service/Features: Reflect.com permits P& G to use its knowledge of product formulations to
offer the full-range of possible formula combinations of cosmetics and hair care products that are
not available in traditionad Food- Drug-Mass Merchandising outlets. The Internet enables P& G
to offer customized cosmetic formulations by making it essy for P& G to gather the needed
information from the customer (Vanscoy 2000).

R
L) reflect.com

Creation...0ne of a kind beauty products start with
understanding your specific needs, Let's define what's right
for vour Body Lotion, L= scrollbar when required,

Debra Jaliman Skin Care Advisor

€ creste oy formula

Answer these questions to create your product. (scroll
if necessary)

How do vour legs feel?

Body Lotion I LI
b ltTl s What is vour ethnic background?
Ei
How much time do you usually spend in the sun each day?
| =

help How does your skin tend to feel?
[ ]

Image 1: Screenshot of Reflect.com

Benefits to Consumer: Reflect.com provides customers with vauable knowledge of cosmetic
products. Not only does it assist customers by removing the guesswork out of product selection,




but dso it provides customers with information that asssts them in using their products once
they arereceived. To help reduce the frusirations associated with online purchasing, the website
offersa“concierge service’ to assist customers, if needed, during the customization and
purchasing process. Additionally, Reflect.com’s return policy, which states that customers who
are not satisfied with their purchase can return their product for afull refund, is predominantly
displayed throughout the website.

Benefitsto P& G: Reflect.com offers al combinations of product formulations that other
P& G's brands cannot make available through traditiond retalling outlets. More importantly,
Reflect.com gives P& G the opportunity to have a direct sdes channd with customers, which not
only dlows P& G to el products directly to the consumer but it dso dlows P& G to take full
advantage of customer relationship management opportunities. Reflect.com can develop strong
relationships with these customers, while encouraging increased customer involvement.
Information gathered from customersis used to develop customer profiles that can be used to
personalize marketing efforts to customers. Furthermore, the direct channd encourages direct
feedback from customers.

eBusiness Srategies: Direct-to-Customer Digtribution Channel, Product Personaization,
Reationship Marketing

MoreThanACard
http://mmw.morethanacard.com

Objectives/Purpose: Inthe past, P&G has not utilized the diversity of their brand and
product offerings to their advantage. MoreThanACard is oneinitiative that hastried to take
advantage of the variety of P& G offerings by bundling products into care packages.

Service/Features. Website vigtors can select care packages from avariety of themes (e.g.,
arrival of baby, new home) and create a persondized card to include. These care packages
bundle P& G products from severa different product lines within the company and ddliver these
giftsto the recipient’s door (Vanscoy 2000).
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Image 2. Screenshot of MoreThanACard

Benefitsto Consumer: MoreThanACard provides consumers with an outlet to purchase gift
packages that can be ordered online. These packages are conveniently sent to the recipient’s
residence with a personalized gift card enclosed.

Benefitsto P& G: MoreThanACard is another avenue that P& G has taken to offer direct sales
to consumers. Gift packages consst of products from various P& G brands.  Thisalows P& G to
bring the power of their various product lines together into one product offering.

eBusiness Srategies: Product Bundling, Direct-to- Customer Didtribution Channdl, Product
Persondization, Relationship Marketing

PG.com, Brand Webstes, and Online Communities
http://www.pg.com

Objectives/Purpose: P& G's Internet marketing efforts include a corporate webdte,
numerous brand websites, and the sponsorship of online communities. Their corporate website
not only provides corporate information but aso it showcases the range of P& G brands. Brand
webstes give information related to products and their use (e.g., sain removal tips, cleaning
tips). P& G has dso played an active role in the devel opment of severd online communities
(European Cosmetic Markets 2000). Thetopics of interest to members of these communities



aign with the brand that sponsors the site. These initiatives expand their marketing approaches
potentia reach to agloba market.

Service/Features. PG.com features an overview of the company, induding finencid
information, links to brand websites, and specid product offers. PG.com unites the company’s
various brands. Previoudy, P& G has thrown away the power of dl their brands by not putting
them dl together (Lauf, 2001b).

“Where you can bring vaue to the consumer, you have room for interactive marketing (Lauf
2001a).” Brand websitestry to bring vaue to brand products. Some brand websites include
product sdlectors and or aternative uses suggestions to bring vaue to the product (i.e., Pantene,
Bounce), while other brand websites try to bring vaue by providing vauable information (i.e,
Tide's Stain Detective). Product salectors are heavily visited on websites because product
options can exceed what consumers want to pay attention to (Lauf 2001a). Other brand websites
use games (i.e, Crest’s Sparkle City game for kids) or online communities (i.e., Pampers
Ingtitute) to encourage repest vists. P& G has dso collaborated with non-P& G websites to
gponsor online communities (i.e., BeingGirl.com, women.com).

PGcom s s ProctereGamble
Home Tools & Offers | Investors | Jobs | News & Perspective | About P&G
Your One-Stop Connection to P&G and Our Brands
FEATURE
Getting dirty is easy...Getting
SERVICES AND OFFERS
iy 5 200 clean just got easier - with a
site search Try and Buy b FREE Tide Kick.
I Go Getfree samples and huy our latest innowvations
; hefore they hit the stare shelves.
Register
Kick-startthe pretreater in your Tide.
ContactlUs
Wehsite Feedhack Help Us Create »
Site Help ) ) '
- See & share ideas for improving our brands and Kickstart the nretreater in vour
Site Map creating new anes. p K

Tide with a Free Tide Kick. With
Tide Kick and Tide Deep Clean
Formula completely rermove

Tell us what yvou think about Olay,

PRODUCT HELP Sweepstakes and Hewsletters w mare of your stains than any
i Sign up for sweepstakes, contests, and free email leading prefreater and other
o e newsletters from our brands. regular liquid laundry detergent
o e Sign up for the Tide Spin &Win contest. cambined.

