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Does the lnternet render established
rules about strategy obsolete? Tothe corr
trary, it makesthem more vital than ever.
Why? The Internet raeakens industries' prof-
itability, as rivals compete on price alone.
And it no longer provides proprietaryadvan-

tages, as vinually all companies nour use the
Web.

The lnternet is no more than a tirol-albeit a
powerful one-that can support or damage
your firm's strategic positioning. The key to
using it most efectvely? lnteEotelnte'net
inkiatives into your company's overall strat-
egy and operations so that they I ) comple-
ment, rather than cannibalize, your estab-
lished competitive approaches and 2) create
systemic advantages that your competitors
can't copy.

Integrating Internet initiatives enhances your
company's ability to develop unique prod
ucts, proprietary content, distinctive pro-

cesses, and strong personal service-all the
things that create true value and that have
always defi ned competitive advantage.

Strategy and the Internet

THE INTERNETs INFTUENCE

The lnternet powerfully influences industry
structure and sustdinable competitive advan-
tage.

Industry stnrcture derives from the basic
forces of competition: competitor rivalry
entry baniers for nevrr' competitors; the threat
ofsubstitute offerings; and the bargaining
power of suppliers, channels; and buyers.
How does the Internet affect these forces?

. lt's an open system whose technological
advances level most industries' playing

fields-thus intensifiing competitive rivalry
and reducing entry baniers.

. lt dramaticalV increases available informa-
tion, shifting bargaining power to buyers.

Sustainable competitive advantage comes
from operational effectiveness (doing what
your competitors do, but better) or strategic
positioning (delivering unique value to cus-
tomers by doingrhings different! than your

competitors).

Most companies define Internet competition
in terms ofoperational effectiveness (speed,

flexibiliry efficiency). But because competitors
can easily copy your firm's advances in these
areas, strategic positioning becomes most im-
oortant

THI INTERNET AS STRATEGIC COMPIEMENT

Although the Internet makes it diffrcuh to sus-
tain operationaleffectivenest it makes it eas-
ier to maintain strategic positioning. How?

. lt lets you create a customized, common in-
formation technology platform firr all your
company's activities-resulting in unique,
integrated sy:tems rhat reinforce the srrate'
gic fn among your ftrm's many functions.
Even bener, competitors can't easily imitate
these systems.

. Rather than cannibalizing your traditional
ways of competing, it can complement

them- For example, the Walgreens drug-
store chain prwides on{ine prescription or-
dering. Because 9096 of customers who
order over the Web prefer to pick up their
prescriptions at a store, Walgreens brick-
and-mortar business benefrts.

. By integrating vinual and physicalactivities

to compensate for the lnternetls perfor-
mance limits (e.9., custorners cant phpi-
cally touch and test products), companies
gain competitive advantage. For example, if
you use your Web site to attract customers
and draw them to flesh-and-blood sales-
people who provide personalZed advice
and after sales servicg you reinforce corr.
nections-and strengthen sales.

The question isn't whether you should use the
Internet or traditional methods to compete;
ifs how you can use both to your greatest
strategic advantage.
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Many have argued that the Intqnet renders strategy obsolete. In reality,
the opposite is true. Because the Internet tends to weaken indu*ry
proftability without providing proprietary op national advantaga, it is
more important than amfor companies to distinguish themselves
through strategy. The winners will be those that view the Intqnet as a
coffiplefient to, not a cannibal of,traditionalways of compettng

Strategy and the
Internet

by Michael E. Porter
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The Internet is an extremely important new
technologl, and it is no surprise that it has re-
ceived so much attention from entrepreneurs,
executives, investors, ard business observers
Caught up in the general fervor, many harrc
assumed that the Intemet changes every-
thiqg, rendering all the old rules about compa.
nies and competition obaolete. That may be a
natural reaction, but it is a dangerous orr. lt
has led manycompanies, dot-conrs and incunr.
bents alike, to make bad decisions--decisions
that have eroded the attractiveness qftheir irt
dustries and undermined their own competi
tive advantages Sorne companies, for exam-
ple, have used Intemet technolqy to shift the
basis of competition away from qualitS fea
tures, and sewice and tourard price, making it
harder for anyone in their industries to turn a
profit Othen have forfeited impotant propri
etary advantages b5r mstring into misguided
partnerships and outsourcing relationships.
Until recentlnthe negative effectsof these ac-
tions have been obscured by distorted signals
from the marketplace. Now, however, the

consequences are becoming evident.
The tirne has come to take a clearer view of

the Internet We need to move away from the
$etoric about "Internet industrhs,o "ebtrsi
ness frrategies,o and a "new econcn/ and see
the lnternet for what it is an enabling technoF
ot!/-a powerful set of tooh ttrat can be used,
wisely or unwisely, in almost any industry and
as part of alrnd any strateg5r. We need to ask
furdarnental questiom: Who will capture the
economic benefits that the tnternet creates?
Will all the value end up goirg to orstorners,
or will companir:s be able to reap a strare dit?
What will be ttre Intemet's impact on indusry
stnrcture? Will it expard or shrink the pml of
profits? Ard what will be its impact on strat-
eggr? Will the lnternet bolster q erode the abiF
ity of compan'ie's to gain sustainabh advar
tages over their cunpetitors?

In addressingthese questbm, much ofwhat
we fird is unsettlir€" I belierrc that the experi
ences companies have had with the Internet
thus far must be largely dirounted and that
many of the lessons leanred must be forgotteru
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When seen with fresh el€s, it becomes clear
that the lntemet is not necessarily a blessing; It
tends to aher industry stnrctures in wap that
dampen or-erall profitability*, ard it has a le!-eF
ing efect on business practices, reducing tln
ability of any company to establistr an opera-
ticral advantage that can be zustained"

The key question is rxrt whether to deploy
Intemet technolosF-{ompanies have no
choice if ttley want to stay competitive-but
howto deploy iL Here, ttrcre is recon foropti
mism. Internet technolo5r prwides better op
portunities for companies to establish distinc-
tive strategic positionings than did previous
generatiom of irformation te€hnolo5r. Gairh
ing zuch a competitive advdrtage does nst re
quire a mdkally new approach to business- It
requires building on the proven prirrciples d
etrectitre strateg". The Internet per se will
rarely be a competitive adv-aaa€s. Many sf
the cornpanies that succeed will be ones that
use ttre Internet as a complenrent to tradi
tional nays of competing, not thce that set
their lrrrtemet initiatives apat frum their cs-
tablished oprerations. That is partkularly gocd
news for established companies, whth are
often in the best positiron to rnetd Internet ard
tradititnal apprtnctrs in ways that hrttress
existing advantages- But dotccxns can also be
winners-if they understard tlre tradeorffs be-
trveen Internet ard traditiond approaches and
can fashion truly distinctive strategies. Far
from making stratery less imp'ortant, :rs so[te
have argued, the Irtemet actual$ makes strat-
e6r ilKlre esential than et'er.

Distorted Market Signals
Companies that have deployed Intemet tectF
nologi have been confused by distorted mar-
ket signals, often uf their tmrn creation. ft is
understandable, when conftonted with a new
business plrnostenon, to look to marketplace
cutcomes for guidance. h,n in the early stages
of the rollout of any important new teehnol-
ogr, market signals can be unreliable. New
technologies triger rampant experimenta.
tion, by both companies arril s*orners, and
the experimentation issften economically urr
sustainable. As a result, market behavior is dis.
torted and must be interpreted with caution

That is certainly tlre case with tlte lrterneL
Comkler the revenue slte of the profit equa
tion in irxiusfies in which Intemet technolos.
is widely used. Sales figures hate been unreli

able fo three reasom. First, many companies
have subsidized the purchase sfttreir products
and sewices in hopes of staking otrt a pnsition
on the Internet and attracting a base of cus-
torners. (C,ovemments have also subridized
orrline shoppirqg by exemping it fiom sales
taxes.) Buyen have been able to purdrase
guds at heavy discounts, t;r even obtain thern
for free, rather than pay prices that reflect tnre
costs. Wlren pices are artificially low, unit de-
mand becomes artificially high. Second, many
bry'ers have beerr drawn to the Intemet out tf
curbartg they have been willing to conduct
transactions o*line ev'en wlren the benefits
have been un€ertain or limited- If Ama-
zoncom sffers an equal or lower pnice than a
conventional bookstore and free or subritlized
shipping, why n* try it as an erperiment?
Sooner or later, though, sofil€ su*omers can
be €xpected to rEturn to rnore traditional
modes of commerce, especially if sub'sidies
end, maliirg any ass€ssrnent of cu*omer loir
alty based on conditiom so far suspecl Finall'',
sLrme'rcv-errues' frtrm orrline crrrmnerce have
been received in t-he form of stock rather than
cash. Much of the estimated $CSo milion in
revenues that Amazon has recognized from its
c{trtrtrate partncrs, fir exauple, has cornc as
stoclc The sustainability of such revenue is
questftrnable, and its true value hinges on fluc-
tuations in $ck prices-

If revenue is an elusive cmcept cm the Irr
temet, co6t is equally fuzzy. Many companies
doing bnsiness o*line have enjoyed zubsklized
inputs. Theh supplierg eager to affiliate thenr
setves with and leam frorn dot+om leders,
have provided products, services, and content
at heayi$ dirounted prices. Flany content
providerg for example, rusted to proviele their
irfinmatirxr to Yatnxr! fsr rrt:xt to ntthirg in
hop'es of esablishing a berhhead on orc of
tte lnternet's rnost.,/isited sites. Sorne provil
ers har,ie eren paid popular Fortals to distrib-
ute their content, Further masking true costs,
mant suppliers-not to mention employees-
have agreed to *cept equity, warrar*s, or
stock optbns from Internct-related companies
arrl ventures in payrnent for their sewices or
products. Paynent in equity does not appear
on the irrcome staternent, but it k a real cost to
sharehoHers- Such supplier practices have arti-
frially depressed '&e €osts of doir€ busin€ss
on the Intemet, making it aFpear more attrac-
tive than it really is. Finalln co'sb have been
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Internet teclmology
provides better

opportunitiesfor

companies to establish

distinctive strategic

positionings than did

previous generations of

i nfo rmat io n t e ch nologt.

distorted by *rc systematic understatenrent of
ttrc need for capftal. Company after cornpany
tuuted tfrc knv asset iutensity uf doirrgtmsintss
orrline, only to find that inventory, ware
houses, and cther investrnents were necessary
to prwide valueto customers-

S[gnals from tlre stock market have been
even m(xe unreliabh. Respondirg to investor
enthusiasm over *te Intemet's explosive
growth, stock valuations became decoupled
from bmsiness frmdanrentals. Ttrery no longer
provided an accurate guirle as to whether real
economic value was being created. Any conr
pany that has made competitive decbions
bastd on irdluencing n€:rlcrm share price or
resp.onding to investor sentirDents has put it-
self at rid<.

