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JCPenney.com

“My priority is to help build a company that focuses on the customer with wanted products of distinguishable quality and value; to present these offerings in a comfortable shopping environment, whether it’s in a department store, drugstore, catalog, on the Internet, or through direct marketing. The result of these efforts should lead to increased stockholder value.”

 - J. E. Oesterreicher, Chairman of the Board and CEO

“We have the opportunity to create a seamless experience, and that is something other retailers don’t have.  We’re in such a unique position:  We’re the nation’s fifth-largest retailer, the Western Hemisphere’s largest catalog, and we’re leading the ranks of apparel and home merchandise sites on the Internet under a brand that carries the reliability and convenience of a 98-year-old company. Our mission is to introduce all 52 million J.C.Penney customers to JCPenney.com.”

 - Paul S. Pappajohn, President of e-commerce at J.C.Penney2
98-year-old J.C.Penney Co. has one of the more advanced click-and-mortar models in internet retailing.  Their online business, JCPenney.com, ranks No.1 on the Nielsen/NetRatings list of online apparel and home merchandise retailers.  It ranks No.7 on a broader list, PC Data’s Top 20 Online Retail Report.  JCPenney.com leads their main competitor Sears.com, but the gap is closing.   JCPenney.com strives to maintain the lead through advances in technology and personalized online service, but the question remains, can JCPenney.com remain a leader in e-tailing and be profitable in the future?       

History of the Firm


Two years ago, J.C. Penney, the nation’s fifth largest retailer, decided to broaden the scope of its business from a traditional brick-and-mortar retail model into an online retailing model.  At a time when sales from its traditional in-store retailing business had slumped dramatically, with earnings falling 43% to $336 million from 1998-1999, JCPenny.com had experienced phenomenal sales growth with revenues ballooning from $15 million to $102 million within the same time period.  


A key to JCPenney.com’s online success is its proven track record and experience with catalog sales.  For more than 37 years, J.C. Penney has effectively managed its $4 billion-a-year catalog division, allowing JCPenney.com to focus on its Web infrastructure instead of developing warehouses and call centers.  JCPenney.com’s E-commerce sales get fulfilled out of the same five distribution centers that handle its catalog orders.  Also, its E-commerce customer support calls and emails come into the same call centers that deal with its phone orders.  Additionally, all merchandise bought online at JCPenney.com can be picked up or returned to any J.C. Penney retail store or catalog desk.  

Profile of the Founders:


Paul Pappajohn became president of JCPenney.com from its inception in May 1998.  Pappajohn is a cum laude business graduate of Yale University, and he also has an MBA from Insead, a French business school.   Prior to becoming president of JCPenney.com, Pappajohn headed The Washington Post Company’s Web Sites Division, and he also had Internet experience at Disney.


Allen Questrom became chairman of the parent company in September 2000.  Prior to joining J.C. Penney, Questrom served as CEO of Barney’s New York, Inc.  

 
J.C. Penney was founded by James Cash Penney on April 14, 1902, which at that time was called the Golden Rule Store.  Choosing the name Golden Rule was no coincidence. Penney's association with the Golden Rule reached back to the examples set by his parents on a small farm outside his boyhood home of Hamilton, MO. Penney's father was a minister who preached the better part of his life. He raised his son very strictly and taught him to believe in the practical application of the Golden Rule. 

Firm’s Partners/Alliances


While JCPenney.com has no key partnerships or alliances, it has a supplier program that provides underutilized businesses the opportunity to do business with the company.  Also, Sony consumer electronics products were added to the 250,000 items already available on JCPenney.com in November 2000, and the company developed new technology with PricewaterhouseCoopers that made it faster to add photos and descriptions to the site.  In addition, JCPenney.com recently launched three new sites designed specifically for women -- Just4MePlus.com, Just4MePetite.com and Just4MeTall.com.

Competition

Even though E-Retailers (or “e-tailers”) experienced a 260 percent increase in revenues in 1999, it is becoming more and more difficult for pure on-line merchants to survive the highly competitive Internet environment.  From January 2000 through November 2000,  150 dot-coms e-tailers had to close their doors.   The main reasons for such failures were the high costs of building a brand name, acquiring customers, and building a stable infrastructure.   Brick-and-mortar companies have a competitive advantage since they already have a customer base, a well-established brand and infrastructure. 