. * GET A FREE TIDE KICK™

Image 3: Screenshot of PG.com
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Image 5: Screenshot of BeingGirl.com



Benefits to Consumer: Brand webstes primarily build consumer awvareness about products.
In addition to discovering information about certain products, many brand websites alow users
to request free samples or order coupons online. Product selectors on brand sites benefit
customers by helping them choose the product style that best suitstheir needs. Online
communities, such as the Pampers Ingtitute and BeingGirl.com, encourage the development of a
community among visitors through the use of bulletin boards and chatrooms available to
members. In fact, Pampers Ingtitute has dmost as many registered users as the leading parenting
magazine' s website (Lauf, 2001b). Furthermore, PG.com and brand websites provide consumers
with another customer service outlet in addition to traditional customer service outlets (i.e, retail
stores, phone haotlines).

Benefitsto P& G: P& G benefits from the direct interaction from customers through websites.
Time-to-market is akey source of competitive advantage, particularly for products with alife
cycle of lessthan two years. Research suggests that these companies consider thefollowing
drategies get cusomers input early in the development process, use engineering capability that
rapidly convert cusomers needsinto product designs, develop cross-functiond teams for
concurrent engineering, and encourage learning through product modifications (Datar et d.

1997). P& G hasincorporated Internet technologiesin its consumer research strategies with the
objective of reducing cost and time-to-market. For example, traditional consumer research
drategies would cost P& G gpproximately $25,000 to conduct a concept test for a new product,
with the procedure taking two months for completion. By incorporating the use of the Internet
into concept testing, procedures have been reduced to two weeks for completion and the cost of
concept testing has reduced by $22,400 per test (Advertising Age, 2000). Overdl, marketing
research costs have been reduced by 50-70% through these strategies (Vanscoy, 2000). Online
discussion forums have the potentid to replace quditative (focus-group) testing and quantitative
research (Advertising Age, 2000).

Additionaly, P& G benefits from its sponsorship relaionshipsaswell. In addition to
providing an outlet for marketing brands, some webdtes (i.e., Bolt.com) provide P& G with
profiling and segmentation data gathered from polls and forums (Promo, Oct. 2000)

P& G has benefited from its changes to product introductions. P& G used the Internet to
introduce anew product line, Physique, to the marketplace, rather than the traditional Strategy of
an intendve advertisng campaign. Additiondly, PG.com dlows vistors to purchase products
online. These products are in the beta-testing stage of product development (VVanscoy 2000).
For example, P& G has aso used the Internet to sdll beta-test products (e.g., Crest Whitestrips
and Crisco’'s CookSmart) prior to their introduction in traditiond retailing outlets.

Not only do website visitors benefit from product selectors on brand websites, but P& G aso
benefits from product selectors. Firdt, product selectors encourage customersto be actively
involved with aproduct. Second, proper product selection hel ps improve customer satisfaction.
Third, information gathered from product sdectors can help P& G learn more about and better
understand their customers.



eBusiness Srategies. Persondization, Rdationship Marketing, Direct-to- Customer
Digribution Channd (test items only), Product Devel opment Efficiency

Supply Chain Information Collection Initiatives

Objectives/Purpose: P& G has focused on severd projects to help improve the collection and
flow of information across their supply chain. The capture and flow of more accurate and timely
information can help reduce costs associated with ordering and maintaining an inventory.

Service/Features. P& G has been working on implementing an enhanced supply chain
management strategy, referred to as* smart packaging.” P& G hopesthat their smart packaging
initiative, which includes embedding microchips into product containers, will identify when,
where, and what specific units of a product are sold. Additionaly, P& G has teamed up with
Microsoft to improve point-of-sale efficiency. Their system captures red-time point- of-sale data
that is aggregated and processed by intelligent agorithms which then identify the products that
need restocked, resupplied, and manufactured (P& G Press Release, 2001).

Benefitsto P& G: Through the smart packaging initiative, the company will be able to track
eech individud unit from its production through its purchase a theretail outlet.  Additiondly,
P& G hopesthat the initiative will continue into the customer’ s kitchen. Specific ideas include
the capabilities of automaticaly charging a customer’ s bank account via the Internet when the
shopper adds a product to their grocery cart and automatically reordering products viathe
Internet when they run low in the customer’ s refrigerator (Vanscoy 2000). Although the data
obtained through smart packaging will origindly be used for inventory management, P& G hopes
that the data eventually will be used throughout the entire supply chain (Vanscoy 2000).
Through their supply chain solution with Microsoft, P& G can integrate sales data with its own
core operationa and business intelligence systems (P& G Press Release, 2001).

Benefits to Supply Chain: Theseinitiatives hope to ease the ordering process. Reordering
can become more accurate and require less time than current procedures. For ingtance, their
supply chain solution hopes to reduce inventory by 50% while improving out- of-stock retailing
conditions by 25% (P& G Press Release, 2001).

eBusiness Srategies. Information Flow Improvement, Supply Chain Efficiency

Transora
http: //mww.transora.com

Objectives/Purpose: Transorais an online procurement Ste for the business-to-business
consumer packaged goodsindustry. It isdesigned to “facilitate cross-indudtry integration,
communication, and cooperation (Krivda, 2001).” The consortium of CPGI members, which
currently includes over 80 companies, originated from corporate investors who pledged $250
million to fund its development (Krivda, 2001). Transora s CEO Judith Sprieser stated that the
collaboration of CPG members resulted from the recognition of acommon need set. CPG
members redized “that tackling the next leve of inefficiencies was too difficult and expensve to
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do adone. So they pooled their money and created Transorato help them to exploit the next level

of efficiencies and information flow (Krivda, 2001).”

