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Preface

In the future digital business will be one of the most important forms of business in do-
mestic and international markets.

In light of this, mastering the concepts and methods of elactronic commerce and its
proper implemantation in a competitive environment will become a priority manage-

ment task

Trend-setting decisions for tomorrow must be made today. However, this is often im-
possible due o the lack of a reliable foundation and the absence of management con-

cepts which can be put into practice.

Many questions pertaining to the devalopment of business strategies for digital busi-
ness still remain unanswered:

o What are the most attractive target groups and the most interesting market
segments?

o In what way are trade relations and branches of industry changing?
- In what areas are modifications of products, prices and communications ne- |
cessam |

4 Which methods of customer recruitment and customer services are appro-
priate for the digital market and how can customer loyalty be increased? I

o Which business models and processes are the most promising?

These questions are answered in this study and substantiated by the latest information
trom more than 200 renowned companies in various branches of industry, thereby of-

fering valuable decision support.

Companies which enter the digital market too late run the risk of losing their existing
market positions. DIGITAL BUSINESS is therefore & management task and should be

accorded the highest priority.

o o (e,

Dr. Klaus Mangold Dr. Thomas Middelhoft

Managing Director of Debis AG Management Board Member at Bertelsmann AG

1

© Disboid Dautschiand GmbH { Telamedia GmbH




W W W w W W ww W W Wy e e

Diebold | Telemedia Digital Business
Study
Content Page
Preface n
Table of Contents v
List of Diagrams Vi
List of Web Page lllustrations X
Introduction 1
1. Background to the Study 8
1.1, Technoiogies 8
1.2. Competition 11
1.2.1. Providers 1
1.2.2. Dewelopments and Trends in the Multimedia-Markat 12
1.2.5. Parameters of Mutimedia Busingss and Future Trends 15
1.3. Added Value Chain 16
2. Target Groups 20
2.1. User Groups 20
2.2. Equipment and Modes of Access 24
2.3, Utilisation and Purchasing Behaviour 28
3. Multimedia Management Instruments 39
3.1. Development Management 39
3.2, Product Managemeant 41
3.2.1. Pricing 42
3.2.2. Product Variation 48
3.2 3. Communication/ Advertising 54
3.3. Customer Management 62
3.3.1. Customer Recruitment 63
3.3.2. Customer Loyalty 68
3.3.3. Customer Services 72
3.4. Process Management 76
3.4.1. Process Structure 7
3.4.2. Process Transtormation 83
3.4.3.IT Support 85
3.5. Success Factors 89
v

© Deocic Destschland GmbH ! Talemedia GmbH




W W W W W W W W W Wy

Diehold | Telemedia _Digital Business
Study
Contents Page
4. Examples of Digital Business in Various Branches of Industry 92
4.1. Publishing/ Media - Project Management Case Study 82
4.1.1. Business Moedel o2
4,1.2. Product Variations 6
4.1.3. Pricing 29
4.1.4. Communication Inslruments 101
4,2, The Tourism Industry on the Intemnet - Customer Management: Case Study 102
4.2.1. The Tourism Inclustey 102
4,2.2. Customer Recruitment 109
4.2.3. Customer Loyalty 113
4,2.4. Customer Servica 115
4 3. Manufacturers & Retailers - Process Management Case Study 117
4.3.1. Examples of the Automotive and Consumer Electronics Industries 117
43,2, Business Models 120
4.3.3. Organisation Management 123
4.3.4. Process Sequence Management 124
5. Conclusion: Digital Business as a Management Function 129
Appendices
List of Companies 130
Authors and Company Profiles 136
v

€ D=mor Samcmase Sow- Tsamecs Sro




L R R R R R L

"!V l

Diebold | Telemedia Digital Businoss
Study
List of Diagrams Page
Diag. 1 Types of multimedia technologics 8
Diag. 2 There will be a greater convergence of multimedia
technologles in coming years 10
Diag. 3 Multimedia is leading to the integration of previously independent industries 1
Diag. ¢ Multimedia is developing into a key medium 12
Diag. 5 Trends of subscribers to on-line services in the USA 13
Diag. & Market shares of on-line services in the USA 13
Diag. 7 Target marketing with multimedia 14
Diag. 8 Parameters of mullimedia business and future trends 15
Diag. 3 The multimedia added value chain 16
Dizg. 10 Analysis of the multimedia added value chain 18
Diag. 11 Check list to identify suitable multimedia activities 19
Diag. 12 Users who regularly or occasionally use the following technologies 20
Diag. 13 On-line services user groups (gender) 21
Diag. 14 WWW user groups (household income in US $) 21
Diag. 15 WWW user groups (eccupation) 22
Diag 16 WWW user groups (age) 23
Diag. 17 Availability of PC and modem in German houssholds 24
Diag. 18 German households with PC, modem, CD-ROM in % terms 24
Diag. 19 PCequipment in Germany 25
Diag. 20 Households with PC, modem, CD-ROM in the USA 25
Dizg. 21 Who can afford a PC? 26
Dizg. 22 Number of Hosts in Europe 1996 27
Diag. 23 Affective altitudes to on-line networks 28
Diag. 24 Experience profile of on-line service users 28
Diag. 25 Number of days on which on-lin¢ networks are used 29
Diag. 26 Frequency of on-line service utilisation 29
Diag. 27 Length of time spent on the Internet each week 30
Diag. 28 Development of other activities, since on-line networks have become available 30

© Diaboic Deutschiand GmbH | Telemodia GmbH

Vi




F
? Diebold | Tclemedia = Digital Business
, Study
=
l
: List of Diagrams (cont.) Page
| Dizg. 29 Predominant account utilisation 31
[: Diag. 30 On-line networks used at present 31
'—é Diag. 31 Distribution of total on-line utilisation time 32
| Diag. 32 Frequently used on-line services 33
é Dizg. 33 Preferred applications 34
= Dizg. 34 Frequency of utilisation of E-mail, shopping and home banking 34
lé Diag. 35 Attitudes to on-line shopping 35
s Diag. 36 Products which interest young users 36
| Diag. 37 Products/ services already ordered via on-line networks 368
3 Diag. 38 Merchandise turnover via digital sales in 1998 (forecast) 37
Diag. 39 Turnover via digital sales in 2005 (forecast) 38
3 Dizg. 40 Stages of Internet development 40
s Diag. 41 Instruments and structure of product management 41
| Diag. 42 Added value potential of digital business 2
's Diag. 43 Price strategy requirements in the digital market 44
Diag. 44 The three types of price differentiation 45
;"a' Diag. 45 Perfect customer differentiation in digital business 46
,5 Dmag. 46 Profitability of imperfect customer differentiation in digital business 48
r. Diag. 47 Factors of influence on product design in digital business 48
,S Diag. 48 Suitability of products for digital business 49
! Diag. 49 Product variation possibilities for digitisable products 50
s Duag 50 Product variation possibilities for products which cannot be digitised 51
i Diag. 51 Product variants through digital business ‘add-ons’ 52
N Omg. 52 Advantages of digital business 53
s Diag. 53 Top 5 - advertisers and advertising sites on the Internet 54
l Diag. 34 Selected ciassification criteria for on-line advertising 55
s Dizg. 55 Advantages of digital business advertising 26
5 Jizg. 56 A comparison of digital business advertising and traditional advertising 58
[ Dizg. 57 Approaches to measuring the success of on-line advertising B0
ls © Dietcid Dewtschiand GmbH ! Telemadia GmbH Vil
.
~




W w W www W w W

Diebold | Telemedia Digital Busingss
Study
List of Diagrams (cont.) Page
Dizg. 38 A comparison of advertising costsin on-line media and traditional media 61
Diag. 52 Forecast growth for the on-line advertising volume 62
Diag. 60 Instruments and structure of customer management 62
Diag. 81 Multimedia instruments to influence purchasing behaviour 83
Diag. 62 Demand-oriented and technological changes permit
new methods of customer recruitment via on-line media 67
Diag. 62 Business model for an on-line newspaper with advertisements 63
Diag 64 Multimedia relationship markating instruments 70
Diag. 65 Multimedia customer service instruments 74
Diag. 56 Instruments and structure of process management 76
Diag. 67 The digital marketing process 77
Diag. 88 Business process sequence 78
Diag. 63 Process integration 80
Diag. 70 Ditferences between business processes 82
Diag. 71 Factors of influence on the business process transformation 83
Dizg. 72 Procedure model for digital business 84
Diag. 73 Phase 1: determination of objectives a3
Diag. 74 Phase 2: digital business development process 85
Diag. 75 Digital marketing platforms 86
Diag 76 IT support modules 87
Dizg. 77 IT tasks, implementation of follow-up systems 88
Diag 78 Factors of success in digital business a9
Diag. 7¢ Obstacles to the realisation of digital business 20
Diag. 80 Digital business applications 91
Dizg 81 Product blocks and services in a commercial channel 93
Diag B2 Stages of Internst development at publishing and media firms o4
Dizg. 23 Market for Electronic Publishing 1993 in Europe 94
Dag 8¢ Individualising product areas 28
D=z 85 Evalustion of subscriber packages 99
Dag 86 Price structure for customer-specified products and services 100
© Danoiz Deutschisnd GmoH | Telemedia GmbH Vil




Diebold | Telemedia Digital Business

Study

List of Diagrams (cont.) Page
Dizg. 87 Tour operator markst 102
Diag. 88 Business system analysis for package tours 103
Diag. 89 Average added value chain for a package tour 104
Diag. 90 Trends in the tourism market 103
Diag. 97 Stages of Internet development in the tourism industry 106
Diag. 92 The market strength of the consumer electronics and

automotive industries in Germany 117
Diag 93 Business development stages in the automotive and consumer

electronics industries 118
Dizg. 24 Comparison of traditional marketing channels 120
Diag 95 The Sony USA business model 122
Dizg. 96 The effect of possible digital business structures

on the retail organisation 123
Dizg. 87 Sub-processes which are critical in terms of time 124
Dizg. 28 Future automated order placement system ata 125

consumer ¢lectronics manufacturer
Diag 39 Advantages and disadvantages of digital sales at Sony 126
Dizg. 100 Potential automated quotation system for a car manufacturer 128

& Decoic Devtschiand GmbH / Talamadia GmbH 1X




i Diebold | lelemedia Digital Business

Study
D
' List of Web Page lllustrations Page
’ Web. | Barclay Square 41
Web. Il New York Times 43
’ Web. Il Toys 'R'Us G4
Web. IV Barclays 73
' Wab. V Mercedes Benz 79
’ Web. Vi Internet Mall a1
Web. ViI WIRED o7
' Web. VIl American Airlines 104
! web. IX LTU International Airways 108
-. Wab. X Travelocity 111
i web. X! LufthansainfoFlyway 113
| Web, XIl  Travelocity 1135
D Wsb, Xl Mercedes Benz 118
| Wsb. XIV  Sony 121
[i Web. XV Hyundai 127
_
|
3
l
3
l
3
|
3
i
b © Dietoid Dectschiand GrH / Talemedia SmbH X




WYY LYY WWHHwwwoww Wy v W

Diebold | Iclemedia Digital Business

Study

Introduction

Diebold and Bertelsmann Telemedia have carried out & joint analysis of the multimedia
activities of more than 200 companies.

Projects were implemented, interviews ware held and on-line was research carried out in
companies in the USA, Japan, Germany, France, England, Switzerland, Korea and Sin-

gapore.

The knowledge gained leads us to believe that, in the wake of the PC revolution, we are
about to experience the natwork revolution. 'Digital business’ will transform markets, The
allocation of tasks in existing traditional forms of marketing may soon become obsolete
because multimedia is set to become a mass media.

On-line connections
in Germany

Internet user 1996
worldwide

Earty 1336 2000

3 milion cn-ine connacions The number of Ihé on-ina customers
already eost and are usad DY wil increaga o 10 milica when usa
asound & milico poopia. (7%)°  becomaes more widespraad. (17%)°

Basa: 80 mikicn indraduals agad 14 and @

The driving force behind digital business is the Intemnet. Rapidly increasing user figures
and increasingly popular modes of access have transformed the Intemet into 2 mass
media within 2 years. The Internet can be reached by increasingly wide sections of the
population by telephone via the local network. Connections are offered by numerous
access providers, starting at around $ 6 a menth or as a ‘bonus’ to customers who buy a
2C. Iis popularity has led 10 specialised multimedia PCs being offered on the market for

less than $ 600.

© Deoia Deutschiand GmbH/ Talemodia GmbH
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Turnover via digital sales in 2005 (forecast)

Anything from 5-20% of the ratail markat will be captured by digital pusiness by the year 2005
EE-s> B -20% — — =— = gxpecied markat volume

» private final consumption of Clothing, Furniiure, Houshold

?,,’:9 Equipment, Other (Exchange Rates 12. February 1897)

Belgium gs R4/17
Canada 260 #14150
Denmark a1 §2/8
Finland 30 §2/6

France 400 HEEN 20/80
Germany 600 MEEEESINN 307120
-
italy 00 [EEEN 15/60

-

Japan 1200 IS 60 /240

-

Netherlands 710 '2‘6722
Norway 29 §2/8
Spain 250 _12[50
Sweden S5 ism
United Kingdom 500 ﬁ@ﬂ% -

United States 2300 e e 1151460
: I i ; | Mrd. S US
100 200 300 400 500

Source: Frognos Disbold

Many companies have already entered the markst and are, at least, using the Internet for
communication and marketing purposes.

Af the same time, there is a trend towards the establishment of powerful alliances. In
=oma cases, these are formed between different branches of industry. Even archrivals

ara entering into joint digital business ventures.

Eustharmore, an increasing number of leading companies in traditional industries are
appearing on the Internet, digitally marketing their products and establishing new busi-
nass contacts. By contrast, some companies are not yet represented at all.

& Disboid Deusschiand GmbH / Talermedis GmbH
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Multimedia management expertise generally only exists in a company by chance. The-
ra is an absence of concepts on which to base important management decisions regar-
ding digital business. These have been developed and will be presented in this study
using examples of leading companies.

Innovativa methods and instruments have been elaborated for the management tasks of
product, customer and process management which exploit the opportunities that existin
the digital business sector:

1. Product Management

The Intemet offers users the opportunity to specify products. For example, it facilitates
the compilation of a selection of newspaper articles, cffering new perspectives to rea-
ders . The product variation of an electronic newspaper and a TV set in terms of how
up-to-date it is, scope, delivery date, price and individual specification is an innovative
product management instrument.

The second instrument is pricing. Digital business offers new means of offering optimal
utility prices to sach different group of customers.

Thirdly, communication instruments, such as multi-channel communication and info-
mercials. must be structured to eliminate the boundaries between advertising and pro-
duct information. Perception-oriented performance indicators such as Hits, Visits, Page
Clicks and AdViews are also explicitly dealt with and reaction-oriented, user-criented
and purchase-oriented performance indicators for on-line advertising are discussed in
deiail.

Methods of product management are explained using the example of on-line advertising
in 2 commercial channel.

£ Db Dactscniand Grmbi / Tekamadia GmbH 3
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Eurther successful business case studies in the areas of media and services which are
already active in this business segment today are also mentioned.

Successful Business-Cases
- Media and Service Providers -

Company Branch On-line figures

info Sask Services More than 5 million on-line visitors per day

San Diego Daily | Media 40.000 new readers ca the Intermel with a pnnted
Transcript circulation of 10,000. Accessed mare than 180,000 times
Schwernner Medlia 8.000 Internet readars per ¢ay and accessed
Volkszeitung approx, 150,000 times a cay

Time Media 130,000 on-ling visitors each day

Haus = Garten Meadia From 1st to 28th Apgust 'S5, 1 30.000 pages were retrisvad

2. Customer Management

The digital market poses new challenges to customer management. it offers new me-
thods of customer recruitment. Advertising can be efficiently incorporated in search
engines or hyperlinks on frequently-visited Web pages and oriented to specific target

groups.

Eurthermore. customer loyalty can be promoted by means of instruments such as
frequent usage pricing, incentives, links to interest groups and the establishment of spe-

cial forums.

Customer services on the Internet should be utilised as a third customer management
instrument. Interactive after-sales care, personalised information, expert dialogue and
on-line customer management are suitable methods.

The customer management instruments are illustrated using the examples of compa-
nies in the tourism industry, such as LTU and FAO. At the same time, particular im-
portance is presently attached to customer management in the banking industry.

£ Dstciz Deutschiand Gmb  Telemedia Gmb
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successful Business Cases
-Tourism and Banking -

Company Branch On-line tigures
Start Tourism Monthly growth in Internet utilisation figures between
April and July 1996 averaged 50%.
TraXxx Tourism Average of 50,000 pages retrieved sach day. 142,800 pages
ratrieved between 1st and 28th August 1396.
Checkires Banking 550.000 oa-line ransactions each month.
fFerst Virtual Banking More than 350.000 oo-line cusiomers in 130 countries.
Sparda-Bank Banking 2.000 applications ware received pefora the mtroduction of
Hamburg NetBanking [Status:16.08.96). 7.000 cusiomers are expected,
Stadisparkasse Banking In the first 4% meaths (15.03.96 - 31.07.96). it was accessed
Dortmund on average 12,300 times each moath. 415 direct customars
already use Internet Banking. Growth in access figures m
Q7/96 alone = 35%.

3. Process Management

Digital interaction requires the placement and individual processing of orders for thou-
sands of customers each day in a matier of seconds.

Digital business providers must develop new business models. Using the Sony busi-
ness model, wa can show how digital and sraditional sales and marketing can be structu-

red parallel to one another.

The sacond instrument of process management is organisation management. Hyun-
dai and Sony have two contrasting methaods of organisation, which illustrate the range of
afiacts from posing a threat to the traditional hasis of trade to providing marketing sup-

port.

The third instrument is process sequence management. Particular consideration must
be given to the special aspects of the digital marketing process compared with traditional
marketing in temms of processing sequence, processing frequency, order volumes, de-
gree of centralisation, degree of automation atc. Furthermore, there are different process
models in digital marketing such as ex-warehouse sales (Sony) or integration in produc-

tion {Hyundai).

© Duaboic Decaschiand GerdH ! Telomedia Gmbk|
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Successful Business Cases
- Manufacturers -

Company Branch On-line-figures

Gibson USA Industry Accessad 15,000 times each day. When (he advertising
campaign is over, it is expacted that the service will be
accessad 200.000 te 300,000 times 2 cay.

Mercedes-Benz inclustry Ordars for high-quality consumer goods, such as
mountain bikes at prices of up to DM 6,000, are

increasing daily.

Progressive Industry Since 04/35, mors than & million RealAudio Players have
works been downloaded from the Net BealAugio Sita (Status

08/96). Accessed more than 500,000 times each day.
Rank Xerox Industry USS 300,000 on-ling sales up fo 0396

There are already a number of manufacturers who sell direct to consumers. Itis therefore
essential to eliminate the potential field of conflict between manufacturers and retailers.
Successful examples of digital business are evident in both branches.

Successful Business Cases

- Retail -
___Company Branch Ondine-figures
1-800-Flowers Ratail LSS 20 million on-ling szles per year, which
correspo_nds to 10% of 1-B00-Flowess” total sakes
Future Fanlasy Retail 15% 10 20% sales growth through the Internet.
Half of this due to ovarsaas cusiomers,
Neckermann Relail DM 100 million on-ling sales in 1985,
Versand
Olympic Tickst Ratail 15% of all the ticke!s for the 1936 Otympic Games
Sarvor in Atlanta were solid via the senver.
OnSals Retail USS 2.4 to 2.8 milkon on-line salgs per month. On-line
sales per member of staff in the first year=2 miflion.
Quslie Versand Retail DM &8 milson on-line sales in 1995; 400 on-line
orgers per day.
Ouo Versand Aetail DM 200 milion on-ling sakes in 1936

© Dol Dectachians GmbH/ Telamedia GbH
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Summary

= Digital business is changing internal processes in companies. All the links of the
addad value and business process chain are being rearranged. The size and orga-
nisational structure of corporate units are also being influenced

T Digital business is precipitating the development of new product management in-
struments for product variation, pricing and advertising. The objective is to create
target group-oriented products, prices and advertising and thereby enhance the

appeal of digitally-marketed goods.

O Digital business is affecting the division of labour between companies within the
individual branches. The simple, global and inexpensive transferability of any infor-
mation is simplifying the spatial distribution and outsourcing of an increasing num-
ber of corporate functions. The added value shares within branches of industry are
shifting.

7 Digital business is ¢changing communications between companies and their custo-
mers. Innovative instruments for customer recruitment, customer loyalty and cu-
stomer services, which can exploit the inherent advantages of multimedia, must
be developed and implemented by means of an appropriate infrastructure.

3  Digital business is influencing joint ventures and the competitive situation between
companies in different branches of industry. The added value shares in the indivi-

dual branches are shifting.

