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Preface

Electronic commerce, the topic of this book, has grown rapidly, with companies like Facebook,
Google, Pinterest, LinkedIn, Uber, Alibaba Group, and Amazon.com setting new levels of
performance every year.

Electronic commerce (EC) is a business model in which transactions take place over elec-
tronic networks, mostly the Internet. It includes the process of electronically buying and sell-
ing goods, services, and information. Certain EC applications, such as online buying and
selling stocks and airline tickets, are reaching maturity, some even exceeding non-Internet
trade volume. However, EC is not just about buying and selling; it also is about electronically
innovating, communicating, collaborating, and discovering information. It is about e-learning,
e-customer service, e-government, social networking, problem-solving, and much more. EC is
having an impact on a significant portion of the world, affecting businesses, professions, trade,
and, of course, people. It is undoubtedly improving our quality of life.

A most important development in EC since 2014 is the phenomenal growth of social net-
work services, especially Facebook, Google+, and Twitter. Also impressive is the trend toward
conducting EC via mobile devices. Another major development is the global expansion of EC,
especially in China, where you can find the world’s largest EC company. In addition, attention
is given to artificial intelligence and its applications and to smart commerce as well as to the
use of analytics and big data to enhance EC. Finally, some emerging EC business models are
transforming industries (e.g., travel, banking, fashion, and transportation).

In the ninth edition (2017-2018), we bring forth the latest trends in e-commerce, including
smart commerce, social commerce, social collaboration, shared economy, innovations, and
mobility.

What's New in This Edition?

The following are the major changes in this edition:

New Chapters

1. Smart (intelligent) commerce (Chap. 7) is emerging as an important development.
2. EC Strategy, Globalization, SMEs, and Implementation (Chap. 14) replaces Chaps. 13 and
14 in the eighth edition.

e Chapters with major changes:

Chapter 5 includes two new sections about sharing economy and e-health. Also, completely
upgraded was the P2P section. The topic of collaborative commerce was transferred to
Chap. 4.

Chapter 6 was streamlined for m-commerce activities and applications. Several sections
were transferred to new Chap. 7. Much attention is given to mobile apps.
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Chapter 10 (old Chap. 9) is concentrating on marketing and advertising in EC instead of
online behavior. Chap. 12 (EC payment) was completely restructured with major atten-
tion given to digital currencies.

Chapter 13 (EC order fulfillment) was reorganized and updated to include robotics, 3D
printing, and drones.

New Topics

Many new topics were added in all chapters, while obsolete topics were deleted.

Here is a small sample of new topics: the changing retailing landscape, virtual reality appli-
cations, robot advisors, chatbots, virtual personal assistants, fitness trackers, Nest (of Google),
augmented reality application, fake content, Internet of things (IoT) applications, Pokemon
GO craze, drop-shipping, ransomware, 3D printing for mass customization, robots in EC
warehouses, drones and robots for deliveries, and new advertisement methods.

New Cases
We replaced more than 20 cases (e.g., new cases: Airbnb, Uber, Costco global payments,
Bitcoin, money transfer via smartphones in Africa, Instagram, and Pokemon GO).

To emphasize the importance of security in EC, ransomware and DDoS attack cases are
added.

New Coauthor

Dr. Jon Outland is bringing considerable expertise in the area of e-marketing.

The Book’s Learning Objectives (Learning Outcomes)
Upon completion of this book, the reader will be able to:

1. Define all types of e-commerce systems and describe their major business and revenue
models, drivers, and benefits.
2. Describe all the major mechanisms that are used in executing e-commerce.
3. Describe all methods and models of selling products and services online from business to
individual customers.
4. Understand all online business-to-business activities, including selling, procurement, auc-
tions, and collaboration.
5. Describe EC activities other than selling online, such as e-government, e-learning/e--
training, e-health, and sharing economy.
6. Describe the importance of mobile commerce and its content and implementation.
7. Describe the major applications of artificial intelligence in EC.
8. Describe social networks, social customers, and social software as facilitators of social
commerce.
9. Describe the landscape of social commerce applications, including social shopping and
advertising, social CRM, social entertainment, and crowdsourcing.
10. Describe social enterprise systems.
11. Describe the connected e-commerce and Internet of things and its smart applications.
12. Understand online consumer behavior.
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13. Describe marketing and advertising in the Web environment.

14. Describe security issues and their solutions in e-commerce, including EC fraud protection.

15. Describe the use of e-payments, including mobile payments, and digital currency in
e-commerce.

16. Understand order fulfillment in e-commerce and its relationship to supply chain
management.

17. Understand e-commerce strategy and describe its process and steps, including justifica-
tion, planning, implementation, and assessment.

18. Describe the global aspects of e-commerce.

19. Explain the issues of using e-commerce by small- and medium-sized companies.

20. Understand the ethical, legal, social, and business environments within which e-commerce
operates.

Features of This Book

Several features are unique to this book.

Most Comprehensive EC Textbook

This is the most comprehensive EC textbook available. It covers more topics than any other
text, and it provides numerous examples and case studies as well as hundreds of links to
resources and references.

Managerial Orientation

e-Commerce can be approached from two major perspectives: technological and managerial.
This text uses the second approach. Most of the presentations are about EC applications and
their implementation. However, we do recognize the importance of the technology; therefore,
we present the essentials of security in Chap. 12 and the essentials of infrastructure and sys-
tems development in Chaps. 2 and 14. We also provide some detailed technology material in
the five online tutorials on the book’s website (affordable-ecommerce-textbook.com).
Managerial issues are also provided at the end of each chapter.

Experienced Coauthors and Contributors

In contrast to other EC books written by one or two authors who claim to be polymaths, we
have a diversified global team of authors who are experts in a variety of fields, including an
expert on e-marketing and a senior consultant of an e-commerce-related company. All contri-
butions were copyedited to assure quality and uniformity.

Real-World Orientation

Extensive, vivid examples from large corporations, small businesses from different industries
and services, governments, and nonprofit agencies from all over the world make concepts
come alive. These examples, which were collected by both academicians and practitioners,
show the students the capabilities of EC, its cost and justification, and the innovative ways
corporations are using EC in their operations.
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Solid Theoretical Background and Research Suggestions

Throughout the book, we present the theoretical foundations necessary for understanding EC,
ranging from consumer behavior to the economic theory of competition. Furthermore, we
provide many website resources, numerous exercises, and extensive references and links to
supplement the theoretical resources.

Most Up-to-Date and Current Topics

This book presents the most current topics relating to EC, as evidenced by the many citations
from 2015, 2016, and 2017. Finally, we introduce some of the most promising newcomer com-
panies to e-commerce such as Instagram, Line, Waze, Volusion, Uber, Airbnb, and Shopify.

Social Media and Commerce

In addition to the two full chapters on this topic, we present EC social media and commerce
topics in all chapters.

Integrated Systems

In contrast to other EC books that highlight isolated Internet-based systems, we emphasize
integrated systems that support the entire life cycle of e-commerce. Social network-based
systems are also highlighted, as are the latest developments in global EC, mobile commerce,
and mobile apps.

Global Perspective

The importance of global competition, partnerships, and trade is increasing rapidly. EC facili-
tates exporting and importing, the management of multinational companies, and electronic
trading and payments around the globe. International examples are provided throughout the
book. The world’s largest e-commerce company, the Alibaba Group, is featured in Chap. 4.
Our authors and contributors are from the United States, Macau (China), Korea, Taiwan,
Brazil, and the Philippines. Examples and cases presented are from over 20 countries. Cross-
border EC is discussed in several chapters, including money transfers.

Small- and Middle-Sized Companies

Throughout the book, we provide discussions and examples of small- and middle-sized com-
panies in addition to the large ones.

The Public Sector

In numerous places, we cover the topic of e-commerce in governments and other public and
not-for-profit organizations. We added the use of Al-based systems in these organizations.
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Interdisciplinary Approach

e-Commerce is interdisciplinary in nature, and we illustrate this throughout the book. Major
EC-related disciplines include accounting, finance, information systems, marketing, manage-
ment, operations management, and human resources management. In addition, some nonbusi-
ness disciplines are touched upon, especially public administration, computer science,
sociology, engineering, psychology, political science, and law. Economics also plays a major
role in the understanding of EC.

EC Failures and Lessons Learned

In addition to EC success stories, we also present EC failures and, wherever possible, analyze
the causes of those failures with lessons learned (e.g., in the opening case to Chap. 16).

Online Tutorials

We provide five technology-related online tutorials (instead of 12 in EC2012).
The following tutorials are not related to any specific chapter. They cover the essentials of
EC technologies and provide a guide to relevant resources:

T1—eCRM

T2 —EC technology: EDI, Extranet, RFID, and cloud computing
T3 —business intelligence and analytics, data, text, and Web mining
T4 —competition in cyberspace.

T5 —e-collaboration

The tutorials are available at affordable-ecommerce-textbook.com.

User-Friendliness

While covering all major EC topics, this book is clear, simple, and well organized. It provides
all the basic definitions of terms as well as logical and conceptual support. Furthermore, the
book is easy to understand and is full of real-world examples that keep the reader’s interest.
Relevant review questions are provided at the end of each section so the reader can pause to
digest the new material.

Links, Links, Links, and References

In this book, the reader will find several hundred links to useful resources supplementing all
topics and providing up-to-date information. Note: With so many links, some may change over
time. Also, you will find numerous references (e.g., about 200 in the new Chap. 7).

Other Outstanding Features

1. Five to ten topics for individual discussions and seven to twelve class discussion and debate
issues are available in each chapter.
2. A class assignment that involves the opening case is available at the end of each chapter.
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3. A class assignment that requires watching one or more short videos (3 to 10 min) about a
certain technology or a mini case, followed by questions or some other student engagement,
is included.

4. Videos related to specific topics are suggested in the text, some related to cases.

Over 100 real-world examples on specific topics and subtopics are used.

6. Learning objectives for the entire book are provided in this preface.

e

Organization of the Book

The book is divided into 15 chapters grouped into five parts.

Part 1: Introduction to e-Commerce and e-Marketplaces

In Part 1, we provide an overview of today’s business environment as well as the fundamentals
of EC and some of its terminology (Chap. 1). A discussion of electronic markets and their
impacts is provided in Chap. 2, where special attention is given to EC mechanisms ranging
from traditional shopping carts to social networks. We also introduce augmented reality and
crowdsourcing platforms for EC in this chapter.

Part 2: E-Commerce Applications

In Part 2, we describe EC applications in three chapters. Chapter 3 addresses e-tailing and
electronic service industries (e.g., e-travel, e-banking) as they relate to individual consumers.
In Chap. 4, we examine the major B2B models, including online auctions, online trading,
e-procurement, online marketplaces, and collaborative commerce. In Chap. 5, we present sev-
eral innovative and emerging applications, such as e-government, e-learning, sharing econ-
omy, and P2P. A new section is dedicated to shared economy applications.

Part 3: Emerging EC Platforms

Chapter 6 explores the developing applications in the world of wireless EC (m-commerce,
l-commerce, and pervasive computing). Chapter 7 is new. It introduces the topic of artificial
intelligence chatbots, virtual personal assistants, and Internet of things in e-commerce. In
Chap. 8, we explore the world of social media marketing and social CRM. Chapter 9 covers
enterprise social networks, crowdsourcing, and some social media applications.

Part 4: EC Support Services

There are four chapters in this part. Chapter 10 is dedicated to online consumer behavior, mar-
ket research, e-marketing methods, and e-advertising. Chapter 11 begins with a discussion of
the need to protect EC systems. It also describes various types of attacks on e-commerce sys-
tems and their users, including fraud, and how to minimize these risks through appropriate
security protection programs. The chapter also deals with the various aspects of cyberwars.
Chapter 12 describes major EC payment issues and methods including mobile payments and
digital currencies. Chapter 13 concentrates on order fulfillment, supply chain improvement,
the role of 3D printing in mass customization, robots in EC warehousing and fulfillment, and
the role of drones in delivery.
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Part 5: E-Commerce Strategy and Implementation

Chapter 14 discusses the process of EC strategy and strategic issues in implementing EC
including justification and cost—benefit analysis and systems acquisitions and developments.
The chapter also presents global EC and EC for small businesses. Chapter 15 deals with legal,
ethical, and societal issues concentrating on regulatory issues, privacy, and green IT.

Learning Aids

The text offers the student a number of learning aids:

Chapter Outlines. A listing of the main headings (“Content”) at the beginning of each
chapter provides a quick overview of the major topics covered.

Chapter Learning Objectives. Learning objectives at the beginning of each chapter help
students focus their efforts and alert them to the important concepts to be discussed.
Additionally, note the newly added learning objectives for the entire book.

Opening Cases. Each chapter opens with a real-world example that illustrates the impor-
tance of EC to modern corporations. These cases were carefully chosen to call attention to
some of the major topics to be covered in the chapters. Following each opening case is a
short section titled “Lessons Learned from the Case” that relates the important issues in the
case to the forthcoming content of the chapter. Finally, questions for the case are provided
at the end of each chapter.

EC Application Cases. In-chapter cases highlight real-world problems encountered by
organizations as companies develop and implement EC. Questions follow each case to help
direct the student’s attention to the implications of the case material. Also, the cases deal
with organizational problems and their solutions.

Real-World Examples. Dozens of examples illustrate how EC concepts and tools are
applied. These are usually linked to detailed descriptions and sources.

Figures and Tables. Numerous eye-catching figures and tables extend and supplement the
text presentation.

Review Questions. Each section in each chapter ends with a series of review questions about
that particular section. These questions are intended to help students summarize the concepts
introduced and digest the essentials of each section before moving on to another topic.
Glossary and Key Terms. Each key term is defined in the text when it first appears. In
addition, an alphabetical glossary of key terms appears at the end of the book, with a page
reference to the location where the term is discussed.

Managerial Issues. At the end of every chapter, we explore some of the special concerns
managers face as they prepare to do business in cyberspace. These issues are framed as
questions to maximize the readers’ active participation.

Chapter Summary. The chapter summary is linked one-to-one with the learning objectives
introduced at the beginning of each chapter.

End-of-Chapter Exercises. Different types of questions measure the students’ comprehen-
sion and their ability to apply the learned knowledge. Discussion Questions by individual
students are intended to challenge them to express their thinking about relevant topics.
Topics for Class Discussion and Debates promote dialogs and develop critical thinking
skills. Internet Exercises are challenging assignments that require students to surf the
Internet and apply what they have learned. Over 250 hands-on exercises send students to
interesting websites to conduct research, learn about applications, download demos, or
research state-of-the-art technology. The Team Assignments and Projects are thought-
provoking group projects designed to foster teamwork.

Closing Cases. Each chapter ends with a comprehensive case, which is presented some-
what more in depth than the in-chapter EC application cases. Questions follow each case
relating the case to the topics covered in the chapter.
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Supplementary Materials

The following support materials are also available:

e The Instructor’s Manual, written by Jon Outland, includes answers to all review and
discussion questions, exercises, and case questions.

e Test bank which was prepared by Jon Outland is available to support this text.

* The PowerPoint Lecture Notes highlight the important areas and are related to the text
learning objectives. These are initially prepared by Judy Whiteside and updated to this edi-
tion by Jon Outland.

Companion Website: affordable-ecommerce-textbook.com

The book is supported by a companion website that includes:

¢ Five online tutorials

Content Contributors
The following individuals contributed material for this edition:

* Linda Lai provides material to Chaps. 8 and 14.

e Fabio Cipriani contributed his eCRM and social CRM slides to Chaps. 1 and 8.

e Judy Whiteside updated material in several chapters and conducted supporting research.

e Ivan C. Seballos II contributed the new illustrations and helped in updating several chapters.
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Learning Objectives

Upon completion of this chapter, you will be able to:
1. Define electronic commerce (EC) and describe its various categories.
Describe and discuss the content and framework of EC.
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Describe the drivers of EC.
Discuss the benefits of EC to individuals, organizations, and society.
Discuss social computing.
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OPENING CASE
HOW STARBUCKS IS CHANGING TO A DIGITAL AND SOCIAL ENTERPRISE

Starbucks is the world’s largest coffee house chain, with 23,768 retail stores (July 17, 2016; see news.starbucks.com/
uploads/documents/AboutUs-Company_Timeline-Q42015.pdf). Many people view Starbucks as a traditional store where
customers drop in, place an order, pay for coffee or other products, consume their choices in the store, and go on about their
business. The opposite is actually true. Starbucks is turning itself into a digital and social company.

For a long time, Starbucks was known to be appealing to young people because of the free Wi-Fi Internet access provided
in its US and Canadian stores. However, lately, the company has embarked on several digital initiatives to become a truly
tech-savvy company.

The Problem

Starting in 2007, the company’s operating income declined sharply (from over $1 billion in 2007 to $504 million in 2008 and
$560 million in 2009). This decline was caused not only by the economic slowdown but also by the increased competition
(e.g., from Green Mountain Coffee Roasters), which intensified even during the recession. Excellent coffee and customer
service helped, but only in the short run. A better solution was needed.

Starbucks realized that better interaction with its customers was necessary and decided to solve the problem via
digitization.

The Solution: Going Digital and Social

Today, Starbucks considers itself as a technology company. Its CEO and major executives come from pure technology com-
panies! (See La Monica 2015). In addition to traditional measures to improve its operation and margin, the company resorted
to electronic commerce, meaning the use of computerized systems to conduct and support its business. The company
appointed a senior executive with the title of Chief Digital Officer to oversee its digital activities. It also created the Digital
Venture Group to conduct the technical implementation and maintenance. For details, see Sung (2014).

The Electronic Commerce Initiatives

Starbucks deployed several e-commerce projects; the major ones follow.

Online Store

Starbucks sells many of their products online at store.starbucks.com. These offerings include coffee, tea, and Starbucks
equipment and merchandise. The store has been in operation for years, using a typical shopping cart (called My Bag), but in
August 2011, the company completely redesigned the webstore to make shopping more convenient and easy. In addition,
customers (individual or companies) can schedule deliveries of standard and special items. Customers can order rare and
exquisite coffee that is available only in some US stores. Finally, online customers get exclusive promotions.

The eGift Card Program
Customers can buy Starbucks customized gift cards digitally (e.g., a gift card for a friend’s birthday is auto delivered on the
desired date). Payments can be made with a credit card, through PayPal, or the Starbucks app for mobile devices. The gift
card is sent to the recipient via e-mail or postal mail.

The recipients can print the card and go shopping at a Starbucks physical store and transfer the gift amount to their
Starbucks’ card or to a Starbucks electronic gift card (see starbucks.com/card).

Loyalty Program
Like airlines and other vendors, the company offers a loyalty program (My Starbucks Rewards). Those who reach the gold
level receive extra benefits. The program is managed electronically.


http://news.starbucks.com/uploads/documents/AboutUs-Company_Timeline-Q42015.pdf
http://news.starbucks.com/uploads/documents/AboutUs-Company_Timeline-Q42015.pdf
http://store.starbucks.com
http://starbucks.com/card
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Mobile Payments

Customers can pay at Starbucks stores with prepaid (stored value) cards, similar to those used in transportation, or pay from
their smartphones using the Starbucks mobile app. Payment is made by selecting “touch to pay” and holding up the barcode
on the device screen to a scanner at the register. The system is connected automatically to a debit or credit card. The system
works only in company-owned stores (2016). The mobile payment is connected with the loyalty program. Over 25% of all
purchases in 2016 were made with mobile payments.

Social Media Projects

Starbucks realized the importance of social media that uses Internet-based systems to support social interactions and user
involvement and engagement (Chap. 7). Thus, it started several initiatives to foster customer relationships based on the
needs, wants, and preferences of its existing and future customers. The following are some representative activities. The
company develops their social relationship marketing via social media (Samuely 2015b).

Exploiting Collective Intelligence

My Starbucks Idea (mystarbucksidea.force.com) is a platform in which a community of over 300,000 consumers and
employees can make suggestions for improvements, vote for the suggestions, ask questions, collaborate on projects, and
express their complaints and frustrations. The community generated 70,000 ideas in its first year, ranging from thoughts on
the company’s reward cards and elimination of paper cups to ways to improve customer service. The site also provides sta-
tistics on the ideas generated, by category, as well as their status (under review, reviewed, in the works, and launched). The
company may provide incentives for certain generated ideas. For example, Starbucks offered $20,000 in prizes for the best
idea concerning the reuse of its used coffee cups. This initiative is based on the technology of collective intelligence, also
known as crowdsourcing (see Chaps. 2 and 8), and is supported by the “Ideas in Action” blog. This blog is written by
employees who discuss ideas submitted to blogs.starbucks.com/blogs/Customer.

Starbucks’ Activities on Facebook

Starbucks maintains a strong social media presence on Facebook (facebook.com/Starbucks/), with over 36 million “likes”
(as of February 2017). The company uploads videos, blog posts, photos, promotions, product highlights, and special deals.
The millions of people who “like” Starbucks on Facebook verify that the company has one of the most popular fan pages (see
current statistics at (fanpagelist.com and at facebook.com/Starbucks/). Starbucks offers one of the best online marketing
communication experiences on Facebook to date as well as mobile commerce engagements. Starbucks posts diversified
information on its Facebook page, whether it is content, questions, or updates. The company also advertises on its Facebook
page (e.g., contests, events, new products).

Starbucks’ Presence on LinkedIn and Google+

Starbucks has a profile on LinkedIn site with over 767,000 followers (February 2017). It provides business data about the
company, lists new hires in managerial positions, and advertises other available jobs. Starbucks is also active on Google+. It
provides business data about the company, shows employee profiles, and advertises available jobs. Note that Starbucks is
regularly assessing the cost-benefit of advertising on social networks.

Starbucks’ Activities on Twitter

In February 2017, Starbucks had over 11.9 million followers (follow @starbucks) on Twitter (twitter.com/starbucks).
Whenever the company has some new update or marketing campaign, the company posts a tweet (e.g., discounted drinks).
By October 2013, Starbucks was the number one retailer to follow on Twitter. In November 2013, Starbucks gave away a $5
gift certificate to 100,000 customers who tweeted a coffee to one of their friends or followers (see blissxo.com/free-stuff/
deals/cash-back-and-rebates/free-500-starbucks-gift-card).

Starbucks’ Activities on YouTube, Flickr, Pinterest, and Instagram

Starbucks has a presence on both YouTube (youtube.com/Starbucks) and Flickr (flickr.com/groups/starbuckscoffeecom-
pany), with a selection of videos and photos for viewing. It also runs advertising campaigns there. Finally, Starbucks has
about 13.1 million followers (February 2017) on the photo-sharing company Instagram (instagram.com/Starbucks).


http://mystarbucksidea.force.com
http://blogs.starbucks.com/blogs/Customer
http://facebook.com/Starbucks/
http://fanpagelist.com
http://facebook.com/Starbucks/
http://twitter.com/starbucks
http://blissxo.com/free-stuff/deals/cash-back-and-rebates/free-5oo-starbucks-gift-card
http://blissxo.com/free-stuff/deals/cash-back-and-rebates/free-5oo-starbucks-gift-card
http://youtube.com/Starbucks
http://flickr.com/groups/starbuckscoffeecompany
http://flickr.com/groups/starbuckscoffeecompany
http://instagram.com/Starbucks
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Starbucks Digital Network

When customers are at Starbucks, they have more than Wi-Fi—they get access to the Starbucks Digital Network from all
major mobile devices, including tablets and smartphones (see starbucks.com/coffeehouse/wireless-internet/starbucks-
digital-network). The Network, in partnership with Yahoo!, features free premium online content, such as news, entertain-
ment, business, health, and even local neighborhood information channels. In 2014, Starbucks switched to Google Wi-Fi, to
give their customers faster Wi-Fi and network speeds.

Global Activities

Being a global company, Starbucks is known for its several country-oriented projects. For example, in December 2015, the
company launched e-commerce for China on Tmall (an Alibaba company). For more on how Starbucks is using mobile
commerce, see Strout (2015).

Early Adoption of Foursquare: A Failure

Not all Starbucks social media projects were successes. For example, the company decided to be an early adopter of geoloca-
tion by working with Foursquare (Chap. 7). The initiative simply did not work, and the project ended in mid-2010. The
company experimented in the UK with a similar location company called Placecast. As of fall 2011, Starbucks had a better
understanding of the opportunities and the limitations, so it may decide to try geolocation again with Facebook Places, or it
may revive the Foursquare project.

The Results

Starbucks turned sales around by effectively integrating the digital and the physical worlds. In 2010, its operating income
almost tripled ($1.437 billion versus $560 million in 2009) and so did its stock price. In 2011, the operating income reached
$1.7 billion. Since then, the operating income is increasing rapidly. Sales are lifting due to digital and social media promo-
tions. By 2017, sales increase sharply.

The company’s social media initiatives are widely recognized. In 2012, it was listed by Fortune Magazine as one of the
top social media stars (per archive.fortune.com/galleries/2012/fortune/1205/gallery.500-social-media.fortune/5.html),
and in 2008, it was awarded the 2008 Groundswell Award by Forrester Research. In 2014, the company’s strategy received
the top spot on many reviewers’ lists, driving sales to new highlights (see Samuely 2015b). The site is very popular on
Facebook, where it has millions of fans (sometimes more popular than pop icon Lady Gaga). Starbucks attributes its success
to ten philosophical guidelines that drive its social media efforts.

Sources: Based on Brohan (2015), Panagiotaropoulou (2015), Samuely (2015a, b), Sung (2014), Strout (2015), Moth
(2013).Welch and Buvat (2015), Allison (2013), mystarbucksidea.force.com, blogs.starbucks.com/blogs/Customer, and
starbucks.com (accessed February 2017).

LESSONS LEARNED FROM THE CASE

The Starbucks.com case illustrates the story of a large retailer that is transforming into a digital and social enterprise.
Doing business electronically is one of the major activities of e-commerce, the subject of this book. The case demon-
strates several topics you will learn about in this chapter and throughout the book. These are:

1. There are multiple activities in EC, including selling online, customer service, and collaborative intelligence.

2. The case shows major benefits to both buyers and sellers. This is typical in EC.

3. The EC capabilities include the ability to offer products and services in many locations, including overseas, to many
customers, individuals, and businesses. You can do so because you can have a larger customer base online and
people can buy from anywhere at any time.

4. In a regular store, you pay and pick up the merchandise or service. On Starbucks.com and other webstores, you
order and pay, and the product is shipped to you. Therefore, order fulfillment needs to be very efficient and timely.

5. Being digital can be very useful, but a greater benefit can be achieved by extending the conversion to lead to a
socially oriented enterprise. Both approaches constitute the backbone of electronic commerce.


http://starbucks.com/coffeehouse/wireless-internet/starbucks-digital-network
http://starbucks.com/coffeehouse/wireless-internet/starbucks-digital-network
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In this opening chapter, we describe the essentials of EC, some of which were illustrated in this case. We present some of
the drivers and benefits of EC and explain their impact on the technology. Special attention is provided to the emergence of
the social economy, sharing economy, social networks, and social enterprises. Finally, we describe the outline of this book.

1.1 ELECTRONIC COMMERCE: DEFINITIONS AND CONCEPTS

As early as 2002, management guru Peter Drucker (2002) forecasted that e-commerce (EC) would significantly impact the
way that business would be done. And indeed, the world is embracing EC, which makes Drucker’s prediction a reality.

Defining Electronic Commerce

Electronic commerce (EC) refers to using the Internet and other networks (e.g., intranets) to purchase, sell, transport, or
trade data, goods, or services. For an overview, see Plunkett (2017). In addition, watch the video titled “What is E-Commerce?”
at youtube.com/watch?v=3wZw2IRb0Vg. EC is often confused with e-business, which is defined next.

Defining e-Business

Some people view the term commerce as describing only buying and selling transactions conducted between business part-
ners. If this definition of commerce were used, the term electronic commerce would be fairly narrow. Thus, many use the
term e-business instead. e-Business refers to a broader definition of EC, not just the buying and selling of goods and services
but conducting all kinds of business online such as servicing customers, collaborating with business partners, delivering
e-learning, and conducting electronic transactions within organizations. However, others view e-business only as comprising
those activities that do not involve buying or selling over the Internet, such as collaboration and intrabusiness activities; that
is, it is a complement of the narrowly defined e-commerce. In its narrow definitions, e-commerce can be viewed as a subset
of e-business. In this book, we use the broadest meaning of electronic commerce, which is basically equivalent to the broad-
est definition of e-business. The two terms will be used interchangeably throughout the text.

Major EC Concepts
Several other concepts are frequently used in conjunction with EC. The major ones are as follows.

Pure Versus Partial EC

EC can be either pure or partial depending on the nature of its three major activities: ordering and payments, order fulfill-
ment, and delivery to customers. Each activity can be done physically or digitally. Thus, there are eight possible combina-
tions as shown in Table 1.1. If all activities are digital, we have pure EC; if none are digital, we have no EC; otherwise, we
have partial EC.

If there is at least one digital dimension, we consider the situation EC, but only partial EC. For example, purchasing a
computer from Dell’s website or a book from Amazon.com is partial EC, because the merchandise is physically delivered.
However, buying an e-book from Amazon.com or a software product from microsoft.com is pure EC, because ordering, pro-
cessing, and delivery to the buyer are all digital. Note that many companies operate in two or more of the classifications. For
example, Jaguar has a 3D application for self-configuration of cars online, prior to production shopping (see Vizard 2013).

Table 1.1 Classifications of e-commerce

Activity 1 2 3 4 5 6 7 8
Ordering, payment P D D D D P P P
Order fulfillment P D D P P D P D
Delivery (shipment) P D P P D D D D
Type of EC Non-EC Pure EC Partial EC

Legend: P physical, D digital


http://youtube.com/watch?v=3wZw2IRb0Vg
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EC Organizations

Purely physical organizations (companies) are referred to as brick-and-mortar (or old economy) organizations, whereas
companies that are engaged only in EC are considered virtual (pure-play) organizations. Click-and-mortar (click-and-
brick) organizations are those that conduct some EC activities, usually as an additional marketing channel. Gradually, many
brick-and-mortar companies are changing to click-and-mortar ones (e.g., GAP, Walmart, Target).

Cyberspace

Cyberspace is the nonphysical environment where EC is conducted by using computers and networks. The mechanisms used
in cyberspace to conduct e-commerce are described in Chap. 2. The most important mechanisms are the Web, electronic
market places, social networks, and communication tools.

Electronic Markets and Networks

EC can be conducted in an electronic market (e-marketplace), an online location where buyers and sellers conduct com-
mercial transactions such as selling goods, services, or information. Any individual can also open a private market selling
products or services online. Electronic markets can also match individuals to others or to jobs. They usually are owned by
independent owners. Electronic markets are connected to sellers and buyers via the Internet or to its counterpart within orga-
nizations, an intranet. An intranet is a corporate or government internal network that uses Internet tools, such as Web brows-
ers and Internet protocols. Another computer environment is an extranet, a network that uses Internet technology to link
intranets of several organizations in a secure manner (see Online Tutorial T2).

SECTION 1.1 REVIEW QUESTIONS

Define EC and e-business.

Distinguish between pure and partial EC.

Define click-and-mortar and brick-and-mortar organizations.
Define electronic markets.

Define intranets and extranets.

hAEE ol .

1.2  THE ELECTRONIC COMMERCE FIELD: GROWTH, CONTENT, CLASSIFICATION,
AND A BRIEF HISTORY

According to the US Census Bureau (2016), e-commerce sales in 2014 accounted for over 60% of total sales of all manu-
facturing activities in the United States, over 22% of merchant wholesalers, 6.4% of all retailing (vs. 5.9% in 2013), and
2% of all sales in selected service industries. The grand total of EC in 2014 has been $7692 billion as seen in Fig. 1.1.
Notice the sharp increase in manufacturing compared to other sectors. In addition, note that EC is growing much faster than
the total of all commerce by about 16—17% annually. For a more detailed breakdown, see the US Census Bureau annual
report as well as Plunkett (2017).

There is a clear trend that online retail sales are taking business from traditional retailers. Today, more and more people
are buying online. For statistics about e-commerce on the Internet, see internetworldstats.com/stats.htm.

According to Ecommerce Europe, September 5, 2012, European online retail sales will double to €323 billion by 2018.

The Content and Framework of e-Commerce

Classifying e-commerce aids the understanding of this diversified field. In general, selling and buying electronically can be
either business-to-consumer (B2C) or business-to-business (B2B). Online transactions are made between businesses and
individual consumers in B2C, such as when a person purchases a coffee at store.starbucks.com or a computer at dell.com.
In B2B, business transactions are made online between businesses, such as when Dell electronically buys parts from its sup-
pliers. Dell also collaborates electronically with its partners and provides customer service online e-CRM (see Online
Tutorial T1). Several other types of EC will be described later in this chapter.


http://internetworldstats.com/stats.htm
http://store.starbucks.com
http://dell.com
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The total EC shipments grew 16.5% in 2013. comScore reported that US retail commerce online increased 17% in QI
2012 as compared to a year earlier. EC is growing in all areas. Similar results can be found in many industries, companies,
and countries (e.g., see periodic reports at comScore and BizReport) and Ahmad (2014, an infographic). e-Commerce is
exploding globally. According to a press release of ecommerce-europe.eu/press of May 23, 2013, European e-commerce
grew by 19% in 2012 reaching €312 billion (see ecommerce-europe.eu/press-item/european-e-commerce-to-reach-e-
312-billion-in-2012-19-growth). According to Stanley and Ritacca (2014), e-commerce in China is exploding, reaching
$600 billion by the end of 2013. Finally, in several developing countries, EC is becoming a major economic asset.

1. People. Sellers, buyers, intermediaries, information systems and technology specialists, other employees, and any
other participants.

2. Public policy. Legal and other policy and regulatory issues, such as privacy protection and taxation, which are
determined by governments. Included are technical standards and compliance.

3. Marketing and advertising. Like any other business, EC usually requires the support of marketing and advertising.
This is especially important in B2C online transactions, in which the buyers and sellers usually do not know each other.

4. Support services. Many services are needed to support EC. These range from content creation to payments to order
delivery.

5. Business partnerships. Joint ventures, exchanges, and business partnerships of various types are common in EC.
These occur frequently throughout the supply chain (i.e., the interactions between a company and its suppliers,
customers, and other partners).

An EC Framework

The EC field is diverse, involving many activities, organizational units, and technologies. Therefore, a framework that
describes its contents can be useful. Figure 1.2 introduces one such framework.