E-Marketplacesin CPG Industry

. Transora
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Other Horizontal Exchangeﬁ

Image 6: Transora’'se-market structure

Service/Features. Transora svison isto “lead the transformation of the consumer products
and services industry through a globa, open, standards-based, industry-led marketplace that
ddivers breakthrough vaue for dl industry participants.” Companies are connected through
shared standards and shared transaction formats, but the business that is done through the
exchangeis conducted privately (Krivda, 2001). Transoraaso provides other value-added
sarvices, including collaborative planning, forecasting and replenishment, and the ability to
smplify ordering processes and to improve ordering accuracy (PR Newswire 2000). Some
investors in Transorainclude The Coca- Cola Company, Diaego PLC, The Earthgrains Company,
Kraft Foods, Inc., Procter & Gamble, H. J. Heinz Company, Sara Lee Corporation, Parmaat and
Unilever, NV.
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Wigion Statement

1 ip]
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Compary Higtony

alue Propaszition ¥Yalue Proposition

Management Profiles Transora's global scale, broad range of services, and open dezign deliver real value and advantages to all
participants - suppliers, manufacturers, and retallers. Transora's eMarketplace provides a unigue forum where

Tranzora Press Center participantz can exploit all dimenszions of compehitive advantage: customer inimacy, product supernianty, and cost
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o + Suppliers can seamleszly integrate with manufacturers and improve collaboration, demand planning.
logistics and inventon management.,
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+ Retailers can develop clozer, more productive relationzhips with manufacturers and more responsive
—] consumer strategies.
+ Industry participants and consumers can access and exchange relevant, imely information to build
their commmnity.

Image 7: Screenshot of Transora.com

Benefits to Supply Chain: All participantsin the vaue chain can benefit from increased
connectivity with other members, aswel as enhanced automation, and improved inventory
management. Suppliers using Transora have access to alarge customer base and redlize lower
procurement and customer acquisition costs compared to traditiond channels, while
manufacturers benefit from improved customer service with retailers and wholesders (PR
Newswire 2000). In past trials companies saved 22-25% over ther typica procurement
procedures for indirect materias (PR Newswire 2000).

Benefitsto P& G: P& G beieves a* seamless supply chain” can reduce hdf the cogts and haf
the time it currently takes to transform raw materidsinto finished products (BtoB, November 6,
2000). The combined effects of P& G's participation in Transora, as well as its other supply
chain initiatives, could reduce the company’s supply chain cycle by 2-3 days (Vanscoy 2000).
This computes to a$1.5 billion reduction in working capitd and a $100 million savingsin
inventory management, before considering additiond sales that are currently lost when retailers
are out-of-stock due to ordering inefficiencies. P& G has set agod of taking 50% of retailer
orders over the Web by the end of 2001 (BtoB, November 6, 2000).

eBusiness Srategies. Supply Chain Efficiency, Information How Improvement

Yet2Com
http: //www.yet2.com
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Objectives/Purpose: Y et2.com is an dectronic marketplace that provides the forum for
companies and individuals to purchase, sdll, license and research intellectud assets. Only a
fraction of the billions of dollars spent on research and developmert is ever commercidized in
products. Y et2.com, which was founded in February 1999 with over 50 corporate Sponsors,
helps companies extract vaue from undervaued or unused technologies by streamlining the
traditiondly lengthy and ineffective process of technology transfer.

sale ar license.

Sea rCh fl nd the world's developed technologies for yet@com

About Us

Find a Technology  List a Technology Insight Using this Site

yetz.com is the marketplace for licensable technologies fram all over the waorld. We help
you make non-intuitive connections to buyers from places you never thought of looking.

We provide unique access to owners of advanced technologies, Now you can avoid costly
R&D processes, increase speed-to-market, and maximize R&D profitability,

If a solution is out there,

we'll help vou find it. Search
techrologies available for
license or create an anonymous
Technology Want Ad,

Qur process is anonymous, confidential and secure.

== —_
| Tech of the Week

web-bazed technology marketplace, Learn more about aur

founding sponsars,

Become a Member. It's Free!

Image 8: Screenshot of Yet2.com

IThese gloebal leaders have chozen petZ.com as their official Industry Insights

Service/Features:  Although the market for intellectual propertiesis estimated a $105
billion, finding potentia buyers for technology has been a difficult and lengthy process.
Y et2.com provides an eectronic globa marketplace dedicated to the transfer of these assets.
Owners of intellectua properties can list functiond descriptions of their licensable technologies
on the website, while technology seekers can use search tools to assist in locating technology that
fulfill their needs. Information between owners and seekers are confidentialy exchanged until
both parties have qudified the other party for the transaction. Once both parties have been
qudified, the negotiating occurs offline. Parties are only charged afee (approximately 10%)
when a successful agreement occurs. Present listings include over $10 hillion in investments.

Benefits to Participants. The average corporation only markets 20-30 percent of its
technologica assets. Through Y et2.com ligtings, sdllers can turn these untapped assetsinto
revenues by sdlling them to companies who can benefit from these properties. Even
technologies that are presently marketed by a company could bring additiona revenuesto sdllers,
if they have gpplications for other products and industries. Additionally, both parties benefit
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from the reduction in costs associated with identifying companies holding or needing intellectud
assets. Without the use of dectronic marketplaces, companies would rely on persona
networking to identify buyers or sellers for specific assets. The traditiona process to market
intellectual assetstook an average of 12-18 months and was often limited to those companies
within their own indudtry. Y et2.com can Sgnificantly reduce the time it takes to identify a
transaction partner. Furthermore, its members cross various industries and countries, with over a
third of the listed technol ogies being from outside of the U.S. Overdl, Y et2.com features can
help companies “avoid costly R& D processes, increase speed-to-market, and maximize R&D
profitability.”

Benefitsto P& G: P& G was one of the founding sponsors of Yet2.com. P&G'sincludes
descriptions of itsintellectual properties to encourage the development of partnerships with other
corporations interested in purchasing a license to use P& G patents. Most revenue P& G received
from Y et2.com partnershipsis pure profit, snce the research and development costs involved in
edtablishing the patented item have dready been absorbed (Vanscoy 2000). Both marketed
products and non-marketed assets have been included. For insgtance, the enzyme used in Tide
detergent can ultimately also be used as alubricant for ail drilling and as a contact lens cleaner.
P& G can aso purchase other companies assets, which may reduce the time it takes for thelr
own product development.

eBusiness Srategy: Market Intdlectua Property, Product Development Efficiency
Innovation Net

Objectives/Purpose:  Innovation Net is an online community for P& G employees. It
accderates innovation and technology transfer by connecting company scientists, engineers and
market researchers (P& G Press Release, 2000).

