Chapter 4
Security, Privacy, and Anonymity

(new chapter, cases from old chapter 6)

Fisher Scientific

In 1902, Chester G. Fisher, 22, of the Western University of Pennsylvania opened his own business. He saw a need for someone to supply scientific laboratories so he purchased a local storeroom to begin a scientific supply business. Laboratory work was based on simple experiments involving solid, liquid, and gaseous measurement. Fisher’s earliest products included microscopes, burettes, pipettes, litmus, balances, and calorimeters.

In 1978, Fisher installed computer terminals at his major customers’ sites, enabling them to place orders directly and receive immediate order verification. Customers were able to look up information on past purchases and other financial information. A year later, Fisher expanded this system to increase the speed and accessibility of the customers’ terminals. 

In 1994, Fisher Scientific became the first catalog distributor in the industry to have the majority of its product offering available to its customers on CD-ROM and for purchase on its Web site. Fisher’s spending on computer technology has increased its efficiency and enabled it to win large preferred supplier agreements such as the Department of Defense for handling smaller instrumentation and operational products.

Figure caption: Fisher Scientific products are used by scientists throughout the world. Information technology and the Internet enable scientists to obtain up-to-date information on products, prices, and orders.

Casestc \l1 "Cases: Wholesale Trade

The wholesale industry is a broad and fragmented industry with multiple channels of distribution and more than $250 billion in annual sales. Wholesalers market to a number of distribution channels including retail outlets, small distributorships, national, regional, and local distributors, direct mail suppliers, large warehouses, and manufacturers’ direct sales force. The industry is focused primarily in the food, health, and industrial maintenance and repair sectors.

Industry and Market Analysis

The wholesale industry's customers have increasingly focused on reducing overall costs by dealing with fewer suppliers and maintaining relationships with those that can offer a broad product selection, automated order processing, and advanced services such as inventory management and nationwide support. To remain competitive, it has become increasingly important for distributors to provide customers with wider product selection, lower costs, and value-added service.

The principal means by which wholesalers compete with manufacturers and other distributors is by providing local stocks, efficient service, account managers, competitive prices, several catalogs, extensive technical and application data, procurement process consulting services, and other efforts to assist customers in lowering their total costs.

The wholesalers’ advantage lies in their ability to supply products faster and allow smaller inventories to be held by the customer. Basically, wholesalers allow customers to have access to one-stop shopping, thereby reducing the number of suppliers and transactions required to obtain the supplies needed. 

Financial Analysis

Since 2000, producer prices have been falling, limiting the wholesale industry’s ability to increase prices.  Since there has been very little price inflation, industry consolidation will likely continue as it did in the 1990’s.  Bottom-line gains in the industry come from increased productivity and logistic functionality, not from increased prices.

Stock/Investment Outlook

The investment outlook for the wholesale sector continues to be neutral. The lack of inflation continues to have a negative impact on profits given the companies’ traditionally low profit margins. Only productivity gains and premiums paid for outright purchases are likely to influence the stock prices of wholesale companies.

Potential / Prospective for Growth

Growth in the wholesale industry is not expected to be strong. The industry is threatened by advances in communications and freight systems. Growth in individual companies will mostly be through acquisitions. Some overseas growth is possible since American companies are often at the forefront of utilizing new technologies to increase productivity. 

Competitive Structure

The competitive structure of the industry has been changing. The wholesale industry now competes with more companies than ever before as manufacturers are able to reach more customers directly. Internally, competition has not allowed prices to rise and has focused on productivity gains and industry consolidation. One of the most consolidated areas is drug wholesalers, where three companies now account for over 50 percent of the industry’s sales.

Role of Research and Development

The ability of wholesalers to succeed depends on their ability to increase productivity. Research and development to increase productivity depends on creative and thoughtful use of the many off-the-shelf products available. These technologies include bar-code scanners, wireless communications, data warehousing, and Internet communications.

Technology Investment and Analysis

Wholesalers are using technology to provide many types of value-added services to the distribution of hard goods. Some of the services include sophisticated, continuous replenishment programs for customers, warehouse and inventory management, customized labeling, barcoding, and special packaging. All of these services are communications intensive, requiring powerful computer systems and data warehousing and management.

