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ILL GATES, billionaire chairman
of Microsoft and semipro vision-
ary, leans forward to describe the
future of shopping: “You're

watching Seinfeld on TV, and you like the

jacket he's wearing. You click on it with your
remote control. The show patises and a Win-
dows-style drop-down menu appears at the
top of the screen, asking f you want to buy it.

You click on ‘yes.’ The next menu offers you

achoice of colors; you click on black. Anoth-

er menu lists your credit cards, asking which
one you'll use for this purchase. Click on

MasterCard or whatever. Which address *

should the jacket go to, your office or your

home or your cabin? Click on one address
and you're done—the menus disappear and

Seinfeld picks up where it left off.

st as you'll already: have  taught the
computer about your credit cards and ad-
dresses, you will have had your body mea-
sured by a 3-D version of supermarket
scanners, 5o the system will know your exact
sizes. And it will send the data electronically
t0 a factory, where robots will custom-tailor
the jacket to your measurements. An over-

INFORMATION TECHNOLOGY

By promiising customers more confe:
nience and merchants greater efficiency, in-
teractivity could revitalize the troubled
rétailing sector. “When we make it really in-
teractive, shopping in the home will dwarf
revenues from entertainment,” predicts Sol
Trujillo, CEO of US West Marketing Re-
sources, a subsidiary of the Bell operating
company, which says it will invest $12.5 bil-
lion on its part of the information super-
highway. Last year Americans spent almost
$60 billion through catalogues, TV shop-
ping channels, and other direct-marketing
alternatives. That’s only 2.8% of the nation's
$2.1-trillion-a-year retail marketplace,
whict ludes supermarkets, mall outlets,
car_dealerships, department stores, ware-

~house clubs, boutiques, and thuch more.
. Merchants.and technologists -expect con-

ventional retailing to hold steady or contract
slightly over the decade as the industry's

cations for the stupendous investment.

Despite the fancy name, the infobahn is
simply a network, like AT&T's long-dis-
tance phone system. This one is defined by
fiber-optic cables and high-capacity switches
and computers that can carry video, audio,
and data signals into and out of our homes.
Two-way video is the technology that gets
merchants cranked up. Amerian adubs al-
ready devote more time to TV than anything
but work and slecp, an average of 4% hours
daily. Interactivity could intensify TV's ap-
peal. As Spencer Sherman, 7, says, “Com-
puters are better than TV because you can
control what you see.”

Hidd¢n behind tomorrow’s TV screens
will be tremendous computational power
that will let viewers search through vast
databases by answering maltiple-choice
questions and pointing and clicking with a
remote control. Potentialy, ‘such systems

shakeout continues, while
direct marketing surges to capture some
15% of total sales: That would make the new
business one of the world’s biggest, with an-
nual revenues of well over $300 billion.

could for
us, popping up the names of merchants ofs
* fering the mix of price, quality, and service
that most closely matches our needs. 1
To shop the way Bill Gates imagines, con-

“There will be an eﬂic1ency in this marketplace that

people will have to wrap their minds around.”
BiLL GATES, CEO of Mlcmsoft

night courier service will deliver it to your
door the next morning. And because this sys-
tem Cuts out so many middlemen, the jacket
will cost 40% less than the off-the-rack ver-
sion you'd find in a department store.”

As Gates readily admits, that particular
* future may nefer arrive. But with cable TV
and teley compariies, including US
West, Time Warner, and Bell Atlantic, in-
vesting billions to provide America’s
néighborhoods with two-way data commu-
nications, interactive shopping of some kind
is inevitable. After all, interactive shopping *
is just a high-tech extension of direct mar-
Keting, the familiar practice of selling to con-
sumers through such media as catalogues
and TV shopping channels instead of stores.

Once wires carrying two-way TV signals
reach most U.S. households, direct market-
ers will be able to deliver their pitches on
demand, using a rich electronic palette of
text, video, and sound. Consumers will gain
the power to browse databases filled with
eyerything from movies to videogames to
product information, and will also be able to

