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· Introduction

Nowadays we live in what could be called the New Economy. There are specialised Stock Exchanges, a new commerce and new habits. The economy is connected by the new technologies, it is the ‘World Wide Economy’. When we talk about the New Economy, we're talking about a world in which people work with their brains instead of their hands. A world in which communications technology creates global competition - not just for running shoes and laptop computers, but also for bank loans and other services that can't be packed into a crate and shipped. A world in which innovation is more important than mass production. A world in which investment buys new concepts or the means to create them, rather than new machines. A world in which rapid change is a constant. A world at least as different from what came before it as the industrial age was from its agricultural predecessor. A world so different its emergence can only be described as a revolution. 

But this new concept (New Economy) is far more ideological than scientific. The New Economy can not survive alone even if it is integrated in the dominant core, such as the USA, Japan or EU; or even in the world economic system at all. We live under the same “old” economy; the system is the same, but now we have different vehicles. 

Since the Industrial Revolution's very beginning the prices are falling supported by technologies which makes the population's well being increment possible. In fact, the New Economy's essence is the communication’s price drop and the large access to a huge amount of information. 

When the communication's price drop process occurs people talk about New Economy. In Eighteenth Century, the new economy subject was the railway. In Nineteenth Century, it was the telegraph and, at its end, the telephone and the automobiles. The Twentieth Century's references have been the aeroplanes and the satellites. The Internet is just the latest episode of these successive new economies. But its success it is understandable in the industrialised world; the Internet is the most important technological change in the latest decades. 

The purpose of this analysis is to discover how much the economy has changed, focusing on the commerce and especially on the Internet Retailing; and to give a specific example of a store-based retailer that followed the current tendency. We are talking about a pioneer company for more than a century and an e-retailing success case, the Barnes and Noble Incorporated. We will analyse its financial reports and compare its figures with the main competitors, in special with Amazon, one of best examples of what should be an e-retailer.

· The Internet Retailing

The retailing is one of the majors revolutions operated by Internet. Now, we have new channels, new ways of making commerce and a new kind of consumers with different necessities – is the “Webolution”.

But, we think it is instructive to note that the Net-skeptics initially argued that the Web would not generate meaningful sales, but would rather appeal primarily to pornography seeking. Now with online sales in the billions, these same skeptics are arguing that profitability will never be achieved and that meaningful sales will only be generated in the computer and media (books, music, videos) categories.

On the other hand the heavy losses incurred by online retailers make us more careful about this matter. The investors thought internet was a gold mine and the situation become similar to a store´s grand opening  when prices are artificially low, promotional activity subsidies, and payroll costs are leveraged by rising sales volumes, enabling the store to achieve a satisfactory economic return.

That is why, an Internet retailer is like a store opened on the outskirts of a city in anticipation of future population growth. Internet retailers are “opening” in a market that is still in the developmental stage, with the customer base expected to more than triple over the next five years. Unlike a terrestrial retailer that opens one store at a time, Internet retailers open an entire chain with worldwide reach, all at once. Consequently, the start-up losses for Internet retailers are much larger and will last longer than for a traditional store. By the way, what is the role played by traditional stores in the Web? What kind of difficulties they face on?

Traditional retailers are faced with the unenviable prospect of investing considerable sums of money into a new channel that is unlikely to be profitable for some time and, if successful, promises to significantly erode the financial performance of these companies store-based operations. However, the risk of allowing an online upstart to establish a strong presence could prove so devastating that it may not be worth taking. This explains the B&N reaction to Amazon´s invasion – they were leaders and they had to respond. Terrestrial retailers are faced in an unproven and unprofitable venture or allowing someone else to blaze the trail. If a store-based retailer moves first in a convincing manner, venture capitalists and online upstarts can be persuaded to look elsewhere for opportunities. Otherwise, Amazon or another competitor may emerge to dominate the online segment and cause the store-based operator to spend far more than originally needed in an effort to assert leadership in the online market.

