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Proposal: The Internet and Small Business Strategy:  

What Really Matters?

In the midst of the phenomenal growth of the Internet in the past few years it has been taken as a given by many that any business not on the web would be left behind as the world of business transformed into the world of e-business.  However, in the wake of the crash of the high-flying “dotcom” stocks this rush to cyberspace seems to have paused as business managers and researchers reassess the true value of e-commerce through the Internet.  There are legitimate questions being raised as to whether or how the Internet will benefit small businesses.  Although research is beginning to emerge, there is really very little known to date.

The objective of this research proposal is to examine the interaction of the Internet, business firms, and the marketplace to identify the true sources of potential competitive advantage inherent in the Internet with a particular emphasis on small businesses in the rural communities of the northwestern United States.  

The first phase of this research project, undertaken in the summer of 2002, involved a comprehensive literature review to assess the research findings to date on the relationship between the Internet and business practices.

The second phase will be completed during the summer of 2003 with an exploratory empirical study of the use of the Internet by small, rural businesses in selected industries in the western United States.

Phase One Findings

Predictions and Promises

As the dust has begun to settle following the dotcom boom and bust, it is useful to consider the predictions and promises of the “Internet Revolution.”  The following is a representative summary of these predictions and promises:

1. A revolution is here.  “Clicks” will substitute for “bricks” in such as way that previous business fundamentals no longer apply in the virtual world of the Internet.

2. Profits don’t matter.  Astronomical stock prices are justified based on future promise on any dotcom even without evidence of the ability to capture profit.

3. Size doesn’t matter.  The Internet levels the playing field in such a way that a Web presence puts even a very small firm on equal footing with corporate giants.

4. Place doesn’t matter.  The global reach of the Internet renders geographic location irrelevant.

5. Proprietary economies of scale don’t matter.  Revenues and profits can be dramatically increased with little effort or cost through the “network effect.”

6. Barriers to entry don’t matter.  Entry to the e-commerce world is easy and virtually costless.

7. Customization does matter.  The Internet allows for ultimate market segmentation--“one-to-one” marketing.

8. Middlemen no longer matter in procurement and distribution channels.  Disintermediation is the norm in which traditional supply and distribution channels are by-passed by the Internet-based applications.

9. Business strategy (model) doesn’t matter.  The “gold rush” mentality of getting there first is all that matters.

Current Research Findings

What do the research findings and anecdotal evidence to date suggest about the potential and promises of the Internet?  To date it appears that the changes taking place are more evolutionary than revolutionary.  However, the digital revolution in general will continue to have wide-ranging impacts on all aspects of business.  Not surprising, most research to date has focused on either pure-play dotcoms, or the use of the Internet by large corporations in e-commerce applications.

1. Business fundamentals do still matter. The demise of the dotcom boom and the subsequent disappearance of many pure-play Internet companies provide ample evidence that profits are still important.  In addition, many large, established corporations have lost enormous sums in ill-conceived forays into e-commerce.

2. “Clicks” have not substituted for “bricks” to the extent envisioned.  While pure-play dotcoms such as eBay, Yahoo, Amazon.com, and America Online have experienced varying degrees of success, one prominent trend currently emerging is the increasing incidence of  “hybrid” retailers that are successfully combining bricks and clicks.  BestBuy, for example, is finding that some customers prefer to order from their website online, but pick up the order at the store.

3. Size does seem to matter.  While first-mover advantages have not been as great as originally thought, achieving a critical mass for create dominant market position such as eBay has, does still produce a competitive advantage.

4. Disintermediation has not occurred to the extent projected.  There is evidence that the Dell Computer business model is still the exception rather than the rule.

5. Place does still matter, but there is evidence that the Internet does make geographic distance less relevant, especially for certain industries.  In addition, because websites are available 24 hours a day, time becomes less important.

6. Increased customization is definitely possible.  Cost effective one-to-one marketing is still an unfulfilled dream in most cases, but the creation of customer value through increased customization is real.  In addition, it is clear that the Internet is serving to reduce customer search costs.

7. The potential for economies and synergies to be realized through the network effect is real although it is difficult to assess the true impact at this time.

8. There is no consistent evidence or consensus regarding the impact of the Internet on strategy or viable business models.  To date the effective use of the Internet has been primarily to supplement the existing value chain rather than to transform or replace it.  

Future Research Questions

The findings summarized above pertain almost exclusively to big business.  Almost nothing is known with regard to the true utilization of the Internet by and its impact on small business.  The following are research questions pertinent to small business and the Internet:

1. How prevalent is the use of the Internet in small rural business?  

2. In what ways is the Internet actually being used by small business?

3. How effective are existing small business websites in terms of the benefit/cost tradeoff?

4. Is the use of the Internet by small business industry-specific?  

5. Are the beneficial effects of the Internet industry-specific?

6. Are there instances where specific small businesses have realized the promised potential leverage effect of the Internet by:

· increasing geographic reach to expand existing markets?

· using low barriers to entry to penetrate new markets?

· leveling the playing field with larger, more resource rich firms by overcoming economies of scale disadvantages by using the networking capabilities with suppliers, customers and perhaps even competitors?

· reducing costs by cutting out middlemen (disintermediation) ?

· using the Internet in other value chain enhancing ways such as accessing new supply sources, accessing new sources of financing, accessing enhanced competitor intelligence, or improving customer service.

· developing new business strategies or models that uniquely utilize the Internet to gain previously unattainable competitive advantage perhaps through synergies achieved via the network effect?

Proposed Empirical Research Model

The research strategy for the second phase of this study will involve the following steps.

1. The identification of representative samples in two small business dominated industries that are well represented in the western United States.  An a priori assessment will be made such that one industry will be deemed to have high potential to benefit from the use of the internet and the other low potential.

2. The determination of those firms that have websites on the Internet.

3. An evaluation of websites according to an established set of online marketing effectiveness criteria.

4. An identification of a subset of firms with the most effective websites.

5. A selection of a smaller subset of firms effectively using the Internet that agree to onsite visits to allow the close investigation of the scope and effectiveness of the use of the Internet to enhance the overall operations of the firm.

The basic premise of this study is that business success is a function of the creation of value.  The value must then be captured by the firm in the form of revenues and profits.  The Value Chain model identifies the interrelated primary activities that create value and the associated support activities.  The focus of the onsite case studies will be to assess the impact of the Internet on the firm’s value chain and thus its competitive advantage.

Tangible Product of Phase One

A conceptual paper based on my literature review of research findings to date and featuring a proposed model for future research will be submitted for presentation at the American Society of Business and Behavioral Sciences meeting in Las Vegas, February of 2003.  This conceptualization provides the basis for the Phase Two empirical study.