{transmit their orders instantly.
FORTER ASSOCIATE Stephanie Losee

-

But your guess may be as good as any ex-
pert’s. Screenwriter William Goldman's
famous summation of the movie business
—*“Nobody knows anything"—increasingly
applies 1o the twilight zone wherg teles
municatjons, computing, entertainment,
and mérchandising. converge: Says Duncan
Davidson of Gemini Consulting, an advis
1o big technology companies: “There just
isn't much informgtion available yet. That's
what makes this situation so much fun. All
great technologies, from the railroads on,
start with a mania. There's no other way to
open up new markets.” Consumers, who
haven't been given much chance o express
their opinions, will ultimately decide what
kind of electronic shopping makes sense.
The timing and force of the onslaught
will depend on the speed with which the in-
formation superhighway—the infobahn, as
it's being called this month—gets built, and
how it is designed. A decade or more may
pass before even the needed networks or
wireless links are in place. The main hurdle
is financial: Building the infobahn could
cost at least $100 billion, and telephone and
cable companies must find business justifi-
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sumers will probably have to use a specially
designed remote control to let the system
Kknow what they want. Once they master the
on-screen “‘user interface” ‘that “translates
their instructions into commands computers
understand, they will be able to pluck other
‘sorts of data from the network and gain ac-
cess to whatever information businesses of*
fer, including details about products. For
business, the hard part is designing interac-
tive systems complex enough to give consum-
ers a wide range of éhoice yet simple enough
to operate with a beer in one hand.  *

HAT WILL GET people to
learn the necessary skills? Rich-
ard Notebaert, CEO of Ameri-
tech, the Bell operating com-
pany based in Chicago, says many will learn
on the job: “Air conditioning started in of-
fice buildings. .So did cellufar phones,
VCRs, and PCs. Once people get used t0 a
new technology at work, they want it at
home.” Some interactive-shopping enthu-
siasts think new forms of entertainment will
entice consumers. Most appéaling may be
video on demand: the ability, for a fee, to
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call up a movie or TV show at any time.
Douglas Briggs, head of electronicretail-
ing for QVC, the popular TV shopping
channel, can't wait for truly intefactive
shopping to arrive: “We're constrained now
by the fact that we can show only one prod-
uctat a time on TV. This is interactivity in its
crudest form. Once thé customer has con-
trol, our business will explode.” QVC's
enormously profitable main channel i§ noth-
ing more than an ordinary cable TV pro-
gram_in which announcers hype jewelry,
clothies, and housewares, plus the 800 num-
ber that will send it all home to you. The
company is now convertingits separate fash-
ion channel into a testing ground for still
more selling shows. This summer, rival
Home Shopping Network is adding a second
channel in which the sales pitches will be set
in a mock shopping mall. MTV Networks
and others are developing.shop-a-thon
channels too. None of these channels give
viewers control over what they see when.
In a truly interactive system, product
pitches could be recorded in advance and

stored, much like voice-mail messages to-
day, in powerful central computers called
servers. Then anyone interested in, say

mments oonld 2p ‘atraight b, e 10
video. Interactive video is a medium made
for merchandising. Want to see how those
Eddie Bauer waders look on Cindy Craw-
ford? Just click. In the market for a vintage
EI Camino like Bill Clinton owned in the
1970s? Click and ye shall find

OTS OF RETAILERS are waich-

|ng the action from the sidelines.
Some, - including Leslic Wexner,
chairman of the Limited, arc tech-
nology-savvy but see little point in rushing
to a marketplace that hasn't yet been de-
fined. Others, including CEO Richard
Sharp of Circuit City Stores, which sells
electronic products and appliances, belicve
their wares will always sell best in conven-
tional stores. The wisest of the doubters are
participating 'in small-scale experiments
that enable them to master new technology

-3

while monitoring the infobahn’s progress.
One such is Andy McKenna, senior vice
presidént of Home Depop. Says he:
“What's amazing o me is that in many
cases this technology is a solution looking
for a problem. The fundamental question
we haven't answered is, What does the con-
sumer really want?”

The diverse enterprises contributing to
the infobahn’s design—Bell operating com-
panies, cable TV operators, PC software
companies, and Hollywood studios, among
others—fall into two opposing camps,
whose philosophical differences have enor-
mous financial and technical implications.
Call them Suits and Surfers. The Surfers arc
mostly wonks at comy

1o develop much as the personal computer
business did. Having themselves felt the
transforming power of PCs and access to in-
formation-packed- databases, they want to
deliver the experience to the masses.
Surfers don't pretend to know what peo-
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ple will want to do with their interactive
TVs, but they're less fearful than the Suits of

lands, self- d theme ) regular inventori
parksthat keep things controllable by lim

exposing cofsumers 10 com-
plexity: Theg figure that if the consumer s in
the driver's seat with a souped-up TV and
broad. access. 10 a world of computerized

£ choice. Twd ki
systems now under construction follow that
model: one by Vigcom in Castro Valley, Cal-
ifornia, and ong by Time Warner (parent of

content via networks, interesting products
and services will arise an

lots of people will get rich. That's how things
work in the PCmarket; with software devel-
opers and hardware designers introducing
an endless stream of new products.

phone and cable TV companies that intend
to finance and build the new networks. Fac-
ing little competitior: in local Markets,
these corporations are not used to taking
cues from customers or to providing net-
york access'to other businesses without
[charge. Says Richard Bodman, chief of
“Anybody who's invest-
Ving billions of dollars is looking at control
of access. Control is w
intesspending the mon
is pushing cable and phone
compnies to design electronic Disney*

Companies are designing
electronic Disneylands,
cybernetic theme parks
that keep things
controllable by limiting
consumer choice.

the publisher of FokTuse) in Orlando

If the experience of the

/- on-line services CompuServe and Prodigy is
any guide, Time Warner won't permit autd-

mated comparison-shopping, partly becayse
merchantsfear it might transform their wares
into commodities.