Service/Features: Users can search existing reports or add comments to a database for
solutions and idess. The database aso suggests readings and newd etters for employees based on
the searches that they have conducted on the website (Vanscoy 2000). Additiondly, thereisa
My Ideawebste that alows employeesto send ideas directly to the principal researcher at P& G.

Benefits to Employees. P& G’ s Innovation Net links 18,000 employees worldwide. It gives
employees convenient access to over five million pages of corporate research and knowledge
(P& G Press Release, 2000). Also, it develops a community among employees.

Benefitsto P& G: P& G has used the Internet in its strategy to reduce time in its product
development process (Vanscoy 2000). InnovationNet allows employees from different
departments of P& G to collaborate more quickly on product design and processing iSsues.

For example, Swiffer, adust mop product, hit the market in only 18 months. This reduction in
time-to-market was attributed to “the Web collaboration of experts who rarely teamed up before
(Business Week, 2000).”

eBusiness Srategy: Product Deveopment Efficiency, Information How Improvement
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Table 2: P& G Electronic Commerce | nitiatives

INITIATIVES

POTENTIAL BENEFITS

1. Reflect.com

2. MoreThanACard

3. PG.com, Brand Websites,
and Online Communities

4. Supply Chain Information
Collection Initiatives

5. Transora

6. Yet2Com

7. Innovation Net

Allows P& G to sell products directly to consumers
Allows P& G to offer product formulations that traditional retailing outlets

do not carry

Expands businesses’ potential reach to a global market

Allows P& G to take advantage of customer relationship management
- Personalizes marketing

- Customer profiles can be developed

- Increases customer involvement

- P&G can have direct interaction from customers

Allows P& G to sell products directly to consumers

Allows P& G to bundle productsinto a personalized gift

Expands businesses’ potential reach to a global market

Allows P& G to take advantage of customer relationship management
- Personalizes marketing

- Customer profiles can be developed

- Increases customer involvement

- P&G can have direct interaction from customers

Allows P& G to sell products directly to consumers

Reduces product development costs

Expands businesses’ potential reach to a global market

Provides an additional customer service outlet

Allows P& G to take advantage of customer relationship management
- Personalizes marketing

- Customer profiles can be developed

- Increases customer involvement

- P&G can have direct interaction from customers

Improves information sharing

- Dataismoretimely and more accurate

- Expands the accessibility of datathroughout P& G and supply chain
Improves point-of-sale efficiency

Improves inventory management

Reduces ordering costs

Reduces ordering costs

Improves access to data

Strengthens supply chain rel ationships
Reduces customer acquisition costs
Improves inventory management

Improves enterprise knowledge management
Reduces product development time

Allows for the sale of intellectual properties
Accelerates the transfer of intellectual assets

Improves enterprise knowledge management
Reduces product development time
Encourages employee collaboration and input
Devel ops an employee community
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IV ANALYSISOF THE WEB INITIATIVES

The widespread adoption and use of the Internet and Web technologies (e.g. the World Wide
Web) have provided companies within the Consumer Product Goods Industry (CPGI), a$1.3
trillion industry (Krivda, 2001), with severd new opportunities that may improve existing
business practices or may result in the development of new business models. These
opportunities can be categorized into four classfications. Customer Management Opportunities,
Supply Chain Opportunities, Inter-Organizational Opportunities, and Within Organization
Opportunities. Table 3 provides asummary of these opportunities
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Table 3: Web Opportunitiesin the CPGI

OPPORTUNITIES

WHAT DOESIT CHANGE?

WHAT ARE ITSCHALLENGES?

CUSTOMER MANAGEMENT OPPORTUNITIES

1. Expandsbusinesses potential reach
to a global market

2. Allows for customization of products

3. Allowsfor customer relationship
management

SUPPLY CHAIN OPPORTUNITIES

1. Improvesinformation sharing

2. Allowsthe manufacturer to offer
direct sales

Companies can overcome geographic barriersto reach agloba
customer-base

Provides an additional outlet for product and brand marketing
Provides an additional customer service outlet

Allows companies to offer all versioning combinations
Allows customers to personalize their product preferences

Allows for more personalized marketing rather than the many-
to-many marketing campaigns used in broadcast media
Allows companies to collect data and develop profiles of their
customers

Encourages an increase in customer involvement

Allows for adirect interaction to occur between companies
and website visitors

Encourages the sharing of more timely and more accurate
information that could reduce ordering inefficiencies among
channel members

Overcomes some barriers that have prevented manufacturing
companies from selling products directly to end-consumer
Allows manufacturer to sell products that traditional retailing
outlets do not carry

INTER-ORGANIZATIONAL OPPORTUNITIES

1. Reduces product development and
ordering costs

Automates or eliminates steps in the ordering process
Encouragesinternal and external collaborations resulting in
faster product development

WITHIN ORGANIZATION OPPORTUNITIES

1. Enhances enterprise knowledge
management

Capture knowledge can enhance day-to-day operations and
provide support during decision-making

Building a brand on the web since traditional brand building
models do not convert

Increased competition

Threats from start-up companies that move more quickly than
larger traditional companies

Language and cultural differences across customer-base

Requires a direct channel between manufacturer and customer
Customers would need to be heavily-involved in the product

Consumers will be selective when determining with which
companies they will develop arelationship

Companies are uncertain how to determine the cost-benefit of
online marketing efforts

Consumer privacy issues arise

Developing relationships and mutual alliances among channel
members

Sharing proprietary information with channel members
Shifting power among channel members

Requires the development of new strategies and merchandising
skills

Existing business procedures may need adjusting (e.g., after-des
servicing)

After-purchase services in an online marketplace can be more
complicated than in a traditional marketplace

Drawing consumers interested in purchasing product online (i.e.,
heavily-involved customers)

Conflict with existing channel members

Developing and maintaining the technology

Properly storing and organizing knowledge bases
Retaining talented information technology employees
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Customer M anagement Oppor tunities

Opportunities classfied in this section enhance a company’s relaions with its cusomers.
The use of Web technologies makesiit easier to reach customers, to become knowledgable about
the individudity of customers, and to provide customers with products that best match their
preferences.