As shown in the figure, there are many EC applications (top of figure), which will be illustrated throughout the book. To
perform these applications, companies need the right information, infrastructure, and support services. Figure 1.2 shows that
EC applications are supported by infrastructure and by the following five support areas (shown as pillars in the figure):

The infrastructure for EC is shown at the bottom of the figure. Infrastructure describes the hardware, software, and networks
used in EC. All of these components require good management practices. This means that companies need to plan, organize,
motivate, devise strategy, and restructure processes, as needed, to optimize the business use of EC models and strategies.

Classification of EC by the Nature of the Transactions and the Relationships Among Participants

A common classification of EC is by the type of the transactions and the transacting members. The major types of EC
transactions are listed below.


http://ecommerce-europe.eu/press
http://ecommerce-europe.eu/press-item/european-e-commerce-to-reach-e-312-billion-in-2012-19-growth
http://ecommerce-europe.eu/press-item/european-e-commerce-to-reach-e-312-billion-in-2012-19-growth
http://census.gov/content/dam/Census/library/publications/2016/econ/e14-estats.pdf
http://census.gov/content/dam/Census/library/publications/2016/econ/e14-estats.pdf
http://census.gov/content/dam/Census/library/publications/2016/econ/e14-estats.pdf
http://census.gov/content/dam/Census/library/publications/2016/econ/e14-estats.pdf
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Management

Fig.1.2 A framework for electronic commerce

Business-to-Business (B2B)

Business-to-business (B2B) EC refers to transactions between and among organizations. Today, about 85% of EC volume
is B2B. For Dell, the entire wholesale transaction is B2B. Dell buys most of its parts through e-commerce and sells its prod-
ucts to businesses (B2B) and individuals (B2C) using e-commerce.

Business-to-Consumer (B2C)
Business-to-consumer (B2C) EC includes retail transactions of products or services from businesses to individual shoppers.
The typical shopper at Amazon.com is this type. Since the sellers are usually retailers, we also call this e-tailing.

Consumer-to-Business (C2B)

In consumer-to-business (C2B), people use the Internet to sell products or services to organizations. Alternatively, individu-
als use C2B to request bids on products or services. Priceline.com is a well-known organizer of C2B travel service transac-
tions, where people place a request for offers at a price they are willing to pay for a specific trip.
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Intrabusiness EC

The intrabusiness EC category refers to EC transactions among various organizational departments and individuals in one
company.

Business-to-Employees (B2E)

The business-to-employees (B2E) category refers to the delivery of services, information, or products from organizations to
their employees. A major category of employees is mobile employees, such as field representatives or repair employees that
go on to customers. EC support to such employees is also called business-to-mobile employees (B2ME).

Drop-shipping

In this model, a seller advertises and sells a product to a buyer and collects the payment. Then, the seller transfers the orders
to a supplier and pays the wholesale price. The supplier packs and delivers the product to the buyer. For details, see Chap. 3.
Consumer-to-Consumer (C2C)

In the consumer-to-consumer (C2C) EC category, individual consumers sell to or buy from other consumers. Examples of
C2C include individuals selling computers, musical instruments, or personal services online. eBay sales and auctions are
mostly C2C as are the ads on Craigslist.

Collaborative Commerce

Collaborative commerce (c-commerce) refers to online activities and communications done by parties working to attain
the same goal. For example, business partners may design a new product together.

e-Government

In e-government EC, a government agency buys or provides goods, services, or information from or to businesses (G2B) or
from or to individual citizens (G2C). Governments can deal also with other governments (G2G).

The previous categories are illustrated in Fig. 1.3. Many examples of the various types of EC transactions will be pre-
sented throughout this book.

Fig.1.3 Categories
of transactions in e-commerce
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A Brief History of EC

The pioneering of e-commerce applications can be tracked to the early 1970s when money was transferred electronically,
mostly among financial institutions (known as electronic funds transfer [EFT]), whereby funds could be routed electroni-
cally from one organization to another. However, the use of these applications was limited to large corporations, financial
institutions, and a few other daring businesses. Then came electronic data interchange (EDI), a technology used to enable
the electronic transfer of routine documents. EDI later expanded from financial transactions to other types of transactions
(see Online Tutorial T2 for more on EDI). More new EC applications followed, ranging from travel reservation systems to
online stock trading.

The Internet appeared on the scene in 1969, as an experiment by the US government, and its initial users were mostly
academic researchers and other scientists. Some users started to place personal classifieds on the Internet. A major milestone
in the development of EC was the appearance of the World Wide Web (the “Web”) in the early 1990s. This allowed compa-
nies to have a presence on the Internet with both text and photos. When the Internet became commercialized and users began
flocking to participate in the World Wide Web in the early 1990s, the term electronic commerce was introduced. EC applica-
tions rapidly expanded. A large number of so-called dot-coms, or Internet start-ups, also appeared. Today, all companies in
the developing countries have presence on the Web. Many of these sites contain tens of thousands of pages and links. In 1999,
the emphasis of EC shifted from B2C to B2B, and in 2001 from B2B to B2E, c-commerce, e-government, e-learning, and
m-commerce. In 2005, social networks started to receive quite a bit of attention, as did m-commerce and wireless applica-
tions. As of 2009, EC added social commerce channels. An example is the increasing commercial activities on Facebook and
Twitter. Given the nature of technology and Internet usage, EC will undoubtedly continue to grow, adding new business
models and introducing change. More and more EC successes are emerging. For a comprehensive ready reference guide to
EC including statistics, trends, and in-depth profiles of hundreds of companies, see plunkettresearch.com/ecommerce-inter-
net-technology-market-research/industry-and-business-data and en.wikipedia.org/wiki/E-commerce.

While looking at the history of EC, one must keep in mind the following:

The Global Nature of EC

EC activities can be seen between and within countries. In fact, the largest EC company in the world is Alibaba Group of
China (see Chap. 4). See also Tse (2015).

The Interdisciplinary Nature of EC

From just the brief overview of the EC framework and classification, you can probably see that EC is related to several dif-
ferent disciplines. The major academic EC disciplines include the following: accounting, business law, computer science,
consumer behavior, economics, engineering, finance, human resource management, management, management information
systems, marketing, public administration, and robotics.

The Google Revolution

During its early years, EC was impacted by companies such as Amazon.com, eBay, AOL, and Yahoo!. However, since 2001,
no other company has probably had more of an impact on EC than Google. Google-related Web searches are targeting adver-
tisements much better than its competitors are doing. Today, Google is much more than just a search engine; it employs many
innovative EC models, it is involved in many EC joint ventures, and it impacts both organizational activities and individual
lives. Google’s companies are organized under the “Alphabet” name. In 2016, Alphabet included Google, Calico, Google X,
Nest, Google Capital, Fiber, and Google Ventures.

Cyber Monday, Singles’ Day, and Prime Day

An interesting evidence for the growth of online shopping is the volume of shopping during Cyber Monday in the United
States and Singles’ Day in China (11/11). In 2016, Amazon introduced the Prime Day. On July 12, 2016, the daily sales were
60% more than on any other previous day.

Social Commerce

The explosion of social media and networks, as well as Web 2.0 tools (e.g., wikis, blogs), resulted in new ways of conducting
e-commerce by making it social. Several new and modified EC models were created, rejuvenating the field as described in
several chapters in the book, especially in Chaps. 8 and 9 and in Turban et al. (2016).


http://plunkettresearch.com/ecommerce-internet-technology-market-research/industry-and-business-data
http://plunkettresearch.com/ecommerce-internet-technology-market-research/industry-and-business-data
http://en.wikipedia.org/wiki/E-commerce

1.2 The Electronic Commerce Field: Growth, Content, Classification, and a Brief History 13

EC Failures

Starting in 1999, a large number of EC companies, especially e-tailing and B2B exchanges, began to fail. Well-known B2C
failures include Drkoop, MarchFirst, eToys, and Boo. Well-known B2B failures include Webvan, Chemdex, Ventro, and
VerticalNet. (Incidentally, the history of these pioneering companies is documented by David Kirsch in his Business Plan
Archive (businessplanarchive.org). A survey regarding failures of dot-coms in 1998-2005 found that 62% of dot-coms
lacked financial skills and 50% had little experience with marketing. Similarly, many companies failed to have satisfactory
order fulfillment and enough inventory to meet the fluctuating and increasing demand for their products. The situation today
(2017) is about the same in many small and medium companies. The reasons for these and other EC failures are discussed
in Chaps. 3, 4, and 14. As of 2008, many start-ups related to Web 2.0 and social commerce started to collapse (see blogs.
cioinsight.com/it-management/startup-deathwatch-20.html).

Does the large number of failures mean that EC’s days are numbered? Absolutely not! First, the dot-com failure rate is
declining sharply. Second, the EC field is basically experiencing consolidation as companies test different business models
and organizational structures. Third, some pure EC companies, including giants such as Amazon.com and Netflix, are
expanding operations and generating increased sales. Finally, the click-and-mortar model seems to work very well, espe-
cially in e-tailing (e.g., Gap, Walmart, Target, Apple, HP, and Best Buy).

EC Successes

The last few years have seen the rise of extremely successful EC companies such as eBay, Pandora, Zillow, Google+,
Facebook, Amazon.com, Pay Pal, Pinterest, VeriSign, LinkedIn, and E*TRADE. Click-and-mortar companies such as Cisco,
Walmart, General Electric, IBM, Intel, and Schwab also have seen great success. Additional success stories include start-ups
such as Alloy.com (a young adult-oriented portal), Blue Nile (jewelry), Ticketmaster, Amazon.com, Net-a-Porter (Case 1.1),
Expedia, Yelp, Uber, Airbnb, TripAdvisor, and Grubhub.

CASE 1.1: EC APPLICATION
NET-A-PORTER: DRESS FOR SUCCESS

Will a woman buy a $2000 dress online without trying it on? Net-a-Porter (a UK online retailer, known as “the Net”) bet on
it and proved that today’s women will purchase their dresses (for success) online, especially if the luxury clothing and acces-
sories are international brands such as Jimmy Choo or Calvin Klein (see Pressler 2015).

The Opportunity

When talking about e-commerce (EC), most people think about buying online books, vitamins, CDs, or other commodity
items. And this indeed was what people bought in the mid-1990s, when EC began. But in 2000, Natalie Massenet, a fashion
journalist, saw an opportunity because of the success of luxury online stores such as Blue Nile (see Chap. 2) and the fact that
professional women are very busy and willing to do more purchasing online.

The Solution

Natalie decided to open an online business for luxury fashion. She created a comprehensive, socially oriented, e-tailing site,

naming it Net-a-Porter.
According to net-a-porter.com, some experts, and the company:

* Opened an e-tailing store.

e Offered merchandise from over 350 top designers, where most offline stores offer a few dozen.

e Offered its own designs in addition to others.

e Arranged global distribution systems to over 170 countries.

e Opened physical stores in London and New York to support the online business.

* Arranged same-day delivery in London and New York and overnight delivery elsewhere.

* Organized very fast cycle time for producing and introducing new clothes and other products that match customers’
preference.


http://businessplanarchive.org
http://blogs.cioinsight.com/it-management/startup-deathwatch-20.html
http://blogs.cioinsight.com/it-management/startup-deathwatch-20.html
http://net-a-porter.com
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e Devised prediction methods of fashion trends based on customer feedback through social media.

e Ran online fashion shows.

e Developed superb inventory and sales tracking systems based on dashboards.

e Offered an online fashion magazine.

* Discovered what customers really want via social networks (Chap. 7) and fulfilled their needs.

e Offered large discounts.

* Developed a presence on Facebook and app for iPhone.

e Has 771,000 followers on Google + (February 2017).

* Has 6 million visitors each month (February 2017).

e Experiences 750,000 downloads per month on iPhone.

e Started augmented reality shopping windows in several global cities as of 2012 (see digitalbuzzblog.com/net-a-porter-
augmented-reality-shopping-windows). On this same site, you can watch the video “Window Shop” and download the
Net-a-Porter iPhone/iPad app.

e Note: Melania Trump is a regular customer of the store. She purchased her RNC dress there in July 2016. (See Ilyashov
2016, and watch the video there).

e As of 2010, the company is taking advantage of the social media environment that is changing the fashion industry.

The Results

Customers now come from over 170 countries, and revenue and profits are increasing rapidly. Several million visitors come
to the site every week. The “Net” became profitable after 1 year—a very rare case in e-tailing. During the economic crisis of
2009, the Net’s total sales were up 45% versus a 14% decrease for one of its major competitors (Neiman Marcus; Web and
paper catalog sales). The company was so successful that luxury goods company Richemont Corp. purchased a 93% stake in
the business. In October 2015, the company merged with the YOOX Group (yooxgroup.com).

In June 2010, when the company celebrated its tenth anniversary, it opened a new website dedicated to menswear. With
success comes competition, and the Net’s competitors include Bluefly (low prices), Shopbop (an Amazon.com company, but
it lacks the Net’s prestige), and high-end department stores with their own online stores (Nordstrom, Neiman Marcus).
However, the Net has the highest prestige and growth rate. A major threat may come from eBay, which has been reaching
out to high-end designers about creating their own virtual stores (hosted by eBay) where they can sell at fixed prices and also
use auctions. Finally, note that in the late 2010, Amazon.com created Amazon Fashion, a store that offers designer brands at
a discount. To stay on top of the competition, the Net is planning new ventures and expanding its business model to include
children’s clothes. Net-a-Porter is an example of the revolution that is occurring in the fashion industry. Another example is
Polyvore, whose case is presented in Chap. 8. For details on these new business models, see businessoffashion.com/2012/01/e-
commerce-week-the-rise-of-new-business-models.html.

Sources: Based on Davis (2016), Pressler (2015), en.wikipedia.org/wiki/'YOOX_Net-a-Porter_Group (accessed
February 2017).

Questions

—

Why would you buy (or not buy) from Net-a-Porter?

Watch the video “The Future of Shopping” (youtube.com/watch?v=_Te-NCAC3a4). How would you integrate this
development with Net-a-Porter?

List both the advantages and disadvantages of the Net’s physical stores.

It is said that the Net is playing a significant role in transforming how designers reach customers. Explain why.

Read the benefits of EC to customers (Sect. 2). Which ones are the most relevant here?

What EC capabilities are helping the Net and its designers?

Analyze the competition in the high-end fashion market.

What is the importance of globalization in this case?

Imitators are springing up on all sides. Even eBay and Amazon.com are expanding their fashion e-tailing efforts. What
strategy do you suggest for the Net?

N
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http://digitalbuzzblog.com/net-a-porter-augmented-reality-shopping-windows
http://digitalbuzzblog.com/net-a-porter-augmented-reality-shopping-windows
http://yooxgroup.com
http://businessoffashion.com/2012/01/e-commerce-week-the-rise-of-new-business-models.html
http://businessoffashion.com/2012/01/e-commerce-week-the-rise-of-new-business-models.html
http://en.wikipedia.org/wiki/YOOX_Net-a-Porter_Group
http://youtube.com/watch?v=_Te-NCAC3a4
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SECTION 1.2 REVIEW QUESTIONS

1. List the major components of the EC framework.
2. List the major transactional types of EC.

3. Describe the major landmarks in EC history.

4. List some EC successes and failures.

1.3 DRIVERS AND BENEFITS OF E-COMMERCE

The tremendous explosion of EC can be explained by its drivers and characteristics, benefits, and changes in the business
environment.

The Drivers of e-Commerce

Although EC is only about 24 years old, it is expected to have nonstoppable growth, and it expands consistently into new
areas of our life. The question is why. What drives EC?

EC is driven by many factors depending on the industry, company, and application involved. The major drivers are shown
in the self-explanatory Fig. 1.4, together with the section and/or chapter where details are presented.

The Benefits of e-Commerce

There are many benefits of EC, and they continue to increase with time. We elected to organize them in three categories:
EC provides benefits to organizations, individual customers, and society. These benefits are summarized in Table 1.2.

Opportunities for Entrepreneurs

A major benefit of EC is the creation of opportunities to start a business in an unconventional ways. The new business models
permit entrepreneurs to open businesses with little money and experience and grow them rapidly. Many entrepreneurs are
making some big money online.

Benefits to Innovative Business Competition,

consumers Models Business Environment
Online File W4.1

Table 1.2 Online File W1.3 Online Chapter 12

Benefits To Emerge'nce Of Social
Organizations And Business and
Vendors Eco.nomy
Table 1.2 EC Section 1.4
Chapter 7

Growth

Benefits to Society Help by Governments

Table 1.2 Section 1.6

Chapter 5

Technological
Developments
Chapters 6-8

Expansion to Service
Industries and Global
Reach

Capabilities of EC

Section 1.6
T2 Chapter 12

Fig.1.4 The major drivers of e-commerce growth
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Table 1.2 Benefits of e-commerce

Benefit ‘ Description
Benefits to organizations
Global reach Quickly locating customers and business partners at reasonable cost worldwide

Cost reduction

Lower cost of information processing, storage, and distribution

Facilitate problem-solving

Solve complex problems that have remained unsolved

Supply chain improvements

Reduce delays, inventories, and cost

Business always open

Open 24/7/365; no overtime or other costs

Customization/personalization

Make order for customer preference

Ability to innovate, use new business models

Facilitate innovation and enable unique business models

Lower communication costs

The Internet is cheaper then VAN private lines

Efficient procurement

Saves time and reduces costs by enabling e-procurement

Improved customer service and relationship

Direct interaction with customers, better CRM

Help SME to compete

EC may help small companies to compete against large ones by using special business models

Lower inventories

Using customization inventories can be minimized

Lower cost of distributing digitizable product

Delivery online can be 90% cheaper; save paperworks

Provide competitive advantage

Lower prices, better service, improve brand image

Benefits to consumers

Availability

Huge selection to choose from (vendor, products, information styles)

Ubiquity

Can shop any time from any place

Self-configuration

Can self-customize products

Find bargains

Use comparison engine; pay less

Real-time delivery

Download digital products quickly

No sales tax

Sometimes; changing

Enable telecommuting

Can work or study at home or any place

Social interaction and engagement

In social networks, get reviews, recommendations

Find unique items

Using online auctions, collectible items can be found

Comfortable shopping

Shop at your leisure without pushy sales clerks bothering you; open 24/7

Benefits to society

Enable telecommuting

Facilitate work at home; less traffic, pollution

More and better public services

Provided by e-government (e.g., e-health)

Improved homeland security

Facilitate domestic security

Increased standard of living

Can buy more and cheaper goods/services, get better education

Close the digital divide

Allow people in rural areas and developing countries to use more services and purchase what
they really like

Home shipping

Less travel, air pollution

Example: Fish Flops

Madison Robinson was a 15-year-old ninth grader when she opened the business, both online and offline. She designs the
footwear herself. Madison uses her Twitter account and tweets about Fish Flops. After only 2 years of operation, the business
became profitable enough to pay for Madison’s college expenses. For details, see Burke (2013).

EC as a Provider of Efficiency, Effectiveness, and Competitive Advantage

The benefits of EC may result in significant changes in the way business is conducted. These changes may positively impact
corporate operations resulting in a competitive advantage for the firms using EC (see Chap. 14) as well as more efficient
governments and nonprofit organizations.

SECTION 1.3 REVIEW QUESTIONS

1. List the major drivers of EC.

2. List five benefits each to customers, organizations, and society.

3. From your knowledge, describe some technological developments that facilitate EC.
4. Identify additional benefits to society.
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1.4  SOCIAL COMPUTING AND COMMERCE

The first generation of EC involved mainly trading, e-services, and corporate-sponsored collaboration. Currently, we are
moving into the second generation of EC, which we call e-Commerce 2.0. It is based on Web 2.0 tools, social media, social
networks, and virtual worlds—all the offspring of social computing.

Social Computing

Social computing refers to a computing system that involves social interactions and behaviors. It is performed with a set of
tools that includes blogs, wikis, social network services, other social software tools, and social marketplaces (see Chap. 8).
Whereas traditional computing systems concentrate on business processes, particularly transaction processing and increases
in productivity, social computing concentrates on improving collaboration and interaction among people and on user-gener-
ated content. In social computing and commerce, people work together over the Internet, consult with specialists, and locate
goods and services recommended by their friends.

Example: Social Computing Helps Travel
Advances in social computing impact travel operations and decisions. Travelers can share good travel experiences or warn
others of bad experiences using sites such as tripadvisor.com. Special travel-oriented social networks such as WAYN are
very popular among travelers.

In social computing, information is mostly generated by individuals and is available to all, usually for free. The major
implementation tools of social computing are Web 2.0 and social media.

Web 2.0

The term Web 2.0 was coined by O’Reilly Media in 2004. Web 2.0 is the second generation of Internet-based tools and ser-
vices that enable users to easily generate content, share media, and communicate and collaborate, in innovative ways.
O’Reilly divided Web 2.0 into four levels and provided examples of each. Some view Web 2.0 as a new digital ecosystem,
which can be described through five Cs: creativity, connectivity, collaboration, convergence, and community.
The major tools of Web 2.0 are described in Chap. 2, and the applications are described in most other chapters. In addition,
browse enterpriseirregulars.com/author/dion for an open forum about the Internet, society, collective intelligence, and the
future.

Social Media

The term social media has several definitions. A popular definition is that social media involves user-generated online text,
image, audio, and video content that are delivered via Web 2.0 platforms and tools. This media is used primarily for social
interactions and conversations such as sharing opinions, experiences, insights, and perceptions and for online collaboration.
Therefore, it is a powerful force for socialization. A key element is that users produce, control, and manage content. Additional
definitions, descriptions, and references and a framework are provided in Chaps. 2 and 8 and in Turban et al. (2016).

The Difference Between Social Media and Web 2.0

Note that the concept of Web 2.0 is related to the concept of social media; many people equate the two terms and use them
interchangeably. However, some people point to the differences. While social media uses Web 2.0 and its tools and technolo-
gies, the social media concept includes the philosophy of connected people, the interactions among them, the social support
provided, the digital content that is created by users, and so forth.

Example: How Oprah Is Using Social Media to Build Her Business

According to Bertelsen (2014), Oprah Winfrey is integrating social media activities with everything she does, to encourage
interactions of people with different platforms (e.g., Facebook, Twitter). Oprah is rewarding people based on their online
engagement (e.g., posting comments). She is using Facebook polls and getting bloggers involved. Oprah is also actively
using Twitter to interact with her followers.


http://tripadvisor.com
http://enterpriseirregulars.com/author/dion
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Social Networks and Social Networking Services

The most interesting e-commerce application in recent years has been the emergence of social and enterprise social net-
works. Originating from online communities, these networks are growing rapidly and providing many new EC initiatives,
revenue models, and business models (see sustainablebrands.com/news_and_views/blog/13-hot-business-model-
innovations-follow-2013).

A social network is a social entity composed of nodes (which are generally individuals, groups, or organizations) that are
connected by links such as hobbies, friendship, or profession. The structures are often very complex.

In its simplest form, a social network can be described by an image of the nodes and links. The network can also be used
to describe Facebook’s social graph (see description on Facebook.com).

Social Networking Services

Social networking services (SNSs), such as LinkedIn and Facebook, provide and host a Web space for communities of
people to build their homepages for free. SNSs also provide basic support tools for conducting different activities and allow
many vendors to provide apps. Social networks are people oriented but increasingly are used for commercial purposes also.
For example, many performers, notably Justin Bieber, were discovered on YouTube. Initially, social networks were used
solely for social activities. Today, corporations have a great interest in the business aspects of social networks (e.g., see
linkedin.com, a network used for recruiting, and collaboration and Facebook for advertising).

The following are examples of representative social networking services:

* Facebook.com: The most visited social networking website.

¢ YouTube.com and metacafe.com: Users can upload and view video clips.

¢ Flickr.com: Users share and comment on photos.

e LinkedIn.com: The major enterprise-oriented social network.

* Habbo.com: Entertaining country-specific sites for kids and adults.

* Pinterest.com: Provides a platform for organizing and sharing images.

* Google + (plus.google.com): A business-oriented social network.

e MySpace.com: Facilitates socialization and entertainment for people of all ages.
e Instagram.com: Provides a platform for sharing photos and videos.

Social Networking

We define social networking as the execution of any Web 2.0 activity, such as blogging or having a presence in a social
network. It also includes all activities conducted in social networks.

Enterprise Social Networks

Business-oriented social networks can be public, such as LinkedIn.com. As such, they are owned and managed by an inde-
pendent company. Another type of business-oriented social network is private, owned by corporations, and operated inside
them. These are known as enterprise social networks (e.g., My Starbucks Idea). These can be directed toward customers and/
or company employees.

Example: A Customer-Oriented Enterprise Social Network

Carnival Cruise Line sponsors a social networking site (carnival.com/funville) to attract cruise fans. Visitors use the site to
exchange opinions, organize groups for trips, and much more. It cost the company $300,000 to set up the site, but the initial
cost was covered by increased business within a year.

Social Commerce
Social commerce (SC), also known as social business, refers to e-commerce transactions delivered via social media. Social

commerce is considered a subset of e-commerce by some. More specifically, it is a combination of e-commerce, e-marketing,
the supporting technologies, and social media content. This definition is illustrated in Fig. 1.5. The figure shows that social


http://sustainablebrands.com/news_and_views/blog/13-hot-business-model-innovations-follow-2013
http://sustainablebrands.com/news_and_views/blog/13-hot-business-model-innovations-follow-2013
http://linkedin.com
http://facebook.com
http://youtube.com
http://metacafe.com
http://flickr.com
http://linkedin.com
http://habbo.com
http://pinterest.com
http://plus.google.com
http://myspace.com
http://instagram.com
http://carnival.com/funville
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Fig.1.5 The foundation of social
commerce
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commerce is created from the integration of e-commerce and e-marketing using Web 2.0/social media applications. The
integration is supported by theories such as social capital, social psychology, consumer behavior, and online collaboration,
resulting in a set of useful applications that drive social commerce.

We will return to social commerce in Chaps. 8 and 9.

The following are some examples of social commerce:

* Hilton Garden Inn introduced in 2016 Instagram-based photo map (GFI Travel Guide) to assist in advertising their
hotels.

* Dell Computer claims to have made $6.5 million by selling computers on Twitter in 2 years. Also, Dell generates
ideas from community members at its Idea Storm site.

* Procter & Gamble sells its Max Factor brand cosmetics on Facebook.

* Disney allows people to book certain tickets on Facebook without leaving the social network.

* PepsiCo gives live notifications when its customers are close to physical stores (grocery, restaurants, gas stations)
that sell Pepsi products. Then, PepsiCo sends coupons and discount information to the customers.

» Starbucks is using extensive promotions on Facebook including generating ideas from the members via its My
Starbucks Idea website (see the opening case for details).

* Mountain Dew attracts video game lovers and sport enthusiasts via Dewmocracy contests. The company also uses
the most dedicated community members to contribute ideas. The company used Facebook, Twitter, and YouTube to
interact with consumers and engage them.

» Target used Twitter to promote their fall fashion show in New York with videos and ads. The show was streamed
live on Facebook.

* Levi’s advertises on Facebook based on “what people think their friends would like.”

* Wendy’s uses Facebook and Twitter to award $50 gift cards to people who have the funniest and quirkiest responses
to Wendy’s published challenges online.

Overall, the vast majority of US companies have a presence on Facebook (see emarketer.com for periodic reports). For
more applications, see Chaps. 8 and 9and Turban et al. (2016). For a free guide, go to pixtree.com/shoppable-galleries.


http://emarketer.com
http://pixtree.com/shoppable-galleries
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The Major Tools of Web 2.0

Web 2.0 uses dozens of tools such as wikis, RSS feeds, blogs, and microblogs (e.g., Twitter). With microblogging, you can
transmit short messages (up to 140 characters) to a list of recipients via the Internet and wireless or wireline devices. As of
2009, Twitter became a major Web 2.0 tool with diversified business applications.

SECTION 1.4 REVIEW QUESTIONS

Define social computing and list its characteristics.

Define Web 2.0 and list its attributes.

Define social networks.

Describe the capabilities of social networking services (SNSs).
Describe Facebook. Why is it so popular?

What is an enterprise social network?

Define social commerce.

Nk L=

1.5  THE DIGITAL AND SOCIAL WORLDS: ECONOMY, ENTERPRISES, AND SOCIETY

e-Commerce, including e-Commerce 2.0, is facilitated by developments in the digital and social economy. For an overview,
see videos titled “Did You Know” of the latest updated information.

The digital revolution is upon us. We see it every day at home and work, in businesses, in schools, in hospitals, on the
roads, and in entertainment. For an overview, see Sidhu (2015). Next, we describe three elements of the digital world:
economy, enterprises, and society.

The Digital Economy

The digital economy, also known as the Internet economy, is an economy based on online transactions, mostly e-commerce.
It includes digital wireline or wireless communication networks (e.g., the Internet, intranets, extranets, and VANs), comput-
ers, software, and other related information technologies. This digital economy displays the following characteristics:

e Many digitizable products—books, databases, magazines, information, electronic games, and software—are deliv-
ered over a digital infrastructure anytime, anywhere in the world, interconnected by a global grid. We are moving
from analog to digital; even the media is going digital (TV as of February 2009).

e Information is transformed into a commodity.

* Financial transactions are now digitized, and chips are embedded in many products (e.g., cameras, cars). Knowledge
is codified.

*  Work and business processes are organized in new and innovative ways.

» Disruptive innovation is occurring in many industries (see Manyika et al. 2013).

Table 1.3 summarizes the major characteristics of the digital economy.

The digital revolution also enables many innovations, and new ones appear almost daily, improving business processes
and productivity. The digital revolution provides the necessary technologies for EC and creates major changes in the business
environment, as described in section “Electronic Commerce Business Models”

Sharing Economy

Sharing economy refers to an economic system constructed around the concept of sharing goods and services among
the participating people. Also known as “collaborative consumption” and “collaborative economy,” such systems appear
in different forms and frequently use information technologies in their operations. Well-known examples are ride sharing
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Table 1.3 Major characteristics of the digital economy

Area Description

Globalization Global communication and collaboration; global electronic marketplaces and competition

Digitization Music, books, pictures, software, videos, and more are digitized for fast and inexpensive storage and distribution
Speed A move to real-time transactions, thanks to digitized documents, products, and services. Many business processes are

expedited by 90% or more

Information overload
and intelligent search

Although the amount of information generated is accelerating, intelligent search tools can help users find what
people need

Markets

Markets are moving online. Physical marketplaces are being replaced or supplemented by electronic markets; new
markets are being created, increasing competition

Business models
and processes

New and improved business models and processes provide opportunities to new companies and industries

Innovation Digital and Internet-based innovations continue at a rapid pace. More patents are being granted than ever before
Obsolescence The fast pace of innovation creates a high rate of obsolescence

Opportunities Opportunities abound in almost all aspects of life and operations

Fraud Criminals employ a slew of innovative schemes on the Internet. Cybercons are everywhere

Wars Conventional wars are changing to cyberwars or are complemented by them

Organizations Organizations are moving to digital enterprises and social businesses

(e.g., Uber), money lending (Lending Club), and accommodation sharing (Airbnb). The essentials of this concept are
described in Chap. 5. For an overview, see Howard (2015) and PWC'’s free e-book (2015).

The major benefits for participants are cost reduction for buyers and the ability to sell more for sellers. Societal benefits
include reduction of carbon footprint (e.g., in ride sharing), increase recycling, and increase social interactions. For compre-
hensive coverage, see en.wikipedia.org/wiki/Sharing_economy.

Sharing Economy and e-Commerce

Several EC models and companies are based on the concept of the sharing economy. Examples include Uber (for ride sharing),

Yerdle (a sharing economy free marketplace), Kickstarter (for crowdfunding), Krrb (a P2P marketplace), and Knok and Love

Home Swap for home swapping. Money lending is growing rapidly (Lending Club). Vacation rental is a large area where home

and condo owners provide short-term rentals possibly for an exchange or renting (e.g., see Airbnb, HomeAway, and VRBO).
For descriptions, examples, and cases, see Chap. 5.

Example: Swedish Farmers Go Online

According to Willgren (2013), traditional farmers in Sweden created a social network called “MinFarm” (My Farm). The
network allows communication between the farmers and their customers. It also allows people that grow their own food to
tell their stories and ask for advice. Customers can visit farms and shop there; they can also order online. The network pro-
motes self-sustainability.

The Social Impact

The digital revolution is accompanied by social impacts that resulted in part by improved communication and collaboration
tools offered by social media. For example, smartphones reduce the digital divide. In addition to productivity improvement
in the economy, one can see some major social changes, such as the mass participation in social networks. One impact is the
creation of the social enterprise (see centreforsocialenterprise.com/what-is-social-enterprise).

The Apps Society

New apps change the way that people communicate, work, and play. People are looking for apps for thousands of new uses.
The Digital Enterprise

One of the major impacts of EC is the creation of the digital enterprise that accompanies the social enterprise.

The term digital enterprise has several definitions. It usually refers to an enterprise, such as Amazon.com, Google,
Facebook, or Ticketmaster, which uses computers and information systems to automate most of its business processes.


http://en.wikipedia.org/wiki/Sharing_economy
http://centreforsocialenterprise.com/what-is-social-enterprise
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Table 1.4 The digital versus brick-and-mortar enterprises

Brick-and-mortar organizations

Digital organizations

Selling in physical stores

Selling online

Selling tangible goods

Selling digital goods online as well

Internal inventory/production planning

Online collaborative inventory and production planning

Paper catalogs

Smart electronic catalogs

Physical marketplace

Electronic marketplace

Use of telephone, fax, VANs, and traditional EDI

Use of computers, smartphones, the Internet, and extranets and EDI

Physical auctions, infrequently

Online auctions, everywhere, any time

Broker-based services, transactions

Electronic infomediaries, value-added services

Paper-based billing and payments

Electronic billing and payments

Paper-based tendering

Electronic tendering (reverse auctions)

Push production, starting with demand forecasting

Pull production, starting with an order (build to order)

Mass production (standard products)

Mass customization, build to order

Physical-based commission marketing

Affiliated, virtual marketing

Word-of-mouth, slow, and limited advertisement

Explosive viral marketing, in particular in social networks

Linear supply chains

Hub-based supply chains

Large amount of capital needed for mass production

Less capital needed for build to order; payments can be collected
before production starts

Large fixed cost required for plant operation

Small fixed cost required for smaller and less complex plant operation

Customers’ value proposition is frequently a mismatch (cost > value)

Perfect match of customers’ value proposition (cost < = value)

The digital enterprise is a relatively new business model that uses IT to gain competitive advantage by increasing employee
productivity, improving efficiency and effectiveness of business processes, and providing better interactivity between ven-
dors and customers. The major characteristics of a digital enterprise are listed in Table 1.4, where they are compared with
those of a traditional enterprise. See also Olanrewaju et al. (2014).

