E-Commerce Management

[46-870]

Practice Final Exam

Total Points 80








Time 2 ½ hours

This exam is divided into two parts. The first part contains eight short questions. Answer to each question should be a paragraph long. The second part contains two application problems, each followed by four specific questions. You will submit your answer in three ways: (i) send email to Anindya Ghose <aghose@andrew.cmu.edu>, or (ii) give us a diskette, or (iii) use blue books. 

Suggested Answer in Green

PART I

1. Explain how the Internet has enabled on-line retailing of non-perishable items by lowering entry barriers. Give two examples of such lowered barriers in this context. (5) Example: Capital requirements, Access to market, Cost advantages (lower real estate costs / storage costs)

2. What services can be provided by an electronic B2B market maker (to improve the probability of success) besides bringing buyers and sellers together? (5) Provide additional services such as credit verification, settlement services, order fulfillment, quality assurance, procurement management, risk management, etc. It can not only improve information flows, reduce costs, improve price/quality ratio, and build liquidity.
3. The marketing manager of an outdoor gears manufacturer is unable to get timely customer feedback from its sole distributor, and is about to conduct a week long survey on the company website to obtain prospective customer reactions to newly designed products. Give at least three checks that the manager should perform before using the web data for demand forecasting. (5) Sample not representative, survey easy to use, design of the survey instrument, size of sample, etc.

4. How does the role of externalities change from more people paying toll to use the same highway to more people buying the same software? Why? When more people use same roadways, it creates negative externalities due to congestion. When more people use same software, it creates positive externalities due to file and knowledge sharing.

5. What circumstances may not induce buyers to enter into long-term collaboration with suppliers? Why? (5) Over supply in the market, commoditization, rapid innovation, price collapse or testing new suppliers.

6. How can suppliers use extranets to improve the probability of locking in business customers? (5) Providing customer specific content that reduces procurement cycle time and costs, and improves better control over purchases. Example: Dell’s premier page.

7. What weaknesses a pure-play Internet Retail Bank may have relative to an established brick-and-mortar bank? (5) Lack of an established account base, lower brand name / trust, ATM network, lack of physical presence, less regulatory experience.

8. What components of the buyer’s transaction costs may reduce due to the Internet and web? Explain your answer. (5) Search costs (find product/supplier), information costs (learn product capabilities), decision costs (Compare alternate products), bargaining costs (communicate and bargain). Policing costs (check status) and enforcement costs (publicize non-performance on Web) may also reduce. 

PART II

Construction on the Internet 

Andy Ball, president of Webcor Builders, a Silicon Valley construction company, can smell inefficiency in a project ( even before he walks around the job site to discuss things with the foremen and supervisors. The tell-tale odor is the ammonia-like stench that can fill a construction trailer with each set of revised blueprints.

To Mr. Ball, whose $500 million-a-year company is based in San Mateo Calif., the very presence of blueprints indicates that some members of the construction team have not yet embraced the Internet. He knows that those who have already entered the era of e-construction can view architectural drawings online and print relevant sections straight from their computers ( without wasting time waiting for the drawings to be commercially printed, packaged and delivered to the scores of participants in a given project each time the plans are tweaked. "It stinks," Mr. Ball said of the bad old blueprint era.  "It all stinks.  That's the whole point."

Unfortunately for Mr. Ball and others on the vanguard, the air is not clearing quickly enough.  Many construction executives complain that their industry has been among the last to embrace the Internet, even though the medium offers a ready solution to their thorniest problem ( how to coordinate the efforts of what sometimes amount to hundreds of separate teams across the life of a project as the original plan evolves, doorway by redesigned doorway, conduit by rerouted conduit.

True, the Internet has begun to reshape the highest reaches of the nation's $1.2 trillion construction industry. The nation's biggest contractors, like the Turner Corporation and the Bechtel Group, have started to use e-commerce sites like Bidcom and Cephren, which help them communicate with partners and subcontractors and even buy materials and bid for jobs.

Webcor, though perhaps one-fifth Turner's and Bechtel's size, has joined them in incorporating the Web into its basic operations. Mr. Ball said the Cephren system was proving invaluable, enabling the various parties to communicate “without all the faxes, without all the calls.” He estimated the cost savings at $50,000, but said it could have exceeded $200,000 if all the subcontractors and suppliers were online. "Right now, it's a good tool for us," he said.  "Next year, it'll be more necessary for people to have on our projects. In two years, it'll be absolutely mandatory."