Companies which do not become actively involved in these developments run the risk of
losing their existing powerful status. Furthermore, digital business also offers new oppor-
tunities, particularly for small and medium-sized companies and newly-established com-

panies.

As to the question of how the content of this study can be of practical relevance 10 mana-
gement executives in industry and public administration, one thing is beyond doubt: digi-
12l business is a managsment task which must be accorded highest priority and can only

be delegated fo a limited extent.

The authors would like to thank the staff of Bertelsmann and Diebold who were invoived
and whose support facilitated the making of this study.
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1. Background to the Study
1.1Technologies

Multimedia emerges from the integration of the previously independent worlds of compu-
ter/ IT, telacommunications/ networks and media/ content. These are linked by digitilisa-
tion, compression and transmission technologies, which facilitate the decomposition,
bundling and transmission in bits and bytes of information - picture, sound and text - via
copper cable, glass fibre or satellite to private consumers or professional customers. If
these customers have a transmission medium and a suitable terminal, they can access
multimedia products and services anywhere, anytime. Which multimedia technologies
are presently available or will be available in future?

The following diagram shows an overview of the three central multimedia technologies:
The dynamism of the development of multimedia depends on a whole range of factors,

Types of multimedia technologies

m Narrow band (PC) Broad band (TV)

Disgram 1
which are presently taking on concrete form. One important question is which technolo-
gies will have a future in the market. A significant market for off-line products has existed
since the mid-gighties, particularly with regard to the carrier medium of CD-ROM. The
world market for CD-ROM's was DM 12 billion for consumer titles alone in 1985.

In light of the expected increase in memory capacity - Digital Video Discs (DVD's) alrea-
dy have a memory capacity of 18 GB - it will be possible to offer full-length feature fiims
for off-line carriers in future. Over the next 10 years, the success of off-line products will

© Dl Deytachisnd Qb /! Talamadiz GmbH
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remain undiminished, although it is likely that they will be increasingly substituted by on-
line products and services. Further refinements to compression and transmission tech-
nologies will permit the on-line transmission of vast digital data streams at a reasonable

speed.

At the same time, narrow band on-line services and the Internet are becoming esta-
blished at an increasingly rapid rate, although these two technologies are presently mer-
ged. Today, there are hardly any on-line services which do not offer access to the Inter-
net or have the Internat directly integrated into their software.

The central features of these services are that they are up-to-date and interactive. Direct
- i.e. on-linc - private and professional users have access 10 & wealth of information,
products and services from all over the world. By means of E-mail, pinboards and chat
forums, individual participants can make direct contact with each other or the content

provider.

The Internet and its graphics section, the World Wide Wet (WWW), have gspecially
experienced explosive growth since 1995. This increasing success can be put down to
the following technical factors:

1  Information in the WWW is transferred with a uniform protocol (HTTP = Hyper Text
Transfer Protocol) and has a uniform display format (HTML = Hyper Text Mark-up

Language).
O Al the impernant network services (ftp, telnet, ...} can be integrated.
@ Any amount of muitimedia content (text, sound and picture) can be exchanged.

7 It has the latest client-server system (open. global).
7 Inexpensive network computers are now available.

3  Tousethe WWW and/ or on-line services, all thatis needed is a PC, a modem and
atelephene line.

From a technological point of view, a decisive factor for the future development of In-
temat and on-line services is that it will take place against the backgreund of a conver-
gence of multimedia platforms which, to a large extent, were previously separate enti-
ties. There is already evidence of this today: various multimedia product information
offars combine off-line storage on a CD-ROM with on-line updating via the Internet or
an on-line service (&.g. in lexicons or tourist information).

In the long-term, interactive TV, as a broad band extension of on-line services, will
converge with other platforms. Narrow band networks, such as the Internet, offer the
opportunity to set up a reverse channel which interactive TV requires for communicati-
on between users and providers of services such as Video On Demand (VOD) Near
Video On Damand (NVOD) or home banking.

© Dol Detschiand GmaH / Telamedia GmbH 2




—

-
E
ré
;
E
:
g
;___;
>
E
K
4
;

Diebold| Iclemedia Digital Business

Study

The following diagram shows a graphi¢ summary of these comments:
Diagram 2

There will be a greater convergence of multimedia
technologies in coming years.

For some time now, the Java authoring language has been boosting the dynamic growth
of the World Wide Web. Java is predominantly used to create Internet applications, espe-
cially in areas where interaction and processing are necessary and/ or HTML (Hyper Text
Mark-up Language) pages must be fraquently updated (e.g. updating product offers and
price lists). The object-oriented language has all the characteristic features of a modern
authoring language: simplicity, security, robustness and parallel processing.

A special technical feature additionally facilitates access 1o any object - even those dis-

tributed in the network. On the whole, Java 0pens up entirely new perspectives 0 con-

tant providers:

7 simple and inexpensive integration of new services and content.

A individually-designed user interfaces, which can be flexibly modified

O  one-off storage of applications on dynamic WEB servers, which means that they
are easy to update.

3 toa great extent, Java program modules are reusable.

In summary, the foliowing can be said: contrary to the first proclamations of an informa-

tion highway on broad band networks (interactive TV), off-line products, narrow band on-

lina services and the Internet / World Wide Web are the driving force behind multimedia

business at present. Interactive TV will only develop into & significant market in Germany

in the mid-term (from the year 2000 onwards).

© Detois Dectschiard GmoH / Telemadia GmbH 10
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1.2 Competition

1.2.1 Providers

The step-by-step process of technological convergence is resulting in the establishment
of new and global competitive relationships between previously independent industries.
New forms of jeint ventures and strategic alliances spanning industries will become es-
sential to increase existing knowledge and expertise and adapt it to the new require-

ments.

The following diagram illustrates this process with regard to large international providers

in the multimedia market:
Diagram 3

Multimedia is leading to
the integration of previously independent industries

The diagram highlights the fact that strategic alliances will be the key to the successful
gevelopment of multimedia business. Providers must guarantee that they are well ver-
sed in the knowledge and expertise of the three industries that are involved (computer/
consumer electronics, media/ content and data transfer).

S Dokt Dectschland Gmb= ! Taiemedia GmbH bR
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1.2.2 Developments andTrends in the Multimedia Market

Multimedia is developing analogue to free TV and cable TV. From 1955 onwards, free TV
became a global mass medium as a result of the rapid widespread availability of TV sets.
Initially, there were a multitude of small providers, which eventually gave way 1o an oligo-
poly. Cable TV (Pay TV) experienced a simiiar development in some industrial nations
from 1975 cnwards. The high density of cabling in significant countries also led to the
rapid development of a mass medium with only & few providers. The following diagram
summarises these facts and shows the parallels to the emerging multimedia market:

Diagram 4

Multimedia is developing into a key medium

Television Cabie TV Multimedia
(Free TV) (Pay TV)

‘Oligopolisiic opsrator.

The multimedia market, which is developing analogue to TV / cable, offers great potential.

The budding multimedia market is presently fragmented, both in terms of the forms of
products and services that are offered and the competitors. However, the first key play-
ers are already emerging. These are international groups of companies, such as Micro-
soft, IBM. SUN, Oracle, Netscape, Sony, America Online, CompuServe, Reed Elsevier,
Matra Hachette, Viacom, News Corporation, Time Warner, Bertelsmann, Walt Disney,
Pearson, Reuters, Deutsche Telekom, British Telecom, NTT, TCI, MCI or AT& T.

Sor some time, these companies have been attempting to define their own optimal mul-
simedia strategies. The first concrete steps to realising strategic approaches are pre-
sently being taken. In this process, the answers to the following guestions are being
sought: How can the multimedia business segment be defined? What parameters indi-
cate a potential development of multimedia business? Which trends are presently evi-
dont as multimedia business becomes established? Which uncertainties must be taken
\~to consideration when broaching multimedia business segments? Which strategic op-
tions are available in response to these uncertainties? In the following part of the study,
important trends will be illustrated in terms of these questions.

12
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The emerging multimedia market can be defined in terms of the following trends:
1. Narrow band on-line services, such as America Online (AOL), CompuServe and
T-Online are experiencing explosive growth, This is shown by the following diagrams:

Diagram &

Trends of subscribers to on-line services in the USA

Mill. 1985 - 1996

20

15

1%

1488 1687 1989 1961 1963 1994 1985 Forgcast
Souwvce. Bartlsman) s

Diagram &

Market shares of on-line services in the USA

L5
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5 The Internet (WWW) is developing into a global communications and marketing plat-
form.

3. The source (technical platform) of content is becoming increasingiy indispensable for
meeting customer requirements. Customer utility is, to a large extent, determined
by the range, quality and presentation of the content. simple navigation and an
acceptable, segment-specific price.

4 Communities of interest - COl in the sectors of retail, travel or health are playing an
increasingly central role in the marketing of multimedia (see Diagram 7)-

5. Transaction and advertising sales are becoming the most important determinants of
growth (more important than subscription fees in the long-term).

&. Multimedia business includes a multitude of business segments, i.e. there is a real
need to focus on smaller business approaches. Homoganeous multimedia

business does not exist.

7. The development of multimedia business is still in its infancy in Europe (3-5 years
behind the USA) - and the gap is widening.

8. Strategic alliances play & key role in the development of muitimedia business.

. Multimedia is bacoming a mass market in the USA. This is evident in light of the
foliowing trends:

expanding infrastructure

increasingly mixed demography

the beginnings of commercialisation and
increasing average utilisation.

aoQad

Diagram 7

Target marketing with multimedia

Communities of interest The packaging of vanous information. products and senices
COl 10 reflect the special mterasts of spadilic consumer segments.

* Sub-gateways possibie batween GOl {communities of interest)
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The illustration shows three examples of communities of interest (COls), via which pri-
vate or professional customers can obtain a wide range of information, products and
services on all aspects of a variety of subjects. in these forums, people with the same
interests can exchange information on the subjects that they have in common on a regu-
Jar basis. Different companies can offer their products and services through a COL COls
are particularly attractive to companies because, at relatively low cost, these can partici-
pate in a frequently visited and homogeneous elactronic marketplace.

1.2.3 Parameters of multimedia business and future trends
The dynamism that exists in the multimedia market is determined or influenced by a
multitude of factors. There is some uncertainty at present as regards specific weighting

and the direction of trends. The following diagram attempts to give an overview of the
future development of the central considerations in the multimedia business:

Disgram 8
Parameters of multimedia business and future trends

PC/Modem [EEEE 1V / sottop bex (dacodar)
Comvergence [N 21105 platlonms
co-om TR O finc

Foes IR Advertsament
tntaenet, I 1"
Provider-generaled _ usar-gengrated
‘Sung IS Soting
o T
non-rastnctive restnctive

iow Rl high
tow e high

tow ] hih

Koy im=—w= Treng
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1.3 AddedValue Chain

For the development of strategies and measures in the area of digital business, it is
practical to use the individual elements of the multimedia added value chain as a guide.
The following is & highly simplified version of the chain:

Content provision

Data management/Production

Networking

Gateway provision

Subscriber management, services

Davices

gQaaon

The following diagram shows a systematic overview of the muitimedia added value chain:

Diagram 8

The multimedia added value chain

-_—— —_—— —
. . O

G — -

Multimedia can therefore be described in terms of a added value chain consisting of the
following elements:

With regard to content provision, the established brands must be transferred to multime-
dia (e.g. Focus magazine as ‘Focus Online’) but, at the same time, new market services
(e.g. AOL on-line service) must establish themselves. Consumer products (e.g. games)
must be offered separately to business services (e.g. stock exchange rates). The price
structure must be consistently oriented to customer utility. In advertising content, cross-
marketing, which involves combining on-line advertising measures with advertising in
traditional media, is playing an increasingly important role.

Data management / production. Multimedia creative centres and film studics produce

multimedia products i.e. the individual media content (sound, text, picture) is fused to one
overall multimedia concept. Print and music publishers, TV companies and on-line provi-
ders combine and market their own and outside content to reflect consumer interests

and requirements.

© Disoois Deatschiand GmioH ! Talemedia GmibH 16
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¥ acddad value is fo be generated in this element of the chain, a successful strategy must
be based on the development of standards which can be implemented in the market by
suitable pariners. People who use advanced authoring tools and open platform architec-
tures (mastering) can produce content starting with a source of various multimedia plat-
forms (CD-ROM, Internet, on-line services...). Since the infrastructure for this fype of
production requires high initial investments (&.g. high-speed computers for rendering),
pay-per-use mechanisms should be provided which permit the use of the computer at
she same time as making it available to external customers (e.g High Tech Center, Ba-
pelsbarg). The networking of computer systems iacilitates joint use and simultaneous
production at different locations.

Networking. Video, audio. text and data can be distributed via carrier media such as
video. CD-ROM, CD-i or via networks. The former is called off-line distribution, the latter
on-line distribution. On-line transmission is carried out either via the narrow band tele-
phone network or broad band terrastrial or satellite transfer.

Successful networking depends on a number of variables: in particular, a high-perfor-
mance network, intelligent network operator software, including the TCP/IP standard
protocol, as well &s higher protocols and high data security. For market entry, a coopera-
tion of existing network providers who have their own corporate networks is to be recom-
mended. This is the only way to facilitate a comprehensive range of inexpensive pro-
ducts and services, which balance out the peak natwork loads of individual user groups
(2.g. on-line users in the evening hours).

Gateway provision. In the area of gateway provision, a user-friendly interface is highly
significant. As far as the price structure of the individual gateways is concerned, the
future lies in the area of a transparent fee structure, which can be achieved through
blanket prices. Gateway marketing is best achieved through direct marketing and infor-
mative product PR because many consumers lack specific knowiedge and it is neces-
sary to help them overcome their inhibitions.

Subscriber management. On-line services. Internet navigators, cable operators and TV
companies offer the consumer access 1@ multimedia products and services. These have
special payment mechanisms and advice centres to offer support to consumers with
technical problems and problems relating to content .

Tha establishment and safeguarding of customer loyalty by means of effective subscri-
ber management plays a central role in the added value chain. If the objective is to de-
velop an indispensable service culture, it is necessary to be familiar with all aspects of
tha culture of the countries in question. Staff who come into contact with customers Dy
telephone, house visits or on-line must have a perfect command of the language and be
aware of specific cultural peculiarities. In the wake of the general trend in the direction of
= concentration of core competencies, there is evidence of considerable willingness to
outsource services in the area of the collection of utility data, its pricing and the accom-
panying account management.

17
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Devices. The consumer gains access to the desired content and programs via a multi-
meadiz PC with modem, an NC terminal, a PDA (Personal Digital Assistant) or a TV set
with decoder and built-in reverse channel, which can run on the Internet.

The next diagram is a summarised presentation of an analysis of the multimedia added
value chain.

Diagram 10

Analysis of the multimedia added value chain

o Mulimgdia  « Standards = inteligent = Internat = Technical = Search

croativity « Multimedia natwork « Intgraclive hotine angines
- Combination  tzlant W adverseng  * Callcenira  « User-
gggg*mg - C3pICRY o Compre-  * Communily’ + Subscriber fnendiness
.ualy  * Cpeflence  hense o Edioria e B
guaraniee COVNEOR preparation
= Brands * TCP/IP + Spodfcally- * Speed
tachnolegy targeted
* Volumes products
and senvicas
= Simpls price
siruchye
o o ']
7 4 - 4
/ / /

[ B ¢ o &) e

0 Hign @) Medivm ® Lo

In light of the increasing significance of multimedia, many companies are faced with the
guestion of whether - and if so, how - they should or can utilise it for their own business
activities. These questions can only be answered in detail in terms of the individual cir-
cumstances of the company in question. Basically, three stages of analysis ara invol-
ved:

3 Safeguarding existing business
3  Developing new activities and business segments
OJ  Enhancing performance

© Dabcic Doutsshland QmbH 7 Talemadiz GmbH i8
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The following diagram shows initial guidelines for this type of detailed survey:
Diagram 11

Checklist to identify suitable multimedia activities

Safeguarding existing ' Davelopment of new Enhancing performance
business (Phase 1)

(Phase 3)

An important step in the direction of multimedia comprises an investigation into and the
ascertiainment of the strategic positioning of the company along the entire multimedia
added value chain. Basically, it is impractical for businesses in all branches of industry 10
strive for a positioning with regard to all elements of the added value chain. A pilot study
is also necessary in this respect. Furthermore, it must be established whether the com-
pany intends to cater for private and/ or professional customers. The necessary decisi-
ons in this respect determine the strategy for the development and/ or expansion of

digital business.

& Doz Dautschiane GminH / Telamadia GrmbH 19
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2.Target Groups
2.1 User Groups

Multimedia PC terminal users are an attractive target group for merchandise, information
and service providers. A large proportion of this target group have a high school or col-
lege education and - depending on age - & high net income.

At the same time, these users are stil relatively young. Nevertheless, as they grow

older, they will not lose their affinity for technology.
Diagram 12

Users who regularly or occasionally use the following technologies
(in the home, at work, at university etc.)

12%

-

5.4%
1

Age group Computer On-ine On-line
services 1996 services 1998
AT

Z2, :

Bzss- 275 million private individuals aged 14 and above (EU} Source: EITO ‘97 & Diebold

Ovarzll, thare is a markedly higher proportion of male users in Germany. However, in
future, with increasing market penetration, the gap is expected to close and more closely
resambie the overall picture in the USA.
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Diagram 13

On-line services user groups
- Gender -

Base: 10,000 casss (in Eurape) Sourca: GFK, /96 & Diebold

The distribution of the income brackets appears to be equal at first glance. However, if
we also take the high proportion of younger users into consideration, it is obvious that

incomes are relatively high.
Diagram 14

WWW user groups
- Household income in USS -

9

Lajow 5 15,000
3 15,00024.899
§ 25.000-34,989
$ 35,000 49,908
$ 50,000-59.999
$ 60.000-74,9%9
3 75.000-39,903 10

£ 100,000 and abova o
13

: 16

¢ 10% 17%

Kay: B Eurogean WWW users B USA WWW users

no available igures

Sa=se- 23,348 cases (Europa und USA) source: Stern Onling 1796
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In future, these users will move up into the higher income brackets because they tend to
be better educated people.

On-line service users are predominantly employed in technical occupations and the edu-
cation system. However, management employees and the self-employed - both in Ger-

many and the USA - use on-line services on a regular basis.
Diagram 15

WWW user groups
- Occupation-

IP secloe

Management

Sell-empioyed’
frealance professsons

Education systam

{Hoth teachers
and sludents)

Other

1 T T T — -
0%a 10% 20% 30% 34%

Key- B Euvrcpsenwwwusers [l USA WWW users

Base: 23.348 cases (Furape and USA) Source: Starm Onling /96

The trend will lead to further diffusion to include other occupational groups.
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Thus, just under 70% of Germans with high-school or university education alrgady use
2Cs occasionally or on a regular basis. Every fourth has a CD-ROM and. in 1998, every
7th will use on-line services.

The target group of the 4 million on-line sarvice users in 1996, which will have grownte
million users in 1998, is a particularly interesting target group for digital marketing.

Diagram 16

WWW user groups
- Age -

515
18-20
21-25
26-30
31-35
36-40
4145
45-50
51-55
56-50
8165

6o+

12
12
17

27

22 Tr%nc

/

Average age of WWW users:

Europe: 30 years
2 USA! 33 years

1
1
1

T T -

Ll
0% 10% 20% 27%
Key: B European WWW usess B USA WWW users

Base: 23.348 cases (Eurcpa und USA) Source: Stern Oniine /95
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2.2 Equipment and Modes of Access

Of the 2.5 million private individuals in Germany aged 10 years and over, approximately

30% have access to a PC and 6% to a PC with modem in their homes.
Disgram 17

Availability of PC and modem in German households

Siatus: 1/95) = 15.3 milion persons B 24.5%
- PC (without modam)
Seatus: 6/95) = 17.1 milkon persons S| 27.3%
Sratus: $/96) = 18.4 million parsons | 29.5%
Status: 685 = 2.9 million persons 4.7% PC {with modem)
3 PC {without notebook, NC terminal}
Status: 1/86) = 3.5 million persons 5.6% gl PC (with modem)
p —
Source = GFK 0% 10% 20% 30%

One mode of access is & PC with modem. It is also necessary 10 make a distinction
between households equipped with this technology.

In general, the equipment contained in homes and companies can serve to underline the
current and forecast utilisation trends.

Diagram 18

German households with PC, modem, CD-ROM
(Figures in % terms)

a5 42 45

30
20

10

7

0 - L . Ll L)
1994 1996 1998 2000 2002

[—e—Houssholds with PC == Househaids ith PC & modem === Houssholds with GD-ROM |

Source: Veronis, Suhler & Associatas; Benslsmann-Analysen; Compeny Interviews
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Including all types of equipment, 27% of Garman households already own a PC. Around
one-quarter of these PCs have a CD-ROM drive and/or medem. This percentage will

markedly increase in future.