Di*ortd revenues, costs, and share priees
have been matchal by the unreliability dtbe
financial metrics that companies have
adopted. The executives of companies corr
dtrcting business over ttre Internet have, con-
veniently, downplayed traditiqral measures d
profitability and economic value. Instead, they
have emphasized expansive definitirom of rer
enue, numbers d customers, or, even more
suspect, measures that mitht someday corre-
late with revenue, such as numbers d unique
users ("reach"), numben of site lisitors, or
click-through rates. Creative accounting ap
proaches have also muhiplied. lndeed, the lrF
temet has given rise to an array of new p'erfor-
mance metrics that have only a loose
relationship to economic value, such as pro
forma measures of incorne that remove "nort
recurring" cocts like acquisitionr Tlrc dubbus
connection behreen reported rnetrics and r-
tual prcfitability has sewed only to amplify the
confusing signak abotrt what has been work
irg in tfle marketplre. The fact that thruse
metrks have been taken seriously by the smck
market has muddied the waters'even further.
For all'trese reasons, the true financial perfor-
mance uf many Interrrt-related busirrsses is
erren worse than has been stated-

Gr€ might argue *rat the simple prolifera
tion of dotcoms is a sign of the economh
value dttre Internet Such a conclusion is pe.
mature at best. Dot+oms muhiplied so rapidly
for one maju reason: ttey r.lere able to raise
capital without having to derronstrate viabil
ity'. Rattrcr than signaling a healthy hrsincss
environment, the sheer number of dot<oms in
many industries often rercabd nothirg more

than the existerrce of low baniers to entry, aF
ways a danger sign

A Return to Fundam€ntals
It ishardto cometo anyfirm understanding of
the impact of the lntemet on businessbylook-
ing at the results to date. But two broad corr
clusions can be drawn- First, many businesses
actirre on the Internet are artificial businesses
competingby artificial means and propped up
by capital that until recently had been readily
available. Second,in periods of transition such
as the one we have been going through, it
often appears as if there are new ruhsdconr
petition. But as marliet forces play out, as they
are now, the old rules regain their currency.
Ttre creatbn of true economic valtre once
again beeomes the final arbiter of business
success.

Economk value for a company is nothing
more than the gap betrreen prie and cost, and
it is reliably measured only by zustained pmfit-
ability. To generate rwenue\ reduce upenses,
or simply do something useftrl by deployirg In-
temet technologr is rrct sufticient evidence
that value has been created. Nor is a corn-
pan51s current stock price necessarily an indi-
cator of economic value. Sharehoher value is
a reliable measure of economic value only
ov.er the long run.

In thinking about economic value, it is use
firl to draw a distinction between the uses of
the lntemet (such a operating digital market-
places, rlling toJ6, or trading securities) ard
lnternet technologies (such as sitecustomiza
tion tools or realtime communicatbns ser-
vices), which can be deployed acrocs many
uses Many have pointed to ttrc success of tectr
nolog5/ providers:as evidence of the lrfrernet's
tr<nomk value. Brrt this thinking isfaulty. ft is
tlre uses of ttrc Int€rrE that uhimately create
economic value. Technologl providers can
prosper for a time irrespective of whettpr tlre
uscs tf the htternet arc pnfitable, In perirds
of heavy eperimentation, even sellers of
flawed technologies can thrirc. But unless the
uses generate sustainable re{renues or savings
in excess sf ttreir cost of deployment, the op
purtnnity fcv technotogr prorriden will shrivel
as cornpanies realize that further investrprn is
economically unsound.

S<l huri can ttre Intemet be used to creatc
economic value? To find the answer, we rred
to look beyord ttre immediate market signals

'IARVARD DUSINESS Rlv E$. MARCII 2OOr
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tothe tlvqfurdamental factors that determine
profitSilit,,:

. in&tstry stucfrre, which determines the
profitability ofthe average competitor; and

. sustainabk competitive advantage, which
allcln a company to outperform the average
competitor.

Ttrcse two underlying drirrers of prdtabiF
ity are univenal; ttrey transcend any technof
ory or tlpe of business. At the same time, they
vary widely 'oJ-. irdustry ard cornpany. Ttre
broad, zupra-industry classifrcationi so corn-
mon in Internet parlarrce, srch c businesrto'bonsumer 

(or "BzC") and businesstobusiness
(ur "BzB') prwe meaningless with reryect to
profitability. Pdential profrtability can be un-
derstood only by lookirg at individual indus
tries and individual companies

The Internet and lndustryl Structure
The Intemet has created some new industries,
such as on-line auctions and digital market-
plrces. However, fu greatest impact has been
to enable the reconfiguration of existing in
dustries that had been comtrained by high
costs for communicating, gathering informa.
tion, or accomplishirg transtrtions. Dstance
leaming, br example, has existed for decades,
with about one million students enrolling in
correspondence counes every year- The lnter-
net has the potential to greatly expand dir
tance leaming but it did nqt create the indur
try. Similarly, the Internet prwkles an
eficiert means to order productq but catalog
retailers with toll-free numbrs and aute
mated fulfillment centers have been around
for deeades. TIre Internet only changes tlre
front end ofthe process

1/tether an irdustry is newor old, its stnrc-
tural attractiveness is determined by five ur
derlyirg forces of competitioru ttre intensity of
rilalry arnong existing competitors, the barri
ers to entrlr ftr new c{rmpetikm, the threat d
substitute products or services, ttre bargaining
pourcr of supplien, ard ttrc barginirg power
dhprr In combinatbn, these forces deter-
mine txnd the ecrxpmic value created by any
prduct, sewice, technolory, or way of conr
peting is divided betr^reen, on the ure harrC,
companhs in an industry ard, on tlre cher,
customer\ supliers, distrih.rtors, subotitutes,
and prtential new entrants- Alttnugh srrne
have argued that todat's rapid pace oftechrc
logical change makes industry analpis less

valuabh, ttrc opposite is tnre. Anabzing ttle
fqces illuminates an industrys fundamental
attrrtivelcss, exfruses the rrderlying &ivers
of average industry profitability, and provides
insight imohow pro{itability will evolve in the
future. The five eompetitine forces still deter-
mine profitability even if sqptiers, channels,
substitutes, or competiton change.

Because the strength of each of ttre five
fqces varies considerab$ from industry to kr
dustry, it wouH be a mistake to draw gpneral
conclusions about ttrc impact of the Internet
on lorry*erm industry prcrfitability; each irdus
try is fected in different ways Nerrcrttrchsg
an examinatkrn of a wide range of industries in
which the Internet b playrng a role reveals
sorne char treftCs, as surnmarizd in the e,(-
hibit "Fbw the Internet lrfhrnees tndustry
Structure.o Some of the trends are positive.
For example, the Internet tends to dampen the
barpining ponrcr of channels by providirg
companies witlr new, more direct a\renues to
customerr The Intemet can also boost an irr
dustqy's eficiency in various wa5n, expanding
the overall size of the market by improving its
position relative to traditional substituteg

But rnost ufthe trends are negative, Inter-
net technologr provides buyers with easier ac-
cess to information about products and suppli-
ers, thus bolstering buyer bargaining power.
Ttre hrtemet mitiptes the need for such
things as an established sales fcce or access to
existing channels; reducing barrien to entry.
By enabling new approaches to meeting needs
and performirg furrtions, it creates new sub-
stitutes- Because it b an open sjEtem, aompa.
nies have more difFrculty mairtaining propri
etary derirgs, thus intensirying the rivalry
ammg competitorr The use d the lnternet
also tends to eryard tln geographic market,
brirgir€ many morc companies into competi-
tion with one another. And Interrrt technole
gies tend to reduce variabh costs ard tih qxt
struchfes torryard flred coct, creating signilF
cantly greater pressure for companies to err
gage in destructive pice cunpetition.

While deploying the Interrrt can expard
the market, then, doing so often comes at the
expense of average prctrrtability. The great par-
dox of the Internet is that is very beneFra-
maliing infumation widety av-ailablq reducing
the difficulty of purchcing, marketing, ard
distribtrtion; allowing buyen ar,rd sellen to find
and transact busines with one iurother more
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Strategy and the Internet

esily-also make it more difticuh fu compa
nies to capure those bene{its as profits.

We can see this dynamic at wort in automc
bih retailing; The Internet allo$rs custorrers to
gattrer extensive information about products
easily, from detaild specifications and repair
records to whoksale prkes for nerry can and
average values for used cars. customers can
also ctroose among many more opiors from
which to buy, not just local dealers trut also
varbus types of Intemet referral networks
(such as Autorrueb and Autovantate) ard ort

line direct dealen (such as Autobytelcom, Au-
toNation, and CarsDrectrom). Because the
Internet reduces ttre importarrce of laation, at
leat for the initial sale, it wilens ttrc geo-

! gFphk market from hcal to regional or na-
tional. Virtually every deakr or dealer group
becomes a potential competitor in the mar-
ket. lt is more difficuft, moreover, for orrline
dealen to differcntiate themselves, as ttrcy
lrck potential points of distirrtion such as
slrcwroorm, personal selling, and service de
partments. With more competitors selling

How the Internet Influences Industry Structure

(tA) Procrremem using the lnternet
tends to raise bargaining power
wer supplierq thorgh it can also
girae *ppliers access to more
customers

(-) The lnternet prorides a channel
for suppliers to reach end users,
reducing the leverage d
inErvening @mpani6

. (-) Internet procurement ind digital
markets tend to give all companies
equal access to suppliers, and
gravitate procu rernent to
standa rdized products that
reduce difrercntiation

(-) Reduced barriers to entry and
t}re proliftration of ompetitors
downstream shifis pou,er to
suppliers

(-) Reduces difhrences amorg
competitors as derings are
difficuh to keep proprietary

(-) Migrates competition to price
(-) Widens the geographic markeg

increasing the number of
competito6

(-) Lor,rers variabh cost relative to
fixed cost, increasing pressurg
for price discolrnting

(+) By making the orerall industry
nnre effcient, the Internet can
expand the size dthe market

(-) The prolifention of Internet
approaches creaGs n€lY
suhitution threats

(+) Eliminates
powerful
channels or
impro\€s
bargaining
porder over
tnditional
channels

(-) shifts
bargaining
power to erd
con'umef5

(-) Reduces
sritching
costs

(-) Reduces barriers to entry such as the
need for a sales force, access to channels,
ard physical assea - anything that
Internet technology eliminates or makes
easier to do reduces barriers to entry

(-) lnternet applications arc difficult to keep
propri€nary from new entrants

(-) A flood of ner,Y entrants has come into
many industries

This discEsion is drarcn frun the author's research wilh David Su$on
For a fuller rfiscussbn, see M.E. Porter, Compelitivc slrulegy,Free PrEss, r98o.
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Strategy end the Internet

large! undifferentiated products, the basis for
competitbn shifu ever more toward price.
Clearly, ttle net effect on tlrc indusry's struc-
ture isnegdive.