Expands Businesses Potential Reach to a Global Market

In the traditiond marketplace, geographic barriers limit the customer base of abusiness.
Consequently, the group of potentia consumers for manufacturers within the CPGI is limited to
those customers within a reasonable distance from retailers carrying the manufacturers products.
Furthermore, the reach of advertising effortsis aso limited to viewers, listeners, and readers of
specific mediain which the manufacturer’ s products are marketed.

The Internet overcomes these limitations by allowing corporations the potentia to reach a
near-globa market regardless of the consumer’s location and accessibility to stores. The
opportunity for near-limitless reach is agnificant, particularly for regiond corporations thet
would otherwise not reach specific customers due to geographic limitations. Furthermore, the
Internet provides members of the CPGI with an additiond outlet for product and brand
marketing, as well as an additiond outlet to provide customer service. By taking advantage of
these new opportunities, companies can increase the information services (e.g., product
specifications, product selectors) that they provide to their consumers.

Since some companies of the CPGI have been established for over a century, they have had
severd yearsto experiment in developing and evauating brand-building modelsin the traditiond
marketplace. Unfortunately, traditiona brand-building models do not convert over to an online
marketplace. Thus, building a brand on the Internet is anew experience for corporations within
the CPGI.

A second challenge that traditiona manufacturers must faceis the threat of new competition.
Since the reach of manufacturers expands in the online marketplace, traditional competitive
advantages derived from location may no longer sustain. Not only are traditional competitors a
growing threet, but also are venture-funded start- up companies thet typicaly move ten times
more quickly than large traditional companies (Lauf, 2001b) do in the online marketplace.
Furthermore, the language and cultura differences among consumers across the expanded reach
of the online marketplace require additiond considerationsin product developing and marketing
efforts.

Allowsfor Customization of Products

Traditiondly, after acompany markets awedl-received product, its managers would
determine the next version of the product that would add the most value to its market offerings
(Lauf, 2001a). Although the CPGI is 50 to 100 years up the product versioning curve (Lauf,
2001b), the traditiona brick-and-mortar marketplace does not dlow al combinations of possble
versons to be offered.
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The Internet can overcome the physica space limitations of the traditional marketplace, by
alowing companies the possibility to offer al versoning combingtions. Thus, the Internet can
provide the medium for corporations to offer these versoning combinations in amanner that is
customized to the preferences of the specific buyer. This can be a significant opportunity for the
CPGI industry, since it is not economical to provide the various combinations of most CPGI
products through traditiona channels.

The offering of persondized products would require adirect channel between the
manufacturer and customers. As mentioned previoudy, not al products within the CPGI would
be feasible candidates for direct sales and, thus, are not strong candidates for customization
ather. Additiondly, customers who would desire persondized products purchased over the web
would tend to be heavily involved in the product.

Allowsfor Customer Relationship Management

The Internet changes the way businesses form relaionships with its cusomers. Ina
traditiond marketplace, it can be extremdy difficult and expensve for abusinessto develop
relationships with customers that will provide the business with vauable information about each
customer’s preferences. Not only that, marketing in the traditiond marketplace is often
impersond, as popular broadcasting media only dlows a many-to-many relaionship between
consumers and the company that sponsors the advertisng (Lauf, 2001b).

The possibility for relationship-focused marketing provides severd new opportunities for
companies. By collecting data from website visitors, corporations can develop profiles of their
customers. These profiles will provide corporations with a better understanding of who their
customers are, while alowing corporations to persondize marketing efforts to the specific visitor
based on the data in hisher profile. These persondized marketing efforts combined with the
features offered on awebdte can result in a stronger relationship between a company and its
customers. Features, such as interactive games, can encourage repest visitsto awebsite, while
tools, such as product sdlectors, can increase customer satisfaction by better matching a
customer’ s needs with the company’ s products.

Reationship managemert can aso encourage an increase in customer involvement. Certain
company and brand websites can be devel oped with the objective of building a sense of
community among its vistors, which in turn encourage repest website vists. Reationship
management also dlows for direct interaction between the company and customers. Direct
interaction not only strengthens the relationship between the two entities, but it can aso provide
the company with costs savings for certain procedures. For example, direct interaction from a
customer could be used to reduce product development time by allowing customers to provide
immediate feedback for itemsin testing stages.

Unlike most broadcast media (e.g., televison commercids, print advertisements), consumers
will have a choice as to which companies he/she iswilling to support areationship with on the
Internet. Although the relationship developed will be stronger than that arising from broadcast
media, consumers will not support relationships with as many marketers as they see through
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broadcast media (Lauf, 2001b). Thus, Sarting arelationship with consumersis a chalenge that
arisesfor CPGI companies using the Internet as an advertisng tool. Additiondly, many
companies are uncertain as to how to determine the cost benefit of interactive marketing. For
example, how would a company measure successful interactive marketing efforts? (Lauf, 2001b)

Furthermore, as companies develop stronger relationships with customers by discovering
more information about the customers, maintaining consumer privacy may become an additiond
chdlenge that companies will need to address.

Supply Chain Opportunities

Supply Chain Opportunities have an influence on alarge number of players within the CPGI.
The use of Web technologies can be usad to improve the sharing of information among channel
membersin hopes of reducing inefficiencies. They can dso be used to dter existing distribution
channdls.

I mproves Information Sharing

Web technologies provide the medium for improving information sharing among channel
members within the CPGI. In the padt, information has not been fully shared among channdl
members within the CPGI, even with the aid of technologies, such as eectronic data interchange,
that encourage the sharing of information. When information, such as demand forecasts, are not
fully shared among channd members, ordering inefficiencies can occur.

The Bullwhip Effect, which has been discussed in channd management literature, isthe term
coined for ordering inefficiencies. The Bullwhip Effect describes the occurrence of large
variancesin orders placed with suppliers compared to the actua variances of sdlesfor the buyer.
It occurs when demand information is distorted and amplified throughout the supply chain asthe
information moves upstream.