With regard to the overall market of multimedia PC-owners and future buyers, it is ex-
pected that aimost all newly-purchased PCs in Germany will be multimedia-compatible
(CD-ROM drive, modem, sound card, graphics card and possibly also with a video con-

farencing facility).

Diagram 19

PC equipment in Europe

CD-ROM drive

High-end
graphics card

NMedem

Sound card

Scanner

Videc card | @ First-ime buyers  BPC owners

0% 0% 20%  80%  40%  S50%  60%  70%

Bass; 25.000 cases Source: Intsco 85

In future, the PC equipment in German households will increasingly reflect the equip-

ment in USA households.
Diagram 20

Households with PC, modem, CD-ROM drive in the USA

48

10

0% - - -
1994 1996 1998 2000 2002

=g Housaholds with PC === Households with CD-AOM == Househoids with PC & modem

Source: Bertelsmann
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Tha total PC guota will probably not exceed 50% because other technologies, for examp-
la NG terminals, will play an increasing complimentary and also substitution role.

Rsflacting the trend in the USA, high-income target groups will predominantly install PCs
in Germany.

in 1998, 73% of all affluent people willown a computer.
Diagram 27

Who can afford a PC?

i ' | 73%

g ncome -wincracren | — G
D
Average income - with children _»21 ~ 0%

i L == g
High income - without children _ . '
0%
' Average income - with children h Bl 41%
20%

. o 10 20 % 4 50 6 70 8
[m19s¢  o1998) Propartion in %

Sase: 25,000 cases (Europs) Sourcs: inteco

On the basis of equipment { &.g. by comparing the number of hosts), it is possible o
axamine on-line connections in Europe by country.
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Diagram 22

Number of Hosts in Europe 1996 (January)

Number of Hosis por capita Numdar of Hosts

- : ' ' —_— -
a 3 2 1 0 0 100,000 200.000 300,000 £00.000 S00.000

Source: Network Wizards/ General Magic
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2.3 Utilisation and Purchasing Behaviour

The utilisation and purchasing behaviour in the multimedia market is muttifaceted. Whilst
the utilisation of multimedia CD-ROM and POS systems is comparable with that of tradi-
tional media, on-line service users demonstrate unique utilisation behaviour.

Diagram 23
Affective attitudes to on-line networks

Improves my knowledge 49 z3

Hedps ma In soive ~
practcal problems

Afouses my curiosity 38

Xeeps ma informed 25
on paw trends
Provdes me with valuable 29
infarmaton for my job

Provides me with dectsion support 34
Provdes mi with discussica matenial 23

s more anportant ta me 18
than TV

Helps ma: pass ths ime 15

Makes ma fesl goed 1 <

about my life - B scale rating 2 B scate rating 1
It's mors: Ergonant to me 3 iy : - 4
1han magazines / Newspaperns

3 = T T T T
L) 20% 40% 0% 2%

Scala rating 1 ‘is definitely true’, 2 'is true”. Bass: 500 on-line users in Europs Source: Alice 1)

The massive boom over recent months is clearly reflected in the hours of usage; 58% of
European users became new subscribers in the last 12 months.

Diagram 24

Experience profile of on-line service users

L#33 than 6 months 26
%10 12 months 32
1to 3 ysars 14
4150 6y=ars 20
more than 7 years 7 [iwww-User Eurcpe I

0% 5% 10% 15% 20% 25% 30% 35% 40%

Szse- 23,348 casss (Eyrope and USA) Source: Stam Onling 1/96
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Most people use on-line services on three days a week.
Diagram 25

Number of days on which on-line networks are used
(Average: 3.7 days per week)

2 days
22.0%

1 &ys
7.0%

Dase: 500 onling-users in Eurcpe Sourca: Alce il

in accordance with this, the length of time spent in the network or frequency of access

differs.
Disgram 26

Frequency of on-line service utilisation

More than 9 times a day

5 to 8 times a day
1 to 4 times a day

Several imes a week

2
Once a waek and less : [@WWW-User USA __ BWWW-User Europe|
Bzs=- 14.475 cases (Europs and USA) Source: Stern Online /96
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in contrast, the utilisation curve is relatively homogeneous in terms of the time of day.
The peak access time for users is during the evening between & p.m. and 11 p.m. (peak

at @ p.m.). This indicates predominantly private use.

The average length of use is nine hours per week. However, 40% of European users surf
on-line for more than 10 hours a week: in the USA the average length of use is higher

than in Europe because the on-line services offered are more advanced,
Diagram 27

Length of time spent on the internet each week

[[mwww-userUsA 8 WWW-Userin Europe |

Up to 1 hour

2 to 4 hours By

4 %0 6 hours

7 to 9 hours

10 to 20 hours

More than 21 hours

0% 10% 20% 30%

Sass: 14,475 cases (Europe and USA} Source: Stem Onling /96

The fact that the day is only 24 hours long poses the question of what other activities are
being substituted by on-line activities. In particular, on-ling services replace the television
sat. However, social contacts also tend to be neglected in favour of network communi-

cation.
Diagram 28
Development of other activities since on-line networks have become available

Watching TV
Sleeping

Computer and video games

Telsphone calis to
frierxis/acquaintances

Going out

Reading newspapers/
magazines

0% 20% 40% 80% 80% 100%
[miconiess oTdoitiustasoften _m 0o mors oten |

Bzs=- 500 online-users in Europe Source: Alica 1l

30
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More than half of the respondents only access on-line services for personal use. This

daepends, to a great extent, on which services are preferrad.
Diagram 29

Predominant utilisation of the account

| cB4mirE

i = 1 s

Base: 500 onlins-users In Europe Source: Alice Il

Oiten, the Internet and on-line services are used simultansously. The preferred network
in Germany is the Internet, closely followed by T-Online. (Status 1/96).

Diagram 30
On-line networks used at present

Status: /96
Internat
T-Oniine
CompuSarve
AOL
Microsoft Network

Cilhers
80% 100%

Base: 300 ¢n-line users in Germany Source: Alice || & Diebeid
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Average users spend 77% of their time in the network seeking specific information and
downloading of software (which is particularly ime-consuming).

Disgram 31
On-line activities as a percentage of total on-line time
In %% mean values
50
40
30
20 o
101
0 L] Al L] L
Specific search Random surding  Communication Downdoading Othar
for information with others software
Base: 500 online-users in Eurcpe Source: Afice (I
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A more detailed investigation reveals the ‘biggest headache' of on-line services; the ran-

ge of practical content is still extramely limited.
Diagram 32

Frequently used on-line services

Downloading softwara
information provided by companias

Intemst access

E-mail

Random surting
Home banking

Database rasearch

Nowspapers/ magazinas
Descussion forums

8Businass information

Travel information

Hegicnal contant

Ordering! purchasing products

Garman Raill timatable sarvice

Chat/ direct communication

Small ads
TELEKOM diractory inquires

Job vacancies

TV precucts

TV programme guids

Booking hotidays/ flights atc. !’,3 :

1 1 i i
0% 20% 40% 80% 80%

Key: =l =occasionaly W = frequently

Base: 500 online-users in Eurcpe Source: Alice Il

When they are connected to the network, users tend to focus on a few specific applica-
tions. Information, home banking, as well as shopping and games are the most frequent-
ly accessed services.
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Diagram 33

Preferred applications

E-Mall
Sheppng
Home-Banking

News information saarches
Fmancaal & busness
nformagon seaschas

Computec infarmanon searches

Hobby information searches
Entactainement information searches
Travel mlormaton seaches

Sport nformakion seaches
Discussion lorums

(news groups, chat ines)
Games

I 1
% . 20% 30% 50% 60%  67%

Koy: mmmm 695 = 1/56 Source: GFK Study 1196 & Oiebold

Europ2

Although 41% of users buy products, most of these people only make occasional purcha-
ses and the quantity of products purchased has not increased over the last six months of
1996,

Diagram 34

Frequency of utilisation of E-mail, shopping and home-banking
Services used by peopie Fraquency of use:

with access to on-line servicas: )
T regulary B occasionally

B IO

n % tarms

E-Mail

Shopping

R o
[T FA0 s L
Source: GFK-Study I8¢ & Diebold

Home-Sanking

Key: Blens HMiss

Europs
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Only 23% of all on-line users cannot imagine buying products via the network. In other

words, more than 75% of users are already potential customers.
Diagram 35

Attitudes to on-line shopping

| would not consider it, raject it

| have akready bought products
through on-line natworks

I haven't bought anything yel, | haven't used this means of shopping
but plan to make a specific purchase yet, but | could imagine doing so
Bass: 500 onling-users in Eurcpe Source: Alice 11

The predominantly male, young and higher-income on-line users are primarily interested
in hard/ software, books and CDs/ records. The ‘killer application’ of electronic banking is
only ranked fifth as a ‘typical' interest.
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Diagram 36

Products which interest young users

PCs / PC hardware
Sofware

Books

Music CDs / racords
Fimancial senaces
Consumer Electronics
Travel / holiday
Telaphonas and accessoires
Video { computer gameas
Uitestyle and furnishings
Health issues

Spons articles / eguipment
Video recorders
Lessurewaar
Video cameras
Irsurance

Key: B veryinteresting BB interesting
Basa: 500 anline-users in Europe Source; Alics )l
_line users have mainly ordered software and hard-
wiare, books and IP accessories in the past. However, until 1995, the products available
in the network were generally limited to this segment. Only a few mail order companies
have offerad clothing and other merchandise since 1995.

In accordance with their interests, on

Dlagran 37
products/ services already ordered via on-line networks
in % t2rms
Software &0

Hardware

Books

Othar IP accesscirss
Ciothing

Music CDs / racoeGs
Cther

19

No response
3 ] T 1 1 T 1
0 10 20 30 40 50 60
Bzse: pecpie who have aiready bought products via on-fine networks, n= 192 Quelle: Alicsll
{muitipie responses possible)
36
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More than 1.2 of 3 million on-line users in Germany already order products and ser-
vices via the network today-

The volume of merchandise sold via digital ¢channels in 1996 was DM 800 million. This
corresponds 10 approx. 0.1% of the volume of merchandise and services sold in the

relevant industries
Diagram 38

Merchandise turnover via digital sales in 1998 (forecast) in Germany
\
I

Appraximats branch sales in
1958 in DM billien 70 140 90 | 380 220

—_— — — — |

U e D2Ee R eEem
40l 5200 mie. |

2000 il ) <&

|
|
& nddes  1.5bill. - l
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sales 1bill. 4 B0 :um. ‘
" 1000 mill.
' |
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i — |
300 ma. 300mi. |
] 50 mill 00 mit.
| = | |
Tolooom- { Total vol
Relevant Hard ang | Publehiog /| munkstions Rt | T : el d;ne
] mdwii_e.s ), S ol f n'odu:ti | = : o vﬁepﬂum
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|
Source: Diebold
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This consumer trend will soon become more strongly established. The basic prerequisi-
te for this is that special marketing services are used to offer appropriate product vari-
ants at low prices, supponted by multimedia marketing. The low prices can mainly be
accorded on the basis of savings made through eliminating retailers.

In 1998, arcund 1.1% of the volume of merchandise in the relevant industries will be
ordered via on-line networks, assuming that the above conditions are met. This corre-
sponds to a sales volume of around DM 9.5 billion in Germany.

Diagram 39

Turnover via digital sales in 2005 (forecast)
Anything from 5-20% of the retail market will ke captured by digital business by the year 2005
EEl-5% Bl -20% - — — = gxpected market volurme

Base * Private final consumption of Clothing, Furniture, Houshold
in$* Equipment, Other (Exchange Rates 12. February 1997)

Belgium g5 R 4/17
Canada 260 ,ﬂ 14750
Denmark a1 §2/6

Finland 30 278
France  4co HEEDS 20/80
Germany 800 B 30/ 120
taly 300 “:15160
Japan 1200 IS 60/240

Netherlands 110 ,B'Gl'zz
Norway 23 §2/6
Spain 250 ENEE12/50
Sweden 55 B3/
United Kingdom  sco S 25 /100
United States 2300 I 115/ 450

i i l i '-—- Mrd. S US
100 200 300 400 500

Source: Prognoes, Disbold
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3. Digital Business Instruments
3.1 Development Management

Companies which intend to enter the world of multimedia usually implement a pilot pro-
ject, in which a system is immediataly installed ‘on a trial basis’. Regardless of whether
this is a video communication system, computer based training or marketing presence
via a Web server: a pilot project is always the first step. Pilot projects often last much
longer than planned (BMW), generally markedly exceed the planned budget (Mercedes-
Benz) and are often much less effective than envisaged.

A year soon passes by without any business in sight (Siemens).

These unsuccessful pilot projects can be put down to the absence of development mana-
gement.

The first step towards entering the multimedia market must be development planning.
This can be implemented in several steps. Stages, time limits and milestones must be
determined at the outset. Usually, German companies evolve though a 3-slage develop-
ment process when they enter the world of multimedia.

71 At‘Stage ", no multimedia technology is used.

O At ‘Stage 1', CD-ROMs are first introduced, for example in CBT (Computer Based
Training), video conferencing is used and the firstWeb pages are placed on the Inter-
net. The latter serve to promote external image and to provide information about the
company and its range of products and services. However, there is no facility to order
products.

71 Stage 2 offers the customer the opportunity to order products on-line or use on-line
services. The merchandise is delivered ex-warehouse and is therefore only available

in a limited range.

© Tisocie Seutschiand GmbH / Talemedia GmbH
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Diagram 40

Stages of Internet development

Development Developmant Developmant Devslcpment
Stage 0 Stage 1 Stage 2 Stage 3

Status: January/97 ** about to be realised

3 Stage 3 permits the customer access to all producable variants. Merchandise is not
supplied ex-warehouse, but commissioned to order. This is the typical procedure for
ordering & car. Merchandise can only be stored in a warehouse in exceptional cases
due to the enormous number of variants.

In the financial services sector, for instance, Bank 24 in T-Online, Deutscher Investment
Trust Direkt or from sarvice providers, such as Sixt, customers can already receive infor-
mation pertaining to the term, conditions and type of contract for a personalised product
on the same day.

The following comments regarding product, customer and process management are ba-
sad on the assumption that the company is already at development stage 3. Financial
services, publishing and media firms are pioneers in this respect. However, manufactur-
ers and retailers will soon catch them up.
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web. [

Barclay Square Web Page

I the Barclay Square virtual shopping centre. customers can visit different branches’ of various
seryice and consumer goods sipoliers in the ‘shopping malis” and order goods and services ©n-

line.

\Welcome (s BarelaySquare, the lesding UK shopping mall.
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3.2 Product Management
Multimedia product management must provide innovative price differentiation, product

variation and communication instruments. The direct interaction between suppliers and
consumers offers entirely new means of achieving this.

Diagram 41

Instruments and Structure of Product Management

Product management instruments

« Price differentialion
» Product varation
« Communication
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Oracle published this report on one of its customers: ‘A market leader in the textiles
branch is now selling direct to its customers through the Internet. Customers send their
personal measurements via JAVA and the Internet to the jeans manufacturer's automa-
ted production - and receive their made-to-measure trousers by post. And what have you
got to offer?"

This saction explains the principal opportunities that are available.

3.2.1 Pricing

Pricing describes the opportunity to offer optimal prices to
different customers in the digital market.

The digital market not only poses entirely new challenges as far as processes and pro-
duct vanation is concernad, price management, in particular, is becoming one of the
most important factors of success.

There is almost full transparency in the multimedia market with regard to price-perfor-
mance ratio. The high market transparency is influenced by extremely fast response times,
daily updates and negligible transaction costs. A customer can compare all current pri-
ces in a matter of minutes, without having to leave his home to make time-consuming
price comparisons in vanous retail outlets.

This is why a manufacturer must ensure that the prices of his digitally sold goods are
extramely low if he wants to be successful. This price advantage is facilitated by the
added value of digital sales. Added value is created through eliminating retailers. A TV
set manufacturer, which digitally markets its products, saves a retail mark-up of 50%,
some of which can be passed on to the consumer.

Diagram 42

Added value potential of digital business

Traditional
marketing of
conventicnai
products

Digital marketing
of gigitisable

products®

Digital marketing
of products
that cannot be
digitised"”

- Example: sleclronic edilion of a newspaper ** Exampla: TV sat
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In the case of products such as books or Newspapers, which can be digitised, the added
value is even higher. The supplier also economises on production and transport cosis.

This is why newspapers, such as the Chicago Tribune, Frankiurter Aligemeine Zeitung,
Washington Post,New York Times, The Hindu, El Mundo, Financial Times, Die Welt. Le
Monde and many others are already exploiting the added value of digitisable products 10
the full.

Web. 1f
“The New York Times' Web Page
=7 A" _ma . Bo The New York Times'
=7 EheNeworkTimes BRKS  pevssen ctem i on
, ! s WM e e e "necuslmaw{de -
| i s TR A B2 bt %‘7‘- 1981 'mnge Ofngm m mfu-_
T v | A mation E4K example
siren  oinm | Move to Back Ban feaders can DS
| ::5& levn'::-‘.f- > EE— \' On Chtm:(al Srms mwh memm’gmﬂ
| e B ) Waner | '-S* L == By GO.I Senators or request older atticies
Al d AT SAfLienT ! ;E_.“ W GYRINTVELS 5 g
ANLANIEE WE RS Py AP > F’!.‘ly'ing‘ the 1elitical
& ISSIFILD S | tERums | = . Gameto Save Free
staviecs | stARCH | Captess Mot Thwr Own Seoivs Speech: on the Det

rmmu.m:w-cmm;:-rmxmnﬁ-—

-
-

Caprizht 1997 The N Yook Thees Corgans

All providers are capabie of implementing different price strategies. Customers, who
purchase through conventional sales channels pay the traditional ‘high level' price. Net-
work customers pay the ‘low cost price. The market transparency and price sensitivity of
natwork customers will necessitate different price strategies. Although resistance from
retailers or decentral sales organisations can be expected, new competitors, in particular
those without large-scale retail or sales organisations, of who have not yet had access 10

&l
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the retail sector, will create this pricing pressure. Often these companies have been re-
cently established and previously marketed their products and services exclusively in
othar countries or regions. In the financial services sector, a similar trend is already
clearly evident. (See Section 4). Providers must therefore pursue across-the-board price

differentiation strategies in future.
Diagram 43
Price strategy requirements in the digital market

High
price level

High Level

Low Cost

\J

Low
price level

The possible methods of price differentiation can be derived from aconomic theory.
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Digital sales also provide an ideal framework for implementing profit-bearing price diffe-
rentiation. In economics, there are three types of price differentiation:

Diagram 44

The three types of price differentiation

- i
— il ﬂ.-'.L.-$-

Case 1 is only theoretically relevant. Case two can be implemented in digital business,
just as it can in conventional markaeting channels. Case 3 is particularly interesting. A
supplier ¢can sall his products in the traditional market at high prices as well as in the
digital market at low prices if he can differentiate betwsen consumer groups.

The method of price differentiation is therefore also a method of customer differentiation.
If a manufacturer can achieve perfect customer differentiation, it can recruit new custo-
mers in the network that it would not otherwise have encountered in the traditional chan-
nels. The more heterogeneous both customer groups are, the more likely this is 1o hap-
pen. For example, it would be possible fo digitally market the Mercedes A-class car. The
average Mercades-Benz customer is over 50 years old and tends to be conservative,
Digitally marketing the A-class car is unlikely to cause substitution effects. On the contra-
ry, it is far more likely that Mercedes-Benz will be addressing & new, young and innovati-
ve target group, which would otherwise never visit a car showroom or a Mercedes-Benz
dealer. 3rd degree price differentiation also offers interesting opportunities for book clubs,
whose customers are generally older, to recruit new customers.

© Dwtoid Deutschiand GmbH / Telamadia GmbH 45
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Perfect customer differentiation in digital business

Traditional sales Digital sales

Distribution Channel
Customar Group 1 Customer Group 2

In most situations, a supplier will be faced with incomplete target group differentiation. In
some cases, it is unavoidable that some customers who generally make purchases through
traditional channels will be lured by the price advantage of purchasing via the digital

channel.

Even if this is the case, the implementation of price ditferentiation and the utilisation of

digital sales channels is still worthwhile.
Diagram 46

Profitability of imperfect customer differentiation in digital business

P AR
nprof;t.r 3

- = only relevant if retailers refuse to stock the products ary longer
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As long as no negative action is taken by retailers or the sales force. multimedia marke-
ting and sales always increase profits.”)

Non-customers who bacome ‘network customers' increase profits, Traditional customers
who become ‘network customers’ have a neutral effect on profits - or, if the supplier
absorbs the trade margin, they can also increase profits. However, as soon &s the retailer
rafusas to stock a TV set that is also sold digitally ata 40% discount, the loss of traditional
customers will have a negative effect on profits.