That does not mean that every industry in
which Intenrettechrclogy isbeing applied wil
be unattractive. For a contrmting oomple,
look at Intemet auctions. Here, customers and
zupplien are fragmented ard thus have little
power. Subetituteq such as clasified ads ard
flea markets, harrc less reach and are less corr
venierfi to use. Ard thorrgh ttle barrien to
entry are relatively modest, ompanies can
build ecommies of rale, both in infrastruc-
ture and, even more important, in ttre aggrega
tion dmanybuyers and sellerq that deter new
competiton or place ttem at a disadvantap.
Finally, rivdry in this industry has been de.
fined, largely by eBan the dominant competi
tor, in tens qf prwiding an easytquse mar-
ketplace in which revenue comes from listing
and sales fees, while customers paythe cost of
shipptng: When Amazon ard other rivah err
tered the hsiness, offering free auctions, eBay
maintained is prices and pursued otlrer wap
to attract ard retain customers A3 a resuh, the
destructive price competition characteristic d
otlpr orlinebusinesses has been avoided"

EBay's role in the auction business provides
an important lesson: industry structure b rtot
fixed but rather is shaped to a comiderable de-
gree bythe choices made bycompetitan EBay
has acted in wap that strengthen the profit-
ability of its industry. In stark contrast,
Buy.corn, a Fominent Internet retailer, rted
in wap that undermined its industry, not to
rnention its ourn potential for competitive aG
vantage. Buy.com achieved $oo million in
sales faster than any company in bistory, but it
did so by defining competitbn solely ur price.
It sold products not only belor full coct but at
or belorv coet of gpods sold, with the vain hope
that it wqlH make money in other ways. The
company had no plan for beirg the bwcost
provller; in$ead, it invested lrcavily in brand
advenising and eschewed pcertial sources d
differentiation by outsotrcirg all fulfillment
and offering the bare minimum of customer
sewice. It also garrc up the opportunity to set
itseF apart from competitors by ctrocirfg not
to focus on selling particular goods; it mwed
quickly beyond ehctronics, its initial category,
into numerotrs other product categories in
which it had no unique o'ffering. Although the

company has been trying desperately to repo-
sition itrts, its early moves have pfoven ex-
treme$ diff icult to reverse.

The Myth of the First Mover
Given ttrc negative implications of the Inter-
rrt for profitability, why was there such opi
mism, even euphoria, surrounding is adop
tion? One reason is that everyone tended to
focus on what the lnternet could do ard how
qukkly its use was expanding rather than on
how it was affecting industry structure. But
the op,timism can also be rac€d to a wide.
spread beliefthat the Internet would unleash
forces that would enhance irxdustry profitabil-
rty. Most notable was the general aszumption
that the deployment of the Internet wouH ir
crease switching costs and create strong net-
work effects, which wouH provide first npv-
ers with competitive.advantages and robust
profitability- Fint movers would reinforce
these advantages by quickly establishing
strong new€conomy brards. The resuh would
be an attractive industry for ttre victors. This
thinkirg does not, however, hold up to close
examination.

Consider switching costs. Switching co6ts
errcompass all the co6ts incurred by a customer
in changing to a new supplier---everything
from hashing out a new @ntract to reentering
data to leaming how to use a different product
or service. As switching costs go up, customers'
bargaining power falk and the barriers to
entry into an industry rise. While switching
costs are nothing new, some obcervers argued
that the Intemet would raise them substa*
tiatly. A buyer would grow familiar with one
company's user interface and wqld not wara
to bear the co6t of firding, registering with,
ard learnirry to use a competitofs site, or, in
the case sf irdustrial customers, integrating a
competitor's s56tems with its orrn Moreover,
sirrce Internet commerce allqars a company to
accumulate krnwledge of cusomerd buying
behavia, the company would be able to pro
vide more tailored offeringp, better sewice,
ani greater p.rrchasing convenience-all of
wNch buyers would be loath to brfeit. When
people talk abotrt the "stkhness" of Web siteq
what they are o&en tdhng about is high
switchingcosts

ln reality, thoryh, switchirg csts are likely
to be bwer, not higher, on the lntemet than
they are for traditbnal ways of doirqg businesg
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Another myththathas

generated unfounded

enthusiasmfor the

Internet is that

partneringis awin-win

meAns to improve

industry economics.

irrcluding approactrcs usiqg earlier generations
of irtrormation systems such as EDI. Ot tlp lr
temet, buyers ean orften sritch supplien with
just a few nnuse clicks, and new Web technof
ogres are systematically reduciqg snitching
co6ts even further. For example, companies
lfte PayPaI provkle setthment servkes or Irr
temet curency---recalled ewalletr+hat err
able custoners to *rop at different sites witlr
out having to enter personal information ard
credit card numberr Contenttonsolidation
tooh sudr as OnePap allow users to avoid
having to go back to sites over and wer to rF
trieve irtrormation by enabling them to build
customized Web pages that draw needed infor-
matbn dynamicdly from many siter And the
widespread adoption qf XMt stardards will
free companies ftom ttr need to reconfigure
propri*ary ordering systems ard to create
new procurement ard l€stical protocols
when changing supplien.

What about rrtwork efiects, through which
products or rrvices become more valuable as
more orstorDers use them? A number of inr
ptrtant lntemet applicatiom display network
eftctq including ernail, instant messaBins,
auctiors, and oFline message boards or chat
rooms Where such effects are sigrrifrcant, they
can create deman&side ecorpmies of scale
ard raise barriers to entry. Thb it has been
widely argued, sets off a winnertakeall corn-
petition, leading to the eventual dominance of
one or two companies.

But it is not encugh for netrroork effects to
be present; to prwide barrien to entry they
also have to be proprietary to one comPany.
Ttre operuress of the Intemet, with its cornnron
standards ard protocols ard its ease ofnavigr
tiur, makes it diffrcult for a single company to
caphrre the benefits of a network effecL
(Anrcrica Online, which hm managed to mair
tain borden around its orrline cornmunity, is
an exce6ion, not the rule.) And even if a conr
pany is lucky enurgh to control a network ef-
fect, the effect often rerches a point of dimirF
ishing retums once there is a critkal mass of
cu$omers Moreover, netntrork efects are zub
ject to a seK-limiting mechanisn- A particular
product or sewice first attracts the custmers
whose needs it h meea- As penetration
grows, holrrever, it will tend to beconre les eF
fective in meeting t}le needs orf the remaining
customers in the market, providing an opening
fw competitors with different orftrings. Fi

nalln creating a network efu requires a large
investrnent that may o,ffset future benefits.
The netwod< effect is, in many respects, akin
to the experience currre, which was also sup
poed to lead to market+harc dominance-
through cost advantages, in that case The ex-
perbrre curve was an wersimplificatbrq ard
the sirgle{nirded pursuit of experience cuwe
advantages proved disastrcnrs in many irdur
tries

Internet brands have also proran dif6cuh to
build, perhaps because the lack of physical
presence ard direct human contrt makes vir-
tual businesses less tangible to custonrers than
traditional businesses Despite huge outlays on
advertisirg, product discounts, and purchasirry
irrcentives, mct dot<om brands have not ap
prorhed the power of established brards,
rhiwingonly a modest impad on loyalty and
barrien to entry.

Arpther myth that ha generated ur
founded enthusiasm for t}te Intemet is that
partrnring is a wirnuin meam to improve irr
dustry economics. Whib partnering is a wel}
established strates/, tlte use of lnterrEt teclh
nologgr has made it much more widespread.
Partnering takes two forms. The first involves
complements: products that are used in tart
dem with another indust4y's product C-onr
puter softnrare, for example, is a compbment
to computer hardware, In Internet cornmerEe,
complements have proliferated as companies
have sought to o'ffer broder arrays of pro&
ucts, rrvices, and information. Partnerirg to
assembh complementg often with compapies
who are also competitors, has been seen as a
wayto ryeed indu*ry€fowth and nrove away
from narrorry-mirded, destructive competitioru

But this approach reveals an incomplete urr
derstanding of tlrc role oif complements in
competitbn. Complements are frequently irrr
portant to an irdustrly's growth-qreadsheet
applications, for example, accehrated the ex-
pamion of the perrcnal computer induslry-
but they have no direct relatiomhip to indus-
try profitability. Wbile a close substitute re
duces potertial prdrtabilig, for example, a
close omplement can errcrt either a pcitive
or a negative irfluerrce. Cornplemens #ct
industry profitabiliry turdirectly through their
irfluence on the five competitive forces If a
complement rabes switching costs for ttte
combined podua offering, it can raise profit-
ability. But if a complement works to stardard-
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ize the industry's product offering as Mi
crosoft's operating qntem has done in
personal ccnputers, it will irrcrease rivalryand
depress profitability.

