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There has been a severe recession in the world economy in recent years, yet
electronic commerce, the topic of this book, has grown rapidly, with compa-
nies like Facebook, Google, Pinterest, Alibaba Group and Amazon.com set-
ting new levels of performance every year.

Electronic commerce (EC) is a business model in which transactions take
place over electronic networks, mostly the Internet. It includes the process of
electronically buying and selling goods, services, and information. Certain
EC applications, such as buying and selling stocks and airline tickets online,
are reaching maturity, some even exceeding non-Internet trade volumes.
However, EC is not just about buying and selling; it also is about electroni-
cally communicating, collaborating, and discovering information. It is about
e-learning, customer service, e-government, social networks, and much more.
EC is having an impact on a significant portion of the world, affecting busi-
nesses, professions, trade, and of course, people.

The most important developments in EC since 2012 are the phenomenal
growth of social networks, especially Facebook, Google+, and Twitter, and the
trend toward conducting EC via mobile devices. Other major developments
are the global expansion of EC, especially in China, where you can find the
world’s largest EC company. In addition, some emerging EC business models
are changing industries (e.g., travel, banking, fashion, and transportation).

In the 8th edition, we bring forth the latest trends in e-commerce, includ-
ing social businesses, social networking, social collaboration, innovations,
and mobility.

Note: Portions of this book were previously published by: Pearson
Education, Inc. under the title: Electronic Commerce 2012: A Managerial
and Social Networks Perspective.

What's New in This Edition?

The following are the major changes in this edition:

¢ New chapters
Chapter 7 in EC 2012 has been replaced by two chapters. The new Chapter
7 concentrates on social media marketing, social shopping, and social
CRM. Chapter 8 focuses on enterprise social networks, crowdsourcing,
and other applications of social media.
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e New topics
Many new topics were added in all chapters, while obsolete topics were
deleted. The major new topics are divided here into the following
categories:

1.

Topics in basic e-commerce and m-commerce

Cyberwars

Digital coupons

Gamification

Global payment systems

IBM’s Smarter Commerce

Mobile apps

Mobile banking

Mobile shopping/sales

Mobile videos and advertising

New shopping aid tools (that shoppers must have)
New wearable computing applications including smart glasses, cities,
and cars

. EC technology

Augmented reality

Crowdsourcing

Micro payments devices

Big data in EC and its analysis
E-payments, including Bitcoin

Develop your own applications (DYOA)
IBM’s Pure Data Systems for analytics
Internet of Things (IoT)
Machine-to-machine (M2M) communications
New devices for e-learning

3D printing and EC

Wearable devices

. Managerial topics

The issues surrounding Bring Your Own Device (BYOD)
Collaborative strategic planning

Crowdfunding

Innovation and performance improvement

Internet sales tax

New aspects of online competition

Sharing economy (P2P economy)

Small retailers going global

. Social media and commerce topics

Collaboration 2.0 (social collaboration)

New methods of social networking data collection and analysis
Gamification in social networks

Innovation and creativity in social commerce

P2P lending and other P2P activities

Sentiment analysis

Shopping for virtual goods
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¢ Social customers

¢ Social graph

¢ Social media frameworks, characteristics, and tools

¢ Social media search engines (social search)

¢ Social TV and social radio

* Transformation of traditional companies into social businesses
5. New cases

The following are some of the new cases:

Starbucks, Pinterest, Cemax of Mexico, P&G, Sony USA, Madagascar’s

Port, Red Hat, Axon of New Zealand, Yodobuch (Japan), eGovernment in

Germany, Korea’s multipurpose smart cards, iRobot, Telstra (Australia),

Etsy, Del Monte, Polyvore, and I am Hungry (a failure case).

6. New Features

In additional to the regular features of the book (discussed later) we

added:

¢ A large number of links to resources, examples, and videos

¢ Many examples of mobile applications

¢ Short video cases (as exercises)

7. Wikipedia and other wiki-based resources

Given the copyright issues and some uneven quality issues, we elimi-

nated citations from Wikipedia and similar wiki-based sources.

Furthermore, these sources are evolving and changing. Yet, we strongly

recommend that instructors encourage students to look at these sources.

Note that Wikipedia provides information about the completeness and

the quality of many of its entries. Therefore, instructors should review

the entries before recommending them to students.
Online tutorials
We provide five technology-related online tutorials (instead of 12 in EC
2012).

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
TS5 — E-collaboration

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

The Book’s Learning Objectives (Learning Outcomes)

Upon completion of this book, the reader will be able to:

1.

2.
3.

Define all types of e-commerce systems and describe their major busi-
ness and revenue models.

Describe all the major mechanisms that are used in e-commerce.
Describe all methods and models of selling products and services online.


http://affordable-ecommerce-textbook.com/turban
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4. Understand all online business-to-business activities, including selling,
procurement, auctions, and collaboration.

5. Describe EC activities other than selling online, such as e-government,
e-learning/training, and e-collaboration.

6. Describe the importance of mobile commerce, its content, and
implementation.

7. Describe social networks, social customers, virtual worlds, and social
software as facilitators of e-commerce.

8. Describe the landscape of social commerce applications, including social
shopping and advertising, social CRM, social entertainment, and
crowdsourcing.

9. Describe social enterprise systems.

10. Understand online consumer behavior.

11. Describe marketing and advertising in the Web environment.

12. Describe security issues and their solutions in e-commerce.

13. Describe the use of e-payments, including mobile payments, in e-commerce.

14. Understand order fulfillment in e-commerce and its relationship to sup-
ply chain management.

15. Understand e-commerce strategy and describe its process and steps,
including justification, planning, implementation, and assessment.

16. Describe the global aspects of e-commerce.

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

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

19. Describe the options of acquiring or building EC systems.

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 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 recog-
nize the importance of the technology; therefore, we present the essentials of
security in Chapter 10 and the essentials of infrastructure and systems devel-
opment in Chapter 16. We also provide some detailed technology material in
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the five online tutorials on the book’s website (affordable-ecommerce-textbook.
com/turban). Managerial issues are also provided at the end of each chapter.

Experienced Co-authors and Contributors

In contrast to other EC books written by one or two authors who claim to be
polymaths, we have a diversified team of authors who are experts in a variety
of fields, including a senior vice president of an e-commerce-related com-
pany. All contributions 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 capa-
bilities of EC, its cost and justification, and the innovative ways corporations
are using EC in their operations.

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 website resources, numerous exer-
cises, and extensive references to supplement the theoretical presentations.
At the end of each chapter, we provide a list of online resources with links to
their websites.

Most Up-to-Date and Current Topics

This book presents the most current topics relating to EC, as evidenced by the
many citations from 2013 to 2014. Finally, we introduce some of the most
promising newcomers to e-commerce such as Pinterest, Instagram, Volusion,
and Shopify.

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 highlighted, as are the latest
developments in global EC, mobile commerce, and in Web-based Apps.
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Global Perspective

The importance of global competition, partnerships, and trade is increasing
rapidly. EC facilitates exporting and importing, the management of multina-
tional companies, and electronic trading around the globe. International exam-
ples are provided throughout the book. The world’s largest e-commerce
company, Alibaba Group, is featured in Chapter 4. Our authors and contributors
are from the USA, Macau (China), Korea, Germany, Taiwan, Brazil, Australia,
and the Philippines. Examples and cases presented are from over 20 countries.

Small- and Middle-Sized Companies

Throughout the book, we provide discussions and examples of small- and
middle-sized companies 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.

Interdisciplinary Approach

E-commerce is interdisciplinary in nature, and we illustrate this throughout
the book. Major EC-related disciplines include accounting, finance, informa-
tion systems, marketing, management, operations management, and human
resources management. In addition, some non-business 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 Chapter 16).

Online Support

More than 50 online files are available to supplement text material on a

chapter-by-chapter basis. These are available at affordable-ecommerce-
textbook.com/turban.
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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 ques-
tions are provided at the end of each section so the reader can pause to digest
the new material.

Links, Links, Links

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.

Other Outstanding Features

1. Five to ten topics for individual discussions, seven to twelve class discus-
sion and debate issues are available in each chapter.

2. A class assignment that involves the opening case is available in each
chapter.

3. A class assignment that requires watching one or more short videos (3—10
minutes) about a certain technology or a mini case, followed by questions
or some other student engagement are included.

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

5. Over 75 real-world examples on specific topics and subtopics are used.

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

Organization of the Book

The book is divided into 16 chapters grouped into 5 parts.

Part | - Introduction to E-Commerce and E-Marketplaces

In Part I, we provide an overview of today’s business environment as well
as the fundamentals of EC and some of its terminology (Chapter 1). A dis-
cussion of electronic markets and their impacts is provided in Chapter 2,
where special attention is given to EC mechanisms ranging from traditional
shopping carts to social networks and social software tools. We also intro-
duce augmented reality, crowdsourcing and virtual worlds as platforms for
EC in this chapter.
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Part Il - E-Commerce Applications

In Part II, 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 Chapter 4, we examine the major B2B
models, including online auctions, online trading, e-procurement, and online
marketplaces. In Chapter 5, we present several non-selling applications, such
as e-government, e-learning, e-books, collaborative commerce, and person-
to-person EC.

Part lll - Emerging EC Platforms

Chapter 6 explores the developing applications in the world of wireless EC
(m-commerce, l-commerce, and pervasive computing). In addition, we
cover the Internet-of-Things, smart systems and wearables. In Chapter 7,
we explore the world of social media marketing and social CRM. Chapter 8
covers enterprise social networks, crowdsourcing, and other social media
applications.

Part IV - EC Support Services

There are four chapters in this part. Chapter 9 is dedicated to online consumer
behavior, market research and advertising. Chapter 10 begins with a discus-
sion of the need to protect EC systems. It also describes various types of
attacks on e-commerce systems and their users, including fraud, and how to
minimize these risks through appropriate security programs. The chapter also
deals with the various aspects of cyberwars. Chapter 11 describes a major EC
support service — electronic payments including mobile payments. Chapter 12
concentrates on order fulfillment, supply chain improvement, and the role of
RFID and CPFR.

PartV - E-=Commerce Strategy and Implementation

Chapter 13 discusses the process of EC strategy and strategic issues in imple-
menting EC. The chapter also presents global EC and EC for small busi-
nesses. Chapter 14 deals with implementation issues, concentrating on
justification and cost—benefit analysis, system acquisitions and developments,
and the impacts of EC on organizations. Chapter 15 deals with legal, ethical,
and societal issues concentrating on regulatory issues, privacy, and green IT.
Chapter 16 is unique; it describes how to build an e-business from scratch, as
well as how to add e-commerce projects to conventional businesses. It also
takes the reader through all the major steps of online store building and
provides guidelines for success.
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Learning Aids

The text offers the student a number of learning aids:

Chapter Outlines. A listing of the main headings (“Content”) at the begin-
ning of each chapter provides a quick overview of the major topics covered.
Learning Objectives. Learning objectives at the beginning of each chap-
ter help students focus their efforts and alert them to the important con-
cepts 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 illus-
trates the importance 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.

EC Application Cases. In-chapter cases highlight real-world problems
encountered by organizations as they develop and implement EC. Questions
follow each case to help direct the student’s attention to the implications
of the case material.

Real World Examples. Dozens of examples illustrate how EC concepts
and tools are applied. These are usually linked to detailed descriptions.
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 list of key terms appears at the
end of each chapter.

Managerial Issues. At the end of every chapter, we explore some of the
special concerns managers face as they prepare to do business in cyber-
space. 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 stu-
dents’ comprehension and their ability to apply the learned knowledge.
Questions for Discussion 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.
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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 somewhat more in depth than the in-chapter EC Application
Cases. Questions follow each case relating the case to the topics covered
in the chapter.

* List of Online Resources. At the end of each chapter, we provide a list of
the chapter’s online files with a brief description of their content. In addi-
tion, we provide a list of Web addresses linked to relevant resources that
can be used to supplement the chapter.

Supplementary Materials

The following support materials are also available.

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

e Test bank. A broad set of multiple-choice, true-false, and essay questions
for all chapters. Written by Jon C. Outland.

* The PowerPoint Lecture Notes, by Judy Lang, highlight the important
areas and are related to the text learning objectives.

Companion Website: (affordable-ecommerce-textbook.com/
turban)

The book is supported by a companion website that includes:

 Five online tutorials.

* Bonus EC Application Cases and other features, which can be found in
each chapter’s online files.

Content Contributors

The following individuals contributed material for this edition.

e Linda Lai updated Chapter 3 and created Chapter 16.

» Fabio Cipriani contributed his eCRM and social CRM slides to Chapters 1
and 7.

* San Murugesan contributed to Chapter 8 and to the Online Tutorials.

* Judy Lang updated material in several chapters and conducted supporting
research.

e Ivan C. Seballos II contributed the new illustrations and helped update
several chapters.

» Jorg Blankenbach and Christian Hickel contributed to the closing case of
Chapter 5: “From Local SDI to E-Government.”

* Judy Strauss contributed an example in Chapter 13.
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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.
2. Describe and discuss the content and frame-
work of EC.
3. Describe the major types of EC transactions.
Describe the drivers of EC.
Discuss the benefits of EC to individuals,
organizations, and society.
Discuss e-commerce 2.0 and social media.
. Describe social commerce and social software.
Understand the elements of the digital world.
Describe the major environmental business
pressures and organizational responses.
10. Describe some EC business models.
11. List and describe the major limitations of EC.
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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 about 20,800 stores in 63 countries
(see Loeb 2013). Many people view Starbucks as
a traditional store where customers drop in, enter
an order, pay cash or by credit card for coffee or
other products, consume their choices in the
store, and go on about their business. The last
thing many people think about is the utilization
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of computers in this business. The opposite is
actually true. Starbucks is turning itself into a
digital and social company (Van Grove 2012).