Note that the term enterprise refers to any kind of organization, public or private, small or large. An enterprise can be a
manufacturing plant, a hospital, a university, a TV network, an entire city, or an entire country. For example, Singapore is
one of the seven countries considered digital; see Estopace (2016). They are all moving toward being digitized.

A digital enterprise uses networks of computers in EC to facilitate the following:

* All business partners are reached via the Internet or a group of secured intranets, called an extranet, or value-added private
communication lines.
e All internal communication is done via an intranet, which is the counterpart of the Internet inside the company.

Most companies’ data and EC transactions are done via the Internet and extranets. Many companies employ a corporate
portal, which is a gateway for customers, employees, and partners to reach corporate information and to communicate with
the company.

A key concern of many companies today is how to transform themselves into digital (or at least partially digital) enterprises.

The concept of the digital enterprise is related to the concept of social business.

The Social Business (Enterprise)
The concept of social business has several definitions and characteristics. We present only a few of them.

The Social Business Forum’s Definition

The concept of social business was developed decades ago and was not related to computers. Today, the Social Business
Forum defines social business as “an organization that has put in place the strategies, technologies, and processes to system-
atically engage all the individuals of its ecosystem (employees, customers, partners, suppliers) to maximize the cocreated
value.” See 2013.socialbusinessforum.com/social-business-manifesto. The Forum also discusses the implication of this
definition and its relevance inside, across, and outside organizations. Note that the efficient creation of value using technol-
ogy is emphasized. The Forum conducts annual conferences.


http://2013.socialbusinessforum.com/social-business-manifesto
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IBM’s Approach

IBM has been recognized by the research company IDC as the market share leader in social software platform providers. IBM
and IDC include in their joint definition the following characteristics: use of emerging technologies such as social software,
social-oriented organizational culture, and improvements of business processes. The IBM effort also concentrates on improved
collaboration. The basic idea is that social media networks and social customers require organizations to drastically change the
way they work to become a social business that can exploit the opportunities created by the digital and social revolutions. IBM
is helping organizations become social businesses (e.g., see ibm.com/social-business/us/en). IBM has an extensive “social
business video library”; two interesting videos are recommended for a better understanding of the concept:

1. “How Do You Become a Social Business?’—by Sandy Carter from IBM (1:04 min) at youtube.com/watch?v=
0Zy0dNQbotg
2. “Social Business @ IBM”—an interview with Luis Suarez (8:50 min) at youtube.com/watch?v=enud W2gHek(
These are used in Team Assignment #4 at the end of this chapter. Both are useful for understanding of the concept.

The Social Enterprise

The concept of social business is frequently equated to and sometimes confused with the term social enterprise. Many use
the two terms interchangeably. The main goal of a social enterprise is to focus on social issues. These enterprises generate
revenue. The profits do not go to owners and shareholders but are put back into the company and used toward building posi-
tive social change. The Social Enterprise Alliance provides details at se-alliance.org/why. It seems that the above definition
emphasizes the social goals.

The Digital Revolution and Society

The final, and perhaps most important, element of the digital world is people and the way they work and live. Clearly, the
digital revolution has changed almost any activity one can think of—work, play, shopping, entertainment, travel, medical
care, education, and much more. Just think about your digital phone, camera, TV, car, home, and almost anything else. It is
only natural that people are utilizing technology and EC at an increasing rate. Let us take a look at some examples:

* Google has developed cars that drive themselves automatically in traffic (autonomous vehicles). The cars are being
tested in several states, including California, and were approved in the state of Nevada in the summer of 2012. See
Bridges and Sherman (2016) on how these will change the world. For an overview and potential benefits, including
safety, see Neckermann (2015). For details, see Chap. 7.

e AeroMobile is planning a flying car for 2017 that will use several e-business features (see Smith 2015).Flying cars
are planned now by several other companies.

» As of 2008, high school girls are able to solicit feedback from their friends regarding dozens of different prom
dresses that have been displayed by Sears on Facebook.

* Washers and dryers in some college dorms are controlled via the Internet. Students can sign in at esuds.net or use
their smartphone to check the availability of laundry machines (or get alerts). Furthermore, they can receive e-mail
or SMS alerts when their wash and dry cycles are complete. Some systems can even inject premeasured amounts of
detergent and fabric softener at the right cycle time.

* Hailing a taxi in South Florida and other major cities is much easier today. As of August 2012, you can e-hail a taxi
if you have a smartphone with an application by ZabCab (zabcab.com). All you have to do is to push one button.
Your exact location (on a map) will appear automatically on the portable device screen of all subscribing taxi driv-
ers. There is no cost for the user. ZabCab collaborates with taxi drivers and individual drivers (see Vermontbiz News
2016). It competes with Uber. (See Chap. 5).

e Several hundreds of millions of active users are downloading songs, games, and videos on Apple’s iTunes store (a
selection of over 52 million songs, TV episodes, etc.). The store also serves 575 million mobile devices users. Total
revenue is estimated to reach $13 billion in 2017. The store is considered the most popular music store in the world.
Since its inception in 2003, it has sold over 33 billion songs as of spring 2017. At the same time, the iPhone store
has offered over 1.2 million apps.


http://ibm.com/social-business/us/en
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* Ford Company is using the “MyFord Touch” system to calculate the fastest, shortest, and most fuel-efficient way to
get from a given place to a destination. The system charts a route that avoids congestion (based on historical and
real-time traffic data). Results are shown on a dashboard. Initial deployment can be seen in recent models of Ford
Focus.

* A new Japanese hotel is staffed entirely by robots (see Moscaritolo 2015).

e Asof 2014, guests in several Starwood Hotels & Resorts and other big hotel chains can enter their rooms by using
a smartphone as a room key.

* Pokémon GO is a smartphone game based on augmented reality (Chap. 2). Hundreds of millions of people play this
game, which was invented in Japan.

* An international research project is developing a computerized system that enables the monitoring of patients at
home in real time, conducting of diagnosis, and providing of medical advice. The objective is to reduce traffic to
medical facilities while increasing the quality of care. The project is managed in Israel with collaboration of experts
from several European countries. For details, see haifa.ac.il/index.php/en.

» Union Pacific, the largest US railroad company, is using a large number of sensors on their trains and other equip-
ment to collect data that is transmitted via wireless and wireline networks to a data center. There, an analysis is
performed to determine optimal preventive maintenance by using predictive analytics. The analysis increased the
annual revenue by $35 million.

e Water loss involving many influencing variables in the Valley of the Moon Water District in California has been
considerably reduced by using smart analytical computing from IBM.

* Supermarket shoppers in Finland are using camera-equipped smartphones that can scan the bar code of an item to
find its ingredients, nutrient value, and the exercise time needed to burn the consumed calories.

* Bicycle computers (by Bridgestone Cycle Co.) can automatically keep track of your travel distance, speed, time,
and calorie consumption. For cycling communities, see bikewire.net and cyclingforum.com.

* Champions of the World Series of Poker used to be people in their 50s and 60s who spent years playing the game
to gain the experience needed to win. However, in 2009, Joe Cada from the United States won the main event at the
World Series of Poker, at the age of 21. To gain experience quickly, Cada plays extensively online. Joe McKeehen
won in 2015, at the age of 24.

The above list can be extended to hundreds or even thousands of items.

Some Impacts of the Digital and Social Worlds

Of the many impacts of the digital and social worlds, here we will describe only two: the disruptive impacts of e-commerce
and the social customers.

Disruptive Impacts of e-Commerce

Digital technologies in general, and EC and related technologies such as m-commerce and social commerce, may have a
disruptive impact on economies, industries, business models, and people (see the 2013 ‘Disruptive Technologies’ video at
mckinsey.com/insights/high_tech_telecoms_internet/disruptive_technologies). See also McCafferty (2015). For a 2014
video interview of MIT’s Andrew McAfee and McKinsey’s James Manyika titled “Why Every Leader Should Care about
Digitization and Disruptive Innovation,” see mckinsey.com/business-functions/business-technology/our-insights/why-
every-leader-should-care-about-digitization-and-disruptive-innovation. For a discussion and examples, see Chap. 5.

The Social Customer

An important component in the digital society is the social customer. Social customers (sometimes called digital customers)
are usually members of social networks who share opinions about products, services, and vendors, do online social shopping,
and understand their rights and how to use the wisdom and power of social communities to their benefit. The number of
social customers is increasing exponentially due to wireless shopping, new online shopping models (Chap. 8), and commu-
nication tools (see Chap. 2). The highlights of the social customers are shown in Fig. 1.6.
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Fig.1.6 The social customer
(Source: Courtesy of

F. Cipriani, “Social CRM:
Concept, Benefits, and
Approach to Adopt,”
November 2008. slideshare.
net/thcipriani/social-crm-
presentation-761,225;
accessed March 2017; used
with permission)
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As the figure illustrates, social customers expect better service and are willing to provide feedback and product reviews, and
they connect with like-minded peers. This new behavior pattern requires a new strategy for marketing, communications, and
customer service. For example, Phillips Corp. is digitally transforming itself to put the customers first (see Baldwin 2016).

The social customer is participatory and has active involvement in the shopping process both as a buyer and as an influ-
encer. Individuals can be influenced by friends, friends of friends, and even friends of friends of friends. Merchants must
understand how these consumers differ from conventional customers and therefore use appropriate e-commerce marketing
strategy as well as superb customer service. Procedures, guidelines, and software are publically available for social CRM
(e.g., see en.wikipedia.org/wiki/Social_CRM).

SECTION 1.5 REVIEW QUESTIONS

Define the digital revolution and list its components.
List the characteristics of the digital economy.

What is the social economy?

Define a digital enterprise and relate it to social business.
Describe the social enterprise.

Compare traditional and digital enterprises.

Describe the digital society.

Describe how EC technologies can disrupt industries.
Describe social customers.

R A ol e

1.6  ELECTRONIC COMMERCE BUSINESS MODELS

One of the major characteristics of EC is that it facilitates the creation of new business models. A business model describes
the manner in which business is done to generate revenue and create value. This is accomplished by attaining organizational
objectives. A key area is attracting enough customers to buy the organization’s products or services. Several different EC
business models are possible, depending on the company, the industry, and so on. Business models can be found in existing
businesses as well as in proposed ones. See Lazazzera (2015).

Note: The January—February 2011 issue of Harvard Business Review is dedicated to business model innovations (five
articles), including several topics related to e-commerce.
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The Structure and Properties of Business Models

A comprehensive business model (for a proposal company) may include some or all of the following components as illus-
trated in Fig. 1.7:

e A description of the customers to be served and their value proposition. Also, how these customers can be reached
and supported

e A description of all products and services the business plans to deliver. Also, what the differentiating aspects of the
products are

e The company’s growth strategies

* A description of the required business process and the distribution infrastructure (including human resources)

* A list of the resources required, their cost, and availability (including human resources)

* A description of the organization’s supply chains, including suppliers and other business partners

* The value chain structure

e The relevant markets with a list of the major competitors and their market share. Also, market strategies and
strengths/weaknesses of the company

* The competitive advantage offered by the business model including pricing and selling strategies

e The anticipated organizational changes and any resistance to change

* A description of the revenues expected (revenue model), sources of funding, and the financial viability

Models also include a value proposition, which is a description of the benefits of using the specific model (tangible and
intangible), both to the customers and to the organization. A detailed discussion and examples of business models and their
relationship to business plans are presented at en.wikipedia.org/wiki/Business_model.

This chapter presents two of the models’ elements: revenue models and value propositions.
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Revenue Models

A revenue model specifies how the organization, or an EC project, will generate revenue. For example, the revenue model
for Net-a-Porter shows revenue from online sales of luxury dresses. The major revenue models are shown in the shaded area
that follows:

Sales. Companies generate revenue from selling products or services on their websites. An example is when Net-a-
Porter, Starbucks, Amazon.com, or Godiva sells a product online.

Transaction fees. Commissions are based on the volume of transactions made. For example, when a homeowner sells
a house, he or she typically pays a transaction fee to the broker. The higher the value of the sale, the higher the total
transaction fee. Alternatively, transaction fees can be levied per transaction. With online stock trades, for example,
there is usually a fixed fee per trade, regardless of the volume.

Subscription fees. Customers pay a fixed amount, usually monthly, to get some type of service. An example would be
the fee you pay to an Internet access provider (fixed monthly payments).

Advertising fees. Companies charge others for allowing them to place a banner on their sites.

Affiliate fees. Companies receive commissions for referring customers to certain websites. A good program is avail-
able at Amazon.com.

Licensing fees. Another revenue source is licensing fees (e.g., see progress.com/datadirect-connectors). Licensing
fees can be assessed as an annual fee or a per usage fee. Microsoft receives fees from each workstation that uses
Windows NT, for example.

Other revenue sources. Some companies allow people to play games for a fee or to watch a sports competition in real
time for a fee (e.g., see espn.go.com).

A company uses its revenue model to describe how it will generate revenue and its business model to describe the process
it will use to do so.

Innovative Revenue Models for Individuals
The Internet allows for innovative revenue models, some of which can be utilized even by individuals, as demonstrated by
the following example:

Example: buy low, sell high

This strategy has been known for generations, but now you have a better chance. How about buying stuff cheap on Craigslist
(or other online classified ad sites) and reselling it for a 50-200% profit at an auction on eBay? Try it; you might make
money. Some people make it even bigger. The person who bought the domain name pizza.com for $20 in 1994 sold it for $2.6
million in April 2008 (one of the many he purchased). The revenue model can be part of the value proposition or it may
supplement it.

Value Proposition

Business models also include a value-proposition statement. A value proposition refers to the benefits, including the intan-
gible ones that a company hopes to derive from using its business model. In B2C EC, for example, the customer value propo-
sition defines how a company’s product or service fulfills the needs of customers. In other words, it describes the total
benefits to the customer. The value proposition is an important part of the marketing plan of any product or service. For 50
value propositions in B2C e-commerce, see Davis (2012).


http://progress.com/datadirect-connectors
http://espn.go.com
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Functions of a Business Model

Business models have the following major functions or objectives:

e Describe the supply and value chains.

» Formulate the venture’s competitive strategy and its long-range plans.

* Present the customer value proposition.

 Identify who will use the technology for what purpose; specify the revenue-generation process, where the company
will operate.

» Estimate the cost structure and amount and profit potential.

Typical EC Business Models

There are many types of EC business models. Examples and details of EC business models can be found throughout this text
and provided by Rappa (2010). The following are common models.

1.

Online direct marketing. The most obvious EC model is that of selling products or services online. Sales may be from
a manufacturer to a customer, eliminating intermediaries or physical stores (e.g., Dell), or from retailers to consumers,
making distribution more efficient (e.g., Net-a-Porter, Walmart online). This model is especially efficient for digitizable
products and services (those that can be delivered electronically). This model has several variations (see Chaps. 3 and 4)
and uses different mechanisms (e.g., auctions). It is practiced in B2C (where it is called e-tailing).

Example
As of 2016, farmers in India can reach customers directly as part of agriculture reform. For details, see Biswas (2016).

2.

Electronic tendering systems. Large organizational buyers usually make large-volume or large-value purchases through
a tendering (bidding) system, also known as a reverse auction. Such tendering can be done online, saving time and
money. Pioneered by General Electric Corp., e-tendering systems are gaining popularity. Indeed, many government agen-
cies mandate that most of their procurement must be done through e-tendering. (Details are provided in Chap. 4).

. Electronic marketplaces and exchanges. Electronic marketplaces existed in isolated applications for decades (e.g.,

stock and commodities exchanges). However, as of 1996, hundreds of e-marketplaces (old and new) have introduced new
methods and efficiencies to the trading process. If they are well organized and managed, e-marketplaces can provide
significant benefits to both buyers and sellers. Of special interest are vertical marketplaces that concentrate on one indus-
try. For example, Net-a-Porter is a marketplace for dresses and related items. Its customers are mostly individuals. For
details, see Chaps. 3 and 4.

. Viral advertising and marketing. According to the viral marketing model, people use e-mail and social networks to

spread word-of-mouth advertising. It is basically Web-based word-of-mouth advertising and is popular in social
networks.

Group purchasing. Group purchasing is a well-known offline method, both in B2C and B2B. It is based on the concept
of quantity discounts (“cheaper by the dozen”). The Internet model allows individuals to get together so they can gain the
large-quantity advantage. This model was not popular in B2C until 2010 when Groupon introduced a modified model in
which people are grouped around special deals, as illustrated in Chap. 8. Note that the model is very popular in China.

A company may use several EC models as demonstrated in the Starbucks opening case, the NFL closing case, and the Dell case.

Classification of Business Models in e-Commerce

Rappa (2010) classified the EC business models into eight categories:

1.
2.

Brokerage: Market makers that charge fee for their services.
Advertising: Websites that provide content and charge advertisers for related ads.
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. Infomediary: Provides information and/or infrastructure that help buyers and/or sellers and charge for their services.

. Merchant—retailers (such as Walmart or Amazon): These buy the products and sell them at profit.

. Direct model: Sells without intermediaries.

. Affiliate: Paying website owners to place banners. Share fees received from advertisers.

. Community: A social media-based model that utilizes Web 2.0 tools, social networks, and the characteristics presented in
Chap. 8.
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Rappa (2010) further provides examples of each plus their revenue models. In addition, he presents the major varieties in
each category.

SECTION 1.6 REVIEW QUESTIONS

1. What is a business model? Describe its functions and properties.

2. Describe a revenue model and a value proposition. How are they related?

3. Describe the following business models: direct marketing, tendering system, electronic exchanges, viral marketing, and
social networking/commerce.

4. Identify some business models related to buying and those related to selling.

5. Describe how viral marketing works.

1.7  THE LIMITATIONS, IMPACTS, AND THE FUTURE OF E-COMMERCE

As indicated in section “The Electronic Commerce Field: Growth, Content, Classification, and a Brief History” there are
some limitations and failures in EC.

The Limitations and Barriers of EC

Barriers to EC are either non-technological or technological. Representative major barriers are listed in Table 1.5.
One important area that may limit some EC project is ethics.

Ethical Issues

Ethical issues can create pressures or constraints on EC business operations. Yet some ethical sites increase trust and help EC
vendors. Ethics relates to standards of right and wrong. Ethics is a difficult concept, because what is considered ethical by
one person may seem unethical to another. Likewise, what is considered ethical in one country may be unethical in another.

See Chap. 15. Also, security issues are important (see Chap. 11).

Table 1.5 Limitations of electronic commerce

Technological limitations

Non-technological limitations

Need for universal standards for quality, security, and reliability

Security and privacy concerns deter customers from buying

The telecommunications bandwidth may be insufficient, especially
for m-commerce, videos, and graphics

Lack of trust in sellers, in computers, and paperless faceless
transactions hinders buying

Software development tools are still evolving

Resistance to change

It is difficult to integrate Internet and EC software with some existing
(especially legacy) applications and databases

Many legal and public policy issues are not resolved or are not clear

Special Web servers are needed in addition to the network servers,
which add to the cost of EC

National and international government regulations sometimes get in
the way
Global competition intensifies

Internet accessibility is still expensive and/or inconvenient for many

It is difficult to measure some of the costs and benefits of EC

Large-scale B2C requires special automated warehouses for order
fulfillment

Not enough customers. Lack of collaboration along the supply chain
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Implementing EC may raise ethical issues ranging from monitoring employee’s e-mail to invasion of privacy of millions of
customers whose data are stored in private and public databases. In implementing EC, it is necessary to pay attention to these
issues and recognize that some of them may limit, or even prohibit, the use of EC. An example of this can be seen in the
attempted implementation of RFID tags (Online Tutorial T2) in retail stores due to the potential invasion of buyers’ privacy.

Overcoming the Barriers

Despite these barriers, EC is expanding rapidly. As experience accumulates and technology improves, the cost-benefit ratio
of EC will increase, resulting in even greater rates of EC adoption.

Why Study e-Commerce?

The major reason to study e-commerce is that it is rapidly growing and impacting many businesses and marketing operations.
The percentage of EC of total commerce transactions is increasing rapidly, and some predict that most future commerce will
be online. Thus, any businessperson or a business student should learn about this field.

This is why the academic area of e-commerce that started around 1995 with only a few courses and textbooks is growing
rapidly. Today, many universities offer EC courses and complete programs in e-commerce or e-business (e.g., majors in
e-commerce, minors in e-commerce and certificate programs; see University of Virginia, University of Maine, University of
Arkansas). Recently, e-commerce topics have been integrated into all functional fields (e.g., Internet marketing, electronic
financial markets). The reason for this proliferation is that e-commerce is penetrating more and more into business areas,
services, and governments. Finally, it is a fascinating field with its innovative business models.

However, there are also some very tangible benefits to increased knowledge of EC. First, your chances of getting a
good (or better) job are higher. The demand for both technical and managerial EC skills is growing rapidly and so are the
salaries (e.g., see salary comparison sites such as salary.com and careerbuilder.com/insights. Hundreds of well-paying
open positions are available in areas related to social media, social networking, and social commerce. Second, your
chances for a promotion could be higher if you understand EC and know how to seize its opportunities. Finally, it gives
you a chance to become a billionaire, like the founders of Google, Facebook, YouTube, Amazon.com, and Alibaba, or to
make a great deal of money on eBay. You can make money simply by selling online. And, you can do online business even
while you are a student (See jetpens.com). Even some teenagers practice successful EC. An example is Diane Keng, an
entrepreneur from Cupertino Monte Vista High School in California, who initiated three successful Web 2.0 start-up
companies, making substantial money.

In 2016, a 9-year-old sold thousands of boxes of Girl Scout Cookies on the Internet instead of going door to door.

There are many other opportunities for young people to make money from EC in addition to the examples in this book
and selling on eBay. Experts suggest the following ways to earn extra cash online: (1) sell your craft; (2) make money from
your talent; (3) be a nurse on call; (4) write, edit, or proofread; (5) design graphics and websites; (6) tutor kids or adults; (7)
give advice; (8) provide customer service; (9) launch a blog; (10) give your opinion (for a fee); (11) search the Internet; and
(12) do online tasks. For 21 ways to make money online, see Adams (2016). See also shop.com and Staff (2017). A growing
EC model that can be used by individuals is drop-shipping (see Bennet 2016 and Chap. 3 for details).

Many opportunities are available in the areas of social media and commerce.

The Future of EC

According to the World Trade Organization (INAS 2016), e-commerce can play a pivotal role in fostering economic growth
and raising living standards, particularly for developing countries. This is one factor that contributes to EC’s bright future.

Several economic, technological, and societal trends impact EC and shape its direction. For example, most experts agree
that the shift from EC to mobile commerce is inevitable. In addition, many believe in the future of social commerce, as a
major component of e-commerce. There will be a surge in the use of e-commerce in developing countries (mostly thanks to
smartphones and tablets as well as e-payment systems). e-Commerce will win its battle against conventional retailing.
Finally, e-commerce will increase its global reach.

EC will impact some industries more than others will. This impact is changing with time. For example, major impacts in
the past 8 years were felt in travel, retail, stock brokering, and banking. Next are movies, healthcare, book publishing, and
electronic payments. Today’s predictions about the future size of EC, provided by respected analysts such as comScore,
eMarketer.com, and Forrester, vary. For a list of sites that provide such predictions and other EC statistics, see Table 3.1.


http://salary.com
http://careerbuilder.com/insights
http://jetpens.com
http://shop.com/
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The number of Internet users worldwide was estimated to be around 3 billion in the late 2016 and 3.5 billion in 2017
(see Plunkett 2017 and internetworldstats.com). With more people on the Internet, EC will increase.

eMarketer forecasted that almost 85% of all Internet users in the United States would shop online in 2016. The repercus-
sions of the 2008-2013 financial meltdown have motivated people to shop online and look for bargains where price compari-
son is easy and fast (e.g., try to find the price of an item on Amazon.com). Another important factor is the increase of mobile
devices and especially smartphones. EC growth would come not only from B2C but also from B2B and from newer applica-
tions such as e-government, e-learning, B2E, social commerce, and c-commerce. The total volume of EC has been growing
every year by 13—16% in spite of the failures of individual companies and initiatives and the economic slowdown.

Finally, different business environment factors facilitate EC.

The future of EC depends on technological, organizational, and societal trends (e.g., see Fei and Chung 2015). Gartner
Inc. publishes a list of the “Top 10 Strategic Technology Trends” every year. Both the 2015 and 2016 lists include several EC
topics (e.g., mobile apps, Internet of Things). See also McCafferty (2016) for the top trends of 2016.

A final note: The future of EC depends on the accessibility to the Internet. Facebook’s laser drones could bring the Internet
to 5 billion people (see CBS 2015). Kelly (2016) lists 12 technological forces that shape our future. For more on the future
of EC, see Chap. 15.

SECTION 1.7 REVIEW QUESTIONS

1. List the major technological and non-technological barriers and limitations to EC.
2. Describe some of the benefits of studying EC.

3. How can EC help entrepreneurship?

4. Summarize the major points involved with the future of e-commerce.

1.8  OVERVIEW OF THIS BOOK

This book is composed of 16 chapters grouped into six parts, as shown in Fig. 1.8. Additional content, including online supple-
mental material for each chapter, is available online on the book’s website (affordable-ecommerce-textbook.com/turban).
The specific parts and chapters of this textbook are as follows:

Part I: Introduction to e-Commerce and e-Marketplaces

This part of the book includes an overview of EC and its content, benefits, limitations, and drivers, which are presented in
Chap. 1. Chapter 2 presents electronic markets and their mechanisms, such as electronic catalogs and auctions. This chapter
also includes a presentation of Web 2.0 tools of social networks and some emerging technologies.

Part Il: EC Applications

This section includes three chapters. Chapter 3 describes e-tailing (B2C), including some of its most innovative applications
for selling products online. It also describes the delivery of services, such as online banking, travel, and insurance. In Chap.
4, we introduce B2B EC and describe company-centric models (one buyer, many sellers; one seller, many buyers) as well as
electronic exchanges (many buyers and many sellers). e-Government, e-learning, management health, sharing economy
models, and P2P are the major subjects of Chap. 5.

Part lll: Emerging EC Delivery Platforms

In addition to traditional EC delivery platforms, described in Part II, we present in the four chapters of Part III the following
topics: Chap. 6 covers the area of mobile commerce. In Chap. 7, we cover the emerging areas of Al-based smart commerce
and the related topic of the Internet of Things and its EC applications. The areas of social commerce and social media mar-
keting are covered in Chap. 8. Enterprise social commerce and other applications are presented in Chap. 9.


http://internetworldstats.com
http://affordable-ecommerce-textbook.com/turban
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Part1 Introduction to E-Commerce and Social Commerce

Ch.1 Overview to Electronic Commerce
Ch. 2 E-Commerce: Mechanism, Infrastructure, and Tools

Part2 EC Application Part 3 Emerging EC Platforms

Ch. 3 Retailing in Electronic Commerce: Ch. 6 Mobile Commerce

Products and Services Ch.7 Smart Commerce and Internet of Things
Ch.4 B2B Commerce and Collaborative Commerce Ch. 8 Social Commerce Foundation and Marketing
Ch. 5 Innovative EC Systems: From E-Government Ch.9 Enterprise Social Commerce

to shared economy

Part 4 EC Supportive Services Part 5 E-Commerce Strategy and Implementation
Ch. 10 Marketing and Advertising in E-Commerce Ch. 14 EC Strategy, Globalization, and Implementation
Ch. 11 E-Commerce Security, Privacy and Fraud Ch. 15 E-Commerce: Regulatory, Ethical and Social
Protection Environments

Ch. 12 Electronic Commerce Payment System
Ch. 13 Order Fulfilment Along the Supply Chain

[ [

Online Tutorials

Fig.1.8 Plan of the book

Part IV: EC Support Services

Part IV examines the issues involving the support services needed for EC applications in three chapters. Chapter 10 explains
consumer behavior in cyberspace, online market research, and Internet advertising. Chapter 11 delves into EC security and
fraud protection. Chapter 12 discusses electronic payments. Order fulfillment is covered in Chap. 13.

Part V: EC Strategy and Implementation

Part V includes two chapters. Chapter 14 examines e-strategy and planning, including going global and the impact of EC on
small businesses. It also deals with implementation issues. The last chapter, Chap. 15, deals with ethical and regulatory
issues that include privacy protection, intellectual property, and fake content. Also covered are some societal-related issues.
The chapter also provides an overview of the future of EC.

Online Mini Tutorials

Five tutorials are available on the book’s website (affordable-ecommerce-textbook.com/turban).
T1 e-CRM

T2 EC Technology: EDI, Extranet, RFID, and Cloud Computing

T3 Business Intelligence and Analytics

T4 Competition in cyberspace

T5 e-Collaboration
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MANAGERIAL ISSUES

Some managerial issues related to this introductory chapter are as follows:

1. Why is B2B e-commerce so essential and successful? B2B EC is essential for several reasons. First, some B2B models
are easier to implement than B2C models. The volume and value of transactions are much larger in B2B than in B2C,
and the potential savings are larger and easier to justify. In contrast with B2C, which has several major problems, rang-
ing from channel conflict with existing distributors to fraud to a lack of a critical mass of buyers, there are much fewer
problems in these areas. Many companies can start B2B by simply buying from existing online stores and B2B exchanges
or by selling electronically joining existing marketplaces or an auction house. The problem is determining what and
where to buy or sell online.

2. Which EC business projects work best? Beginning in the early 2000s, the news was awash with stories about the failure
of many dot-coms and EC projects. Industry consolidation often occurs after a “gold rush.” About 100 years ago, hundreds
of companies tried to manufacture cars, following Ford’s success in the United States; however, only three survived. The
important thing is to learn from the successes and failures of others and discover the right business model for each endeavor.

3. How can we exploit social commerce? There are major possibilities here. Some companies even open their own social
networks. Advertising is probably the first thing to consider. Recruiting can be a promising avenue as well. Offering dis-
counted products and services should also be considered. Providing customer service and conducting market research can
be a useful activity as well. Making customers and selling to them can be beneficial. Finally, the ultimate goal is associat-
ing the social network with commerce so that revenue can be created.

4. What are the top challenges of EC today? The top ten technical issues for EC (in order of their importance) are security,
adequate infrastructure, virtualization, back-end systems integration, more intelligent software, cloud computing, data
warehousing and mining, scalability, and content distribution. The top ten managerial issues for EC are justification,
budgets, project deadlines, keeping up with technology, privacy issues, unrealistic management expectations, training,
reaching new customers, improving customer services, and finding qualified EC employees. Most of these issues are
discussed throughout this book.

SUMMARY

In this chapter, you learned about the following EC issues as they relate to the chapter’s learning objectives.

1. Definition of EC and description of its various categories. EC involves conducting transactions electronically. Its
major categories are pure versus partial EC, Internet versus non-Internet, and electronic markets versus company-based
systems.

2. The content and framework of EC. The applications of EC, and there are many, are based on infrastructures and are
supported by people; public policy and technical standards; marketing and advertising; support services, such as logis-
tics, security, and payment services; and business partners—all tied together by management.

3. The major types of EC transactions. The major types of EC transactions are B2B, B2C, C2C, m-commerce, intrabusi-
ness commerce, B2E, c-commerce, e-government, social commerce, and e-learning.

4. The drivers of EC. EC is a major product of the digital and technological revolutions, which enables companies to
simultaneously increase both growth and profits. These revolutions enable digitization of products, services, and infor-
mation. A major driver of EC is the changing business environment. The rapid change is due to technological break-
throughs, globalization, societal changes, deregulation, and more. The changing business environment forces
organizations to respond. Many traditional responses may not be sufficient because of the magnitude of the pressures
and the pace of the changes involved. Therefore, organizations must frequently innovate and reengineer their operations.
EC, due to its characteristics, is a necessary partner for this process.

Finally, EC is driven due to its ability to provide a much needed strategic advantage so organizations can compete
better.

5. Benefits of EC to organizations, consumers, and society. EC offers numerous benefits to all participants. Because
these benefits are substantial, it looks as though EC is here to stay and cannot be ignored. In addition, organizations can
go into remote and global markets for both selling and buying at better prices. Organizations can speed time to market
to gain a competitive advantage. They can improve the internal and external supply chain as well as increase collabora-
tion. Finally, they can better comply with government regulations.
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10.

e-Commerce 2.0 and social media. This refers to the use of social computing in business, often using Web 2.0 tools
(such as blogs, wikis) with its social media framework, as well as the emergence of enterprise social networking and
commercial activities in virtual worlds. Social and business networks attract huge numbers of visitors.

. Describe social commerce and social software. Companies are beginning to exploit the opportunity of conducting

business transactions in social networks and by using social software such as blogs. Major areas are advertising, shop-
ping, customer service, recruiting, and collaboration.

. The elements of the digital world. The major elements of the digital world are the digital economy, digital enterprises,

and digital society. They are diversified and expanding rapidly.
The digital world is accompanied by social businesses and social customers.

. The major EC business models. The major EC business models include online direct marketing, electronic tendering

systems, name-your-own-price, affiliate marketing, viral marketing, group purchasing, online auctions, mass customiza-
tion (make-to-order), electronic exchanges, supply chain improvers, finding the best price, value-chain integration,
value-chain providers, information brokers, bartering, deep discounting, and membership.

Limitations of e-commerce. The major limitations of EC are the resistance to new technology, fear of fraud, integration with
other IT systems may be difficult, costly order fulfillment, privacy issues, unclear regulatory issues, lack of trust in computers
and unknown business partners, difficulties to justify EC initiatives, and lack of employees who are skilled in EC.

KEY TERMS

Brick-and-mortar (old economy) organizations
Business model
Business-to-business (B2B)
Business-to-consumer (B2C)
Business-to-employee (B2E)
Click-and-mortar (click-and-brick) organizations
Collaborative commerce (c-commerce)
Consumer-to-business (C2B)
Consumer-to-consumer (C2C)
Corporate portal

Digital economy

Digital enterprise

e-Business

e-Government

e-Tailing

Electronic commerce (EC)
Electronic market (e-marketplace)
Ethics

Extranet

Intrabusiness EC

Intranet

Sharing economy

Social business

Social commerce (SC)

Social computing

Social (digital) customer

Social enterprise

Social media

Social network

Social networking

Social networking services (SNSs)
Tendering (bidding) system

Value proposition

Virtual (pure-play) organizations
Web 2.0
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DISCUSSION QUESTIONS
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Compare brick-and-mortar and click-and-mortar organizations.