With ttte Intemet, widespread prtnering
with producen of comphments k just as likely
to exacerbate an industr;/s structural prob
lems c mitigate thern- As partnenhipe prolif-
erate, companhs tend to beconre more alike,
which trcats up rivalry. lnstead of focusing on
their own strategic goalg nnreorrer, compa
nies are faced to balarrce the many potentially
confliaing objectives of tlrck partnen while
also educating them about the business. Ri-
valry often becomes rnore unstable, ard since

of comphrnents can be potential
competitors, the threat dentry increases

Anotlrcr common form of parmering is out-
sourcing. lntemet tednologies have made it
easier fq companies to coordinate with ttrcir
supplierg giving widespread currency to the
notion of the "virtual enterprise"-a business
created largely out of purchased products,
componentE and sewicer While extemive
outsourcing can reduce near-tenn co6ts and
imprwe flexibility, it has a dark side wtren it
comes to irdustry structure. As cwrpetitors
tum to the sa[]e verdors, puchased inpts be
come rmre homogeneous, eroding company
distirrtiveness and increasing price competi-
tion. Outsourcing also usrally brrers barrier
to entry because a new entrant need only as
semble purchased inputs rather than build its
own capabilities. In ddition, companies lose
control over important elenrents of their busi
ness, and crucial experhrre in componentq as
sembly, or services shifts to supplbn, enharrc-
ing tlreir power in the long run"

The Future of Internet Competition
While each irdustry will evolve in unique
ways, an examination of the forces influenc-
ing industry struchrre indicates that the de
ployrnem of lnternet technologr will likely
continue to put pressure on the profitability of
many industries, Comider the intensity of
competition, for example. Many dot<oms are
going out of business, which would seem to irl
dicate that consolidation will take place and
rivalry will be reduced. But while some consol
idation among new players is inevitable, many
established companies are now more familiar
with lnternet technologr and are rapidly de
ployrng orline applications. With a combina-

tion of new and old companies and generally
Iolver entry barriers, rnost industries will
likely end up with a net increase in the num-
ber of competitors and fiercer rivalry than be
fore the advent oftbe Internel

T?r porver of custorners will also terd to
rise. As buyers' initial curiosity with the Web
wanes and subsllies end, companies dering
products or rrvices on-line will be forced to
denronstrate that ttr€y prwirte real benefits
Already, customen appear to be losing interest
in sewices lfte Priceline.com's renerse auctinns
because the savirgs they provide are often qrt-
weighed by the hassles involved" As custqners
becqne more familiar with the techrrclogr,
their byalty to their initial suppliers will also
decline; ttrcy will realize that the cost of
s,vitching is loru.

A similar shift will dect advertising$ased
strategies. Even now, advertisen are becuning
more discriminating, and the rate of grorlth of
Web adrrertising h skmirg; Advertisers can be
expectd to cmtinue to exercir their bargain-
ing power to prsh down rates sigrriFrantly,
aidd and abetted by new brokers of Intemet
advertisiqg.

Not dl ttr news is bad. Sorne techrplogical
dvarres will pnrvide opportunities to ert.
hance pro,fitability. Improvernents in streanr.
irg video and greater availability qf lort-cst
bandwidth, for example, will make it easbr for
customer sewice representatives, q other
company personnel, to speak directly to cu&
tonrn through ttrir computen. Internet sel}.
ers will be able to better differentiate thenr
selves ard shift buyen'focus away from price.
And servkes such r automatk bill payrng by
banks may modestly boost sr'vitching costs. ln
general, howener, new Internet technologies
will continue to erode profitability by shifting
power to customers

To understard the importance of thinkirg
throush the brryerterm stntchral conse-
querrces of the Intenret, consider the btrsiness
of digital marketplaces Such markapltres au-
tomate corporate procurement by lir*nrg
many buyers and suplien ehctronically. The
benefits to buyers indude low transaction
cuts, easier access to price and product irfor-
matbn, convenient purdrase of assaiated ser-
vices, ard, nmetimeg the ability to pool vo}
une. The benefits to suppliers include lower
sellirg costs, lower transaction costs, access to
wider.markets, and the avoidance of povtrerful
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channels.
From an irdustry structure stardpoint, the

attractiveness of digital marketplaces varies
depending on ttre products involved. The moat
important detemrinant of a marketplace's
profit potentid b the intrirsk power of the
buyen ard selbrs in the partkular product
area. Ifeither side b concentrated or possesses
differentiated products, it wil gain bargaining
power oner the marketplace and capture mo6t
of the value generated. If buyen ard sellen
are fragmented lrcwever, their bargainirg
ponrer will be rarcak, ard the martetpke will
have a much better dance dbeins profltabh.
Anottrer important determinant of industry
stmchrre b tlre tfueat of substitution. ff it is
relatively easy for buyers anl sellen to trans.
act business directlywith me another, orto set
up tlrcir onrn dedicated markeB, independent
marketplaces will be unlikely to sustain high
levels of profiu Finally, tbe ability to create
barriers to entry is critical. Today, witJt dozens
of marketplaces competing in sorne irdustries
and with buyen and sellers divlling their pr-
drues or operating their orm markes to pre
vent any one marlctplac€ from gaining porer'
it is clear that modest entry barrie$ are a real
challenge to profitability.

Compethion among digital marketplaces is
in transitbn, ard irdustry stnrcture is evoltt-
ing; Much of the economic value created by
marketplaces derives frqn the stardards they
establish, both in ttrc underlying technologl
platrorm arrl in the protocols for connecting
and exchanging information But qrce these
$andards are put in phe, the dded value of
ttre marketplace may be limited- Anything
buyers or suppliers provide to a marketplace,
such as infomation on order speciftcations or
inventory availability, can be readily provided
on their own proprietary sites Suppliers and
cu$omers can @in to deal directly orline
without ttrc ned for an intermediary. Ard
new tedmologies will urdotrhtedly make it
emier for partirs to rarch for and exchange
gmds ard informatirmwith ore another.

In some product areaq marketplaces should
enjoy ongoirg advarnages and athactive prof-
itability. In fragmented irduslries zuch as real
estate and fumiture, fr example, they could
prosper. Ard new kirrts of value-dded ser-
vices may arise ttrat only an indeperdent mar-
ketplace could provide. But in many product
areag marketplaces may be superceded by di-

rect dealing or by the unbundling d prchav
ing, informatbn, financing, and logistical ser-
vices; in dher arem, they may be taken over
by partkipants or indusilry associations as cost
centers. In srch cases, marketplaces will pro
vide a valuable "prblic good" to participants
but will nd themselves be likely to rcaP any
enduring benefits. Orer the long haul, rnore
over, we may well see many buyen b*k away
from open marketplrces Ttrey may once again
focus qr building close, proprietary relatbrr
ships with fewer supplien, usirg Internet tecb
nologies to galn efficiency improvements in
various spects cf ttpse relationships.

The Internet and Competitive
Advantage
If average rofitability is under pressure in
many irdustries irfluenced bythe Intemeg it
becomes all the more important for individual
companies to set th€mselves apart from the
pack-to be more profttable than the average
performer. The only way to do so is bry achiev-
ing a sustainable competitive advantage-by
operating at a lower c6t, by commanding a
premium price, or by doing bottt Cost and
price advantages can be achieved in two ways.
One is operational effectiveness-{oing the
same things your competiton do but doing
them better. Qerational effectiveness advarr
tages can take myriad forms, including better
technologieg superior inputs, better-trained
people, or a more effective managsrnent
stnrcture. Tlrc other way to achieve advantage
is strategic positioning--doing things differ-
ently from competitors, in a way that delivers
a unique type of value to customers This can
mean offering a different set of featurcs, a dif-
fermt array of services, or different logistkd
arrangements. The lntemet fects opera'
tional effectiveness ard strategic pcitioning
in very different ways. It makes it harder for
companies to sustain operational advantageg
but it opem new opportunities for rchieving
or strengthening a distinctive strategic posi-
tioning.

Operational Efrctiveness. The Internet is
arguably the mct powerfrrl tool available
today for enhancing operational effective-
ness. By easing and speeding the exchange of
realtime information, it enables improve.
ments throughout the entire value chain,
across almost every company and industry.
And because it is an open plafform with conr'
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mon standards, companies can often tap into
its benefits with much less investment than
was required to capitalize on past generations
of information technologgr.

But simply improving operational effectire
ness does not provide a competitive advan-
taff. Companies only gain advantages if they
are able to rchieve and sustain higher levels d
operational effectiveness than competitors
That is an exceedirgly difFrcuh proposition
even in tlre best of circumstances. Once a corn-
pany establistres a new best practice, its rivals
tend to copy it quickly. Best prctke competi-
tion eventually hads to competitive conver-
gerrce, with many companies doing the same
thingF in the sanp wa1n. Customers end up
making decisions based on price, undermining
irdustry prcf itability.

The nature of Internet applications makes it
more diffrcult to sustain operational advarr
tages than ever. In previous generations of irr'
formation technologr, application develop
rnent was often comphx, arduous, time
comumiqg, and hugely epensive. These traits
made it harder to gain an IT advantage, but
they also made it difficult for competiton to
imitate irtrormation qystems. The openness of
the Intemet, combined with advances in soft-
ware architecture, development toolE and
modularity, makes it much easier for compa
nies to design and implement applicationr
The drugstore chain CVS, for example, was
able to roll out a complex Intenet-based pre
curement application in just 60 days As the
fixed costs of developing systems decline, the
barriers to imitation fall as well.

Today, nearly every company is dwebping
similar types of Intemet applhationg often
drawing on generic packages ffiered by thir&
party developers" The resulting improvements
in operational effectiveress will be broadly
shared, r companies converge on the same
applicatiom with the sanre benefts" Very
rarely will indivitual companies be able to
gain durable advantages from the deployment
of "bestsf-breed" applications

Strategic Positioning- As it becornes harder
to sustain operational advantages, strategic
positioning becomes all the more importanl
If a company cannot be more operationally eF
fective than its rivals, the only way to generate
higher levels of ecornmic value is to gain a
cost advantage or price premium by compet-
ing in a distinctirre way. Ironically, companies

today detrne competition involving the Inter-
net almost entirely in ternn of operational ef-
fectiveness. Believing that no sustainable aG
vantages exist, they seek speed and agility,
hoping to stay one step ahead of tlre competi-
tion. Of coune, such an approach to competi-
tion becomes a setsdrFrlling prophecy. Wittr
out a distinctive strategic direction, speed and
flexibility lead nowhere. Either no unique
competitive advantages are created, or irn-
provements are generic and cannd be sus.
tained.