For a long time Starbucks was known as
appealing to young people because the free Wi-Fi
Internet access provided in its U.S. and Canada
stores. But lately the company embarked on
several digital initiatives to become a truly
technology-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 by not only the eco-
nomic slowdown, but also by the increased com-
petition (e.g., from Green Mountain Coffee
Roasters), which intensified even during the
recession. Excellent coffee and 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

In addition to traditional measures to improve its
operation and margin, the company resorted to
electronic commerce, meaning the use of com-
puterized 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.

The Electronic Commerce Initiatives
Starbucks deployed several e-commerce projects,
the major ones are follow.

Online Store
Starbucks sells a small number of products online
at store.starbucks.com. These offerings include
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coffee, tea, and Starbucks equipment and mer-
chandise. The store was in operation for years,
using typical shopping cart (called My Bag), but
the company completely redesigned the webstore
to make shopping more convenient and easy (in
August 2011). In addition, customers (individual
or companies) can schedule deliveries of stan-
dard and special items. Customers can order rare
and exquisite coffee that is available only in some
U.S. stores. Now customers around the U.S. and
the world can enjoy it too. Finally, online cus-
tomers 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 or
PayPal. The gift card is sent to the recipient via
e-mail or postal mail.

The recipients can print the card and go shop-
ping at a Starbucks physical store, transfer the
gift amount to their Starbucks’ payment card, or
to Starbuck Card Mobile.

Loyalty Program

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

Mobile Payments

Customers can pay at Starbucks stores with pre-
paid (stored value) cards, similar to those used in
transportation, or conduct smartphone payments.

Paying from Smartphones

Starbucks customers can also pay for purchases in

physical stores with their mobile devices. Payments

can be made by each of two technologies:

» Using Starbucks mobile app. Shoppers have
an app on their mobile device. Payment is
made by selecting “touch to pay” and holding
up the barcode on the device screen to a scan-
ner at the seller’s register. The system is
connected automatically to a debit or credit
card. The system works only in the company-
owned stores.
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The Social Media Projects

Starbucks realized the importance of social media
that uses Internet-based systems to support social
interactions and user involvement and engage-
ment (Chapter 7). Thus, it started several initia-
tives to foster customer relationships based on
the needs, wants, and preferences of its existing
and future customers. The following are some
representative activities.

Exploiting Collective Intelligence
Mystarbucksidea.com is a platform in which
a community of over 300,000 consumers and
employees can make improvement sugges-
tions, vote for the suggestions, ask questions,
collaborate on projects, and express their com-
plaints and frustrations. The community gener-
ated 70,000 ideas in its first year, ranging from
thoughts on the company’s rewards cards and
elimination of paper cups to ways to improve
customer service. The site also provides statistics
on the ideas generated, by category, as well as
their status (under review, reviewed, in the works,
and launched). The company may provide incen-
tives for certain generated ideas. For example, in
June 2010, Starbucks offered $20,000 for the best
idea concerning the reuse of its used coffee cups.
This initiative is based on the technology of col-
lective intelligence also known as crowdsourcing
(see Chapters 2 and 8) and it is supported by the
following blog.

Starbucks Idea in Action Blog

This blog is written by employees who discuss
what the company is doing about ideas submitted
to MyStarbucksldea site.

Starbucks’ Activities on Facebook

Fully integrated into Facebook, Starbucks prac-
tices several social commerce activities there.
The site was built with input from Starbucks cus-
tomers. The company uploads videos, blog
posts, photos, promotions, product highlights,
and special deals. The millions of people who
like Starbucks on Facebook verify that it is one
of the most popular companies on Facebook
with about 36 million followers (February 2014),

see current statistics at starcount.com/chart/
wiki/Starbucks/today 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 information on its
Facebook “wall” whether it is content, ques-
tions, or updates. The company is also advertis-
ing on its Facebook homepage. Note that
Starbucks is assessing the cost-benefit of such
advertising.

Starbucks’ Presence in LinkedIn

and Google+

Starbucks has a profile on the LinkedIn site with
over 500,000 followers (July 2014). It provides
business data about the company, lists new hires
in managerial positions, and advertises available
managerial jobs. Starbucks is also active on
Google+.

Starbucks Actions on Twitter

In February 2015, Starbucks had over 2.7 million
followers (Follow@starbucks) on Twitter orga-
nized in 18,025 lists (e.g., @starbucks/friends).
Each ‘list’ has its own followers and tweets.
Whenever the company has some new update or
marketing campaign, the company encourages
conversation on Twitter. By October 2013,
Starbucks was the number one retailer to follow
Twitter. As of November 2013, Starbucks sends
$5 gift cards to Twitter friends and followers.

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

Starbucks has a presence on both YouTube
(youtube.com/starbucks and Flickr (flickr.com/
starbucks, with a selection of videos and photos
for view. It also runs advertising campaigns
there. Finally, Starbucks has about 4 million fol-
lowers on the photo-sharing company-Instagram
(instagram.com/Starbucks).

Starbucks Digital Network

To support its digital activities the company
offers online content using Starbucks Digital
Network in partnership with major media


http://dx.doi.org/10.1007/978-3-319-10091-3_7
http://dx.doi.org/10.1007/978-3-319-10091-3_2
http://dx.doi.org/10.1007/978-3-319-10091-3_8
http://starcount.com/chart/wiki/Starbucks/today
http://starcount.com/chart/wiki/Starbucks/today
http://facebook.com/Starbucks
http://facebook.com/Starbucks
http://youtube.com/starbucks
http://flickr.com/starbucks
http://flickr.com/starbucks
http://instagram.com/Starbucks

providers (e.g., New York Times, iTunes). It is
designed for all major mobile devices including
tablets (e.g., iPad) and smartphones. The net-
work’s content features news, entertainment,
business, health, and local neighborhood infor-
mation channels.

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 geolocation by working
with Foursquare (Chapter 7). The initiative sim-
ply did not work, and the project ended in mid-
2010 (see Teicher 2010 for an analysis of the
reasons). The company experimented in the
UK with a similar location company called
Placecast. As of fall 2011, Starbucks had a bet-
ter understanding of the opportunities and the
limitations, so it may decide to try geolocation
again with Facebook’s Places, or it may revive
the Foursquare project.

The Results

According to York (2010), Starbucks turned
around sales 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 bil-
lion. Since then the operating income is increas-
ing rapidly.

The company’s social media initiatives are
widely recognized. In 2012 it was listed by
Fortune Magazine as one of top social media
stars (Fortune 2012), and in 2008 it was awarded
the 2008 Groundswell Award by Forrester
Research. 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 10 philosophical guide-
lines that drive its social media efforts (see
Belicove 2010 for details).

Sources: Based on Belicove (2010),
York (2010), Callari (2010), Van Grove (2012),
Loeb (2013), Gembarski (2012), Marsden (2010),
Teicher (2010), Walsh (2010), mystarbucks.
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force.com, and blogs.starbucks.com (both
accessed May 2014).

LESSONS LEARNED FROM THE CASE

The Starbucks.com case illustrates the
story of a large retailer that is converting to
be a digital and social enterprise. Doing
business electronically is one of the major
activities of e-commerce, the subject of this
book. The case demonstrates several of the
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 ser-
vice, and collaborative intelligence.

2. The case shows major benefits both to
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 online your cus-
tomer base is huge, and people can buy
from anywhere at any time.

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

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

In this opening chapter, we describe the essen-
tials of EC, some of which were presented 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, social networks, and social
enterprises. Finally, we describe the outline of
this book.


http://dx.doi.org/10.1007/978-3-319-10091-3_7
http://mystarbucks.force.com/
http://mystarbucks.force.com/
http://blogs.starbucks.com/

1.1 Electronic Commerce: Definitions and Concepts

1.1 ELECTRONIC COMMERCE:

DEFINITIONS AND CONCEPTS

As early as 2002, the management guru Peter
Drucker (2002) forecasted that e-commerce (EC)
would significantly impact the way that business
is 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 intranets to purchase, sell, transport,
or trade data, goods, or services. For an overview,
see Plunkett et al. (2014). Also 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 describ-
ing only buying and selling transactions con-
ducted between business partners. If this
definition of commerce is used, the term elec-
tronic 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 an organization.
However, others view e-business only as com-
prising those activities that do not involve buying
or selling over the Internet, such as collaboration
and intra-business activities; that is, it is a com-
plement 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 broadest definition
of e-business. The two terms will be used inter-
changeably throughout the text.

Major EC Concepts

Several other concepts are frequently used in con-
junction 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 fulfillment, and delivery to cus-
tomers. Each activity can be physical or digital.
Thus, there are eight possible combinations 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 deliv-
ered. However, buying an e-book from Amazon.
com or a software product from Buy.com is pure
EC, because ordering, processing, and delivery to
the buyer are all digital. Note that many compa-
nies operate in two or more of the classifications.
For example, Jaguar has a 3D application for self
configuration of cars online, prior to shopping
(see Vizard 2013). For a video titled “Introduction
to E-Commerce” see plunkettresearch.com/
video/ecommerce.

EC Organizations

Purely physical organizations (companies) are
referred to as brick-and-mortar (or old econ-
omy) 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

Table 1.1 Classifications of E-Commerce

Activity 1 2 3 4 5 6 7 8
Ordering, P D D D D P
Payment

Order P D D P P DPD
fulfillment

Delivery P D P P DDDD
(shipment)

Type of EC  Non EC Pure EC
Legend: P physical, D digital

Partial EC
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some EC activities, usually as an additional mar-
keting channel. Gradually, many brick-and-mortar
companies are changing to click-and-mortar ones
(e.g., GAP, Target).

Electronic Markets and Networks

EC can be conducted in an electronic market
(e-marketplace), an online location where buy-
ers and sellers conduct commercial transactions
such as selling goods, services, or information.
Any individual can also open a market selling
products or services online. Electronic markets
are connected to sellers and buyers via the
Internet or to its counterpart within organiza-
tions, an intranet. An intranet is a corporate or
government internal network that uses Internet
tools, such as Web browsers and Internet proto-
cols. 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

1. Define EC and e-business.

2. Distinguish between pure and partial EC.

3. Define click-and-mortar and brick-and-mortar
organizations.

4. Define electronic markets.

5. Define intranets and extranets.

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

HISTORY

According to the U.S. Census Bureau (2013),
e-commerce sales in 2011 accounted for 49.3% of
total sales of all manufacturing activities in the
United States, 24.3% of merchant wholesalers,
4.7% of all retailing, and 2% of all sales in selected
service industries. The grand total of EC in 2010
has been $3,545 billion, of which $3,161 billion
was B2B (89%) and $385 billion was B2C (11%).
The results over 9 years are shown in Figure 1.1.
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Notice the sharp increase in manufacturing com-
pared to other sectors. Also note that EC is grow-
ing much faster than the total of all commerce by
about 16-17% annually. For a more detailed
breakdown, see the U.S. Census Bureau (2013)
report as well as Plunkett et al. (2014).

There is a clear trend that online retail sales
are taking business from traditional retailers.
Knight (2013) reported that during the 2009—
2013 economic difficulty EC sales reached
double-digit growth. For example, Wilfred (2014)
reported that during the 2013 holiday shopping
season online shopping grew 10% a year versus
2.7% of traditional retailers.

According to Ecommerce Europe, September
5, 2012, European online retail sales will double
to €323 billion in 5 years (2018).

The Content and Framework
of E-Commerce

Classifying e-commerce aids understanding of
this diversified field. In general, selling and buy-
ing 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 (see Online File W1.1).
In B2B, business transactions are made online
with other businesses, such as when Dell elec-
tronically buys parts from its suppliers. 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.

According to the U.S. Census Bureau (2013),
the total EC shipments grew 16.5% in a year,
ComScore reported (cited by BizReport 2012)
that U.S. retail commerce online increased 17%
in QI 2012 as compared to a year earlier. EC is
growing in all areas. For example, Leggatt (2012)
reported that in the UK Domino’s Pizza online
sales grew about 1,000% between 2000 and
2012. Similar results can be found in many indus-
tries, companies, and countries (e.g., see periodic
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Figure 1.1 E-Commerce as percent of total value: (2003-2011) (Source: Census.gov/estats Accessed February 2014)

reports at ComScore and BizReport) and Ahmad
(2014, an Infographic). E-Commerce is explod-
ing 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. According to Stanley and
Ritacca (2014), e-commerce in China is explod-
ing, reaching $600 billion by the end of 2013.
Finally, in several developing countries EC is
becoming a major economic asset (e.g., see
Maitra 2013 for information on India).

An EC Framework

The EC field is diverse involving many activi-
ties, organizational units, and technologies.
Therefore, a framework that describes its con-
tents 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 illus-
trated throughout the book. To perform these
applications, companies need the right informa-
tion, infrastructure, and support services.
Figure 1.2 shows that EC applications are sup-
ported by infrastructure and by the following five
support areas (shown as pillars in the figure):

. People. Sellers, buyers, intermediaries,

information systems and technology
specialists, other employees, and any
other participants.

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.

. 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 sell-
ers usually do not know each other.
Support services. Many services are
needed to support EC. These range from
content creation to payments to order
delivery.

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).
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Figure 1.2 A framework for electronic commerce

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

Note: Several of the following definitions are sim-
ilar to those of Katic and Pusara (2004), whose EC
terminology is based on the 2003 edition of this book.

'y Management ‘ '

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.

Business-to-Business (B2B)
Business-to-business (B2B) EC refers to trans-
actions 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 products 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 busi-
nesses to individual shoppers. The typical shopper



1.2 The Electronic Commerce Field: Growth, Content, Classification, and a Brief History 1

at Amazon.com is of this type. Since the sellers
are usually retailers, we also call this type
e-tailing.

Business-to-Business-to-Consumer

(B2B2C)

In business-to-business-to-consumer (B2B2C)
EC, a business (B1) sells a product to another
business (B2). B2 then sells, or gives away, the
product to individuals who may be B2’s own cus-
tomers or employees. An example is godiva.
com. The company sells chocolates directly to
business customers. Those businesses may then
give the chocolates as gifts to employees or busi-
ness partners. Godiva may mail the chocolate
directly to the recipients (with compliments
of...). Another interesting example of B2B2C
can be found at wishlist.com.au. Finally,
Starbucks sells branded stored value cards to
companies to give as gifts to their employees or
customers.

