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In the early, hyped-up days of e-commerce, Internet retailers tried to focus
customer and investor attention on the bells and whistles of their product offering
or Web pages, and hoped that no one noticed the poor performance of backroom
operations — or they deluded themselves into believing that good execution was
unimportant. But that approach resulted in late shipments and bloated fulfillment
costs, which led to the demise of erstwhile leaders such as Pets.com, Webvan and
Value America. In contrast, successes like Amazon.com invested heavily in building
operations capabilities rather than outsourcing anything that didn’t appear sexy
enough for the “new economy.”

“The re ’s  a lot of co-proce s s ing

going on. You look at kids  now ...

the y’re  at the ir compute rs , the y’ve

got s ix windows  ope n, the y’re

chatting, the y’re  watching. And I
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think that has  s ome  re ally

inte re s ting ramifications  [for online

conte nt]. ... One  is : How much of

your brain is  watching any one

thing? And what doe s  that me an for

conte nt?”

—LAURIE DEAN BAIRD, DIRECTOR OF
TECHNOLOGY PARTNERS HIPS ,
PLATFORM R&D, TURNER
BROADCAS TING S YS TEM INC.

Internet retailing now has completed the cycle from overhyped
promises to overreactive retrenchment and has settled into a steady
but heady growth pattern. Online retail sales in the United States
exceeded $85 billion in 2005, and in 2006 they appeared to be on track
to grow at around 24%.1 This would mark the fifth straight year at that
rate, which is more than three times the growth rate of total retail
sales.

With e-commerce sales now accounting for large shares of seven
retail categories — over 40% in computer hardware and software and
around 17% of music and video sales2 — consumers have become
increasingly pragmatic in their purchasing decisions. This sustained
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