Having a stratery is a matter of discipline. It
requires a stror€ focus on prditability rather
than ju* growth, an ability to detrne a urique
value proposition, and a willingness to make
tough tradeoffs in choosing what not to do. A
company must stay the course, e,ven duriqg
times of upheaval, while constantly imprwing
and extending its distinctive positioning Strat-
egy goes far beyond the prrsuit of best prac-
tices It involvesthe configuratbn of atailored
value chairt-the series of activities required to
produce and deliver a product or service---that
enables a company to orffer unique rralue. To
be defensibb, moreover, the value chain must
be highly integrated. When a compan/s activi-
ties fit together as a self-reirforcing s56terr1
any competitor wi*ring to imitate a stratesf
must replicate the whole qatem rather than
copy just one or two discrete product features
or ways of perbrming particular activitbs
(See the sidebar "The Sh Principles ofStrate
gic Positionirry")

The Absence ofStrategy
Many of the piorrers of lntemet businesq
both dot<oms and established companieg
have competed in waln that violate nearly
every precep of good strate€Cr. Rather than
focus on profits, they have sought to maxi-
mize revenue and market share at all costs,
pursuing customers indiscriminately through
discounting, giveawaln, promotionE channel
incentives, and heavy advertising. Rattrerthan
concentrate on deliverirg real value that
eanri iul attractive price from customerg they
have punued indirect re\renues ftom sources
zuch as advertisirg and clickthrough fees
from Intemet commerce partnes. Rather
than make tradeoffg they have rushed to
o'ffer every conceivable product, service, or
type of information. Rather than tailor t}te
value chain in a unique way, they have aped
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the rtivities of rivals Rather than build and
maintain control over ptopriaary assets and
marketing channels, they have entered into a
rash of partnerships and outsourcing relatiorr
shipq further eroding their own distinctive
ness. While it is tnre that some companies
have avoided these mistakeg t@ are exceE
tions to the rule.

By igrrorirg strategy' many companies have
urdermined the structure of their industries'
hastened competitive convergence' and re-
duced the likelihood that ttrey c anyone else
will gain a competitive advantage. A destruc-
tive, zerosum form of competition has been
set in mdion that corfirses the rcquisition of
crtsomers with ttre building of pro,fitability.
Wone yet, price has been defined as ttp pri-

mary if 16 ttte sole competitira nriable. Irr
stead d emptrasizing the Intemet's ability to
support convenierrce, sewice, specializatbn'
clsomization, and other forms of, value that

justiff attractirrc gkes, cornpanies have
turrrd cornpetition into a race to the bottom.
Orrce competitbn is defined this way, it b very
diffrcuh to tum baclc (see the sidebar "Words
fathe UnwiseThe Internet's Destructive Lex-
icon ")

Even wellestablished wellrun companies
have been thronrn off track by ttrc Internel
Forgstting what ttrcy stard for q what makes
them unique, ttrcy harc rushed to implement
hot Interrrct applicatbm ard copy ttre offer-
inS sf ddtorns lrdustry leaders have conr
promird their existing competitive advar'
tages by entering martet segrnents to whkh
they bring litth tlrat is distinctive. Merrill
Lynch's mor€ to imitate the low<ost odine
o'trerings of itstrading rirnh, forexamplg risks
urderminiqg its rp6t precious advantage-is
skilled brokers And many established compa
nieg reacting to misguided inrrcstor enthusi-
asm, have hastily cobbled together Internet

The Six Principles of Strategic Positioning
To establish and maintain a distinctive stra-

tegic positioning, a company needs to fof

low six fundamental principles.

First, it must start with the 'ght goalt sv
perior longterm return on investmenl Only

by grounding strategy in sustained profrt-

ability will real economic value be gener-

ated. Economic value is created when cur

tomes are willing to pay a price for a
product or service that exceeds the cost of
producing iL When goals are defined in
terms of volume or market share hadership,

with prcfits assumed to follow, poor strate
gies often result. The same is true when

strategies are set to respond to the per-

ceived desires of investors.
Second, a company's strategy must erF

abfe it to defiver a volue proposition, or set of
benefits, different from those that competi-
tors offer. Strategy, then, is neither a quest

for the universally best way of competing
nor an effort to be all things to every cue

tomer. lt defines a way of competing that
delivers unique value in a particular setof

uses or br a particular set of customers.
Third, strategy needs to be reflected in a

dininctive volue choin.To establish a sustain-
able competitive advantage, a company
must perform different activities than rivals
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or perform similar activities in different

ways. A company must configure the way it

conducts manufacturi ng, logistics, service

delivery, marketing, human resource man-

agement, and so on diftrently from rivals

and tailored to its unique value proposition.

lfa company focuses on adopting best prac-

tices, it will end up performing most activi-

ties similarly to competitors, making it hard

to gain an advantage.
Fourth, robust strategies involve trode

o/s. A company must abandon or forgo

some product features, seryices, or activities

in order to be unique at others. Such trade

otrs, in the product and in the value chain,

are \ rhat make a company truly distinctive.

When improvements in the product or in

the value chain do not require tradeoffs,

they cften become nerro best practicesthat

are imitated because competitors can do so

with no sacrifice to theit existing ways of

competing. Trying to be all things to all cur

tomers almost guarantees that a company

will lack any advantage.
Fifth, strategy defines how all the ele

ments of what a company does.ft together.

A strategy involres making choices througlr

outthe value chain that are interdependent;

all a company's activities must be mutually

reinforcing. A company's product design,

for example, should reinforce its approach
tothe manufacturing process, and both

should lererage the way it conducts after-

sales service. Fit not only increases competi-

tive advantage but also makes a strategy

harder to imitate. Rivals can copy one acti\F
ity or product feature fairly easily, but will

have much more difficulty duplicating a
whole system of competing. Without fit, die
crete improrrements in manufacturing, mar-
keting, or distribution are quickly matched.

Finafv, strategy involres contrnuity of di-

rection. A company must define a distinc-

tive value proposition that it will stand for,

sren ifthat means forgoing certain opportLF
nities. without continuity of direction, it is

difficuh for companies to danebp unique
skills and assets or build strong reputations

with customers. Frequent corporate nrein-

vention," then, is usually a sign of poor stra-

tegic thinking and a route to mediocrity.

Continuous improvement is a necessity, but

it must always be guided by a strategic d'r

rection.

For a fuller description, see M.E. Porter,

"What ls Strategy?" (HBR November-
December1996).
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units in a m6tly futih effort to boost their
value in tlre stock market.

It did not have to be this way-and it does
not have to be in the future. When it cornes to
reinforcing a distinctive stratery, taibring ac-
tivities, and enharrcing fit the Intemet acttt-
ally provides a better technologicat platforn
than previous generations of lT. lndeed, IT
worked against strate€C/ in the pasc Packaged
software applications were hard to custornize,
and companies were often fuced to charge
the way they cqducted activities in order to
conform to tlre "best practices" embedded in
the softivare. It wa also exnernely diffrcuh to
connect discrete applicatiom to one arpther.
Enterprise resource planning (ERP) systerm
linked aaivitieE but again companies were
fsced to adapt their ways of doing things to
the software. As a result, IT hc been a force
for standardizing activities and speeding conr.
petitive convergence.

Internet architechrre, togettrer with dher
imprwements in sorftware architechrre and de-
veloFnent tools, has turned IT into a far more
po,verful tool for strateSr. It is much easier to
customize packaged Intemet applicatbm to a
company's unique strategt positioning By
providing a conrmon IT delivery platform
across the value chain, Intemet architecture
and standards also make it possible to build

truly integrated and customized systems that
reinforce the fit among activities. (See the slle-
bar "The lnternet and the Value Chain")

To gain these dvantages, however, compiF
nies need to stop their rush to adogt generig
"out ofthe bot' packaged applicatiom and irts
stead tailor their depbyment d Internet tect}
mlogglto their partkular strategies. Ahhough
it remains rnore difficuft to cusbmize pack-
aged applications, the very diffrculty of the
task contibutes to the sustainability of the re-
suhing competitive advantage.

The lnternet as Complement
To capitalize on ttre Intemet's strategic poterh
tial, executives and erarepreneurs alike will
need to change their points of view. lt has
been widely assumed that ttr Intemet is car
nibalistic, that it wi[ replace all conventional
ways ofdoing business and overtum all tradi
tional advantages That is a vast exageration.
There is nodoubt that real tradeo,ft can exist
between lntemet and traditional activities. tn
the record industry, for example, orr.line
music distribution may reduce the need for
CDmanufacturing assets. Overall, however,
the tradeoffs are modest in most irdustries.
While the Internet will replace certain eb-
ments of industr5r value chains, the complete
cannibalization of the value chain will be ex-
ceedingly rare. Even in the music businesg
many traditiond rctivities---ruch as firding
and promoting talented new artists, produc-
ing and recording music, and securing air-
play-will continue to be highly important.

The risk qf charuEl conflict also appears to
have been overstated. As orline sales have be
come more common, traditional charupls that
were initially skeptical qf ttr Internet have
embraced iL Far from ahrays cannibalizing
ttrme channels, Internet techrnlog can ex-
pard opportunities for many of them. The
threat qf disintermediation of channels ap
pears considerably lower than initially pre
dicted.

Frequently, in fact, Intemet applicatiom a&
dress activities that, whib necessary, arc nd
decisive in competitbn, such a informing cue
torrters, processing transactiom, and procruing
input* Critical corporate assets-skilled per-
sonnel, proprietary product technologr, efr
cient logistical systems-remain intact, and
they are orften strong enough to presewe ex-
isting competitive advantages.