LTHOUGH THE USER “inter-

faces in these and other experi-

mentsvary enornfously, all sacrifice

power for simplicity, The first step
isreplacing thé computer and keybeard with
the more familiar TV and remote control
‘That'decision has a cost: Users who cannot
type in their choices are forced to select
items from menus. Locating a particular
product—a purple cashmere turtlerieck
sweater, say, under $90—amid huge vol-
umes of information can reqire labarious
plodding through a series of menus nested
within one another like Russian dolls. An

The test that gis Time
Warner's. It will offer acc '\~un|} to selected

retailers, such as Spiegel and Eddie Bauer;
the stores' on-line databases will provide a
small fraction of the choices available in their

m ple is the Media Objectsinter-
face designed by Oracle, a leading maker of
database software. Its remote control has
only one button for data entry. By the time
you'd clicked through enpugh multiple-

How many States...
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choice menus toreach your sweater, your
thumb might be blistered.

A more robust system may soon be
found on Tithe Warner's experimental net-
work in Orfando. ‘Although the company
refuses to comiment, The Hollywood Report.
er estimates that it will spend $750 million
10 wire just 4,000 homes. Even adjusting for
Tinseltown exaggeration, the experiment is

pricey. The system includes a whiz-bang
network with true video on demand, com-
puter circuitry by Silicon Graphics atop ev-
ery TV, and user interfaces that present
choices in innovative ways. In one varia-
tion, the system allows
and down into a futuristic 3-D metropolis
in which buildings represent choices such
as movies, a news servi

cost of this system c
plunge, but, the distance between the
$187,500 per home that Time Warner is
said to be investing and the $101.06 per an-

,num that the average American adult

spends on cable TV suggests the scope of
the challenge ahead.
16 many Surfers, even Time Warner’s sys-

tem seems pathetically constricted, since it

¢ of the technology’y most inters,

possibilities. Says Rovert Franken- )
“p

not work out well, and then the m.ukcl will

S . R
“Some of the first
interactive systems will
not work out well, and
then the market will open
up to entrepreneurs

doing cool stuff.”

10 the,Internet can share files and E-mail
with anyone else. By offering open access
to mind-boggling amounts of information
from university libraries, government files,
and millions of other users, the Internet has
fostered an on-line community whose
members enjoy sharing information freely.
Surfers see such unrestricted traffic in ide
a5 @ powerful force for social good; to
some, it's almost a religion. But you doi't
need 10 be a fanatic to sense.the essential
strength of their point of view: a commit-
ment to letting people choose what they
want. That's customer focus—pecisely
what's required to make any kind of mer-
chandising successful.

Traditional retailers bewage. The most
radical hing interactive systems could do is

sort of

open up to entrepreneurs doing cool stuff.”

Reaching for a way to explain what's
cool, Surfers often point to the Internet,
the 1o0se confederation of computer ne
works that links some 20 million computer
users around the world. Anyone connected

lomucd ‘products and servicgs that Micro-
soft's Gates has envisioned.. Let ordinary
shoppers sift through the product informa-
tion in databases. Give nontechies access to
electronic bulletin boards where people pool
their knowledge by candidly discussing their
experiences with products. Do that, and




watch the mystery and cachet of smokt-and-
mirrors merchandising evaporate. Products
.. get clearly differentiated by quality, price,
and details of delivery, while selling becomes
anauction. Says Gates: “There will be an cff-

INFORMATION TECHNOLOGY

for Andersen Comulung Nicholas Dona-
tiello Jr. of Odyssey, a San Francisco
rescarch ﬁrrn. Sl completed a study
of consumer attitudes about interactive sy
tems. He warns that i the first systems are
il

ieny p to
wrap their minds around.”

‘The requirements for this Tomorrowlaid
would be vast: a universal network linking
homes and businesses to thousands of data-
bases, technical standards enabling all the

-onsumers could lose interest
in the whulc “It's much more impor-
taat o be right than 1 be it} I exrors do-
lay widespread adoption in this market, the
cost will be enormous.””