Consumer-to-Business (C2B)

In consumer-to-business (C2B), people use the
Internet to sell products or services to individuals
and organizations. Alternatively, individuals use
C2B to bid on products or services. Priceline.
com is a well-known organizer of C2B travel ser-
vice transactions.

Intrabusiness EC

The intrabusiness EC category refers to EC
transactions among various organizational depart-
ments and individuals.

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 employ-
ees, such as field representatives or repair ser-
vices that go to customers. EC support to such
employees is also called business-to-mobile
employees (B2ME).

Consumer-to-Consumer (C2C)

In the consumer-to-consumer (C2C) EC cate-
gory individual consumers sell to or buy from
other consumers. Examples of C2C include indi-

viduals selling computers, musical instruments,
or personal services online. EBay auctions are
mostly C2C as are the ads in 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
Figure 1.3. Many examples of the various types
of EC transactions will be presented throughout
this book.

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 electronically transfer of routine docu-
ments. EDI later expanded from financial transac-
tions to other types of transactions (see Online
Tutorial T2 for more on EDI). More new EC
applications followed, ranging from travel reser-
vation systems to online stock trading.

The Internet appeared on the scene in 1969, as
an experiment by the U.S. 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 companies to
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Figure 1.3 Categories of transactions in e-commerce

have a presence on the Internet with both text and
photos. When the Internet became commercial-
ized and users began flocking to participate in the
World Wide Web in the early 1990s, the term
electronic commerce was introduced. EC appli-
cations rapidly expanded. A large number of so-
called dot-coms, or Internet start-ups, also
appeared. Almost all companies in the develop-
ing 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 applications. 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, add new business models, and change.
More and more EC successes are emerging. For a
comprehensive ready-reference guide to EC

Intrabusiness

I

including statistics, trends, and in-depth profiles
of hundreds of companies, see Plunkett et al.
(2014) and en.wikipedia.org/wiki/E-commerce.

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

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 different disciplines. The major
academic EC disciplines include the following:
accounting, business law, computer science, con-
sumer behavior, economics, engineering, finance,
human resource management, management, man-
agement information systems, marketing, public
administration, and robotics.

The Google Revolution

During its early years, EC was impacted by com-
panies 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 to targeted
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Case 1.1: Net-a-Porter: Dress for Success

advertisements much better than its competitors
did. Today, Google is much more than just a search
engine; it employs many innovative EC models, is
involved in many EC joint ventures, and impacts
both organizational activities and individual lives.
For more details, see Levy (2011).

Cyber Monday, Singles’ Day

An interesting evidence for the growth of online
shopping is the volume of shopping during Cyber
Monday in the U.S. and Single Day (11/11) in
China. For the magnitude of Single Day in China,
in the automotive industry see Li and Han (2013).
Also see Ad Age Staff (2013).

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 mak-
ing it social. Several new and modified EC models
were created, rejuvenating the field as described in
several chapters in the book especially in Chapters 7
and 8, and in Turban, et al. (2015).

F-Commerce

Given the popularity of Facebook and the rapidly
increasing commercial activities conducted on or
facilitated by the site, some believe that Facebook
is revolutionizing e-commerce especially for
small businesses. Thus, they coined the term
f-commerce, pointing to the increased role of
Facebook in the e-commerce field as of 2009 (see
Shih 2011).

EC Failures

Starting in 1999, a large number of EC compa-
nies, 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 Kirch in his Business Plan Archive (busi-
nessplanarchive.org). A survey by Strategic
Direction (2005) found that 62% of dot-coms
lacked financial skills, and 50% had little experi-
ence with marketing. Similarly, many companies
failed to have satisfactory order fulfillment and
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enough inventory to meet the fluctuating and
increasing demand for their products. The rea-
sons for these and other EC failures are discussed
in Chapters 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 busi-
ness models and organizational structures. Third,
some pure EC companies, including giants such
as Amazon.com and Netflix, are expanding oper-
ations and generating increased sales. Finally, the
click-and-mortar model seems to work very well,
especially in e-tailing (e.g., GAP, Walmart,
Target, Apple, HP, and Best Buy).

For supplementary history see plunkettresearch.
com/ecommerce-internet-technology-market-
research/industry-and-business-data.

EC Successes

The last few years have seen the rise of extremely
successful EC companies such as eBay, Pandora,
Zillow, Google+, Facebook, Yahoo!, Amazon.
com, Pay Pal, Pinterest, VeriSign, LinkedIn, and
E*TRADE. Click-and-mortar companies such as
Cisco, Target, 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
(Chapter 2), Ticketmaster, Net-a-Porter (Case
1.1), Expedia, Yelp, TripAdvisor, and GrubHub
(Online File W1.2).

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

Will a woman buy a $2,000 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 accessories are international brands such as
Jimmy Choo or Calvin Klein.
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The Opportunity

When talking about e-commerce (EC), most peo-
ple 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 fash-
ion journalist, saw an opportunity because of the
success of luxury online stores such as Blue Nile
(see Chapter 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 lux-
ury fashion. She created a comprehensive, socially-
oriented e-tailing site, naming it Net-a-Porter.

According to net-a-porter.com, Brodie
(2009), and Rowe (2010), the company:
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Offered an online fashion magazine
Discovered what customers really want
via social networks (Chapters 7 and 8)
and fulfilled their needs

Offered large discounts

Developed a presence on Facebook and

app for iPhone

Has 630,000 followers on Google+
(February 2014)

Has five million visitors each month
(February 2014)

Experiences 750,000 downloads per
month on iPhones

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

* Opened an e-tailing store

Offered merchandise from over 350 top
designers; most offline stores offer few
dozen

Offered its own designs in addition to
others

Arranged global distribution systems to
over 170 countries

Opened physical stores in London and
New York to support the online business
Arranged same day delivery (Chapter 3)
in London and New York and overnight
delivery elsewhere

Organized very fast cycle time for pro-
ducing and introducing new clothes and
other products that match customers’
preference

Devised prediction methods of fashion
trends based on customer feedback
through social media

Ran online fashion shows

Developed superb inventory and sales
tracking systems based on dashboards
(see Chapter 13)

In 2010, the company started taking advantage
of the social media environment that is changing
the fashion industry (Rowe 2010).

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’ become 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 com-
petitors (Neiman Marcus; Web and paper catalog
sales). The company was so successful that lux-
ury goods company Richemont Corp. purchased
a 93% stake in the business. (Since the company
is now part of Richemont, there are no separate
financial data for the Net.)

In June 2010 when the company celebrated its
10th anniversary, it opened a new website dedi-
cated to menswear. With success comes competi-
tion, and the Net’s competitors include Bluefly
(low prices), Shopbop (an Amazon.com
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company, but it lacks the Net’s prestige), and
high-end department stores with their own online
stores (Nordstrom, Neiman Marcus). But 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 late 2010, Amazon.com cre-
ated MYHABIT that offers designer brands at
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
Chapter 7. 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 Brodie (2009), Rowe
(2010), en.wikipedia.org/wiki/Net-a-Porter, and
net-a-porter.com(both accessed February 2014).

Questions

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

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

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

4. It is said that the Net is playing a significant
role in transforming how designers reach cus-
tomers. Explain why.

5. Read the benefits of EC to customers
(Section 1.3). Which ones are most relevant
here?

6. What EC capabilities are helping the Net and
its designers?

7. Analyze the competition in the high-end fash-
ion market.

8. What is the importance of globalization in this
case?

9. Imitators are springing up on all sides. Even
eBay and Amazon.com are expanding their
fashion e-tailing efforts. What strategy do you
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suggest for the Net? (Hint: Read Brodie 2009
to get some ideas.)

SECTION 1.2 REVIEW QUESTIONS

1. List the major components of the EC
framework.

2. List the major transactional types of EC.

Describe the major landmarks in EC history.

4. List some EC successes and failures.

hed

1.3  DRIVERS AND BENEFITS

OF E-COMMERCE

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

The Drivers of E-Commerce

Although EC is only about 20 years old it is
expected to have non-stoppable growth and
expand consistently into new areas of our life.
The question is why? What drives EC?

The Major Drivers of EC

EC is driven by many factors depending on the
industry, company, and application involved. The
major drivers are shown in the self-explanatory
Figure 1.4, together with the section and/or chap-
ter 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 opportu-
nities to start a business in an unconventional
ways. The new business models permit entrepre-
neurs to open businesses with little money and
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Figure 1.4 The major drivers of e-commerce growth

experience and grow them rapidly. Many entre-
preneurs are making money some big money
online.

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
is doing lots of tweeting about Fish Flops. After
only 2 years of operation the business became
profitable enough to pay 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 (e.g., see Khosrow-Pour 2013) 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, organiza-
tions, and society.

3. From your knowledge describe some techno-
logical developments that facilitate EC.
4. Identify additional benefits to society.

1.4  E-COMMERCE 2.0:
FROM SOCIAL COMMERCE

TO VIRTUAL WORLDS

The first generation of EC involved mainly trad-
ing, e-services, and corporate-sponsored collabo-
ration. 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 off-
spring 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, and other social
software tools, and social marketplaces (see
Chapter 7). Whereas traditional computing sys-
tems concentrate on business processes particu-
larly cost reduction and increases in productivity,
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Table 1.2 Benefits of e-commerce

Benefit
Benefits to Organizations
Global reach

Cost reduction

Facilitate problem solving

Supply chain improvements

Business always open
Customization/personalization

Ability to innovate, use new business models
Lower communication costs

Efficient procurement

Improved customer service and relationship
Help SME to compete

Lower inventories

Lower cost of distributing digitizable product
Provide competitive advantage
Benefits to Consumers
Inventory

Ubiquity

Self configuration

Find bargains

Real time delivery

No sales tax

Enable telecommuting

Social interaction

Find unique items
Comfortable shopping
Benefits to Society

Enable telecommuting

More public services
Improved homeland security
Increased standard of living
Close the digital divide

Description

Quickly locating customers and/or suppliers at reasonable cost
worldwide

Lower cost of information processing, storage, and distribution
Solve complex problems that have remained unsolved.

Reduce delays, inventories, and cost

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

Make order for customer preference

Facilitate innovation and enable unique business models

The Internet is cheaper then VAN private lines

Saves time and reduces costs by enabling e-procurement
Direct interaction with customers, better CRM

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

Using customization inventories can be minimized

Delivery online can be 90% cheaper

Innovative business models

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

Can shop any time from any place

Can self-customize products

Use comparison engine

Download digital products

Sometimes; changing

Can work or study at home or any place

In social networks

Using online auctions, collectible items can be found

Shop at your leisure without pushy sales clerks bothering you

Facilitate work at home; less traffic, pollution
Provided by e-government

Facilitate domestic security

Can buy more and cheaper goods/services

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

social computing concentrates on improving col-
laboration and interaction among people and on
user-generated content. In social computing and
commerce, people work together over the Internet,
consult with specialists, and locate goods and ser-
vices 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 social networks such as WAYN (Chapter
3) are very popular among travelers.

In social computing, information is produced
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
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Internet-based tools and services that enables
users to easily generate content, share media, and
communicate and collaborate, in innovative
ways. (For more details see Edwards 2013.)

O’Reilly divided Web 2.0 into four levels and
provided examples of each. For details see Colby
(2008). Karakas (2009) views Web 2.0 as a new
digital ecosystem, which can be described
through five C’s: creativity, connectivity, collabo-
ration, convergence, and community.

The major characteristics of Web 2.0 are
presented in Online File W1.3. The major tools of
Web 2.0 are described in Chapter 2, and the
applications are described in most chapters. Also,
browse enterpriseirregulars.com/author/dion
for an open forum about the Internet, society, col-
lective intelligence, and the future. For Web 2.0
definitions, explanations, and applications see
Shelly and Frydenberg (2010).

Social Media

The term social media has many 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. The media is used primar-
ily for social interactions and conversations
such as sharing opinions, experiences, insights,
and perceptions and to collaborating online.
Therefore, it is a powerful force for socializa-
tion. A key element is that users produce, con-
trol, and manage content. Additional definitions,
descriptions, and references, and a framework
are provided in Chapters 2 and 7 and in Turban
et al. (2015).

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; how-
ever, others see a difference. While social media
uses Web 2.0 and its tools and technologies, the
social media concept includes the philosophy of
connected people, the interactions among them,
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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 Smith (2012), Oprah Winfrey is
integrating social media activities with every-
thing she does, to encourage interactions of peo-
ple with different platforms (e.g., Facebook,
Twitter). Oprah is rewarding people based on
their 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.

Social Networks and Social Network
Services

The most interesting e-commerce application in
recent years has been the emergence of social and
enterprise social networks. Originating from
online communities (Chapter 2), 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 at
Facebook.com).

Social Networking Services

Social networking services (SNSs), such as
LinkedIn and Facebook, provide and host a Web
space for people to build their homepages for free.
SNSs also provide basic support tools for conduct-
ing different activities and allow many vendors to
provide apps. Social networks are people oriented.
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For example, a 15-year-old Filipino singer named
Charice Pempengco and Justin Bieber were dis-
covered on YouTube. Initially, social networks
were used solely for social activities. Today, corpo-
rations have a great interest in the business aspects
of social networks (e.g., see linkedin.com, a net-
work that categorizes businesses by geography,
functions, industry, and areas of interest).

The following are examples of representative
social network services:

* Facebook.com: The most visited social net-
work website.

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

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

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

* HiS.com: A popular global social network.

e Cyworld.nate.com: Asia’s largest social net-
working website.

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

* Pinterest.com: Provides a platform for orga-
nizing and sharing images (see the opening
case in Chapter 2).

¢ Google+: A business-oriented social network.

e MySpace.com: Facilitates socialization and
entertainment for people of all ages.

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 independent company.
Another type of business-oriented social net-
work is private, owned by corporations and oper-
ated inside them. These are known as enterprise
social networks (e.g., MyStarbucks Idea). These
can be directed toward customers or company
employees.