Words for the Unwise The Internet's
Destructive Lexicon
The misguided approach to competition
that characterizes business on the lnter-
net has even been embedded in the lan-
guage used to discuss it lnstead oftalk-
ing in terms of strategy and competitive
advantage, dotroms and other Internet
players talk about "business models."
This seemingly innocuous shift in termF
nology speaks rrclumes. The definition
of a business model is murky at best.
Most often, it seems to refer to a loose
conception of how a company does busi-
ness and generates rwenue. Yet simply
having a business model is an exceed
ingly lov,r bar to setfor building a com-
pany. Cenerating revenue is a far cry
from creating economic value, and no
business model can be evaluated inde

}IARVARD BUSINESS REVIEW. MARCH 2OOT

pendently of industry structure. The
business model approach to manage
ment becomes an invitation forfaulry

thinking and self{elusion.
Other words in the lnternet lexicon

also hare unfortu nate consequences.
The terms "e-business" and "estrategy"
have been particularly problematic. By
encouraging managers to view their lrl
temet operations in isolation from the
rest ofthe business, they can lead to
simplistic approa€hes to competi ng
using the lntemet and increase the prer

sure for competitive imitation. Estats
lished companies failto integrate the In-
ternet into their pror'en strategies and
thus never harness their most important
advantages.
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In many cases, the lnterDet complernents,
rather than cannibalizes, companie tradi
tional activities and wap of competir4; Corr
siderWalgreens, ttre most successful pharmry
chain in the United States. Walgreens intro
duced a Web site that provides customen with
extensive irformatbn ard allows them to
order prescriptiom on-line. Farfrom canniba}
izing ttle compan/s stores, the Web site has
underrored their value. Fully qo% of qrstonr
ers who place orders over the Web prefer to
pick up their prescriptiom at a nearby store
rather than have trem shipped to their hornes.
Walgreem has fourd that ib extemive net-
work of stores remains a pdent advantage,
even as sonrc adering strifls to the InterneL

Another good example is W.W. Grainger, a
distributq of maintenance products and spare
parts to companies. A middleman with stock-
ing locatiurs all over ttr United States,
Grainger would seem to be a textbok case of
an old-economycompany set to be made obeo

lete by the Internet But Grainger rerected
the assumption that the Internet would un-
dennine its stratery. Instead, it tightly cmrdi-
nated its aggressive on-line efforts with its tra-
ditional business. The results so far are
rwealing:. Customers who purchase orline
also continue to purchase througlt other
meam--Grainger estimates a 9% irrremental
grouth in sales for customen who use the ort
line channel above the normalized sales of
customers who use only traditional means.
Grainger, like Walgreens, has also fourd that
Web ordering increases the value of its physi-
cal locations. Like the buyers of prescription
drugs, the buyers of industrial zupplies often
need their orders immediately. It isfaster and
cheaper for them to pick up supplies at a local
Grainger outlet than to wait for delivery.
Tightly integrating the site and stockirg loca-
tions not only increases the overall value to
customers, it reduces Grainger's costs as well.
It is inherently more efficient to take ald pro-

bidirectional communication, and ease ofcon
nectivity-all at much lorruercostthan privaG

netuorks and electronic data imerchange, or

EDI.
Many of the most prominent applicaions of

the lnternet in d|e value chain are shown in the
frgure on the next page. Some imohe rnwing
phys'rcal xtivities orline, while ders in'aofue
making phys'rcal activities more co* efiectir,e.

But for all its pcnarr, the lfltemet d6 nd
repreeenta breakfrom the pa$; rather, it isthe
latest stage in the ongoing aolution of infor-
mation technology.r tndeed, tte technological
possibilities available today deriw nctju*
fiom the Intemet architecture but also from
complementary technological advarrcg such
as scanning, objectorimted programming, re
lational databases, and wireless communica
tionr

To see horr these technological improre
menB will uhimately affect the value chain,
sorne hi*orical penpectire is illuminating.2
The ewlution of information technology in
business can be thougtrt d in brms of fire
oerlapping stagel each of which ewlwd otrt
of constraints presented by the prwious gener-

ation. The earliest lT sl/stems automated dir
crete transactions such as order entry and ac-

counting. The next stage inwhred the fuller
automation aM functional enhancement of in

dividual rtivities zuch as human resoilrce
management, sales force operations, and
product design. The third *age, which is being

rcelerated by$e Intemeq inrolrs cross-ac-
tivity integration, sr-rch as linking sales activi-

ties with order procesing. Muhiple rtivhies
are bei ng li n ked together through swh toob as
customer relationship management (CRM),

supply chain management (sCM), and enEr-
prise resorrce planning (ERP) s)6tems.The
fourth stag, which is ju* beginning, enables

the integration ofthe value chain and entire
value system, that is, the set ofvalue chains in
an entire industry, encompassing those oftiers
of, zuppliers, channelt and cu$omes. SCM
and CRM are starting to mergg as end{oend

applications inrolving custorners, channels,
and zupplies link orders to, for o<ample, man-
ufacurring, procuremeng and service delivery.

Soon to be integrated is productdevelopment,

which has been largely separate. Complex
product models will be erchanged arKtng par-

ties, and Intemet procurementwill morcfrom
standard commodities b engineered items.

ln the upcoming fifth stage, information
technobgy will be used not only to connect

The Internet and the Value Chain
The basic tool for understanding the influence
of information technology on companies is the
value chain--the set dactivities through
which a product or service is created and ddM
ered to customers. when a company competG
in any industry, it performs a number ddig
crete but int€rconnected valuecreating rtiv'r

tiel such as operating a salesforce, fabricating
a componenq or delivering produc6, and
ther activities harrc poinB dconnection with
the activities ofsuppliers, channels, and cu;
tomers. The value chain is a framework for
identifring allthese activities and anallzing
hour they atrect bodr a company's cosB and the
value delivered to buyers.

Because every a€tivity in,rolvestlrc creation,
processing, and communication dinforma
tion, inbrmation technology has a peruasiw

influence on the value chain. The special a4
vantage ofthe lnErret istf|e abilityto link one
actMty with dhers and make reaftime data

created in one activity widety availade, bdr
within the cornpany and with outside suppl'r
ers, channels, and customerr By irrcorporating
a common, open setdcommunication prmo

cols, lnEmet technology proildes a standard
ized infrastructure, an irtuitiw bror,vser inter-
face fur information access and delirery,
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the various activities and players in

the value q/stem but to optimize its
workings in rcal time. Choices will be
made based on information from muF

tiple activities and corporate entities.
Production decisions, for examph, will

automatically factor in the capacity
available at multiple facilities and the
inventory available at muhiple supplF
ers. While early frfth-stage applications
will involve relatively simpb optimiza
tion bf sourcing, production, logistical,
and servicing transactions, the deeper
lerels of optim ization will involre the

product design itself. For example,
product design will be optimized and
customized based on input not only

from factories and suppliers but also

ftom customers.
The power ofthe lnternet in the

value chain, however, must be kept in
perspective. While lnternet applica-
tions have an important influence on
the cost and quality of activities, they
are neither the only nor ttre dominant

infl uence. Conventional fastors such

as xale, the skills of personnel, prod

uct and process technology, and in-

vestrnents in physical assets also play
prominent roles. The Internet is trang
formational in some respects, but
many traditional sources of competi-
tive advantage remain intact.

1. See M.E. Porter and V.E. Millar,
"How lnformation Cives You Competi-
tive Advantage," (HBR Jul5August
1985) for a framework that helps put

the lnternet's current influence in con-
texL

z. This discussion is drawn from the
authois research with Philip 8ligh.

ProminentApplications of the Internet inthe Value Chain

lirman Rcsource Management
- sef-geruie peroml and b€refits administEtion
. Webb.sed t6ining
.lnErnet-based shering end dis*min*im of mpany information
. Electro'E tim and qpem reporting

TedrrDlogy Derdopmert
- Collabor.tiE Fodud d6bn trr6s lc*iffi and a|rmg multiple Eluetdem p.rtkipants
. Xwledge directorig rcsible frm all parts of the org.nization
. ReeFtim res3 by R&D to oFline el€s and s€ryice infDmitim

Procurement
. lnErnet€Ebled demard plenning; rol.tima availableb-prm'Fdcaprbletapromise and ful6llm€m
. Otfrr linkagc of purche, inEntoqr,and furcsting systems with $pplbB
. Aubmated 'requisition to p.}|
. Dirct erld indiKt pmunrEnt vi. m.rlctplEs, *hanges, ertimt rnd hlys-eller matching

lnbound Logistig i Op..rti-o i O,rOouta Ugi*i.t
. RerFtim inegnted i. InEqnted infomrtion i . Real-tim tr.ns.ctim d
shedulin$ shippinS, i mnange, *heduting, ; trden whetlw init'Etcd
w.rehousc man.g€mert, : .rd dcisim meking in ; by en end mmer, e
demrnd manegameit : llhoEe pbntt ffitnct : sCeJ person, or . chenrEl
andplenniryard I rsemblers,andcompo. i p.rtrEr
ady.red pLnning and I nents suppliers i . Aubrneted cusms-
sdtdullng iltos5 the . :. ReaFtim |yaibble.tD i specillc rgrements
cmp.ny.rditssuppliers j pmi-andoprble- i enaotixttem

. Disemination throughout ! topromisc inform.tim i . Custaner rnd chmnel x-
9t:mPnygfred-dme i milable.tot'|cel6 i esstoprodwtd*lop
inbond erd inprogrcs : 6e .nd ch.nmb i mrn ana deti*ry ltr.g!
ifrentorydetl 

: i.colt.bor.tiEint€gntidl
i with dsbmer ftreasting

i systenls

I . tnEgatcd ch.ml
i m.n.gmrt imtuding

: irfrrmationerchmge,

i u"tt.titlg 
"ttd 

s"tes
i . onlim gls ciannels
: irludingwebtit6and
; marketpl.(6

i . re+time imi& end

i ortsile accesetocustonnr
i inbmatim, Fodudcatl
: logs,dynemkpdcingt
: irilemtry aail.bility,

*lim submissim of
quoGs, atrd trder ertty

. oFlim p.odud
configuBtoas

. Custmer-trilored m-ka-
ing vir ostonEr Fdling

. Push adrHtising

. Tailored o*lim rcss

. ReeFtimc customcf ftc4
b.ck thrsgh web surwlE,
opt-itvoptfl t mrrk€ting,
andpmotim Bpdrs
tra€king

After-Sales Service
. o*lim $pport of

strrn€r servkc nprc-
*ndiE thror.,gh emeil
tEponsc managEm€fit,
billirB integr.tirn,G
br0t6e, ch.t,'crll me
ttorviwiffir{B and
otls us ofvideo
strermirl9

. Custsner s€lf*ryia
vi. w€b sites and ir@lli-
gem servicc requct
proeJsing lrdudirlg
ud.ter to billing :nd
sh'{rpirg Fofil6

. Reel-timfeld sie
a@ss to cEtdner
rccount rcvid, schcmatic
Eira, p.rB dtil.bility
ird orderinq rsrkorder
updaE, and scwlce Frts
,nanagmm

: : : l|xmiEmgoatIF

;  i  lwamntyc le im, ldcoa
:: i : tmt managercm (Er-
: : i

i i : simingFo(essomml): .
1 : :
i

i 
.G--.WeMistributedsulplychainmanagemmt +

3. , . .  . .  . .  , .  , . . . . . . . .  . . . . . . ,
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cess orders over the Web than to use tradi
tional methods, but more efficient to make
bulk deliveries to a locd stocking location
than to ship individual orders from a central
warehouse.