We believe retailers should either be on the front line – aiming for dominance of their category online – or on the sidelines, avoiding the fray altogether and focusing their energies on maximizing their store-based share. However, all too many store-based retailers have adopted a “middle of the road” strategy that is likely to generate losses without market share leadership, placing them in the precarious position of becoming roadkill on the information superhighway. Many of these chains have operated within retail´s “productivity loop”, whereby market share gain are reinvested in lower prices, higher service and expanded assortments, creating a virtuous cycle that leads to ever-greater levels of market share and profits. Unfortunately, some of these store-based retailers are confronting the spectre of market share losses that could ultimately force a reduction in service and selection, or the raising of prices. These moves could trigger a downward spiral in market share or a “circling the drain” phenomenon, as eroding market share precludes the ability to reinvest in the stores.

Our point of view tell us the Internet “honeymoon” period, characterized by investor euphoria and tolerance of substancial operating losses, will soon devolve into a brutal shake-out. We expect  pricing levels to rise following these skirmishes, moving Internet retailers closer to profitability. The single most important points of differentiation will be marketing and service, as pricing will be neutralized and selections will be fairly broad at most online shops. This attention to service bring us full circle, since the most powerful appeal of the Internet over existing forms of shopping is its ability to provide the consumer with endless amounts of value-added information and a high level of convenience, both critical elements of service.

On a broad scale the hype surrounding the Internet appears to be justified, with its ability to revolutionize communications, entertainment, and commerce just beginning to be realized. Betting against the growth of the Web is like betting against gravity. The revolution is occuring and it is wreaking havoc across a number of industries, a trend that should gain a momentum in coming years. Unfortunately, this is a well-accepted view and is adequately reflected in the valuations of the public Internet retailers. Many investors, particularly individuals, have embraced this “vision thing” and have indiscriminately snapped up shares of ‘.com’ entities. In effect, very few public companies have emerged that appear likely to dominate the online world of retailing. 

There are multiple approaches to conducting commerce over the Web, and its proliferation is continuing. These range from focused commerce sites, to broader-based multi-category approaches or commerce activities there are hybrid. The following are some of the business models that are contenders for the muti-trillion commerce dollars that could potentially move online.

The BAM (Bricks and Mortar) is the traditional presence, a storefront, a banking branch, an auto leadership, or a travel agent’s office. While all these businesses are likely to sustain continued presence, their approach will most likely be transformed in a profound manner.

But the Bam has extended to online (BAM-OLE – BAM Online Extension) because a Web presence for most physical commerce establishments has become mandatory. Most have progressed from denial and resistance to embracing it to varying degrees. This represents an extension of the offline brand to the online world, and in a lot of instances is driven by competitive forces (e.g., Barnes & Noble´s online response to Amazon.com). The experts expects BAM businesses moving online to continue to struggle with issues of channel conflict, as they face the prospect of alienating the current, intermediaries before they have had an opportunity to formulate new ones, where appropriate. This is true for suppliers as well as retailers. For example, Compaq has decided to reach end-users directly in an effort to emulate Dell’s success; Levi’s is selling directly to consumers with its e-commerce service, but is risking alienating key retailers in the process. BAM-OLE’s may, to their detriment, push their Web initiatives less aggressively in difference to existing channel relationships, thereby affording pure online businesses (ECB’s) a first-mover advantage.

A significant number of start-ups have seized the opportunity to set up e-commerce business within specific industry, what the experts called ECB’s (E-Commerce Businesses), such as travel, autos, healthcare, toys, books, and across multiple categories. The value-added proposition is to establish a direct relationship with the customer, squeeze costs out through desintermediation, add a new interactive service dimension, broaden and enhance the customer experience over multiple fronts on a mass scale, and monetize the relationship over time. A number of these models are fraught with low-gross margins and negative operating margins, as they spend today to establish first-mover advantage, scale and branding.

The horizontal portals like ‘AOL’, ‘Yahoo!’, ‘Microsoft’s MSN.com’, and others, have emerged as the leading aggregators of traffic, emanating from and seeking to provide a unique blend of the six ‘C’s’ rule – Content, Community, Connectivity, Communications, Commerce, and Context. These portal models have been driven just by advertising and subscription contributions, but the strategy has changed and nowadays the portals have partnerships with several commerce players to offer specific products and services, while garnering distribution and virtual rent.