JCPenney.com’s main competitors on the Internet are the same companies it competes with in the retail industry: Wal-Mart, Sears-Roebuck & CO. and K-Mart.    Sears and JC Penney target the very same market segment and offer much of the same line of merchandise; therefore, Sears.com is JCPenney.com’s major competitor on the Web.   Both companies manage their own web sites, which allow them to leverage off their existing brick and mortar business.   Sears.com unlike JCPenney.com has the advantage of a highly profitable parent company. Last summer Sears revamped its site in order to add more items, which was quite a success. According to PC Data Online, Sears ranked fifth and Penney’s seventh among the top ten e-tailers in 2000. 

K-Mart.com and Wal-Mart.com are strong competitors, but more so among themselves rather than JCPenney.com and Sears.com, as they tend to target a different segment of online shoppers.  Unlike Sears and Penney, both K-Mart and Wal-Mart outsource their Internet business.  K-Mart’s site has some exclusive offers such as Martha Stewart’s housewares, but is lagging in the range of these kinds of discounted goods.  K-Mart.com’s drawback is having the parent company deep in the red with a relative low market value ($3 billion).   Wal-Mart.com has much higher traffic than K-Mart.com.  In April of 2000 it was 90 million versus 30 million online visitors.  Although Wal-Mart had a net gain of 640 percent in traffic in 2000 compared to 1999, it desperately needs to optimize its site and build its own fulfillment system.  According to a Cognitive survey, 100% of holiday Walmart.com customers cited one or more problems shopping on the site, ranging from shipping costs to orders that never arrived.  Recent developments indicate that Wal-Mart.com and Amazon.com are negotiating an alliance.  If this alliance takes place, Wal-Mart.com will be in a better position to compete since it will be able to leverage Amazon’s learning curve and infrastructure.  There is also some indication that Wal-Mart.com may be folded back into the parent company.

Although Wal-Mart and K-Mart do not compete strongly head to head with JC Penney in the brick-and-mortar retail industry, the Internet businesses may be a different story.  Consumers are just a click away from one site to the other.  In the Internet it is much easier to learn about what each site has to offer and for how much.  For these reasons, brand loyalty may not be as easy to cultivate in an Internet environment.

The main challenges for these click-and-mortar companies are that they must have sites that are reasonably simple to use, have an improved search capability, an expanded range of item availability, and they must meet the expectations of customer’s with shipping quality and timely delivery.  JCPenney.com needs to improve on the first three but it certainly has an advantage with its $4 billion catalog division and order fulfillment system. JCPenney can perfectly process about 3.0 million orders weekly, deliver on time and its on-line customers have the choice of picking up or returning items to any of the 1,250 stores or Eckerd Drugstore’s catalog desks. 

JC Penney Business Model

With tens of millions of consumers shopping on-line, e-tailing has become a very important element in the business world.  As the sales and the number of on-line shoppers  increases, the focus among e-tailers is shifting from technology to business strategy. J.C.Penney, as a part of the Big Three brick-and-mortar chain, is applying powerful strategies to expand both its customer base and revenues. 

“three-tailer”

As the nation’s first and only “three-tailer”, J.C.Penney provides a distinct advantage to its shoppers. The company integrated its store, catalog and Internet sales, with a particularly tight link between catalog and Internet.  The three parts of the company are not competing with each other, but enhancing each other. Web operations are wholly owned by the parent company, yet they are listed separately for financial performance. The three-tailing has paid off by encouraging shoppers to spend more.  Catalog and stores spent four times more on a sale than for customers who bought online.

J.C.Penney has one of the most advanced click-and-mortar models.  Randy Ronning, president of the J.C. Penney Catalog  business said, “the synergy of our stores, catalog and Internet site is what puts J.C.Penney on top in the catalog-internet arena and keeps us there.” 

Marketing Efforts

J.C.Penney gives importance to its marketing activities, as it is a key issue in enhancing the value of the store in the minds of the consumers. The company gives great importance on interacting with consumers giving  store clerks and catalog phone reps bonuses for collecting customers’ e-mail addresses, which will then be used as a means for marketing.  