Example: A Customer-Oriented Enterprise
Social Network

Carnival Cruise Lines sponsors a social network-
ing 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

E-commerce activities that are conducted in
social networks by using social software (i.e.,
Web 2.0 tools) are referred to as socialcom-
merce). Since 2009, social commerce has been
rapidly increasing (see Webster 2010). We will
return to social commerce in Chapters 7 and 8.

The following are some examples of social
commerce.

e Dell Computer claims to have made
$6.5 million by selling computers on
Twitter in 2 years (Nutley 2010). Also,
Dell generates ideas from community
members at its Idea Storm site.

e Procter & Gamble sells its Max Factor
brand cosmetics through Facebook.

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

» PepsiCo gives live notification when its
customers are close to physical stores
(grocery, restaurants, gas stations) that
sell Pepsi products. Then PepsiCo sends
them coupons and discount information
using Foursquare (see Chapter 7).

e 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).
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socialcommerce
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* Mountain Dew attracts video game lov-
ers and sport enthusiasts via Dewmocracy
contests. The company also uses the most
dedicated community members to con-
tribute ideas. The company used
Facebook, Twitter, and YouTube to inter-
act with consumers and engage them.

e In 2010, Target used Twitter to promote
their fall fashion show in New York with
videos and ads. The show was streamed
live on Facebook.

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

e 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 U.S. companies
have a presence on Facebook (see emarketer.
com for periodic reports). For more applications
see Chapters 7 and 8, Turban et al. (2015), and
Simply Zesty (2011).

Virtual Worlds and Second Life

A special class of social networking is the virtual
world. A virtual world, also known as a meta-
verse, has several definitions. Our working defi-
nition is that it is a 3-D computer-based simulated
environment built and owned by its residents. In
addition to creating buildings, people can create
and share cars, clothes, and many other items.
Community members inhabit virtual spaces and
interact and socialize via avatars. The essentials
of virtual worlds and the prime example, Second
Life (secondlife.com), are presented in Chapters 2
and 7.

Until 2007, virtual worlds were most often
limited to 3-D games, including massive multi-
player online games. More recently, they have
become a new way for people to socialize, and
even do business (see Chapter 7). For example,
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there.com focuses more on social networking
activities, such as chatting, creating avatars,
interacting, playing, and meeting people.

How Students Make Money

in a Virtual World

If you cannot get a summer (or other) job, try a
job in a virtual world. Examples of such jobs and
the names of the young entrepreneurs who use
their computer skills to develop these jobs are
provided by Alter (2008).

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. Web 2.0
tools are described in Edwards (2013).

SECTION 1.4 REVIEW QUESTIONS

1. Define social computing and
characteristics.

2. Define Web 2.0 and list its attributes.

Define social networks.

Describe the capabilities of social network

services (SNSs).

Describe Facebook. Why is it so popular?

What is an enterprise social network?

Define social commerce.

Define virtual worlds and list their major

characteristics.

list its

Rl

® =N oW

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 as well as enterprises.

The digital revolution is upon us. We see it
every day at home and work, in businesses,
schools, hospitals, on the roads, in entertainment,
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and even wars (see Daugherty 2014 for details).
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 transac-
tions, mostly e-commerce. It includes digital
wireline or wireless communication networks
(e.g., the Internet, intranets, extranets, and
VANSs), computers, 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
delivered over a digital infrastructure
anytime, anywhere in the world, inter-
connected by a global grid (see Bisson
et al. 2010). We are moving from analog
to digital, even the media is going digi-
tal (TV as of February 2009).

e Information is transformed
commodity.

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

e Work and business processes are orga-
nized in new and innovative ways.

e Disruptive innovation is occurring in
many industries (see Manyika et al.
2014 and Daugherty 2014).

into a

Table 1.3 summarizes the major characteris-
tics of the digital economy.

The digital revolution also enables many inno-
vations, and new ones appear almost daily, improv-
ing business processes and productivity. The
digital revolution provides the necessary technolo-
gies for EC and creates major changes in the busi-
ness environment, as described in Section 1.6.
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Table 1.3 Major characteristics of the digital economy

Area
Globalization

Digitization

Speed

Information
overload and
intelligent search

Markets

Business models
and processes

Innovation

Obsolescence
Opportunities

Fraud

Wars

Organizations

Description

Global communication and
collaboration; global electronic
marketplaces and competition
Music, books, pictures, software,
videos, and more are digitized for
fast and inexpensive storage and
distribution

A move to real-time transactions,
thanks to digitized documents,
products, and services. Many
business processes are expedited by
90% or more

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

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

New and improved business models
and processes provide opportunities
to new companies and industries
Digital and Internet-based
innovations continue at a rapid pace.
More patents are being granted than
ever before

The fast pace of innovation creates a
high rate of obsolescence
Opportunities abound in almost all
aspects of life and operations
Criminals employ a slew of
innovative schemes on the Internet.
Cybercons are everywhere
Conventional wars are changing to
cyberwars or are complemented by
them

Organizations are moving to digital
enterprises and social businesses

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. A well known
example is car sharing. The essentials of this con-
cept are described by Buczynski (2013).
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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 a
comprehensive 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 shar-
ing economy free marketplace), Kickstarter
(for crowdfunding), Krrb (a P2P marketplace),
and Knok and Love Home Swap for home swap-
ping. Vacation rental is a large area where home
and condo owners provide short term rentals
possibly for an exchange (e.g., see Airbnb,
HomeAway, and VRBO).

The Social Impact

The digital revolution is accompanied by social
impacts that resulted in part by improved com-
munication and collaboration tools offered by
social media. For example, smartphones reduce
the digital divide. Also people change their
behavior. Both individuals and organizations are
impacted. In addition to productivity improve-
ment in the economy, one can see some major
social changes, such as the mass participation in
social networks. According to Chui et al. (2012),
social technologies unlock value and increase
productivity in businesses.

The Apps Society

New apps change the way that people communi-
cate, work and play. People are looking for apps
for thousands of new uses.

Example: Swedish Farmers Go Online

According to Willgren (2013) small farmers in
Sweden created a social network called ‘Min
Farm (My Farm).” The network allows communi-
cation between the farmers and their customers.
It also allows people that grow their own food to
tell their stories and ask for advice. Customer
can visit farms and do some shopping there; they
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can also order online. The network promotes
self-sustainability.

The Digital Enterprise

One of the major impacts of EC is the creation of
the digital enterprise concept 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 infor-
mation systems to automate most of its business
processes. The digital enterprise is a new busi-
ness model that uses IT to gain competitive
advantage by increasing employee productivity,
improving efficiency and effectiveness of busi-
ness processes, and better interactivity between
vendors and customers. The major characteristics
of a digital enterprise are listed in Table 1.4,
where they are compared with those of a tradi-
tional enterprise.

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, or even an
entire city. They are all moving toward being
digitized.

A digital enterprise uses networks of comput-
ers in EC to facilitate the following:

e All business partners are reached via the
Internet, or a group of secured intranets, called
an extranet, or value-added private communi-
cation 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 compa-
nies employ a corporate portal, which is a gate-
way 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 change themselves into digital (or at
least partially digital) enterprises so that they


en.wikipedia.org/wiki/sharing_economy
en.wikipedia.org/wiki/sharing_economy

1.5 The Digital and Social Worlds: Economy, Enterprises, and Society 23

Table 1.4 The digital versus brick-and-mortar company

Brick-and-mortar
organizations

Selling in physical stores
Selling tangible goods

Internal inventory/
production planning

Paper catalogs
Physical marketplace

Use of telephone, fax,
VANSs, and traditional EDI

Physical auctions,
infrequently
Broker-based services,
transactions
Paper-based billing and
payments

Paper-based tendering

Push production, starting
with demand forecasting

Mass production (standard
products)

Physical-based
commission marketing
‘Word-of-mouth, slow and
limited advertisement

Linear supply chains
Large amount of capital
needed for mass
production

Large fixed cost required
for plant operation

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

Digital organizations
(enterprises)

Selling online

Selling digital goods online
as well

Online collaborative
inventory forecasting
Smart electronic catalogs
Electronic marketplace
Use of computers,
smartphones, the Internet,
and extranets and EDI
Online auctions,
everywhere, any time
Electronic infomediaries,
value-added services

Electronic billing and
payments

Electronic tendering
(reverse auctions)

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

Mass customization,
build-to-order

Affiliated, virtual marketing

Explosive viral marketing,
in particular in social
networks

Hub-based supply chains
Less capital needed for
build-to-order; payments
can be collected before
production starts

Small fixed cost required
for smaller and less
complex plant operation
Perfect match of customers’
value proposition (cost<=
value)

can take part in the digital economy. For exam-
ple, Harrington (2006) describes why and how,
as a CEO, he transformed the Thomson Corp.
from a traditional $8 billion publishing business
into an electronic information services pro-
vider and a publisher. In 5 years, revenue
increased over 20% and profit increased by
more than 65%.

The concept of the digital enterprise is related
to the smart and intelligent enterprise systems.

Smart and Intelligent Enterprise Systems

IBM is a leading force in developing smart (or
intelligent) computing systems (other companies
include SAP, Intel, Oracle, Google, and Microsoft) .
IBM provides software and knowledge to digital
enterprises (including cities). See ibm.com/
smarterplanet/us/en/smarter_commerce/
overview/index.html.

Smart Computing and Integrated

Expertise

A major part of IBM’s project is based on cloud

computing (see Online Tutorial T2). The project

created software for efficient, easy to use and

flexible computing systems that include a built-in

pattern of expertise. The integrated systems

are known as ‘IBM PureFlex’ and ‘IBM

PureApplication.” For details see ibm.com/pure-

systems. These systems per IBM, are changing

the economics of computing by:

* Helping reduce time-to-market

* Conserving resources and reducing costs

* Consolidating diverse computer system com-
ponents and applications

e Improving security and reducing human error
All of these contribute to IBM’s Smarter

Commerce efforts.

The Social Business (Enterprise)

The concept of social business has several defini-
tions and characteristics. We present only a few
of them.

The Social Business Forum

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
systematically engage all the individuals of its
ecosystem (employees, customers, partners, sup-
pliers) to maximize the co-created value.” See
socialbusinessforum.com/social-business-
manifesto. The Forum also discusses the impli-
cation of this definition and its relevance
inside, across and outside organizations. Note
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that the efficient creation of value using technol-
ogy is emphasized. The Forum conducts annual
conferences.

IBM’s Approach

IBM has been recognized by the research com-

pany 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 organiza-
tional culture, and improvements of business pro-
cesses. 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 businesses that
can exploit the opportunities created by the digi-
tal and social revolutions. IBM is helping organi-
zations become social businesses. (For an
example, see ibm.com/social-business/us/en
and ibm.com/smarterplanet/global/files/us__
en_us__socialbusiness__epw14008usen.pdf).

For a white paper titled “The Social Business:

Advent of a New Age” (2011). IBM has an exten-

sive ‘social business video library,” two interesting

videos are recommended for better understanding
of the concept.

1. “How Do You Become a Social Business” —
by Sandy Carter from IBM (3:50 minutes) at
youtube.com/watch?v=0Zy0dNQbotg.

2. “Social Business @ IBM” — An Interview
with Luis Suarez (8:50 minutes) at youtube.
com/watch?v=enud W2gHek0.

(Also, see slide shows embedded in Taft
(2012a) and Taft (2012b) used in Team
Assignments #4 at the end of this chapter. Both
are useful for understanding of the concept).

Social Business by Design

The Dachis Group, a consulting a company on
social business sponsored a book on transforma-
tive social business strategies (by Hinchcliffe
et al. 2012). The book is based on research done
by Dachis Group and experience collected from
major companies that implemented a social
business strategy (e.g., SAP, IBM, Ford, Miller
Coors and Procter & Gamble). The strategy.
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methodologies, and tactics suggested in the book
are called ‘Social Business by Design.’

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 inter-
changeably. 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 com-
pany and used toward building positive social
change. The Social Enterprise Alliance provides
details at se-alliance.org/why. It seems that the
above definition emphasizes the social goals.

Example

The Children’s Medical Center of Dallas is going
social. According to Cerrato (2012) the hospital
created a patient and family social network, a
patient portal, and provided for social collabora-
tion. For more on the social enterprise see Chui
et al. (2013).

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, edu-
cation, and much more. Just think about your digi-
tal phone, camera, TV, car, home, and almost
anything else. It is only natural that people are uti-
lizing technology and EC at an increasing rate.
Let’s 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 as of summer 2012. In
May 2012 these cars were tested in
California without people in them. For a
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comprehensive discussion see Neil
(2012). For an overview and potential
benefits, including safety, see Cook
(2012). By 2014 self-driving cars are
running in several cities. For details see
Thomas (2014). Also see Chapter 6.
Billionaire Jack Ma, the founder of
Alibaba.com (Chapter 4) is determined
to transform China to a better country
with an improved environment. Alibaba’s
sales now exceed those of eBay and
Amazon combined. For details see
Anderlini (2013).

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.

Dryers and washers in some college
dorms are controlled via the Internet.
Students can sign in at esuds.net or use
their smartphone to check the availabil-
ity of laundry machines. 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 deter-
gent and fabric softener at the right
cycle time.

Hailing a taxi in New York and other
major cities is much easier today. As of
August 2012 you can e-hail taxi if you
have a smartphone with GPS. Using 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
drivers; the cost is $14.95/month for the
driver, free for the user. (Note; This
application has been temporarily halted
due to some internal politics in New York
City).

Over 500 million active users download
songs, games and videos at Apple’s
iTune store. (A selection of over 30 mil-
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lion). The store also serves 350 million
mobile devices. Total revenue is esti-
mated to reach $9 billion in 2014. The
store is considered the most popular
music store in the world. Since its incep-
tion in 2003 it sold over 28 billion songs
by fall 2013. At the same time the iPhone
store has had over 1 million apps.

Ford Company is using ‘My Ford Touch’
system to calculate the fastest, shortest,
and most fuel-efficient way to get to a
destination. The system charts a route
that avoids congestion (based on histori-
cal and real-time traffic data). Results
are shown on a dashboard. Initial
deployment was in the 2012 model of
the Ford Focus.