Why is buying with a smart card from a vending machine considered EC?

Explain how EC can reduce cycle time, improve employees’ empowerment, and facilitate customer service.
Compare and contrast viral marketing with affiliate marketing.

Identify the contribution of Web 2.0. What does it add to EC?

Discuss the reasons companies embark on social commerce.

Distinguish an enterprise social network from a public one such as Facebook.

Carefully examine the non-technological limitations of EC. Which are company dependent and which are generic?
Relate the social customer to social business.

TOPICS FOR CLASS DISCUSSION AND DEBATES

SN

How can EC be both a business pressure and an organizational response to other business pressures?

Debate: Does digital business eliminate the “human touch” in trading? In addition, if “yes,” is this really bad?

Why do companies frequently change their business models? What are the advantages? The disadvantages?

Debate: EC eliminates more jobs than it creates. Should we restrict its use and growth?

Debate: Will online fashion hurt traditional fashion retailers?

Search for information on the enterprise of the future. Start with ibm.com. In one or two pages, summarize how the enter-
prise of the future differs from today’s enterprise.

Investigate why the 1 day sales during Singles’ Day in China generated more than twice the money generated on Cyber
Monday in the United States.

Discuss the impacts of EC on the fashion industry.

Visit packdog.com and entirelypets.com/dogtoys.html. Compare the two sites and relate their contents to the digital
society.

INTERNET EXERCISES

. Enter http://www.excitingcommerce.comwww.excitingcommerce.com and find recent information about emerging

EC models and the future of the field.

Visit amazon.com and locate recent information in the following areas:

(a) Find the five top-selling books on EC.

(b) Find a review of one of these books.

(c) Review the personalized services you can get from Amazon.com, and describe the benefits you receive from shop-
ping there.

(d) Review the products directory.

. Visit priceline.com and zappos.com, and identify the various business revenue models used by both. Discuss their

advantages.
Go to nike.com and design your own shoes. Next, visit products.office.com and create your own business card. Finally,
enter jaguar.com and configure the car of your dreams. What are the advantages of each activity? The disadvantages?

. Try to save on your next purchase. Visit pricegrabber.com, yub.com, and buyerzone.com. Which site do you prefer?

Why?

Enter espn.go.com, 123greetings.com, and facebook.com, and identify and list all the revenue sources on each of the
companies’ sites.

Enter philatino.com, stampauctioncentral.com, and statusint.com. Identify the business model(s) and revenue mod-
els they use. What are the benefits to sellers? To buyers?

Go to zipcar.com. What can this site help you do?

Enter digitalenterprise.org. Prepare a report regarding the latest EC models and developments.

. Visit some websites that offer employment opportunities in EC (such as execunet.com and monster.com). Compare the

EC salaries to salaries offered to accountants. For other information on EC salaries, check Computerworld’s annual sal-
ary survey and salary.com.
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1. Visit bluenile.com, diamond.com, and jewelryexchange.com. Compare the sites. Comment on the similarities and the
differences.

2. Visit tickets-online.com, ticketmaster.com, tickets-online.com, and other sites that sell event tickets online. Assess the
competition in online ticket sales. What services do the different sites provide?

3. Enter the Timberland Company (timberland.com), and design a pair of boots. Compare it to building your own sneak-
ers at nike.com. Compare these sites to zappos.com/shoes.

4. Examine two or three of the following sites: prosper.com, paperbackswap.com, bigvine.net, etc. Compare their busi-
ness and revenue models.

TEAM ASSIGNMENT AND PROJECTS

1

2.

3.
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. Read the opening case and answer the following questions:

(a) In what ways do you think Starbucks increases its brand recognition with its EC initiatives?

(b) Some criticize My Starbucks Idea as an ineffective “show off.” Find information about the pros and cons of the pro-
gram. (See the Starbucks Ideas in Action Blog).

(c) Starbucks initiates discussions on Facebook about nonbusiness topics such as the marriage equality bill. Why?

(d) Discuss how customers are being kept involved and engaged in the various EC initiatives.

(e) Starbucks believes that its digital and social initiatives are “highly innovative and cause dramatic changes in con-
sumer behavior.” Discuss.

Each team will research two EC success stories. Members of the group should examine companies that operate solely
online and some that extensively utilize a click-and-mortar strategy. Each team should identify the critical success factors
for their companies and present a report to the other teams.

Watch the video E-Commerce Part 1 (10:03 min) at youtube.com/watch?v=gOVh-r03zxQ.

(a) Update all the data shown in the video.

(b) What fundamental change is introduced by EC?

(c) What is the first mover advantage discussed in the video?

(d) Amazon.com and other companies that lost money during the time the video was made are making a lot of money
today; find out why.

(e) Identify all the EC business models discussed in the video.

(f) How can one conduct an EC business from home?

(g) EC is considered a disruptor. In what ways?

. Conduct a search on ‘“‘social business.” Start at eweek.com. Divide the work between several teams; each team covers one
topic, and each team writes a report.

. Research the status of self-driven cars. Outline the pro and con points. Why this is considered EC? Give a presentation.

. Research the impact of e-commerce on the auto industry, including self-driven cars (read Gao et al. 2016).

. Write a report. Compare Net-a-Porter with buying fashion products on Amazon and other websites that discount designer
items. In addition, see what Groupon offers in this area. Analyze the competitive advantage of each. Write a report.

. Compare ride sharing companies (e.g., Uber) to ZabCab.

CLOSING CASE: E-COMMERCE AT THE NATIONAL FOOTBALL LEAGUE (NFL)

Professional sports are multibillion-dollar businesses in the United States, and they are growing rapidly in many other coun-
tries. The National Football League (NFL), which consists of 32 teams, is a premier brand of the most popular sport in the
United States—football. The NFL uses e-commerce and other information technologies extensively to run its business effi-
ciently. The following are some examples of e-commerce activities the NFL conducts both at the corporate level and at the
individual team level.


http://bluenile.com
http://diamond.com
http://jewelryexchange.com
http://tickets-online.com
http://ticketmaster.com
http://tickets-online.com
http://timberland.com
http://nike.com
http://zappos.com/shoes
http://prosper.com
http://paperbackswap.com
http://bigvine.net
http://youtube.com/watch?v=gOVh-r03zxQ
http://eweek.com
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Selling Online

In addition to the official store (nflshop.com) and the individual team stores (e.g., the Atlanta Falcons), there are dozens of
independent stores that sell authentic, as well as replicas, of jerseys, hats, shirts, and other team merchandise. Most of these
sales are done online, which enables you to buy your favorite team’s items from anywhere; you can also save with coupons.
It is basically a multibillion-dollar B2C business, supported by search and shopping tools (see Chap. 2), including price
comparisons (e.g., compare prices at bizrate.com/electronics-cases-bags). In 2015, the NFL players association picked EC
giant fanatics to be the lead manufacturer and seller of licensed merchandise (Bloomberg News 2016).

Several online stores sell tickets for NFL events, including resale tickets. For example, see ticketsnow.com/nfl-tickets.

Selling in China

In October 2013, the NFL opened its official online store in China (nfl.world.tmall.com). To embark on this venture, the
NFL used two partners: Export Now to handle all the administration of the transactions and Tmall.com (China’s leading EC
seller with over 500 million registered members).

Information, News, and Social Commerce

The NFL is on Facebook where there is a company description and many posts by its fans. It is also on Twitter where you
can find information on upcoming NFL events and be one of its over 23,000,000+ followers. You can also get local news,
including real-time sports scores texted to your smartphone. The popularity of social media used by players created a need
for a policy regarding the use of social networks before and after (but not during) games. For the policy, see the article titled
“Social Media Before, After Games™ at sports.espn.go.com/nfl/news/story?id=4435401. For the use of social commerce in
the NFL business, see Brennan (2014).

Videos and Fantasy Games

Madden NFL 11 is a video game available across all major consoles with an adaptation for iPhone and iPad versions of the
game. See also the Game Pass. For details, see en.wikipedia.org/wiki/Madden_NFL_11. Related to these games are the
NFL fantasy games that are available for free at fantasy.nfl.com. For livestreaming, see Baysinger (2015).

Smartphone Experience

Smartphones, and especially iPhones, now allow users to go online to view games in real time (some are costly). You can
also use the iPhone to view photos in the stadium that are projected on a TV and much more. NFL mobile is a well-known
option.

Wireless Applications in Stadiums

Several stadiums are equipped with state-of-the-art wireless systems. One example is the University of Phoenix Stadium,
which is the home of the Arizona Cardinals. Fans can access many high-definition TVs in real time. Fans with smartphones
can get real-time scores or purchase food and other merchandise. The system also enables employees to process ticket sales
quickly. In addition, fans can watch the game while buying food in the stadium. The Cardinal’s marketing department can
advertise the forthcoming games and other events on the system. It also delivers data to coaches as needed during games. A
similar system (used in the Sun Life Stadium, home of the Miami Dolphins) enables personalized replay during games (see
the video about a special portable device titled “Miami Dolphins Transform Sun Life Stadium into Entertainment Destination
for Fans” at youtube.com/watch?v=t2qErS7f17Y). Also, you can order food online, have it delivered to your seat, and pay
for it electronically. Finally, you can play fantasy games while in the stadium. These EC applications are designed to make
fans happy and to generate revenue.


http://nflshop.com
http://bizrate.com/electronics-cases-bags
http://ticketsnow.com/nfl-tickets
http://nfl.world.tmall.com
http://sports.espn.go.com/nfl/news/story?id=4435401
http://en.wikipedia.org/wiki/Madden_NFL_11
http://fantasy.nfl.com
http://youtube.com/watch?v=t2qErS7f17Y
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Other Applications

The NFL uses many other EC applications for the management of transportation to the Super Bowl, security implementation,
procurement (B2B), providing e-CRM, and much more.

For an interesting infographic on the Super Bowl NFL business, see Bathe (2015).

Sources: Based on Bathe (2015), Baysinger (2015), and material collected on Facebook and Twitter (accessed February
2017).

Questions

Identify all applications related to B2C in online stores (see Roggio 2013 to get started).

Identify all B2C applications inside the stadium.

Identify all B2E applications inside the stadium.

Relate online game playing to EC at the NFL.

Compare the NFL information available on Facebook to that available on Instagram.

Find additional NFL-related applications not cited in this case.

Enter www.ignify.com/Atlanta_Falcons_eCommerce_Case_Study.html. Read the case “Atlanta Falcons E-Commerce
Case Study,” then go to the Falcons’ online store, and describe all major EC models that are used there.

Find information on social commerce at the NFL.

9. Compare Madden NFL 11 with NFL fantasy games.

Nk wn =

*®

REFERENCES

Adams, R. L. “21 Legit Ways to Make Money Online.” Forbes.com, October 11, 2016.

Ahmad, I. “100 Most Startling Tech Facts, Figures, and Statistics from 2013 [Infographic].” January 2, 2014. socialmediatoday.com/irfan-
ahmad/2033741/100-most-startling-tech-facts-figures-and-statistics-2013-infographic (accessed February 2017).

Allison, M., “Starbucks Presses Social Media Onward.” The Seattle Times, April 27, 2013. seattletimes.com/html/businesstechnol-
0gy/2020862483_starbuckssocialxml.html (accessed February 2017).

Baldwin, C. “Philips Is Digitally Transforming to Put the Customer First.” Essential Retail, June 8, 2016.

Bathe, M. “eCommerce Community: NFL Super Bowl & eCommerce.” The Jibe, January 28, 2015. thejibe.com/blog/15/01/ecommerce-com-
munity-nfl-super-bowl-ecommerce-infographic (accessed February 2017).

Baysinger, T. “Here’s How the NFL is Beefing Up Its Digital Presence: More Live Streaming and a New Premium Mobile Subscription.” AdWeek,
September 6, 2015. adweek.com/tv-video/here-s-how-nfl-beefing-its-digital-presence-166733 (accessed February 2017).

Bennet, A. Online DropShipping Income 2016: How To Make Money via E-Commerce Without Having Your Own Product. Seattle, WA: Amazon
Digital Services, 2016.

Bertelsen, M. “8 Surprising Social Media Lessons You’ll Learn from Oprah.” Social Media Revolver, December 23, 2014. socialmediarevolver.
com/surprising-social-media-lessons-oprah (accessed February 2017).

Biswas, S. P. “Maharashtra: Farmers to Go the E-Commerce Way, Reach Customers Directly.” The Indian Express, July 10, 2016.

Bloomberg News. “E-Commerce Giant Fanatics Scores a New Deal with the NFL.” E-Commerce World, April 15, 2016.

Brennan, B. “The Effect of the 2014/15 NFL American Football Season on E-Commerce and Retail Companies.” Conversocial, October 15, 2014.
conversocial.com/blog/the-effect-of-the-2014/15-nfl-american-football-season-for-ecommerce-and-retail-companies#.VtoWdPkrI2w
(accessed February 2017).

Bridges, R., and A. Sherman. Driverless Car Revolution: Buy Mobility, Not Metal, Kindle Edition. Seattle, WA: Amazon Digital Services, 2016.

Brohan, M. “Starbucks Wants Its Fill of Mobile-First Customers.” Internet Retailer, November 4, 2015.

Burke, A. “How a 15-Year-Old Entrepreneur Got Her Product into Nordstrom.” Yahoo! News, December 23, 2013. news.yahoo.com/blogs/profit-
minded/15-old-entrepreneur-got-her-product-nordstrom-233738356.html (accessed February 2017).

CBS. “Facebook’s Laser Drones Could Bring Internet to 5 Billion People.” CBS SF Bay Area, March 26, 2015. sanfrancisco.cbslocal.
com/2015/03/26/facebook-drones-lasers-internet (accessed February 2017).

Davis, A. “50 Value Propositions for Ecommerce Retailers.” CPC Strategy, July 12, 2012. cpestrategy.com/blog/2012/07/50-value-propositions-
for-ecommerce-retailers (accessed February 2017).

Davis, B. “The Most Powerful Woman You’ve Never Heard of: Scarily Well-Connected Net-A-Porter Founder Natalie Massenet Changed the Way
You Shop and Now She’s Set Her Sights on Politics.” Daily Mail, February 19, 2016.

Drucker, P. Managing in the Next Society. New York: Truman Talley Books, 2002.

Estopace, E. “Singapore Among World’s 7 Most Digital Savvy Countries.” eGov Innovation, July 19, 2016.

Fei, X., and J.-Y. Chung. IT for Future e-Business Management. Heidelberg, Berlin: Springer Link, 2015.

Gao, P., H.-W. Kaas, D. Mohr, and D. Wee. “Disruptive Trends That Will Transform the Auto Industry.” McKinsey Company, January 2016.

Howard, B. We-Commerce: How to Create, Collaborate, and Succeed in the Sharing Economy. Westminster, London: Tarcher Perigee, 2015.

Ilyashov , A. “Melania Trump’s RNC Dress is Very Different from Past Potential FLOTUS’ Looks.” Refinery 29, July 19, 2016.


http://www.ignify.com/Atlanta_Falcons_eCommerce_Case_Study.html
http://socialmediatoday.com/irfan-ahmad/2033741/100-most-startling-tech-facts-figures-and-statistics-2013-infographic
http://socialmediatoday.com/irfan-ahmad/2033741/100-most-startling-tech-facts-figures-and-statistics-2013-infographic
http://seattletimes.com/html/businesstechnology/2020862483_starbuckssocialxml.html</URL
http://seattletimes.com/html/businesstechnology/2020862483_starbuckssocialxml.html</URL
http://thejibe.com/blog/15/01/ecommerce-community-nfl-super-bowl-ecommerce-infographic
http://thejibe.com/blog/15/01/ecommerce-community-nfl-super-bowl-ecommerce-infographic
http://adweek.com/tv-video/here-s-how-nfl-beefing-its-digital-presence-166733
http://socialmediarevolver.com/surprising-social-media-lessons-oprahhttp:/socialmediarevolver.com/surprising-social-media-lessons-oprah
http://socialmediarevolver.com/surprising-social-media-lessons-oprahhttp:/socialmediarevolver.com/surprising-social-media-lessons-oprah
http://conversocial.com/blog/the-effect-of-the-2014/15-nfl-american-football-season-for-ecommerce-and-retail-companies#.VtoWdPkrI2w
http://news.yahoo.com/blogs/profit-minded/15-old-entrepreneur-got-her-product-nordstrom-233738356.html
http://news.yahoo.com/blogs/profit-minded/15-old-entrepreneur-got-her-product-nordstrom-233738356.html
http://sanfrancisco.cbslocal.com/2015/03/26/facebook-drones-lasers-internet
http://sanfrancisco.cbslocal.com/2015/03/26/facebook-drones-lasers-internet
http://cpcstrategy.com/blog/2012/07/50-value-propositions-for-ecommerce-retailers
http://cpcstrategy.com/blog/2012/07/50-value-propositions-for-ecommerce-retailers

References 39

INAS. “E-Commerce Development Can Stimulate Growth: WTO.” Business Standard, July 6, 2016.

Kelly, K. “The Internet Is Still at the Beginning of Its Beginning.” LinkedIn, June 4, 2016. linkedin.com/pulse/internet-still-beginning-its-kevin-
kelly (accessed February 2017).

La Monica, PR. “Starbucks Is Morphing into a Tech Company.” CNN Money, January 23, 2015. money.cnn.com/2015/01/23/investing/star-
bucks-kevin-johnson (accessed February 2017).

Lazazzera, R. “How to Choose an Ecommerce Business Model.” Shopify, February 19, 2015. shopify.com/blog/17240328-how-to-choose-an-
ecommerce-business-model (accessed February 2017).

Manyika, J., M. Chui, J. Bughin, R. Dobbes, P. Bisson, and A. Marrs. “Disruptive Technologies: Advances That Will Transform Life, Business,
and the Global Economy.” Report - McKinsey Global Institute. May (2013). mckinsey.com/insights/business_technology/disruptive-tech-
nologies (accessed February 2017).

McCafterty, D. “How Technology Disrupts Work-Life-Balance.” Baseline, May 25, 2015.

McCafferty, D. “The Top 9 Tech Trends for 2016.” Baseline, January 26, 2016.

Moscaritolo, A. “Futuristic Japanese Hotel Staffed Entirely by Robots.” PCMag, February 5, 2015. pcmag.com/article2/0,2817,2476347,00.asp
(accessed February 2017).

Moth, D. “How Starbucks Uses Pinterest, Facebook, Twitter and Google+.” Econsultancy.com, March 6, 2013. econsultancy.com/blog/62281-
how-starbucks-uses-pinterest-facebook-twitter-and-google#i.1k5vbfsmOndjpt (accessed February 2017).

Neckermann, L. The Mobility Revolution: Zero Emissions, Zero Accidents, Zero Ownership. Leicester, UK: Matador, 2015.

Olanrewaju, T., K. Smaje, and P. Willmott. “The Seven Traits of Effective Digital Enterprises.” McKinsey Company Article, May 2014.

Panagiotaropoulou, S. “Starbucks Case Study: Innovation in CRM Strategies, Means of Enabling E-Commerce. LinkedIn, September 22, 2015.
linkedin.com/pulse/starbucks-case-study-innovation-crm-strategies-means-stavroula (accessed February 2017).

Plunkett, J. W. Plunkett’s E-Commerce & Internet Business Almanac 2017 (Plunkett’s E-Commerce and Internet Business Almanac), Houston, TX:
Plunkett Research Ltd., February 17, 2017.

Pressler, J. “The World is not Enough for Net-a-Porter.” Nymag.com/Thecut/, August 11, 2015.

PWC. “The Sharing Economy,” eBook, 2015. pwec-consumer-intelligence-series-the-sharing-economy.pdf (accessed February 2017).

Rappa, M. “Business Models on the Web.” January 17, 2010. digitalenterprise.org/models/models.html (accessed February 2017).

Roggio, A. “9 Ecommerce Lessons from NFL Online Shops.” Practical Ecommerce, November 6, 2013. practicalecommerce.com/article/60509-
9-Ecommerce-Lessons-from-NFL-Online-Shops (accessed February 2017).

Samuely, A. “How Starbucks’ Social Strategy Won the Holidays and Drove Sales.” Mobile Commerce Daily, January 20, 2015a).

Samuely, A. “Starbucks Heats Up Social Relationship Marketing.” Mobile Commerce Daily, April 15, 2015b.

Sidhu, 1. The Digital Revolution: How Connected Digital Innovations are Transforming Your Industry, Company & Career. London: Pearson FT
Press, 2015.

Smith, A. “This Flying Car Will Be Ready for Take Off in 2017.” CNN Money, March 17, 2015. money.cnn.com/2015/03/17/autos/aeromobil-
flying-car/index.html?iid=surge-story-summary (accessed February 2017).

Staff. “75 Legitimate Ways to Earn Money at Home (Updated for 2017).” MoneyPantry.com, March 2, 2017.

Stanley, T. and R. Ritacca. “E-Commerce in China: Driving a New Consumer Culture.” KPMG Report, January 2014.

Strout, A. “Follow the Leader: How Starbucks is Dominating Mobile Commerce.” Mobile Marketing, August 13, 2015. marketingland.com/
follow-leader-starbucks-dominating-mobile-commerce-136784 (accessed February 2017).

Sung, B. “What E-Commerce Businesses Can Learn from Starbucks.” Unity E-Commerce, September 9, 2014.

Tse, E. China’s Disruptors: How Alibaba, Xiaomi, Tencent, and Other Companies Are Changing the Rules of Business. Westminster, London:
Portfolio, 2015.

Turban, E., et al. Social Commerce. New York: Springer, 2016.

U.S. Census Bureau. “E-Stats 2014 Report: Measuring the Electronic Economy.” June 7, 2016. census.gov/content/dam/Census/library/publi-
cations/2016/econ/el4-estats.pdf (accessed March 2017).

Vizard, M. “Jaguar Launches Virtual Shopping Experiences.” CIO Insight, June 5, 2013.

Vermontbiz News. “ZabCab Taxi App Reaches 10,000 Rides in Burlington, Partners with Dunwright Taxi and Independent Drivers.” Vermontbiz,
January 12, 2016.

Welch, M., and J. Buvat. “Starbucks: Taking the ‘Starbucks Experience’ Digital.” eBook: Capgemini Consulting, November 23, 2015. ebooks.
capgemini-consulting.com/dm/Starbucks.pdf (accessed February 2017).

Willgren, S. “Farmers Online: Old Traditions, Modern Technology.” The Epoch Times (Toronto, Canada), June 18—19, 2013.


http://linkedin.com/pulse/internet-still-beginning-its-kevin-kelly
http://linkedin.com/pulse/internet-still-beginning-its-kevin-kelly
http://money.cnn.com/2015/01/23/investing/starbucks-kevin-johnson
http://money.cnn.com/2015/01/23/investing/starbucks-kevin-johnson
http://shopify.com/blog/17240328-how-to-choose-an-ecommerce-business-model
http://shopify.com/blog/17240328-how-to-choose-an-ecommerce-business-model
http://mckinsey.com/insights/business_technology/disruptive-technologies
http://mckinsey.com/insights/business_technology/disruptive-technologies
http://pcmag.com/article2/0,2817,2476347,00.asp
http://econsultancy.com/blog/62281-how-starbucks-uses-pinterest-facebook-twitter-and-google#i.1k5vbfsm0ndjpt
http://econsultancy.com/blog/62281-how-starbucks-uses-pinterest-facebook-twitter-and-google#i.1k5vbfsm0ndjpt
http://linkedin.com/pulse/starbucks-case-study-innovation-crm-strategies-means-stavroula
http://pwc-consumer-intelligence-series-the-sharing-economy.pdf
http://digitalenterprise.org/models/models.html
http://practicalecommerce.com/article/60509-9-Ecommerce-Lessons-from-NFL-Online-Shops
http://practicalecommerce.com/article/60509-9-Ecommerce-Lessons-from-NFL-Online-Shops
http://money.cnn.com/2015/03/17/autos/aeromobil-flying-car/index.html?iid=surge-story-summary
http://money.cnn.com/2015/03/17/autos/aeromobil-flying-car/index.html?iid=surge-story-summary
http://marketingland.com/follow-leader-starbucks-dominating-mobile-commerce-136784http:/marketingland.com/follow-leader-starbucks-dominating-mobile-commerce-136784</URL
http://marketingland.com/follow-leader-starbucks-dominating-mobile-commerce-136784http:/marketingland.com/follow-leader-starbucks-dominating-mobile-commerce-136784</URL
http://census.gov/content/dam/Census/library/publications/2016/econ/e14-estats.pdf
http://census.gov/content/dam/Census/library/publications/2016/econ/e14-estats.pdf
http://ebooks.capgemini-consulting.com/dm/Starbucks.pdf
http://ebooks.capgemini-consulting.com/dm/Starbucks.pdf

E-Commerce: Mechanisms, Platforms,

and Tools

Contents

Opening Case Pinterest: A New Kid on the E-Commerce BIOCK ...t 42
2.1 Electronic Commerce Mechanisms: AN OVEIVIEW.............c.ccooiiiiiiiiiiiiiiiiiiiiecee et 44
2.2 E-MATKEIPIACES .......c.eoimiiiiiieie ettt h et e a et e b e e h e e e bt e a e e eb e e bt e st e bt e a bt e at e bt e a b e bt e bt h e e eh e et e eh e et e en b e bt e b e et e e be et e eneebean 44
2.3 Customer Shopping Mechanisms: Webstores, Malls, and Portals ...............c.ccccooiiiiiiiiiiiiiiieeeee e 49
2.4 Merchant Solutions: Electronic Catalogs, Search Engines, and Shopping Carts...............ccocoooiiiiiieiiiienieeeeceee e 51
2.5 Auctions, Bartering, and Negotiating ONIINeE .................c.cooiiiiiiiiiiiiii ettt ettt et b ettt e e se et eseebeeaeebeneens 54
2.6 Virtual Communities and SOcCial NEtWOTKS ...........ccccooiiiiiiiiiiiiieee ettt ettt ne 58
2.7 Emerging EC Platforms: Augmented Reality and CrowdSOUICING..............cccccoiiiiiiiiiiniiiin et 64
2.8 The Future: Web 3.0, Web 4.0, and WED 5.0............cc.ooiiiiiiiiieceeeeeee ettt ettt ettt e s e e ta e be e s e etsebeessesteesseessesseessesssenseesseseas 67
IMANAGETTAL ISSTES..........oouiiiiitiitiiet ettt a bbbt b et et s e st e bt e bt e bt e bt eb e b et e b ea s e st e st e h e eb e e bt e bt b e bt et e b et e st e st es e ebtebe e bt e bt enen 69
Closing Case: Driving Customer Engagement with Augmented Reality at TeSco ................cocooiiiiiiiiiiiiiiiiicceeeee 74
REFEIIICES ..ottt ettt h e bbbt a et eh e 2o b et e bt ettt e a et eb et eb et e b st b et e btk et bt bt et at et bt ae 75

Learning Objectives

Upon completion of this chapter, you will be able to:

Describe the major electronic commerce (EC) activities and processes and the mechanisms that support them.
Define e-marketplaces and list their components.

List the major types of e-marketplaces and describe their features.

Describe electronic catalogs, search engines, and shopping carts.

Describe the major types of auctions and list their characteristics.

Discuss the benefits and limitations of e-auctions.

Describe bartering and negotiating online.

Describe virtual communities.

Describe social networks as EC mechanisms.

Describe the emerging technologies of augmented reality and crowdsourcing.
Describe Web 3.0 and define Web 4.0 and Web 5.0.
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OPENING CASE PINTEREST
A NEW KID ON THE E-COMMERCE BLOCK

An e-commerce site that talked about a great deal since 2011 is Pinterest.

The Opportunity

Pinterest is a social bookmarking website where users “pin” images on a virtual “pinboard.” The social bookmarking of
images has been practiced on the Internet all over the world, for several years. The company’s founders saw the business
potential and the success of similar companies in Brazil and China. Furthermore, they succeeded in attracting initial venture
capital to expand the business. For a guide, see Ahmad (2016) or Kissmetrics (2015), and for statistics, see Smith (2016).

The Solution

Pinterest is a company that provides virtual pinboards that allow users to organize and share images found on the Web
(referred to as “pins”). The pinned images (“boards”) are organized by any category the user wants and placed on a virtual
pinboard, just like on a real bulletin board. For example, one can collect pictures of sailboats and pin them on one pinboard,
with appropriate text explanation. You can collect decorations for your home on another pinboard, while you collect Chinese
recipes on a third pinboard. Millions of people create pinboards, and anyone can search and view them. You can also add
friends to your account and “follow” them. According to their website, “Pinterest is a tool for collecting and organizing the
things that inspire you” (see about.pinterest.com). For more about what Pinterest is and how it works, see makeuseof.com/
tag/your-guide-to-pinterest.

Having many visitors and a rapid growth rate are necessary but not sufficient for EC success. Viable business and revenue
models are also needed.

The Business and Revenue Models

Pinterest is privately held, and it does not have to report its business or revenue models to the public. But analysts are able to
evaluate the companies actions, and it appears that the company’s current priority is user growth and experimentation with
advertising methods (Tarver 2015). Many people speculate about (or suggest) revenue opportunities for the company, some
of which are provided next.

Marketing Models

With several marketing models available, it appears that Pinterest’s current focus is on both “cost-per-engagement” (CPE)
and “cost-per-action” (CPA) models (D’Onfro 2015). Under these systems, advertisers only pay the site when users are
actively engaging in promoted content. This is designed to shift the risk to Pinterest, ensuring that they efficiently target
promoted content to users.

Selling Data for Market Research and Analysis

Several experts suggested selling customer data available on Pinterest to retailers who can use analytics, including data mining,
to conduct market research using this data. Customer data may reveal important statistical associations and relationships between
consumer behavior, content (e.g., product recommendations, personalization, ads), and services and products provided.

Other Suggestions for Doing Business on Pinterest

e Hootsuite provides a comprehensive listing of methods to use Pinterest for business marketing at blog.hootsuite.com/
how-to-use-pinterest-for-business.

e Hub Spot (hubspot.com) offers a free e-book titled “How to Use Pinterest for Business” (offers.hubspot.com/how-to-use-
pinterest-for-business). It includes information such as how to create a Pinterest business account and how Pinterest works.

e Wikipedia lists several potential revenue sources at en.wikipedia.org/wiki/Pinterest.

» For more suggestions, see business.pinterest.com/en/pinterest-guides.
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Using Pinterest for Advertising and Marketing

Most of the suggestions cited above, as well as suggestions by others, concentrate on advertising and marketing opportuni-
ties. For comprehensive coverage, see McDonald (2015) and Cario (2013).

Results and Managerial Issues

Pinterest is one of the fastest growing social network ever. As of March 2016, the total number of monthly Pinterest users
worldwide was 110 million linkedin.com/pulse/pinterest-2016-statistics-110million-monthly-users-ivonne-teoh).

Similar reports on this amazing growth rate and popularity are provided by comScore and other reporting companies.
Some leaked financial reports in 2015 indicated that the company would have $169 million in total revenue in 2015 and a
projected $2.8 billion in annual revenue by 2018 (Roof 2015).

In October 2014, the valuation of Pinterest was $11 billion. If the company can continue to add users and generate signifi-
cant revenue, it probably will go to the IPO route, in which case the valuation may be much higher (Mangalindan 2016). Let
us look now at some managerial issues facing the company. Representative managerial issues are:

Legal Concerns

Many people collect images from the Internet to build their pinboards (and possibly a brand) without asking permission from
the content creators, giving them an attribute, or compensating them. Some of the collected material is formally copyrighted;
other material may be considered copyrighted. A similar problem exists with material used on Facebook or by bloggers.
According to Pinterest’s “Terms of Use,” members are “‘solely responsible for what they pin and repin.” Furthermore, users
must have explicit permission from the owners of contents to post them. Note that Pinterest places all blame and potential legal
fees on its users (who may have to pay the legal fees incurred by Pinterest also). Pinterest has taken several steps to alleviate
the legal concerns of users. The company is continuously adding measures to minimize the legal problems. For example, in
May 2012, the company added a feature that facilitates the attribution of credit to content creators. Finally, legal concerns may
include dealing with the spammers who are busy on the site. But even with these features, users are still counseled to ensure
that their pins meet copyright guidelines (see turbofuture.com/internet/how-to-use-pinterest-copyright-legally).

The Competition

The popularity of Pinterest has resulted in many attempts to clone the company. Since the core concept is basically image
sharing, it may not be patentable; therefore, competitors try to jump into niche markets. For example, Juxtapost (juxtapost.
com) is similar in function to Pinterest, but focuses more on photography. Foodgawker (foodgawker.com) focuses on cook-
ing and dining, while Liqurious (liqurious.com) focuses on drinks. We Heart It (weheartit.com) is a Brazilian company
(operating in the United States) that is very similar to Pinterest. An emerging competitor is Fancy (fancy.com), which part-
nered with Google + in 2013. Companies such as Facebook and Google may initiate a competitive service. Some believe that
Pinterest may take business away from both Facebook and Twitter due to its better match with the business world.

Conclusion

Pinterest is more business oriented than Facebook or Twitter and visitors tend to buy more from there, although the latter

companies drive more visitors to their sites. It seems that Pinterest has some potential benefits for small businesses (e.g.,

designers). Many companies already use Pinterest to derive benefits. However, these applications do not currently provide

any revenue to Pinterest. The success of Pinterest will be determined by its revenue model and the company’s profitability.
Sources: Based on Mangalindan (2016), McDonald (2015), Roof (2015), and Tarver (2015).

LESSONS LEARNED FROM THE CASE

Pinterest is a social network that connects people who find interesting images on the Web and organized them on vir-
tual boards. At the same time, Pinterest is a platform on which several activities of EC can be supported. For example,
companies can build pinboards that promote their brands. Pinterest can be used as a platform for facilitating innova-
tions via idea generation and sharing.
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2.1 ELECTRONIC COMMERCE MECHANISMS: AN OVERVIEW

The many EC models and types of transactions presented in Chap. 1 are enabled by several mechanisms. To begin with, most
applications are conducted on the Internet. In addition, the generic enablers of any information system including databases,
networks, security, software and server software, operating systems, hardware (Web servers), and hosting services need to be
established. Added to the above are the specific EC mechanisms presented in this chapter, such as electronic markets, shop-
ping carts, e-catalogs, and support services such as payment and order fulfillment. In addition to all of the above, there are
different methods for executing EC, such as buying at a fixed price or at an auction, and each method has a different support
mechanism. Finally, there are the Web 2.0-based collaboration and communication mechanisms (e.g., Twitter) and special
platforms such as the one used by Pinterest. In this chapter, we describe the major EC and social commerce mechanisms so
that you will be able to understand their uses in the forthcoming chapters.