Four causes of the bullwhip effect have been identified: (a) demand signa processing occurs
when channd members use past demand information to forecast future demands in anorr
stationary market, (b) the rationing game occurs when business customers within the supply
chain dtrategically order a quantity greater than what is needed to hedge for a predicted shortage
within the industry, (c) order batching can cause a bullwhip effect particularly when fixed order
costs are incurred when placing orders, and (d) price variations can cause a bullwhip effect when
purchase prices are not constant(Lee et d. 1997). Severd costs are associated with bullwhip
orders. the unplanned purchases of supplies, additiona manufacturing expenses due to excess
cgpacity, inefficient utilization of human resources resulting in overtime, warehousing expenses,
and inefficiently scheduled transportation costs. For example, more than ahaf of U.S. trucks are
less than partidly filled during trangit (Krivda, 2001).

Companies can help avoid the bullwhip effect and its associated costs by sharing sales
forecasts and information data with other channel members, by coordinating orders across the
various retalers, and by smplifying pricing and promotiond activities (Lee et a. 1997). Web
technologies, such as B2B exchanges, encourage the sharing of timelier and more accurate



information resulting in reduced inefficiencies (Corbett et d. 1999). Landry (1998) suggests that
pertinent information, such as sales gods and target costs, should flow freely among al members
of the eectronic channdl.

The use of web technologies to encourage the sharing of information among supply chain
members is not adopted without addressing new chalenges. A primary chdlengeisthe
development of relationships among chain members (Landry, 1998). By building reationships
among channd members, companies are further encouraged to operate closely and share
information openly. However, companies may be hesitant to share their internd “proprietary”
datawith others. Infact, public exchangesinitidly planned “to have dl the datavisble to all
partipants, afeature that inspired fears of corporate espionage and competitive disadvantage
(Kirva, 2001).” The sharing of information openly to outsde organizations is difficult without
first developing dliances. Thus, mutua dependenciesin aliances should be encouraged
(Landry, 1998).

Another impact of improved information sharing is a shift in power among players within the
exchange. Businessesthat have used their industry power to their corporate advantage might
need to relinquish some power in order to develop the trust needed for these types of dliances.
Landry (1998) suggests that power among supply chain members should be balanced. Balanced
power among members of the exchange can help to increase trust by removing dominations by a
few members within the industry.

Allows the Manufacturer to Offer Direct Sales

Web technologies have changed traditiond ditribution channds for companies within the
CPGI. For many decades, manufacturers have relied on traditiond distribution channdls (e.g.,
supplier > manufacturer - distributor - retailer - consumer) to get their products within the
reach of consumers. Didtributors and retallers assisted manufacturers by dispersing their
products across arange of retailing outlets and locations, thus making their products more
convenient for consumers to purchase. Without the value provided by the services of distributors
and retailers, manufacturers would have to manage their own retailing outlets, which would
require additiona expenses (e.g., overhead and personnel).

The Internet and the World Wide Web have enabled companies to overcome some of the
barriers that have previoudy discouraged manufacturing companies from selling their products
directly to the end-consumer. By developing an online storefront as part of an Internet website,
manufacturers can overcome the barriers of atraditiond brick-and-mortar marketplace by
reaching customers, regardless of ther location, without the aid of distributors and retailers.
Thus, online storefronts result in the development of a new distribution channd (i.e.,, supplier >
manufacturer > consumers). By creating adigtribution channd that does not include
digtributors and retailers, manufacturers can reduce the costs associated with getting their
products to consumers by providing for themsalves the vaue that was previoudy provided by
those channd members.

Not only do web technologies offer manufacturers within the CPGI the opportunity to sdl
their products directly to consumers without using the services of distributors and retailers, but
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aso the Internet can be used as a medium for the manufacturer to sall products that few or no
traditiond retailing outlets are interested in carrying. Specificdly, productsthat arein the late
meaturity stage of their product life cycle, dthough il in demand by some consumer groups, are
key candidates for products that could be sold directly to consumers from the manufacturer
through an online storefront.

The opportunity for adirect channe between manufacturers and consumersis not without its
own chdlenges. Firgt, a new business strategy would need to be developed and new procedures
would need to be established if manufacturers were to sdll their products directly to consumers.,
Thiswould require manufacturers to not only fulfill the role of a producer but dso the role of a
merchandiser. Merchandising functions, which have long been the core competencies of
retailers, would now need to be handled by the manufacturer. The manufacturer would need to
develop anew st of skillsto become competent in functions (e.g., customer service, knowing
what and when to procure) that were previoudy handled through the retailer. Additiondly,
services that occur after the initial purchase of the item can be more complicated through an
Internet channdl. Product returns, for example, are complicated in an Internet channdl.
Unsatisfactory after- sales services can leave the customer frugtrated. An additiona challenge for
manufacturersis the creation of policies and procedures that would help dleviate any added
frustrations that might arise during the process of purchasing online or after the product has been
ordered.

A second challenge results from the characteristics of the product itsdlf and the profiles of the
consumers who purchase them. Customers would need to be heavily involved in a product
before purchasing it directly online (Lauf 20018). Some products within the CPGI (i.e,
cosmetics, hair care products) are more likely to have heavily involved customers than are other
products within the industry (i.e., toilet paper, tissues). Identifying consumers who have the
potentia to be heavily involved with certain products becomes a new challenge for
manufacturers pursuing a direct sales channdl.

A third chdlenge tha results from the changes to distribution channels brought about from
the use of web technologiesis the possihility for conflict across channds. The offering of direct
sdes by amanufacturer can result in conflict with traditional channel members. Companies
within the CPGI have exigting customers and distribution channds through which their business
moves. Direct sdes by the manufacturer to the consumer could damage existing relationships
with traditiond channd members (Lauf 2001b). Furthermore, the traditiond distribution
channe brings vaue to manufacturers, and it is uncertain if these vdues are vdid in an Internet
channd. 1t is necessary for manufacturersto keep their relationships with traditiona channe
members intact as Internet storefronts have not diminated the need for traditiona channels.
Consumers want the convenience of retallers, particularly for consumer products and grocery
items produced by CPGI manufacturers (Lauf 20018). Without aretailing outlet, consumers
would need to visit numerous manufacturers websites to purchase needed items. Additionaly,
retallers benefit manufacturers by providing them with an outlet to advertise on alocd level
through the use of store flyers and displays.
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| nter-Or ganizational Opportunities

Opportunities that impact the business processes between a company and one of its partners
are classfied as Inter-Organizationd Opportunities. Specificaly, web technologies assst
companies and their partners in reducing ordering costs and reducing product development time
through collaboration.