Grainger has also found that its primed cat-
alog bolsten fu orrline operation" Many corr
panies'first instinct is to eliminate prfuted cat-
alogs once their content is replicated orrline.
But Grainger continues to ptblish its catalog;
and it hc fourd that each tirne a new one is
distributed, orrline orders zurge. The €talog
has proven to be a good tool br prouroting the
Web site while continuirg to be a convenient
way of packaging information for buyers

In sqne indu*ries, tlrc use of the lnternet
represents only a modest shift from well-estab
listred prrtices For catalog retailen lfte
lards' End, providen of electronic data inter-
change sewices like General Electrk, direct
marketers like Geico and Varryuard, and many
otlrer kinds of companies, Intern€t business
lok muchthe same astraditional business" ln
ttrese industries, established companies enjoy
particularly important synergies between tlreir
orrline and traditional operations, wNch make
it especially difficult for dot<oru to compete.
Framining segments of irdustries with charac-
teristics similar to ttrose supporting orrline
btrsinesses.-in which custornen are willing to
forp personal service and immediate delivery
in order to gain convenierre or lower priceq
for instance---can also provide an important '

reality check in estimating the size of the lnter-
net opporhmity. In the presci6ion drug busi
ness, for example, mail orders represented
only about r3% orf all purchases in the late
19906. Even though online drugstores may
draw more customers than ttre mailorder
channel, it b unlikely that they will supplarn
their physical counterparts.

Virtual activities do nd eliminate tite need
for physical activities, bw often amplf their
importance. Ttre complerrentarity between kr
temet activities ard traditional activities arises
for a number of reasons Fk$, introducing kF
temet applicatics in orc rtivityo'ften places
greater demands on phpical rtivities eke
where in the value chain Direct ordering for
example, makes warehousing and shipPinC
rnore importanl S€cond, uslng the Intemet in
one activity can have systemic consequences,
requirinC new or enhanced ph!6tcal activities
that are den unanticipated. lnternettased

jobposting sewices, for example, have greatly
redrrced ttre cost of reaching potential job ap
plicants, bu tlrey have also flooded employers
with electronic r6un€s By making it easier
fa job seekersto distribute r€sun6, ttrc Inter-
net forces employers to strt througf many
rnore umuitable cardidates The addd back-
end costg sften br phpical activities, can end
up outweighingttr upfrort savings. A similar
dynamic den plays out in digital martet-
places. Supplien are able to reduce tte tranr
actbnal cost of taking orden when they murc
ortslfuie, but they o,ften have to respord to
many additional requests for irtrormation and
quotes, whkh, again, places new straim on tr&
ditftmal activities Such systemk effects under-
score tlre fact that Internet applications are
not stand-abne technologieg they must be irr
t%rated into the overall value chain.

Third, nrost tnternet applications have
some shortcomings in comparison with corr
ventional methods. Whih Internet techrtobs/
can do many useful things today ard will
zurely improve in the fi.rhrre, it cannot do ev-
erything lts limits irrclude the following

. Cu$omers cannot phlnically examine,
touctr, and test products orget handronhelpin
using or repairing them.

. Knot iledge transfer is restr'rted to codi
fied knowledge, sacrificirgthe spontaneily and
judgment that can result from interaction with
skilled personnel.

. Ttre ability to leam abcnrt supplien ard
custome$ (be'ond their mere purchasinghab
its) b limited bythe lack of facetoface cofltacL

. The lrck of human contact with the cus-
torner eliminates a powerful tool for encourag:
irg prchases, trading off terms and condi
tiqrs, prwiding advice and reassurance, and
cloaingdeals.

. Delays are involved in navigatingsites and
finding information and are introduced by the
rcquirement br direct sNprnenu

. Extra logistical costs are required to assenr
ble, pack, and move small shipnrnts.

. Companies are unable to take advantage
of bw<mt, nontmnsactional furrctbm per-
fqmd by sales forces, distribution channeb,
ard purchasingdepartrnens (such as perfonn
ing limited sewice and maintenarre furrctions
at a customer sitel .

. T?re abnence sf phystal facilities circunr
scribes some functbm and reduces a meamto
reirforce image ard establish performance.
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. Attracting new customers is difficuh given
the sheer magnitude of the availabh informa
tion andbuyingoptions

Traditional activities, often modified in
some way, can compensate for these limis,
just as tlre shortcomings of trditbnal metb
ds-such as lack of realtime irformation,
high c6t d face+oface interaction, ard high
cost of poducing physkal versions o'f informa
tion---can be ffiset by lrternet methods. Fre
queutln in fact, an lrternet applicatian and a
traditional method benefit each ordrer. For ex-
ample, many companiesharrc found that Web
sites that supply prcduct information and sup
port direct ordering make traditional sales
fcces rmrc, not bsg productive and valuabh.
The sales force can compensate for tlre limits
of the site by providing personalized advice
and dersales sewice, for instance. And the
site can make the sabs force more productive
by automating the exchange of routine infor-
matbn andservingas an eficient newconduit
for hads The frt between company activitieq a
comerstone of strategic positioning, is in this
way strer€$Ened bythe deployment of Inter-
net technolos/.

orrce managers begin to see the potential of
ttle Internet as a complement rather than a
cannibd, they will take a very different ap
proach to organizing their orrline efforts
Many established companieq believing that
ttrc new economy operated under new rules,
set up tlrcir Intemet operatiom in star*alone
units. Fear of cannibalization, it wr ilgued,
would deter tlre mainstream organization
from deploying the lnternet aggressivety. A
separate unit was also trelpful for investq rela
tianq and it frc.ilitated IPOq tracking stocb,
and ryinorffs, enabling companies to tap into
the market's appetite for Internet \rentures
and prwide special incentives to attract Inter-
net talent.

But organizational separation, while under-
standabh, has den urdennined cunpanies'
ability to gain competitive advantages By cre-
ating separate lnternet strategies instead of irr
tegrating the Inernet into an werdl strategy,
companies failed to capitalize on their tradi-
timal asetg reinforced nretoo competition,
ard accelerated competitive convergence. Bar-
rrs & Noble's decision to establistr BarrrcsanG
noblerom as a separate organization is a vivid

Strategic Imperatives for Dot-Coms and Established Companies
At this crhicaljuncture in the evolution of lnEr-
nettechnobgy, dot{oms and gtauished corr
panies face ditrerent strategic imperative. Dc-
coms must det/ebp real strategies that create
econornic vakr. Tlry must recognize thatcur-
rentw4/sdcompeting are de*ructile and fir
tile and benefitneitherthemsehes rpr, in the
end, customers. Esablislred companies, in
tum, must stop deploying the Intemet on a
standalone basis and insead ur ittoenhance
the disti ratilernss of trir strategic.

The most succesftl ddcorns will focus on
creating ben€l'lB $atcustomers will payfor,
ratherthan prrering adrertising and dick-
through raenues from third parties To be
competitira, theywill often need towiden $eir
value chains toencompass dter activit'Bs be
sides those condtrcted orrcr the lrternet ard to
dewlop other assets, including php'ral cres.
Many are alead doing so. Sorne oftline rctail-
ers, for example, distributed paper catalogs for
the uooo lnliday season as an added coryre
nience btheir shopperr Otnrs are inBoduc-
ing profietary products under theirown
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brand names, which nd only boots margins
hrt provides real differentiation. lt is srch neu,
activities in the value chain, nct minor differ-
ences in Web sitel that hold the key to whether
dot<oms gain competitive advantag s. AO!
fie lntemd p'roneer, recognized these princi-
ples. lt charged fur its services even in the face
dfree competjtors. And nd resting on initial
advantages gained from 

'rB 
Web s'rte and Inter-

nettechnologies (such as in*ant messaging), it
mored earlyto dewlop or acquire proprietary
content

Yet dd<oms mu* not fall into the trap of
imitating e*ablisfred companies. Simply ad4
ing conr,entional activties is a metoo strategy
thatwill nd pro/ide a compethive adyantage.
lns€ad, dd{trns need tocreate *rategiesthat
inrotve new, hybrid value chains, bringing to
gether virtual and physical activities in unique
configurationr Forexamph, E*Trade is plan-
ning to installstand-alone kiosks, which will nd
require full-time staft, on the sites dsome cor-
porate customeE. VirtualBanlg an on{ine bank,
is cobranding with corporat'rons to create in-

house credit uniom Juniper, another ortline
ban( albrvs customers b deposit clEcks at
Mail Box Etc locationr while nore dthese ap
proachc is certain to be successful, fie strate
gic thinking behind them is sound.

Andrcr straEgy for dot<oms is to seek out
tadecffs, concertrating erclusiwly on segi
menB where an Internet-onty model cfFn real
advantages. Instead danemptir€ to force the
lnternet rnodel on dte emire markeg dd<oms
can pur$e custonen that do nct have a suong
need for functbns delirered ous'xje the lnter-
net---fl€n if strch customers represent only a
rnodest portion of the orerall indu*ry. ln srrch
segmen6, the chalhnge will be to fi nd a value
proposition for the company thatwill distin-
guish itfrom cther lnternet ri\rals and address
lolventrybanien

Successful dot<oms will share the follow.
ing characteristics:
. Strong capabilities in lnternettechnology
. A distirrtive strategy virlvis established

companies and dherdot<oms, re$ing on a
clear focus and meaningful advanages
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. Emphasis on creating customer value and
charging for it directly, rather than rely-
ing on ancillary forms of revenue

- Distinctive ways of performing physical

functions and assembling non-lnternet
assets that comphment their strategic po-

sitions
. Deep industry knowledge to allow proprF

etary skills, information, and relation-
ships to be establisM
Established cornpanies, for the mo* paG

need nc. be afiaid dthe lmernet-{he predic-

tions oftheir demise at the hands of dot<oms
raere gready e<aggerated. Established comp&
nies possess traditional competitive advar
tages that will dten continue to prwail; they
also haw inherent*rengths in dedoying lnter-
nettechnology.