Super Bowl XLVI (2012) has served its
fans via a social media command center
staffed by 50 employees who monitored
over 300 keywords during the game. For
details see Chaney (2012).

As of 2014, guests in several Starwood
Hotels & Resorts can enter their rooms
by using a smartphone as a room key.
An international research project is
developing a computerized system that
enables monitoring patients at home in
real time, conducting a diagnosis, and
providing medical advice. The objective
is to reduce traffic to medical facilities
while increasing the quality of care. The
project is managed in Israel with col-
laboration of experts from several
European countries. For details see
haifa.ac.il: Search for ‘global medical
systems.’

Union Pacific, the largest U.S. railroad
company is using a large number of sen-
sors on their trains and other equipment
to collect data that is transmitted via
wireless and wireline networks to a data
center. There an analysis is performed to
determine optimal preventive mainte-
nance by using predictive analytics. Over
10 billion data items were collected in

25


http://dx.doi.org/10.1007/978-3-319-10091-3_6
http://dx.doi.org/10.1007/978-3-319-10091-3_4
http://esuds.net/
http://zabcab.com/
http://haifa.ac.il/

26

2011 increasing annual revenue by
$35-40 million. For details see Murphy
(2012).

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.

e 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
exercise time needed to burn the con-
sumed calories.

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

e 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.
But in 2009, Joe Cada from the U.S.
won the main event at the World Series
of Poker, at the age of 21. To gain expe-
rience quickly, Cada plays extensively
online. Ryan Riess won in 2013 at the
age of 23.

The above list can be extended to hundreds or
even thousands of items. For some extreme appli-
cations see Pepitone (2012).

Disruptive Impacts

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 ‘Disruptive Technologies’
video of 2013 at mckinsey.com/insights/
high_tech_telecoms_internet/disruptive_
technologies, and Daugherty (2014). For a
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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/insights/business_technology/
why_every_leader_should_care_about_digi-
tization_and_disruptive_innovation.

The Social Customer

An important component in the digital society is
the social customer. Social customers (some-
times called digital customers) are usually mem-
bers 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 communi-
ties to their benefit. The number of social cus-
tomers is increasing exponentially due to
wireless shopping and new online shopping
models and opportunities (Chapter 7). The high-
lights of the social customers are shown in
Figure 1.5.

As the figure illustrates, social customers
expect better service, are willing to provide
feedback, product reviews, and connect with
like-minded peers. This new behavior pattern
requires a new strategy for both marketing
communication, and customer service. The
social customer is participatory, and has active
involvement in the shopping process both as a
buyer and as an influencer. Individuals are
influenced by friends, friends of friends, and
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 (e.g., see
Turban et al. 2015). For an extensive discussion
of today’s social customer, see Shih (2011).
Procedures, guidelines, and software are publi-
cally available for social CRM (e.g., see Smith
et al. 2011).

Taft (2012a) explains the reasons IBM'’s
Smarter Commerce initiative is focusing on the
digital customer (see the slide show embedded
in the article). IBM is developing new software


http://mckinsey.com/insights/high_tech_telecoms_internet/disruptive_technologies
http://mckinsey.com/insights/high_tech_telecoms_internet/disruptive_technologies
http://mckinsey.com/insights/high_tech_telecoms_internet/disruptive_technologies
http://mckinsey.com/insights/business_technology/why_every_leader_should_care_about_digitization_and_disruptive_innovation
http://mckinsey.com/insights/business_technology/why_every_leader_should_care_about_digitization_and_disruptive_innovation
http://mckinsey.com/insights/business_technology/why_every_leader_should_care_about_digitization_and_disruptive_innovation
http://dx.doi.org/10.1007/978-3-319-10091-3_7
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http://cyclingforum.com/
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Being connected, customers realized that they could ask more from
companies and share opinions about products and services

Web 2.0 stimulated
fundamental changes in
consumer behavior

Seeks support
to connect
with like-
minded peers

Uses new
online
channels and
new
communication
tools

Trusts in
advices made
by online
acquaintances
and strangers

Interactions between
customer and brands starting
earlier and never ending

Reads and
creates
product
reviews,
product

rankings and
blog posts

New behavior patterns
demand a new strategy,
better segmentation, new
channels and targeted
messages and review of
current customer facing
business processes

Figure 1.5 The social customer (Source: Courtesy of
F. Cipriani, “Social CRM: Concept, Benefits, and Approach
to Adopt,” November 2008. slideshare.net/fhcipriani/

and services that deliver intelligence-guided
customer experience (e.g., personalization and
targeted advertising based on cloud computing
analytics).

SECTION 1.5 REVIEW QUESTIONS

1. Define the digital revolution and list its
components.

2. 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 the social customer.

> »

®© N oW

The new

Social

Customer Tends to buy

more online
than offline

Wants to
provide
feedback
about the
product and
customer
service

Expects better
customer
experience

social-crm-presentation-761225 (Accessed June 2014).
Used with permission)

9. Visit packdog.com and dogtoys.com. Compare
the two sites and relate their contents to the digi-
tal society.

1.6 THE CHANGING BUSINESS
ENVIRONMENT,
ORGANIZATIONAL
RESPONSES, AND EC
AND IT SUPPORT

EC is driven by many technological, economic, and
social factors. These are frequently related to global
competition and rapid changes in the business envi-
ronment. For predictions about the technological
changes see Enterprise Innovation Editors (2013).


http://packdog.com/
http://dogtoys.com/
http://slideshare.net/fhcipriani/social-crm-presentation-761225
http://slideshare.net/fhcipriani/social-crm-presentation-761225
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The Changing Business Environment

Economic, legal, societal, and technological fac-
tors and the trend for globalization have created a
very competitive business environment. The
environmental factors can change quickly, vigor-
ously, and sometimes in an unpredictable man-
ner. For example, the financial crisis of 2008—-2012
has resulted in many companies going out of
business or being acquired by other companies.
These business environment changes impact the
manner in which companies operate, and as a
result, many firms have restructured their busi-
ness processes as well as their EC initiatives.

Let’s see how all of these impact organiza-
tional performance.

Performance, Business Pressures,
and Organizational Responses
and EC Support

Most people, sports teams, and organizations are
trying to improve their performance. For some, it
is a challenge; for others, it is a requirement for

Mission
Goals
Strategy
Plans

Y

# -
’ Business

T
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survival. Yet for others it is the key to improved
quality of life, profitability, or reputation.

Most organizations measure their performance
periodically, comparing it to some metrics and to
the organization’s mission, objectives, and plans.
Unfortunately, in business, performance often
depends not only on what you do but also on what
others are doing, as well as on what is happening
in the business and physical environments.

The Business Environment

and Performance Impact Model

The model shown in Figure 1.6 illustrates how
the business environment (left) creates pressures,
problems, and opportunities that drive what orga-
nizations are doing in their business processes
(the “Our Company” circle). Other drivers are the
organization’s mission, goals, strategy, and plans.
Business processes include competencies, activi-
ties, and responses to the environmental pres-
sures that we call critical response activities or
solutions. The business processes and activities
result in measurable performance, which pro-
vides solutions to problems/opportunities, as

Our Company

Business Processes
Core Competencies
o Critical Response

Problems
Pressures
Opportunities

v Environment ,

A

Solutions

Feedback Actual
Measurable

Performance

.

Activities (Solutions)

*
EC and IT Support
Infrastructure and
Applications

Figure 1.6 The business environment and performance model
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Table 1.5 Major business pressures

Market and economic pressures Societal pressures

Intense global competition
workforce is changing

Global economy and markets
more competition

Regional trade agreements (e.g.,
NAFTA)

Extremely low labor costs in
some countries

Regular and important changes
in markets

Increased power of consumers
issues

Political and government

Interventions in markets organizations

Rapid political changes

Terrorism is on the rise

well as feedback to the attainment of the mission,
strategy, goals, and plans.

Notice that in Figure 1.6 EC and IT provide
support to organizational activities and to the
resultant performance, countering the business
pressures. Now, let us examine the two major
components of the model: business pressures and
organizational responses.

Business Pressures

In this text, business pressures are divided into
the following categories: market (economic),
societal, and technological. The main types of
business pressures in each category are listed in
Table 1.5. (Note that some of the business envi-
ronment conditions create opportunities.)

Organizational Response Strategies

How can organizations operate in such an envi-
ronment? How can they deal with the threats and
the opportunities? To begin with, many tradi-
tional strategies are still useful in today’s envi-
ronment. However, because some traditional
response activities may not work in today’s tur-
bulent and competitive business environment,
some of the old solutions may not work and need
to be modified or supplemented. Alternatively,
new responses can be devised. Critical response

The nature (and composition) of the
Government deregulation, leading to
Compliance with regulations is needed

(e.g., Sarbanes-Oxley Act)
Shrinking government subsidies
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Technological pressures

Increasing innovations and new
technologies

Rapid technological obsolescence
Increases in information overload

Rapid decline in technology cost
versus labor cost (technology becomes
more and more attractive)

Politics drives government regulations
Increased importance of ethical and legal

Increased social responsibility of

activities can take place in some or all
organizational processes, from payroll process-
ing to a merger. A response activity can be a reac-
tion to a specific pressure already in existence, or
it can be a scheme that will protect an organiza-
tion against future pressures. It can also be an
activity that exploits an opportunity created by
changing conditions as shown in Case 1.1, Net-a-
Porter (p. 13).

Representative response activities are pro-
vided in Table 1.6.

The Support of EC

Many response activities can be greatly facili-
tated by EC, and this fuels the growth of the field.
In some cases, EC is the only solution to certain
business pressures. The reasons for this are
related to the capabilities of EC.

The Major Capabilities of E-Commerce

EC initiatives play an increasing role in support-
ing innovations and strategies that help compa-
nies compete and flourish, especially companies
that want to be proactive and introduce changes
rather than be reactive and respond to them. What
makes EC suitable for such a role is a set of
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Table 1.6 Innovative organizational responses

Response strategy

Strategic systems

Agile systems

Continuous improvements

and business process management

Customer relationship
management

Business alliances and partner
relationship management (PRM)

Electronic markets

Cycle time reduction

Empowering employees, especially
on the front line (interacting with
customers, partners)

Mass customization in a build-
to-order system

Intrabusiness use of automation
Knowledge management
Customer selection, loyalty,
and service

Human capital

Quality of products and services
Financial performance

Research and development

Social networking

capabilities and technological developments;
some of which were listed in Figure 1.4 (p. 16).
The essential capabilities that drive EC are the

Descriptions

Strategic advantage in industry improved

Ability to adapt to changes and flexibility increased

Business processes improved through Use of enterprise systems

Use of Internet and EC models to introduce programs for improvement of
customer relationships

Win-win situations — even with competitors created through joint ventures,
partnerships, e-collaboration, and virtual corporations

Increased efficiency and effectiveness through the use of both private and
public electronic markets

Speed of operation increased and time to market reduced

Employees make quick decisions on their own with computerized decision aids
provided by company

Quickly produce customized products (services) at reasonable cost to many
customers (mass) as Dell does

Improvement of many intrabusiness activities (e.g., sales force automation,
inventory management using e-commerce and m-commerce)

Increased productivity, agility, and competitiveness through appropriate
creation, storage, and dissemination of knowledge using electronic systems

Retain customer loyalty by identifying customers with the most profit potential
and increasing chances that they will want the product or service offered

Choose the top employees for particular tasks or jobs, at particular payment
levels

Minimize quality problems through early detection.

Recognize the drivers of financial performance and the effects of nonfinancial
factors involved

Quality, effectiveness, and, where applicable, safety of products and services
improved

Innovative marketing, advertising, collaboration, and innovation using the
power of the crowd

* Enable price comparisons.
e Customize products and personalize
services.

ability to: ¢ Use rich media in advertisement, enter-
tainment, and social networking.

* Provide efficient and effective business * Receive expert and other user advice
transactions. quickly.

* Provide global reach for selling, buying, e Collaborate in different ways, both
or finding business partners. internally and externally.

e Conduct business anytime, from any- * Share information and knowledge.
where, in a convenient way. For example, * Increase productivity and performance,

there were more than 300 million wireless
subscribers in the U.S. and over 600 mil-
lion in China in 2013 (see Peterson 2014).

¢ Disseminate information rapidly, fre- .

quently in real time.

reduce costs, and compress time within
the supply chain (e.g., by having smarter
applications).

Easily and quickly find information about
vendors, products, and competitors.
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Because EC technology is improving over
time and decreasing in cost, its comparative
advantage is continuously increasing, further
contributing to the growth of EC.

SECTION 1.6 REVIEW QUESTIONS

1. List the components of the business environ-
ment and the performance model and explain
the model.

2. List the major factors in today’s business
environment.

3. List some of the major response activities
taken by organizations.

4. List and briefly discuss five capabilities of EC.

1.7 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 organi-
zational objectives. A key area is attracting
enough customers to buy the organization’s prod-
ucts or services. Note: The January—February
2011 issue of Harvard Business Review is dedi-
cated to business model innovations (5 articles),
including several topics related to e-commerce.
Several different EC business models are possi-
ble, depending on the company, the industry, and
so on. Business models can be found in existing
businesses as well as in proposed ones.

The Structure and Properties
of Business Models

A comprehensive business model (for a proposal
company) may include some or all of the follow-
ing components illustrated in Figure 1.7.

e A description of the customers to be
served and their value proposition. Also,
how these customers can be reached and
supported.
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* A description of all products and services
the business plans to deliver. Also, what
the differentiating aspects of the prod-
ucts are.

e The company’s growth strategies.

e A description of the required business
process and the distribution infrastruc-
ture (including human resources).

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

* A description of the organization’s sup-
ply 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.

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

* The anticipated organizational changes
and any resistance to change.

e 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 spe-
cific 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 is presented at
en.wikipedia.org/wiki/Business_model.

This chapter presents two of the models’ ele-
ments: revenue models and value propositions.