EC Activities and Support Mechanisms

EC activities are divided here into six categories, which are listed on the left side of Fig. 2.1. Each activity is supported by one
or more EC mechanisms, which are shown on the right side of Fig. 2.1, along with the section number in this chapter where
they are presented. Additional mechanisms exist for special activities, such as payment and order fulfillment and security.

In the next section, we describe online markets. Before we do this, however, we will describe what happens during a typi-
cal purchasing process.

The Online Purchasing Process

Customers buy goods online in different ways. The most common is purchasing from e-catalogs at fixed prices. Sometimes
prices may be negotiated or discounted. Another way to determine price is dynamic pricing, which refers to non-fixed prices
such as those in auctions or stock (commodity) exchanges.

The process starts with a buyer logging on to a seller’s website, registering (if needed), and entering an online catalog or
the buyer’s “My Account.” E-catalogs can be very large, so using a search engine may be useful. Buyers usually like to
compare prices; therefore, an online price comparison service can be useful (now available on smartphones). Some sellers
(e.g., American Airlines, Amazon.com) provide price comparisons showing competitors. If not satisfied, the buyer may
abandon the seller’s site. If satisfied, the buyer will place the chosen item in a virtual shopping cart (or bag). The buyer may
return to the seller’s catalog to choose more items. Each selected item is placed in the shopping cart. When the item selection
is completed, the buyer goes to a checkout page, where a shipment option is selected from a menu (e.g., standard, next day).
Finally, a payment option is selected. For example, newegg.com allows you to pay by credit card, PayPal, check after billing,
in installments, and so on. After checking all the details for accuracy, the buyer submits the order.

The major mechanisms that support this process are described in Sections “Customer Shopping Mechanisms: Webstores,
Malls, and Portals” and “Merchant Solutions: Electronic Catalogs, Search Engines, and Shopping Carts” of this chapter. The
place where buying and selling occurs is called an e-marketplace, which we introduce next.

SECTION 2.1 REVIEW QUESTIONS

1. List the major EC activities.
2. List the major EC mechanisms.
3. Describe the online purchasing process.

2.2  E-MARKETPLACES

Markets (electronic or otherwise) have four major functions: (1) enabling transactions to occur by providing a meeting place
for buyers and sellers; (2) enabling the flow of relevant information; (3) providing services associated with market transac-
tions, such as payments and escrow; and (4) providing auxiliary services such as legal, auditing, and security.


http://newegg.com
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Fig.2.1 The EC activities—mechanism connection

Electronic Markets

The electronic market is the major venue for conducting EC transactions. An e-marketplace (also called e-market, virtual
market, or marketspace) is an electronic space where sellers and buyers meet and conduct different types of transactions.
Customers receive goods and services for money (or for other goods and services, if bartering is used). The functions of an
e-market are the same as those of a physical marketplace; however, computerized systems tend to make electronic markets
much more efficient by providing more updated information and various support services, such as rapid and smooth execu-
tions of transactions.
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The emergence of electronic marketplaces, especially Web-based ones, has changed several of the processes used in
trading and supply chains. In many cases, these changes, driven by technology, have frequently resulted in:

e Lower search time for information and cost to buyers

* Reduced information misunderstanding between sellers and buyers

* Possible reduction in the time gap between purchase and possession of physical products purchased online (espe-
cially if the product can be digitized)

e The ability of market participants to be in different locations while trading online

* The ability to conduct transactions at any time (24/7) from any place

The Components and Participants in E-Marketplaces

The major components and players in a marketspace are customers, sellers, products and services (physical or digital), infra-
structure, a front-end and a back-end mechanism, intermediaries and other business partners, and support services such as
security and payments. A brief description of each follows:

e Customers. Several billions of Internet users worldwide are potential buyers of goods and services offered on the
Internet. These consumers are looking for bargains, customized items, collectors’ items, entertainment, socializa-
tion, and more. The social customers have more power than regular customers. They can search for detailed infor-
mation, compare prices, bid, and sometimes negotiate. Buying organizations are also customers, accounting for
more than 85% of EC volume and value activities.

e Sellers. Millions of webstores are advertising and offering a huge variety of items. These stores are owned by com-
panies, government agencies, or individuals. Every day it is possible to find new offerings of products and services.
Sellers can sell directly from their websites or from public e-marketplaces.

* Products and services. One of the major differences between the marketplace and the marketspace is the possible
digitization of products and services in a marketspace. Although both types of markets can sell physical products,
they can also sell digital products, which are goods that can be transformed into a digital format. However, in
marketspaces, buyers can buy digitized products online, anytime and from any place in seconds, and receive the
purchased goods instantly. In addition to the digitization of software, music, and airline tickets, it is possible to digi-
tize dozens of other products and services.

e Infrastructure. The marketspace infrastructure includes electronic networks, databases, hardware, software, and
more.

* Front end. Customers interact with a marketspace via a front end. The major components of the front end can
include the seller’s portal, electronic catalogs, a shopping cart, a search engine, an auction engine, a payment gate-
way, and all other activities related to placing orders.

e Back end. All the activities that are related to order aggregation and fulfillment, inventory management, purchasing
from suppliers, accounting and finance, insurance, payment processing, packaging, and delivery are done in what is
termed the back end of the business.

e Intermediaries. In marketing, an intermediary is typically a third party that operates between sellers and buyers.
The role of electronic intermediaries is frequently different from that of regular intermediaries (such as wholesalers
or retailers), as will be seen throughout the text. For example, online intermediaries create and manage the online
markets. They help match buyers and sellers, provide escrow services, and help customers and/or sellers complete
transactions. Physical intermediaries may be eliminated and their jobs be computerized (fully or partially) as
described next.
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Disintermediation and Reintermediation

Intermediaries usually provide three types of services: (1) they provide relevant information about demand: supply, prices,
and trading requirements; (2) they help match sellers and buyers; and/or (3) they offer value-added services such as transfer
of products, escrow, payment arrangements, consulting, or assistance in finding a business partner. In general, the first and
second types of services can be fully automated, and thus it is likely to be assumed by e-marketplaces, infomediaries, and
portals that provide free or low-fee services. The third type requires expertise, such as knowledge of the industry, the market,
the products, and the technological trends and therefore can only be partially automated.

Intermediaries that provide only (or mainly) the first two types of services may be eliminated; this phenomenon is called
disintermediation. An example is the airline industry and its push for selling electronic tickets directly by the airlines. Most
airlines require customers to pay $25 or more per ticket processed by an employee via telephone. This results in the disinter-
mediation of many travel agents from the purchasing process. In another example, discount stockbrokers that only execute
trades manually are disappearing. However, brokers who manage electronic intermediation are not only surviving but may
also be prospering (e.g., travelocity.com and expedia.com in the travel industry and tdameritrade.com in stock trading).
This phenomenon, in which disintermediated entities or newcomers take on new intermediary roles, is called
reintermediation.

Disintermediation is more likely to occur in supply chains involving several intermediaries, as illustrated by Case 2.1.

CASE 2.1: EC APPLICATION
BLUE NILE INC.: CHANGE AND ADAPTATION IN THE ONLINE JEWELRY INDUSTRY

Blue Nile Inc. (bluenile.com), a pure-play online e-tailer that specializes in diamonds and jewelry, capitalized on online
diamond sales as a dot-com start-up in 1999. The company is a textbook case of how EC fundamentally changes the way that
an industry conducts its business. For information about the company, see quotes.wsj.com/NILE/company-people.

Changing the Industry

Using the B2C EC model—eliminating the need for physical stores—Blue Nile was able to offer discounts of 35%, yet it
became profitable in a short time. The critical success factors for the company included its ability to offer large discounts, a
huge selection of diamonds online and provides more information about diamonds than its brick-and-mortar competitors.
The combination of a 30-day 100% money-back guarantee and a comprehensive set of online tools like live chat, payment
options, build-your-own engagement ring, gift ideas, and mobile applications (m.bluenile.com) helped the company win
over customers.

In order to sell $473 million in jewelry in 1 year, a traditional retail chain needs over 300 stores and over 3000 employees.
Blue Nile does it with one 10,000-square-foot warehouse and 301 employees. The company also bypasses the industry’s
complex supply chain, in which a diamond may pass through five or more middlemen before reaching a retailer. Because
they are a large buyer, they can deal directly with original suppliers.

The company became the eighth-largest specialty jewelry company in the United States and went public in 2004 (one of
the most successful IPOs of that year). Blue Nile’s sales reached $129 million in 2003and expanded to $473 million in 2015
(a 367% increase over). Historically the company responded well to market changes; while sales fell during the economic
downturn in 2008, in 2009 and 2010 the company rallied again with a 2.3% growth.

Adapting to the Market

Changes in the market and competition have kept Blue Nile on its toes. Noticing the company’s success, other retailers have
entered the space, using many of the same tools Blue Nile pioneered. This includes both general online retailers such as
overstock.com and amazon.com, as well as direct online jewelry retailors such as jamesallen.com and abazias.com.
Additionally, traditional brick-and-mortar retailors such as jared.com and tiffany.com are significantly expanding their
online presence.
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Additionally, changes in the market overall may have an effect on Blue Nile’s prospects. One of the Company’s primary
markets is engagement rings. Demographic trends show that the rates of marriage in the United States are decreasing (Yarrow
2015), and this may be one of the reasons behind lower sales from the company. In the first quarter of 2016, engagement ring
sales were down 7%, representing the loss of $58 million (Tu 2016).

To combat these trends, Blue Nile is rethinking its pure-play model and is introducing the idea of “Retail-Reimagined”
webrooms, hybrid physical/online presences in large retail markets (Blue Nile 2016). These webrooms seek to provide the
same variety and customization options available online, while using a physical location to drive visits and customer
confidence.

Sources: Based on Bloomberg (2004), Tu (2016), en.wikipedia.org/wiki/Blue_Nile_Company, and bluenile.com/
about-blue-nile (both accessed December 2016).

Questions

1. Using the classification of EC (Section “The Electronic Commerce Field: Growth, Content, Classification, and a Brief
History”, Chap. 1), how would you classify the Blue Nile’s business historically? Today?

2. In what ways is the company changing its industry?

3. What are the critical success factors of the company?

4. Competition between Blue Nile and Amazon.com will continue to increase. In your opinion, which one will win? (Visit
their websites and see how they sell jewelry.)

5. Compare the following three sites: diamond.com, abazias.com, and bluenile.com.

6. Follow the performance of Blue Nile’s stock since 2003 (symbol: NILE, go to money.cnn.com). Compare it to the per-
formance of the total market and the averages of the industry. What is your conclusion?

7. Do you feel that the “Retail Reimagined” locations will be successful? Why?

Types of E-Marketplaces

The term marketplace differs once it referred to on the Web. It is sometimes referred to as e-marketplace or marketspace. We
distinguish two types of e-marketplaces: private and public.

Private E-Marketplaces

Private e-marketplaces are those owned and operated by a single company. Starbucks.com, dell.com, target.com, and
united.com sell from their websites. Private markets are either sell-side or buy-side. In a sell-side e-marketplace , a com-
pany (e.g., net-a-porter.com or cisco.com) will sell either standard or customized products to individuals (B2C) or to busi-
nesses (B2B); this type of selling is considered to be one-fo-many. In a buy-side e-marketplace , a company purchases from
many potential suppliers; this type of purchasing is considered to be many-to-one, and it is a B2B activity. For example, some
hotels buy their supplies from approved vendors that come to its e-market. Walmart (walmart.com) buys goods from thou-
sands of suppliers. Private marketplaces can be open only to selected members and are not publicly regulated.

Public E-Marketplaces

Public e-marketplaces are often owned by a third party (not a seller or a buyer) or by a small group of buying or selling companies,
and they serve many sellers and many buyers. They are open to the public and sometimes are regulated by the government.

SECTION 2.2 REVIEW QUESTIONS

Define e-marketplace and describe its attributes.

What is the difference between a physical marketplace and an e-marketplace (marketspace)?
List the components of a marketspace.

Define a digital product and provide five examples.

Describe private versus public e-markets.

AEE ol .
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2.3  CUSTOMER SHOPPING MECHANISMS: WEBSTORES, MALLS, AND PORTALS

Several kinds of interactions exist among sellers, buyers, and e-marketplaces. The major B2C mechanisms are webstores
(storefronts) and Internet malls. Let us elaborate on these, as well as on the gateways to e-marketplaces—portals.

Webstores

A webstore (or storefront) refers to a single company’s (or individual seller’s) website where products and services are sold.

Webstores may target an industry, a location, or a niche market (e.g., cattoys.com). The webstore may belong to a manu-
facturer (e.g., geappliances.com and dell.com), to a retailer (e.g., amazon.com), to individuals selling from home, or to
other types of business. Note that some companies refer to their webstores as portals.

A webstore includes tools known as merchant software that are necessary for conducting online sales. The most common
tools are an electronic catalog; a search engine that helps the consumer find products in the catalog; an electronic shopping
cart for holding items until checkout; e-auction facilities where auctions take place; a payment gateway where payment
arrangements can be made; a shipment center where shipping arrangements are made; and customer services, which include
product and warranty information and CRM.

Microsites

A microsite is a Web page(s) that acts as a supplement to a primary website, but is external to it. It expands on the content by
adding editorial, commercial videos, or educational and training material.

Electronic Malls

In addition to shopping at individual webstores, consumers can shop in electronic malls (e-malls). Similar to malls in the
physical world, an e-mall (online mall ) is an online shopping location where many stores present their catalogs. The mall
charges commission from the sellers based on their sale volume. For example, the Emall of Maine (emallsofamerica.com/
emallofmaine.htm) is an e-mall that aggregates products, services, and providers in the state of Maine. It contains a direc-
tory of vacation services and product categories and the vendors in each category. When a consumer indicates the category
he or she is interested in, the consumer is transferred to the appropriate independent webstore. This kind of mall does not
provide any shared services; it is merely a directory. Other malls, such as choicemall.com or etsy.com, do provide some
shared services. Both yahoo.com and ebay.com operate electronic malls.

Web (Information) Portals

A portal is an information gateway that is used in e-marketplaces, webstores, and other types of EC (e.g., in e-collaboration,
intrabusiness, and e-learning). A Web (information) portal is a single point of access, through a Web browser, to critical
business information located inside and outside of organizations. This information is aggregated and is accessed and pre-
sented in a consistent way. Many Web portals personalize for users. Note that wireless devices are becoming portals for both
enterprise and Internet access. A schematic view of a portal is shown in Fig. 2.2. Information sources (external and internal)
are shown on the left side, and integrated and process data are shown as output on the monitor’s screen. Web portals offer
some useful services such as e-mail, news, stock prices, entertainment, shopping capabilities, and so forth.

Types of Portals

Portals can assume many shapes. One way to distinguish among them is to look at their content, which can vary from narrow
to broad, and their community or audience, which also can differ. The major types of portals are as follows:
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Fig.2.2 How a portal works

Commercial (public) portals. These popular portals offer content for anyone. Although they can be customized by
the user, they are still intended for broad audiences and offer fairly routine content, some in real time (e.g., a stock
ticker and news). Examples of such sites are yahoo.com, google.com, and msn.com.

Corporate (private) portals. Corporate portals provide organized access to internal corporate information. These
also are known as enterprise portals or enterprise information portals. Corporate portals appear in different forms.
Examples of e-commerce portals can be found at ibm.com/software/products/en/websphere-portal-family.
Patient portals. Several companies offer patient portals, for example, WebMD and myUCLAhealth.org. Patients
have access to their personal information. The UCLA portal also allows communication between patients and their
caregivers.

Publishing portals. These portals are intended for communities with specific interests and involve relatively little
customization of content; however, they provide extensive online search features and some interactive capabilities.
Examples of such sites are techweb.com and zdnet.com.

Mobile portals. Mobile portals are portals that are accessible from mobile devices. An increasing number of por-
tals are accessible via mobile devices.

Voice portals. Voice portals are websites, usually portals, with audio interfaces. This means that they can be
accessed by a standard telephone or a cell phone. AOLbyPhone (aolbyphone.com) is an example of a service that
allows users to retrieve e-mail, news, and other content from AOL via telephone. It uses both speech recognition
and text-to-speech technologies. Products by companies such as Microsoft’s Tellme (tmaa.com/microsoftand-
247inc.html) offer access to the Internet from telephones, as well as tools to build voice portals. Voice portals are
especially popular for 1-800 numbers (enterprise 800 numbers) that provide self-service to customers with infor-
mation available in Internet databases (e.g., finding your balance or last deposit made at your bank).

Knowledge portals. Knowledge portals enable easy access to knowledge by company employees and facilitate
collaboration.

Board portals. These portals support decision making (see Questex 2015).

Communities’ portals. These are usually parts of online communities. They are dedicated to some theme and may
be sponsored by a vendor such as Sony. An example is gamespot.com/portal.
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The Roles and Value of Intermediaries in E-Marketplaces
The two major types of online intermediaries are brokers and infomediaries.

Brokers

A broker in EC is a person or a company that facilitates transactions between buyers and sellers. The following are different
types of brokers:

e Trading. A company that aids online trading (e.g., E¥TRADE or eBay).

¢ Organization of online malls. A company that organizes many online stores in one place (e.g., Yahoo! Shopping and
Alibaba.com).

e Comparison agent. A company that helps consumers compare prices, encourages user comments, and provides customer
service at different stores (e.g., Bizrate for a great diversity of products and Hotwire, Inc. for travel-related products and
services.

* Shopping aids provider. A company that helps online shopping by providing escrow, payments, shipping, and security
(e.g., PuntoMio, Inc.) for global shoppers.

* Matching services. These services match entities such as jobs to applicants, and buyers to sellers.

Distributors in B2B

A special type of intermediary in e-commerce is the B2B e-distributor. These intermediaries connect manufacturers with
business buyers (customers), such as retailers (or resellers in the computer industry). E-distributors aggregate product infor-
mation from many manufacturers, sometimes thousands of them, in the e-distributor’s catalog. An example is W.W. Grainger
(grainger.com). The distributor buys the products and then sells them, as supermarkets do.

SECTION 2.3 REVIEW QUESTIONS

1. Describe webstores and e-malls.

2. List the various types of webstores and e-malls.

3. What are Web (information) portals? List the major types.
4. Describe e-distributors.

24 MERCHANT SOLUTIONS: ELECTRONIC CATALOGS, SEARCH ENGINES, AND SHOPPING CARTS

To enable selling online, a website usually needs EC merchant server software. Merchant software includes several tools and
platforms. Such software offers basic tools that include electronic catalogs, search engines, and shopping carts; all are
intended to facilitate the electronic trading process.

One example of such software is osCommerce, which is open-source software (see oscommerce.com). For a list of mer-
chant software vendors, see emscritic.com/dir/ecommerce-software.

Electronic Catalogs

Catalogs have been printed on paper for generations. Recently, electronic catalogs on a DVD (or CD-ROM) and on the
Internet have gained popularity. Electronic catalogs (e-catalogs) consist of a product database, directory, and a presentation
function. They are the backbone of most e-commerce sales sites. For merchants, the objective of e-catalogs is to advertise
and promote products and services. For the customer, the purpose of such catalogs is to locate information on products and
services. E-catalogs can be searched quickly with the help of search engines. Some offer tools for interactions. For an
example, see InfiniSys “Change My Image” for Microsoft Windows at en.infinisys.co.jp/product/cmimage and for
Macintosh at en.infinisys.co.jp/product/cmimage_mac.
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Most early online catalogs were static presentations of text and messages from paper catalogs. However, online catalogs
have evolved to become more dynamic, customizable, and integrated with selling and buying procedures, shopping carts,
order taking, and payment. E-catalogs may include video clips. The tools for building them are being integrated with mer-
chant software suites and Web hosting tools (e.g., see smallbusiness.yahoo.com/ecommerce). Examples of a simple prod-
uct catalog can be seen at JetPens (jetpens.com and Starbucks Store (store.starbucks.com).

Although used only occasionally in B2C commerce, customized catalogs are used frequently in B2B e-commerce.

EC Search Activities, Types, and Engines

Search activities are popular in EC, and many tools for conducting searches are available. Several studies revealed that 95%
of shoppers conduct research online before making any purchase. Consumers may search inside one company’s catalog to find
a product or service, or use Google or Bing to find companies that sell the product they need. Here we describe only the essen-
tialsforECsearch. Foravideoillustration, see “Google Commerce Search” (2: 15 min) atyoutube.com/watch?v=gj7qrotOmVY.
To read publications on electronic research and e-commerce at the Research at Google website, see research.google.com/
pubs/EconomicsandElectronicCommerce.html. Let us now look at three major types of searches.

Types of EC Searches

The three major types of EC searches are Internet/Web search, enterprise search, and desktop search.

Internet/Web search. This is the most popular search that involves looking for any documents on the Web. According
to Pew Research Internet Project (pewinternet.org) and other statistical sites (e.g., see infoplease.com/ipa/A0921862.
html), finding information is one of the most frequent activities done on the Web.

Enterprise search. An enterprise search describes the search for information within the files and databases of an
organization. For example, Google has a powerful Search Appliance (known as GSA).

Desktop search. A desktop search involves a search of a user’s own computer files (e.g., using copernic.com or
windows.microsoft.com/en-us/windows7/products/features/windows-search). Searching for documents is done by
looking through all the information that is available on the user’s PC. A simple example is the ability to search all files
related to your e-mail archive. A search also can be extended to photos, USB ports, and Word documents.

Search Engines

Customers look for information (e.g., requests for product information or pricing) in similar ways. This type of request is
repetitive, and answering such requests manually is costly. Search engines deliver answers economically and efficiently by
matching questions with frequently asked question (FAQ) templates, which respond with “canned” answers. In general, a
search engine is a computer program that can access databases of Internet or intranet resources, search for specific informa-
tion or keywords, and report the results.

Google and Bing are the most popular search engines in the United States. Baidu is the primary search engine in China.
Portals such as Yahoo! and MSN have their own search engines. Special search engines organized to answer certain ques-
tions or search in specified areas include ask.com, aol.com, and looksmart.com. Thousands of different public search
engines are available (see searchengineguide.com). Each of these tools excels in one, or a few, area. These can be very
specialized with different capabilities. In addition, many companies have their own enterprise search engines.

Voice-Powered Search

To ease searching, especially when using a smartphone, Google introduced a voice-powered tool (Google Voice Search;
google.com/insidesearch/features/voicesearch/index-chrome.html) that allows you to skip the keyboard altogether. The
first product was included as part of iPhone’s mobile search application. It allows you to talk into your phone and ask any
question, and the results of your query are provided on your iPhone. In addition to asking questions by talking into your
iPhone, you can also listen to search engine results. For an example of Apple’s intelligent personal assistant, “Siri,” see
apple.com/ios/siri and imore.com/siri. Several language translators use a similar technology.


http://smallbusiness.yahoo.com/ecommerce
http://jetpens.com
http://store.starbucks.com
http://youtube.com/watch?v=gj7qrotOmVY
http://research.google.com/pubs/EconomicsandElectronicCommerce.html
http://research.google.com/pubs/EconomicsandElectronicCommerce.html
http://pewinternet.org
http://infoplease.com/ipa/A0921862.html
http://infoplease.com/ipa/A0921862.html
http://copernic.com
http://windows.microsoft.com/en-us/windows7/products/features/windows-search
http://ask.com
http://aol.com
http://looksmart.com
http://searchengineguide.com
http://google.com/insidesearch/features/voicesearch/index-chrome.html
http://apple.com/ios/siri
http://imore.com/siri

2.4  Merchant Solutions: Electronic Catalogs, Search Engines, and Shopping Carts 53

Video and Mobile Search

There are dozens of dedicated search tools and sites that will search for videos and other images. Some of them, such as bing.
com/videos, will search across multiple sites; others, such as YouTube, will search only for their own content. For a list of
over 40 sites, see thesearchenginelist.com/video-search. For another example, the search engine Bing has a search feature
that allows you to listen to more than 5 million full-length songs.

Mobile Search

Several search engines are adapted to mobile search. Notable are Google, Yippy, and Yahoo!

Visual Shopping Search Engine

Visual search means looking for information that is presented visually (photos, images, etc.) For an overview, see scholar-
pedia.org/article/Visual_search. This technology can be used to support e-commerce. For example, google.com/shopping
provides a visual search engine based on machine learning and computer vision that focuses on consumer products.

Visual search is popular when conducted on mobile devices.

Social Network Search Engines

Social network search, also known as social search, is a class of online search engines that help people find material about
social networking activities, such as in user-generated content, discussion groups, or recommendations. Like all search
engines, these organize, prioritize, and filter search results. Examples of such search engines are socialmention.com, “real-
time social media search and analysis”’; yoname.com, “people search across social networks, blogs, and more”’; and bing.
com/explore/social. For an overview, see the blog “Social Media: The Next Best Search Engine” business2community.com/
social-media/social-media-next-best-search-engine-01427662 . For a discussion of the benefits and concerns, see en.wikipe-
dia.org/wiki/Social_search.

Shopping Carts

An electronic shopping cart (also known as shopping bag or shopping basket) is a software that allows customers to accu-
mulate items they wish to buy before they arrange payment and checkout, much like a shopping cart in a supermarket. The
electronic shopping cart software program automatically calculates the total cost and adds tax and shipping charges when
applicable. Customers can review and revise their shopping list before finalizing their purchase by clicking on the “submit”
button.

Shopping carts for B2C are fairly simple (visit amazon.com to see an example), but for B2B, a shopping cart may be
more complex. Shopping cart software is sold or provided free to store builders as an independent component outside a mer-
chant suite (e.g., see networksolutions.com/e-commerce/index-v3.jsp — “create an online store now,” shopify.com, and
squarespace.com). It also is embedded in merchants’ servers, such as smallbusiness.yahoo.com/ecommerce. Free online
shopping carts (trials and demos) are available at volusion.com and 1freecart.com. For shopping cart applications for
Facebook, see ecwid.com/facebook-app.html.

Product Configuration (Self-Customization)

A key characteristic of EC is the ability to self-customize products and services, as dell.com, nike.com, or jaguarusa.com.
Manufacturers like to produce customized products in economical and rapid ways so that the price of their products will be
competitive.

Questions and Answers Online

Intelligent search engines can answer users’ questions. A leading engine is ask.com, a subsidiary of IAC. The Q&A service
matches answers from the database to questions users ask. For details, see ask.com and answers.ask.com. A competing
engine is answers.com, a question and answer (Q&A) site, which comprises wikianswers.com. Wiki Answers is a commu-
nity-generated social knowledge Q&A platform available in several languages. People ask questions on the platform and the
community answers them. Another similar platform is answers.wikia.com/wiki/Wikianswers.
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SECTION 2.4 REVIEW QUESTIONS

List and briefly describe the dimensions by which electronic catalogs can be classified.
List the benefits of e-catalogs.

Describe an electronic shopping cart.

Describe voice- and vision-related search engines.

What is self-customization?
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2.5 AUCTIONS, BARTERING, AND NEGOTIATING ONLINE

One of the most interesting market mechanisms in e-commerce is the electronic auction. Auctions are used in B2C, B2B,
C2C, G2B, and G2C.

Definition and Characteristics

An online auction is an electronic space where sellers and buyers meet and conduct different types of transactions. This
market mechanism uses a competitive process where a seller solicits consecutive bids from buyers (forward e-auctions) or a
buyer solicits bids from sellers (reverse e-auctions). A wide variety of online markets qualify as auctions using this defini-
tion. Prices are determined dynamically by the bids. Auctions, an established method of commerce for generations, deal with
products and services when conventional marketing channels are ineffective or inefficient. For example, e-auctions can
expedite the clearance of items that need to be liquidated or sold quickly. Rare coins, stamps, and other collectibles are fre-
quently sold at e-auctions.

There are several types of auctions, each with its own specialties and procedures. (For coverage, see en.wikipedia.org/
wiki/Online_auction_business_model.) Auctions can be conducted on public auction sites, such as ebay.com, or on private
auction sites, which may be “by invitation only.”

Dynamic Pricing

One major characteristic of auctions is that they are based on dynamic pricing. Dynamic pricing refers to prices that are not
fixed, but are allowed to fluctuate, and are determined by supply and demand. In contrast, catalog prices are fixed, as are
prices in department stores, supermarkets, and most webstores.

Dynamic pricing appears in several forms. Perhaps the oldest forms are negotiation and bargaining, which have been
practiced for many generations in open-air markets. The most popular today are the online auctions.

Traditional Auctions Versus E-Auctions

Traditional, physical auctions are still very popular. However, the volume traded on e-auctions is significantly larger and
continues to increase. In addition, person-to-person auctions are done mostly online.

Limitations of Traditional Offline Auctions

Traditional offline auctions, regardless of their type, have several limitations. They usually last only a few minutes, or even
seconds, for each item sold. This rapid process may give potential buyers little time to make a decision, so they may decide
not to bid. Therefore, sellers may not get the highest possible price; bidders may not get what they really want, or they may
pay too much for the items. Additionally, in many cases, the bidders do not have much time to examine the goods before
placing a bid. Bidders have difficulty learning about specific auctions and cannot compare what is being offered at each loca-
tion. Bidders must usually be physically present at auctions; thus, many potential bidders are excluded.

Similarly, it may be difficult for sellers to move goods to an auction site. Commissions are fairly high because a physical
location must be rented, the auction needs to be advertised, and an auctioneer and other employees need to be paid. Electronic
auctioning removes or lessens these drawbacks.
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Electronic Auctions

The Internet provides an infrastructure for executing auctions electronically at lower cost, with a wide array of support ser-
vices, and with many more participating sellers and buyers than physical auctions. Individual consumers and corporations
can both participate in this rapidly growing and very convenient form of e-commerce.

Electronic auctions (e-auctions) are similar to offline auctions except that they are conducted online. E-auctions (or
online auctions) have been in existence since the 1980s over LANs (e.g., for the historical perspective in flowers; see
Saarinen et al. 2006). Host sites on the Web, which were started in 1995, serve as brokers, offering services for sellers to post
their goods for sale and enabling buyers to bid on those items.

Major online auction sites, such as eBay, offer consumer products, electronic parts, artwork, vacation packages, airline
tickets, and collectibles, as well as excess supplies and inventories that are being auctioned off by businesses. Another type
of B2B online auction is used to trade special types of commodities, such as electricity transmission capacities and gas and
energy options (e.g., see energyauctionexchange.com). Furthermore, conventional business practices that traditionally have
relied on contracts and fixed prices increasingly are converted into auctions with bidding for online procurements.

For a comparison of 10 online auction sites, see online-auction-sites.toptenreviews.com.

Types of Auctions
It is customary to classify auctions into the following major types based on how many buyers and sellers are involved.

One Buyer, One Seller

In this configuration, one can use negotiation, bargaining, or bartering. The resulting price will be determined by each party’s
bargaining power, supply and demand in the item’s market, and (possibly) business environment factors.

One Seller, Many Potential Buyers

In this configuration, the seller uses a forward auction , which is an auction where a seller entertains bids from multiple
buyers. (Because forward auctions are the most common and traditional form, they often are simply called auctions.) The
four major types of forward auctions are English and Yankee auctions, in which bidding prices increase as the auction pro-
gresses, and Dutch and free-fall auctions, in which bidding prices decline as the auction progresses. Each of these can be used
for either liquidation or for market efficiency.

Example: Warren Buffet’s Annual Power Lunch Auctions

Every year, Warren Buffet, the famous US investment guru, has an auction with the prize being a lunch with him; the win-
ner may also bring along up to seven friends. The winner pays big money for the honor. The money is donated to a charity
called the Glide Foundation, which helps the poor and homeless in San Francisco. In the past, Buffett charged $30,000 per
group. Since July 2003, Buffett has placed the invitation on an online auction (eBay). In 2003, bidders pushed the bid from
$30,000 to $250,100. The highest winning bid in both 2012 and 2016 was the record-setting amount of $3,456,789,
both won by an anonymous bidders. In addition to benefiting the needy, the auction provides an opportunity for people
(with money) to meet Mr. Buffett.

One Buyer, Many Potential Sellers

Two popular types of auctions in which there is one buyer and many potential sellers are reverse auctions (tendering) and
name-your-own-price auctions.

Reverse Auctions

When there is one buyer and many potential sellers, a reverse auction (bidding or tendering system ) is in place. In a
reverse auction, the buyer places an item he or she wants to buy for a bid (or fender) on a request for quote (RFQ) system.
Potential suppliers bid on the item, reducing the price sequentially (see Fig. 2.3). In electronic bidding in a reverse auc-
tion, several rounds of bidding may take place until the bidders do not reduce the price any further. The winning supplier
is the one with the lowest bid (assuming that only price is considered). Reverse auctions are primarily a B2B or G2B
mechanism.
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The Name-Your-Own-Price Model

Priceline.com pioneered the name-your-own-price model . In this model, a would-be buyer specifies the price (and other
terms) that he or she is willing to pay to any willing and able seller. For example, Priceline.com (priceline.com) presents
consumers’ requests to sellers, who fill as much of the guaranteed demand as they wish at prices and terms agreed upon by
buyers. The sellers may come up with counter offers managed by Priceline. Alternatively, Priceline.com searches its own
database that contains the participating vendors’ lowest prices and tries to match supplies with requests. This is basically a
C2B model, although some businesses also use it.

Many Sellers, Many Buyers

When there are many sellers and many buyers, buyers and their bidding prices are matched with sellers and their asking
prices based on the quantities on both sides. Stock and commodity markets are typical examples of this configuration. Buyers
and sellers may be individuals or businesses. Such an auction is also called a double auction.

Penny Auctions

A bidding fee auction, also called a penny auction, is a new type of online forward auction in which participants must pay
a small nonrefundable fee each time they place a bid (usually in small increments above the previous bid). When the auction-
planned time expires, the last participant to have placed a bid wins the item paying the final bid price, which is usually signifi-
cantly lower than the retail price of the item. For a tutorial, see the video titled “BidBidSold Penny Auction Site Tutorial”
(7:35 min) at youtu.be/UeC1w0h2UbY.