There is a symbiotic relationship between portals and the ECB’s, where the area of overlap represents the distribution and branding benefits accruing to the ECB’s in exchange for fees. It is the fervent hope of the ECB’s that, over time, they establish their presence/brand or expand their offerings (as Barnes & Noble as done) to attract traffic directly in large numbers and deliver a compelling experience to entice a customer to stay and return. Its will, in a short-term, is to transform this strategy in a universal rule.

Finally we have the Commerce Facilitators known as players who are spawning “low-touch” business models that do not physically touch the goods, take inventory, or get involved in physical distribution. They act in a unique fashion and truly leverage the scale and interactive power of the Internet. That is why they can potentially be extremely profitable, but it is also true that without the scale, reach and aggregation power of Internet this kind of business would never exist.

As we observed, the e-commerce has various models and after the already announced shake-out period we will see the online evolving along the same lines as the terrestrial world. The characteristics will focus on a more aggressive pricing on big-ticket commodity merchandise, reflecting the customer’s willingness to keep retailers honest by comparison shopping. At matter a fact, we believe customers will continue to favor those sites that provide the most compelling shopping experience, provided the savings at a no-frills site is only a few dollars. However, if these price leaders begin to capture a meaningful share of market, we would expect some companies to quickly lower its prices to squelch any market loss. This is what happened when Barnes & Noble entered the online arena and offered 40% off bestsellers when Amazon was at 30%.

Furthermore, when a company enters in this arena has to take into account both advantages and handicaps. E-retailing was regarded as a superior economic model, with the lower levels of fixed assets and working capital far offsetting the reduced operating margin stemming from buying through distributors. However this rosy view ignored the cost of attracting both new customers and competitors. These factors have caused pricing levels to fall sharply while expenses have surged, reflecting the online retailers’ need to create a more compelling shopping experience. The speed of the site, the quality of the content, and the addition of life telephone support are all elements of improved customer service, but also serve to increase overhead. Meanwhile, the concept of leveraging outside distribution has been supplanted by the desire to offer rapid delivery to consumers, prompting online retailers to cerate their own distribution networks, complete with an extensive inventory commitment. Finally, major advertising campaigns have been launched to spur customer adoption, with costs frequently surpassing revenue levels. 

This high level of marketing spending is not surprising if we recognize that physical stores serve as advertising billboards, occupying high visibility and highly trafficked locations to lure shoppers. In contrast, online retailers must use alternate means of marketing to attract customers to their virtual door, particularly in the nascent stages of online selling. Online advertising, particularly a portal arrangement with an ‘AOL’ or ‘Yahoo!’ essentially mirrors a real estate deal. Retailers are seeking to sew up prime locations in both the physical and virtual worlds, to attract customers and outflank competitors.

Importantly, it is possible that this advertising spending could fall sharply over the time as retailers develop extensive customer lists are able to market directly to their consumers in a low-cost manner. Knowledge of what a customer has bought previously, combined with other personal information, such as birthdays and mailing addresses for friends and family, can bind a shopper to the online seller in ways not possible at most stores, providing the opportunity to reduce broad-based advertising expenditures. Furthermore, auto-replenishment models are being developed in consumable segments, such as online supermarkets and drugstores that may create bonds between the customer that will reduce the need for heavy marketing expenditures.

Beyond their roles as billboards and showrooms, stores are efficient delivery points for most products, providing customers with the opportunity for cost-effective, instant merchandise gratification. It is generally much cheaper to have 1000 customers congregate at a central distribution point than ship 1000 products to 1000 separate locations. As retailers extend their assortments online, this should lead to an increasing average order size, and help absorb shipping costs. While it varies widely according to size and weight, if shipping costs average rises, this implies necessarily an incremental cost for the consumer. 

It is curious to notice that online price is currently below that of store level pricing and most consumers do not pay sales tax on their online purchases, providing even greater savings. Over time, we expect price/performance equation in technology to continue to improve and we expect the direct-to-home model to become increasingly efficient as scale is developed. 