The action of distributors is therefore a factor which is critical to success. However, in the
mid-term. market pressure will force the distributors to modify their approach. Firstly,
retailers will set up their own digital marketing channels. Secondly, the strategy of pro-
duct variation will also mask price differentiation. For example, there is no explanation for
the enormous mark-up on a hardback book compared with the paperback version in
terms of production costs. There are simply customers who are willing to pay for hard-
back editions and price-sensitive customers (e.g. students), who opt for the paperback

aditions.

*) Obviously, the costs invoived in digital sales must bear relation to proceeds.

& Diabold Dautschiand GmbH { Taelemedia GmiH a7
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3.2.2 Product Variation

Product variation is a method of enhancing the attractiveness
of digitally marketed products.

The advantages of digital business compared with conventional forms of marketing rela-
te to the products in the distribution process, the purchasing process and to the scope for
product variation. Digitisable preducts, particularly newspapers, financial services, travel
information. books, films and pictures, can be specifically geared to individual consumer
requirements as regards up-to-dateness and other criteria. The interactivity of the
purchasing process facilitates this self-madification. However, products which are impos-
sible to digitise, such as TV sets, can also be interactively specified by the customer (e.g.
the number of scart connections) in the purchasing process, provided that an appropria-
te production process exists. In this way, for the same price, product utility can be increased.

Diagram 47
Factors of influence on product design in digital business
© reercy
Scope for interachon * Salf-modification
* Sali-specialisation
i~ | = Salf-parsonalisation
v of the product or sarvica
i W - | Pay- Pedor |
Suig . imation tion 0“’( ) Order  Syusice ment :‘miri‘ec .
/‘: g ---‘_. A .’ ."6‘:\\,5 4 ": 73‘_‘:; J
_| —~m— - .'_ " P e ’ S — . -'e i
Portact documentation Pertect Periect ingividuali- o
of consumer behaviour up-io-gdateness sation Of the produdt
or sanvice

W = Cariea out by the WWW server /provider [ = Camed out by the PC consumer

Product management must be based on the factors of influence and the product design.

Sarvices, such as interactivity, perfect up-to-datenass, the decumentation of consumer
behaviour and the individualisation of products and services, which are possible in the
digital marketing process, offer frash scope for variation.
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Depending on the suitability of the products in question for digital marketing, they can be
specified by the consumers themselves to optimally reflect their individual needs.
Diagram 48

Suitability of products for digital business

Product suitability

Digitisable

Impossible to digitisa

Prodti;t sulta;)_ility Low

Basically, products can be broken down into four groups:

4 Products which can be digitised, yet are not disposable, such as those offered by
Deutsche Lufthansa, the hotel chains Hilton and Marriot, Seatop Reisen, a Munich

tour operator, and many financial service providers.

7 Products which can be digitised, are also physically disposable and can be specified
on-line, for instance, those of ali big publishing houses, newspapers and magazine

providers, such as Focus of Spiegel.

1 Products which are impossible o digitise, but can be individualised, such as cars.

— Products which are impossible to digitise, and cannot be individualised, such as petrol.
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Taking the example of newspapers and books on the one hand, and TV and video on the
other, we will attempt to show the variation possibilities of products which can be digitised
and are disposable and products which cannot be digitised, but are variable.

You will see that both types of products permit customer preduct specification, which
offers a markedly higher product/ utility ratic with regard to price, quality and costs.

Disgram 49
Possible product variations for digitised products
Time can be specified Quality can be specified Costs canbe
specified
100%

ZQQJF;:F"---

Salt- Salf-
Up-to- Dedvery 5 75 Compls-
dateness date Seope spocal- | a1 owntariy Fie
Kay: O Digitisabie prodiucts () Conventional products T - Advantages of digital sales and marketing

Example: newspaper edition

There are three separate dimansions in which preduct variations can be achieved:

1. The dimension of time: the extent to which a product is up-to-date and its delivery date.
An electronic newspaper ¢an be up-to-the-minute and relayed to the second of the re-

quested delivery time.

2. The dimension of quality: scope, specialisation, madification and complementarity. In
this dimension, the relayed article can be precisely adapted to meet the recipient’s neads.

3.The dimension of costs: a maximum price can be determined on an individual basis for
the requested newspaper edition.

© Diabald Dautachiznd GmaH J/ Telamadie GmbH
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The scope to vary digitisable products, such as & newspaper, is practically unlimited in
terms of quality, ime and costs. To a large extant, a consumer can specify the product
according to his requirements. A person who purchases a conventional newspaper can
only ensure that his preferences are met in terms of quality, time and costs by carefully
selecting a special edition.

Diagram 50

Possible product variations for products which cannot be digitised

Costs ¢an be

Quality can be specifiad
specified

Time ¢an be spacified

100%

N

Seif- Sedl-

- &

Up-to- Delivary i Comple- P
datengss date SS0p ssac . t:i ;1"' Tao?:: mentary v
Key: @ Digitisatie products @ conventional products T L Advantages of digitai sales and marketng

Exsmple: purchase of 8 TV set

The scope to vary products which cannot be digitised, but are only marketed via digital
media, is limited. Despite this, TV sets sold though digital channels will be the latest
model because they have not been stocked at a retail outlet before sale. Delivery dates
can be specified by the customer, although the product cannot be delivered immediately
2= is the case when a set is bought from a retailer. However, there are advantages 1o be
gained through the facility for self-modification and maximum price limits when custo-
mers specify the individual components of a TV set. For exampie, potential Hyundai cu-
stomers can specify the fittings, engine, colour etc. of a car on the Internet and request
a direct quotation. FIAT even permits the customer to design their dream car on-line. The
direct complementarity of TV sets, video recorders or satellite equipment can also be
constantly guaranteed. The manufacturer’s warranty is far more valuable than any war-
ranty given by a retailer. A further advantage of digital sales in the above case is the clear
price advantage of 50% which is achieved through the glimination of the trade margin.
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Intaraction with customers also permits product ‘add-ons', for example, in the form of
information.

Diagram 51

Product variation in digital business through ‘add-ons’.

Example: purchase of 8 TV set

information can be provided for every product, at any level of up-to-dateness and in any
depth to reduce the purchase risk. The value of this information for the same price is the

value of the product for the customers.

This information can pertain t0

1. the product itself and its possible variations.
2 the price and its upper / lower limits.

3. possible forms of distribution and related service information.
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The scope for product management in multimedia sales can be summarised. Both the
purchasing process and the scope to vary products considerably increase the advan-
tages of digital marketing compared with traditional forms of distribution.

Disgram 52

Advantages of digital business.

24%-hour
availability

[ Diebold | Telemedia Digital Business
:

r 100% ~ . 1 . 100% product
product information ¥ e assortment depth

Transaction

100%
cosis

product
modification
possible®

100%
market transparency
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3.2.3 Communication/ Advertising

Advertising offers new opportunities to finance on-line media and to enhance
their attractiveness

Communication accompanies the price and product strategy and creates the prerequisi-
tes for customer management. In light of the increasing commercialisation of the Internet
and on-line services, advertising proceeds are now taking on central importance. in com-
parison, the significance of subscriber fees, which were previously the only source of
income in the on-line market, is diminishing. The declining proceeds from member subs-
criptions are increasingly being substituted by proceeds from on-line advertising and
transactions. The following statistics show the quarterly sales of the major advertisers or

advertising sites on the Internet:
Diagram 53

Top 5 advertisers and advertising sites on the Internet.

Internet / on-fine Advertisers

Advertising sites

Source: Montgomaery Securities, Webtrack

A marked increase in advertising activity is expected in Germany from 1997 onwards
now that a basic currency for advertising in on-line services has been established. (See
sha saction entitled ‘Performance indicators for advertising in on-line services' in this re-

spect).
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Types of on-line advertising.
The types of on-line advertising can be classified in terms of 3 criteria.

M Region: advertisements can be placed for regional products and services only. Display
advertisements or classifieds (job market, car or property market) in connection with
digital city and local community information (opening hours of administrative offices
and public institutions, events calendar) are possible in this respect (e.g. Chicago
Tribune). Furthermore, advertisements for intraregional products and services at
national and international level are also possible. The Internet has the particular
advantage that companies - especially smalier and medium-sized companies - can
advertise and market their products on a global basis there.

O Presentation sequence: normally, on-line advertising is realised in the form of parallel
advertising alongside the editorial section. On the other hand, it would also be feasible
to use advertising to bridge waiting times, for example, when Internet pages are being
loaded or when the user purposely takes a break.

Diagram 54

The advantages of on-line advertising

Region Presantation Medium

\

A Medium: advertisements can ba placed directly in on-line services (AOL, CompuServe,
T-Online stc.) orin cloged Internet sites, Attractive advertising in the form of infomercials
can thus operate as an independent profit centre.

Free advertising placed on the Internet is an entirely new form of advertising. Search
engines can link advertising pages with various search parameters (Lycos). If the user
enters a word as a search parameter, an advertising page which is linked to this
search parameter is displayed, In this way, it is possible to link the term, BMW, with &
Mercades advertisement, When'BMW' is entered as a search parameter, all information
in the network pertaining to BMW is compiled. At the same time, an advertising page
for Mercedes is displayed, which offers the user the opportunity to request information
on Mercedes (‘target advertising'). The search engine provider receives & fee from the
advertiser for every user contact with the advertising site.
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The advantages of on-line advertising

On-line media offer both advertisers and network users considerabie advantages com-
pared with traditional mass media:

individuality: on-line media are ideal for personalising advertising content (*target adver-
tising'). In this way, advertising can be geared to the interests of users (‘segment of one’).
Customer requirements are either ascertained by way of on-line guestionnaires or by
means of the disclosed search and utilisation behaviour. It is also advantageous to insert
pra-selected advertisements in individual communities of interest (e.g. business, travel,
sports). The dispersion losses associated with traditional advertising are thus reduced.
On-line media are leading to the fusion of advertising and direct marketing.

Diagram 55

Advantages of digital advertising

Intecactivity Flexibility

Avaitability ;;m:y

Community

Interactivity: one basic feature is that the user spacifically determines the content and
guantity of the information that he wishes (o receive. In traditional advertising, the pre-
sentation of products and the company take precedence. However, on-line advertising
can also be linked to the sale of products and/or services. In contrast to traditional one-
way communication, multi-channel communication is possible on-line, which permits dia-
logue or feedback. Because the recipient plays an active role, success can be measured
dirsctly and recorded in log files.
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Flexibility: in on-line advertisements, advertising messages can be updated quickly and
on a regular basis. This also applies to individual elements, which can be completely
replaced or varied on a daily or even hourly basis. A further advantage is that pre-tests
and advertising optimisation are simple and therefore inexpensive to implement.

Availability: a further major advantage of on-line advertising as opposed to TV and radio
advertising is that it is always available (‘prime time is my time’). This applies both to time
and space. Advertising is therefore less an instrument of publicity and, t¢ a greater ex-
tent, additional service components such as information pertaining to preducts and pri-
ces and information on delivery from a service provider.

Multimedia compatibility: by using multimedia modules, e.g. moving images and audio
elements, utility for individual customer groups can be markedly increased. There are
advantages in this area in comparison with the printed media. The way that multimedia
functions results in more attention being paid to the product and the company. This raises
levels of product awareness and buying intention.

Community: in traditional advertising, the only information provided pertains to the adver-
tising company. On-line media have the advantage that information on a product catego-
ry which is generated by & user can be processed and displayed. This type of information
could be contained in case histories or commentaries. Furthermore discussion forums
provide recipients with a direct, interactive means of exchanging information and opini-
ons with the manufacturer and, in particular, with one another.
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The following diagram shows the current trends in the area of on-line advertising:

Diagram 58

A comparison of digital business advertising and traditional advertising.

e

9 & 8399

Limitations of on-line advertising

As well as advantages, on-line advertising also has disadvantages, which must be taken
into consideration in the design of advertisements.

7 Particular attention should be paid to ensuring that the users’ interest is aroused.
Bacause every advertisement can be skipped over, passive advertising consumption
- as is predominantly the case in TV media - is the exception to the rule. This means
that uninteresting advertising in on-line media has little chance of being effective.

= in contrast to TV, radio or the printed media, the user is paying for on-line time. This
means that long waits whilst advertising is being downloaded could result in the user
cancelling the loading process. This risk can be reduced by resorting to smaller

Infomercials to bridge waiting times.

3 The guiding criteria and abort mechanisms, which are familiar in the traditional mass
media advertising industry, only exist in some areas (see the following section in this

respact).
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=1 Atpresent, on-line media do not generate the user figures that the advertising industry
is accustomed to in the traditional mass media.

In summary, the following can be said:

1) The disadvantages of on-line media can be overcome through increasing user
figures, increasing the scope of transmission/ improving comprassion technology,
as well as through well-designed advertisements, which are geared to the specific
requirements of this new medium.

2) Successful on-line advertising must utilise the specific advantages of the medium
and not simply copy the forms of advertising used in the areas of TV, radic and
the printed media.

Performance indicators for on-line advertising.

In Germany, A.C. Nielsen Gesellschaft fir Konsum- Markt- und Absatzforschung (GK), a
consumer, market and sales research association, the Informationsgemeinschaft zur Fest-
legung der Verbreitung von Werbetragern (IVW) (Information Association to Ascertain
the Dissemination of Advertising Media) and the Verband Deutscher Zeitschriftenverie-
ger (VDZ) (Association of German Newspaper Publishers) are attempting to find appro-
priate performance indicators for on-line media. A generally acceptable measurement
criterion for on-line advertising is necessary to facilitate performance comparisons with
other advertising madia.

At present, the following performance indicators for on-line advertising are used:

Perception-based

‘Hits' are one clement of an Intarnet offer. Depending on how an Internet page is configu-
red, it can result in one or several ‘hits’ par page.

"Visits' or ‘sessions’ are the number of related pages which are retrieved i.e. the number
of visits to an on-line service over a specific period of time. The number of pages which
are retrieved on each visit is not recorded. Performance is measured in terms of the
number of pages that are accessed over a specific pericd of time. A visit is over when a
visitor fails to retrieve a new page within & specific period of time (.. ten minutes).

‘Page clicks' or ‘page views' are the number of times all on-line users view a specific
page within a specific peried of time. If further display elements on this page (e.g. supple-
mentary graphics) are retrieved, this does not increase the number of page views.

‘Ad views'. This variant, which is also a perception-based performance indicator , records
the number of pages or objects which are relevant to advertising that are retrieved.

© Daoeic Destschiand G / Telamadia GrmbH 29
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‘Ad clicks’ are the number of clicks on a hyperlink leading to information provided by an
advertiser. In this respect, a response refers to clicking onto a hyperlink. The perfor-
mance indicator is the number of recorded re-routes on the basis of a displayed adverti-
sement.

User-based
Users: the number of people who have viewed the products or services of an advertiser.

‘Registerad users'; the number of user names, passwords or people identified on the
basis of demographic data, who have viewed the products or services of an advertiser.

‘Duration of visit' is a variation of the registered user indicator. The duration of a visit is
taken as a performance indicator. In this case, performance is measured in terms of the
total duration of the visits of all registered users.

€ C-

‘Buyers', This method ascertains sales, profit margins or profit on the basis of the sale of
products or services 1o on-line users, who discovered the electronic shopping page in
question through displayed advertisements.

Diagram 57
Performance indicators for on-line advertising.
Performance indicators
for on-line advertising
© Disboid Deutscniand GmbH / Telemadia GrmbH 80
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Who is the user? - Initial problem-solving approaches.
At present, there are three approaches to solve the ‘Who is the user?' problem:

O Personal data voluntarily provided by the user (e.g. in order to access personalised
services or to be eligible for a price discount).

M Automated analysis of the search behaviour of the user (search parameters, duration
of visit in individual areas and content, user tagging)

A Traditional market research, as is carried out in other media, by means of questionnaires
or focus groups.

Advertising costs for on-line media.

Business models for on-line advertising assume that the quantity of advertising sold will
increase as the number of subscribers to the medium increase. Compared with direct
marketing prices, CPMs (costs per thousand contacts) in established services such as
AOL or T-Online are quite high (more than DM 140 in Germany). The following diagram
shows a comparison of the advertising costs in on-line media and selected traditional
media:

A comparison of advertising costs in on-line media and traditional media.

Sourcs: infaractive Weask (08.05. 1598) Source: Forrester Rasaarch {1994)
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High growth rates for the on-line advertising volume are forecast , particularly in the

graphics section of the Internet, the World Wide Web.
Diagram 59

Forecast growth for the on-line advertising volume

Until 1988 the WWW advertising voiume will increase

up to about 1 billion USS

3.3 Customer Management

New methods of customer recruitmant, achieving customer loyaity and customer service
must be implemented in digital business, The inherent features of multimedia offer great

potential in this respect.
Diagram &0

Instruments and arrangement of customer management

Customer managemant instruments:

« Customer recruitment
= Customer kyalty
« Customer sanvice

Traditional customer management mechanisms (e.g. for ciubs, financial services or cata-
logue dispatchers) must be modified or supplemented.

The following saction provides points of reference for digital customer management.
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3.3.1 Customer Recruitment

Multimedia offers innovative opportunities and considerable
cost-cutting potential in the area of customer recruitment.

‘Hardly anything is more expensive than recruiting new customers’, managers with sales
experience often complain. It has been ascertained that the costs associated with a busi-
ness relationship tend to diminish over time: often to 20-30% below the original level.

in light of this, an investigation must be made into the extent to which on-line media are
suitable for supporting the difficult and costly process of customer recruitment.

in terms of its structure, the Internet is a“pull’ medium rather than a ‘push’ medium. In its
original form, it cannot be actively used to offer products, services and information to
potential customers. The internet is far more a multitude of products, services and infor-
mation, which potential customers must search for themselves.

In this respect, it is necessary 10 investigate the downstream stages prior to a purchase,
such as needs, product familiarity, image, utility and preference in terms of how they are
influenced by on-line media and to adapt customer recruitment methods accordingly.

The first stage of a purchasing process model is the activation of a need by means of an
internal or external stimulus. On-line media are ideally suited to function as an external
stimulus, in the form of an infomercial Or a Java-animated home page. Multimedia ani-
mated advertising also generates ‘added value', arouses the interest of potential custo-
mers and prompts them io actively seek information about products and sarvices which
meet their requirements. Furthermore, awareness of a company’s products can be
increased through appropriate hyperlinks from frequently visited pages.

The information which is provided with regard o the real product characteristics forms
the basis of the customer's perception of these products. Intersubjective, non-uniform
perception creates virtual reality, which can deviate to a great extent from actual reality. In
this phase of the purchasing process, on-line media offer the opportunity to counteract
excessive deviation. In this phase, quality of utilisation plays & central role. It must be
simple and fast. Simplicity is achieved through intuitive, self-explanatory user interfaces,
a clear presentation of products and services and on-line help functions. Speed pertains
to minimal waiting times (seldom and brief) and fast access to the entire range of pro-

ducts and services.

© Dieboid Dautschland GmbH / Telamadia GmiH
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Toys ‘R’ Us Web Page

The visual display of the
Web page = intended to
prompt customers o raquest
informatica on Toys ‘A’ Us
and, possibly, to purchase

¢ AULTRAZDIA aslicles.

ETORES

o
l"l: SAriJ

EXPLORE
Toys 'R' Us
The World's Biggest

Tov Megastares and Mudlimedia Centres

This psychoiogical process is affected by the values held by the potential customer. The-
se are directly related to the image of the product or company. A company that is found
on the Internet is promoting a modern and future-oriented image.

In their product evaluation, potential new customers link preduct characteristics with an
overall picture and compare it with their personal objectives and frame of reference. In
this phase, on-line media in the form of individualised information, can be of particular
assistance and visual presentation can increase the subjectively perceived utility of the
product. In this respect, emotionally appealing presentations, littie text, plenty of graphics
(possibly suppiemented by sound and moving images) hold great potential.

If the expected utility of the product is higher than the price and, if the discrepancy bet-
ween these two variables is greater than that of all rival products and services, the com-
pany has gained a new customer. In order to support this phase of customer recruitment,
markat research methods, such as conjoint analyses, can be implemented on-line.
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Diagram &1

Multimedia instruments to influence purchasing behaviour
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INSTRUMENTS

The following concepts are suitable to support customer recruitment using on-line me-
dia.

1) Linki rketi iviti i r

As described above, the Internet is a ‘pull’ medium. Potential customers must actively
search for products or services. If a company intends to market its products and services
via the Internet, search engines, e.g. DINO, Infoseek or Alta Vista, are of central im-
portance. A search parameter given by a customer permits the display of advertisements
which are contextually relevant and precisely meets his needs. The advertising site can
be diractly linked te product and service information or contain this type of information
(infomercials) and, in turn, be linked to an order form oran interactive application (E-mail,
chat).

2) Marketing products in communities of interest

Communities of interast (e.g. business, health, lifestyles, tourism or sport), already con-
tain a vast number of people who share the same interests’. Product or service providers
can benefit considerably if they directly incorporate their products and services into a
community of interest or provide a direct link from one of these ‘communities’ to their
home page.