Recommendation for the Future

The wholesale industry is under threat from the globalization of the world economy. Advances in communications, transportation, and data warehousing technology are decreasing the time and space that separate retailers and consumers from manufacturers. The speed with which these technological advances have been adopted varies from industry to industry. A definite trend toward the elimination of the middle person is in place. It is only by offering unique, value-added services in addition to the physical movement of goods that the wholesale industry will have opportunities for future success.

Case: Fisher Scientific International

Technological Story

Fisher Scientific is best known as a manufacturer and distributor of scientific instruments, equipment, supplies, diagnostic instruments, workstations, and chemicals used by research and clinical laboratories.   Fisher has been building a custom manufacturing business, and as a result, has been pursuing a path of information technology development.  The strategic goal has been to maximize return on assets by increasing sales volume through all global trade channels. The Fisher Technology Group, dedicated to the development and support of advanced technology for businesses over computer networks, introduced developments to expand Internet services and develop other electronic solutions to increase business productivity.

Fisher's Acros Organics chemical business, originally acquired from the organic chemicals businesses from Eastman Kodak in 1993 and Janssen Chimica in 1994, offers custom chemical manufacturing services along 17,000 packaged and bulk chemicals from its catalog. In January 2000, Fisher acquired a reagent manufacturing facility in Middletown, Virginia, from Bayer Corporation. Fisher supplies reagents for Bayer diagnostic products and offers catalog and custom-manufactured reagents to biopharmaceutical companies. In March 2000, Fisher opened a CGMP kilolab facility in Loughborough, United Kingdom, to offer small scale synthesis and process development services to the pharmaceutical industry. 

Fisher's latest acquisition, Covance Pharmaceutical Packaging Services (CPPS), is one of the largest providers of contract clinical packaging services, with estimated sales of $50 million.  In October 1999, CPPS opened a new 208,000-square foot clinical packaging facility in Allentown, Pennsylvania.  This represented an investment of $25 million and employed nearly 250 people.  CPPS also has clinical packaging operations in Switzerland and the United Kingdom. Fisher expects to make additional pharmaceutical services acquisitions in the coming months
. 

Fisher was planning to merge with PSS World Medical.  However, these plans were scuttled in the fall of 2000 when a drop in Fisher’s stock cut the deal’s value by 40%.  Other concerns include regulatory issues and changing company financials
.

Technological Investment and Analysis

SupplyLink manages the entire product procurement process and centralizes all supplier information, making internal referencing of vendors’ products more efficient. Integrated SupplyNet is a customer-specific electronic catalog that enables customers to maintain existing contracts with suppliers, including net prices. 

Another leading-edge technology development of Fisher’s Technology Group is ProcureNet, an online mall of more than 50 scientific suppliers run by Fisher. Even Fisher’s competitors are lining up to participate. ProcureNet (www.procurenet.com) is the first public, business-to-business electronic mall that allows actual transactions to occur. ProcureNet enables vendors to create electronic storefronts to maximize exposure for their company and actually sell over the Internet. This site was developed by the Fisher Technology Group. Its main software product Cornerstone, on which ProcureNet is based, is available for sale to companies that need this technology function. Cornerstone operates much like its own catalog division. It includes online product descriptions and ordering and availability information. 

The quality of this Internet commerce product has been so well received that IBM and Oracle plan to resell Fisher’s software as part of their own Internet commerce products. This new business area will help Fisher offset downtrends in the laboratory markets and give Fisher a new area for future growth.

Given the high margins and after-sale consulting revenue that is involved with software licensing for Internet commerce products, this area could prove to be Fisher’s most profitable area yet. The incentive for the Fisher Technology Group is that for every dollar of licensing products shipped, there are probably 10 dollars of consulting and service revenue to follow. Given the alignment with IBM, Fisher has a high-profile distribution mechanism to launch its future marketing efforts. Fisher Technology Group’s recent acquisition of UniKix will add to their expertise and capabilities in the electronic commerce area.