Revenue Models
A revenue model specifies how the organization,
or the 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:

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.


http://en.wikipedia.org/wiki/Business_model
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Figure 1.7 The major
components of a business Customers € - - > Valu.e.
model Proposition
Revenue
Products, Models, Market
Services Opportunities
Offered
A
: Business Management
1 Model Team, Strategy
\2
Industry
Competition, Financial and
Competitive Organizational
Adva:tage Viability
4
V\i:;‘le(rr:getsr;:s, Business Partr)ers, Available
Analysis Supply Chain Resources
Sales. Companies generate revenue from Affiliate Fees. Companies receive com-
selling products or services on their missions for referring customers to cer-
websites. An example is when Net-a- tain websites. A good program is
Porter, Starbucks, Amazon.com, or available at Amazon.com.
Godiva sells a product online. Licensing Fees. Another revenue source is
Transaction Fees. Commissions are based licensing fees (e.g., see progress.com/
on the volume of transactions made. For products/datadirect). Licensing fees
example, when a home owner sells a can be assessed as an annual fee or a per
house, he or she typically pays a transac- usage fee. Microsoft receives fees from
tion fee to the broker. The higher the each workstation that uses Windows
value of the sale, the higher the total NT, for example.
transaction fee. Alternatively, transaction Other Revenue Sources. Some companies
fees can be levied per transaction. With allow people to play games for a fee or
online stock trades, for example, there is to watch a sports competition in real
usually a fixed fee per trade, regardless of time for a fee (e.g., see espn.go.com).
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). Innovative Revenue Models for Individuals
Adbvertising Fees. Companies charge oth- The Internet allows for innovative revenue
ers for allowing them to place a banner models, some of which can be utilized even by
on their sites (see Chapter 4). individuals, as demonstrated by the following

example.


http://dx.doi.org/10.1007/978-3-319-10091-3_4
http://progress.com/products/datadirect
http://progress.com/products/datadirect
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* 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 resell it for a 50-200% profit in
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 ben-
efits, including the intangible ones that a com-
pany hopes to derive from using its business
model. In B2C EC, for example, the customer
value proposition defines how a company’s prod-
uct 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 CPC Andrew (2012).

Functions of a Business Model
Business models have the following major func-
tions or objectives:

e Describe the supply and value chains.

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

e 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.
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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 in Rappa

(2010). The following are five common models.

Additional models are listed in Online File W1.4.

1. Online direct marketing. The most obvious
EC model is that of selling products or ser-
vices online. Sales may be from a manufac-
turer to a customer, eliminating intermediaries
or physical stores (e.g., Dell), or from retail-
ers to consumers, making distribution more
efficient (e.g., Net-a-Porter, Walmart online).
This model is especially efficient for digitiz-
able products and services (those that can be
delivered electronically). This model has sev-
eral variations (see Chapters 3 and 4) and uses
different mechanisms (e.g., auctions). It is
practiced in B2C (where it is called e-tailing)
and in some B2B types of EC.

2. Electronic tendering systems. Large organi-
zational 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 gain-
ing popularity. Indeed, many government
agencies mandate that most of their procure-
ment must be done through e-tendering.
(Details are provided in Chapter 4.)

3. Electronic marketplaces and exchanges.
Electronic marketplaces existed in isolated
applications for decades (e.g., stock and com-
modities exchanges). But as of 1996, hun-
dreds 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 sig-
nificant benefits to both buyers and sellers. Of
special interest are vertical marketplaces that
concentrate on one industry. For details see
Chapter 4.


http://dx.doi.org/10.1007/978-3-319-10091-3_3
http://dx.doi.org/10.1007/978-3-319-10091-3_4
http://dx.doi.org/10.1007/978-3-319-10091-3_4
http://dx.doi.org/10.1007/978-3-319-10091-3_4
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4. Viral marketing. According to the viral mar-
keting model (see Chapter 7, 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.

5. 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 modi-
fied model in which people are grouped around
special deals, as illustrated in Chapter 7.

Note that a company may use several EC
models as demonstrated in Starbucks opening
case, the NFL closing case, and the Dell case
(Online File W1.1).

Classification of Business
Models in E-Commerce

Rappa (2010) classified the EC business models

into eight categories:

1. Brokerage: Market makers that charges fee
for their services.

2. Advertising: Websites that provide content
and charge advertisers for related ads.

3. Infomediary: Provide information and/or
infrastructure that help buyers and/or sellers
and charge for their services.

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

5. Direct model: Sell without intermediaries.

6. Affiliate: Paying website owners to place ban-
ners. Share fees received from advertisers.

7. Community: A social media-based model that
utilizes Web 2.0 tools, social networks, and
the characteristics presented in Chapter 7.
Rappa (2010) provides examples of each plus

their revenue models. Also he presents the major

varieties in each category.
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SECTION 1.7 REVIEW QUESTIONS

1. What is a business model? Describe its func-
tions and properties.

2. Describe a revenue model and a value propo-
sition. How are they related?

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

4. Identify some business models related to buy-
ing and those related to selling.

5. Describe how viral marketing works.

1.8  THE LIMITATIONS, IMPACTS,
AND THE FUTURE

OF E-COMMERCE

As indicated in Section 1.2 there are some limita-
tions 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 1.7.

Van Toorn et al. (2006) classified the barriers
into sectorial barriers (e.g., government, private
sector, international organizations), internal barri-
ers (e.g., security, lack of technical knowledge,
and lack of time and resources), external barriers
(e.g., lack of government support), cultural differ-
ences, organizational differences, incompatible
B2B interfaces, international trade barriers, and
lack of standards. These limitations are diminish-
ing with time but still need to be addressed when
implementing EC. 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


http://dx.doi.org/10.1007/978-3-319-10091-3_7
http://dx.doi.org/10.1007/978-3-319-10091-3_7
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1.8 The Limitations, Impacts, and the Future of E-Commerce 35

Table 1.7 Limitations of electronic commerce

Technological limitations

Need for universal standards

for quality, security, and
reliability

The telecommunications
bandwidth is insufficient,
especially for m-commerce,

Non-technological
limitations

Security and privacy
concerns deter customers
from buying

Lack of trust in sellers,
in computers, and
paperless faceless

transactions hinders
buying

videos, and graphics

Software development tools
are still evolving

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

Resistance to change

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

National and
international government
regulations sometimes
get in the way

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

Not enough customers.
Lack of collaboration
along the supply chain

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

Internet accessibility is still
expensive and/or inconvenient

Large-scale B2C requires
special automated warehouses
for order fulfillment

person may seem unethical to another. Likewise,
what is considered ethical in one country may be
unethical in another. For further discussions of EC
ethical issues see Gaskin and Evans (2010).

Implementing EC use may raise ethical issues
ranging from monitoring employee e-mail to
invasion of privacy of millions of customers
whose data are stored in private and public data-
bases. 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. For suggestions on how to lesson
some of the barriers via appropriate strategy see
Chapters 13 and 14 and powerhomebiz.com/
vol103/implement.htm.

Why Study E-Commerce?

The major reason to study e-commerce is that it
is a rapidly growing field. The percentage of EC
of total commerce is increasing rapidly and some
predict that most future commerce will be online.
Thus, any business person 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 pro-
grams in e-commerce or e-business (e.g., majors
in e-commerce, minors in e-commerce and cer-
tificate programs; see University of Virginia,
University of Maine, University of Arkansas).
Recently, e-commerce topics have been inte-
grated into all functional fields (e.g., Internet
marketing, electronic financial markets). The rea-
son for this proliferation is that e-commerce is
penetrating more and more into business areas,
services, and governments. Finally, it is fascinat-
ing 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 mana-
gerial EC skills is growing rapidly, and so are the
salaries (e.g., see salary comparison sites such as
salary.com and cbsalary.com. Hundreds of well
paying open positions are available in areas
related to social media, social networking, and
social commerce. Second, your chances for pro-
motion 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 Yahoo!, or to make a great deal
of money on eBay (see Joyner 2007). Even if you
are not so lucky you can still make good money in
Second Life (see Rymaszewski, et al. 2008) or


http://dx.doi.org/10.1007/978-3-319-10091-3_13
http://dx.doi.org/10.1007/978-3-319-10091-3_14
http://powerhomebiz.com/vol103/implement.htm
http://powerhomebiz.com/vol103/implement.htm
http://cbsalary.com/
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simply by selling on eBay, Yahoo!, Facebook,
Craigslist, or your own website. And you can do it
while you are a student. (See the case of Jetpens
as described by Blakely 2007). Even some teen-
agers practice successful EC. An example is
Diane Keng, an entrepreneur from Cupertino
Monte Vista High School in California, who initi-
ated three Web 2.0 successful start-up companies,
making substantial money (see Fowler 2010).

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. Hunt
(2010) suggests 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 web-
sites; (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. Hunt also pro-
vides examples, URLs, and advice regarding
scams. For 55 ways to make money online see
Pantic (2013). Also see shop.com. Finally, for
how to make money on the Internet using EC see
Bates and Money Online (2014).

Web 2.0 also creates many opportunities for
full-time jobs. For a list and discussion, see Tice
(2010).

The Future of EC

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. Also, many
believe in the future of social commerce, as a
major component of e-commerce (e.g., see Turban
et al. 2015). 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 (see the
Amazon vs. Best Buy discussion in Chapter 3).
Finally, e-commerce will increase its global reach.

EC will impact some industries more than oth-
ers. This impact is changing with time. For example,
major impacts in the past 5 years were felt in
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travel, retail, stock brokering, and banking. Next,
according to Hiner (2011) are: movies: health-
care, book publishing, and electronic payments.
For an interesting review see Solis (2012).

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 statistics on EC, see Table 3.1 (p. 108).

The number of Internet users worldwide was
estimated to be around 2.6 billion in winter 2014,
up from 2.4 billion in 2012 (see internetworld-
stats.com). With more people on the Internet EC
will increase.

EMarketer forecasted that almost 73% of all
Internet users in the US would shop online in 2011
(eMarketer 2011). The estimate for February 2014
is over 85. 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 10-16% in
spite of the failures of individual companies and
initiatives and the economic slowdown.

The rising price of petroleum, along with
repercussions of the 2008-2012 financial melt-
down, has motivated people to shop online and
look for bargains where price comparison is easy
and fast (e.g., try to find the price of an item on
Amazon.com). Another important factor is the
increase in mobile devices and especially smart-
phones. According to Mashable (2012), soon
there will be more than smartphones than humans
on the planet.

According to Gartner Inc. (2012), smartphone
sales rose more than 42% in the 2nd quarter of
2012; this trend is forecasted to continue through
the next few years.

Gartner Inc. (2011) also predicts that by 2015,
companies will generate 50% of Web sales
through their social presence and mobile
applications.

The future of EC depends on technological,
organizational, and societal trends. Piastro (2010)
lists the top 10 trends that are shaping the future
of e-commerce and Gartner Inc., publishes a
list of the “Top 10 Strategic Technology Trends’
every year. See gartner.com/newsroom/id/
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2603623 for the 2014 list that includes several
EC topics (e.g., mobile apps, Internet of Things).

SECTION 1.8 REVIEW QUESTIONS

1. List the major technological and non techno-
logical barriers and limitations to EC.
Describe some of the benefits of studying EC.
How can EC help entrepreneurship?
Summarize the major points involved with the
future of e-commerce.

Rl el

1.9 OVERVIEW OF THIS BOOK

This book is composed of 16 chapters grouped
into five parts, as shown in Figure 1.8. Additional
content, including online supplemental material

for each chapter, is available online on the book’s
website.

The specific parts and chapters of this text-
book are as follows:

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

This section of the book includes an overview of
EC and its content, benefits, limitations, and
drivers, which are presented in Chapter 1.
Chapter 2 presents electronic markets and their
mechanisms, such as electronic catalogs and
auctions. This chapter also includes a presenta-
tion of Web 2.0 tools of social networks and vir-
tual worlds.

Figure 1.8 The plan of the book
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Part II: 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 Chapter 4, we introduce B2B EC and describe
company-centric models (one buyer-many
sellers, one seller—-many buyers) as well as elec-
tronic exchanges (many buyers and many sellers).
E-government, e-learning, knowledge manage-
ment, and C2C are the major subjects of Chapter 5.

Part lll: Emerging EC Delivery
Platforms

In addition to traditional EC delivery platforms,
described in Part II we present in the three
chapters of Part III the following topics: Chapter 6
covers the area of mobile commerce and ubiqui-
tous computing. In Chapter 7 we cover the area
of social commerce and social media marketing.
The part concludes with enterprise social com-
merce (Chapter 8).

Part IV: EC Support Services

Part IV examines issues involving the support
services needed for EC applications in four chap-
ters. Chapter 9 explains consumer behavior in
cyberspace, online market research, and Internet
advertising. Chapter 10 delves into EC security
and fraud protection. Chapter 11 discusses elec-
tronic payments, and Chapter 12 deals with order
fulfillment.

Part V:EC Strategy
and Implementation

Part V includes four chapters. Chapter 13 exam-
ines e-strategy and planning, including going
global and the impact of EC on small businesses.
Chapter 14 deals mostly with justification and
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economics of EC. In Chapter 15 we cover ethical,
legal, and societal issues. Chapter 16 deals with
creating, operating, and maintaining an Internet
company. It also discusses initiating EC initia-
tives and creating EC content. Chapter 16 also
addresses EC application development processes
and methods.

Online Mini Tutorials

Five tutorials are available at the book’s website

(affordable-ecommerce-textbook.com/turban).

T1 e-CRM

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

T3 Business Intelligence, Data, Text, and Web
Mining

T4 Competition in Cyberspace

T5 E-Collaboration

Online Supplements

A large number of online files organized by chap-
ter number support the content of each chapter.

They are available at affordable-ecommerce-
textbook.com/turban.