In fact the expenses are typically higher at a store-based retailer than at an online startup, owing to the substantial expenses associated with employing and managing a large workforce of sales associates. Investing in a large base also means that the land-based retailer’s depreciation expenses and pre-opening costs will be higher than at an online operator. However, this advantage is entirely wiped out by the massive marketing and advertising outlays necessary for the online retailer to gain market share. The online retailer, while in startup mode, must also spend aggressively on creating deep proprietary content to secure lasting, or “sticky” market share.

Merchandise margins will improve and will be tenable for leading online retailers that develop internal distribution capabilities to augment third-party fulfillment. Indeed, this is the approach taken by both ‘Amazon.com’ and ‘bn.com’. Furthermore, a major shift should arise partially to sales-driven expense leverage and partially through shifts in marketing strategies. As the online retailers brands become established, it is expected that these companies will focus increasingly on customers’ buying habits and interests as mentioned above. Meanwhile, mass television, billboard and print advertisements should be better leveraged over larger customer base. 

In fact, the online retailing has a great potential in future which will generate new settings. Therefore online economic returns will be heavily influenced by competitive forces, as well as the retailers ability to erect barriers to entry. For example, competitive pressure may mean that the potential for faster inventory turnover online will cause these retailers to keep an ever-rising level of inventory in-stock to provide faster shipping to their customers. Additionally, the faster inventory turnover online may prompt these operators to cut prices, thereby offsetting the benefit of improved asset turnover.

However, if the leading operators are able to establish dominant and defensive competitive positions, a sustainable, superior financial model is possible. These protective barriers will be most clearly manifested through an ability to acquire and retain customers at a vastly lower cost as a result of superior content, service and marketing expertise. These advantages will translate into superior economic returns, provided investors are unwilling to subsidise the less productive online competitors.

Furthermore, it is possible for online leaders to capture 50% or more of their respective online segment, whereas store-based retailers rarely grab more than 20% - 25% of the market. This potential obtains a higher market share stems from the fact that online retailers are more able to be all things to all people. Online assortments are seemingly endless, not limited by local demand of a tight geographic radius around a store. The site can be personalized to the consumer’s desires, making the bond between the customer and site stronger with each trip. In contrast, stores allow tremendous amounts of information to slip through their fingers, thereby limiting their potential appeal. The free flow of information online and the ease of travelling from site to site means that consumers will not be impeded in finding the best place to shop. Furthermore, the fact that the online leader has more customers is not a liability, since there are no long checkout lines (provided the site is functioning). In fact, a busy site is an asset, since far more information can be obtained from other shoppers, particularly through customer product reviews.

This higher market share is also more easily translated across multiple categories than is the case on land. The success Amazon has achieved in bringing customers to drugstore.com by virtue of an aggressive marketing campaign featuring convenient links from its site is a prime example of this view. On land, it is difficult to build a store large enough to be dominant in multiple categories, while not making it overwhelming for the consumer to traipse across the entire store. In contrast, the Internet is ideally suited for this, since the navigation can be every efficient as the shopper drills down into a specific category, either through a menu or a search engine.

One major profit opportunity that has yet to be tapped by most online sellers is the development of an exclusive brand, with a proper attractive merchandise. In fact, the ability to sell exclusive product should be enhanced by the Internet. By combining content and selling in one single site, the Internet facilitates brand-building: merchants can communicate the virtues of the product directly to the consumer without the dilution of the message that typically occurs through the traditional store-based channel. Since customers are frequently in an information-gathering mode when they are online, there is ample opportunity to alter a consumer’s shopping habits. Furthermore, an online retailers proprietary merchandise is warehoused in just a few locations, as opposed to a chain of stores, thereby reducing the markdown risk and making the private label option appear all more attractive.

But there are another opportunities that must be enhanced by Internet retailers. In our point of view, many large items such as refrigerators, couches, as well as products requiring professional installations, are well suited to online selling from a distribution perspective because these are already being delivered to customers homes by store-based retailers. In this area store-based retailers may have a meaningful distribution advantage given their established local delivery network and the exorbitant cost associated with having the product shipped long distances. 

Importantly, the existing distribution infrastucture of most store-based retailers has not proven to be a dramatic advantage. Pick-and-pack distribution used for direct-to-consumer fulfillment requires a considerably different design and skill set than does the bulk-shipping demanded by delivery to store. Consequently, some store-based retailers have had to set up separate distribution for their online business, while others have utilized an outside distributor.

