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Chapter Outline 
■■ How the Internet changes things

■■ Revenge of the niches: selling fewer “hits” and many more misses

 – The Long Tail and its impact on digital sales and distribution 

 – Disruption: Media, Music, Books, Travel . . .

■■ The evolution of next generation business models

 – Bricks and clicks vs Online

 – Online infrastructure and tools enable the new sales models

 – Direct sales: bricks versus clicks; channel conflicts

 – Disintermediated sales

 – Digital sales & distribution 

 – Subscription commerce

 – Cloud based software as a service (SaaS)

■■ Change is the only constant; business models in flux

Key Objectives 
■■ The Internet has impacted every aspect of traditional business; removing constraints and creating 

new models that have impacted every aspect of the 4 Ps. 

■■ Extending the business’ reach beyond strictly defined customer demographics, physical locations, 
and traditional market segments has redefined traditional retail and distribution.

■■ Online infrastructure and tools are enabling new digital sales models.

■■ Digital advances in infrastructure, payments, platforms and logistics allow for a “Long Tail” 
shift down the demand curve—resulting in a flattening of the hit driven popularity of traditional 
products and access to “niche” products and brands. 

■■ Disintermediation of the middlemen in many industries has allowed consumers access to 
information and to go directly to stores and manufacturers. 

■■ Subscription models may be one of the most important but underappreciated innovations in digital; 
empowering a brand with new ways to sell products and services and efficiently acquire and retain 
customers.

■■ Digital has also allowed brands to leverage previously untapped value of customer relationships to 
fund growth, improve customer experiences and drive ongoing innovation in products and services,
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Teaching Notes
■■ Slides 1–3: The Internet and online commerce have fundamentally changed the way we can do 

business. By removing some of the constraints of traditional businesses, new models are possible. 
Some of the changes—explored by the article (made into a book) “The Long Tail” are removing the 
need for geographic concentration of customers, since customers can be anywhere, not just near the 
store; removing the time constraint, as online is 24/7; and nearly limitless selection, as shelf space as 
a real estate problem is no longer a challenge.

■■ Slides 4–7: (we touched on this earlier in the book but its impact on business models is expanded 
here) Chris Anderson, former WIRED magazine publisher and founder of TED Talks, wrote an 
article called the Long Tail. He noted that Amazon was sell more books that were not able to be 
found in any bookstore anywhere, then the nominal “hits” (popular books), and was making more 
money per unit due to less competition. In other words, they could aggregate the small but real 
demand for a large number of low volume products and make more money. Books, travel, music—
we’re now seeing proof that demand is moving down the curve of popularity as more niche options 
that better fit consumer demand and are both discoverable thanks to Internet search etc. and 
accessible to the mass market.

■■ Slide 8: Netflix is a great example of this impact on movies. A giant multiplex usually shows 
multiple screenings of a big blockbuster but not a single screen dedicated to indie films, musicals, 
documentaries or production companies like Bollywood. Demand isn’t concentrated enough in a 
particular geography at a particular time—when the theater is open to show the film. Yet Netflix 
can offer these high demand genres on demand and users flock towards the catalog. Now with 
discoverability enhanced through recommendations and data, Netflix can actually look at viewing 
patterns and meet demand as it views the data—like bringing back a nostalgic television brand like 
‘Full House’ to a new generation with ‘Fuller House.’

■■ Slide 9: The Internet is enabling disintermediation across retail products as well. Most companies 
that sell products have the same biggest customer –Walmart. It’s a battle to keep prices low and get 
on their shelves. Stores serve as the agents of the manufacturers and control the customer data and 
the profit. But, what if you could go direct? New brands can sell on their own website, limited only by 
their marketing efforts and discoverability, or through online aggregators who have no shelf space 
limitations. A new hot sauce maker, for example, would be hard pressed to get shelf space next to 
Tabasco and Sriracha in the store. But there are many hot sauce superstores online that specialize in 
offering a vast selection—and they can also go direct.

 Discussion/workshop: If Walmart pays a brand 25 cents per dollar of value wholesale, what are 
the implications of going direct on pricing? What is the sales volume needed for the same profit? 
Marketing?

■■ Slide 10: Bricks versus Clicks—both have strengths and weaknesses, and a hybrid strategy tries to 
leverage both. For example, buy online but return or exchange at any store; kiosks in the store for 
more product offerings, etc.

■■ Slides 11–12: Many different models of e-commerce have emerged—it’s worth reviewing each. 
The first is sales of products—which implies good shipping infrastructure. The second involves 
disintermediating large dollar, infrequent purchase industries, where the middleman often had all 
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the information, experience, and power. Digital Sales is primarily a media phenomenon—and sales 
or rental through subscriptions varies by type: music (Spotify), movies (Netflix), games (Steam), 
books etc. The last two are subscription models for products and services. Both are particularly 
noteworthy for changing the nature of the economics of the business—subscriptions have higher life 
time values—allowing for increased cost of customer acquisition as customer retention is higher. 
All of these models depend on good infrastructure and tools; for discovery, payment, shipping, 
customer service and the like.

 Exercise: Select an industry and discuss what channel conflicts might exist due to disintermediation 
or a shift in sales/pricing models? 

■■ Slides 13–14: Examples of e-commerce brands Amazon and Bonobo’s (acquired by Walmart)—born 
online, and now moving into physical brick and mortar locations with guide shops, kiosks etc.

■■ Slides 15–18: More and more traditional businesses, for their part, are trying to go direct. P&G, 
Mattel and others are trying replenishment strategies for commodity sundries and cream skimming 
strategies for hot products like toys at Christmas. Even if the companies lose some sales because 
of channel conflict, the online sales can be much more profitable. This often generates active 
discussion; who has been successful and why? What are some of the failures? Why did their 
strategies fail? 