MANAGERIAL ISSUES

Some managerial issues related to this introduc-

tory 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 is larger in B2B than in
B2C, and the potential savings are larger and
easier to justify in contrast to B2C, which has
several major problems, ranging from channel
conflict with existing distributors to fraud to a
lack of a critical mass of buyers. Many com-
panies can start B2B by simply buying from
existing online stores and B2B exchanges or
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selling electronically by joining existing mar-
ketplaces or an auction house. The problem is
determining what and where to buy or sell.

2. Which EC business model should I choose?
Beginning in early 2000, 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; 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. For lessons
that can be learned from EC successes and
failures, see Chapters 3 and 14.

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 con-
sider. Recruiting can be a promising avenue as
well. Offering discounted products and services
should also be considered. Providing customer
services and conducting market research can be
a useful activity as well. Finally, the ultimate
goal is associating the social network with com-
merce so that revenue is created.

4. What are the top challenges of EC today?
The top 10 technical issues for EC (in order of
their importance) are security, adequate infra-
structure, virtualization, back-end systems inte-
gration, more intelligent software, cloud
computing, data warehousing and mining,
scalability, and content distribution. The top 10
managerial issues for EC are justification, bud-
gets, project deadlines, keeping up with tech-
nology, privacy issues, unrealistic management
expectations, training, reaching new custom-
ers, improving customer ordering 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.
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1. Definition of EC and description of its
various categories. EC involves conducting
transactions electronically. Its major catego-
ries are pure versus partial EC, Internet ver-
sus 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 stan-
dards; marketing and advertising; support
services, such as logistics, 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, intrabusiness com-
merce, 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 revo-
lutions enables digitization of products, ser-
vices, and information. 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 busi-
ness 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
S0 organizations can compete better.

5. Benefits of EC to organizations, consum-

ers, 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.
Also, organizations can go into remote and
global markets for both selling and buying
at better prices. Organizations can speed
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time-to-market to gain competitive advan-
tage. They can improve the internal and
external supply chain as well as increase col-
laboration. Finally, they can better comply
with government regulations.

E-commerce 2.0 and social media. This
refers to the use of social computing in busi-
ness, often through the use of Web 2.0 tools
(such as blogs, wikis) with its social media
framework, as well as the emergence of enter-
prise social networking and commercial activ-
ities in virtual worlds. Social and business
networks attract huge numbers of visitors.
Describe social commerce and social soft-
ware. Companies are beginning to exploit
the opportunity of conducting business trans-
actions in social networks and by using
social software such as blogs. Major areas
are advertising, shopping, 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 dig-
ital society. They are diversified and expand-
ing rapidly.

The digital world is accompanied by
social businesses and social customers.
Business pressures. The major pressures
include: market and economic factors (e.g.,
competition, globalization, product innova-
tion), societal pressures (e.g., regulations,
social customers, social responsibility),
and technological pressures (e.g., new
products, obsolescence, cheaper technolo-
gies). Organizational responses can be tra-
ditional (e.g., niche market, cost reduction,
CRM) and technology based (innovations,
automation, e-commerce).

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 auc-
tions, mass customization (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.
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11. Limitations of e-commerce. The major

limitations of EC are the resistance to new
technology, fear from fraud, integration with
other IT systems may be difficult, costly
order fulfillment, privacy issue, unclear regu-
latory issues, lack of trust in computers, and
unknown business partners, difficulties to
justify EC initiatives, and lack of EC skilled

employees.

KEY TERMS

Brick-and-mortar (old economy)
organizations

Business model
Business-to-business (B2B)
Business-to-business-to-consumer
(B2B2C)

Business-to-consumer (B2C)
Business-to-employees (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

Electronic commerce (EC)
Electronic market (e-marketplace)
E-tailing

Ethics

Extranet

F-commerce

Intrabusiness EC

Intranet

Sharing economy

Social business

Social commerce

Social computing

Social (digital) customer

Social enterprise

Social media

Social network

Social networking



Internet Exercises

Social networking services (SNSs)
Tendering (bidding) system

Value proposition

Virtual (pure-play) organizations
Virtual world

Web 2.0

DISCUSSION QUESTIONS

10.

. 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?

Why are virtual worlds such as Second Life
related to EC?

Relate the social customer to social business.

TOPICS FOR CLASS DISCUSSION
AND DEBATES

. 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? And if “yes,” is it
really bad?

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

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

. Enter

a

. 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 enterprise of the
future differs from today’s enterprise.

. Read McDonald’s activities at P&G (McDonald

2011). Discuss the various e-commerce and
other digital activities. Discuss the need for
such a revolution.

. Investigate why the one day sales during

Singles’ Day in China generated more than
twice the money generated on Cyber Monday
in the U.S. (see Wang and Pfanner 2013).

INTERNET EXERCISES

excitingcommerce.com and find
recent information about emerging EC mod-
els and the future of the field.

. Visit amazon.com and locate recent infor-

mation 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 shopping
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 office.microsoft.com and create
your own business card. Finally, enter jag-
uar.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, kaboodle.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.


http://excitingcommerce.com/
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http://facebook.com/
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10.

11.

12.

13.

14.

. Enter philatino.com, stampauctioncentral.
com, and statusint.com. Identify the busi-
ness model(s) and revenue models 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 sala-
ries to salaries offered to accountants. For
other information on EC salaries, check

Computerworld’s annual salary survey and

salary.com.

Visit bluenile.com, diamond.com, and jewel-

ryexchange.com. Compare the sites. Comment

on the similarities and the differences.

Visit ticketsonline.com, ticketmaster.com,

ticketonline.com, and other sites that sell

event tickets online. Assess the competition
in online ticket sales. What services do the
different sites provide?

Enter the Timberland Company (timber-

land.com) and design a pair of boots.

Compare it to building your own sneakers

at nike.com. Compare these sites to zap-

pos.com/shoes.

Examine two or three of the following

sites: prosper.com, paperbackswap.com,

bigvine.net, etc. Compare their business and
revenue models.

TEAM ASSIGNMENTS
AND PROJECTS

1.

Read the opening case and answer the follow-

ing questions:

(@) In what ways 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 program. 4.

(See Starbucks Ideas in Action Blog).
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(c) Starbucks initiates discussions on Facebook
about non-business topics such as the mar-
riage 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 consumer
behavior.” Discuss.

(f) View the video available at Stelzner
(2010), (8 minutes) and answer the
following:

1. How does Starbucks uses video mar-
keting in social media?

2. How does the company listen to their
customers?

3. What are some tips for success and for
things to avoid?

4. Enter facebook.com/Starbucks. Sum-
marize your impressions of the site.

2. 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 Part 1-E-Commerce (8 minutes)

at youtube.com/watch?v=0Y2tcQ574Ew.

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

(b) What fundamental change is introduced
by EC?

(c) What is the first mover advantage dis-
cussed 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 dis-
cussed 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
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teams, each team covers one topic and each
team writes a report.

5. Research the status of self-driven cars. Start
by reading Neil (2012). Outline the pro and
con points. Why this is considered an
EC. Make a presentation.

6. Find the recent report on ‘HBR/McKinsey
M-Prize for Management Innovation at
mixprize.org/m-prize/innovating-innovation.
Identify the e-commerce cases among the 20
finalists. What is unique in each case?

7. Compare Net-a-Porter with Myhabit from
Amazon and other sites that discount designer
items. Also, see what Groupon offers in this
area. Analyze the competitive advantage of
each. Write a report.

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

Professional sports are multibillion-dollar busi-
nesses in the United States and they are growing
rapidly in many other countries. 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 technol-
ogies extensively to run its business efficiently.
The following are some examples of e-commerce
activities the NFL conducts both at the corporate
level and the individual team level.

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 Chapter 2), including price
comparisons (e.g., compare prices at bizrate.com/
electronics-cases-bags).

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.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
Networks

The NFL is on Facebook where there is a com-
pany 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
4,000,000+ 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.

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. 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 fan-
tasy.nfl.com.
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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
TV, and much more (e.g., for many applications
see McCafferty 2008).

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.
Also, fans can watch the game while buying food
in the stadium. The Cardinal’s marketing depart-
ment can advertise the forthcoming games and
other events on the system. It also delivers data to
coaches as needed during games. A similar sys-
tem (used in the Sun Life Stadium, home of the
Miami Dolphins) enables personalized replay dur-
ing 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.

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.

Sources: Based on McCafferty (2008),
Hickins (2009), and material collected on
Facebook, and Twitter (accessed February 2014).
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Questions

1. Identify all applications related to B2C in
online stores.

2. Identify all B2C applications inside the
stadium.

3. Identify all B2E applications inside the
stadium.

4. Relate online game playing to EC at NFL.

5. Compare the NFL information available on
Facebook and on Twitter.

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

7. 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.

8. Find information on ball tracking technology
that can be used by the NFL.

9. Compare Madden NFL 11 with NFL fantasy
games.

ONLINE RESOURCES
available at affordable-ecommerce-
textbook.com/turban

ONLINE FILES

W1.1 Application Case: Dell — Using E-Commerce
for Success

W1.2 Application Case: Campusfood.com — Student
Entrepreneurs

W1.3 Major Characteristics of Web 2.0

W1.4 Representative EC Business Models

COMPREHENSIVE EDUCATIONAL
WEBSITES

ecommercebusinessjournal.com: Source for
news, events, etc., about e-commerce.

dictionary.reference.com: Just enter the topic of
your interest.


http://youtube.com/watch?v=t2qErS7f17Y
http://www.ignify.com/Atlanta_Falcons_eCommerce_Case_Study.html
http://www.ignify.com/Atlanta_Falcons_eCommerce_Case_Study.html
http://sites.google.com/site/efraimturban
http://sites.google.com/site/efraimturban
http://dx.doi.org/10.1007/978-3-319-10091-3_16
http://ecommercebusinessjournal.com/
http://dictionary.reference.com/
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libguides.rutgers.edu/ecommerce: The
Electronic Resource Guide offers resources
and links to Internet statistics — see ClickZ
Stats, Nielsen/NetRatings, U.S. Census
Bureau, and comScore.

ecommerce-europe.eu: A source of e-commerce
news in Europe.

webopedia.com: Online encyclopedia dedicated
to computer technology.

whatis.techtarget.com: Detailed definitions of
most e-commerce and other technological
topics.

digitalintelligencetoday.com: A comprehensive
resources for social commerce activities.

GLOSSARY

Brick-and-mortar (old economy) organiza-
tions Purely physical organizations (corpo-
rations) doing business offline.

Business model The manner in which business
is done to generate revenue and create value.

Business-to-business (B2B) All transactions
take place between and among organizations.

Business-to-consumer (B2C) Retail transac-
tions of products or services from businesses
to individual shoppers.

E-tailing Online retailing, usually B2C.

Business-to-business-to-consumer  (B2B2C)
A business (B1) sells a product to another
business (B2). B2 then sells or gives away the
product to individuals who may be B2’s own
customers or employees.

Business-to-employees (B2E) The delivery of
services, information, or products from orga-
nizations to their employees.

Click-and-mortar (click-and-brick) organi-
zations Organizations that conduct some
e-commerce activities, usually as an addi-
tional marketing channel.

Collaborative commerce (c-commerce) Refers
to online activities and communications done
by parties working to attain the same goal.

Consumer-to-business (C2B) People use the
Internet to sell products or services to individ-
uals and organizations. Alternatively, individ-
uals use C2B to bid on products or services.
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Consumer-to-consumer (C2C) E-commerce
category in which individual consumers sell
to or buy from other consumers.

Corporate portal A gateway for customers,
employees, and partners to reach corporate infor-
mation and to communicate with the company.

Digital economy An economy that is based on
online transactions, mostly e-commerce. Also
called the Internet economy.

Digital enterprise A new business model that
uses IT to gain competitive advantage by
increasing employee productivity, by improv-
ing efficiency and effectiveness of business
processes and by better interactivity between
vendors and customers.

E-business 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
an organization.

E-government A government agency buys or
provides goods, services, or information from
or to businesses (G2B) or from or to individ-
ual citizens (G2C). Governments can deal also
with other governments (G2G).

Electronic commerce (EC) Using the Internet
and intranets to purchase, sell, transport, or
trade data, goods, or services.

Electronic market (e-marketplace) An online
location where buyers and sellers conduct
commercial transactions such as selling goods,
services, or information.

Ethics Standards of right and wrong.

Extranet A network that uses Internet technol-
ogy to link intranets of several organizations
in a secure manner.

F-commerce Rapidly increasing commer-
cial activities conducted on or facilitated by
Facebook.

Intrabusiness EC E-commerce category that
refers to EC transactions among various orga-
nizational departments and individuals.

Intranet An internal corporate or government
network that uses Internet tools, such as Web
browsers, and Internet protocols.

Sharing economy An economic system con-
structed around the concept of sharing goods
and services among the participating people.


http://libguides.rutgers.edu/ecommerce
http://ecommerce-europe.eu/
http://webopedia.com/
http://whatis.techtarget.com/
http://digitalintelligencetoday.com/
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Social business “An organization that has put
in place the strategies, technologies and pro-
cesses to systematically engage all the individ-
uals of its ecosystem (employees, customers,
partners, suppliers) to maximize the co-created
value.” (Social Business Forum 2012)

Social commerce The e-commerce activities
conducted in social networks by using social
software.

Social computing Computing systems that
involve social interactions and behavior.

Social (digital) customers Members of social
networks who share opinions about products,
services, and vendors, do online social shop-
ping, and understand their rights and how to
use the wisdom and power of social communi-
ties to their benefit.

Social enterprise These organizations embrace
the main goal of focusing on social issues.
The enterprises generate revenue. The profits
do not go to owners and shareholders, but are
put back into the company and used toward
building positive social change.

Social media Involves user generated online
text, image, audio, and video content that are
delivered via Web 2.0 platforms and tools. The
media is used primarily for social interactions
and conversations such as to share opinions,
experiences, insights, and perceptions and to
collaborate, all online.

Social networking The execution of any Web
2.0 activity, such as blogging or having a pres-
ence in a social network. It also includes all
activities conducted in social networks.

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

Social networking service (SNS) A service
that builds online communities by provid-
ing an online space for people to build free
homepages and that provides basic communi-
cation and support tools for conducting differ-
ent activities in the social network.