Another benefit of online environment is the capability to provide to buyers of hot-selling items, also applies to those seeking slow-moving obscure merchandise. Both classes of goods are difficult to find in stores leading to a frustrating time-consuming experience. Besides, sometimes the consumer wants anonymity and the Internet is the best  place to have it when buying some kind of products. In contrast, not only are e-tailers able to provide a superior in-stock position, but if the desired product is unavailable, the customer is quickly made aware of this fact, a major time-saver. Additionally, special ordering the product is far more efficient for both the customer and the retailer under this scenario. So, the search tools are powerful weapons working for the facilitation of self-service.

Search tools range from engines that locate items on the basis of keywords entered by customers to hierarchical menus that allow customers to browse on the basis of defined criteria (e.g., a ‘toddler shop’ at an online toy merchant). Executed properly, these search tools facilitate highly efficient self-service. Executed poorly, can lead to a frustrated shopper who searches for a new place to shop. Usually these tolls are based on spelled names but in a short term we believe that the best online retailers will enter merchandise into their searchable databases with indentifiers that extend beyond properly spelled names.

Many online retailers attempt to capitalize on their customers product searches by suggesting merchandise related to the item being sought. Properly programmed, these kinds of recommendations (which are really just the output from an effective relational database) can spur multiple sales, and can help lend authority to a merchant’s site. The key to a properly programmed database is an experienced merchant who can manage the relations between items in the database. Although a overwhelming amount of information is only offset by one simple fact: sometimes we have to navigate through an additional menu to get the other piece of information.

To a certain extent, the many forms of content being employed online reflect the fact that the suitability of different types of content varies with the merchandise being sold. While customer reviews may be great for books, music, and movies, they are not as likely to add too much value to the shopping experience for small-ticket commodity merchandise like toothpaste or socks. The absence of a cookie-cutter approach to utilising content also reflects the fact that the Internet is still an incredibly young retailing medium, where many retailers are experimenting to determine which forms of content work best. Given these issues is very pertinent to judge the role of contents in the driving commerce. We can evaluate it as the Internet base (and e-commerce too) or in this context as a ‘Helpful Advisor’ for consumers managed by retailers. 

The most successful retailers strongly influence the purchasing decisions of their customers. This invisible hand is manifested through the efforts of merchants that decide what product to prominently feature in adds and stores, what items are discounted, and what merchandise is edited out of store’s assortment. However the ability of store-based retailers to communicate intelligent product recommendations to customers is often limited to the placement of product in the store and a rudimentary description. Store real estate is expensive, thus provided the amount of information that can be provided on any particularly product. Sales associate might be accessible, well-trained, and capable of making intelligent product recommendations, but this is more often the exception than the rule. Cross-selling and impulsive buying are often driven by the physical placement in the store. Consumers may be tempted to buy gum because it is located near the checkout register, but most of these opportunities are missed because of the limitations associated with space and the scarcity of capable personnel.

In contrast, the online retailing environment is vastly more conductive to providing extensive detail and insightful recommendations on products. Indeed, the far-broader product assortments offered by many Internet retailers versus store, and catalog-based merchants make having such recommendations argualy more important than in stores, as customers often have to act as their own merchants, sifting through many more buying options for a particular product. While the online equivalents of gum-at-the-checkout exist (e.g., offering small-ticket or add-on merchandise like batteries before being prompted to enter a credit card number), the real power lies in the online merchant´s ability to offer inventive, entertaining, or custom-tailored recommendations to customers.

Concluding, Internet retailing has a lot to grow, various ways to run if it need so, and the ‘.com’ failure can not be associated to it. In a few years e-commerce will be completely implanted in our habits, in some cases it already is, and as we have explained store-based retailers have an important role in its development, such as the merchandise, the inventories, the deliveries and, certainly, the contents.

· Barnes & Noble – From Local Store to Global Store

Barnes & Noble has a rich and colourful history. We will try to tell it, by making a brief chronology.