So far, though, e-commerce has barely penetrated the industry's second and third tiers, among companies with less than $100 million in annual revenue, where most communication still occurs the old-fashioned way ( with faxes, voice mail and overnight packages.  The result, executives and industry analysts said, is the loss of billions of dollars in potential savings. "Construction has always been a very fragmented industry because it's so local," said Kent Allen, an e-commerce analyst for the Aberdeen Group, a consulting firm in Boston.

1. What benefits may web collaboration provide to a general contractor in the construction industry? (5) Cut costs and time due to access to drawing online (instead of printing, packaging and delivering), update and maintain drawing, common and accurate project view, email notification and web schedule to reduce faxes, telephone calls, currier services, create a virtual paper trail, later use of project documentation for maintenance.

2. What are the possible barriers for the construction industry to embrace the Internet in project management? (5) Acceptance by smaller players, subcontractors, resistance to new ideas, need better hardware including PDA’s suitable for work environment, lack of understanding the benefits.

3. Besides project management, how can the Internet be put to use in the construction industry? (5) Materials procurement, web catalogs, bid for jobs, auction services, municipal permit process, etc.

4. Consider a 3rd party intermediary providing on-line reverse auctions for owners (buyers) to award construction projects to general contractors. What characteristics of the construction industry are favorable or not favorable to such intermediation? (5) Favorable: Large market size, high workflow costs. Unfavorable: Localized, slow to change.

Car Dealers Fight Disintermediation  
Internet companies that sell cars directly to consumers are encountering stiff opposition from auto dealers, who are using their influence in state legislatures and with state regulators to protect their businesses. Car dealers are worried that they are being undercut or bypassed entirely by the new services.  They are also afraid that automakers might sell cars on the Internet themselves or through the new Internet services. So the dealers have begun pushing restrictive laws through state legislatures to prevent this and have encouraged state regulators to crack down.

But consumer advocates say that extra competition would be good for customers. Indeed, state regulators say the only complaints they have been receiving about the services have been from dealers, not consumers.  There is mixed evidence on whether consumers can save money buying cars online.

Because of state franchise laws and manufacturers' policies, Internet services must buy cars from dealers, not directly from manufacturers. Paying two markups, one for the dealer and one for the Internet company, is a burden on consumers that does not exist for many other forms of electronic commerce. This erodes price advantages Internet companies may have.

The federal government has left the regulation of auto retailing to the states, leaving potential gaps in regulation for deals that cross state lines, said state regulators from across the nation. "You could buy a car from a Mississippi dealer who has his Web site in Iowa and delivers a car in Idaho ( who has jurisdiction?" asked T. Rex Green, Idaho's supervisor of dealer investigations. "I can't justify to my taxpayers running all the way to Mississippi to chase someone."

Dealers have already used their political muscle over the last 12 months to persuade lawmakers in nine states to tighten state franchise laws, making it virtually impossible for manufacturers to sell cars except through franchised dealers.  George W. Bush signed the toughest such law in the nation in 1999, and the Texas Department of Transportation has become the nation's leader in becoming stricter on Internet commerce involving cars. Legislatures in many more states are expected to consider legislation pushed by dealers groups this year, with one bill introduced in the Nebraska Legislature. 

State motor vehicle regulators, acting partly at the prompting of dealers but also because of concern that businesses could use the Internet to commit fraud, have become alarmed that Internet companies may be violating longstanding laws in most states that require anyone selling a new car or truck to be licensed and have a franchise relationship with a manufacturer.

1. How has the Internet changed the consumer’s car buying experience? (5) Product and pricing information including reviews, chat rooms, generating referrals for sellers, ancillary service providers such as insurance and financing, “lemon check”, etc. 

2. Why do car dealers worry about disintermediation? (5) Many consumers fear and hate the hassles of buying cars from dealers, manufacturers may try to sell direct, and new entrants with new business models, finally, lower margin.

3. Name the parties who will influence the final out come? What are their motives? (5) Dealers want to retain channel control, manufacturers want to have more control including opportunity to sell direct, consumers want to reduce costs and hassles, regulators want to enforce laws and remedies for new situations.

4. What challenges regulators face as on-line car buying proliferates? (5) Enforcement of current laws (seller may have a web site in one state, office in another, deliver cars in a third state), detection and prevention of fraud and embezzlement, collect taxes.