Because most bidders will receive nothing in return for their paid bids, some observers have stated that the fee spent on
the bid is actually equivalent to a lottery or wager. The auctioneer receives income both in the form of the fees collected for
each participant bidder as well as in the form of a seller’s commission for the winning bid. Examples of penny auction com-
panies are happybidday.com and quibids.com/en. At bestpennyauctionsites.org, you can find a list of several penny auc-
tion companies. Some companies allow the auction’s unsuccessful bidders to use all their bidding fees toward a purchase of
items at regular or slightly discounted prices. Users need to be careful of scams. For additional information, see en.wikipe-
dia.org/wiki/Bidding_fee_auction.

Several other innovative auctions are available.

Benefits of E-Auctions

E-auctions are becoming important selling and buying channels for many companies and individuals. E-auctions enable buy-
ers to access goods and services anywhere auctions are conducted. Moreover, almost perfect market information is available
about prices, products, current supply and demand, and so on. These characteristics provide benefits to all.

The auction culture seems to revolutionize the way customers buy, sell, and obtain what they want. A listing of the benefits
of e-auctions to sellers, buyers, and e-auctioneers is provided in Table 2.1.
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Table 2.1 Benefits of e-auctions

Benefits to sellers

Benefits to buyers

Benefits to E-auctioneers

Increased revenues from broadening
bidder base and shortening cycle time.
Can sell anywhere globally

Opportunities to find unique items and
collectibles

Higher repeat purchases. marketresearch.
com found that auction sites, such as eBay,
tend to garner higher repeat-purchase rates
than the top B2C sites, such as Amazon.com

Opportunity to bargain instead of selling
at a fixed price. Can sell at any time and
conduct frequent auctions

Entertainment. Participation in e-auctions can be
entertaining and exciting (e.g., virtual live auction
site tophatter.com)

High “stickiness” to the website (the tendency
of customers to stay at sites longer and come

back more often). Auction sites are frequently
“stickier” than fixed-priced sites. Stickier sites
generate more ad revenue for the e-auctioneer

Optimal price setting determined by the
market (more buyers, more information)

Convenience. Buyers can bid from anywhere,
even using a mobile device; they do not have to
travel to a physical auction place

Sellers can gain more customer dollars
by offering items directly (saves on the

Anonymity. With the help of a third party, buyers
can remain anonymous

Easy expansion of the auction business

commission to intermediaries; also,
physical auctions are very expensive
compared to e-auctions)

Can liquidate large quantities quickly Possibility of finding bargains, for both

individuals and organizations

Improved customer relationship and
loyalty (in the case of specialized B2B
auction sites and electronic exchanges)

Limitations of E-Auctions

E-auctions have several limitations. The most significant limitations are minimal security, the possibility of fraud, and lim-
ited participation.

Minimal Security

Some of the auctions conducted on the Internet are not secure because most are done in an unencrypted (or poorly protected)
environment. This means that credit card numbers can be stolen during the payment process. Payment methods such as
PayPal (paypal.com) can be used to solve the problem. In addition, some B2B auctions are conducted over highly secure
private lines.

Possibility of Fraud

In many cases, auction items are unique, used, or antique. Because the buyer cannot see and touch the items, the buyer may
receive something different than he/she had in mind. In addition, products may be defective. Buyers may also commit fraud
(e.g., by receiving goods or services without paying for them). Thus, the fraud rate in e-auctions is relatively high. For a
discussion of e-auction fraud and fraud prevention, see fraud.org/scams/internet-fraud/online-auctions. For general infor-
mation on Internet fraud in general, see fraud.org/learn/internet-fraud, and for information for sellers, see fraud.org/
component/content/article/2-uncategorised/62-seller-beware. Lately, several people have warned about fraud on penny
auctions sites. For examples of scams, see tomuse.com/penny-auction-fraud-scam-cheat-bidders.

Limited Participation

Some auctions are by invitation only; others are open only to dealers. Limited participation may be a disadvantage to sellers,
who usually benefit from as large a pool of buyers as possible. Buyers also may be unhappy if they are excluded from
participation.

Online Bartering

Bartering, the exchange of goods and services, is the oldest method of trade. Today, it is done primarily between organiza-
tions. The problem with bartering is that it is difficult to match trading partners. Businesses and individuals may use classi-
fied ads to advertise what they need and what they offer in exchange, but they still may not be able to find what they want.
Intermediaries may be helpful, but they are expensive (20-30% commissions) and very slow.
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E-bartering (electronic bartering)—bartering conducted online—can improve the matching process by attracting more
partners to the barter. In addition, matching can be done faster, and as a result, better matches can be found. Items that are
frequently bartered online include office space, storage, and factory space; unused facilities; and labor, products, and banner
ads. (Note that e-bartering may have tax implications that need to be considered.)

E-bartering is usually done in a bartering exchange, a marketplace where an intermediary arranges the transactions.
These exchanges can be very effective. Representative bartering websites include u-exchange.com “Trade Anything, Pay
Nothing,” swapace.com “Swap anything for anything,” and barterdepot.com. The typical bartering process works like this:
First, the company tells the bartering exchange what it wants to offer. The exchange then assesses the value of the company’s
products or services and offers it certain “points” or “bartering dollars.” The company can use the “points” to buy the things
it needs from a participating member in the exchange.

Bartering sites must be financially secure; otherwise, users may not have a chance to use the points they accumulate. (For
further details, see virtualbarter.net and barternews.com.)

Online Negotiating

Dynamic prices also can be determined by negotiation. Negotiated pricing is commonly used for expensive or specialized
products. Negotiated prices also are popular when large quantities are purchased. Much like auctions, negotiated prices result
from interactions and bargaining among sellers and buyers. Negotiation also deals with terms, such as the payment method,
timing, and credit. Negotiation is a well-known process in the offline world (e.g., in real estate, automobile purchases, and
contract work). A simple peer-to-peer (P2P) negotiation can be seen at ioffer.com.

SECTION 2.5 REVIEW QUESTIONS

Define auctions and describe how they work.

Describe the benefits of e-auctions over traditional (offline) auctions.
List the four major types of auctions.

Distinguish between forward and reverse auctions.

Describe the “name-your-own-price” auction model.

Describe penny auctions.

List the major benefits of auctions to buyers, sellers, and auctioneers.
What are the major limitations of auctions?

Define bartering and describe the advantages of e-bartering.

Explain the role of online negotiation in EC.
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2.6 VIRTUAL COMMUNITIES AND SOCIAL NETWORKS

A community is a group of people with common interests who interact with one another. A virtual community is one where
the interaction takes place over a computer network, mainly the Internet. Virtual communities parallel typical physical com-
munities, such as neighborhoods, clubs, or associations, but people do not meet face-to-face. Instead, they meet online.
Virtual communities offer several ways for members to interact, collaborate, and trade (see Table 2.2 for types of virtual
communities).

Characteristics of Traditional Online Communities and Their Classification

Most virtual communities are Internet-based, known also as Internet communities.

Hundreds of thousands of communities exist on the Internet, and the number is growing rapidly. Pure-play Internet com-
munities may have thousands, or even hundreds of millions, of members. By early 2016 (its 12th anniversary), Facebook had
grown to about 1billion active members around the world. This is one major difference from traditional purely physical com-
munities, which usually are much smaller. Another difference is that offline communities frequently are confined to one
geographic location, whereas only a few online communities are geographically confined.
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Table 2.2 Types of virtual communities

Community type Description

Transaction and other | Facilitate buying and selling. Combines an information portal with an infrastructure for trading. Members are buyers,
business activities sellers, intermediaries, etc., who are focused on a specific commercial area (e.g., fishing)

Purpose or interest No trading, just exchange of information on a topic of mutual interest. Examples: Investors consult The Motley Fool

(fool.com) for financial advice; music lovers go to mp3.com

Relations or practices | Members are organized around certain life experiences. Examples: ivillage.com caters to women and seniornet.com
is for senior citizens. Professional communities also belong to this category. Examples: aboutus.org/Isworld.org is
a space for information systems faculty, students, and professionals

Fantasy/role-playing | Members share imaginary environments. For examples on sports fantasy teams espn.com, see games.yahoo.com
and horseracegame.com

Social networks Members communicate, collaborate, create, share, form groups, entertain, and more. Facebook is the leader

Virtual worlds Members use avatars to represent themselves in a simulated 3D environment where they can play games, conduct
business, socialize, and fantasize about whatever they like

Classifications of Virtual Communities

Virtual communities can be classified in several ways.

Public Versus Private Communities
Communities can be designated as public, meaning that their membership is open to anyone. The owner of the community
may be a privately held corporation (e.g., Twitter), public for profit organizations, or nonprofit organizations. Many of the
large social networks, including Facebook, belong to the public for profit category.

In contrast, private communities belong to a company, an association, or a group of companies, and their membership is
limited to people who meet certain requirements (e.g., work for a particular employer or work in a particular profession).
Private communities may be internal (e.g., only employees can be members) or external (for customers and suppliers).

Classification Categories
Another option is to classify the members as traders, players, just friends, enthusiasts, or friends in need. A more common
classification recognizes six types of Internet communities: (1) transaction, (2) purpose or interest, (3) relations or practices,
(4) fantasy, (5) social networks, and (6) virtual worlds.

The most popular type of virtual community today is the social networking service, the subject of our next section.

Social Networking Service (Sites)

A social network is a virtual community whose members interact, share, and exhibit social behaviors. They are hosted by
social networking sites (or services).

A Definition and Basic Information

A social network (or service) site as a Web-based company, such as Facebook, that provides free Web space and tools for its
community members to build profiles, interact, share, connect, and create and publish content.

A preliminary list of the characteristics and capabilities of social networking sites (SNAs) was provided in section “Drivers
and Benefits of e-Commerce” of Chap. 1. More capabilities are provided in this section.

SNAs are also known as social networks, and they appear in a variety of forms; the most well-known, most social-ori-
ented, network is Facebook. LinkedIn is a business-oriented network.

A Global Phenomenon

Although Facebook, Pinterest, Twitter, Google+, and other social networks attract the majority of media attention in the United
States, they also have many members in other countries. Other country-based social networking sites are proliferating and grow-
ing in popularity worldwide. For example, renren.com and us.weibo.com are large communities in China; mixi.jp has been
widely adopted in Japan and vk.com in Europe (primarily in Russia). Dutch users have embraced hyves.nl; and Nasza Klasa (nk.
pl) has captured Poland. HiS.com, a social network (now part of Tagged), has been popular in Latin America, the United States,
South America, and Europe. Migente.com is an English language site geared toward the Hispanic community. Additionally,
previously popular communication and community services have begun implementing social networking features. For example,
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the Chinese instant messaging service ¢q.com became one of the largest social networking services in the world once it added
profiles and made friends visible to one another. Finally, Cyworld conquered the Korean market by adding “buddies.”

Representative Capabilities and Services Provided by Social Networking Sites

Social networking sites provide many capabilities and services such as:

» Users can construct a Web page where they present their profile to the public.

» Users can create a circle of friends who are linked together.

e The site provides discussion forums (by subgroup, by topic).

* Photo, video, and document viewing and sharing (streaming videos, user-supplied videos) are supported.
e Wikis can be used to jointly create documents.

e Blogs can be used for discussion, dissemination of information, and much more.

e These sites offer community e-mail and instant messaging (IM) capabilities.

» Experts can be made available to answer member queries.

e Consumers can rate and comment on products and services.

* Online voting may be available to poll member opinions.

» The site may provide an e-newsletter.

» The site supports conference (group) chatting, combined with document and image sharing.

* Message and bulletin board services are available for posting information to groups and individuals on the website.
» The site provides storage for content, including photos, videos, and music.

e Users can bookmark self-created content.

e Users can find other networks, friends, or topics of interest.

These capabilities can make social networks user-friendly.

Business-Oriented Public Social Networks

Business-oriented social networks, also known as professional social networks, are social networks whose primary objec-
tive is to facilitate business. The prime example here is linkedin.com, which provides business connections and enables
recruiting and finding jobs. Another example is craigslist.org, the largest classified ad site, which offers many social-ori-
ented features (see Case 2.2 later in this section). Another example is The Brainyard, a place for executives to find news,
knowledge, and contacts. Finally, doximity.com is a medical network for US physicians and healthcare professionals.
Businesses are using business social networks to advertise their brands as well as making and enhancing contacts globally.

Some Capatbilities of Business-Oriented Networks

With Web 2.0 tools, companies can engage users in new innovative ways. More direct communication is achieved by offering
additional ways for consumers to engage and interact among themselves and with organizations. For example, a company can:

* Encourage consumers to rate and comment on products and services.

e Allow consumers to create their own topic areas and build communities (forums) around shared interests possibly
related to a company’s products.

» Hire bloggers or staff editors who can lead discussions about customer feedback.

* Provide incentives such as sweepstakes and contests for customers to get involved in new product (service) design
and marketing campaigns.

* Encourage user-made videos about products/services and offer prizes for winning video ads.

* Provide interesting stories in e-newsletters.

An interesting business-oriented company that uses classified ads is craigslist.org, which is described in Case 2.2.
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CASE 2.2: EC APPLICATION
CRAIGSLIST: THE ULTIMATE ONLINE-CLASSIFIED COMMUNITY

If you want to find (or offer) a job, housing, goods and services, social activities, romance, advice, and much more in over
700 local sites in 13 languages, and in more than 70 countries worldwide (2016 data), go to Craigslist (craigslist.org). The
site has much more information than you will find in newspapers. According to their website, Craigslist receives 80 million
new classified ads every month. Each month there are more than 60 million visitors to the site in the United States alone (see
craigslist.org/about/factsheet). Finally, there are over 50 billion page views per month. For more statistics, see alexa.com/
siteinfo/craigslist.org. According to Alexa.com, Craigslist is the eleventh most visited site in the United States.

In addition, Craigslist features over 100 topical discussion forums with more than 200 million user postings. Every day,
people from 700 local sites in 70 countries worldwide check classified ads and interact on forums. Craigslist is considered
by many as one of the few websites that could change the world because it is simply a free social-oriented, popular, and use-
ful notice site. Although many other sites offer free classifieds, no other site comes close to Craigslist.

Users cite the following reasons for the popularity of Craigslist:

» It gives people a voice.

e [tis consistent and champions down-to-earth values.

e It illustrates simplicity.

It has social networking capabilities.

» It can be used for free in most cases (you can post free ads, except for business; for rent, or for sale ads in a few large
cities; some employment ads; and for adult and therapeutic services).

For more information, see craigslist.org/about/factsheet.

As an example of the site’s benefits, we provide the personal experience of one of the authors, who needed to rent his
condo in Long Beach, California. The usual process to get the condo rented would take 2—4 weeks and $400 to $700 in
newspaper ads, plus ads in local online sites for rental services. With Craigslist, it took less than a week at no cost. As more
people discover Craigslist, the traditional newspaper-based classified ad industry will probably be the loser; ad rates may
become lower, and fewer ads will be printed.

In some cities, Craigslist charges for “help wanted” ads and apartments listed by brokers. In addition, Craigslist may
charge for ads with rich media features.

Concerns About Craigslist

Critics charge that some users post illegitimate or false ads on the site and the Craigslist staff are unable to effectively moni-
tor this practice. Some users have complained about questionable ads and scams being posted. Craigslist also attracts crimi-
nals seeking to commit fraud by paying with bad checks. The anonymity of Craigslist’s users as well as the lack of ratings
encourages unlawful acts.

Another concern is that adult services make up a significant portion of the total traffic on the site and may involve illegal
activities, especially concerning minors. With the sheer volume of users and ads posted per day, such monitoring is not pos-
sible given the modest workforce of only 40 plus that the site employs (data of 2016). (As of September 8, 2010, Craigslist
has been trying to control such activities.)

On the other side, many supporters contend that attempts to control Craigslist may simply cause users to use other, less-
regulated sites.

In China, a company called 58.com Inc. (58.com) is modeled after Craigslist and provides similar information and gener-
ates sizeable revenue and profits. The company is listed in the NYSE under the symbol WUBA.

Sources: Based on Liedtke (2009), Seamans and Zhu (2014), and craigslist.org (accessed January 2017).
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Questions

Identify the business model used by Craigslist.

Visit craigslist.org and identify the social network and business network elements.
What do you like about the site? What do you dislike about it?

Why is Craigslist considered by some as a site that “could change the world?”
What are some of the risks and limitations of using this site?

AEE el .

Private (or Enterprise) Social Networks

In addition to public-oriented business social networks such as LinkedIn and Craigslist, there are many private social net-
works (also called enterprise networks) within organizations. Other companies with notable internal networks for employees
only include Northwestern Mutual. According to the company, they have an internal blog (“Mutualblog”) and a Yammer
account internally, which is used by over 1000 employees to dialog and make connections on nonproprietary topics. Private
networks are for employees, business partners, and customers.

Business Models and Services Related to Social Networking

Social networking sites provide innovative business models, ranging from customer reviews of food and night life in India
(burrp.mumbai.com) to users who dress up paper dolls that look like celebrities (stardoll.com). New revenue models are
being created almost daily. Although some generate limited revenue, others succeed. Lately, the Pinterest model has become
popular.

Many communities attract advertisers. For example, vivapets.com attracts pet lovers with wiki contributions in its attempt
to catalog all pet breeds. The site attracts hundreds of thousands of unique visitors per month. Obviously, pet food-related
vendors are interested in placing ads there.

Some of the popular social-oriented services are:

1. Reddit.com is a community-based website that takes short reports from members on podcasts, news articles, and videos,
which are then voted on by other participants. Reddit is available on a website, iPhone apps, and Android apps.

2. Xanga.com hosts blogs, photo blogs, and social networking profiles. Users of Xanga are referred to as “Xangans.” Xanga
was originally launched as a site for sharing book and music reviews. Today it is one of the most popular blogging and
networking services, with an estimated 10,000,000—100,000,000 users worldwide. Xanga has a very popular blogring in
Hong Kong, Macao, and Singapore. (A blogring links together a number of blogs that share mutual interests and can be
searched by subject matter).

Mobile Social Commerce

Mobile computing is growing faster than any other type of EC computing. According to Cisco (2016), mobile data traffic will
grow 827% (to 30.6 exabytes per month in 2020 from 3.7 exabytes per month in 2015). This clearly boosts mobile com-
merce. According to Taylor (2015), 90% of smartphone consumers used them to shop online. In subsequent chapters, we will
discuss many mobile applications. Instagram is considered an important factor in the future of mobile social commerce. Here
we present the basic definitions, technologies, and a few examples.

Mobile Social Networking

Mobile social networking refers to social networking where members chat and connect with one another using any mobile
device. Most major social networking websites now offer mobile services. By Q1 2016, Facebook had 1.44 billion mobile
users out of a total 1.59 billion monthly active users (see venturebeat.com/2016/01/27/over-half-of-facebook-users-
access-the-service-only-on-mobile and newsroom.fb.com/Company-info). Some social networking sites offer mobile-
only services (e.g., path.com and javagala.ru).
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Mobile social networking is especially popular in Japan, South Korea, and China, generally due to better data pricing (flat
rates are widespread in Japan). In Japan and South Korea, where 4G networks offer more bandwidth, the leaders in social
networking are mixi.jp and Mobage by Dena (mbga.jp). Numerous other mobile social networking sites have been launched
in Japan. For statistics on the exponential growth of mobile social networks, see comscore.com.

Experts predict that mobile social networks will experience explosive growth in the future.

Mobile Enterprise Networks

Several companies have developed (or fully sponsor) mobile-based social networks. For example, Coca-Cola has a social
network that can only be accessed by mobile devices. There Coca-Cola employees attempt to influence young people to buy
Coke’s products.

Examples of Social Mobile Commerce Applications

There are several types of social mobile applications. Illustrative examples are provided next.

Example 1: IBM
IBM is a leader in social commerce adoption on mobile devices. Following are some examples of IBM’s initiatives.

e IBM Mobile Connect (formerly IBM Lotus Mobile Connect) (social media and social networks building software, abbre-
viated as Connect) is popular in industry. Customers can get immediate access to blogs, wikis, and other tools. They can
also share photos, videos, and files on major mobile devices (e.g., Android, i0S).

e IBM Connections allows people to generate and vote on ideas at work (see ibm.com/connections/blogs/
SametimeBlog/?lang=en).

e The capabilities in IBM Connections 5.0, such as Moderations, or Ideation Blogs, enable workers to embrace networks of
engaged people.

Example 2: Social Networks
With the current technology, we also see a trend toward sophisticated interactions of Internet social networks with images,
voice, and videos. This is expected to be a powerful managerial and marketing feature in the near future.

Recent Innovative Tools and Platforms for Social Networking

A large number of software tools and platforms are available for social networking. Well-known tools are blogs, microblogs,
and wikis. Note that the capabilities of these tools are improving continuously. Here we provide a representative list of recent
innovative tools:

* Snapchat.com—A mobile photo messaging service for “chatting” with friends through photos, videos, and cap-
tions “like ‘texting’ with pictures or videos” (see webtrends.about.com/od/Iphone-Apps/a/What-Is-Snapchat.
htm).

*  WhatsApp.com—According to its website, WhatsApp is a cross platform free mobile messaging app for smart-
phones. Users can form groups and send each other unlimited images and video and audio media messages. The
company was acquired by Facebook in 2014 for around $19 billion. WhatsApp was used by over 1 billion people
each month in January 2016 (Ahmed 2016).

e Ortsbo.com—Enabler of real-time conversational translation mainly in social media.

e Droid Translator (droid-translator.tiwinnovations.com)—Translates phone calls, video chats (e.g., Skype), and
text conversations into 29 different languages (for more information, see Petroff 2014).

* Tagged.com—A maker of social discovery products that enable people to meet and socialize with other people
through playing games, browsing features, shared interests, and more. You can share tags, browse profiles, and
exchange virtual gifts.

* Viber.com, line.me/en, etc.—Companies that provide free voice only of video calling for mobile devices and desk-
tops (e.g., Viber for Desktop).
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* Instagram.com—A free platform for sharing photos and videos. As a social network, it allows for the creation of
a review section, etc., (Acquired by Facebook in 2012.)

* Rocketium.com focuses on the simple creation of videos with overlaid text.

* Screenr.com allows for the simple creation of screen-capture videos with audio for how-to creation.

* Hshtags.com (“A social media search engine dedicated to hashtags”)—Enables users to see in real time all public
content related to any keyword and join any related public conversation in real time (see digitaltrends.com/social-
media/new-search-engine-like-google-social-web).

Mobile Community Activities

In many mobile social networks, devices can be utilized to conduct the same activities that are performed in a nonmobile
settings. Customers can even create their own mobile community.
Mobile video sharing, which sometimes is combined with photo sharing, is a new technological and social trend. Mobile
video-sharing portals are becoming popular (e.g., see myubo.com). Many social networking sites offer mobile features.
For 2016 statistics about social commerce, see bazaarvoice.com/research-and-insight/social-commerce-statistics.

SECTION 2.6 REVIEW QUESTIONS

Define virtual communities and describe their characteristics.
List the major types of virtual communities.

Define social network.

Describe mobile social commerce.

List some major social networking sites.

Describe the global nature of social networks.

Describe social networking.

Describe mobile social networking and commerce.
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2.7 EMERGING EC PLATFORMS: AUGMENTED REALITY AND CROWDSOURCING

Several technologies are used as platforms that enable innovative EC applications. Here we present two.

Augmented Reality

An increasing number of business applications use the technology of augmented reality (AR). See Malik (2016) for more
details. The term AR has several definitions depending on its field of applications. According to Wikipedia, augmented
reality is “a live or indirect view of a physical, real-world environment whose elements are augmented (or supplemented) by
computer-generated sensory input such as sound, video, graphics or GPS data” (see en.wikipedia.org/wiki/Augmented_
reality). Such an arrangement helps people enhance the sensory perception of reality. The computerized layer can be seen
through an application on mobile devices such as smartphones, webcams, or 3D glasses (including 3D TV). Google devel-
oped augmented reality (AR) glasses called “Google Glass.”

Applications in E-Commerce

The major applications in e-commerce are in the areas of advertising and marketing (for details, see Bauer in 2016 and
Corpuz in 2015). There are potentially many other areas of applications. For example, Bauer (2016) describes several mar-
keting applications that use the technology to better engage potential customers. Google’s AR is being used by several com-
panies. For example, Walgreens is using AR for improving customer loyalty (see Kaye 2014). Finally, Wikipedia lists many
e-commerce-related applications of AR.
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Example 1: Net-a-Porter

This innovative company is using an iPhone/iPad app to view an AR “shopping window.” As can be seen in the video
“Net-A-Porter Augmented Reality Shopping Windows” (1:37 min) available at digitalbuzzblog.com/net-a-porter-
augmented-reality-shopping-windows, customers at the company’s physical store can point the mobile device camera at a
clothing display (e.g., in the stores or store windows), and see a 360 degree view of the clothes. They also can see presenta-
tions at fashion shows, price, availability, and other relevant information. Furthermore, the window shoppers can immedi-
ately buy the clothing online using their mobile device (for the download, see itunes.apple.com/ne/app/net-a-porter/
id318597939?mt=8).

Example 2: IKEA

IKEA uses AR to show how its furniture can fit in your house. For details on this mobile devices app, see Truong (2013) and
watch the video “Place IKEA Furniture in Your Home with Augmented Reality” at youtube.com/watch?v=vDNzTasuYEw.
The technology used is made by Snapshop, a free app for iOS systems.

Example 3: CastAR
Using AR technology, CastAR is able to produce more interactive tabletop gaming environments for users in a small area.
See a demonstrations at youtu.be/hL1qT0TKé6aw and youtu.be/A4TAppwUMWU.

Applications in Social Gaming

AR is already used in several applications. According to t-immersion.com/augmented-reality/use-cases/social-augmented-
reality-games, social AR gaming is a superb tool for generating marketing leads and brand recognition because of the huge
number of players engaged in games connected with a product.

Virtual Reality (VR)

Often confused with augmented reality is virtual reality. Virtual reality is a computer-generated simulation of a real-life
environment in which users can be immersed. People feel like they are inside the environment and they can manipulate it
(e.g., see Parisi 2016). To experience VR, user must wear special glasses and handsets. The technology has been around for
decades but was used mainly for computer games. Lately, however, VR is moving to be an EC element (e.g., see Williams
2016). An example is Facebook’s Oculus, which is experimenting with commercial applications. This is an example of com-
bining social commerce and virtual reality. For details, see Meola (2016).

Comparing AR and VR
According to McKalin (2015), both technologies are similar in their goal of immersing the users. But they do it in different
ways and for different purpose. For details see McKalin (2015), Boyajian (2015), and Aukstakalnis (2016).

Crowdsourcing

Another platform for e-commerce is crowdsourcing. Crowdsourcing is a platform for collective intelligence in e-commerce
and social commerce (see the industry website crowdsourcing.org). Here we present the essentials of the technology.

Definitions and Major Concepts

The term crowd refers to a large group of people such as a group of consumers, employees of a corporation, or members of
a social network who offer expertise.

AR is developed into apps for mobile devices to blend digital components into real worlds.

Crowdsourcing utilizes crowds to collectively execute tasks such as solving problems, innovating, or getting large proj-
ects completed by dividing the work among many people. The term was coined by Jeff Howe in June 2006 (Howe 2008).
In the crowdsourcing process, the initiator recruits a crowd (e.g., customers) to create content, a cumbersome task (e.g.,
translating Wikipedia articles), or in research and development. This is based on the idea that two heads are better than one.
The collective intelligence of large groups is assumed to be able to solve complex problems at low cost (Aitamurto et al.
2016; Blokdijk 2015; Zeref 2015).
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Fig.2.4 The elements
of crowdsourcing
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The basic elements of crowdsourcing are illustrated in Fig. 2.4. Three elements are involved: the task(s) to be carried
out; the crowd, which is used to work on the task; and the models and processes used by the crowd to execute the task.
These elements are connected by features related to the tasks and the crowd (such as the psychology of the crowd), the
technologies used (such as idea generation and voting), and implementation issues such as incentives paid to the
participants.

The Process of Crowdsourcing

Crowdsourcing can be viewed as a collective problem-solving or work sharing process and usually is conducted as a Web-
based activity. In a typical use of crowdsourcing, problems are broadcasted either to a known crowd (e.g., employees or
business partners) or to an unknown group of participants (e.g., expert problem solvers or consumers). The communication
usually starts as an open call for solutions or ideas (see first step in Fig. 2.5). The members of the crowd are organized as an
online community, and the members submit individual work (e.g., solutions). The crowd may also discuss the solutions and
may vote for a final short list. Alternatively, the short list is then prioritized (e.g., ranked). The final selection can be made by
the crowd or by management (Fig. 2.5). The winning individuals in the crowd are well compensated, either monetarily or
with special recognition. In other cases, the only rewards may be the satisfaction with a job well done. The use of crowd-
sourcing can yield results from amateurs or unrecognized professionals.
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Example: Starbucks
Starbucks introduced My Starbucks Idea (mystarbucksidea.force.com), a social media site designed to solicit ideas and
feedback from customers. The site was built around four key themes: (1) ideas are user generated; (2) users can vote to short
list ideas, discussing them before and/or after the vote; and (3) company employees act as “idea partners,” providing answers
to questions and leading discussions.

The crowd’s idea generation process is visible to the entire Starbucks community. The members can see the status of each
proposal.

An overview of crowdsourcing is provided in a video titled “Crowdsourcing and Crowdfunding Explained” (3:48 min) at
youtu.be/—38uPkyH9vI, also see crowdsourcing.org and Crowdsortium (crowdsortium.org). These specialists have
developed best practices for the industry.

Benefits of Crowdsourcing

The major perceived benefits of crowdsourcing include the following:

* Problems can be analyzed or solved at comparative little cost. (Payment can be determined by the results; however,
sometimes there is no monetary payment, just praise or accolades).

e Solutions can be reached quickly since many people work on the needed research project simultaneously. Also,
designs of products may be expedited.

* The contributing crowd may reside within the organization; therefore, talents may be discovered.

* By listening to the crowd, organizations gain firsthand insight into the desires of their customers (or employees).
There is built-in market research when the crowd is composed of customers.

* Crowdsourcing can tap into the global world of ideas. The crowd may include business partners, customers, acade-
micians, etc., and the members of the crowd can reside in different countries.

e Customers tend to be more loyal if they participate in a company’s problem-solving project.

Uses of Crowdsourcing in E-Commerce
There are several EC applications of crowdsourcing—notable is the creation of Wikipedia. Corners (2015) and Fitchard
(2015) present many successful applications.

SECTION 2.7 REVIEW QUESTIONS

Define augmented reality.

Describe how AR can facilitate EC.

Define crowdsourcing.

List the elements of crowdsourcing.

Describe the process of crowdsourcing.

What are the major benefits of crowdsourcing?
How is crowdsourcing used in EC?
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2.8 THEFUTURE:WEB 3.0, WEB 4.0, AND WEB 5.0

Web 2.0 is here. What’s next? The answer is a still-unknown entity referred to as Web 3.0, the future wave of Internet applica-
tions. Some of the desired capabilities of Web 3.0 will be discussed later in this section. In general, there is optimism about
the future of the use of the Web 3.0 to facilitate EC (see siliconangle.com/blog/2013/08/02/the-future-of-ecommerce-with-
web-3-0 and wired.com/insights/2014/09/e-commerce-to-web-3-0).


http://mystarbucksidea.force.com
http://youtu.be/−38uPkyH9vI
http://crowdsourcing.org
http://crowdsortium.org
http://siliconangle.com/blog/2013/08/02/the-future-of-ecommerce-with-web-3-0
http://siliconangle.com/blog/2013/08/02/the-future-of-ecommerce-with-web-3-0
http://wired.com/insights/2014/09/e-commerce-to-web-3-0

68 2 E-Commerce: Mechanisms, Platforms, and Tools

Web 3.0: What Does the Future Hold?

Web 3.0 is projected to deliver a new generation of business applications that will see business and social computing con-
verge. Web 3.0 could change the manner in which people live and work as well as the organizations where they work, and it
may even revolutionize social networking (see 1stwebdesigner 2015).

According to several experts, Web 3.0 could have the following capabilities:

e Make current applications smarter by introducing new intelligent features.

* Provide easier and faster interaction, collaboration, and user engagement.

* Facilitate intelligent-based powerful search engines.

* Provide more user-friendly application—creation and human—computer interaction capabilities.
e Increase the wisdom and creativity of people.

¢ Enable smarter machines (Gartner 2016).

* Enable much wider bandwidth.

* Enable better visualization including 3D tools.

e Simplify the use of mobile computing and mobile commerce.

For additional capabilities, see O’Connell’s (2015) slideshow.

Web 3.0 and the Semantic Web

One of the major possible platforms of Web 3.0 technologies is the Semantic Web. The term was presented by the inventor of
the Web, Tim Berners-Lee, who visualized the Semantic Web as the platform for making the Web smarter. There is no stan-
dard definition of Semantic Web. It is basically a group of methods that focus on machines (in contrast with Web 2.0 that
focuses on people). The technology attempts to enable computers to understand the semantics (i.e., the meaning) of informa-
tion, by using natural language understanding tools. For a video titled “Evolution Web 1.0, Web 2.0 to Web 3.0 (3.58 min),
see youtube.com/watch?v=bsNcjyaS6vS.

Concerns

The following are a few concerns regarding the implementation of Web 3.0 and the future of EC.

* Future threats. According to the authors’ experiences, the following trends may slow the growth of EC and Web
3.0 and may even cripple the Internet.

* Security and privacy concerns. Shoppers, as users of e-banking and other services, and members of social net-
works, worry about online security and privacy. The Web needs to be made safer.

* Lack of net neutrality. If the big telecommunications companies are allowed to charge companies for a guarantee
of faster access, critics fear that small innovative Web companies could be demolished by the big companies that
can afford to pay more for efficient Internet usage. Copyright complaints. The legal problems of YouTube,
Craigslist, Wikipedia, and others may result in a loss of originality, dedication, and creativity of user-generated
content.

* Insufficient connectivity. Upstream bandwidths are still constraining applications, making uploading of video files
a time-consuming task.

e Language fitness. There will be a need to reconsider the existing spoken languages with Web 3.0 taxonomies and
schemes.

