Entrepreneurs & Venture Capital

The technological advances that helped fuel the economic boom of the 1990's stirred just about everyone's interest in everything dot-com.  Entrepreneurs started, and venture capitalists financed thousands of new ventures as everyone vied to become the next Microsoft or Netscape.  Venture capital investing peaked in 2000; 7,000 new start-ups were financed with $108 billion. The good times could not be sustained indefinitely and in 2001, with a slowing economy, the dot-com bubble burst and fiscal reality finally hit the venture capital world; "Emphasizing clicks over profits was not a credible business strategy…" (VentureWire 5). 


So what does the crash of the dot-com market mean for entrepreneurs?  Basically, the rules have changed, or more precisely the old rules of financial discipline are back in effect.  No longer will money freely flow to a good idea.  Now, companies must once again have a clear, well though-out business plan, a good market, and perhaps most importantly a strong management team.  Although venture capital is one way to finance a new enterprise, most entrepreneurs will go back to raising money the old-fashioned way - through their savings, family and friends. 


Does the economic slowdown and tight venture capital market mean there will be fewer entrepreneurs?  This is unlikely to happen as most entrepreneurs tend to be independent, risk-takers who want to be in control of their future.  Many entrepreneurs start a new venture after a previous one failed rather than go to work for someone else.  In addition, the economic slow-down has put many people out of work.  Some of these people will start their own businesses either out of need (because they could not find a new job), or because they had been inclined to in the first place, but were too stable in their current jobs to do so.


It may not seem wise to start a new business in an economic downturn, but many contrarians would disagree.  They would say that as long as you have a good idea and a solid business plan anytime is a good time to start a business.  In addition, if you have the discipline to start and operate a business successfully when the economy is soft, you will only be setting yourself up for greater success when the economy rebounds.  Starting a new business in tremendously risky; it's estimated that only 40% of new businesses survive after six years.  If you have the penchant for risk and the wherewithal to stick with it the rewards of owning your own business can be great indeed.   

Venture Capital Financing

	Qtr
	Dollars Invested
	Number of Companies

	2000 (all year)
	$ 108 Billion
	7000

	3rd 2000
	$ 23.9 Billion
	1634

	2nd 2001
	$ 12.9 Billion
	938

	3rd 2001
	$ 6.7 Billion
	540


IPO's (of Companies Backed by Venture Capital)

	Qtr
	Dollars Raised
	Number of Companies

	3rd 2000
	$ 7.8 Billion
	85

	2nd 2001
	$ 767.6 Million
	9

	3rd 2001
	$ 500 Million
	6
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the chart shows the 90-day trailing average of the amount invested in venture-capital deals each day for the 90 days preceding Wednesday, February 06, 2002. The daily numerical index () is an index of the amount of private equity invested yesterday, with the percent change being the difference between today's 90-day trailing index, and the 90-day trailing index from the day previous. The index baseline, 1000, is the 90-day trailing index from January 1, 2000.
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Amazon.com

In January 2002, Amazon.com posted its first quarterly profit in the six-year history of the company.  Analysts did not expect this and upon hearing the news investors bid the stock up 24%.  Not only is this a milestone for Amazon.com, but the news also injected faith back into the e-tailing industry as a whole.  Although Amazon.com has made tremendous strides in improving its operations, it still has a long way to go before it is capable of maintaining consistent profitability.


Amazon has always been at the forefront of technology in e-commerce.  Its easy to use website and “one click” ordering system gave Amazon its competitive edge over rivals.  One of the ways in which Amazon reached profitability was by using its technological knowledge and installing new software for its internal operations.  New inventory software and control techniques reduced inventory stored in the wrong place to 4% from 12%.  By managing inventory better, Amazon was able to reduce fulfillment expense by $22 million (down 17% from last year).  In addition, the software improved the process for sorting orders with multiple items allowing Amazon to ship 35% more units with the same number of people.  


Another way Amazon used its technological superiority to enhance profitability was by entering into partnerships with brick and mortar retailers such as Toys R Us, Circuit City and Target.  This symbiotic relationship allows Amazon to offer a wider array of products by leveraging its e-commerce strengths and saves the other companies the cost of developing and maintaining their own web sites.  Amazon earned $ 225 million from these services in the forth quarter.


Amazon is currently in the process of developing two new technologies for future growth.  The first of these technologies is personal streaming of purchased music content.  Amazon is going to use digital rights management software from Speedera Networks.  This will allow people to download the music they purchase, but the software will prevent them from making illegal software.  The second technology currently under development is the first virtual credit card.  This credit card will be similar to the store credit cards offered by other retailers allowing customers the option to buy now and pay latter.  The benefit to Amazon.com is it allows shoppers who don’t have a credit card to shop on its website.  
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Peapod

In the first quarter of 2000 Peapod was in crisis.  Its CEO had resigned for personal reasons and a venture capital deal to inject money into the company had just fallen through.  In April Peapod’s white knight had shown up in Royal Ahold. The Dutch grocery giant (the second largest in the world) agreed to buy 51% of Peapod for $73 million.  This was a win-win situation for both companies.  Peapod was able to access Ahold’s purchasing power and Ahold was able to establish a net presence faster and cheaper than it could have built on its own.  The synergies worked so well that in July of 2001 Ahold agreed to buy the remainder of Peapod for an additional $35 million.


One of the technologies that has helped to make Peapod so successful is electronic customer relationship management (E-CRM) software.  E-CRM software records each transaction into a database.  This database in turn helps Peapod to build one-on-one relationships with each customer.  For example, Peapod can send a customer an e-mail when an item they purchase frequently goes on sale.  The database also keep their previous order on file allowing repeat customers to more easily search for their favorite items.  By understanding peoples buying habits and target marketing to their specific needs Peapod has been able to use E-CRM to build a successful base for future growth.


Peapod has used the knowledge gathered through its E-CRM software to start a new division.  The Consumer Directions division provides outside companies with client specific research information on the on-line grocery industry.  This division can also design and customize virtual stores, on-line promotions, and test environments.  Some of the client companies include Coca-Cola, Kraft Foods, and Nestle.  


A third area in which Peapod has created a core competency is logistics.  From the outset, Peapod felt that the logistics competency was one they absolutely needed to have.  Over time Peapod has improved this function to the point that in the near future they could become a Third Party Logistics Provider (3PL) for other retailers.  Since Peapod is already going to customers’ homes they may be able to bring other shopping needs as well.
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