Reduces Product Development and Ordering Costs

Web technologies provide the medium for reducing product development and ordering costs
for members of the CPGI. Incongstent purchasing practices have cost manufacturers nearly
$900 billion annuadly in procurement expenses (Krivda, 2001). Additionaly, warehouses have
caried over $1 trillionin “just-in-casg” inventory, as forecasting technology has shown to be
inefficient (Krivda, 2001).

In addition to reducing costs associated with unexpected Bullwhip orders, web technologies
can streamline the costs associated with the ordering process. By automating or eiminating
sepsin existing processes, reductionsin ordering costs can be redized.

To further reduce costs, web technologies could be used as a decisionmaking tool that not
only reduces product development cogtsinterndly for the organization, but dso dlowsthe
manufacturer to coordinate decis on-making among channel members to encourage faster
product development and innovations through collaborations (Landry 1998).

Unfortunately, it can be difficult for many companies to develop and maintain these
information systems and technologies. Many Fortune 50 firms can no longer afford to develop
magor information systems on their own (Lauf, 2001b). Determining whether to outsource any
functions that are currently interndly-operated becomes an issue for those trying to reduce the
cogts associated with these technologies.

Within Organization Opportunities

Within Organization Opportunities affect the company’ sinterna processes. Not only can
Web technologies be used to enhance collaboration among departments and employees, they can
be used to enhance the management of enterprise knowledge.

Enhances Enter prise Knowledge M anagement

Although traditional assets (e.g., factories, equipment) once were the source of wesalth
cregtion for businesses, intellectua property has become the source of wedth creation in today’s
economy (Lauf 2001b). Intellectua property, such as knowledge bases, can benefit the entire
company if it is properly stored, organized, and utilized (Turban, 1998). By capturing expertise
from within the organization and providing that knowledge as information that can be used by
any employees, businesses can enhance their day-to-day operations or provide added support
during decisor making.



Intelligent agents and web technol ogies are facilitating the use and maintenance of
knowledge bases (Turban, 1998). Because of the technical specialization required for enterprise
knowledge management, it can be difficut for companies to hire and retaining talented
information technology and knowledge workers. The demand for these highly skilled employees
will continue to grow with existing and future commerce initiatives

P& G’sWeb Initiatives

Theinitigives that P& G has undertaken take advantage of many of the web opportunities
available to the CPGI. Table 4 displays which initiatives are capitaizing on each opportunity.

Table 4: A Comparison of Web Opportunities and P& G’ s I nitiatives

OPPORTUNITIES P&G INITIATIVES

CUSTOMER MANAGEMENT OPPORTUNITIES

1. Expandsbusinesses’ potential reach to a global - Reflect.com
market - MoreThanACard
- PG.com, Brand Websites, and Online Communities

2. Allowsfor customization of products - Reflect.com
MoreThanACard

3. Allowsfor customer relationship management - Reflect.com
MoreThanACard

PG.com, Brand Websites, and Online Communities

SUPPLY CHAIN OPPORTUNITIES

1. Improvesinformation sharing - Supply Chain Information Collection Initiatives
Transora

2. Allowsthe manufacturer to offer direct sales - Reflect.com
MoreThanACard

PG.com, Brand Websites, and Online Communities

INTER-ORGANIZATIONAL OPPORTUNITIES

1. Reduces product development and ordering costs - PG.com, Brand Websites, and Online Communities
Supply Chain Information Collection Initiatives
Transora
Y et2.com
Innovation Net

WITHIN ORGANIZATION OPPORTUNITIES

1. Enhances enterprise knowledge management - Supply Chain Information Collection Initiatives
Y et2.com
Innovation Net
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Customer Management Opportunities: Three of the P& G initiatives presented here take
advantage of the customer management opportunities arisng from the web. Reflect.com,
MoreThanACard, and PG.com/brand websites have expanded P& G’ s potentia reach to aglobal
market through the development of aweb presence. Theseinitiatives have dso dlowed P& G to
enhance its customer rationship management efforts.  However, these initiatives are not
redlized without involving technical, economical, and organizationa issues.

Aswith past innovations, P& G has been in the forefront of companies within the industry
that are capitaizing on these customer management opportunities, with severd initiatives being
well recelved by consumers. For example, it can be a challenge for companiesto build a brand
on the web since traditiona brand- building models do not work. A few months after the June
2000 launch, the struggling MoreThanA Card website was shutdown so a new Site design could
be created. Reflect.com, however, experienced a successful launch and has continued to attract
the attention of women. Since its debut, Reflect.com has fulfilled over one million customized
orders (Reflect.com Press Release, 2001). Establishing a complementary mix of marketing
approaches, including both Internet advertising and traditiona advertisng media, can asss a
company to build a brand on the web.

Another challenge for P& G has been in developing a reason for consumersto return to a
webste. Although, P& G hasinitiated severd features on their website to encourage return
vigits, the company currently doesn’t have enough knowledge in interactive marketing to know
what is successful and what is not successful (Lauf, 2001b), as past measures of interactive
marketing success (i.e., hit-throughs) are not rdiable indicators.  In addition to providing severa
features on their website to encourage return visits, P& G has offered specid promotions to
encourage repeet sdes. With hopes of drawing highly involved cosmetic usersto its Site,
Reflect.com has offered incentives to past customers to encourage repest purchases and referras.
Promotions and loydty incentives have included a free PAm Pilot with a purchase of $100 worth
of cosmetics and free customized mascara for afriend.

Additiondly, it isimportant for P& G to decide whether it should be responsible for
editoridizing the content of its websites, including bulletin boards, chat rooms, and other online
community features (Lauf 2001). In the past, P& G has faced public pressures to close chat
rooms of awebste after receiving complaintsthet it did not curtal sexudly explicit
conversations (Mar keting Week 2000).