Technological Innovations:  Internet Applications

Fisher Scientific Co. and VWR Scientific Products Corp. are working on overhauls of their business sales Web sites to support advanced processes such as real-time pricing and dynamic replenishment. VWR will spend a least $2 million, or about 40% of its annual Internet budget, on a pricing engine from Trilogy Development Corporation.  The software went live in 2000, and calculates pricing and other negotiables for the company's 250,000 customers based on purchase volume and shipping logistics.  Fisher has also launched a new Internet commerce site based on IBM's Net.Commerce server.  The site performs real-time contract pricing, payment processing, and manages EDI transactions.  It accomplished this by using the Trilogy and IBM servers to calculate pricing and other variables in real time in order to accommodate the nuances of business relationships. Variables include volume discounts, delivery logistics, multiple-supplier outsourcing, automated replenishment, sales forecasting and reporting.

Technological Innovations: Telecommunications

Fisher Scientific launched a new Internet commerce site based on IBM’s Net.Commerce server. It performs real-time contract pricing and payment processing, and manages EDI transactions, according to Mark Munson, general manager of Fisher Scientific’s ProcureNet.

The Trilogy and IBM servers calculate pricing and other variables in real time in order to accommodate the nuances of business relationships. Variables include volume discounts, delivery logistics, multiple-supplier outsourcing, automated replenishment, sales forecasting and reporting.

Cornerstone is Fisher's Web-based procurement software.  ProcureNet is its electronic marketplace that matches buyers and sellers of business and scientific equipment. The latest version performs systems administration functions directly from the Web browser and provides improved navigation and management of product "hot lists."  These are items that a company most commonly purchases from specified suppliers.   ProcureNet currently lists scientific, laboratory, and electronic equipment from about 100 suppliers and receives about 500,000 inquiries per month.  The service is free for buyers. Suppliers pay a setup fee of $3,500 and an annual fee of $3,900 in most cases.  Fisher plans to license the ProcureNet technology to other Internet entrepreneurs who want to build electronic marketplaces or aggregate content of their own. 

Fisher has installed three additional upgrades to Cornerstone.  These include application programming interfaces to SAP and Oracle ERP systems in version 4.4 in late summer. Customers are able to place product orders in Cornerstone that simultaneously update tables in SAP or Oracle. 

Recommendation for the Future

The Fisher Technology Group has laid the groundwork for a promising start in the Internet commerce business. This should be developed further to help Fisher diversify its revenues across different industries and further focus on its competencies. Fisher has the jump on other business-to-business sites on the Web and should seize the opportunity to be the first to market a top-quality product. This focus will help Fisher stay close to its customers by making the procurement process the most convenient and efficient in the industry. 

Questions

1. What are the core competencies for Fisher Scientific?

2. Upon what technologies has Fisher Scientific relied?

3. What has made Fischer so successful in developing changes in the use of advanced technology for the sales of its products?

4. What conclusions can be reached by analyzing Fisher’s financial trends?

5. What does the corporation’s Web page present about their business direction?

6. How is technology impacting the special parts industry?

Additional Reading

John Evan Frook, “E-Commerce Receives Real-Time Pricing Boost,” InternetWeek, August 3, 1998, p. 8.

Case: W. W. Grainger Company

When driving along the Edens Expressway just north of Chicago, a large sign spelling the name W. W. Grainger is visible. In fact, this name is visible no matter what state you live in. W. W. Grainger provides the products that keep the electricity flowing to all areas of America’s buildings—hand and power tools, the lights which illuminate offices and classrooms, and cleaning, safety, and sanitary supplies. 

Technological Investment and Analysis

In 1981, Grainger redefined their method of retrieving and replenishing inventory when they installed their Automated Storage and Retrieval System (AS/RS) at the Niles, Illinois-based RDC. This massive 10-aisle system was designed to supply over 60 percent of the replenishment stock to forward picking locations at a rate of 210 pallet loads an hour. 

This AS/RS has greatly increased efficiencies in getting product to the customer as well as to the branches. Although the AS/RS helped in expediting inventory, this was only one component in improving customer service and efficiency. The other component was expediting information. 