In 1873 Charles M. Barnes starts a small book business from his home in Wheaton, Illinois. Forty four years later William Barnes, Charle’s son, travels to New York where he and G. Clifford Noble form a partnership. They open a bookstore; the first Barnes & Noble. With the country into Great Depression (in 1932), Barnes & Noble opens a store at the 105 Fifth Avenue, at the corner of Eighteenth Street. In succeeding years, this Barnes & Noble will become the flagship store of the company.

In middle 60’s, Leonard Riggio, an NYU student and a clerk in the university bookstore, has an inspiration. Gathering together his ideas and what money he can, he rents a small storefront, in on Waverly Place in Greenwich Village, and opens a bookstore; he calls it the Student Book Exchange, students call it SBX. In 1971, with his business thriving and expanding (he now owns six college bookstores), Leonard Riggio decides to make a bold move: he acquires the now-faltering Barnes & Noble. Within a few years, he transform the flagship Fifth Avenue store into “The World’s Largest Bookstore”, with 150.000 textbook and trade titles. From the same place he revolutionizes bookselling in 1975. The company is the first to discount books and advertise on television. He introduces store with public seating, restrooms and other amenities. In its spacious children´s departments and other in-store venues, B&N hosts community events, author readings, and performances.

In the end of 80’s, the company acquires B. Dalton Bookseller from Dayton Hudson Corporation. Dalton’s stores are located nationwide, primarily in regional shopping malls. But B&N expands further purchasing the much-respected Scribner’s Bookstores and also acquiring Bookshop/Bookstar, a chain operating in the Southern United States.

The company history is even notable, when we observe its pioneering in 1991 by launching the “super store” concept. These huge locations combine a wide selection of titles with experienced bookselling staff and a warm atmosphere that includes cafes, magazines, community events and well-stocked children’s sections.

1993 is the year when Barnes & Noble goes public. On September 28, stock in the company begins to sell on the New York Stock Exchange; the company symbol is ‘BKS’. Four years later in May, B&N’s subsidary barnesandnoble.com appears its public site in the World Wide Web. In the leisure of their homes, B&N customers can now chose from millions of new and out-of-print titles, bargain books, software, magazines, or simply enjoy chats and other features. In 1999 barnesandnoble.com goes public and has a public offering on NASDAQ raises $468 million, an unprecedented sum for an Internet IPO.

 This move was a response to Amazon.com and to a new market – the online market. When Amazon entered in the market, B&N sales dropped and its managers, habitually pioneers, had to react rapidly to this enormous change operated in commerce. In fact, Amazon’s current main competitor is B&N. In one single year everything changed: from leader and with weak competitors Amazon have had to change its strategy because now the biggest bookselling company was on the same segment.

Barnes and Noble introduction in the online market was a success caused by different factors. They had an example to follow, we are talking about Amazon; a profitable business that made possible this huge investment; and an enormous knowledge about this business (bookselling in general), market and customers. Furthermore, B&N had to grab the opportunity to reach customers in all world. In USA everybody knew their label, but outside people was talking about Amazon.com. It was risky but necessary. Nowadays the online business is not profitable for B&N, but in a couple of years, certainly it will. Sometimes we have to lose to win later. 

As we stated before Barnes & Noble is a BAM-OLE, a store-based retailer that has extended its business to the World Wide Web, but in a certain way it was a start-up company – they opened its “doors” in a new market and to a different kind of customers. They were familiarised to the USA market but they purpose was selling to the entire planet! To accomplish its mission they had to be better than its main competitor which was established and owning a big slice of the market.

For a better understanding we are going to analyse both companies: the profits, the sales, the available products, the competitors, etc. 

- Barnes & Noble Incorporated and Amazon.com, Inc

The principal activities of the Barnes & Noble Group are the sale of books through superstore strategy, mall strategy and its publishing and mail order business. The Company supplies books through direct-mail catalogues; retail sale of trade books generally hardcover and paperback consumer titles, mass market paperbacks such as mystery, romance, science fiction and other popular fiction, children’s books, off-price bargain books and magazines. The Company is a video game and PC entertainment speciality retailer, operating 908 video game and entertainment software stores located in 49 states, the District of Puerto Rico and Guam. As of February 3, 2001 the Company had stores in 148 of the total 210 DMA markets (Designated Market Area). Bookstores accounted for 83% of 2000 revenues and video game and entertainment software stores, 17%. 