The advantages of the above include the minimisation of distribution losses and the
opportunity to address specific target groups of customers. The recruitment of new cu-
stomers is thereby simplified and the average costs for customer recruitment are redu-
ced.

© Daboic Deutschiand GmoH (Teleenedis GonH 83
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3) Establishment/ transfer of brand names

Established brand names are one of the central factors of success in marketing products
and services via on-line media. Traditionally powerful brands (e.g. Coca Cola, BMW, Fo-
cus or Sony) can be directly transferred to on-line media because people will search for
them. In comparison, other products must be given a brand name which is suitable for
on-line communications and conveys the ‘value proposition” in the on-line medium (e.g.

Hot Wired, Pathfinder, Access Atlanta).

QW&M

On-line media offer companies the opportunity to market their products and services
world-wide. This especially gives small and medium-sized companies the chance to broach
new countries and regions. In this respect, it is vital that regional customs and traditions
are taken into consideration (e.g. in Japan, white is the colour of mourning). Advertise-
ments and the range of products must be appropriataly adapted in terms of language.
colour and presentation. This is not a problem, because the origin of the user can be

ascertained.

5) Further means of regruiting new CUSIOMErs

Free trial subscriptions (e.g. for 4 weeks) can be offered on-line 0 potential new custo-
mers, as can incentives (for subscribers to find new subscribers). In this way, personal
data pertaining to new potential customer segments can be obtained and used for future
marketing purposes. Additional possibilities to recruit new customers exist in cross-sel-
ling and sponsoring. (See the example of the tourism industry in Section 4 in this re-
spact). Direct marketing measures can include electronic mailings, mailing lists o7 tracking.
These reduce dispersion losses and costs. Reference to an Internet address in traditio-
nal media and PR in external services (e.g. CompuServe, AOL or T-Online) also offer

additional scope for customer recruitment.

in coming years, there will be a shift from traditional channels of distribution to interactive
shopping. Thig trend is already evident in the following product categories:

A Products which do not need to be or cannot be physically touched (e.g. tickets, software).
O Multimedia products (e.g. games).
A Low-price products (.g. Gifts)

O Trademarked goods (e.0. hardware)

© Drebold Dewtschiand Gmb / lelemadia GmbH
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The causes and the resulting chain of effect of this new trend are shown in the following

diagram:
Diagram 62

Demand-oriented and technological changes permit new means
of customer recruitment via on-line media.

in conelusion. the following can be said: the recruitment of new customers can be
increased by expanding marketing activities via on-line media and addressing specific
target groups to a greater extent. Multimedia forms of presentation offer new scope to
support customer recruitment 10 & greater extent. Multimedia forms of presentation of-
far new scope t¢ support customer recruitment.

© Dancic Deaschiand GrbH / Talamedia GmbH 67
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3.3.2 Customer Loyalty

The provision of innovative customer loyalty instruments will be decisive
to success in the multimedia market

An investigation into the marketing activities of a great many companies reveals that
excessively high value is placed on customer recruitment. This often has a negative ef-
fect on the service provided to existing customers. Because customer fluctuation is a
cost-driving factor, marketing theorists now suggest that companies should focus their
activities on securing the loyalty of existing customers. In this ‘relationship markating',
customer satisfaction plays a central role. ‘Relationship marketing' provides instruments
to promote customer loyalty in & world in which they can change suppliers at the ‘click of
a mouse’. In the following, multimedia instruments to support relationship marketing are

described.

Instruments

‘Information at your fingertips'is a famous advertising slogan. However, the same applies
t0 information about competitor product ranges and prices. Products and services which
prove to have an unsatisfactory price/performance ratio have very little chance of being
sold in the age of the ‘information highway'. In the on-line age, it is much easier to compa-
re transparent products and services with one another. In light of this, innovative custo-
mer loyalty instruments are taking on central importance.

Freguent usage pricing/ bonus system for_frequent USers is a process which measures
the use of a service or offer by a customer (€.g. quantity, length of time). Customers are
offerad price discounts which reflect their utilisation behaviour. The rates of discount can
be staggered or continuous. One variation is a loyalty bonus for long-term users of custc-

mers.

Product gifts/ incentives can be offered to customers who regularly use a service (e.g.an
on-ling regional newspaper), for instance, when they exceed a certain number of pages
(e.g. a free ticket for a regional music or theatre event). (See also the foliowing diagram,
which shows the business model for an on-line regional newspaper). One main advan-
tage is that the gift can be selected in accordance with the documented search and
utilisation behaviour of the customer. This increases the probability that the gift will reflect
the customer's preference structure and that he will actually use it.

& Diabold Deutschlund GrbH MTelamedia GmbH
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Business model for an on-line newspaper with advertisements.
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Diagram 63
On-li titions m i skill_can further arouse consumer interest for a
company’s preducts and services. By using 2D and 3D animation, considerable additio-
nal consumer utility is generated. Furthermore, the interactivity of on-line media offers
the user the opportunity for direct feedback.

Advertising/ information on new products are further means of enhancing customer loyalty.
Direct E-mails providing information about a new product or service (in the form of a link)
or a short description of the new product sent fo the customer aiso ensure that the custo-
mer becomes familiar with them. The form, type and method of presentation should re-
flect the known utilisation behaviour of the consumer. In this respect, it should be pointad
out that the user must have the opportunity to determine the fraquency and content of
any direct E-mail that he receives.

Hyperlinks to communities of interest and services, which are contextually related to the

range of products and/or services, increase perceived overall quality and therefore also
customer satisfaction. In communities of interest (e.g. gardening fans or paopie intere-
sted in health issues), customers can exchange views and information with regard to &
product that they have purchased and establish new contacts. (User-generated content
considerably increases customer loyalty!). This presents the opportunity to dispel any
doubts someone may have that he has made the right purchase decision in the post-
purchase phase. A link to related products and services will also increase customer
satisfaction (e.g. a sub-gateway between a commercial and a travel channel).
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Multimedia relationship marketing instruments

Customner loyalty can also be improved by the following measures:

3 implemantation of regular user surveys

O guaranteed on-line query processing within 12 hours

O regular contant updates

1 differentiated lead tracking

73 constant extension of Internet/ marketing presence and appropriate refarence to this
O recording and evaluation of access and system statistics

7 use of intelligent agents

= use of filter systems (matching almost identical uses).

In the following, the effects of the use of intelligent agents on customer loyalty are descri-
bed:

Intelligant agents provide information on customer preferences and thereby permit indi-
vidualised marketing. They ascertain precise customer profiles. Internet agents solve this
task by either directly asking users about their preferences or by following and recording
the search and utilisation behaviour of consumers.

The more often an agent is used, the more familiar it becomes with the user. The losses
experienced by a user when he swifches to another agent thus increase over time. The
use of agents as marketing platforms atan early stage offers a major competitive advan-
tage in terms of custemer loyalty.
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Advantages and risks with regard to customer loyalty

On-line madia offer further advantages with regard to customer loyalty.

Advantages:
A Opportunity to regularly, systematically and inexpensively survey customer satisfaction.

The evaluation of user data is fast and can be directly utilised to adapt the product
range and individualise communication with consumers.

M Linking Management Information Systems (MIS) with Decision Support Systems (DSS)
improves the planning and control of the customer loyaity instruments.

7 Gost-effective customer loyalty management through the provision of on-line club and
incentive schemas with hot-line services for problems pertaining to operation and
content.

A 2D/ 3D animation (e.g. also in the form of virtual service stafi, who ¢an communicate
with customers in real-time by means of modern rendering technology) particularly
have the effect of increasing familiarity.

M Regular updating of product information and price lists as well as special conditions, if
applicable.

A Interactive search options for products and services on the basis of special criteria.

There are also some risks with regard to customer loyalty

7 Low search costs: current customers can find competitor information and products
taster and more comprehensively via on-line media.

O Itis hardly possible to implement spatial price differentiation.

In conclusion, the following can be said: on-line media offer great scope to increase
customer loyalty. This generates the following effects for companies marketing their pro-

ducts or services.

1. Higher customer loyalty though the familiarisation of the customer with content, look &
feel.

2 Increased knowledge of target groups through user-specific data and utilisation beha-
viour.

& Disbold Deusschiand GmbH /Talamadia Gmbi fal
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3.3.3 Customer Services
Multimedia particularly supports customer services.

Additional services are an integral part of modern aconomic systems. In many industries,
product differentiation is largely achieved by way of services. On-line media offer the
ideal framework for the provision of services, since additional services are an inharent

part of their basic functions.
Individ ualised information, products and services:

™ Information search services in the form of parsonalised search tools (e.g. Lycos or
Inktomi) simplify the customer's overview of the information and products offered by

different companies.

= Product and information packages not only include individual offers in response 10
complex customer queries; they increasingly incorporate additional information and
products that are available in the field in question.

One example of this is a personal business service. This includes the sectors of money,
savings/ financial security, starting up a business, business news and career planning.
The individual areas can also be broken down into separate categories. For example, the
area of money could contain information and products on the subjects of banking tran-
sactions. stock exchange and financial investments. The area of starting up a business
could be broken down into company/ franchise market, ideas/ tips and financing. An
appropriate concept is shown in Section 4.

Interactive after-gales care

On-line media are a particularly useful means of optimising after-sales care. The end-
user has direct access to a company's databases or on-line services. Thus, he has direct
access to information on customer service staff, exchange and retums regulations of

repair workshops.

A pin board and E-mail further optimises the service. These permit the customer to send
queries to the company at any time of the day or night. These services offer particularly
interesting possibilities to smaller companies, which cannot afford o operate a 24-hour

hot-line.
Additional utility though multimedia impressions

The highly acceptable level of service in multimedia offers the customer considerable
additional utility. Graphic multimedia-compatible interfaces and the associated intuitive
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user interfaces permit the user to easily navigate his way around the network and offer
tast and simple access to the required services. The advantage in terms of money is
ohvious. Furthermore, the fact that this saves time provides further considerable custo-
mer utility. In designing the interfaces, an in-depth knowledge of multimedia design and
programming is necessary.
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Spatial availabili
On-fine media are - provided that the technical requirements are met - available through-

out the world. Therefore, the fact that customers can use the service whether they are at
home or on business trips is indispensable to them.

Selected instruments
The following on-ling instruments can be used in conjunction with customer services.

3 Target group-specific information push via E-mail: information about new products or
price changes can be sent to automatically determined target groups in order to
heighten the impact of marksting campaigns. If this E-mail pertains to one of the
recipient's specific areas of interest (make clear by using appropriate headings!), it
will be opened and, at least, read.

3 On-line customer magazines in the form of personal information and product offers
provide customers with additional service utility. The service can be refined through
setting up a personal archiving or research tacility (subject areas, search parameters),
which can be updated daily or weekly.
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O Expert chat provides a direct link between customers and appropriate experts in the
relevant fields. In this way, the publishing firm can organise regular chat events between
authors and readers of a publication (e.g. a best-seller). In the case of scientific
publications, on-line discussions or forums involving researchers can be initiated by a

publishing firm.

0 Onp-ine customer management_ performance components comprise the acceptance,
processing, documentation and statistical collection of queries, orders and complaints
per E-mail, pinboard or chat with regard to content, prices or general conditions of
use. The primary objectives are to increase subscriber loyalty and maximise sales per
customer whilst, at the same time, providing efficient and customer-oriented services.

Interactive customer service requires the introduction of various dialogue measures. So-
meone who turns out to be a ‘regular user' after a short time must be addressed different-
ly to a customer who only uses a service occasionally. Appropriate database systems
¢an support the process of addressing users in accordance with their utilisation.

Diagram &5

Multimedia customer service instruments
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The degree to which multimedia is realised or to what extent the company intends to
realise it in the near future, is decisive. As already mentioned, the following stages of
Internet development exist:

0. No Internet utilisation

1. Home page in the [nternet

2. On-line marketing/ electronic shopping in the Internet

3. Integration of customers and the production process via the Intemet

In Stages 0 and 1, it is not possible to provide additional multimedia services. In Stage 2
the entire range of services described above can be provided.

Stage 3 is interesting. Particularly in industrial enterprises, it permits the establishment
of a link between on-line media and/or computer-assisted survey software with CAD
systems or the R+D division. Interactive preference-recording medules which are linked
to the above systems in the companies inform them immediately of market research
findings and negligible changas in utilisation behaviour, which can then be used for plan-
ning purposes. Furthermore, within a shert period of time, product ideas put forward by
consumers and direct customer-feedback can be generated.

Summary: customers must be informed of the individual aspects of a service palicy. Over
a period of time, it is essential that the instruments used are varied. On-line media are a
low-cost and direct means of achieving this.

Furthermore, on-line media themselves - as described in the initial paragraphs - offer
considerable potential for the expansion of services, Future surveys will focus on the
important aspect of the extent to which Internet uss is influenced by service policy.
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3.4 Process Management

in order to implement digital business, a series of organisational adaptations are neces-
sary. The multimedia marketing of data and services involves the communication of a
system at the company headquarters with the PC of a consumer. A reply t0 a query
must be sent within seconds. Checks of stock in hand and delivery availability must be
made. In some cases, modifications to the ordered product are necessary - whether this
be a digital or physical product. On the whole, this requires an adaptation of business
processes. These adaptations will be even more comprehensive

7 the more decentralised the present marketing organisation is,

M the less frequently the company headguarners presently comes into contact with con-
sumers, retailers, representatives and branches,

M the longer the period of days and weeks order procassing has taken in the past.
This is why organisational adaptations are necessary if multimedia marketing channels
are used. The more processes, structures and activities are modified, the greater the

'dreaded’ digital business volume, which is why process management and IT support

must be particularly effective.
Diagram &6

Instruments and structure of process management

Process management instruments:

» Procass structure
« Process transformation

« [T support

The relevance of process management for the company depends on the stage of Inter-
net development that it has reached. In Stage 1, in which a home page is s&t up, process
management is unnecessary. However, as soon as data and services are sold ex-ware-
house (Stage 2), process management does become necessary. In Stage 3, process
management obviously plays an essential role.
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As soon as the order procedure is integrated into production, for example in order to
permit the customer 1o select the variants himself, a far-reaching business process trans-
formation becomes necessary. Today, this is still the exception to the rule. However, the
potential that digital business holds for rationalisation and the competitive advantage of
products which are individualised by the customers themselves will soon take on vital

importance.

3.4.1 Process Structure

The process structure offers a basis for problem-free
multimedia transactions.

The digital marketing process involves communication between the customer's PC and
the provider's WWW server. Between initial contact and order placement, there are
obviously a number of iterative possibilities. When the order has been placed, an invoice
is issued immediately (in future, payments will be made in 'E-cash'). the service or pro-

duct is supplied and dispatched by digital or physical means.
Diagram 67

The digital marketing process
Iterative possibilities

I - Carriec out by the PC consmer [ = C2rried out by the WWW-Server supplies

On the whole, this business process sequence is fundamentally different to traditional
marketing business process sequences.

© Diascid Deutschiand GmbH / Telemadia GmbH



LN T—— —

Diebold | Tclemedia Digital Business
Study

Not only the business process sequence but also the integration of the business process
in the organisation, frequency, order volumes, processing times and the degree of auto-
mation and centralisation are considerably different.

In each case, a specific comparison of the digital and traditional business process se-
guences must be made:

Digital communication with consumers and their personal selection of products and ser-
vices means that some traditional process steps are superfluous.

Abbildung &8

The business process sequence

\ \ / / ‘\\ 7
Business process for iraditonal marksting \ A\ /

S T R pgeiesa— ! ;
Change in

Business process for digtal marketing
- = Carriad out by suppWer - = Camigd out by PC consumer

Marketing control (agents, distributors and subsidiaries) becomes obsolete. Sales can-
vassing takes on an entirely new form because the customer must dial in o the service
himself. The final negotiation is replaced by the iteration between selection, offer and
order. Order processing is also no longer necessary. This is because of the fundamental
diffierence between digital and traditional business precesses with regard to the integra-
tion of the process sequence in the organisation,
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Whilst in traditional marketing the marketing organisation is responsible for all activities
up to performance, in digital marketing almost all sub-processes are carried out by other
organisational units,

Levi's digital marketing of jeans is an example of this. Normally, retailers are supplied on
a weekly basis with a large quantity of items in various sizes spanning the entire range.
Now, the consumer dials into the service, states his size and receives a quotation after a
production feasibility check has been made, pays, and receives his merchandise by
post. This process is repeated many times each day and is entirely different.

When a quotation is made, up-to-the-minute and automated clarification must be given
as to whether the selected article can be dispatched in the required design and within the
specified delivery time. The preduction feasibility checks, delivery scheduling and order
confirmation must also be made in a matter of seconds.
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Diagram 69

Process integration
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Order precessing is thus an integral part of order placement. Furthermore, the automa-
ted processing of customer orders permits the automated evaluation of consumer beha-
viour. Product development, marketing and sales can leam from documented customer
orders. selected products, product modifications and the accompanying price sensitivi-

ty.

Using this automated information, the product range, pricing and communications can
be optimised on a daily basis-

Thus, in addition to the business process sequence and integration, further necessary
process modifications are necessary. The degree of sutomation must be fully adapted
over days or weeks and the processing time must be reduced to a few minutes.

At the same time, the degree to which most companies are centralised will change consi-
derably. This particularly applies to the multitude of companies with decentral marketing

organisations.
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These include companies such &s

 Mercedes-Benz AG with its branch organisation {also agents and official repair
workshops in Germany),

O Allianz AG with its agency organisation,

M1 Loewe Opta with its specialised retailer organisation,

M Commerzbank AG with its branch organisation,

1 Brockhaus AG or Bertelsmann Club with direct marketing organisations

and many other companies in the same industries, which market their products and
services via decentral marketing units.

The multimadia market requires centralised service. In the digital market there are no
spatial limits. Customers and potential customers receive information and are served
digitally. The traditional interim stage of agents, distributors or branches is eliminated.

Wweb. VI

Internet Mall Web Page

Intemet Mall delivers
its prodiucts diractly ¢
Intemat customers al a
discount price.

In some cases, new digital agents are appearing: virtual department stores. However,
thase only serve as a focal point or magnet to attract customers on the basis of familia-
rity. In the final stage, these virtual department stores will forward queries and orders
direct to suppliers, making a small profit. In this way, companies such as CUC Interna-
tional can sell their around 250,000 products at up to 50% below listed prices. These
Cyber-Agents then use the manufacturers' digital sales processes. The classic retalil
process, which includes planning, purchasing, sourcing, storage and logistics no longer
takes place. This is particularly interesting because the interactive design of products
would not otherwise be possible.

(e ]
.
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It should not be forgotten that new structures are also being created. For example, a new
central logistics system is necessary to dispatch the products from the manufacturer to
consumers. Oftan, companies arrange this through engaging specialised forwarding
agents and parcel services.

The Internet is not a sufficiently interactive medium to solve all the problems which may
arise when a product is purchased. This especially applies if customers with little expe-
rience of media ‘join the Internet'. Some of the advice which retailers have provided up to
now could be provided by specialised 'on-line agents' in future. Itis feasible that a travel
agency in the network, having made a pre-selection of offers, could additionally commu-
nicate with its customers by E-mail and provide links to offers.

Basically, this means that the manufacturers’ headguarters will receive fewer big orders.
They will be required to process a multitude of data from a vast number of small orders
from diract customers. This will changs the frequency and volume of the business pro-
cesses at the headguarters. On the whole, considerable changes to the content of busi-
ness processes will occur during the transformation from traditional to digital sales.

Diagram 70

Differences between business processes

e l
e
= ——— ~ . =y

“ ‘H"~. e

These fundamental changes in the business processes and the absence of necessary
concepts are the main reasons why digital forms of marketing and the attractive offers

associated with them have not vet become widespread.
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3.4.2 ProcessTransformation

The transformation of the business process is a method of translating traditio-
nal business processes into a digital business development process.

The catalyst behind the process transformation could be a change in the factors of influ-

ence. the target group or the main success critena.

Digital marketing & sales and catering for new digital target groups mean that there are
entirely new requirements of precess sequences. At the same time, the main success
criteria are also changing. £or example, the response time 10 customer queries must be

reduced from days or weeks to a few seconds.
Diagram 71

influence on the business process transformation

Factors of

FTTPS S
‘-’-.-j::*fw‘ e

el fvia

Digital
and
traditional
customers

= Traditional factors of kliuance o0 QVGCeSSEs

T - New factors af inflypnce on processes oy

Furthermore, new factors of infiluence on the business process are emerging:

A multimedia product concept, multimedia control, systems, production and organisati-
on require new processes. As a result, a business process transformation from traditio-
nal processes to combined multimedia and traditional business processes must be im-

plemented.
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in this respect, it is important that an isolated multimedia business process is not de-
veloped. To a far greater extent, the digital marketing channel should be integrated with
the traditional marketing channel. Both channels can provide each other with information
and new data regarding product development, marketing, corporate planning and other
areas, thereby improving overall perfformance.