The web site of JC Penney is designed to help customization. “Just4MePlus”, “Just4Me Petite”, and “Just4MeTall” are assisting consumers to create and save virtual models of themselves on JC Penny’s web sites. In addition, an auction site for clearance items called Red Alert is present, where the prices fall daily. Moreover, JC Penney has a system that pushes automatic markdowns according to the inventory levels. As the price continues to drop, consumers can either wait and get the product for a cheaper price or loose their chance of buying it.  

The expertise about shipping to a single person in one place is another strength of J.C.Penney in terms of marketing.  Contrary to most of the other big companies, Penney is doing a great job in satisfying their consumers with their distribution strategy. For example, last holiday season, most of the orders for in-stock items placed as late as Dec 21 got delivered before Christmas within the continental US.

While most web companies are trying to develop a strong brand name, J.C.Penney already enjoys this advantage by owning a nationwide department store. J.C.Penney enhances its multichannel-shopping image with its recent television advertising campaign, “it’s all inside”.  Moreover, the company runs promotions during the holiday seasons with creative gift ideas and invites the targeted audience to visit the web site to see its small sampling of many gift ideas.

Critical Success Factors For JCPenney.com

The online apparel industry has four main critical factors for success:

1. a clear focus of target customers

2.  understanding the nature, needs and concerns of the customer

3.  understanding the existing advantages and disadvantages of the firm

4.  having a web site, facilities and policies that serve and fit customer nature, needs, and concerns and that leverages firm advantages and eliminates or minimizes disadvantages of the firm
Success Factor #1 :  Having a clear focus of target customers


JCPenney.com focuses on the customer by allowing them to build customized models of themselves as mentioned earlier with the virtual model concept.   100,000 women have created models of themselves.  With 3 million plus-sized JC Penney customers, the virtual models keep so many customers coming back.   Penney’s has also added Just4MePetite.com and Just4MeTall.com to create a personalized online service and to better target their customers.   


Evidence of success in JCPenney.com’s targeting and maintaining of customers is how Media Metrix ranks Sears.com ahead of JCPenney.com.  They invite unique visitors to their websites, yet JCPenney.com ranks No.1 by PC Data’s most recent monthly ratings.  This might be an indication of loyalty to JCPenney.com because of the virtual models (more people “shop” at Sears.com, yet more actually buy at JCPenney.com).        

Success Factor #2:  Understanding the nature, reasons, needs and concerns of customer

JCPenney.com must realize that not all consumers are at the same level of ease in using technology and of familiarity with purchasing without seeing, feeling, touching and trying on. Penney’s virtual models help, but there are still more customer concerns.  The general customer concerns for not purchasing online are as follows:

· question about fit 

· concerns about returning merchandise 

· concerns about quality issues 

· trust of what is ordered will be delivered

· security and privacy concerns 

· customers not understanding computer/internet technology 

JCPenney.com is aware of the following general customer needs and their reasons for purchasing online:

· increased choices, selection and search capabilities:   JCPenney.com has a goal of  adding every item in the brick-and-mortar catalog onto their website.

· convenience – time saving, no wait, options for quick delivery, support tools, etc: JCPenney.com is revamping it’s old website by working through PricewaterhouseCoopers making pictures load faster and saving customers time.

· lower prices by discount offers, auctions and promotional prices:  JCPenney.com has added an auction site for clearance items called “Red Alert”, where prices drop daily.

 Success Factor #3:  Understanding the existing advantages and disadvantages of the firm

As mentioned before, JCPenney.com has the advantage of belonging to a well established distribution infrastructure that can handle peak demand.  It also has an established brand with a good and trustworthy image, large customer base, expertise and facilities to serve customers with catalog sales, and has stores for handling product returns.   Bricks-and-clicks retailers enjoy significant advantages over Internet pure-plays including lower customer acquisition costs ($12 versus $82) and smaller marketing-related outlays (36% of online revenues compared to 119%). 

Success Factor #4:  Web site, facilities and policies

To be successful, JCPenney.com’s websites must be easy to use by all targeted and potential customers.  The websites should be attention capturing, dynamic, changing, offering new things and promotions, user friendly, not crowded or overwhelming, efficient and easy for navigation, quick downloads, just in time information for out of stock items, and easy to read text.  Also products should be made appealing online (there shouldn’t be only a simple catalog pictures) with needed, specific, and complete information about products and policies of the firm.  