» Standards. There will be a need for architectural standards for Web 3.0.


http://youtube.com/watch?v=bsNcjya56v8

Managerial Issues 69

Therefore, some believe that the Semantic Web will never work (see the 91 min video at youtube.com/
watch?v=0KiXpO2rbJM).
Despite these concerns, Web 3.0 and e-commerce could thrive due to several innovations in the technological environment.

The Technological Environment

The future of EC and the Semantic Web is dependent on how far the relevant information technology advances (e.g., see
Gartner 2016). Of the many predictions, we cite two here. Also, see Gartner’s annual reports about Strategic Technology
Trends at gartner.com/technology/research.

Web 4.0

Web 4.0 is the Web generation after Web 3.0. It is still an unknown entity. It is known as Symbiotic Web. Several futurists,
including Daniel Burrus (see a video at bigthink.com/big-think-tv/web-40-the-ultra-intelligent-electronic-agent-is-com-
ing), view the primary business driver of Web 4.0 as vastly more powerful electronic agents. These agents will work to
integrate and personalize all of an individual’s interactions with technology (Fowler and Rodd 2015).

For a discussion, see Koren (2013) or Edwards (2013).

Web 5.0

According to Patel (2013), “Web 5.0 is still an underground idea in progress and there is no exact definition of how it would
be. Web 5.0 can be considered as a Symbionet Web, decentralized.” Patel provides some technical information. Additional
details and a comparison are provided at flatworldbusiness.wordpress.com/flat-education/previously/web-1-0-vs-web-
2-0-vs-web-3-0-a-bird-eye-on-the-definition.

SECTION 2.8 REVIEW QUESTIONS

What is Web 3.0, and how will it differ from Web 2.0?

Define Semantic Web.

List the major potential inhibitors and concerns of e-commerce and Web 3.0.
What are the major influencing computing and IT trends?

What are Web 4.0 and Web 5.0?7

hAEE ol .

MANAGERIAL ISSUES

Some managerial issues related to this chapter are as follows.

1. Should we use auctions for selling? A major strategic issue is whether to use auctions as sales channels. Auctions do
have some limitations, and forward auctions may create conflicts with other distribution channels. If a company decides
to use auctions, it needs to select auction mechanisms and determine a pricing strategy. These decisions determine the
success of the auctions and the ability to attract and retain visitors on the selling site. Auctions also require support ser-
vices. Decisions about how to provide these services and to what extent to use business partners are critical to the success
of high-volume auctions.

2. Should we barter? Bartering can be an interesting strategy, especially for companies that lack cash, need special material
or machinery, and have surplus resources. However, the valuation of what is bought or sold may be hard to determine, and
the tax implications in some countries are not clear.

3. How do we select merchant software? There are many products and vendors on the market. Small businesses should
consider offers from Yahoo! or eBay since the software is combined with hosting and offers exposure to the vendor-
managed e-market. The functionalities of the software as well as the ease of building webstores need to be examined.

4. How can we use Facebook and other social networks in our business? The many possibilities are mostly in marketing
and advertising. Any progressive organization should examine and experiment with social networking.


http://youtube.com/watch?v=oKiXpO2rbJM
http://youtube.com/watch?v=oKiXpO2rbJM
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SUMMARY

In this chapter, you learned about the following EC issues as they relate to the chapter’s learning objectives.

1. Activities and mechanisms. The major activities are information dissemination and presence, online trading, collabora-
tion, entertainment, and search. The major mechanisms are marketplaces, webstores, shopping carts, catalogs, search
engines, Web 2.0 tools, and virtual worlds.

Most of the activities are between sellers and buyers. However, there also are collaboration activities among supply
chain members as well as among people within organizations. EC attempts to automate the interaction process for the
above activities.

2. E-marketplaces and their components. An e-marketplace or marketspace is a virtual market that does not suffer from
limitations of space, time, or borders. As such, it can be very efficient and effective. Its major components include custom-
ers, sellers, products (some digital), infrastructure, front-end processes, back-end activities, electronic intermediaries,
other business partners, and support services.

The role of intermediaries will change as e-markets develop: Some will be eliminated (disintermediation); others will
change their roles and prosper (reintermediation). In the B2B area, for example, e-distributors connect manufacturers
with buyers by aggregating e-catalogs of many suppliers. New value-added services that range from content creation to
syndication are mushrooming.

3. The major types of e-marketplaces. In the B2C area, there are webstores and e-malls. In the B2B area, there are private
and public e-marketplaces, which may be vertical (within one industry) or horizontal (across different industries).
Exchanges are the platform for many buyers and sellers to meet and trade. Different types of portals provide access to
e-marketplaces.

4. Electronic catalogs, search engines, and shopping carts. The major mechanisms in e-markets are e-catalogs, search
engines, software (intelligent) agents, and electronic shopping carts. These mechanisms, which are known as merchant
suites, facilitate EC by providing a user-friendly and efficient shopping environment.

5. Types of auctions and their characteristics. In forward auctions, bids from buyers are placed sequentially, either in
increasing mode or in decreasing mode. In reverse auctions, buyers place an RFQ, and suppliers submit offers in one or
several rounds. In name-your-own-price auctions, buyers specify how much they are willing to pay for a product or ser-
vice, and an intermediary tries to find a supplier to fulfill the request. Penny auctions are forward auctions where a small
fee is paid each time a bid is made. The final member to bid wins the auction when the designated time is up.

6. The benefits and limitations of auctions. The major benefits for sellers are the ability to reach many buyers, sell quickly,
and save on intermediary commissions. Buyers have excellent access to auctions and a chance to obtain bargains and col-
lectibles while shopping from their homes. The major limitation is the possibility of fraud.

7. Bartering and negotiating. Electronic bartering can greatly facilitate the swapping of goods and services among organi-
zations, thanks to improved search and matching capabilities, which is managed by bartering exchanges. Software agents
can facilitate online negotiation.

8. The structure and role of virtual communities. Virtual communities create new types of business opportunities. They
bring people with similar interests together at one website. (Such groups are a natural target for advertisers and market-
ers.) Using chat rooms, discussion spaces, and so forth, members can exchange opinions about certain products and ser-
vices. Of special interest are communities of transactions, whose interest is the promotion of commercial buying and
selling. Virtual communities can foster customer loyalty. This may increase sales of products made by vendors that spon-
sor communities and facilitate customer feedback for improving service and business operations.

9. Social networks as EC mechanisms. These are very large Internet communities that enable the sharing of content,
including text, videos, and photos, and promote online socialization and interaction. Hundreds of social networks are
emerging around the world, competing for advertising money. Millions of corporations advertise, entertain, and even sell
on social networks.

Business-oriented communities concentrate on business issues, both in one country and around the world (e.g., recruit-
ing, finding business partners). Social marketplaces meld social networks and some aspects of business. Notable business-
oriented social networks are LinkedIn and XING. Some companies are active in public social networks such as Facebook.
Other companies own and operate their own social networks within the company, which are known as enterprise social
networks. Their members are usually employees and retirees. They are used mainly for collaboration, knowledge creation
and preservation, training, and socialization. Many large companies have such networks (e.g., IBM, Wells Fargo,
Northwestern Mutual).
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10. Augmented reality (AR) and crowdsourcing. These emerging technologies facilitate two types of EC activities.
AR blends visual aspects of computer and physical worlds. Thus, it can facilitate advertisement and presentation of
information. It works by pointing a mobile device (e.g., smartphone) to a product or building and adds information
to what you see (e.g., 360 degree view, price tag). Crowdsourcing solicits the wisdom of the crowd for idea genera-
tion or problem-solving. It also is used to divide a large task among many people, each of whom is executing a
different, small subtask.

11. Web 3.0 and Web 4.0. Web 3.0, the next generation of the Web, will combine social and business computing. It will be
more portable and personal, with powerful search engines, increased clout, and greater connectivity with the wireless
environment and on-demand applications. Knowledge management will be one of its main pillars. The Semantic Web
will play a major role in Web 3.0 applications. Web 3.0 and its applications will depend on IT trends such as the develop-
ments in cloud computing, utility computing, parallel processing, and machine intelligence. Web 4.0 is a futuristic Web
that will be built on ubiquitous and intelligent systems. It will connect “islands” of intelligence from different sources.

KEY TERMS

Augmented reality

Back end

Bartering

Bartering exchange
Business-oriented social network
Buy-side e-marketplace
Crowdsourcing

Desktop search

Digital products
Disintermediation

Double auction

Dynamic pricing

E-bartering (electronic bartering)
E-distributor

E-mall (online mall)
E-marketplace

Electronic auction (e-auction)
Electronic catalog (e-catalog)
Electronic shopping cart
Enterprise search

Forward auction

Front end

Intermediary

Mobile portal

Mobile social networking
Name-your-own-price model
Penny auction

Reverse auction (bidding or tendering system)
Search engine

Sell-side e-marketplace
Semantic Web

Virtual community

Virtual reality

Voice portal

Web 3.0

Web 4.0

Web (information) portal
Webstore (storefront)
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DISCUSSION QUESTIONS

1. Compare physical marketplaces with marketspaces. What are the advantages and limitations of each?

2. Discuss the competitive advantage of Craigslist using classified ads.

3. Describe the advantages of Web 3.0 over Web 1.0 and Web 2.0.

4. Discuss the need for portals in EC.

5. How do business-oriented networks differ from regular social networks such as Facebook?

6. Why are social marketplaces considered to be a Web 2.0 application?

7. Discuss the following statement: “Technically, you can put together a portal in a weekend, but culturally there are a slew

of things to consider; therefore it takes much longer.”

. Discuss the pros and cons of selling cars via auctions.

Discuss the differences between virtual reality and augmented reality.

TOPICS FOR CLASS DISCUSSION AND DEBATES

10.
11.

12.

Compare and contrast the efficiency of traditional markets with that of digital markets.

Some claim that social networking, especially microblogging and social networking sites, displace the traditional elec-
tronic bulletin board systems. Discuss.

Discuss the advantages of dynamic pricing strategy over fixed pricing. What are the potential disadvantages of dynamic
pricing?

Enter Facebook and search for companies that do auctions on the site. Identify the different types of auctions on the site.
What is the advantage of a business using eBay instead of conducting auctions from its own site? Distinguish between
C2C and B2B cases.

Debate: Should companies build in-house social networks for external activities or use existing public social
networks?

Debate: Should Craigslist and YouTube monitor and control what users publish there? Who will pay the cost?

Debate: Social networking services can provide good security to enterprise social networks. However, security may limit
users’ creativity and disrupt the business. Should a company use such a service?

. Debate: Some research suggests that the use of public social networks by employees during work hours can be good for

a business because employees develop relationships and share information, which increases productivity and innovation.
Others say it is a waste of time and ban the use of Facebook, YouTube, and other such sites at work.

Debate the business value of social networking.

Debate: Facebook and Twitter compete for advertisers’ money. Which one has a better chance to get more ad money and
why?

Some of the largest social media networks exist in China (qq.com, qzone.qq.com, us.weibo.com, weixin.qq.com, and
renren.com). Find information about these networks and list their properties. How do they differ from US social
networks?

INTERNET EXERCISES

W

Enter droid-translator.tiwinnovations.com and tranzactive.com and compare their translation capabilities.

. Examine how bartering is conducted online at tradeaway.com, barterquest.com, and u-exchange.com. Compare and

contrast the functionalities and ease of use of these sites.

Enter volusion.com and identify all specific e-commerce mechanisms (or solutions) provided by the company.

Enter respond.com and request a product or a service. Once you receive replies, select the best deal. You have no obliga-
tion to buy. Write a short report based on your experience.

. Enter dtsearch.com and find its capabilities. What type(s) of search does it conduct (e.g., desktop, enterprise,

general)?
Enter cars.com. List all services available to both sellers and buyers of cars. Compare it to carsdirect.com. Finally,
identify the revenue sources of both sites.


http://qq.com
http://qzone.qq.com
http://us.weibo.com
http://weixin.qq.com
http://renren.com
http://droid-translator.tiwinnovations.com
http://tranzactive.com
http://tradeaway.com
http://barterquest.com
http://u-exchange.com
http://volusion.com
http://respond.com
http://dtsearch.com
http://cars.com
http://carsdirect.com
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7.

10.
11.

12.

13.

14.
15.

16.

Enter ups.com.

(a) Find out what information is available to customers before they send a package.

(b) Find out about the “package tracking” system; be specific.

(c) Compute the cost of delivering a 10” x 20” x 15” box, weighing 40 pounds, from your hometown to Long Beach,
California. Compare the cost for the fastest delivery option with to the lowest possible delivery cost.

(d) Prepare a spreadsheet using Excel for two different types of calculations available on the UPS site. Enter data to
solve for two different calculations.

Enter magicleap.com and find the company’s activities in augmented reality. Write a report.

Enter truecar.com and review the services they provide to car buyers. Write a report.

Enter ibm.com and oracle.com. Prepare a list of the major products available for building corporate portals.

Enter go.sap.com/index.html and find the key capabilities of its enterprise portals. List the benefits of using five of the
capabilities of SAP’s portals.

Enter networksolutions.com. View the shopping cart demo. What features impress you the most and why? What related
services does it provide? Compare it to storefront.net, nexternal.com, and ecwid.com.

Enter the website of a social networking service of your choice. Build a homepage. Add a chat room and a message
board to your site using the free tools provided. Describe the other capabilities available. Make at least five new friends.
Enter vivapets.com and dogster.com and compare their offerings.

Enter w3.org. Find material about Semantic Web (SW); check their RDF/FAQ and search for some applications. Write
a report.

Enter zippycart.com and read the article “13 Ecommerce Link Building Tactics for Your Online Store” at zippycart.
com/ecommerce-news/1430-13-ways-to-gain-inbound-links-to-your-online-store.html. Write a brief summary.

TEAM ASSIGNMENTS AND PROJECTS

1.

Assignment for the Opening Case
Read the opening case and answer the following questions:

(a) Why is Pinterest considered a social network?

(b) What are the company’s business and revenue models?

(c) How can manufacturers advertise on Pinterest?

(d) Compare Pinterest and We Heart It. Pay attention to the business models.

(e) Pinterest has a large amount of money. How does it use this money on its website to increase its competitive
advantage?

Assign each group a large e-tailer (e.g., Amazon.com, Walmart.com, Target.com, Dell.com, Apple.com, and HP.com).
Trace the purchasing process. Look at the catalogs, search engines, shopping carts, Web 2.0 features, and any other mecha-
nisms that improve e-shopping. Prepare a presentation that includes recommendations for improving the existing process.
Compare the shopping carts from Shopopify, Big Commerce, and Open Cart. Distinguish between hosted and self-hosted
carts. Watch the O’Reilly Media video titled “Online Communities: The Tribalization of Business” (Part 1 is 6:15 min;
Parts 2 and 3 are optional) at youtube.com/watch?v=qQJvKyytMXU and answer the following questions:

(a) Why is the term tribalization used in the video?

(b) What are virtual communities?

(c) How can traditional businesses benefit from online communities?

(d) What is the value of communities for the customers?

(e) Compare social vs. marketing frameworks.

(f) How are virtual communities aligned with the businesses?

(g) Discuss the issues of measurements, metrics, and CSFs.

(h) Optional: View Part 2 (youtube.com/watch?v=U0JsT8mfZHc#t=15) and Part 3 (youtube.com/watch?v=
AeE9VWQY9Te) (6:50 and 10:24 min respectively), and summarize the major topics discussed.
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4. The team’s mission is to analyze Pinterest’s U.S. and global competition, including similar companies in China and
Brazil. Begin by looking at weheartit.com. Look at another country of your choice. Comment on the cultural differences.
Write a report.

5. There are many applications of augmented reality. Find current ones and classify them by areas (e.g., marketing). Make
a class presentation.

CLOSING CASE: DRIVING CUSTOMER ENGAGEMENT WITH AUGMENTED REALITY AT TESCO
The Problem

Businesses are constantly searching for new products and services that can be used to recruit and retain customers. These
products and services can be used to grow profits or act as “loss leaders” to bring customers into the store. Grocery stores are
very price competitive, especially in more mature economies such as Britain.

Tesco is a world leading retailer of groceries and other goods with locations in 11 countries (www.tescoplc.com/about-us/
our-businesses). Britain is one of the company’s primary markets, and completion in the market is growing. These changes
are being driven primarily by the growth of discounters such as Aldi and Lidi. With these competitors focusing of price
completion, it is becoming more important for more traditional retailers such as Tesco to build store traffic by offering unique
goods and services (Telegraph 2017).

Disney is global entertainment and media brand well known for their movies, television programs, resorts, and products
(thewaltdisneycompany.com/about/#our-businesses). One of Disney’s most recent animated features was the movie
Frozen, which earned over $1.2 billion worldwide since its release in 2013. The movie and its characters still enjoy a strong
popularity with fans, especially children.

The Solution

Tesco has identified the need to create unique promotions to drive traffic to its locations and brokered a partnership with
Disney to help create a unique offering that was meant to showcase new augmented reality technology deployed by Engine
Creative (2016). The store provided the opportunity for customers to receive a free sticker folder and stickers related to the
themes and characters in the Frozen movie. Using the free Tesco Discover Augmented Reality app, customers were able to
interactive with the stickers through different 3D scenes. Additionally, the app is designed to take interactive selfies with their
favorite Frozen characters (youtube.com/watch?v=P0Zq8 YFmiWk).

The Results

The promotion was a success on multiple levels. First, it drove significant traffic into stores, and supplies of stickers were
exhausted in many locations. Second, the promotion drove significant downloads of the Tesco Discover Augmented Reality
app. While the app was initially used for the Frozen promotion, it also contained a number of additional augmented realty
functions designed to be used on an ongoing basis. These features included enabling shoppers to discover great videos of
their favorite recipes, Scan-to-Shop gift guides, magazines and catalogs, enter exclusive competitions, and play a range of
interactive games that can only be accessed by scanning Tesco products and publications.

Sources: Based on Creative Engine (2016) and Telegraph (2017).

Questions

1. How does price completion drive the need to compete in other areas?

2. Why would Tesco partner with Disney to drive traffic to its locations?

3. Why did Tesco use an expended set of features (beyond the promotion) in its app?
4. Do you think augmented reality applications can help Tesco differentiate itself?


http://weheartit.com
www.tescoplc.com/about-us/our-businesses
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http://youtube.com/watch?v=P0Zq8YFmiWk
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Learning Objectives

Upon completion of this chapter, you will be able to:

Describe electronic retailing (e-tailing) and its characteristics.

Classify the primary e-tailing business models.

Describe how online travel and tourism services operate and how they influence the industry.

Discuss the online employment market, including its participants and benefits.

Describe online real estate services.

Discuss online stock trading services.

Discuss cyberbanking and online personal finance.

Describe on-demand delivery of groceries and similar perishable products and services related to them.
9. Describe the delivery of digital products such as online entertainment.

10. Discuss various online consumer aids, including price comparison sites.

11. Describe the impact of e-tailing on retail competition.

12. Describe disintermediation and other B2C strategic issues.
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OPENING CASE
AMAZON.COM—E-COMMERCE INNOVATOR

The Problem

In the early 1990s, entrepreneur Jeff Bezos saw an opportunity rather than a business problem. He decided that books were
the most logical product for selling online, because they were the same product, regardless of how or where they were pur-
chased. In July 1995, Bezos started Amazon.com (amazon.com) and began selling books online. Over the years, the com-
pany has continually improved, expanded, changed its business model, and expanded its product selection, improving
customer experience and adding new products and services and business alliances. The company also recognized the impor-
tance of order fulfillment and warehousing early on. It has invested billions of dollars building physical warehouses and
distribution centers designed for shipping packages to millions of customers. In 2012, the company started same-day deliv-
ery from its new distribution center and in 2016 piloted the use of drones for this purpose. After 2000, the company added
information technology products and services, notably Kindle e-reader family, Fire TV, Echo, and Web Services (cloud
technologies). The company maintains a listing of its new and innovative products and services at amazon.com/p/feature/
tv76jef8gz289rm. In 2015, Amazon continued to heavily invest in Prime Video to actively compete with Netflix and Hulu
(Trefis 2015). Amazon.com’s challenge was, and still is, to profitably sell many consumer products and services online.

The Solution: Innovations and Reaching Out to Customers

To meet the goals of increasing sales and market penetration, Amazon must focus on making products easier to buy for its existing
customers, creating new customers and innovating new products and services for all customers to purchase. All of these activities
require different types of innovation, a concept that is held in high regard at the company. For example, see this interesting talk
from Jeff Bezos on the importance of innovation and entrepreneurship in technology companies (youtu.be/_KEKkVrzeUS).

Making Buying Easier

The company’s initial innovations were all based on the idea of making products easy to search, select, purchase, and ship.
Amazon was a leader in the development of easy-to-use website searching, as well as accurate keyword searches for prod-
ucts. Key features of Amazon.com are easy browsing, searching, and ordering; useful product information, reviews, recom-
mendations, and other personalization techniques; a very large selection of products and the ability to compare prices; low
prices; secure payment system; efficient order fulfillment; and an easy product return arrangement. From this foundation, the
company added one-click ordering (amazon.com/p/feature/7smbfan9c84m7rd), which made it easy for existing customers
to quickly order products without the hassle of going through multiple checkout screens. The company also created Amazon
Prime (amazon.com/p/feature/zh395rdnqt6b8ea), a service that allows free 2-day shipping on many products for a small
annual fee. A unique example of a product and service offered is Amazon Dash Buttons (amazon.com/ddb/learn-more), a
Wi-Fi-connected device that reorders products with the press of a button. Each Dash Button is paired with a unique product
and allows for easy repeat ordering of often-used home products.

Amazon.com is also recognized as an online leader in providing personalized services and CRM. When a customer revis-
its Amazon.com, a cookie file identifies the user and says, for example, “Welcome back, Sarah Shopper,” and then proceeds
to recommend new books on topics similar to past purchases. You may receive recommendations for cheaper products. For
example, a customer who buys printer toner for $30 a unit regularly might be directed to a vendor that sells four units for a
total of $65. Amazon also provides detailed product descriptions and ratings to help consumers make informed purchase
decisions. The site has an efficient search engine and other shopping aids. Amazon.com has a state-of-the-art warehousing
system that gives the company an advantage over the competition.

These and other innovations are designed to streamline the shopping experience for customers and reduce any barriers that
would stop them from purchasing products. This strategy is designed to help increase total sales for existing customers.

Creating New Customers

Other innovations are meant to help drive additional market share in the form of new customers. In addition to all the features
that make shopping easy for existing customers, Amazon has attempted to entice customers that would have otherwise
shopped at other retailers to shop with them. These features are primarily focused on increasing the diversity and types of
products available at the site. In addition to selling products sourced by Amazon, the company works with affiliates that can
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provide a more diverse array of products in more niche areas; this can include items such as unique home decor, clothing,
and jewelry. Amazon has also embraced the idea of supporting new and unique products through Amazon Launchpad (ama-
zon.com/p/feature/kzwyhyjs7ore8d6), a service that allows customers to purchase goods and services from start-up com-
panies, many of which can be found nowhere else.

New Products and Services

The company’s final set of innovations is the creation of new goods and services that are either wholly unique or Amazon-
branded products that compete with others. Some unique goods include the Amazon Echo (amazon.com/p/feature/ofoyqn-
Twjy2p39a), a voice recognition device that is also linked to multiple applications on the Web. Other offerings are meant to
both compete with other brands in the space and drive the utilization of Amazon products. One example is the Kindle Fire
tablet line that both competes with other tablets, for example, Apple and Samsung, and also drives the use of Amazon prod-
ucts such as e-books and digital video. Another example is the Fire TV (amazon.com/p/feature/7n5tkm4ugzff7bo), a
Wi-Fi-based streaming device that easily allows users to access both subscription and paid content through Amazon Prime.

The Results

Since he started Amazon, Jeff Bezos has received numerous recognitions including the 1999 Time magazine “Person of the
Year” and the “Businessperson of The Year” by Forbes in 2012 (see content.time.com/time/specials/pack-
ages/0,28757,2023311,00.html and fortune.com/2012/11/16/business-person-of-the-year.fortune/2.html). In January
2002, Amazon.com declared its first profit—for the 2001 fourth quarter. Since then, the company has remained profitable
despite its huge investments in distribution centers and other initiatives. Amazon.com reported that despite adverse US and
global economic conditions, its annual revenue for 2015 had increased 721% from 2007, and in the third quarter of 2016, the
company posted a $252 million profit. The company can boast of having over 230,000 employees, 304 million accounts, and
186 million unique monthly visitors; 81% of US Internet users have an account, and the Kindle has 74% market share for
e-book readers (see statista.com/topics/846/amazon).

But Amazon and Jeff Bezos cannot afford to rest on their laurels. There is major competition in the marketplace, and
everyone has their eyes set on Amazon. Many new and existing companies want to expand their market share in online retail-
ing, and one of the ways that they can do this is by competing with Amazon. One example is Walmart (walmart.com). While
Walmart does not have the same online presence that Amazon does, they may be able to leverage their brick-and-mortar
locations to their advantage. One way they might do this is through ship-to-store services or local customer support (Petro
2016). Amazon is also at a disadvantage because of its wide product breadth. This means that niche retailers may be able to
target particular markets and possibly serve them better than Amazon could. Another example is Newegg (see newegg.com).
This site specializes in computers, computer hardware, and technology. Because they serve a specific niche market, they may
be able to provide more specific services and support than a large, multifaceted company like Amazon. Amazon’s financial
performance has also started to dip. While still very profitable, the company missed its earnings estimate in the third quarter
of 2016. Instead of returning a profit of $0.78 a share, the company only returns to profit of $0.52 a share. While the company
is still very financially sound, this was enough to decrease the stock price (Fiegerman 2016).

Even with these challenges, Amazon is poised to continue its growth into the future. By continuing to leverage its strong cus-
tomer base, unique technologies, and spirit of invention, Jeff Bezos’ company has proved to be a true innovator in e-commerce.

Sources: Based on Fiegerman (2016), Trefis (2015), and amazon.com (accessed January 2017).

LESSONS LEARNED FROM THE CASE

The case of Amazon.com, the most recognized name of all e-tailers in the world, demonstrates the evolution of e-tail-
ing, some of the problems encountered by e-tailers, and the solutions that a company can employ to expand its busi-
ness. It also is indicative of some key trends in Internet retailing. For example, there is fierce competition online.
Amazon.com is successful because of its size, innovations, personalization, order fulfillment, and customer service.
The biggest online retailer is still growing and becoming more dominant. E-tailing, as demonstrated by the Amazon.
com case, continues its double-digit, year-over-year growth rate despite the global economic downturn. This is, in part,
because sales are shifting away from physical stores. In this chapter, we look at the delivery of both products and ser-
vices online to individual customers. We also discuss e-tailing successes and failures.
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3.1 INTERNET MARKETING AND B2C ELECTRONIC RETAILING

The Amazon.com case illustrates how commerce can be conducted on the Internet. Indeed, the amount and percentage of
goods and services sold on the Internet are increasing rapidly, despite the failure of many dot-com companies. internet-
worldstats.com estimates that there are over 7.26 billion Internet users worldwide and over 357 million in North America
as of April 2016 (see internetworldstats.com/stats.htm). Forrester Research estimates that US shoppers will spend $327
million online in 2016, a 62% increase over 2012. Experts also forecast that global B2C sales will be over $2.35 trillion glob-
ally in 2018, especially due to the growth in China. Some think that as the number of Internet users reaches saturation, the
rate of increase of online shopping may slow down. However, this may not be the case. In fact, the rise of social and mobile
shopping seems to have accelerated the pace of B2C (see forbes.com/sites/theyec/2016/05/27/mobile-commerce-trends-
for-the-second-half-of-2016/#569dcc315bde). In addition, the economic downturn may increase online shopping as a
means of saving money (e.g., save on gas if you do not need to drive to a physical store or an online merchant may have a
better price than a brick-and-mortar retailer). Finally, global B2C is still increasing rapidly, and many companies view these
international markets as major sources of growth in the years ahead. Therefore, one of the challenges facing e-tailers is
increasing the amount of money each person spends online. Companies have many benefits from selling their goods and
services online. Innovative marketing models and strategies and a better understanding of online consumer behavior are criti-
cal success factors in B2C.

Overview of Electronic Retailing

A retailer is a sales intermediary between manufacturers and customers. Even though many manufacturers sell directly to
consumers, they usually do so to supplement their major sales through wholesalers and retailers. In the physical world, retail-
ing is done in stores (or factory outlets) that customers must visit physically in order to make a purchase, although sometimes
customers may order by phone. Companies that produce a large number of products for millions of customers, such as
Procter & Gamble, must use retailers for efficient product distribution. However, even if a company sells relatively few dif-
ferent types of products (e.g., Apple computers), it still might need retailers to reach a large number of customers who are
scattered in many locations.

Catalog (mail-order) sales offer companies the opportunity to reach more customers and give customers a chance to buy
from home. Catalog retailers do not need a physical store with staff; online shopping has created the need for electronic cata-
logs. Retailing conducted over the Internet is called electronic retailing (e-tailing), and sellers who conduct retail business
online are called e-tailers, as illustrated in the opening case. E-tailing can be conducted through catalogs that have fixed
prices as well as online via auctions. E-tailing helps manufacturers (e.g., Dell) sell directly to customers. This chapter exam-
ines the various types of e-tailing and related issues.

Note that the distinction between B2C and B2B EC may be unclear. For example, Amazon.com sells to both individuals
and to organizations. Walmart (walmart.com) sells to both individuals and businesses (via Sam’s Club). Dell sells its com-
puters to both consumers and businesses from dell.com, Staples sells to both markets at staples.com, and insurance sites sell
to both individuals and corporations.

Size and Growth of the B2C Market

B2C e-commerce is growing rapidly, especially in developing countries (e.g., China, Russia, and India).

The statistics for the volume of B2C EC sales, including forecasts for future sales, come from many sources. Reported
amounts of online sales deviate substantially based on how the numbers are derived, and thus it is often difficult to obtain a
consistent and accurate picture of the growth of EC. Some of the variation stems from the use of different definitions and
classifications of EC. Another issue is how the items for sale are categorized. Some sources combine certain products and
services; others do not or use different methods. Some sources include online travel sales in the statistics for EC retail; others
do not. Sometimes different time periods are used in the measurement. Therefore, when reading data about B2C EC sales, it
is important that care is taken in interpreting the figures.
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Developments in B2C E-Commerce

The first generation of B2C e-commerce sold books, software, and music—simple to understand, small items (known as
commodity items) that were easily shipped to consumers. The second wave of online growth started in 2000, as consumers
started researching and buying complex products such as furniture, large appliances, and expensive clothing. Today consum-
ers research product information and purchase online from categories such as bedding, spas, expensive jewelry, designer
clothes, appliances, cars, flooring, big-screen TVs, and building supplies. Consumers are also buying many services such as
college educations, insurance policies, and streaming entertainment.

Characteristics and Advantages of Successful E-Tailing

Many of the same success factors that apply to physical retailing also apply to e-tailing. In addition, a scalable and secure
infrastructure is needed. However, e-tailers can offer special consumer services not offered by traditional retailers. For a

comparison of e-tailing and retailing, including advantages, see Table 3.1.
Goods with the following characteristics are expected to sell the most:

* Brand name recognition (e.g., Apple, Dell, Sony). A service guarantee provided by well-known vendors (e.g.,
Amazon.com, BlueNile.com). For example, return policies and expedited delivery and free shipping

¢ Digitized format (e.g., software, music, e-books, or videos)
e Relatively inexpensive items (e.g., office supplies, vitamins)

e Frequently purchased items (e.g., books, cosmetics, office supplies, prescription drugs)
e Commodities for which physical inspection is not necessary (e.g., books, CDs, airline tickets)
e Well-known packaged items that you normally do not open in a physical store (e.g., canned or sealed foods, choco-

lates, vitamins)

Table 3.1 Retailing versus e-tailing

Factor

Retailers

E-tailers

Increase of sales volume

Expansion of locations, stores, and space

Going out of their regular area and even globally to find customers

More visitors but less revenue

Expand marketing efforts to turn
“window shoppers” into active shoppers

Expand marketing communications to turn viewers into
shoppers

Use of technology

Automation store technologies such as
POS, self-check, and information kiosks

Ordering, payments, and fulfillment systems

Comparisons and customer testimonials

Instant delivery of digital products

Customer relations and
handling of complaints

Face-to-face, stable contacts

Anonymous contacts, less stability

More tolerance of disputes due to
face-to-face contacts

More responsiveness to complaints due to potential negative
publicity via social media platforms (e.g., Facebook, Twitter)

Competition

Local competition

More competitors

Fewer competitors

Intense due to comparisons and price reductions

Global competition

Customer base

Local area customers

Wide-area (possibly global) customers

Lack of anonymity

Anonymity most of the time

High increase of customer loyalty

Easy to switch brands (less loyalty)

Supply chain cost

High cost, interruptions

Lower cost, more efficient

Customization and
personalization

Expensive and slow

Fast, more efficient

Not very popular

Popular

Price changing

Expensive and slow, not done often

Inexpensive, can be done anytime

Adaptability to market trends

Slow

Rapid

Sources: Based on Ingham et al. (2015) and authors’ experiences
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Advantages of E-Tailing

E-tailing provides advantages to both sellers and buyers.
The major advantages to sellers are:

e Lower product cost, thus increasing competitive advantage.

e Reach more customers, many outside the vendor’s region, including going global. For example, some Chinese and
Taiwanese e-tailers operate sites that sell electronic products all over the world (e.g., E-Way Technology Systems
Corp.; ewayco.com).

e Change prices and catalogs quickly, including the visual presentation. Such flexibility increases competitive
advantage.

e Lower supply chain costs.

e Provide customers with a wealth of information online as a self-service option, thus saving customer service costs.

e React quickly to customer needs, complaints, tastes, and so forth.

e Provide customization of products and services, self-configuration, and personalization of customer care.

* Recommendation of alternate or complementary products based on a customer’s history and preferences

e Enable small companies to compete with larger companies.

e Better understand customers and interact with them.

e Sell specialized items countrywide or even worldwide (e.g., surfing-related merchandise by the Australian company
surfstitch.com).

e Engage customers in interesting search, comparison, and discussion activities.

e Contact customers who are not reachable by traditional methods of communication.

The major benefits to the buyers are to:

e Pay less than in traditional or even discount stores.

» Find products/services not available in local stores.

e Shop globally: compare prices and services.

e Shop anytime and from anywhere.