In this way, for example, 'hits' on certain products can be evaluated.
Modification requests and information requirements can be digitally
documented and provide product managers with dataon a daily basis.
However, the process of information exchange between digital marketing
and the specialist departments on the one hand, and production and
logistics on the other, should be fully automated and networked.

The complexity of this task means that a multi-level approach to the transformation of
business processes is necessary.

Before the actual process of change can occur, a phase in which objectives are determi-
ned is necessary. The objective-determination phase results in a vision being adopted

with regard to the process structures to be created.
Diagram 72

Procedure model for digital business

A

:
Which new Step by step 1o the goal ™
SUSINGSS PYOLessSes
] be introduced?”
Tastad Process owner”
Vision' e processas mstalled
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First of all, a business analysis is carried out by & project team.
Disgram 73

Phase 1: determination of objectives

Based on this, development coupling is carried out in expert workshops by the people
involved in the process.

The final part of redesigning the processes is the demarcation of tasks and the determi-

nation of the process owner.
Diagram 74

Phase 2: digital business development process

The realisation plan contains the realisation measures, the relevant milestones and des-
cribes and determines the realisation responsibilities.
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3.4.31T Support

IT support defines the necessary software modules to support
the multimedia applications.

Communication between the consumer and the WWW-server is facilitated by technical-
ly defined standards (HTTP, HTML).

However, there are hardly any standard interfaces to create a close and varied link bet-
ween the WWW-server and the company's IT.

Diagram 75
Digital marketing platforms
g B | C in the
Consumes s VAW chent networkc
— I —— | access to Inlemet via

accass provider

A supptiersin the
natwork:
WAV server with
downsiream systams,
wnked 1o company T

The challengs to IT support is therefore not a question of the isolated installation of a
WWW server. It is far more a question of establishing the various interfaces of the WWWw
server to the company's traditional IT.

Many companies which already employ muitimedia marketing today use 8 WWW ser-
ver as an isolated solution. Usually, a few students answer queries, print out order lists
and process orders.

At the latest when it becomes necessary to process a mass of data and a vast number
of transactions in a business day, the degree of automation must be markedly increased.

& it Dautschiand GmbH / Talamadie GmbH g6
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In addition to the WWW server, other modules will be required:

O A guotation system with interfaces to logistics and production will be necessary to
ascertain whether product variants can be manufactured, delivery times and price in
a matter of seconds. These data are sent in the form of an individualised quotation via
the WWW sarver to the consumer in reply to quernies.

Diagram 76

IT support modules for digital business
Consumors www cienl

WWW server and sfecironic cataiogue

Salas
Producson
Logistcs/Dispatch
Accounting
Marketing
_drvclmmem
@ = Achwity camied oul by Q - Receipt of informatian by cusiormer
the supplsr DPS = Dagital prodixction sysfent
== == = For digilisalie products for gigitisabie products

7 An accounts management system will also be required to permit the processing of
mass transactions.

7 Furthermore, a flexible production system must be installed for digitisable products. If
the products cannot be digitised, digital 'add-ons' can be provided (see branch ex-
amples in Saction 4).

73 IT support is rounded off by an evaluation and customer information system which
stores and updates the mass data. In this way, downstream departments can be
provided with information and the whole performance chain can be optimised. Pro-
duct design can become more customer-oriented and methods of addressing new
target groups can be improved.

£ Dancic Deutschiand GmbH ( Talernodia GmbH B7
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Disgram 77

IT tasks, implementation of follow-up systems

Accounts Evaluation and
management customer infor-
sysiom mation system

WWW servar
of sarvice
provider

O Finally, an adaptation of the company's IT is necessary. This modification can be
much more far-reaching if an appropriate business volume is attained, than would
initially appear necessary. The extreme changes to processing times alone and the
increased fraquancy of business processes will necessitate entirely new IP support
in addition to the process changes.
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3.5 Factors of Success

The success of a provider in the digital market depends on the proper use of digital
business. There are five separate factors of success. Perfect orientation 10 customer
needs is the starting point of all considerations. This customer orientation in digital mar-
keting must facilitate the identification of all the necessary changes. Possible obstacles
must also be taken into account at an carly stage and overcome through the use of
networked multimedia management. Finally, a permanent performance indicator must
be installed which records ¢hanges in consumer behaviour and promotes the develop-

ment of product, customer and process management,
Diagram 78

Factors of success in digital business
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In addition to customer orientation and the nacessity for change, particular impornance
should be attached to the earty identification of potential obstacles.

The by no means adequate range of products available on the Internet can be generally
accounted for by the failure of many companies to make the necessary organisational

adaptations.
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On the one hand, extemal obstacles exist which stem from the decentral marketing or
retail organisation. These people fear losing trade margins, sales commission and exclu-

sive rights to sales territories.
Diagrar 79

Obstacles to the realisation of digital business

Qbstaclss Resistance Sclor

Tha resulting resistance is higher, the greater the potential digital business volume and
the possible substitution of traditional customers with customers who order via the net-
work. On the other hand, intemal obstacles can also arise if familiar processes are mo-
dified and the boundaries between departments become blurred as a result of compre-
hensive process integration. The accompanying resistance is greater, the lower the vo-
lume of digital business and the higher the costs incurred. This creates a dilemma which

most companies are still struggling fo resolve.

© Disboié Dawtschiand Gk / Telamadia GmbH



"b w W ‘W 'ﬂb ’Jb W W W Ww YW W W W lw W W W gy e e

Diebold | lclemedia Digital Business

Sty

However, by natworking digital business, these obstacies can be overceme.

Diagram 80

Digital business applications

Management instruments

. Factors of success

All previous comments regarding process structure, process transformation, IT support,
price differentiation, product variants, communication/ advertising, customer recruitment,
customer loyalty and customer services pertained to the realisation of digital business,
taking into consideration the above obstacles. Thus, for example, young and older custo-
mer groups ¢an be differentiated to ensure that conflicts with the marketing or retail orga-
nisation can be reduced. Products can also be differentiated. For instance, one single
variant of a product can be developed (e.g. & video recorder), which is sold via the net-
work. American Airiine flights are one example of this. A number of its flights are only

marketed via the network.

© Diaivoid Dautschiand Gmbli f Talameoda GmH 91



bW ww b

oW W hhHUuLBLULLYDLUL W

Dishold | Telemedia Digital Business

Study

4. Examples of Digital Business in Various Branches of Industry
4.1 Publishing/ Media - Project Management Case Study

The following section explains the concept of a commercial channel. Particular attention
is paid to product design in this respect, i.e. aspects of product variation, price differen-
tiation and communication are discussed in detail.

4.1.1 Business Model

The idea is to develop a commercial channel, which functions as a central information
and transaction medium for all aspects of business. It provides up-to-date business
information for private and professional use. The first approaches have recently been
made. For instance, Gruner & Jahr are offering several trade journals in T-Online.

The commercial channel should be offered via several platforms (Internet, on-line ser-
vices. CD-BOM and ITV), which support the varicus product concepts and pricing alter-
natives, have an adequate user base and permit further subscriber growth. Important
criteria in the selection of a platform for a commercial channel are performance, tran-

saction security and home-banking capability.

The commercial channel has a uniform display and an intuitive user interface, When
customers become familiar with content, look & feel, this should generate a high degree
of customer loyalty. The use of a central pool of user-specific data makes a considerable
contribution to the individualisation of the service as a whole. From a central home
page, the user can access the individual sactions containing various product blocks. For

example these could include the following

Money

Savings/ financial security

Business news

Jobs/ careers

Setting up a business/ business ideas
Business relations

Cars!/ property

Individua! product blocks can be selected according to the relevance of the product
content to the target group. For example, in a property product block comparisons of
rents, advertisements, auctions, tenancy law, estate agent lists or home financing can
be evaluated in terms of specific target groups (e.g. tenants, estate agents, property
managers, commercial tenants etc.).

© Diabeic Deutsshiend GmoH / Telemadia GmdH 92
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The following diagram shows a mode! commercial channel:
Diagram 81

Product blocks and services in a commercial channel

Product
bundle snd
sorvices ina

commearcial
channal

Because the commercial channel is a marketplace for a wide range of services, a series
of partners and suppliers must be represented there, These particularly include banks,
publishing firms, savings banks, insurance firms, estate agents and advertising agen-
cies.

The remuneration for content providers is best structured according to intensity of use
of the individual products and services. The pricing options are described in a later
section.
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The business model should be developed in a two-stage process:
|y Definition/ prioritisation of product blocks

e Compilation of possible product blocks

o Definition of target groups/ customers

e Elaboration of the product modules

e Elaboration of business plans/ evaluation of financial attractiveness
@ Selection of product blocks

Il) Business concept development for a core product

a) Product concept design
e Product concept components
(information, transactions, communications, entertainment)
e Structure of multimedia wtility (individualisation, integration of user-generated
content, platform links, interface design).
b) Elaboration of a marketing concep!
@ Price
e Sales
e Platform selection/ combination

The following diagram shows an overview of the current stage of development of selec-

ted publishing and media firms.
Diagram 82

Stages of Internet development at publishing and media firms

Davelopment Development Development Development
Stage O Stage 1 Stage 2 Stage 3

Status: January/97
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Particularly in the publishing sector, there are a great many pionearing on-line provi-
ders. However, product variation will be decisive to the further acceptance and disse-
mination of this content i.e. an extension of the product, in contrast to the physical
magazine, will be necessary.
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4.1.2 Product Variations

The products offered in the commercial channe! are all digitisable. They ¢an be precise-
ly adapted in terms of scope, up-to-dateness and other criteria to the needs of the
individual consumers. This self-modification is feasible due to the interactivity of the

medium.

The inclusion and interaction of the user can take place in many different ways:

1. One-way information flow, system-user:
@ Provision of information which can be accessed and read by the user, similar to
Videotext {(e.g. stack exchange rates)
@ Software products, which the user can download to his or her own PC
{e.g. to prepare & tax return)
2. One-way information flow, user-system:
e User business queries in the form of a pinboard
3, Two-way information flow, interactive
e Interactive discussion forums involving different users or with experts on specific

subjects (e.g. building society savings)

Digitisable products can be varied in terms of the dimensions of time, quality and costs.

The di ion ime:
The dimengion of time pertains to the up-to-dateness of and delivery period for the pro-

duct.

No other medium permits such fast and simple updating as the Internet and on-line ser-
vices. In contrast to other media, users are not dependent upon publication and delivery
dates. The latest information can be elactronically processed on the spot and published
in the commercial channel. This reflects increasing consumer information requiremaents.

The user has the opportunity to retrieve on-line information in varying degrees of up-to-
dateness. Thus, in comparison to traditional printed media, he has considerably greater
scope. For example, it is only possible to access the stock exchange rates and market
data in the business section of a newspaper at the time of going to press. Itis impossible
1o trace back stock exchange rates over time. However, when the commercial channel is
used, the required data pertaining to a lengthy period can be displayed in order of date
in a matter of seconds. Furthermore, corporate news in traditional media still predomi-
nanly relate to the present day. In the commercial channel, search functions permit an
insight into the history of these companies.

Information can also be delivered at various times. On the one hand, it is possible to
daliver data in a matter of seconds. On the other hand, periodic delivery could be reque-
sted e.g. delivery each day of user-specified data in the form of an interest profile or se-
lected on the basis of previous search and utilisation behaviour. The pre-selectad ent-
ries which are classified according 0 subject areas are displayed as lists of headlines.
The

user can then decide whether to read the full text and take a closer look at the subjects.
Links to related subject areas supplement the product range.

£ Diboid Dactschianae GmbH / Telemedia GmbH
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Wired Web Page

The scope of information is specifically defined by the user. He has various options for
individual adaptation with regard 1o the quantity of information and access to the infor-
mation. A number of examples are given below.

In accordance with his preferences, the user can compile the data that are most rele-
vant to him (e.g. stock exchange rate, job vacancies, a section of a trade journal) in a
personal menu. Using this list, which includes the headlines of the relevant services,
rapid access is provided. The personal menu can be called up using an icon. It is also
feasible that the service in question can be directly called up via this icon.

The user has the option of creating a personal file. Access and file management is
carried out by means of file headlines.

The system lists the most recently accessed pages or services in a protocol. The user
can look at this overview in the form of a list. He can determine how many entries this list
will contain. It is also possible to directly access the pages shown via the list.

An individualised news service is offered, which can be controlled in terms of time and
event.

© Diancid Deutschiand GenbH / Telomedia GmbH a7
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The time-oriented news service can be realised in the form of a daily personal newslet-
ter. The user states which information the system should provide him with. For example.
he might request the stock exchange raté of various high-tech shares, job vacancies for
managers and the weather report every morning.

The event-oriented provision of information is determined on the basis of an interest
profile or key words, according to which all new information pertaining to the subject in
question is sought in the form of on-going research (Info-Scout). The results of the
search are compiled and displayed to the user. For example, the user is informed when
new information on the subject of 'BMW' or 'European Waste Policy’ have been found.
Naturally, it is also possible to link search parameters in accordance with the Boolean

formulas.

One innovative option is the integration of personalised business data in the screen
saver. Depending on user preference, stock exchange rates, news or weather informa-

tion can be incorporated (e.g. Pointcast)
Diagram 84

Individualising product areas

Monay Jobs and career

Because the user determines the scope of information to be retrieved himself, he can
directly influence the costs that he will incur. Please refer to the following section on

pricing.
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4.1.3 Pricing
Pricing should reflect the interests of both the user and the provider.

The monthly charge to the user should not exceed the price of the corresponding prin-
ted media. Furthermore, the user should be aware of the additional utility of multimedia
compared with traditional newspapers (e.g. search mechanisms, chat facility, 24 hour
availability).

The precise determination of prices for the utilisation of the commercial channel and the
service packages (subscription with different basic and additional services) can be made
using a conjoint analysis. This analysis is based on the attributed product alternatives,
which must be comparatively evaluated by means of a computer survey. In this respect,
it is possible to measure the relative influence, i.e. contribution to utility, of the individual
criteria which make up the overall preference evaluation and derive reference prices for
the individual performance components. (In Germany, AOL also uses the Adaptive Con-
joint Analysis (ACA) and the Decision Support System, PREFSIM, to determine prices
and products). In order to recruit new customers and consolidate customer loyalty, it is
practical to stagger prices in terms of time. e.g.:

e free or low-cost 4-waek trial subscription
® ‘normal’ price for one year
e loyalty incentives/ discounts for long-term subscription in excess of one year's usage.

In principle, pricing can be based on a fixed user-dependent model, entirely user-orien-
ted or a mixture of the two.

The advantages and disadvantages of subscriber packages are shown in the following

diagram.
Diagram 85

Evaluation of subscriber packages

Provider's point of view Subscriber’s point of view
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It is possible to create a differentiated price structure in the form of a free basic service,
plus a subscription fee and individual transaction and advice-oriented prices if products
can be individually specified. The following diagram shows &n overview of this type of

price structure,
Diggram 86

Price structure for customer-specified products and services
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4.1.4 Communication Instruments

in comparison to conventional media, the Internet and on-line services offer new per-
spectives with regard to advertising. The significance of advertising proceeds for a com-
mercial channel will increase as these new technologies evolve into a mass media. For
example, companies such as Telemedia (in conjunction with Lycos), I/PRO or the AOL
subsidiary, AdOn, are already active in Germany.

In connection with the new multimedia technologies, infomercials are becoming increa-
singly important. Infomercials eliminate the boundaries between advertising and pro-
duct information. They not only advertise the product (e.g. insurance, financial invest-
ments), they also provide additional product information (e.g. yield). Advertising is beco-
ming a service which offers additional components, such as product and price informa-
tion and information pertaining to delivery.

The commercial channe! can be used to contact users directly. These people can be
directly informad of the latest modifications and products by E-mail. The user can control
the frequency of messages or ignore them. In connection with stored search masks,
information can be sent to users about products and services which interest them. User
transparency is achieved on the basis of his utilisation behaviour and demographic state-
ments. The information is delivered direct to the users, which means that they do not
actively participate. In target-group specific advertising, for example, property financing -
quotations are sent to users who earn above-average incomes and are in the 30 - 45
years age group and above.

By sending E-mails, the product or service provider will generally achieve greater suc-
cess than he would via classic direct mail advertising. The content of E-mail cannot be
seen until it is opened, so it is generally read. Furthermore, it is inexpensive to send E-
malils.

Intelligent agents are playing an increasingly important role in advertising. For example,
they can sort E-mail advertisements into those which are worth reading and those which
should be ignored to prevent the user of a commercial channel from being inundated'.

Furthermors, user individuality is taken into consideration in advertising because the
advertisements are only placed in specific areas of interest. New publications about
successful wage negotiations and job interviews are therefore only found in the jobs
and careers section.

It is easy to link marketing activities with search mechanisms, where advertising is dis-
played via search engines. By entering key works, the actively searching user can quickly
find the products and services that he is interested in. Therefore, it can be assumed that
a user who is searching in Internet for the Deutsche Bank (e.g. investment opportuni-
ties), will also be interested in the products and prices of the Dresdner Bank or the
Commerzbank. The advantage of target advertising in on-line media is its transparency.
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4.2 TheTourism Industry - Customer Management ~ Case Study
4.2.1 The Tourism Industry

The tourism industry is presently undergoing a process of change. The tour operator
and travel agency sector is becoming increasingly concentrated. The travel agency market
in Germany centres around the five ‘giants’, TUI, DER, ITS, NUR and LTU, which hold

more than 66 per cent of the market.

Disgram 87
Forecast: Turnover of Digital Sales in the
European Tourism Industry
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& Digoold Deuteciiand GrbH / Telamadia GmbH 102



Diebold | Telemedia Digital Business
Study

Over the last ten years, the number of travel agencies in Germany has doubled to ap-
proximately 13,000. In light of the increasing competitive pressure between travel agen-
cy chains, many individual agents have entered into joint ventures. Because an increa-
sing number of tour operators use direct sales to avoid paying commission to travel
agencies, the existence of these agencies is threatened.

If we take a look at the price of an average package tour { adjusted to the rate of inflati-
on), it is obvious that prices have fallen markedly. Operators, in particular, are negatively
affected by this real fall in prices. In comparison, prices have increased in other sectors,
such as accommedation and transport.

Diagram 88
Business System Analysis for Package Tours
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The reason for this decline is the increasing number of holiday offers which can be
substituted for other offers. There is an absence of differentiation criteria between the
individual tour operators. A similar trend is also evident in the travel agency market.

© Dancis Duutachianc Gmbk | Telemedia GmbH 103



Ww w W W

W

wwww w

W v wewowevwwwwiWw

Diebold | Telemedia Digital Business

Study

Diagram 82

Average Added Value Chain for a Package Tour
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There are also changes to the demand side. Increasingly shorter working hours to com-
bat unemployment are expected. The predominantly rigid time system is being replaced
by flexible working hours which gives tourist consumers more Scope 10 organise their
leisure time.

The 'education explosion' has produced critical consumers who meticulously compare
different products and services and have greater information requirements. The consu-
mer is adapting his behaviour to the increasingly rapid changes in lifestyle. These criti-
cal, well-informed consumers have a 'live-for-the-mement’ attitude. This also means that

they have a greater need 10 'experience’ more.
Web. VIli

American Airlines Web Page

With the assistance of special software, the customer can book a holida

in Hawai, as well as take advantage of many other senvices.
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Increasing health concerns in secietly are resulting in higher demand for activity and
fitness holidays. Niche suppliers of these types of package holidays are doing particu-
larly well. In general, however, there has been a decline in individual holidays in favour
of package holidays. In this sector, leading tour operators are organising adventure or
recreational holidays. Quality demands have also increased. There is a general trend

towards consumers demanding on-the-spot of last minute tourist services.
Diagram 80

Trends in the Tourism Market

As the Internet expands, more and more tour operators and travel agents are stepping
onto the data highway. In the following analysis we will discuss some examples of Web
pages. The success of a Web page depends on & number of key factors. The following
description explains which criteria the selection is based on.

User interface

A clear, well-structured interface is important for the user. It means that he will not have
to click through numerous Web pages t0 find the information he is seeking. Therefore,
the Web page should have an intuitive display and not require any further explanation.
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Loading times

It is irritating to sit and wait while the next page is configured. Fast configuration is a
dacisive factor which cannot be influenced by the service provider alone because diffe-
rent load times depend on the traffic at the server in question.

Content
The most important aspect of the Web page is the information displayed. Factors such

as diversity, depth and detail are also crucial 10 its success.

Up-to-dateness
Oiten the provider creates Web pages and fails to update them regularly. The presenta-
tion of up-to-date products and services are critical, particularly in the tourism industry.