Back here in Todayland, interactive shop-

different computers o und one an-

pingisstill

. The major

*duces 'g

to less thart $10 million last year, according
to Mark Bronder, CEO of InfoNow, a pio-
neer in that business. Out of nearly 100 mil-
lion U.S. houscholds, one-third of which
own PCs, only seven million people sub-
scribe 10 interactive services such as
CompuServe, Prodigy, and America On-
line (most Internet users don't connect
from home). Prodigy, which is owned by
IBM and Sears Roebuck, was conceived as
an arena forfinformation, communication,
and direct selling. But after investing nearly
$1 billion, the partners concluded that sub-
scribers prefer exchanging messages to
shopping on. '

That will chang

e as interactive mer-

% chants demonstrate compelling advantages

to consumers. Says Nathan M\hnold‘ a

bearded former” protégé of physicist Ste-
phen Hawking who is Microsoft’s senior
vice president for advanced technology: “In
the carly stages of bootstrapping something
new, it’s yery important to have a unique
sales proposition. One of the mst effective
is a Tower pricy

OINTING THE WAY is€UC In-
ternational, a company in. Stam-
* ford, Connteticut, whose Comp#pe

1U-Card shopping service pro-
nual revenues of some $850
million.“The company's primary-fission is
not 1o sell goods but to provide the infor
mation“péople need to comparison-shop.
CUC maintains databases with detailed in-
formation on some 250,000 products, such
as'cars, TV sets, and air conditioners. In re-
tun for a-$49 annual fee, each of the ser-
vice’s 30 million subscribers gets unlimited
access t the information—usually by dial-
ing an 800 number and speaking to a hu-
man_being who ‘consults ‘the computer
databasé. Those who wish to order prod-
ucts through CUC can do so by phone or
compufer; the Py relays the order to

helpord

propelling direct marketing’s

other,i users de-
fine their needs easily and precisely, and
software that can find what users are seeking
amid countless terabytes of computer files.
Al this would require much more computer
processing and data transmission per trans-
action, which could translate into up-front
costs even higher than Time Warner's.

But the costliest systems of all will be
those that fail o give customers what|they
want.“In the long term the consumers wiil
win because they have all the money,” Says
Steven Johnson, who studies interactivity
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growth are 800 nuntbers, overnight delivery
services, and TV shopping channels—bril-
liant concepts al, but light-years removed
from technology’s leading edge. Most con-
sumers make their purchases in ways that
are more primitive still. Data from the Di-

rect Marketing Association reveal that peo-
Pple place most of their orders by mail, not
phone, and usually pay by cash, check, or
money order, not credit card.

Sales of computer programs via electron-
ic catalogues on compact disks amounted

the Says CEO Walter
Forbes: “This is virtual-reality inventory.
We stock nothing, but we sell everything
CUC is participating in several interactive
tests, including Viacom's in Castro Valley,
and plans to adapt to new merchandising
media as they arise.

For most retailers, who make money by
selling products, not information, interacti-
vity may not produce big cost savings. Con-
sider the case of conventional direct
marketers, who devote some 25% of their
revenues to costs like printing and postage
for catalogues. Interactive networks could
help cut such expenses, but the cost of mak-
continued
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ing glitzy product videos could cat up the
difference. For now, companies participat-
ing in such tests as the Orlando project may
economize by using still photos and footage
left over from commercials. Once interac-
tive marketing becomes a business, though,
viewers accustomed to Hollywood produc-
tion values surely will expect better.

Interactive shopping won't revolutionize
retailing overnight. It will probably take hold
first in nichgs such as recorded music and
software, which can be delivered via digital
transmission, and personal computers, which
often sell through direct marketing. Any-
thing that is merchahdised by TV or cata-
logue today could be sold interactively
tomorrow.

Despite thic high cost and uncertainties, re-
tailers have powerful incentives to embrace
the new medium. While available store space
inthe U.S. hasincreased 4% peryear on aver-
age since 1987, merchants’ sales per square
foot declined at an annual rate of almost 3%.

—_
\Qitallers have powerful
« incentives to embrace
thesew medium. Cne-
" third of the country’s
retailing space may be
superflugus.

L

AS ntuch as one-third of the country's retail-
ing space may be superfludus. Dan Nord-
strom, 31, head of the direct-sales division of ,
Nordstrbm, the Seattle-based chain famed
for personal services, sees an added impera-
tive: “Beople’s time seems to be incrbasingly
i eed to do more of their
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shoppliig from home:
The segments of retailing that are thriving
are those most in touch with a timeless truth:
Success in husiness comes from giving cus-
tomers what they want. The-understanding
that people like saving moncy has propelled
warehouse stores such as Sam’s Club into a
$33-billion-a-year business. When the info-
bahn starts to deliver the combination of ease
of use and buying power that shoppers crave,
it too will take off. Says Stanley Marcus, 88,
the brilliant merchandiser who built Neiman
arcus: “You lose everything if you don't
think like the customer. If customers don't
want 1o get off their butts and go tb your
stores, you've got {0 go to them.” a
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