The greatest threat to an establisH conr
pany lies in eitherfailingtodeflqthe Intemet
or failing to deploy it stategically. Every com-
pany needs an aggressiw program todeploy
the InGrnet throughout is value chain, using
the technology to reinforce traditisral cornpeti-
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example. ft deterred the on-line *ore from
capitalizing on the many dvantages provided
by the network ofph5nical storeE thus playing
into the hands of Amazon.

Rather than being holated, lntemet tecl>
nologl should be the respornibility of mair
stream unfu in all parts of a company. With
support from IT statr and outside consuhafts,
companies should use the technologt strategi
cally to enharrce sewice, increase efftcienry,
and hverage existingstrengths While separate
units may be appropriate in sorne circurF
starres, everyone in the organization must
have an incentive to share in the success oflrh
temetdeploymenl

The End of the New Economy
The lntemet, then, is often not disru6ive to
existing industries or established companie$
It rarely nullifies the npet important sources
of competitive advantage in an industry; in
many cases it actually makes those sources
even morc important. As all companies conle
to embrace lntemet technolo€Ol, moreover,
the Intemet itself will be neutralized as a
source of advantage. Basic Intemet applica

tive advantages and complement exi*ing ways

ofcompeting.The key is notto imitae rivals
but to tailor Internet applicationsto a corrF
pany's werall *rategy in ways that extend ia
competitive advantages and makethern more
sustainable. S€hwab's erpansion of 

'rts 
brkk-

andnprtar branches byone,third since it
started on line trading, for e<ample, is extend
ing iu advantages o€r Internet{nly competF
tors The lntem€g when used properly, can
support greater strategic focus and a more
tightty i ntegrated activity system.

Edward Jones, a leading brokerage firm, is a
good example dtailoring the Internetto strat-
egy. lts strategy is to provide conservati\E, per-

sonalized advice to in\€stors who value asrt
preservation and seek trusted, individualized
guidarrce in in\€*ing Targetcu*orners irr

clude rd.irees and small-business ovners. Ed
ward Jones does nc offer commodities, fi.r-
tures, options, or other rislg forms d
investment lnsEad, the company stresses a
buyan4hold apprcach to investing involving
mutual funds, bonds, and bluecbip equit'es

tions will become table stakes---companies
will not be able to survive without them, but
they will not gain any advantage from them.
The more robust competitive advantages will
arise instead from traditional strengths zuch
as unique products, proprietary content dir
tinctive physical activities, superior product
knowledge, ard strong personal sewice and
relationships. Intemet technologr may be
able to fortiff those advantages, W tying a
companys activities together in a more dis.
tinctive system, but it is unlikely to supplant
them.

tftimately, strategies that integrate the kb
temet and traditimal competitive advantagss
ard ways of competing stpuld win in many irr
dustries. On the demand side, rnct buyen will
value a combination of orline sewiceq per-
sonal services, arrd phpical locatiom oner
stan&alone Web distribution They will want a
choice of channels, delinery o6iom, and ways
of dealing with companies On the supply slle,
production ard procurernent will be rnore ef-
fective if they invohe a combination s'f Imer-
net and trditional methods, tailored to strat-
egr. For example, customized, engineered

Edward rones operates a network ofabout

7,ooo srnall office, which are located conre
niendy to customers and are designed to en-
courage persorial relat'lonships with brokera

Edward Jones has embraced the lnternetfor
intemal management fu nctions, recruiting
(zS% of alljob irquiries come via the lnternet),
and for prwiding account statements and
dher information to custornen Horrcier, it

has no plan to ofrer on-line trading, as its conr
petitoF do. Selfdirected, on{ine trading does
not fitrones's strategy nor the value it aims to
deliler to its cu*orneE rones, then, h6 tai-
lored the use ofthe lnternet to 

'rts 
stmtegy

ratherthan imitated rivals The comparry is
thriving, outperforming rivals whose metoo ln-
tem€t dedoymenB ha\e reduced their distirrc-
tiwness.

The estaHished cornpanies that will be most
succesfrl will be those that use lntemet tect>
nology to maketnditional activities better and
those thatfind and implement ner,rr combina
tions of virhJal and Srysical rtivities that r,wre
not pwiously possible.
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inpts will be borght directln facilitated by lrr
temet took Commodity items may be pur-
chased via digital markets, but prrdnsirg ex-
perts, supplier sales forceg and staking
locations will ffien also prwide usefirl, value-
dded services.

The mlue of imegratirg raditional and Irts
temet methods creates potential advantages
for established companies. It will be easier for
them to adopt ard integrate Internet methods
than for dot<onn to adop and integrate tradi
tional ones It is not enough, howener, just to
graft the Intemet onto historical ways of conr
peting in simplistic "clicks"and-mortaf config
uratiom. Established companies will be rno$t
successfi.rl when ttrey deploy Internet technol-
oSf to recorfgure traditional rtivities or
when ttrcy fird new combinatiom of Intern€t
and traditional approaches

Dot<oms, frst ard foremost, must pursue
their or.rn distinctive strategies, ratlrcr than
emulate orp another or the positioning of es-
tablished companies They will have to break
away from competiqg solely on price anC irr
stead focus ur product selection, product de
sign, service, image, ard dher areas in whkh
they can differentiate themselves. Dot<oms
can alsodrive the combination of Internet ard
traditional methods. Some will zucceed by cre-
ating their own distinctive ways d dorng so.
Othen will zucceed by concentrating on mar-
ket segrnents that exhibit real tradeoffs be-
tween Internet and traditional methodr--ei
ther thme in whth a pure Internet aprorh
best meets the needs of a particular set of cur
to[rers or ttrose in which a particular product
or sewice can be best delivered wittput the
need for physical assets. (See the sidebar "Stra
tegk knperatives fq Dottoms and Estab
lished Companies")

These principles are already manifesting
themselves in many irdustries, as traditional
leaders reassert tt|eir strer€ths ard ddcorm
adopt rnore focused strategies. ln the broker-
age irdustry, Charles Schwab has gained a
larger share (16% at the erd of1999) oforrline
trading than E*Trade (rS%). In commercial
banking, establishd institutions lfte Wells
Fargq Citibank, and Fleet have many mue

orrline accounts than Intemet banks do. Estab
lished companies are aho gaining dominance
o\rer Internet activities in such areas as retail.
irg, frnancial information, and digital market-
plrces Ttre most prwrising dot<oms are lever-
aging ttleir distirrtive skills to provide real
value to their custorner* ECollege, br exa*
ph, k a fulfservte provller that works with
universities to put tbeir courses on ttre Inter-
net ard operat€ the required delivery netnnrft
fq a fee. It is vastly rnore successfirl than corr
petiton dering free sites to univenities under
ttpir orm brard nanrg hopulg to collect ad-
vertbing fees and other ancillary revenue.

When seen inthislight,the "new econom/
appears less like a new econorny than like an
old economy that has rcess to a new technol-
ogl. Even the phrases "new ecornm/ and
"old ecomm5f are rapidly loaing their rele-
varrce, if they ever had any. Tte old economy
of established companies and the new ecor.
omy of dot<oms are merging; and it will soon
be dfficuh to distirguish thenr. Retiring ttrese
phrases can only be healthy because it will re
duce the cqrfirsion and muddy thinking that
have been so destructive of ecqromic value
during the Internet's adolescent years

In our quest to see lmw tlrc Intemet h dif-
ferent, we harre failed to see how the Intemet
istlrc same. While a new meam of conducting
business has become availabh, tlre fundamerr
tals of competitbn remain unchanged. Tlre
next stage of the Internet's evolution will irr
rrolve a shift in thinking from ebusiness to
business, from estrateggr to stratest, orrly by
integrating the Internet into or,rcrall strate€ll
wil this powerfirl ne$, technolqf becqne an
equally porverful force for cornpetitive advar
tage.

The author b gateful to Jefrey Rayport and to
the Advanced Research Group at Infortefor their
contribttions to this article.
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Strategy and the Internet

A R T I C L E S
What ls StraEqY?

by Michael E. Porter

Horvard Business Raiew

November-December t995

Product no.4134

In this artkh, Porter sharpens the focus on the

wvo components of sustainabh competitive

advantagediscussed in 'strategyand the In-

ternet': operational effectiveness and strategic

positioning. He emphas2es that ids strategic

positioning, not operationa I effectivenest that

lets a company most effectively disringuish ir-

self from competitors. He then outlines three

key principles behind strategic positioning: I )

creating a unique, valuable position through

serving a few needs of many customers, broad

needs ofa few customers, or broad needs of

many customers; 2) making trade-offs in com-

Detition (i.e., choosing what not to do); and-

most relevant to his discussion of integration

in 'Strategy and the Internet'-3) improving
'fit'among the company's activities so that

they reinforce one another- As he explains,

when a cornpany's activities reinforce one an-

other in a tightly interlocked system, competi-

tors can't easily imitate that system-

Strateqv as SimPle Rules

by Kathleen M. Eisenhardt and Donald N'

Sull
HaNard Business Reviail

November-December 1995

Product no. 5858

This artich provides prfiicalguidelines for

strengthening your company's strateoic posi-

tioning. Like Porter, Fisenhardt and Sull em-

phas2e the importance of strategy in today's

unpredictable, complex markets-Iheyempha-

size keeping strategy clear and simple by fo-

cusing on a unique set of strategic pro

cesses-e.g., product innovation, partnering,

branding-that place your company where

the flow of opportunities is swiftest and deep

est, and then defining just a handful of simple

ruhs to gu'rrCe those processes-The authors

outline frve kinds of rules, including mandates

for quickly ranking competing opportunities'

deciding when to pull the plug on an opportu-

nity. and distinctively executing your key prc

ceSses.

B O O K
OnCompetition
by Michael E. Porter

Harvard Business School Press

1998
Product no.7951

This book-a collection of Porter's articles

from rhe Horuord Business Review, augmented

by wvo new selections and an introduction-

is a more expansive treatment of Porter's per

spectives on the core concepts of competition

and strategy, which he refers to in Strategy

and the lnternet.'He shows howcrucial busi-

ness activities, such as staking out and maift

taining a distinctive competitive position and

continualV improving productivity, are inti-

mately linked to strategic positioning.
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