Functionality
Several factors are relevant in this respect:

< Which functions, e.g. chat, E-mail, home booking or vacancy queries, are used by
the provider? How are these functions structured or implemented?

O s the Internet presence marketed via advertising? What additional services or
hyperlinks to complimentary providers are offered?

Diagram 91

Stages of Internet development in the tourism industry

Development Development Development Development
Stage 0 Stage 1 Stage 2 Stage 3

Status: January / 97 ** About to be realised
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The Internet World Travel Guide

This Internet tourist service is positioned as the top travel service on its unsold adverti-
sing spaces. The design gives the impression of exclusivity. The guide is international,
well-structured and the information is short and to-the-point. There is a wide range of
package tours offered, which are forwarded via links to external service providers.

Travelbook

In some ¢ases, tour operators who are attempting to attract attention to their expertise
and services in a non-commercial way provide interesting articles on the subject of
tourism - 'countries-people-adventure' . A clear user interface and easy-to-use directo-
ries round off the compact service. However, this service is not a2 general provider, but a
travel magazine. It does not include search engines and bookings. There are interesting
links to travel-related subjects on an additional page.

FAO

FAO claims to be the world's leading Internet travel service for business travellers. It
addresses the business traveller segment. These people can use FAO Business Travel
Online free of charge. It provides up-to-date information, arranges flights, hotels, car
rental or train reservations and flight tickets can be booked in real time. A presence on
the mass tourism market is not integrated which means that no luxury holidays are
offered. A vast range of discounts are offered to ‘frequent customers’. The detailed feed-
back function permits reference back to customers.

Intearnet Travel Network

Internet Travel Network (ITN) appears to be the only service of its kind at present to be
connacted to the Galileo reservations system. This permits vacancy queries and on-line
bookings. The flights booked via this reservation system are transferred to the travel
agency via Internet which contacts the customer at his request and confirms the boo-
king. The Seatop tour operator loads the ITN service in one of its frames. Travel' links
are also offered.

Individual tour operators/ travel agents or service providers also offer their products and
services on-line. There are already a vast number of small and medium-sized providers.
Almost all of them offer sub-products or their entire product range on their pages. In
many cases, pictures and descriptive text accompanies the offers. The user has the
opportunity, with the aid of a booking mask, to make in a non-binding booking query. it
is not possible to make an actual booking. As & further service, a telephone number or
contact address with fax number is given. The LTU Web page is one example of this:
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LTU

The user has the opportunity to obtain information on the entire range of LTU products.
There are also descriptions of planes, kerosene consumption and detailed environmen-
tal facts and figures for the user. In a link to the LTU magazine it is possible to read
excerpts of articles. Last minute news is provided in the form of 2 news flash. In contrast

to other providers, there is no booking query function.
Wab. IX

LTU Web Page

CIC Research: 11 million people prasently use tha Intemnet 1o retrieva information on holiday
offars. Clarity, simplicity and an appealing display format are vital to Success.

LTU

INTERNATIONAL AIRWAYS

SURF & FLY

Besnchen Sie anch de Web Seiten snderer Unterpelomen der TGS

With multimedia, it is possible to reflect and meet consumer needs faster and with grea-
ter precision. The following sections highlight the scope of the Internet for customer
recruitment, customer loyalty and customer services using the example of the tourism

industry.
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4.2.2 Customer Recruitment

In Section 3, we ascertained that the Internet is a "pull’ medium. Consumers must ac-
tively search for products, services and information. This is why external incentives are
necessary 10 animate the consumer. Advertising is therefore of central importance 10
customer recruitment on the Internet. The insertion of advertising in search engines
plays a particularly important role in this respect. Communities of interest and forums
also make reference to Web pages, thereby increasing levels of awareness. A further
means of increasing awarenass is a hyperiink to frequently visited Web pages associa-
ted with the subject of travel.

Large providers make the transition by placing advertisements in magazines and run-
ning TV and radio commercials in addition to advertising on their own Internet pages.
Presance on the Internet not only constitutes an additional service on the part of tou-
rism providers, it also enhances the image/ prestige of the company.

However, initially, consumer interest for the company’s own Web pages must be aroused.
There are a number of ways of achieving this:

1) Linking marketing activities with search engines.

The tour operators firavel agents/ service providers have the opportunity to use familiar
search engines, e.g. Flipper, Kolibri and Yahoo!, to place advertisements. They can also
be placed in sub-sections, which are classified in terms of specific subjects such as
travel’. This makes it easier for the consumer to find a page,

If the consumer creates a search mask, he can receive more detailed information. tis
possible to store this search profile and to offer it to providers. The tour operator or
service provider can then adapt its service to meet the customer's precise needs on the
basis of an evaluation of this data.

2) Marketing products in communities of interest {forums)

A direct reference to a 'page' can be made in travel forums. These are visited by the
majority of the target group. Infomercials can increase awareness and arouse interest.
The target groups in question are familiar with the forums, s¢ it is possible to go into
more specific detail with regard to certain topics. There are forums for anglers, divers
ete. and these are an ideal marketing platiorm, especially for the above niche provider,
because the service and target group overfap to a large extent. The niche-like structure
of the news groups and forums permit the providers to specifically address new custo-
mers.
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3) Cross selling

Links to other commergial providers in the tourism sector generate a cross-selling effect.
An interested customer uses hyperlinks to access further Web pages. If the design of
this Web page is interesting. it is highly probable that he will be interested in the pro-
ducts and services offered on the page. The provider should also utilise the vast number
of linkad areas on the Internet. Frequently visited Web pages are ideal for such links.
When possible, these should be complimentary to a company's own offer so that the
cross-selling potential can be effectively utilised.

4) Advertising/ sponsoring

It is a good idea for a company to place an advertisement for its own Web pages on the
froquently visited pages. This achieves higher penetration than a hyperlink alone. Inter-
net advertising is presently limited to predominantly static images. To some extent, ani-
mation and sound effects are also possible. For example, a flashing banner couid be
used to draw attention to offers. This will obviously have a higher advertising impact than
a conventional newspaper advertisement. Many Web page subscribers are willing to
place advertisements because they are dependent upon sponsoring for their own Web
pages.

On-line advertising through friends and acquaintances can also expand numbers of
customers. The advertiser anters the required data in the mask which are then stored in
a database. These customers can be contacted via mailings. Customers who recruit
new customers are given small gifts or discounts, depending on the number of new

customers they recruit.

In order to recruit new customers, it is necessary to address the customer requirements
which have not been fully met by tour operators/ travel agents in the past. The items in
the list below were said to be unavailable or require improvement in customer surveys.
The list can be used for a customer recruitment analysis or as a guideline for improving
customer loyalty.

Constant availability
Up-to-dateness

Market transparency
Detailed information
Individual service/ advice
Individual holiday offers
Easy and simple booking
Vacancy queries
Proximity to travel agents
Price comparison

QOO0 QQa
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cnstant ilgbili roximity to travel agency:

In contrast to a travel agent or tour operator, the Internet is available 24 hours a day. This
makes it attractive to the travel industry all over the world. Constant availability provides
axtra convenience for the consumer, because he is not dependent on shop opening
hours. He can raguest information and make bookings in accordance with his daily routine.

Smaller providers, for whom a comprehensive telephone advice service is often too
expensive, can aiso benefit from the Internet. Customer queries can be answered by E-
mail. The customer receives a personal response to his queries and doesn't need 10
contact the help desk.

The high availability also reflects the previously-mentioned change in consumer life-
styles, in that customers tend to make on-the-spot decisions these days. Shop closing
times did not meet customer requirements in the past because many travel decisions
are made in the home, with the family, and direct information queries were impossible.

Web. X

Travelocity Web Page
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Queries via the Internet are more convenient for consumers because they can make
bookings in the comfort of their homes. This is clearly an added bonus through which
new customers can be attracted. Due to the informal nature of a Web page, it is easier to
transform initial interest into a bocking.

© Diszclc Deutschiand GmbH / Telemedia GadbH m



W UUUWULYLDYLLDYDLDODLDLBLBYWDLLELOLOLY DWWV

Dilebold | Telemedia Digital Business
Study
Up-to-dateness

No other medium is as simple and quick to update as on-line media. In contrast to other
media, customers are not dependent on publication dates. In comparison to TV, fixed
transmission times do not have to be agreed. The latest offers can be electronically
processed and displayed immediately. This reflects increasing consumer information

requirements.

Customers who are interested in all the latest offers can obtain information regarding
the most recent changes at the site or find out about product and service modifications
through E-mail, If he so desires, the customer can control or block the frequency of
messages. In connaction with a suitable search mask/ preferences, special personal
offers can be compiled. The information is then sent directly to the customer.

Market rencgy/ price i

The market transparency for the user can be increased by a precise search profile.
Using this profile, he can choose 'his holiday'. it is possible to put together a holiday
using different accommodation, transport, destination and activity modules. This is an
open access system, which means that the potential customer can put together a 'sam-
ple' holiday, which may arouse his interest. If he has any guestions, he can always use
E-mail or the hot-line to contact the tour operator/ travel agent or service provider.

Detailed information/ individualised service/ advice

Often. the customer is not satisfied by simply reading a brochure. Many customers would
like to receive detailed personal advice. The interactivity of the Internet permits a direct
response on the part of the consumer to an offer. Via chat or E-mail, the consumer can
address personal queries to the provider.

Simple and convenient booking/ vacancy queries/ on-the-spot confirmation

Vacancy queries can be made via the Internet at any time. Reflecting the trend of on-
the-spot decisions on the part of consumers, booking and confirmation procedures can
be simplitied on the Internet. Thus, in the business traveller segment, new customers
can be attracted because fast processing is imperative to them. A customer states his
destination and his desired mode of transport and, after an appropriate check, he di-
rectly receives confirmation.

£ Daboid Deutschiand GmbH / Talamadia GmbH 112



- e W

Diebold | Iclcmedia Digital Business

Study

4.2.3 Customer Loyalty

Customer loyalty plays a central role in the development of a multimedia strategy for the
tourism industry. Due to the homogenous nature of services in the tourism market, con-
sumers can substitute offers which results in a price/ quantity comparison. It is important
that providers ensure that they stand out from competitors and thereby generate custo-

mer loyaity.

The traditional booking procedure for a package tour usually takes place via a travel
agency. This gives the operator no opportunity to directly influence the customer. The
individual service providers also had little opportunity in the past to directly address &
wida public. The instruments described below ¢an be used to promote customer loyalty
in the tourism industry.

Frequent Usage Pricing: this type of system is already used by many providers. For
example, Lufthansa has a Miles & More card, with which the holder receives free flights,
depending on the number of miles he has flown with the airline. Internet can also be
used to operate a similar system for various services. Depending on the frequency of
usage of a certain tour operator/ service providers, discounts can be offered on further
products. The providers can thereby negotiate various tariffs directly with the customers,
which permits a flexible tariff structure. The more often a customer uses the service of
one provider, the greater the financial consequences if he switches to another provider.

Wab. XI

Lufthansa Web Page

. 3 On the product communi-
Lufthansa InfoFlyway cation marketplace, Luft-
hansa InfoFlyaway, poten-
tial customers can put o~
gether indivicual flight con-
nections, as well as find
out about the wide range
‘of other offers.
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Incentives: depending on usage, prizes can be raffied off on the Web page itself or with
the assistance of a random generator, This gives the consumer the incentive to repea-
tedly return to the site. It would also be possible to send promotional gifts to customers
who leave their address. The provision of a search profile permits the provider to send a
variety of gifts which reflect user profiles.

Sending E-mail: sending E-mail to customers is a means to inform them of the latest
product information. With the assistance of a stored profile, customer-specific informa-
tion can also be sent. The form and manner of presentation can be adapted fo the
known utilisation behaviour of individual customers. It is impossible 10 guess the content
of an E-mail if it is not opened, so all E-mails are read. In this respect, intelligent agents
can be helpful. They can precisely communicate the preferences and interests of tou-
rism customers and ensure that users are only sent the advertising information that
reflects their profile or on the basis of previous searches that have been made.

Hyperlinks, communities of interest/ forums: are a further means of increasing customer

loyalty. The consumer can exchange information with people who have the same in-
terests and, if a customer regrets having purchased a particular product, this can be
dispelled or reduced. Furthermore, it is possible to make travel contacts before taking a
journey or to keep in contact with old acquaintances. Special areas offer user-generated
travel reports or travel recommendations.

A forum with on-line experts can also increase consumer interest. Experts can be invi-
ted to discuss a subject with consumers. Expert advice increases degree of professio-
nalism of the Web page. This type of image/ prestige enhancement is particularly im-
portant to providers with regard to performance differentiation and meets with a positive
response from people with queries. This leads to higher customer satisfaction and cu-
stomer loyalty. Furthermore, consumers should be able to request information and pic-
ture/ sound material pertaining to their holiday destination in a download area.

3D- multi-user systems: in addition to the standard chat function, these chat systems
provide a ‘3D user world', which the consumer can move around in. Various hotels are
represented in this tourism world which offer their products in 3D rooms. They activate
the users' basic creative needs and boost their excitement in anticipation of tha holiday.
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4.2.4 Customer Service

The Internet is an information network which offers various possibilities to expand the
service package of tourism industry providers. Hyperiinks permit the provider to expand
his own services and the services of other complimentary providers, thereby offering
the consumer a wide range of products. There are a number of different service catego-
ries.

1) Personalised offers

3 By means of search mechanisms and stated preferences, personal queries
can be made and a personalised offer put together. These profiles can be filed.
if any changes and modifications are made, the customer can be contacted by
E-mail.

M Direct communication is particularly helpful as regards performance differen-
tiation. General information pertaining to the holiday destination, local conditi-
ons (visa, innoculations) can be requested. Hyperlinks can be used to indicate
complimentary service providers in the tourism industry. A good example of this
is travel insurance or a hyperlink to a home page offering an on-line dictionary.

Web. X1l
Travelocity Web Page
Travelocity offers a partically fully comprehensive travel service package.
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2) After sales:

When the customer has made a purchase, he can be offered additional services via
multimedia.

3)

O The provider can inform the customer about any product changes via E-mail.

0 Additional information pertaining to the holiday destination can be providad via
hyperlink or E-mail lists, e.g. the weather at the holiday destination, exchange
rates or information on the traffic situation, such as plane arrival/ departure

times.

Extras:

M The customer can insert small ads via on-line media, to obtain the equipment
that he needs for his holiday, to offer equipment for sale or to exchange it.
Personal advertisements can be used to seek holiday travel companions or
house-sitters.

M Intelligent agents track the search and utilisation behaviour of a customer after
he has made a purchase and, if appropriate, offer complimentary products
(e.g. daily excursions at the holiday destination) or useful travel extras (e.g.
travel equipment or clothing).
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4.3 Manufacturers and Retailers - Process Management Case Study
4.3.1 The Automotive and Consumer Electronics Industries

The automotive and consumer electronics industries are two industries with considera-
ble market strength. A comparison of the two branches shows the significance of the

sales of the individual providers.
Diagram 92

The market strength of the consumer electronics and
automotive industries in Germany

Hitachi Ford
Matsushita/Panasonic Tojota
Samsung Nissan
Siemens Mercedes-Benz
Philips Honda
Sony Ranault
Misubishi Peugeot Citroen
Teshiba BMW
Goldstar Volkswagen
L Sanyo Mitsubishi
Thomson 105 Voive
R
JVC Fiat
32
Grundig Opel
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180 160 120 B0 40 0o ~Previousyear 0 40 80 120 160 180
s Consumer products
n: .. 3 ' \;F:‘f’*m{\# r‘v#» .
= " Audio and video systems N5 iR Ses I ~

Most of these companies invest in elactronic commerce. From a commercial point of
view, it is critical that these suppliers plan a vast number of alliances. These alliances
can involve companies in other industries. For example, a four-wheel drive manufacturer
forming an alliance with an off-road magazine on the Internet to provide weekly informa-
tion about new events.

© Dol Daytachland GmbH /Takamedia GmoH 117



O R Y T T T T

Diebold | Tclemedia Digital Business
Study

Alliances can also be formed between rival manufacturers in the same industry to faci-
litate an Internet presence. In this case, the objective is for each company to increase
the attractiveness of its own Internet presence to the greatest possible extent. Retailers
are rarely involved. This also shows the explosive power that electronic commerce can

have.

A strong alliance between manufacturers can easily eliminate the need for retailers,
even though there is strong opposition to this at present. An increasing number of ma-
nufacturers of trademarked goods - e.g. Sony USA - are selling their products via the
network direct to the consumers at a substantial discount. The status of digital business
in the industries which have been used as an example indicates what trends we can

expect in future. Diagram 93

Business development stages in the automotive and
consumer electronics industries.

Kay: { ) = considerable restrictions at present ** = about to be realised

Status: January/e7

However, it must be mentioned that retailers are not always pushed into the background.
A number of manufacturers' home pages make explicit reference to retail outlets.

It is naturally also possible that digital sales could generate at least part of the commission
due to agents on the basis of exclusive territory. At present, there are still a great many
contracts which are restricting electronic commerce. However, the increasing quantities of
gray imports by Audi and VW under Carpool, autoplus or Cyberling, which presently offer
price discounts of up 10 30% in T-Online, will put additional pressure on the market in future.
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Today, aimost all the automotive manufacturers included in this study have a home page
on the Internet. In contrast, some of the surveyed consumer electronics manufacturers
are positioned outside the Internet. Two companies, Loewe and Matsushita Electric,
intend to follow competitors and join the Internet. The majority of companies restrict
themselves to a presence in Internet via which they provide product and corporate
information. Sony, in the consumer electronics branch, and the automobile manufactur-
ers, Mercedes-Benz and Peugeot , are the only companies fo sell their products via the
Internet at present.

In the automotive sector, a further differentiation must be made in Stage 1 - Internet
presence only. In addition to the standard provision of information on the home pages
which are used to order brochures from most manufacturers, BMW and VW promotional
merchandise, such as CD-ROMs, can be purchased and Mitsubishi offers a test drive
reservation service. In the area of multimedia sales, Mercedes-Benz and Peugeot sell

accessories, model cars and similar articles to on-line consumers.
Wab. Xl

Mercedes-Benz Web Page

Visitors to the Mercedes-Benz Web page can put together an h&vidqal
vehicie and compare it with aiternative models.
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At Hyundai, individualised quotations including prices, accessories and colours can be
requested.

The consumer electronics company. Sony Corporation of America, sells its products via
the Internet. A global expansion of sales, which is presently restricted to the USA, is
presently being developed in the form of the 'Sony Station” Web site. In a joint venture
with VISA, entertainment products will be available at the Sony Station in addition to
consumer electronics products. Grundig intends o form an alliance with Sony. Internet
szles in this company are presently in the developmental stage.
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4.3.2 Business Models

A joint description and comparison of Sony and Hyundai as examples of companies in
these industries can be made in a number of respects:

Firstly, the automotive industry uses marketing channels which have entirely different
structures 1o the marketing channels used by the consumer electronics industry. The
dependency of the distributor on the manufacturer and brand loyalty is very high in the
automotive segment, though it is often very low among consumer electronics retailers
because they sell a wide variety of brands. At the same time, some automotive manu-
facturers are establishing their own sales network in Germany.

Diagram 94

Comparison of traditional marketing channels

Secondly, Hyundai and Sony are at similar stages of multimedia development. However,
automobile manufacturers only sell products ex-warehouss in exceptional cases. Each
order is typically so different in terms of colour, fittings, engine power etc. that the cars
ara made to order. In extreme cases, every product, e.g. products from the MB factory in
Waérth which manufactures commercial vehicles (in this case, the example of Merce-
des), is unique.

In comparison, consumer electronics products are standardised, with a few exceptions.

Selling products ex-warehouse is therefore possible, even if product life cycles are
short and storage costs are high. Thus, Sony is a manufacturer which sells its products
ax-warehouse, whereas Hyundai manufactures individual vehicles to order.

At present, Sony has the most progressive business model. Whilst Mercedes-Benz, for
example, only sells accessories at present, Sony offers its entire product range for sale
on the Internet. All preducts, such as Camcorders, video recorders, CD-players, TVs etc.
can be ordered at the click of a mouse.
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Sony Web Page

On-line products can be ordered diractly in Sony Online.
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Distribution and service has been entrusted to Crutchfield's, a specialised distributor.
Traditional marketing channels are also used paralle! to this.
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Diagram 95
The Sony USA Business Model
Digital marketing

« prasently exclusively in the USA

The Sony business model can be broken down into 4 stages: design, pricing and pro-
duct development are controlied by Sony. On the customer side, Sony is represented in
wraditional retail outlets, on the one hand, and the digital Sony Store and Sony Station
on the other. The customer has the option of making a purchase through the traditional

or digital channel.

