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Love letters From Silicon Valley
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Silicon Valley nurtured many transportation internet schemes but what’s happening there now? Thea Grigsby is there
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BOX TEXT

Thea Grigsby is managing partner of JumpStart Partners, which provides marketing services to e-commerce transportation companies, hardware and software companies. http://www.jumpstartpartners.com
BODY

Since the downfall of many of the dot.coms, you are probably thankful to see fewer people with laptops and presentations on your company’s doorstep.

As someone who has been a part of Silicon Valley for 20 years, I wanted to share my perspective, particularly as it pertains to the transportation industry.

Since the first of the year thousands start-ups have failed, hundreds of which were in the transportation industry.  So, why did so many fail?  

SUBHEAD

The story

It was beginning to be apparent late last year when many internet startups did not meet their forecasts. For the past few years, anyone with a good idea in the Valley could eventually get funding.  

Venture capitalists were swamped with cash from stock profits and started lowering their standards for investment.  For example, VCs invested over $300 million in online pet food stores; all have failed or been bought out for pennies on the dollar by brick and mortar companies. 

Additionally, in the past few years, VCs and financial institutions rushed dozens of unprofitable companies to IPOs.  These companies’ stocks had no place to go but down after the hype settled. (Investors are currently suing many of these companies, by the way.) 

We almost had ourselves a Ponzi scheme, where profits from over-inflated stock prices funded more startups which could in turn be rushed to market to create more over inflated stock prices, again, and again.

Another factor that contributed to the dot.com shakeout was online stock trading.  Day traders and private investors on internet stock trading sites whipped the markets into a frenzy by causing stock prices to rise to substantially more per share than their true value. 

Everyone got into it, even Wall Street professionals.  A plumbing supply company, which was mistaken for a hot internet company with a similar stock symbol, made millions in one day.  Clearly, the bubble was large and full of hot air manufactured by the Internet financial sites.  
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Bush caused the recession

To add to the confusion, the Bush administration came into office in January 2001, and wanted to push a tax cut to its benefactors; in Texas this is known as having to “dance with them that brung you.”  

In order to legitimize the tax cut, the Bush administration announced that the economy was in bad shape.  At the time it wasn’t, but voila, the U.S. responded to the overpriced stock market by uniformly panicking; a self-fulfilling prophecy. 
American panic was so widespread that we put the brakes on consumer spending and obliged Bush with a recession.

So if transportation is truly a global marketplace, why did so many e-transportation companies fail?  Did they succumb to the problems in the U.S. marketplace or did they have their own shortcomings?
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Transportation.com

I believe that if you analyze e-transportation companies, you will find several basic reasons for their demise.  Yes, the weakened condition of the U.S. economy made it more difficult for struggling firms to find funding, but if the basic premise for a company is still viable, and potential customers are chomping at the bit its services, no red-blooded VC will turn down a good deal.  

After all, there is still $50 billion in VC capital in the U.S. not earmarked for specific investment.  

More importantly many of the transportation dot.coms that failed, suffered from their own shortcomings.  Bad business models and internal problems in these startups are to blame.

Many of the new internet business models, such as virtual marketplaces and exchanges, while clearly beneficial on paper, did not take into account the specific characteristics and business practices of the transportation industry, and therefore were doomed.  

Some new business models, such as the virtual marketplaces, assumed transportation providers would bid against each other openly for potential accounts.  Transportation providers uniformly balked at participation in marketplaces that produced downward price pressures and commodities their services.  

Other virtual marketplaces did not take into account current transportation business practices and disintermediated the transportation provider from the customer and/or regular business partners. Some startups changed their business model so many times that potential customers simply got confused and lost interest. 

It became so difficult to keep track of what these new e-transportation companies offered that periodicals resorted to building charts like scorecards to keep track of them.  

No one can deny the power of the internet to improve communications and bring an industry together, especially global ones such as transportation, but any industry, especially one as entrenched in tradition as transportation cannot be expected to change overnight.  
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Why things went wrong

On one hand, e-transportation startups that required rapid change in business practices to succeed were unsuccessful.  Technical experts flooded conference rooms with techno-babble and not transportation-speak. 

On the other hand, startups founded by ex-transportation alumni were technologically weak and notoriously full of “vapourware” solutions which did had not actually been built. 

Companies less than one year old and unprofitable were preaching to generations of transportation veterans without really understanding the business of transportation.

Technical problems also abounded. Many transportation companies were suspicious of posting or sharing important information with business partners in internet marketplaces.  Others, with weak MIS departments, had no way to access legacy databases and share timely information other than via fax.  Some countries lacked sufficient internet bandwidth to make change productive and affordable. 

All in all, many transportation startups simply overstated the value proposition they offered and understated the time, effort and costs involved to justify change.  Transportation companies wisely chose not to risk mission critical business practices to novices.
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So what is left?

The competent startups are getting by on their own cash flow.  Others have regrouped, combined forces and re-launched under yet another new name.  Some simply vanished leaving only bankruptcy auctions of thousands of used PCs, servers and office equipment.  Great office space is cheap, even in San Francisco, and exorbitant property values are on the decline.  

Still, with all the uncertainty, many Silicon Valley veterans see the signs of life returning in September 2001, and big Valley stalwarts hiring again in January 2002.  U.S. productivity is on the rise, and inventories are declining.

Today, the e-transportation startups that survive can take lessons from the past.  Build a strong value proposition.  Clearly convey it to the potential customers.  Develop a path to success with strong technology solutions that are easy to use.  Provide clean execution with minimal disruption of current business practices, and listen more to your customer.  

For transportation companies choosing e-transportation solutions today, only select companies who are fiscally sound or who have brick and mortar partners who help ensure success.  Make sure the technology is ready for “prime time” and that the company owns and maintains its own software code.  

Be certain that the new technology offers a clear and consistent service that you can integrate into your current business without disruption.  Make sure the technology is easy to use with minimal support and drive a hard bargain on pricing.  

Even though technology shifts can be difficult, if you manage changes correctly, the increase in information accessibility and productivity for your organization will give you a competitive edge and allow you to manage for increased profitability.

Although the past few years are marked by experimentation and failure of many e-transportation companies, ultimately technology must link transportation providers to the infinite demands of the global supply chain.  Be on the lookout for the next round of presentations on your doorstep in the near future.  
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Glossary

VC – Venture Capitalists.  The private investment firms that fund startups with capital from wealthy private investors and large institutions.

IPO – Initial Public Offering.  The debut of a company on the stock market.  The first point at which VCs and founders stock can be liquid in the U.S.

Exchange – An Internet business model that matches buyers and sellers together. Company revenue is usually based on a transaction fee or subscription.

Disintermediate – to cut out an intermediate in a business process or sale.

Vaporware – Software that does not exist but is being promoted to customers as though it does exist.

Legacy Database – Older databases that hold important company information but are out of date and difficult to access

Brick & Mortar Company – A company that has products and offices independent of the Internet

Ponzi Scheme – Named after Charles Ponzi, a fraudulent investment scheme in which returns are paid to earlier investors, entirely out of money paid into the scheme by newer investors. 