The principal activity of the Amazon,com, Inc consists of retailing in books, music, DVDs, videos, consumer electronics, toys, camera and photo items. The Company’s activities also consists of software, computer and video games, tools and hardware, lawn and patio items, kitchen products and wireless products through the most widely known and cited commerce sites on the web. U.S. books, music and DVD/video, the early-state businesses and international are the three segments of the Company. Amazon.com, Amazon.co.uk, Amazon.de, Internet Movie Database, Earth’s Biggest Bookstore and 1-Click are the registered trademarks of the Group. The Company competes with publishers, distributors, manufacturers and physical-world retailers. International sales accounted for 14% of 2000 revenues. U.S. books, music and DVD/video accounted for 61% of 2000 revenues; early-stage businesses and other, 25% and international, 14%. 

Barnes & Noble Incorporated operates within the Book stores sector. This analysis compares Barnes & Noble with three other bookstores: Borders Group Incorporated (2000 sales of $3.27 billion of which 64% was Borders), and Books-A-Million Incorporated (2000 sales of $418.61 million of which 100% was Books). The Amazon´s main competitors are the same as for Barnes & Noble.

During the first calendar quarter of 2001, sales at Barnes & Noble totalled $1.01 billion. This is an increase of 12.9% from the $894.26 million in sales at the company during the first quarter of 2000. During the previous 26 quarters, sales at Barnes & Noble have increased compared with the same quarter in the previous year. 

Sales at Barnes & Noble appear to have some seasonality: during each of the previous 7 calendar years, sales have been highest during the fourth quarter, which has accounted for between 34.2% and 38.0% of the annual calendar year sales. (For the vast majority of American retailers, the last quarter of the year usually has the highest sales). 

During the year ended January of 2001, sales at Barnes & Noble were $4.38 billion. This is an increase of 25.5% versus 2000, when the company’s sales were $3.49 billion. This was the fifth consecutive year of sales increases at Barnes & Noble (and since 1996, sales have increased a total of 121%).
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Barnes & Noble employs 39,000. With sales of $4.38 billion, this equates to sales of US$112,200 per employee. The sales per employee levels at the three comparable companies vary greatly, from US$83,721 to US$306,887, as shown in the following table. Some of the variation may be due to the way each of these companies counts employees (and if they count subcontractors, independent contractors, etc); while Amazon currently employs 9,000. With sales of $2.76 billion, this equates to sales of US$306,887 per employee. This is much higher than the three comparable companies, which had sales between US$83,721 and US$112,200 per employee. Note that some of the figures stated herein could be distorted based on exact classification of employees and subcontractors. 
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Based on Companies Reports
During the first quarter of 2001, sales at Amazon.com totalled $700.36 million. This is an increase of 22.0% from the $573.89 million in sales at the company during the first quarter of 2000. During the previous 13 quarters, sales at Amazon.com have increased compared with the same quarter in the previous year. 

During the year ended December of 2000, sales at Amazon.com were $2.76 billion. This is an increase of 68.4% versus 1999, when the company’s sales were $1.64 billion. This was the fourth straight year of sales growth at Amazon.com. 

Both companies derive almost all of its revenues in its home market of the United States. In 2000, this region’s sales were $2.38 billion for Amazon, which is equivalent to 86.2% of total sales. In 2000, international sales were up 127.2% to $381.08 million. 
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For the 52 weeks ending 27/07/01, the stock of Barnes & Noble was up 80.7% to $37.27. During the past 13 weeks, the stock has increased 17.3%. During the past 52 weeks, the stock of Barnes & Noble has outperformed the three comparable companies, which saw changes between –59.2% and 72.4%. 

In recent years, stock of Amazon.com has performed terribly. In 1999, the stock traded as high as $113.00, versus $12.25 on 27/07/01. For the 52 weeks ending 7/27/01, the stock of this company was down 59.2% to $12.25. During the past 13 weeks, the stock has fallen 19.8%. During the past 52 weeks, the stock of Amazon.com has performed significantly worse than the three comparable companies, which saw changes between –25.3% and 80.7%. 