■■ Slide 19: Amazon Go, a cashless store with no checkout, is the other side of the spectrum. Amazon 
is capitalizing on its massive account base and innovative technology to remove friction from the 
retail process. While still an experiment, it’s a preview of where things are going and a reminder of 
the value of physical retail. (There are a number of current articles pro and con on the future of this 
model if you wish to generate discussion here).

■■ Slides 20–23: Disintermediated industries, both B2C and B2B were notable in the past for many 
things. Usually a high value product with a big penalty for a bad decision, bought infrequently—like 
travel, jobs, real estate, or cars for consumers or equipment, enterprise software or systems for 
B2B purchases. Middlemen held a data advantage over the consumer or purchaser and used it. The 
experience could be overwhelming—does anyone miss used car salesmen? Expertise was often 
built on proprietary data, like travel databases and real estate listings. Making this data available to 
digital shoppers allowed competition and price comparisons.

■■ Slides 24–27: Travel is a great example—it used to be the travel agent had all the information and 
might only provide you with the flight or hotel information where they received commissions. This 
went online first as online travel agents with easy comparisons of different flight data, but ultimately 
evolved into a model of discovery and personal service—the provider (Priceline or Trivago for 
example) doesn’t even sell the travel product in many cases. Hipmunk, for example, competes on the 
personalized features in its user interface for finding the right flight for you.

■■ Slides 28–29: The politically powerful real estate business has been fighting these changes but 
the Internet allows people selling their homes to do it themselves. Discovery tools from search to 
Craigslist, to community sites like Nextdoor and others make it possible to connect with buyers. 
Since research shows that real estate agents don’t necessarily get you the best price for your home—
they go for volume of transactions, not the best price for each transaction—this makes sense for 
many consumers when selling their biggest asset!
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■■ Slides 30–31: The promise and perils of digital distribution have played out in front of us with the 
growth of the Internet. Books, music, film, and games have all become more accessible and less 
expensive—collapsing high price point businesses and creating new models. Reviewing the pros and 
cons here will help to set up the examples that follow in the next sequence of slides.

■■ Slides 32–34: Music is the canary in the coal mine for digital. Years of high prices and restricted 
access from the industry burst apart with the appearance of Napster and now many others making 
peer to peer sharing a reality. The industry has reformed around digital downloads and from 
purchases of “albums” to subscriptions and streaming. Ironically, while sales of music are down,  
the music business (touring and tickets, merchandising, etc.) is seeing the healthy impact of the 
Long Tail.

■■ Slides 35–36: Movies and television are similarly undergoing a sea change. The previous world of 
scarcity—limited channels and times to show product—has given way to on demand subscriptions 
and binge watching. Digital distributors are also producers disintermediating traditional power 
brokers of TV and movie production. With more distributed user bases not tied to geography, 
Netflix now has more subscribers than any cable company, and it and its competitors are financing a 
Golden Age of new content creation targeted to the tastes of their users.

■■ Slides 37–38: Subscription commerce models can take relatively mundane products and turn the 
economics on their head. By acquiring customers representing a stream of monthly payments, the 
customers are higher value. Dollar Shave Club was acquired for more than $1bn by Unilever. Harry’s 
(staying with the shaving genre), with almost a billion dollar valuation, has inked a distribution deal 
with Target that provides it physical presence for customers to engage with the brand. 

■■ Slide 39: SaaS, software as a service, turns traditional enterprise software sales on its head. Software 
is accessed through the cloud and can be sold on a monthly subscription or by usage rather than 
through log sales processes and multiyear contracts. This not only reduces the risk but by makes 
it possible to sell directly to the end users rather than annual contracts to the procurement 
department, making the sales process smoother and more efficient.

■■ Slides 40–43: Alternative ways of financing products have also changed the game. Crowdfunding 
platforms like Kickstarter allow users to pre-purchase products they think are innovative, 
allowing the market to provide capital instead of companies or VCs searching for new products. 
Many amazing products have been funded this way (Pebble watch example); and discovery and 
development of these new products is being facilitated by a burgeoning ecosystem like Product 
Hunt for new products. Sometimes they’re not so amazing. Zach Brown put a Kickstarter project 
up as a joke because he wanted to make some potato salad. He raised $55k! (The story has a happy 
ending—he threw a huge block party called “Potato Stock” and gave away a lot of potato salad.)

■■ Slide 44: There are some great resources to explore these further, and this can be used for research 
for class projects, evaluating companies as an exercise, or to illustrate business model development 
as part of an entrepreneurial curriculum.

■■ Slide 45: Internet of Things (IoT) is the connection of more and newly smart devices to the grid. 
From data-driven manufacturing to smart appliances and now common household items like 
Ring or Nest, businesses are developing “transformational” strategies and plans to best leverage 
opportunities driven by connected, intelligent products and services. (We’ll discuss this in greater 
detail in chapter 12 when we look at innovations).
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Tools and Resources
■■ Subscription Business Models: https://pakman.com/churn-is-the-single-metric-that-determines-the- success-

of-your-subscription-service-6e82d9d9ea01.

■■ SaaS Business Models: http://www.forentrepreneurs.com/saas-business-models-slide-deck/.

■■ Media Business Models: http://towknight.org/research/a-roadmap-for-digital-media-startups/.

Class Exercises
■■ Discussion/workshop: If Walmart pays a brand 25 cents per dollar of value wholesale, what are 

the implications of going direct on pricing? What is the sales volume needed for the same profit? 
Marketing?

■■ Exercise for class discussion: Select an industry and discuss what channel conflicts might exist due to 
disintermediation or a shift in sales/pricing models? 