P& G has had to develop partnership with other organizations that can fulfill competencies
that P& G islacking to reap from these opportunities. For example, P& G has partnered with
Excite.com, to bring technica expertise to websites (Marketing Week 2000). “The difficulties
that P& G isfacing on the web reflect both the company’ s struggle to connect with consumersin
the 21% century and investors new redlism about the value of the Internet (Marketing Week
2000).”

Supply Chain Opportunities: Severa of P& G initiatives have benefited from the web
opportunities that can enhance the supply chain. A few of these initiatives have improved the
efidency and timeliness of supply chain data, while other initiatives have dtered the
compoasition of the supply chain through the sde of products directly from P& G to the consumer.



The flow of information among supply chain members has improved with these new web
initiatives. Transora has aready launched eProcurement, data cata og, |ogistics optimization
services and collaborative planning, forecasting and replenishment services (Krivda, 2001) that
are benefiting participants. P& G’ s supply chain information collection initiatives have enhanced
the capture and andysis of point-of-sale data that will further improve company processes.
Additiondly, However, consumer privacy may become an issue in regards to these initiatives,
particularly the smart packagng initiative. The capture of detailed consumer data could cause
concern among consumers and privacy advocate groups. 1t will be important for P& G to have a
plan to address these issues as these initiatives develop further.

The development of the direct-to-consumer channd has resulted in afew issuesfor P& G.
It isimportant for P& G to inform traditiond retailers of its intentions with direct sales from the
PG.com and brand websites. P& G has had to assure retailers that their intention with
Reflect.com is not to compete with Food, Drug and Mass Merchandising outlets. According to
research conducted by P& G, there isaneed for distributors and retailers within this industry
(Lauf 20014). Findings suggest that consumers want an aggregator for consumer product goods
because of the convenience that they provide. (Ironically, Food, Drug and Mass Merchanding
outlets frequently sdll their own private label consumer product goods that directly compete with
P& G products.) Furthermore, the sale of beta products on PG.com direct sales are not intended
to be a subgtitute to traditiona channels of product digtribution. Rather, these strategies are used
to develop an interest in new products before they reach retailers (i.e., word- of-mouth referrds).

P& G has aso faced the issue of whether it should continue to offer the direct purchase of
MoreThanACard packages or if they should partner with retailers to offer the productsin their
gores. P& G has been working with retailersinterested in carrying the care packages in their
stores (e.g., Target).

Inter-Organizational Opportunities: Severd of P&G'sweb initiatives have taken advantage
of the inter-organizationa opportunities provided by the Internet. These opportunities improve
upon exiging relations with other organizations. The reduction of product development costs
and ordering cogts have been redlized through the implementation and use of these projects. For
example, Yet2.com has allowed P& G to reduce product development time by providing P& G
with the resources to identify and potentially purchase patented objects from other industries.
P& G could also capitalize on their own patented assets by selling rights to the patents to other
companies.

Within Organization Opportunities: P&G has used the web to implement initiatives that
benefit the entire organization. These initiatives enhance enterprise knowledge management and
encourage collaboration among employees who would otherwise not be coordinating efforts.
InnovationNet has improved employees bility to corporate and other relevant information
through the use of awebste that displays and categorizes linksto al available materid.
InnovationNet also encourages employees to seek advice and input from other P& G employees.
This feature has increased collaboration across departments and brands, which has resulted in
improvements in product development time. Supply chain information collection initiatives have
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aso assigted in the sharing of knowledge acrass departments by improving the access to and
accuracy of market data.

Do P& G’s E-Commer ce | nitiatives Captur e the Unigueness of the CPG |ndustry?

When andyzing P& G's exising e-commerce initiativesiit is apparent that they have considered
the uniqueness of the industry. The following identifies how P& G has taken advantage of the
unique characterigtics of the indudtry (identified in Section 111) through their initiatives.

Reflect.com: Reflect.com changes cosmetics from being just amundane, everyday product to an
exdting product by alowing the consumer to create her own product. This process can dso
increase a person’s emotiond attachment to a product, which can help increase brand loyaty and
assigt P& G in differentiating this brand from competing brands. Reflect.com aso fulfills the ned
for new digtribution channels to reach consumers by alowing consumers to purchase the

product directly from the manufacturer.

MoreThanACard: MoreThanACard aso changes mundane, everyday products across various
P& G brand linesinto gift packages that add emotiond vaue to the products. It can dso help
develop brand loydty by familiarizing consumers who are new users of certain product lines

(e.g., new parents, new homeowners) with products that they may need to repurchase regularly in
the neer future.

PG.com, Brand Websites, and Online Communities. These websites attempt to add value to
existing products through the contents of the websites (e.g., suggestions for dternative uses).
Product selectors on websites assist consumersin differentiating products within asingle brand.
Direct interaction with consumers can improve product offerings and reduce the time hneeded to
get anew product to the marketplace. Being the firsts company to bring a new product to the
marketplace is conddered to be a Sgnificant advantage in thisindustry (Standard & Poor’s,
2000).

Supply Chain Information Collection Initiatives. Theseinitiativesimprove upon the low profit
margin that is redlized on products sold within the industry. It also can increase sales by
capturing the sdles that were previoudy lost due to inventory shortages.

Transora: Transoraaso improves upon the low profit margin that is redized on CPGI products
by reducing the cogts that are absorbed during production. Infact, Transora has the potentia to
generate more profit than initiatives that attempt to increase sales by streamlining production
costs.

Yet2.Com: Thisinitiative improves the time and the costs needed for product introductions by
reducing some of the R& D expenditures needed for product development. Furthermore, it
improves the profit of the company by capitaizing on past expenditures by sdlling rightsto
exiding patents. The sall of these patents can dso improve P& G’ s bottom line during the
current period of low expected sales growth for the industry.
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I nnovationNet: Innovation net is ancther initiative that improves the time required to get anew
product to market by encouraging collaboration among employees across the company.
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