Information transmission has been enhanced through the use of satellite communications. Grainger utilizes a satellite communications network, which substantially reduces its reliance on phone lines by linking stores and other facilities together via a network control center. This was enhanced in 1995-96 when Grainger completed the installation of IBM minicomputers at each branch, office, and distribution center. The Grainger network enables all portions of the business to be linked by satellite network to provide the convenience of instant product availability information and real-time inventory management for more than $1 billion of inventory. 

The network has decreased Grainger’s response time through the almost instantaneous transmission of information. This expedites the completion of sales transactions and the initiation of stock replenishment, which, in turn, increases levels of customer satisfaction. It has also enabled Grainger to distribute software across the network with greater efficiency.

Grainger offers their general catalog on CD-ROM, free to Grainger customers. In 1996, the company introduced a Web site. With the introduction of their Web site, Grainger became one of the first business-to-business Web sites to accept orders over the Internet. Grainger’s state-of-the-art technology helps Grainger customers to instantaneously look up products. When doing so, they utilize a guided interactive search engine, by description, brand name, specification, manufacturer’s model number, and Grainger stock number to check the company-specific pricing. 

Grainger has integrated the CD-ROM catalog version with Datastream products. Datastream is a leading manufacturer of computer software programs such as MRP2 and Maintain It (purchasing and preventative maintenance software programs). Now users of these Datastream products can click on an icon and immediately be transferred to the Grainger CD-ROM catalog (ECAT [electronic Catalog]).

Utilizing Grainger’s Web site (http://www.grainger.com), customers can now order online 24 hours a day, seven days a week to find more than 200,000 products quickly and easily. This provides the customer with fast and cost-effective paperless services. In addition, customers can utilize the Web site for inquiries and feedback. Grainger’s Internet site has dramatically increased the number of companies using Grainger’s distribution system. 

Barbara M. Chilson, Grainger’s Vice-President and General Manager, Electronic Commerce, stated “Grainger’s Internet commerce convenience was created in response to feedback received from our customers.” Grainger’s Online Catalog (Web Cat) also allows multiple users per account to order online. This provides a significant advantage to larger companies, which often give more than one employee purchasing responsibility. 

Items such as the CD-ROM catalog and Web Cat give customers greater access to products in the general catalog. The CD-ROM version enables customers to access more than 500,000 product cross-references. The Internet provides over 1 million cross-references. Other electronic services include Electronic Data Interchange (EDI), Electronic Funds Transfer (EFT), and computerized maintenance management programs with built in interface to the Grainger CD-ROM catalog.

According to James T. Ryan, Grainger's Vice-President of Information Services, “The company is continually upgrading its information systems to better serve its customers.” In 1995, Grainger started moving major applications from the mainframe into a more distributed client-server network. Every branch now uses minicomputers and “intelligent” workstations. As a result, Grainger is now positioned to respond much faster to customer needs with more computing power resident at the branch level. 

Technology has enabled increased products, services, and locations. Grainger’s direct sales focus is shifting from servicing resellers, other distributors, and small customers to integrated supply chains, national accounts, and medium to large customers. Grainger has been careful not to make the critical mistake of ignoring its smaller customers, who up until the mid-1980s had been the largest source of Grainger’s profit. To ensure that smaller customers were not neglected, Grainger piloted a telesales project in 1996. It was designed to further penetrate the accounts for whom direct mail alone was not sufficient.

Realizing that Integrated Supply was more than a fad, Grainger formalized a new division—Grainger Integrated Supply Operation (GISO). With GISO, a customer uses Grainger to supply some or all of its maintenance, repair, and operating supplies. According to Donald E. Bielinski, Senior Vice-President of Marketing and Sales, “Most GISO customers are large corporations because GISO customers typically order about $1 million of product per location per year from Grainger. Currently, annual orders of less than $1 million are not cost effective for Grainger to fulfill within the GISO program.” 

As technology improves, Bielinski estimates it will become cost effective for the company to accept smaller orders. Bielinski estimates the national market for integrated supply to be around $2 to $3 billion. GISO is paying off. Grainger recently signed American Airlines at its Dallas-Fort Worth airport operation and Fel-Pro, out of Skokie, Illinois, as GISO customers. GISO currently has about 40 customers. Looking to the future, Bielinski adds that “Grainger will continue to work on the three major areas that any distributor must constantly strengthen. This includes continuing to improve the physical movement of products, the flow of information, and the efficiency of transactions.” In keeping with Bielinski’s iteration of the critical factors for future growth, it seems that technology has found a home with Grainger. The use of technology will allow Grainger to meet its customers’ as well as its own internal goals. 