	Company
	52 Weeks Price Change

	Barnes & Noble
	80,70%

	Borders Group Incorporated
	72,35%

	Amazon.com, Inc
	-59,17%

	Book A-Million Incorporated
	-25,34%


On the $4.38 billion in sales reported by B&N in 2001, the cost of goods sold totalled $3.17 billion, or 72.4% of sales (i.e., the gross profit was 27.6% of sales). This gross profit margin is lower than the company achieved in 2000, when cost of goods sold totalled 71.2% of sales. The gross margin in 2001 was the lowest of the previous five years (in 1997, the gross margin had been as high as 35.9%). 

On the $2.76 billion in sales reported by Amazon in 2000, the cost of goods sold totalled $2.02 billion, or 73.2% of sales (i.e., the gross profit was 26.8% of sales). This gross profit margin is better than the company achieved in 1999, when cost of goods sold totalled 80.0% of sales. 
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Based on Companies Reports
The Barnes & Noble´s earnings before interest, taxes, depreciation and amortization (EBITDA) were $385.42 million, or 8.8% of sales. This EBITDA to sales ratio is roughly on par with what the company achieved in 2000, when the EBITDA ratio was 9.6% of sales. The three comparable companies had EBITDA margins that were all less (between –9.3% and 8.1%) than that achieved by Barnes & Noble. 

The Amazon´s EBITDA was -$257.34 million, or –9.3% of sales. This EBITDA margin is better than the company achieved in 1999, when the EBITDA margin was equal to –21.1% of sales. All three comparable companies had positive EBITDA margins, while Amazon.com had a negative margin. 
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Based on Companies Reports

In 2001, earnings before extraordinary items at Barnes & Noble were -$51.97 million, or –1.2% of sales. This profit margin is lower than the level the company achieved in 2000, when the profit margin was 3.7% of sales. 

The company’s return on equity in 2001 was –6.1%. This was significantly worse than the 19.0% return the company achieved in 2000. (Extraordinary items have been excluded).

 In 2000, earnings before extraordinary items at Amazon.com were -$1.41 billion, or –51.1% of sales. This profit margin is lower than the level the company achieved in 1999, when the profit margin was –43.9% of sales. The company has reported losses before extraordinary items for each of the past 4 years. The company’s return on equity in 2000 was –527.7%. This was significantly worse than the –514.8% return the company achieved in 1999. (Like above extraordinary items have been excluded). 
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Based on Companies Reports

During the first quarter of 2001, Barnes & Noble reported a loss per share of $0.18. The company also reported losses during the first quarter of 2000, of $0.07 per share. 

Barnes & Noble reports profits by product line. During 2001, the itemized operating profits at all divisions were $240.66 million, which is equal to 5.5% of total sales. Of all the product lines, Bookstores had the highest operating profits in 2001, with operating profits equal to 6.5% of sales. (This product line is the largest at Barnes & Noble, and accounted for 83% of sales in 2001). Video Game and Entertainment Software Store had the lowest operating profit margin in 2001, with the operating profit equal to only 0.8% of sales. 

During the 12 months ending 31/03/01, Amazon has experienced losses totalling $3.75 per share. These 12 month earnings are greater than the earnings per share achieved during the calendar year ending last December, when the company reported earnings of –4.01 per share. Note that the earnings number includes a $.03 pre-tax charge Sep 2000, $.01 pre-tax charge Jun 2000 and $.01 pre-tax charge Mar 2000. 

These figures have showed Barnes & Noble stability comes from its land-based stores. Amazon has less employees and inferior expenses but its weakness is based on the online market. Altough, the Amazon´s stock price is higher than B&N´s, but it have had a huge decrease. In fact, this market is still fragile and the NASDAQ´s recent losses are proving it. As we said along this analysis, the market has suffered a boom but this field still has up and downs like a lot of possible ways to explore. It is a business, as the others in general, which the investors and managers need to have vision, intuition, and to try their luck in special, because this is a new business and we know everything that is new cause a suspicious situation. We believe in the online´s, and specially in e-retailing´s future but we have to admit: it is a risky and peculiar business.
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