* Find it unnecessary to go to the store wasting time and gasoline and being pressured by salespeople.
e Create their own designs and products (e.g., see vistaprint.com).

e Find collectors’ items.

e Buy in groups: buy with friends and engage in social shopping.

The next section examines the major business models that have proven successful in e-tailing.

SECTION 3.1 REVIEW QUESTIONS

Describe the nature of B2C EC.

What are the characteristics of high-volume products and services?
Describe the major trends in B2C.

Why is B2C also called e-tailing?

List the major characteristics of B2C.

What are the benefits of B2C for both buyers and sellers?

SIS
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3.2  E-TAILING BUSINESS MODELS

In order to understand e-tailing better, let us look at it from the point of view of a retailer or a manufacturer that sells to indi-
vidual consumers (see Fig. 3.1). The seller has its own organization and must also buy materials, goods, and services from
others, usually businesses (B2B in Fig. 3.1). As also shown in the figure, e-tailing, which is basically B2C (right side of the
figure), is done between the seller (a retailer or a manufacturer) and an individual buyer. The figure shows other EC transac-
tions and related activities that may affect e-tailing. Retailing businesses, like other businesses, are driven by a business model.
A business model is a description of how an organization intends to generate revenue through its business operations.

In this section, we will look at the various B2C models and their classifications.

Classification of Models by Distribution Channel

E-tailing business models can be classified in several ways. For example, some classify e-tailers by the nature of the business
(e.g., general-purpose versus specialty e-tailing) or by the scope of the sales region covered (global versus regional), whereas
others use classification by revenue sources. Here we classify the models by the distribution channel used, distinguishing five
categories:

1. Traditional mail-order retailers that also sell online. For example, J.C. Penny and Lands’ End also sell on the Internet.

2. Direct marketing by manufacturers. Manufacturers such as Dell, LEGO, and Godiva market directly online from their
webstore to customers, in addition to selling via retailers.

3. Pure-play e-tailers. These e-tailers sell only online. Amazon.com is an example of a pure-play e-tailer (see opening case).

4. Click-and-mortar (“brick-and-click”) retailers. These are retailers that open webstores to supplement their regular
business activities (e.g., walmart.com and homedepot.com). However, we are now seeing a reverse trend: Some pure-
play e-tailers are creating physical storefronts. For example, Apple opened physical stores, and Dell sells its products at

Business

parter Distributor Customers

; Our Company Employees
Supplier (B2E)
Sl The E-Tailer Enterprise Small

pp Finance, Accounting, HRM, IT Businesses
Supplier Customers
Business Business
partner Partners
Facing Supplier/Distributor/ Internal Operations B2B and Customer-Facing

Business partner
Objective: Optimize
relationships with business
partners and reduce cost of
goods sold

Fig.3.1 E-tailing as an enterprise EC system

Objective: Facilitate integration
of internal operations and
increase productivity

Applications

Objective: Optimize business
relationships with customers;
increase service
effectiveness and sales
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partner store locations, such as Best Buy and Staples. The idea of selling both online and offline is part of a model or
strategy known as a multichannel business model. Using this strategy, the company offers several options for the cus-
tomer to shop, including over the Internet. This strategy gives customers the opportunity to select the marketing channel
with which they are most comfortable. For more on multichannel, see the white paper at enterpriseinnovation.net/
whitepaper/multichannel-customer).

5. Convergence and Omnichannel. This is a hybrid form of pure-play e-tailers as they begin to utilize physical locations
for specific markets or products.

6. Internet (online) malls. These malls include many stores on one website.

Note that in direct marketing of any type, sellers and buyers have a chance to interact directly and better understand

each other.

7. Flash sales. In any of the above categories, sellers can offer steep discounts via an intermediary or directly to the consum-
ers. These discounts exist in several varieties.

Our examination of each of these distribution channel categories follows.

Direct Marketing by Mail-Order Companies

In a broad sense, direct marketing describes marketing that takes place without physical stores. Direct marketers take orders
directly from consumers, frequently bypassing traditional intermediaries. Sellers can be retailers or manufacturers.

Direct Sales by Manufacturers and Make to Order

Many manufacturers are selling directly to customers. Dell, HP, and other computer manufacturers use this method. It is
usually combined with self-configuration of products (customized, build to order). The major success factor of this model is
the ability to offer customized products at a reasonable cost.

Virtual (Pure-Play) E-Tailers

Virtual (pure-play) e-tailers are companies with direct online sales that do not need physical stores. Amazon.com is a prime
example of this type of e-tailer. Virtual e-tailers have the advantage of low fixed costs. However, one drawback can be a lack
of an efficient order fulfillment system. Virtual e-tailers can be general-purpose (such as Amazon.com or Rakuten.com) or
specialized e-tailers (such as DogToys.com).

General-purpose pure-play companies can be very large. Amazon.com is one example. Another example is Rakuten
Ichiba, Japan’s largest online mall that offers more than 50 million products made by over 33,000 merchants. In May 2010,
the Japanese company acquired US-based Buy.com (which is now known as Rakuten.com Shopping). The combined com-
pany offers more than 90 million products made by over 35,000 merchants worldwide. Thousands of other companies oper-
ate as pure-play e-tailers. Examples are Australian companies dealsdirect.com.au and asiabookroom.com.

Specialty e-tailers, such as CatToys.com (cattoys.com), can operate in a very narrow market. Blue Nile is another exam-
ple. Such specialized businesses would find it difficult to survive in the physical world because they would not have enough
customers and could not hold a large variety of stock.

Drop-Shipping

Drop-shipping is a form of pure-play e-commerce where a business sells products that they do not stock or ship. Instead, after
the order is placed, the company directs a third-party drop-shipper to pull the item from their warehouse and ship it to the
customer. This type of arrangement provides a very low barrier of entry to the e-tailer because they do not manage any logis-
tics or carry any stock risk. They are free to focus on front-end marketing only. Shopify is a major supporter of this model;
for more information about drop-shipping, see shopify.com/guides/dropshipping.

Click-and-Mortar Retailers and Multichanneling

This is probably the most commonly used model of e-tailing competing with pure-play e-tailers. Examples are Walmart.com,
Target.com, and thousands of other retailers that offer products and services online as an additional sales channel. This strat-
egy is gaining momentum, but it is not always successful for large companies. A prime example is Best Buy (see section
“The New Face of Retail Competition: Retailers versus E-Tailers”).

A click-and-mortar retailer is a combination of both the traditional retailer and a webstore.
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A brick-and-mortar retailer conducts business exclusively in the physical world. In some cases, sellers also might oper-
ate a traditional mail-order business.

In today’s digital economy, click-and-mortar retailers sell via stores, through phone calls, over the Internet, and via
mobile devices. A firm that operates both physical stores and an online e-tail site is a click-and-mortar business selling in a
multichannel business model. Examples of retailers going from brick and mortar only to brick and click are department
stores, such as Macy’s (macys.com) and Sears (sears.com), as well as discount stores, such as Walmart (walmart.com) and
Target (target.com). It also includes supermarkets and all other types of retailing.

Convergence and Omnichannel

Historically, it was easy to separate different types of retailers based on their primary locations and channels through which
they sold to the public. This is changing with the idea of convergence (also referred to as “omnichannel”). As technologies
have advanced and retailers have become savvier to the needs and preferences of customers, the lines between pure-play
e-commerce, brick-and-mortar commerce, and click-and-mortar commerce are beginning to blur (see meldstudios.com.
au/2012/08/27/future-retail-blurring-boundary-online-offline).

Retailers that were traditionally pure play (like Amazon) have begun to build storefronts in specific areas for specific types
of products. Additionally, technologies, especially those associated with mobile apps, allow customers to interact with physical
products and Web-based services and systems at the same time. Forrester research found that 61% of all shoppers still enjoy
interacting with both physical products and sales associates at retail locations and that merchants can continue to be successful
if they are able to cater to this audience without the threat of “showrooming” products (Forrester Research 2015). Showrooming
is when customers come into a store to review a product and then leave to purchase it online, often from another vendor. As the
different methods to market and sell to customers continue to converge, retailers will be better able to meet customer needs as
well as leveraging the advantages of both technology and their physical locations (Brown 2016).

For more details on this trend, see the video titled “The Rebirth of Retail, and the Convergence of Online and Offline
Technology” from the National Retail Federation (45:03 min) at youtu.be/KuZy_bGpnRU.

Retailing in Online Malls

There are two types of online malls: referring directories and malls with shared shopping services.

Referring Directories

This type of virtual mall contains a directory organized by product type. Banner ads at the mall site advertise the products or
vendors. When users click on the product and/or a specific store, they are transferred to the webstore of the seller, where they
can complete the transaction. Examples of referring directories can be found at bedandbreakfast.com. Either the stores listed
in a directory own the directory collectively or they pay a subscription fee or a commission to the organizing third party for
maintaining the site and advertising their products. This type of e-tailing is a kind of affiliate marketing (see shopping24.de).

Malls with Shared Services

In online malls with shared services, a consumer can find a product, order and pay for it, and arrange for shipment. The host-
ing mall provides these services.

Ideally, the customer would like to go to different stores in the same mall, use one shopping cart, and pay only once. This
arrangement is possible, for example, in Yahoo! Small Business (see smallbusiness.yahoo.com/ecommerce) and bing-
shop.com. With the availability of e-commerce software and outsourced logistics services, the popularity of online malls is
shrinking.

Other B2C Models and Special Retailing

Several other business models are used in B2C. They are discussed in various places throughout the book. Some of these
models also are used in B2B, B2B2C, G2B, and other types of EC.
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B2C Social Shopping

Social shopping activities are facilitated by new or improved business models, (e.g., see Turban et al. 2016; and Zimmerman
and Singh 2015). For example, B2C sites such as amazon.com and netflix.com provide consumers with extensive social
context and engagement opportunities, such as product ratings. Using blogs, wikis, discussion groups, and Twitter, retailers
can help customers find and recommend shopping opportunities. Typical new or improved models created by social media
tools are summarized below.

Flash Deals (Deals of the Day)

These are sales in which companies offer heavily discounted products to consumers for a limited time (usually 24—72 h),
directly or via intermediaries such as Groupon. The discounts are so large that the sellers hope that people will spread the
news to their friends (see woot.com).

Online Group Buying

In these depressed economic times, more people are using the Internet as a smart way to save money. Using online group
buying, it is easy to join a group of buyers to get volume discounts. There are several start-ups in this market: yipit.com and
livingsocial.com. Other sites that used pure group buy are now concentrating on flash deal sales. For example, see Groupon,
dealradar.com, and myhabit.com.

Personalized Event Shopping

Event shopping is the B2C model in which sales are designed to meet the needs of special events (e.g., a wedding, Black
Friday). This model may be combined with group purchasing (to lower the customers’ cost). Two variations of this online
model are private shopping clubs and group gifting online.

Private Shopping Clubs

An online private shopping club, like an offline shopping club (e.g., Costco), enables members to shop at a discount, fre-
quently for short periods of time (just few hours or days). Members may need to register before they are invited to see the
special offers. To assure quality, many clubs buy directly from the manufacturers.

Examples of such clubs are Gilt (gilt.com) in the United States (see Wieczner and Bellstrom 2010) and KupiVIP (kupi-
vip.ru) in Russia.

Private shopping clubs can be organized in different ways (e.g., see beststreet.com). For details, see en.wikipedia.org/
wiki/Private_shopping_club.

Group Gifting Online

In many cases, a group of friends can collaborate on gifts for events such as a wedding. To help coordinate the group activi-
ties and select the gifts, one can use sites like frumus.com and socialgift.com.

Location-Based E-Commerce

Location-based e-commerce (I-commerce) is a wireless-based technology used by vendors to send advertisements relevant
to the location where customers are at a given time by using GPS. The technology is a part of mobile commerce. The model
was unsuccessful until social networking emerged. Today, companies such as Foursquare provide I-commerce services.

Drop-Shipping

Drop-shipping is an EC model where an e-tailer (the seller) sells a product and then buys it from a supplier who packs and
sends the product to the buyer.

The Process of Drop-Shipping

The process is composed of the following steps:
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Fig.3.2 How drop-shipping works

Step 1. The e-tailer (seller) finds a product and a supplier to buy it from.

Step 2. The e-tailer advertises the product on its own website and/or on popular sites (such as eBay).

Step 3. A buyer searches for a product online.

Step 4. The buyer (buyers) finds the product in a search.

Step 5. The buyer orders the product and pays for it to the e-tailer.

Step 6. The e-tailer transfers the order to a wholesaler, manufacturer, or a drop-shipping vendor (the supplier) and pays for it
(the wholesale price).

Step 7. The supplier acquires, packs, and ships the product to the buyer.

The seven-step process is illustrated in Fig. 3.2.

The Participants in the Process

The following are the major participants:

1. The seller. The seller can be an individual who sells to individual customer (kind of P2P). The seller advertises on its own

website or on popular websites.
The seller can also be a retailer who uses the model as one of a multichannel, or it can be a small retailer who practices

drop-shipping only.

2. The buyer. The customers are usually individual people who buy small quantities for themselves.

3. The supplier. It can be a manufacturer, wholesaler, or another vendor that acts as a third party and plays the activities of
order fulfillment.

4. The directory provider. Several companies help people to find suppliers and products. They usually charge a fee for
their service (monthly or per search). The directory providers can perform the order fulfillment as well (see Zorzini 2017).

5. A website builder. If the sellers do many transactions, it makes sense for them to build a website. They can use it for
advertisements, payment collection from the buyers, communication with the buyers and suppliers, transferring orders
and payments to the supplier, and conducting other store management activities.

A major store builder that specializes in supporting drop-shipping is Shopify. The company has detailed guides for the
various activities in the process. For a website selection and management, see ecommerce-platforms.com/ecommerce-
selling-advice/setup-drop-shipping-ecommerce-website/.
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The Benefits of Drop-Shipping

The major benefits are:

e Less capital is required (increase in cash flow).
e Easy to get started.

e Easy to scale the business (expand or contract).
¢ Good yearning potential.

* You need very little resources and space.

* You pay suppliers only after you get paid.

e Low overhead.

e Flexible location.

* No need to fulfill the order.

e No need to keep inventory.

¢ Increase lifetime value of customers.

* Enable expansion to new (including global) markets.
e Having another sales channel.

For discussion, see multichannelmerchant.com/opsandfulfillment/7-business-advantages-drop-shipping-14042015/.

The Disadvantages of Drop-Shipping

The major disadvantages are:

e If anything goes wrong, it is your fault.

* You do not see what the supplier ships.

e People may do exactly what you do (competition!).

e Returns from customers can be complex.

* You lose control over quality and speed of shipments.

* You must provide good customer service that may be costly if you have many customers.

e The difference between the prices you charge and what you pay to the supplier can be too small.

Some Suggestions for Inplementation

Shopify provides several guides for how to do drop-shipping:

(a) You start with an understanding of the process shopify.com/guides/dropshipping/understanding-dropshipping/.

(b) You need to find products and suppliers shopify.com/guides/dropshipping/finding-suppliers/.

(¢) You need to advertise and possibly sell on eBay, Amazon, ctc. shopify.com/guides/dropshipping/evaluating-sales-
channels/.

(d) Find the right e-commerce platform ecommerce-platforms.com/ecommerce-selling-advice/setup-drop-shipping-
ecommerce-website/.

The model is very popular with many individuals and small businesses. (For over 25% of small businesses, drop-shipping
is the major sales channel.)

For a guide to drop-shipping, see shopify.com/guides/dropshipping/ and novatechwholesale.com. For an overview, see
Williams (2016). For how you can make money from drop-shipping, see Bennet (2016). This model provides a very low
barrier of entry to sellers, since it is very easy for competitors to start a business. To succeed, however, the seller needs to find
the right products and makes sure that the price differential between the retail and wholesale is large enough.
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SECTION 3.2 REVIEW QUESTIONS

List the B2C distribution channel models.

Describe how traditional mail-order firms are transforming or adding online options.
Describe the direct marketing model used by manufacturers.

Describe virtual e-tailing.

Describe the click-and-mortar approach. Compare it to a pure e-tailing model.
Describe the different types of e-malls.

Describe flash sales (daily deals).

Describe B2C social shopping models.

Describe the drop-shipping process.

List the major advantages and disadvantages.
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3.3 ONLINE TRAVEL AND TOURISM (HOSPITALITY) SERVICES

Online services are provided by many travel vendors. Some major travel-related websites are expedia.com, travelocity.com,
tripadvisor.com, and priceline.com. All major airlines sell their tickets online. Other services are vacation packages (e.g.,
blue-hawaii.com), train schedules and reservations (e.g., amtrak.com), car rental agencies (e.g., autoeurope.com), hotels
(e.g., marriott.com), commercial portals (e.g., cnn.com/TRAVEL), and tour companies (e.g., atlastravelweb.com).
Publishers of travel guides such as lonelyplanet.com, fodors.com, and tripadvisor.com provide considerable amounts of
travel-related information on their websites, as well as selling travel services. The competition is fierce, but there is also col-
laboration. For example, in 2012, TripAdvisor helped New Orleans hotels to attract more guests. For an overview of the
travel industry in 2016, see the presentation at slideshare.net/yoramw/online-travel-report-by-dealroom-june-2016.

Example: TripAdvisor

According to comScore Media Metrix (in November of 2016), TripAdvisor (tripadvisor.com) is the world’s largest travel
site. The company provides trip advice generated from actual travelers. This is a global site with more than 350 million visi-
tors a month. For history, features, and more facts, see tripadvisor.com/PressCenter-c4-Fact_Sheet.html.

Example: Qunar.com

Qunar (qunar.com) is the world’s largest Chinese-language travel platform. The site provides services similar to those pro-
vided by TripAdvisor, such as travel information, travel arrangements, and in-depth search (see www.qunar.com/site/en/
Qunar.in.China_1.1.shtml).

Characteristics of Online Travel

Online travel services generate income from commissions, advertising fees, lead generation payments, subscription fees, site
membership fees, etc.

With rapid growth and increasing success, the online travel industry is very popular, although online travel companies cite
revenue loss due to fraud as their biggest concern. Consumers themselves can fall prey to online travel fraud. However, competi-
tion among online travel e-tailers is intense and has low margins. In addition, customer loyalty and difference in prices make it
more difficult to survive. Thus, guaranteed best rates and the provision of loyalty programs are becoming a necessity.

Three important trends will drive further changes in the online travel industry. First, online travel agents may try to differentiate
themselves by providing superior customer service. Second, they provide easy search capabilities (e.g., for best prices). Third,
online travel companies are likely to use social media tools to provide content to travelers and would-be travelers.

Services Provided

Online travel agencies offer almost all the same services delivered by conventional travel agencies, from providing general
information to reserving and purchasing travel accommodations and event tickets. In addition, they often provide services
that most conventional travel agencies do not offer, such as travel tips and reviews provided by other travelers, fare tracking
(free e-mail alerts on low fares), expert opinions, detailed driving maps, and directions (see airbnb.com; a website that con-
nects travelers and lists accommodations around the world, chat rooms, and bulletin boards).
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Example: HomeAway.com, Inc.

HomeAway, Inc. (homeaway.com) is a marketplace for the vacation rental industry. This online marketplace hosts 1.26 million

paid listings offering vacation rental homes in 196 countries (April 2016 data). The basic idea is to offer travelers vacation

homes at affordable prices. For example, you can rent a whole vacation house at less than half the price of a hotel. The site con-

nects property managers and owners with travelers. Besides the United States, the company has subsidiaries in several countries,

such as the United Kingdom, France, and Spain. It has both short and longer stay rentals. For details, see homeaway.com.
Other special services include:

* Combined booking. Most travel services allow you to book flights, rental cars, and hotels at the same time. Often by
combining these different aspects of a trip, customers are able to secure a lower price than if they booked these services
independently.

e Wireless services. Many airlines (e.g., Cathay Pacific, Delta, and Qantas) allow passengers to access the Internet during
flights with mobile devices (usually for a fee).

e Advance check-in. Most airlines provide advance online check-in. You can print your boarding pass within 24 h prior to
departure. Alternatively, you can use a smartphone (or a tablet) to download the boarding pass to your cell phone and then
submit your phone to the security with your ID. The security department has electronic scanners that read the boarding
pass from your smartphone and let you board the plane.

e Direct marketing. Airlines sell electronic tickets (or “e-tickets) over the Internet. When customers purchase electronic
tickets online (or by phone), all they have to do is print the boarding pass or enter their credit card at an electronic kiosk
to get a boarding pass there.

* Alliances and consortia. Airlines and other travel companies are creating alliances with one another (e.g., staralliance.
com) to increase sales or reduce purchasing costs for purchases made over the Internet.

Using Mobile Devices

The use of these is increasing rapidly, with hundreds of apps related to comparing prices, making reservations, looking at
travel reviews, and finding the best travel deals available (see tomsguide.com/us/pictures-story/491-best-travel-apps.html
for a list of 50 ultimate travel apps). The growth in the use of mobile apps in the travel industry has paralleled their growth
overall. Today, 25% of travel bookings are completed with a mobile app, and that percentage is expected to rise in the future
(Diaz 2016). All major travel companies offer apps with feature similar to their browser-based websites (see a comparison
of available apps at digitaltrends.com/mobile/best-travel-apps).

Social Travel Networks

Travelers are using sites like Facebook, YouTube, Twitter, Gogobot, Flickr, Foursquare, and TripAdvisor to plan their trips
and share experiences (both good and bad) afterward. For example, all major airlines have pages on Facebook that provide
information and news about their airline and offer their customers a community to meet other travelers and share experiences
(e.g., see facebook.com/AmericanAirlines).

Several social networks have travel channels that cater to travelers. Travelers can use these channels to share details of
their trips and review their accommodations, travel providers, and recreational activities. An example of such networks is
wikitravel.org, which features a travel channel that uses a wiki allowing any Internet reader to create, update, edit, and
illustrate any article on the website (“the travel guide you write”). For a comprehensive resource on travel, see tripadvisor.
com. Other social networks available exclusively for travelers are Trip Wolf, Trip Hub (a blog dedicated to group travel),
TripAdvisor, VirtualTourist, BootsnAll, and Lonely Planet.

These social media connections to travel are becoming a critical factor in customer’s decisions on travel locations and
suppliers (Sablich 2016). These networks are providing customers with a volume of trusted advice that was not possible
before, and these shared opinions are having a major impact on how the industry handles customer service (see indepen-
denttraveler.com/travel-tips/travelers-ed/how-social-media-is-changing-travel). Vendors that are able to exploit this
trend have found that word-of-mouth advertising can significantly increase booking. One method that many encourage is the
use of their mobile apps, especially sharing pictures and videos (Morrison 2015). In that survey, it was found that:

* 52% of users said friends’ Facebook photos inspired travel plans.

* 76% photo vacation photos to social networks.

e 51% said Twitter influenced consideration of a travel brand.

* 92% of customers trust earned media above all other forms of travel advertising.
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CASE 3.1: EC APPLICATION
ZILLOW—UNIQUE TOOLS FORTHE REAL ESTATE MARKETPLACE

Zillow (Zillow.com) is an online real estate database company that was founded in 2006. The website acts as a marketplace
for many different types of real estate including homes and apartments: for sale and for rent. The site is unique when com-
pared to more traditional real estate websites because it aggregates available properties across multiple databases and also
allows users to enter their own properties for sale or rent. Additionally, the site provides a wide variety of features relating to
design/decor.

Unlike a traditional real estate broker, the website does not generate profit through the sale of properties. Instead the web-
site generates the majority of its profits through advertising sales and subscriptions. This can be for individual sellers, agents,
or mortgage lenders. In the first quarter of 2016, the company recorded total revenue of 168 million, a 25% increase from the
same time period in 2015 (see investors.zillowgroup.com/releasedetail.cfm?releaseid=968880). During this time, the
website had more than 166 million unique users across its multiple brands (Zillow, Trulia, StreetEasy, and HotPads).

Because the company depends on advertising revenue to drive profitability, it is important for the website to provide an
enticing set of features for potential users. While many of these features are similar to other real estate brokers, the ability to
search for available properties, Zillow has added additional features to help set it apart. Some of these tools are targeted at
agents. The premier agent platform provides a suite of online tools that allow agents and brokers to manage their teams and
available properties (Zillow Group 2016). Other features are targeted at individual users. These features can include referral
agent’s comma advice on purchasing and maintaining properties and inspirations on home design.

One very unique feature of Zillow is the ability to estimate the value of an existing property. The system aggregates
information from past property sales, the current state of the market, and real estate tax appraisals to estimate the value of
a property. While this is a good estimate of property value, it is not exact. Other professionals in the field feel that this
feature may give homeowners an unrealistic expectation of what a property’s sale price might be. Zillow and others are
working on ways to further refine the model to generate more accurate results using a larger amount of available data
(Corcoran and Liu 2014).

Zillow continues to develop and enhance a diverse set of online features that it hopes will continue to drive users to its
website, thus allowing it to grow.

Questions

1. What is Zillow’s business model?
2. Why is it important for Zillow to provide a variety of features?
3. Should Zillow continue to offer the value estimation tool?

Benefits, Limitations, and Competition in Online Travel Services

The benefits of online travel services to travelers and travel providers are extensive. The amount of free information is volu-
minous and is accessible at any time from any place. Shoppers can find the lowest prices. Travel providers also benefit by
eliminating commissions and selling otherwise empty spaces. Finally, processing fees are reduced.

Online travel services do have some limitations. First, complex trips are difficult to arrange and may not be available on
some sites because they require complicated arrangements. Therefore, the need for travel agents as intermediaries remains,
at least for the time being.

Competition in Online Travel

The competition in online travel is intense. In addition to well-known pure players such as Expedia (expedia.com), Priceline
(priceline.com), and Hotels.com (hotels.com), there are thousands of travel-related sites online. Many service providers
have their own sites, related websites advertise travel sites, and tourist guides sell services or direct users to them. In such a
competitive environment, online businesses may fail (e.g., Travel-Ticker folded in September 2012). This competitive envi-
ronment is compounded by the rise of travel aggregator websites; these services search a large number of sites to find the best
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price (see independenttraveler.com/travel-tips/travelers-ed/the-aggregators-are-coming). This type of service forces
many travel sites to price match and compete of other metrics such as site features or customer service. For information on
how to use a travel aggregator website, see tripbadger.com/smart-travel-tips/10-best-travel-sites or a video tutorial on
using a popular site, KAYAK kayak.com at youtu.be/xFSjYSMxwAK.

Corporate Travel

The corporate travel market is huge, and its online portion has been growing rapidly in recent years. Corporations can use all
the online travel services mentioned earlier where they may receive special services. Companies can enable employees to
plan and book their own trips to save time and money. Using online optimization tools provided by travel companies, such
as those offered by American Express (amexglobalbusinesstravel.com), companies can try to reduce travel costs even fur-
ther. Expedia via Egencia TripNavigator (egencia.com), Travelocity (travelocity.com), and Orbitz (orbitzforbusiness.com)
also offer software tools for corporate planning and booking. TripAdvisor for Business (tripadvisor.com/Owners) provides
information to the tourism and hospitality industries. TripAdvisor TripConnect offers a way for businesses to compete for
bookings and generate new business by bringing visitors directly to their online booking pages. Many companies use these
services to help simplify reservations but also to control costs. Expenses are a significant concern for many companies, and
online corporate reservation systems can reduce time spent on bookings, as well as enforcing travel rules and cost ceilings
(for more details on controlling costs, see ghta.org/usa/About/Pages/TheValueofTravelManagement.aspx).

Example: American Express’s Business Travel Helps URS Corp. to Survive Hurricanes

In order to repair the damage caused by Hurricane Katrina, URS Corporation (a large engineering and architectural design
firm) realized that they needed an automated system to identify travelers in need of immediate assistance. A solution was
found by implementing American Express Business Traveler’s TrackPoint system (trackpoint.amexgbt.com), which
“enables companies to quickly interface impacted travelers, pinpoint their locations, and review their itineraries” (see busi-
nesstravel.americanexpress.com/se/files/2011/11/CS_URSCorp-US.pdf).

SECTION 3.3 REVIEW QUESTIONS

What travel services are available online that are not available offline?

List the benefits of online travel services to travelers and to service providers.
How do social networks facilitate travel?

Describe corporate online travel services.

Describe the competition in online travel services.
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3.4 EMPLOYMENT AND THE ONLINE JOB MARKET

The online job market connects job seekers with potential employers. An online job market is now very popular with both
job seekers and employers. In addition to job ads posted online and placement services available through specialized web-
sites (such as careerbuilder.com and hotjobs.com), larger companies are building career portals on their corporate websites
as a way of reducing recruitment costs and expediting the time to fill vacancies. Additionally, many applicants and employers
are taking to social media networks to search for positions and find applicants. Advantages of the online job market over the
traditional one are listed in Table 3.2.

The Internet Job Market

The Internet offers a comprehensive and large environment for job seekers and for recruiters. Nearly all Fortune 500 com-
panies now use the Internet for some of their recruitment activities. Online resources are the most popular recruitment option
for many companies. Since 2000, online job recruitment revenues and volume significantly overtook print ad classifieds.
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Table 3.2 Traditional versus online job markets

Characteristic Traditional job market Online job market

Cost Expensive, especially in prime space Can be very inexpensive
Life cycle Short Long

Place Usually local and limited if global Global

Context updating Can be complex, expensive Fast, simple, inexpensive

Space for details

Limited

Large

Ease of search by applicant

Difficult, especially for out-of-town applicants

Quick and easy

Ability of employers to find applicants May be very difficult, especially for out-of-town applicants Easy
Matching of supply and demand Difficult Easy
Reliability Low, material can get lost in mail High
Communication speed between employees Can be slow Fast

and employers

Ability of employees to compare jobs Limited Easy, fast

In 2017, it is estimated that over 88% of available positions in the United States will be posted online. Tens of thousands of
job-related sites are active in the United States alone. Note that many sites provide free lists of available positions. The US
market is dominated by several major players, especially as Monster acquired Yahoo! HotJobs and CareerBuilder. However,
socially oriented sites such as Craigslist, LinkedIn, Twitter, and Facebook are becoming very important online recruitment
sites (see askingsmarterquestions.com/how-to-recruit-online-finding-talent-with-facebook-twitter-study).

Online Job Markets on Social Networks

According to Del Castillo (2016), 25% of job seekers use social media as their primary job search tool, and 70% of
18-34-year-olds found their last job through social media. Recruiters are also rapidly adopting, with 92% using LinkedIn,
54% using Facebook, and 24% using Google+. LinkedIn reports in 2016 that hiring managers are moving to social networks
not only to find the best candidate but also because finding quality candidates is becoming more competitive (see the presen-
tation at business.linkedin.com/content/dam/business/talent-solutions/global/en_us/c/pdfs/GRT16_GlobalRecruiting_
100815.pdf). Facebook has many features that help people find jobs and help employers find candidates. One such feature is
Jobcast (jobcast.net), which is an app for companies to place on their Facebook page to recruit candidates. The app, which
has different types of plans (free and paid), offers social sharing to LinkedIn and Twitter, as well as to Facebook. Their app
on Facebook is for jobseekers and employers to connect, and they also have interesting articles regarding the job market. (See
facebook.com/jobcastnet.) Another way for employers and jobseekers to connect via Facebook is through a company called
FindEmployment (facebook.com/findemployment), which also offers tips and suggestions for job seekers. A similar ser-
vice is provided by linkedin.com/job. Craigslist, for example, claims more than one million new job listings every month.
The LinkedIn search engine can help employers find appropriate candidates quickly.

While LinkedIn was previously seen as the preferred outlet to search for positions and applicants, the tools provided by
Facebook are helping to challenge that superiority (Costine 2016). While LinkedIn is considered to be more professional and
easier to search by recruiters, Facebook has a larger and more active user base. But, some Facebook users are concerned
about the co-mingling of their personal and professional lives. While this may have some effect, many believe that Facebook
may grow to parity with LinkedIn, especially with younger users (see linkhumans.com/blog/rise-facebook-recruitment).
LinkedIn is looking to counter this trend with several new features, including a new effort aimed at younger users looking
for their first position out of college (see students.linkedin.com).

For more on social networking activities in recruiting, see Budzienski (2015).

In addition, job referral social networking sites solve the need for finding the right people for the job (e.g., jobster.com).
These sites provide job seekers opportunities to promote themselves and their areas of expertise, as well as help them be
discovered by employers. The site’s algorithms enable headhunters to analyze qualified applicants by different criteria. When
a job offer is made, the job referral site receives referral fees. Lately, the use of Twitter as an aid for job searches has
increased. Bortz (2014) provides a strategy for job seekers and for how to use Twitter to access recruiters and increase job
seekers’ visibility (also see jobmob.co.il/blog/beginners-guide-find-a-job-with-twitter).
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Table 3.3 Advantages of the electronic job market for job seekers and employers

Advantages for job seekers

Advantages for employers

Can discover a large number of job openings

Can reach a large number of job seekers

Can communicate directly and quickly with potential employers

Can reduce recruitment costs

Can market themselves quickly to appropriate employers
(e.g., quintcareers.com)

Can reduce application processing costs by using electronic application forms

Can post résumés for large-volume distribution
(e.g., at careerbuilder.com

Can provide greater equal opportunity for job seekers

Opportunity of finding highly skilled employees who match the job requirements

Can search for available positions any time

Can describe positions in great detail

Can obtain several support services at no cost (e.g.,
careerbuilder.com and monster.com provide free career
planning services)

Can interview candidates online (e.g., using video teleconferencing)

Can determine appropriate salaries in the marketplace (e.g.,
use salary.com and rileyguide.com; look for salary surveys)

Can arrange for testing online

Can view salary surveys for recruiting strategies

Can learn how to behave in an interview (greatvoice.com)

Can access social network groups dedicated to electronic job

Can use existing staff to refer applicants

markets

Sources: Based on Taylor (2016), Princeton University (2016), and the authors’ experiences

Global Online Portals for Job Placement

The Internet is very helpful for anyone looking for a job in another country. An interesting global site for placing/finding jobs
in different countries is xing.com. The electronic job market may increase employee turnover and its costs. Finally, recruit-
ing online is more complicated than most people think, mainly because there are so many résumés online. To facilitate
recruitment, top recruiters are seeking the benefits of using new tools like video conferencing to interview and connect with
candidates from remote locations.

Benefits and Limitations of the Electronic Job Market

The online job market has many benefits for both job seekers and recruiters. The major advantages are shown in Table 3.3.