One of the largest benefits to developing electronic mediums such as the Grainger Web site and CD-ROM catalog is to improve customer service and cut costs of producing catalogs. The Web site affords customers access to Grainger round the clock from all corners of the globe. In addition, the Web site and CD-ROM can help reduce the costs of catalog distribution. In 1995, more than 2 million copies of the general catalog were distributed to businesses nationwide. Given the freight charge to ship a catalog approximately five inches thick, the savings from shipping only a CD-ROM are substantial. 

Not only do freight costs decrease when more users go on-line or utilize the CD-ROM catalog version, but costs are also saved on producing the catalog (paper version versus CD-ROM). Since 1995, Grainger has also produced the general catalog once a year instead of twice (spring and fall). This has also helped to reduce the cost of producing catalogs and enabled them to direct the money back to the company.

Technological Innovations: Telecommunications

W. W. Grainger is teaming with SAP to let customers use the R/3 application to buy products from Grainger via the Web. Grainger views the Web as a growth vehicle for business-to-business sales. The Web site accounts for less than 1 percent of Grainger's total sales but is growing as much as 100 percent a quarter.

Grainger will use electronic-catalog technology from Requisite Technology Inc. to provide the online content for all its Web initiatives. Requisite will also provide catalog technology to support Grainger’s Web site and intranet, which sales representatives use to get information to fulfill orders and answer customers' questions.

One initiative includes a project with systems integrator Perot Systems to aggregate MRO products from Grainger and other distributors into a single Web portal for sales to small businesses. Grainger will form a subsidiary to manage the initiative, which should start early next year.

Technological Innovation:  Data


Grainger gathers "basic registration information" from users who sign onto its website.  The data includes whether the visitors are existing Grainger buyers.  This helps to guage overlap among the company's channels. 

Recommendation for the Future

Grainger must continue to focus on technology to improve efficiencies, increase customer service levels, effectively manage inventory, and facilitate access to existing markets. In short, they must implement technology that will improve distribution processes as well as give them the upper hand against current and future competition. Technology is being used to align customer needs with the company vision. Technology has taken Grainger from 347 branches to the virtual store which can be accessed anytime from anyplace.

 Grainger believes the key to integrating technology and the customers’ needs lies in the ability to align investments in technology with the company’s business objectives. In doing so, Grainger’s success will be determined by how well it anticipates the needs of their customers and how well they respond to those needs. A key factor for Grainger’s future is the decision to follow other companies and customers across national boundaries into the international marketplace.

MaterialLogic, one of Grainger’s web based, analytical tools, added $20-25 million in annual operating losses to the company.  This caused a recently announced $38 million charge.  Current estimates are that W.W. Grainger lost more than $125 million on its digital business since the first quarter of 1998.  Quarterly losses peaked at $16 million in the second quarter of 2000.  Eliminating the MaterialLogic subsidiary will erase $20-25 million in annual operating losses.  Ultimately, Grainger shut down all of Material Logic's branded e-commerce sites except FindMRO.  FindMRO.com provides easy sourcing for hard-to-find, infrequently purchased items.  It was recently expanded to filtration products, marine and electrical supplies.  Areas shut down were TotalMRO.com, which aggregated catalogs from major suppliers and other MRO distributors.  Also shut down were MROverstocks.com, which originated in 1999, and enabled firms to liquidate inventories of discontinued and surplus products through online bidding.  In addition to these units, Material Logic included consulting and content development services that were focused on driving e-procurement adoption by end users. 

Questions

1. What is W.W. Grainger’s strategic direction and who or what forces are driving it?

2. What are the critical success factors and core competencies for Grainger? 

3. What technologies have driven the process?

4. How has this technological change been implemented?

5. How successful has the technological change been?

6. What does Grainger’s Web page present about their business direction?

Additional Reading
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