Dell Online:  Case Analysis


Introduction/Background
Although today Dell is one of the largest computer retailers in the nation, it had a humble beginning.  Dell Computers was started in 1983 by Michael Dell.  At the time he was a student at the University of Texas at Austin.  Dell began by upgrading IBM compatible PCs and eventually moved to creating his own brand of computer, which proved to be a much more profitable endeavor.  Dell sales followed the concept of “made-to-order” computers.  Customers were able to specify exactly what components they wanted to match their needs and budget.  The direct relationship between Dell and their customers allowed them to lower prices, cut overhead costs and in turn increase their net margin.  Customers were happy and business was excellent.  By 1985, Dell was generating $70 million in annual revenues, and over $500 million in 1990.  Dell’s clientele ranged from the everyday consumer to fortune 500 companies.  Sales continued to rapidly grow each year until 1992, when Dell posted its first net loss, even though net sales had increased.  The reason for this net loss was due to the change in Dell’s distribution and sales channels.  Instead of adhering to their “direct” policy, Dell strayed to sell their product in the retail market.  This plan backfired as this model does not support their strategic competitive advantage.  After realizing that entering the retail market is highly competitive and very costly, Dell wisely retracted their efforts and focused back on their direct sales methods.  Dell again posted positive net profits, and during the mid 1990s found a new medium from which they would be able to expand their direct selling approach:  the internet.  
Through the use of the internet, Dell was able to provide the services that are required by their two customer segments.  Dell broke down its broad range of customers into two broad categories:  transactional and relationship customers.  Transactional customers typically are small businesses and individuals.  Economics of purchase and specific hardware functionalities are key elements in a transactional customers’ decision making process.  At the other end of the spectrum are relationship customers.  Relationship customers tended to focus on reliability and standardization instead of cost.  Examples of relationship customers include enterprises, large corporations, and preferred accounts.  Both transactional and relationship customers provided a major source of revenue for Dell and although the positive impact online services could have on these customers may seem obvious, an evaluation of the fundamental strengths and weaknesses of Dell Online must be conducted to ensure that Dell Online is good for the business as well.  In the following section I will answer several key issues that are relevant to the financial evaluation of Dell Online.
What are the advantages and risks of the Dell Online Model?

The direct sales technique implemented by Dell is based upon the premise of lowering costs; not only to the consumer but in terms of overhead as well.  Using technology available in 1997, a website could be developed that would dramatically cut costs for Dell.  These added cost benefits do not come without a price.  There are many risks associated with development of a new business adventure.  The following table describes potential risks and advantages associated with the Dell Online Model:

	Advantages

· Low overhead

· Product customization

· New customer market

· Self-servicing help pages

· Increased revenues

· More orders per visits

· Reduced sales force workload

· Dynamic customer feedback

· Product tracking services
	Risks

· Potential erosion of profitability
· Increased future competition



Do you recommend Dell Online or not?   Justify your decision.
After a thorough analysis of the advantages and risks associated with the development of the Dell Online Model, I have come to the conclusion that the online services are an excellent business opportunity for servicing both transactional and relationship customers.  Advantages and disadvantages of the Dell Online system vary for each of Dell’s customer segments.  Below I will discuss the advantages and disadvantages of the Dell Online system for each of their customer segments.
Transactional Customers:

The main strategic advantage of the Dell Online Model is that transactional customers will be able to quench their thirst for product knowledge by traversing through the online catalog.  Here they will be able to compare different systems and make adjustments to custom tailor the system to their specific technological and budgetary needs.  Additionally, they will be able to have direct access to customer service manuals.  Dell Online has over “35,000 pages of troubleshooting information – the same information used by Dell’s technical representatives to solve hardware and software” issues that are typically handled over the phone.  Each of the benefits previously described not only allow for ease of use on the consumer end, they provide financial rewards for Dell Computers as well.  Dell logged 500,000 technical service visits, 400,000 file library downloads, and 200,000 check order status visits each quarter.  At an estimated cost of $5 to $15 per transaction, the cost savings would be in the millions.  

Relationship Customers:


Similar to the cost and “easability” benefits enjoyed by transactional customers, relationship customers would also have instant access to technical assistance and sales information online.  The problem with relationship customers solely conducting their business online is that these clients require more person-to-person interaction.  Relationship customers rely on sales people as one of their main sources of information regarding purchases, and if this source of customer service is not satisfied, relationship customers could stray from Dell.  Losing any of Dell’s current market share of relationship customers would be extremely detrimental to revenues, and this simply cannot be afforded.
If you recommend in favor of Dell Online, specify how you would use it to achieve Dell’s goal of $20 billion?  


In order to achieve its goal of $20 billion in sales, expanding the Dell Online services is the way to go.  Once the Dell Online information infrastructure has been established, reliance upon technical support staff and sales staff will be reduced and in turn lower personnel expenses.  Customers do not always want to have contact with personnel, as one Dell manager stated “For the vitally important transactions, customers want to talk directly to someone; otherwise they prefer to use the [machine].”  In terms of the online experience, this translates to customers being able to satisfy their own needs through the Dell Online site, and in cases of important transactions they can contact a customer service representative.  Beyond cutting costs, Dell can increase their sales in hopes of realizing their goal of $20 billion in revenues.

The computer market in 1997 was almost saturated.  Most consumers, nearly 40% of the American population, that were interested in using a computer already had one.  To attract these customers to upgrade to a new computer system, the Dell Online site could be used as a marketing tool, exhibiting the benefits and cost-effectiveness of purchasing a new system.  Dell could increase revenues by rewarding loyal customers, those that have purchased from Dell before, by giving them special deals if they purchase a new system online.  

A second way to attract new customers would be to target the growing market of penetration priced PCs.  If Dell Online were to promote a small range of economically affordable computers, they could attract the low-end segment which consisted of nearly 33% of the marketplace.  Although margins on these machines are lower than that of other computers, Dell would still benefit as the consumers were previously considered out of their consumer range.  Targeting these consumers through online sales would also be cost-effective in that they would require little if any technical or sales support that could not be handled through the Dell Online site.  
Conclusions:

In conclusion, I recommend that progress continue on the Dell Online Model.  Growth within the internet and the technologies available are projected to expand rapidly in the coming years.  Anticipating these trends is essential in order for Dell to not only remain profitable, but to achieve its goal of $20 billion in revenues in a market that will only become more and more competitive.  Currently Dell has a competitive advantage in that it has a well established and streamlined operations segment.  Just-in-Time inventory techniques and clear communication channels with distributors have given Dell the edge over their competition, but in the future lies a more competitive environment.  Dell must expand their target markets while still practicing a low-cost strategy in order to ensure their prosperity and long-term sustainability. 
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