Based on product testing by our team (see transaction copy from JCPenney.com for a shirt purchase in APPENDIX A), the website was found to include all of the key ingredients of a successful website.  Product ordering was easy and fast, product was delivered quickly and the quality was excellent.     

JCPenney.com Statistics / Financials


Sears, a top competitor of JCP online, views their dot-com as an expense, instead of as revenue, as JCPenney does.  Even though online shopping accounts for only 2% of total retail sales nationally, consumers are becoming more comfortable and at ease with shopping online (73%), as opposed to enjoying regular onsite shopping in stores (30%), according to a survey by Andersen Consulting Research.  

JCPenney’s statistics:

· 4x more customers bought $1,050 more merchandise in 1999 from all 3 channels (store, catalog & internet) than any single channel

· Store sales grew 6% from 1998-99, while online sales grew 85% in the same period

· Department store sales for 12/00 decreased 2.7% from 12/99

· Catalog sales for 12/00 decreased 3.9% from 12/99

· Internet sales for 12/00 increased 81% from 12/99

· 50% internet consumers plan to purchase one holiday gift online in 12/00, as opposed to 36% in the previous year

· 11% of internet consumers plan to buy over half of their gifts online

· 69% of internet consumers shop online to avoid crowds, while 63% do it to save time

· 34% do not shop online because they like to touch and feel their products, while 31% do not want to pay for delivery


JCPenney’s 1999 Annual Report lumps the Internet business in with catalog sales, so it is difficult to ascertain specific performance measures for just the Internet business.   An important point from the above numbers is that total retail sales for Penney’s department stores were on the decline for the last 4 consecutive years.   However, there is a steady increase in sales in Internet business from $15 million in 1998 to $102 million in 1999 and then $185 million in 2000.   From the above information, it appears that the Internet business is on it’s way to rescuing a drooping brick-and-mortar business.

Projections for J.C.Penney.com success


J.C.Penney’s goal is to hit $1 Billion in sales by 2002.  If sales match its ambitions, then the company estimates the site will reach operating profitability by the end of 2001 or 2002.  Sears hasn’t said when it expects its Web site to be profitable, and Kmart’s BlueLight says it plans to hit the IPO as a profitable venture.  

While most critics feel that JCPenney.com is on the rise of the top brick-and-mortar online companies, some feel that they lack focus as to whether they are a discount chain or not, according to Paco Underhill, the author of Why We Buy.


The trends appear to be favoring Penney.  According to PC Data, which tracks online customer traffic and purchasing, Penney had the most positive trends in Web-site use.  It went from the 328th most visited Website in May to 135th in August.  Sears.com went from No.210 to No.152, while BlueLight fell from No.242 to No.244.


JCPenney.com ranked among the six top retail Web sites that shoppers said they anticipate using most frequently.  The other five sites are Amazon.com, eBay.com, Barnes&Nobles.com, ToysRUs.com, and Yahoo.com.  Almost ½  (47 percent) of online shoppers surveyed said that they would only shop on Web sites that they can trust according to Anderson Consulting Research.  


JCPenney.com has the advantages of being a click-and-brick, an existing customer base, coupled with brand recognition, that enables lower customer acquisition costs while a physical presence allows for real-time customer service.   Also, JCPenney.com benefits from the years of catalog experience and their order fulfillment abilities.  As the internet retailing business grows, JCPenney.com is well positioned to grow with it.


As far as investment, since JCPenney.com is still tied to its brick-and-mortar parent J.C.Penney Co., the future does not look as bright.  The parent company as a whole is faced with a negative ROA of –2.01% and a –6.58% ROE.  For financial strength, the overall company has a current ratio of only 1.80% and a Debt/Equity of 0.88, and for profitability, the company is suffering with –1.3% profit margin and –0.7% operating margin.   (See APPENDIX B for Yahoo investing information of the parent company J.C.Penney.  NOTE:  This information is not specific to Penney’s online business as the online business information is not readily available).


So, in conclusion, JCPenney.com is doing very well with its online business and is well positioned for a successful future in order to come to the aid of its under-performing brick-and-mortar parent company.      
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