Digital sales is facilitated by Crutchfield's Sony Store. Crutchfield's handles service and
deliveries, For a small fee, the merchandise ordered is delivered to customers within 2

days.
This digital marketing channel is flanked by Sony on-fine entertainment elements. The

attractiveness of Web pages is enhanced through films, music and similar products. The
customer therefore has the opportunity to select a wide range of complimentary merchan-

dise.
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4.3.3 Organisation Management

The success and acceptance of digital sales depends to a large extent on organisation
management. Organisation management is inward-looking. It fundamentally influences
the perception of digital marketing channels by decision-makers in companies. Depen-
ding on how organisation management is structured in the company in question, digital
business is either perceived as a sales support mechanism or as a threat. The latter
often reflects the attitude of the retail organisation of some automotive manufacturers,
aven if business relations between the manufacturer and retailers are harmonious. This

is highlighted by the example of Subaru.
Diagram 96

The effect of possible digital business structures
on the retail organisation
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The Hyundai business case offers greater sales support 10 retailers, which means it
reflects Case ‘D". Although new target groups are addressed through Internet presence
(Case ‘C') and the same products are offered (Case 'A’), their prices are identical (Case
‘C"). The communications concept is designed to offer full support to retailers (Case 'D’)
and these are paid full commission (Case 'D’).

4.3.4 Process Sequence Management

The management of the process sequence in digital sales is subject to several require-
ments which reinforce each other. A vast number of queries must be processed extre-
mely quickly each day, taking into consideration all constraints such as delivery availabi-
lity and delivery dates. These processes are fully automated and involve highly indivi-
dualised communication with the consumers PC. Because the customer is impatient
and wants short response times, it is possible to identify a number of sub-processes
which are critical in tarms of time. These can be demonstrated in terms of an order for a

Sony Camcorder.

In general, the quotation awaited by the customer is critical in terms of time, as are

performance and logistics and dispatch.
Diagram 97

Sub-processes which are critical in terms of time.

O = Activity carried out by the sugplsr O = Information recaived by the customer
— = = = = for digitisable products [l - su-processes which are crtical in terms of time

In many companies, a completely new quotation system must be developed, although
parformance and dispatch can be processed in the traditional way, if the products cannot

be digitised.

The range of offers must be fully automated and updated on a ragular basis with current
information from the areas of production and logistics.
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This information must then lead o a quotation process, such as the one which will soon
ba installed at Seny, in order to sell products in a matter of seconds from the warehouse
and, at the same time, to guarantee availability and delivery.

Diggram 58

Future automated quotation process at a consumer electronics manufacturer.

Alterrsative offer -t

Query (TV set, 77 cm screen " Quotation (TV set, 77 cm screen.
Sales ’ 100 hartz, 3 scart boxes 100 hestz, 3 scart boxes ,
procass under DM 1.1@. by 1.10.96) _ under DM €85, by 1.10.96} ‘ I

Quotation
process

Price calkcuiation

Dimansion

This quotation process puts Sony at Stage 2 at present; the sale of standard products
ex-warehouse. There are a vast number of advantages associated with digital ex-ware-
house sales. The automated quotation process permits warehouse cost reductions. The
availability of products is constantly monitored and follow-up orders can be forwarded in
an automated process. Furthermore, impetus is directly injected from the market. Final-
ly. 24-hour digital sales provides access o new target groups, which expect a 24-hour
constant service.

The disadvantages are high installation costs and the possibility of retail partners remo-
ving products from stock. The latter depends on the organisation management descri-
bed earlier.
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Diagram 99

Advantages and disadvantages of digital sales at Sony

Reduction in Autornation costs
ware house costs

Marka! rasearch WWW server costs

expenditure cuts

coverage

o
direct from customers

Access to new Possibility that ratail
—> BRI < e oo

target groups
stock products

In contrast to Sony, Hyundai predominantly sells individualised products. Internet sales
would therefore be classified at Stage 3. At present, all vehicles can be individually
configured via the Internet and detailed leasing quotations can be obtained. However, it
is not possible to order a vehicle directly. The future automated quotation process must
link the current inventory verification, the collation with the production plan and the
delivery availability checks with the existing WWW server. This process seguence poses
a real challenge to digital sales and offers a considerable competitive advantage for the

provider.
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Diagram 100

Potential automated quotation process for a car manufacturer.

Alternative quatetion T
Sales Hyundai moda! x Hyunda: model x
DIDCEsS colour red, 54 HP colour rad, 54 HP

Asceranment of requiIrad
quantity abd dedvary daie

Quasy it product is In stock

in future, the companies who have mastered these processes will benefit from digital
business. The competition for speed, flexibility and efficiency will take place in a new
environment: the digital market.
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Conclusion: digital business as a management task

0

Digital business is changing internal processes in companies. All the links in the
value added and business process chain are being reordered. The size and orga-
nisational structure of corporate units are also being influenced.

Digital business is precipitating the development of new product management
instruments for product variation, pricing and advertising. The objective is to crea-
te target group-oriented products, prices and advertising and thereby enhance
the appeal of digitally marketed goods.

Digital business is affecting the division of labour between companies within the
individual branches. The simple, global and inexpensive transferability of any in-
formation is simplifying the spatial distribution and outsourcing of an increasing
number of corporate functions. The value added shares within branches of indu-
stry are shifting.

Digital business is changing communication between companies and their custo-
mers. Innovative instruments for customer recruitment, customer loyalty and cu-
stomer services, the inherent advantages of which multimedia consistently ex-
ploits, must be developed and realised via an appropriate infrastructure.

Digital business is influencing joint ventures and the competitive situation bet-
ween companies in differant branches of industry. The value added shares in the
individual branches are shifting.

Companies which do not become actively involved in these developments run the risk of
losing their existing powerful status. Furthermore, digital business alse offers new op-
portunities, particularly for small and medium-sized companies and newly-established
companies,

in response to the question of how the content of this study can be of practical relevan-
ce to management executives in industry and public administration, one thing is beyond

doubt:
digital business is a management task which must be accorded
highest priority and can only be delegated to a limited extent.
© Diebold Deutschiand GmbH / Telemadis GmbH 123
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List of Companies
No. Company Internet address
1. 1-800-Flowers hitp:/iwww.800-flowers.com
2. A.C. Nielsen hitp://www.nielsen.com
3. ABN Amro hitpJ//www.abnamro.ni
4, ADAC httpz/fwww.adac.de
5. Advance Bank htm:/lwww.advance-bank.de
6. Ahold hitp://www.ahold.nl
7.  Aegon Lebensversicherung hitp://wwav.moneymaxx.de
8.  Air France http://www.airfrance.fr
9. Air India -_—
10.  Air Marin hnp:llwww.airmarin.delAlRMAF!IN.HTM
11.  Airtours -—
12. Allianz http-/fwww.allianz.de
13. Alta Vista http//altavista.digital.com
14, Altours
15, America Online hitp//weww.aol.com
16. American Airlines hitp=//www.americanair.com
17. Appie http://www.apple.com
18. ARD http//fwww.ard.de/
19. AT& 1T -
20. ATLAS —
21. ATT —
22. Aftika Reisen —
23.  Audi http:/fwww.audi.de
24. Aufhauser http://www.aufhauser.com
25.  Augsburger Aligemeine Local mailbox 0821-7771777
26. Bang & Olufsen -
27. Bank Brussels Lambert http://vrww.bbl.de
28. Bank24 hitp//voww.bank24.de
29. BankNet hitp://mkn.co.uk/bank
30. Barclays Bank hitp://www.barclays.com
31. Bayerische Vereinsbank http//www.versinsbank.de
32. C.H.Beck hitp:/www.beck.de
33. Berliner Zeitung http://wwews.BerlinOnline.de
34. Bertelsmann http//wwwi.bertelsmann.de
35. BfG Bank under construction
38. BHF-Bank under construction
37. Blaupunkt hitp:/fwww.blaupunkl.com; http://www.blaupunkt.de
38. BMW hitp:/fiwwawv.bmw.de
39. BNP http//www.calvco.fr/BNP
40. British Airways http:/fweww.british-airways.com
41. British Telecom hitp=/fwww.british-telecom.com
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42. Brockhaus http://www.duen.bifab.de’home.html
43. Bruckmann Verlag http:/fwww.travelbook.de/bruck/
44, Bucher -
45, CC Lederwaran http//ourworid.compuserve.com/homepages/Buradingen
45, Checkiree —
47. Chicago Tribune —
48. Coca-Cola http/fwww.coca-cola.com
49. comdirekt bank http//www.comdirekt.de
50. Commerzbank httpz//www.commerzbank.de
51. CompuServe hitp://vww.compuserva.com
52. CONDOCR http:/iwww.condor.de
53. CosmosDirekt Versicherungen  http/iwww.cosmosdirekt.de
54. Credit Lyonnais http/deef.craditlyonnais.fr
55. CUC International hitp=/fwww.cuc.com
60. DER Deutsches Reisebiro hitp://www.der.de
61. Deutsche Bank http:/fwww.deutsche-bank.de
62. Deutsche Telekom http=/fwwwv.dtag.de
63. Deutscher investment Trust hitp/fwwnv.dit.de
84. Deutsches InterNet-
Organisationssystem (DINO) hitp://www.dino-online.de
65. Direkt Anlage Bank http:/iwww.diraba.de
66. Dresdner Bank http:/iwvnw.dresdner-bank.de
67. Ele hitp/iwww.elle.de
68, Europe Online —_
69. FAO hitp:fiwww.fao.de
70. Fena —
71. Fiat http://www.fiat.de; httpJ/www.fiat.com
72. First Virtual http:/iwww.fv.com
73. Fischer http/mail.condor.de/frame/partnet/veranstalter/
fischer.de.htmi!
74, Flipper hitp://fip.cs.tu-berlin/flipper
75. Focus http:/fwww.focus.de
76. Ford http:/iwww.ford.com; hitp//www. ford.de
77. Forraster Rasearch -
78. Frankansport s
79. Frankfurter Aligemeine Zeitung  httpi//www.faz.de
80. Frankfurter Sparkasse 1822 http://www.fraspa1822.d2
81. Frosch —
22. (Gesellschaft for Konsum-, Markt-,
und Absatzforschung (GfK) —
83. General Motors http://wvaw.gm.com
84. Gibson http/fvww.gibson.com
85. Grundig http://www.grundig.de
86. Gruner + Jahr —
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87. Hamburger Morgenpost nitp://www.mopo.da
88. Hapag-Lioyd nttp-f'www.hapaglloyd.de
83. Happy Times hitpfvavw.wuppertal.com/reise
80. Harvard Business
School Publishing hitpz//weww.hitachi.co.jp; httpJ//vaww.hitachi.com
91. Headline Today -
92. Hertie —_
93. Hetzel -
94. Hilton hitp://www.hiiton.com
95. Hitachi http://wwwi.hitachi.com
96. HoGa Tours http//www.ilk.de/hgts/
97. Holiday httpZ/fwww.traxxx.de/holiday
98. Holsteiner Couriar http://www.courier.de
99, Holtzbrink —
100. Honda http:/iwww.honda.co.jp; hitp//www.honda.com
101. Hotwired hitp:/iwww.hotwired.com
102. Hyundai http:/fwww.hme.co.kr; hitpz/www.hyundai.de
103. WPRO —_
104. 1BM http:/fwwweeibm.com
105. Ikarus tours =
108. Informationsgemeinschaft zur
Festlegung und Verbreitung —
von Werbetragern (IVW)
107. InfoSeek http//www2.infoseek.com
108. Inktomi http:/finktomi.berkeley.edu
109. Inter Chalet 7=
110. Internet Shopping Network hitp:/fwww.isn.com
111. Internet Travel Network hitp:/f'www.itn.com
112, Internet World Trave! Guide, The http://wwav.iwtg.com
113. ITS —
114, Jahn —
115, Jet Reisen T
116, JVC http//wwawv.jvc-us.com
117, Karstadt httpfwwaw.karstadt.de
118, Kaufhof httpr/'wvaw.kaufhof.de
118, Klett hitpfwww.klett.de
120. KLM Airfines httpfweaw.kim.nl
121. Kolner Exprass —
122. Kreutzer http-fwww.kreutzer.de
123. Levi's =
124. Loewe hitpJiwww.loewe.de
125, LTU http/fvrww. Itu.de
126. Lucky-Goldstar http://www.goldstar.co.kr
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127. Lufthansa hitp//www.lufthansa.com

128. Lycos hitp://www.lycos.com

128. Mannheimer Morgen hitp:/’www.mamo.de

130. Mastercard hitp:/fwww.mastercard.com

131. Matra Hachelte —

132, Matsushita http:/iwww.mei.co.jp

133. Mazda http://www.mazda.com

134, MCI —

135. Meier's http:/fwww.start.de/veranstalter /mwr/index.htm

136, Mercedes-Benz http/fwww.mercedes-banz.com

137. Metro {http.//veww.metronel.de)

138. Microsoft http://www.microsoft.com

139. Microsoft CarPoint http:/fiwww.carpoint.msu

140. Mitsubishi http:/iwww.mitsubishi.com;
http://www.mitsubishi-motors.co.jp;
http:/fwww.mitsubishi-motors.de

141. MSN —

142. Neckermann Versand http://www.neckermann.de

143. Netscape http://vww.netscape.com

144. Neue Presse, Hannover Local mailbox, closed user groups

145. Neue Westphilische, Bielefeld ~ AOL, key word OWL

146. Neue Zuricher Zeitung httpJiveww.nzz.ch

147. Newsweek _

148. Nissan hitp/www.nissan.co.jp;http://www.nissan.de
hitpfwww.nissanmotors.com

149. Nordwest-Zeitung, Oldenburg Local mailbox 0441-1761

150. NTT -

151, NUR Under construction

152, Nomberger Nachrichten htpzfvaww.osn.de/nn/

153. Qger Tours httipfwww.dger.de

154. OnSale http:/'www.onsale.com

155. Opel http/fwww.opel.com

156. QOracle http:/fwww.oracle.com

157. Ofto-Versand http2/fwin.bda.de/bda/int/otto

158. Passauer Neue Presse http:/Awww.vgp.de

159. Pathfinder http//pathfinder.com

160. PC Travel http:/iwww.pctravel.com

161. Peaek & Cloppenburg s

162. Peugeot Citroen http://www.peugeot.com; hitp://www.citroen.ch

163. Philips http://www.philips.com

164, Phoenix —

165. Praktiker http:/iwww.praktiker.de

166, Prodigy -

167. Progressive Networks http://www.realaudio.com

168, Promodas http://www.promogdes.fr
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169. Quelle-Versand http:/iwww.quelle.de
170. Radio FFH http.//ffh.germany.net
171. Rank Xerox —
172. Reed Elsavier —
173. Renault htto/fwww.renauitf1.com;
http//www.renauit.com under construction
174. Reuters http://www.rauters.com
175. Rhein-Neckar-Zeitung T-Online: "mz#
176. Rhein-Zeitung http://rhein-zeitung.de
177. Rheinische Post, Ddsseldort httpz//rp-online.de
178. RATL hitp=//www.rtl.de
179. RTL2 http:/fwww.rii2.de
180. RWE —
181. Saarbrlicker Zeilung http/fwww.sz-sb.de
182, Sal. Oppenheim —
183. Samsonite http//www.samsonite-europe.com under construction
184. Samsung hitp://wwiv.samsung.com
185. San Diego Daily Transcript http://www.sddt.com
186. Sanyo hitp:/fwww.s8ny0.Co.jp
187. Sat1 http:/’iwww.sat1.de
188. Schwabisch Hall hitp:/Awww.swi.fh-heilbronn.de/bsk
189. Schwabische Zeitung,
Lokalausgabe http:/fwwav.bvd.de
190. Schweizerische Bankgeselischaft httpi//www.ubs.com
191. Schweriner Volkszeitung http://www.hansenet.de/SVZ
192. Sesatop http://wwwi.reise.de
193. Seetours —
184, Siemens http//'www.siemens.de
185. Singapore Airlines http/fwww.singaporeair.com
196. Sixt http:/fwww.sixt.de
197. Sony hitp://www.sony.com; http:/www.sony.de
198. Sparda-Bank Hamburg hitp://wwow.sparda-hh.de
199. Spiegel, Der hitp://www.spiegel.de
200. Stadisparkasse Dortmund http://www.stadtsparkasse-dortmund.de;
http://www.sparkasse-dortmund.de
201. Start http=/fwww.start.de
202. Steigenberger http//www.steigenberger.de
203. Studiosus —
204. Subaru hitp://www.subaru.com
205, Siaddeutsche Zeitung hitp=//www-dw.gmd.de/sz
206, SUN —
207, Tagesspiegel, Der http//www.tagesspiegel-berlin.de
208. tageszeitung, die http:/fwww.1az.de
209, TCI —
210. Telefunken —
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211. Theo Hector hitp/'wenw.infomarketing.de/hector

212, Thomson im Aufbau

213, Time —

214, Time Warner -

215, Toshiba http://wvawv.toshiba.com

216. Toyota http:/fwww.toyota.co.jp;
http://waww.toyota.com

217. Toys A Us http://www.toysrus.com; httpAwvav.itl.netiogi-bin/SN/

pg?
doc=/uk/general/shopltoysrus

218. Transair —

219. Travelbook http://wwwi.travelbook.de

220. Travelocity http://www.travelocity.com

221. Traxxx http://wwwitraxxx.da

222. TUl http:/fwww.tui.de

223. TV Today http=//www.tvtoday.de

224. TWA http=//www.twa.com

225: UAP http/fwwaw.uap.fr

226. Unger Flugreisen —

227. United Airlines httpziwww.ual.com

228. US West —

229. USAIr hitp/fwww.usair.com

230. Vahlen Verlag —

231. Vebacom -

232. Verband Deutscher

Zeitschriftanverleger hitpfwvav.vdz.de

233, Vereinsbank hitpfvaww.vereinsbank.de

234, Viacom —

235. VISA http:/fwvav.visa.com

236. Vobis http:/fwwiw.vobis.de

237. Volkswagen hitp/www.vw-online.de

238. Volvo http:/’www.volvocars.com

239. Walt Disney http://www2.disney.com

240. WAZ (httpfvaww.cww.de)

241. WDR 1 ==

242. WabCrawler http://webcrawler.com

243. Wells Fargo Bank http:/iwww.wellsfargo.com

244. Welt, Die http://www.welt.de

245. Woeslphilische Nachrichten hitp://wvav.wnonline.de

248. Winterthur http:/iwvawv.winterthur.ch

247, WOM —

248. Yahoo! http:/fvww.yahoo.com

249, Yamaha http://www.yamaha.co.jp;
http://www.yamaha.com

250. YellowPages httpz//waww.mcp.com

251. ZDF http:/fveww.zdf.de
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Authors and Company Profiles

The ‘DIGITAL BUSINESS' study is a joint project which involved Bertelsmann Teleme-
dia and Diebold.

Telemedia is Bertelsmann AG's Multimedia Systems House and has its headquarters in
Gitersloh. As a full-service provider, Telemedia realises integrated multimedia soluti-
ons, based on Internet technology.

On the basis of various feasibility studies, Telemedia develops alternative scenarios,
features and platforms, as well as profitable marketing approaches. Chances and risks
are analysed, as is the cost-benefit ratio of the utilisation of new technology. This also
includes the integration of new communications systems in existing company struc-

tures.

Systems support and maintenance via the Bertelsmann network and computer centre
and staff training round off the full-service offer.

The international Diebold Group, with headquarters in Eschborn, near Frankiurt, is one
of the leading management and technology consulting firms. It has an excellent reputa-
tion as an IT consultancy firm.

Diebold has offices in Disseldorf and Munich and subsidiaries and affiliated companies
in Austria, Switzerland and Hungary. Since 1991, Diebold has been part of debis Sy-
stemhaus, which has generated around DM 2 billion in sales (1995) since it was found-
ed in 1990. The company has a staff of approx. 6,500 and is now one of the largest
manufacturer-neutral service companies in the IT branch.

The authors of the study

Dr. Axel Glanz Dr. Jens Gutsche

studied Economics and Business Administration
in Frankiurt, Marburg and Santo-Domingo. After
university, he was Assistant to the Chalr for Money.
Currency and Foreign Trade at the University of
Frankfurt. Since taking up employment with Nix-
dorf Computer AG, he has worked as a manage-
menl consultant and, in 1895, he ook over the
management of the multimedia computer ¢centre
at Disbold Devtschland GmbH.

Diebold Deutschland GmbH
Frankfurter Stra3e 27

65760 Eschbom

Germany

Telephon +48-6196-803-342
Telefax +48-6196-903-464

was Assistant to the Strategy and New Media
Director In the Business Development Division
at Bertsismann. Since 1996, he has been Sales
Director at Telemedia GmbH, Bertelsmann AG's
multimedia systems house. After studying Busi-
ness Engineering &t the University of Karlsruhe,
he was Assistant ta the Chair for Marketing at
the WHU in Koblenz and the University of Mann-
heim.

Telemedia GmbH
Carl-Bertelsmann-StraBe 161
33311 Gitersloh

Germany
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