Tendering (bidding) system System through
which large organizational buyers make large-
volume or large-value purchases (also known
as a reverse auction).
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Value proposition Refers to the benefits,
including the intangible ones that a com-
pany hopes to derive from using its business
model.

Virtual (pure-play) organizations Organizations
that conduct their business activities solely
online.

Virtual world A 3-D computer-based simu-
lated environment built and owned by its resi-
dents. In addition to creating buildings, people
can create and share cars, clothes, and many
other items. Community members inhabit
virtual spaces and interact and socialize via
avatars.

Web 2.0 The second generation of Internet-
based tools and services that enables users
to easily generate content, share media, and
communicate and collaborate, in innovative
ways.
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Learning Objectives

Upon completion of this chapter, you will be able to:
1. Describe the major electronic commerce
(EC) activities and processes and the mecha-
nisms that support them.
2. Define e-marketplaces
components.
3. List the major types of e-marketplaces and
describe their features.
4. Describe electronic catalogs, search engines,
and shopping carts.
5. Describe the major types of auctions and list
their characteristics.
6. Discuss the benefits and limitations of
e-auctions.
Describe bartering and negotiating online.
Describe virtual communities.
Describe social networks as EC mechanisms.
10. Understand virtual worlds and their use in EC.
11. Describe the emerging technologies of
augmented reality and crowdsourcing.
12. Describe Web 3.0 and define Web 4.0.

and list their
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OPENING CASE: PINTEREST:
A NEW KID ON THE E-COMMERCE
BLOCK

An e-commerce site talked about a great deal
since 2011 is Pinterest.
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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 (see Chapter 16)
to expand the business. For a guide, see Leland
(2013), and for statistics, see Smith (2014).

The Solution

Pinterest is a company that provides virtual pin-
boards 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 sheknows.com/living/articles/852875/
pinterest-what-it-is-how-to-use-it-and-why-
youll-be-addicted.

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 does not have a formal revenue model.
(The company is privately held and it does not
have to report about such a model to the public.)
It looks as though the company’s current priority
is growth, as expressed in its mission statement.
Nevertheless, many people speculate about (or
suggest) revenue opportunities for the company,
some of which are provided next.

2 E-Commerce: Mechanisms, Platforms, and Tools

Yang’s Suggestions

Quora Corporation posted a question on its
website: “How does Pinterest generate revenue?”
One of the most comprehensive answers received
was provided by “Avid Pinterest User” Yang
(2012) who presented 13 potential monetization
opportunities in four categories: charging adv-
ertisers (e.g., see Dembosky 2013), charging
e-commerce partners, charging users, and charg-
ing other B2B partners. Most of these opportuni-
ties have existed in EC for years (e.g., charging
for premium services, creating an online retail
shop, using an affiliate program, and building a
comprehensive advertisement scheme).

Selling Data for Market Research

and Analysis

Brave (2012) suggested selling customer data
available on Pinterest to retailers who can use ana-
lytics, 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 ser-
vices and products provided. These associations
can be used for one-to-one relationships and seg-
mentation, as well as for marketing promotions and
advertisements. Retailers can use affinity modeling
and analysis to ascertain relationships so retailers
can better understand consumer purchasing behav-
ior. This enables optimal marketing communica-
tion strategies. Brave also noted that by pinning
and re-pinning at Pinterest, consumers show their
affinity to certain themes or specific products.
Brave provided the following types of affinity data:
connection between products and themes, seg-
menting people based on their affinity to products,
or to a collection of products in specific themes.

Other Suggestions for Doing Business

on Pinterest

* Hemley (2012) provides 26 different sugges-
tions in an A-Z guide (e.g., A=Add a Pinterest
“Follow” and/or “Pin it” Button; B=Brands
and Pinterest; C=Crowdsourcing and so forth)

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
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how to create a Pinterest business account and
how Pinterest works.

* Mitroff (2012) suggested using the approach
of Zappos Corporation. This approach, which
is called PinPointing, involves product recom-
mendations based on what customers pin.
Pinterest may collaborate with retailers such as
Zappos to jointly create product recommenda-
tions. (See pinpointing.apps.zappos.com/.)

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

» For more suggestions see business.pinterest.
com/en/pinterest-guides.

Using Pinterest for Advertising

and Marketing

Most of the suggestions cited above, as well as
suggestions by others, concentrate on advertising
and marketing opportunities. For comprehensive
coverage, see Cario (2013), Hayden (2012), and
Miles and Lacey (2012). For how retailers can
use Pinterest, see Jopson and Kuchler (2013).

Results and Managerial Issues

Pinterest is the fastest growing social network
ever, and according to a marketing service
(Experian 2012), Pinterest is the third most popu-
lar social network on the Web, behind Facebook
and Twitter (up from 7th place in November 2011).
As of July 2013, the total number of Pinterest
users worldwide was 70 million (smallbusiness.
yahoo.com/advisor/30-reasons-market-business-
pinterest-2014-infographic-184545665.html).

Similar reports on this amazing growth rate
and popularity are provided by comScore and
other reporting companies. This growth has
attracted over $200 million in venture capital in
2012/2013 and generated many suggestions on
money-making possibilities with Pinterest (e.g.,
see Carr 2012; Loren and Swiderski 2012).

In January 2014, the valuation of Pinterest
was about $3.8 billion. Should the company be
able to generate significant revenue, it probably
will go to the IPO route, in which case the valua-
tion may be much higher. 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) with-
out asking permission from the content creators,
giving them an attribute, or compensating them.
Some of the collected material is formally copy-
righted; other material may be considered copy-
righted. 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.
According to Shontell (2012), one lawyer deleted
all her Pinterest boards out of fear of copyright
violation. 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 (e.g., see Hempel 2012).
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 cre-
ators. For a discussion, see Hornor (2012).
Finally, legal concerns may include dealing with
the spammers who are busy on the site.

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, TripAdvisor
(tripadvisor.com) concentrates on travel. We
Heart It (weheartit.com) is a Brazilian company
(operating in the U.S.) that is very similar to
Pinterest. An emerging competitor is Fancy
(fancy.com), which partnered with Google+ in
2013. Several companies concentrate on adult
entertainment and pornography. Indirect com-
petitors are several Chinese companies that oper-
ate in a culturally different environment (see
McKenzie 2012). Companies such as Facebook
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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

According to Hempel (2012), 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 com-
panies already use Pinterest to derive benefits
(e.g., see the Etsy case in Chapter 3 and Volpe
2012). However, these applications do not cur-
rently provide any revenue to Pinterest. The suc-
cess of Pinterest will be determined by its revenue
model and the company’s profitability.

Sources: Based on Brave (2012), Carr (2012),
Hempel (2012), Jopson and Kuchler (2013),
Loren and Swiderski (2012), Yang (2012), and
Volpe (2012).

LESSONS LEARNED FROM THE CASE

Pinterest is a social network that connects
people who find interesting images on the
Web. At the same time, Pinterest is a plat-
form 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 innovations via idea-generation
and sharing. Pinterest is a derivative of
Web 2.0 and social media and as such, it is
anew mechanism for supporting EC. Other
social media mechanisms that are covered
in this chapter are social networks and vir-
tual worlds; different types of social media
tools such as blogs, microblogs, and wikis,
are discussed in Online File W2.1. This
chapter also covers the traditional mecha-
nisms of EC such as marketplaces, mer-
chant software, and auctions.

2 E-Commerce: Mechanisms, Platforms, and Tools

2.1 ELECTRONIC COMMERCE

MECHANISMS: AN OVERVIEW

The many EC models and types of transactions
presented in Chapter 1 are enabled by different
mechanisms. To begin with, most B2C applica-
tions are conducted on the Internet. In addition,
the generic enablers of any information system
including databases, networks, security, soft-
ware 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, shopping
carts, e-catalogs, and support services such as
payment and order fulfillment. In addition to of
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 mechanisms so that
you will be able to understand their uses in the
forthcoming chapters.

EC Activities and Support
Mechanisms

EC activities are divided into six categories,
which are listed on the left side of Figure 2.1.
Each activity is supported by one or more EC
mechanisms, which are shown on the right
side of Figure 2.1, along with the section number
in this chapter where they are presented.
Additional mechanisms exist for special activi-
ties, such as payment (Chapter 11), security
(Chapter 10), and order fulfillment (Chapter
12). Also, standard IT technologies such as
RFID, EDI, and extranets are described in
Online Tutorial T2.

In the next section, we describe online
markets. Before we do this, however, we will
describe what happens during a typical purchas-
ing process.
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EC Activities

EC Mechanism

Figure 2.1 The EC activities—mechanism connection

The Online Purchasing Process

Customers buy goods online in different ways. The
most common is purchasing from catalogs at fixed
prices. Sometimes prices may be negotiated or dis-
counted. 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 enter-
ing 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 com-
pare prices; therefore, an online price comparison
service can be useful (now available on smart-
phones). Some sellers (e.g., American Airlines,
Amazon.com) provide price comparisons showing
competitors. If not satisfied, the buyer may aban-
don 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 com-
pleted, the buyer goes to a checkout page, where a
shipment option is selected from a menu (e.g., stan-
dard, 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.
This process is illustrated in Figure 2.2.

The major mechanisms that support this pro-
cess are described in Sections 2.3 and 2.4 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
Electronic markets play a central role in the
digital economy, facilitating the exchange of
information, goods, services, and payments. In
executing the trading process, e-marketplaces
create economic value for buyers, sellers, market
intermediaries, as well as for society at large.
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 transactions, such as payments and
escrow; and (4) providing auxiliary services such
as legal, auditing, and security (see Table 2.1).


http://newegg.com/
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Figure 2.2 The buying process in e-markets



2.2 E-Marketplaces

Electronic Markets

The electronic market is the major venue for
conducting EC transactions. An e-marketplace
(also called e-market, virtual market, or mar-
ketspace), is an electronic space where sellers and
buyers meet and conduct different types of transac-
tions. 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, com-
puterized systems tend to make electronic markets
much more efficient by providing more updated
information and various support services, such as
rapid and smooth executions of transactions.

EC has increased market efficiency by expe-
diting and or improving the functions listed in
Table 2.1. Furthermore, EC has been able to sig-
nificantly decrease the cost of executing these
functions.

The emergence of electronic marketplaces,
especially Internet-enabled ones, has changed
several of the processes used in trading and sup-
ply chains. In many cases, these changes, driven
by technology, have frequently resulted in:

e Lower the 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 prod-
ucts purchased online (especially if the
product can be digitized)

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

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

Components of and the Participants
in E-Marketplaces

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

e Customers. More than 2 billion Internet
users worldwide are potential buyers of
goods and services offered on the
Internet. These consumers are looking
for bargains, customized items, collec-
tors’ items, entertainment, socialization,
and more. The social customers have
more power than regular customers.
They can search for detailed informa-
tion, compare prices, bid, and sometimes
negotiate. Buying organizations are also
customers, accounting for more than
85% of EC volume and value activities.

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

e Products and services. One of the
major differences between the market-
place and the marketspace is the possi-
ble 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 mar-
ketspaces, buyers can buy digitized
products online, anytime and from any
place in seconds, and receive the pur-
chased goods instantly. In addition to
the digitization of software, music, and
airline tickets, it is possible to digitize
dozens of other products and services,
as shown in Online File W2.2. Digital
products have different cost curves than
those of physical products. In digitiza-
tion, most of the costs are fixed, and
variable costs are very low. Thus, profits
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will increase rapidly as volume increases,
once the fixed costs are paid.
Infrastructure. The marketspace infra-
structure 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 auc-
tion engine, a payment gateway, and
all other activities related to placing
orders.

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

Table 2.1 Functions of a market

Matching of buyers and sellers

Determination of product offerings. ¢ Communication
Product features offered by sellers

Facilitation of transactions

Posting buyers’ requests

2 E-Commerce: Mechanisms, Platforms, and Tools

* Intermediaries. In marketing, an inter-

mediary is typically a third party that
operates between sellers and buyers.
Intermediaries of all kinds offer their
services on the Web. Some intermedia-
tion is done manually; many kinds are
done electronically. The role of these
electronic intermediaries is frequently
different from that of regular intermedi-
aries (such as wholesalers or retailers),
as will be seen throughout the text, espe-
cially in Chapters 3 and 4. For example,
online intermediaries create and manage
the online markets. They help match
buyers and sellers, provide escrow ser-
vices, and help customers and/or sellers
complete transactions. Physical inter-
mediaries may be eliminated and their
jobs be computerized (fully or partially)
as described next.

Institutional infrastructure
e Legal
Commercial code, contract

Aggregation of different products Posting RFQs law, dispute resolution,
intellectual property
protection

Search ( buyers for sellers, and * Mechanisms: provide catalogs, etc. * Regulatory

sellers for buyers) Rules and regulations,

Price and product information compliance, monitoring,

Organizing bids and bartering enforcement

Matching the seller’s offerings with

the buyer’s preferences

Price discovery e Logistics ¢ Discovery

Process determination of prices

Enabling price comparisons

Delivery of information, goods, or
services to buyer

Transfer of payments to sellers

Others e Settlement
Providing sales leads
Providing W2.0 tools Escrow services

Arranging auction

Trust
Credit system, reputations, rating

agencies such as Consumer Reports

and the BBB, special escrow and
online trust agencies

Provides market information
(e.g., about competition,
government regulations)

Sources: Based on Bakos (1998), E-Market Services (2006), and the authors’ experiences
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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, info-
mediaries, 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 there-
fore 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 air-
lines. Most airlines require customers to pay $25
or more per ticket processed by an employee via
telephone. This results in the disintermediation
of many travel agents from the purchasing
process. In another example, discount stockbro-
kers that only execute trades manually are disap-
pearing. However, brokers who manage electronic
intermediation are not only surviving but may
also be prospering (e.g., priceline.com and expe-
dia.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 reinter-
mediation (see Chapter 3).

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

CASE 2.1: EC APPLICATION: HOW
BLUE NILE INC. IS CHANGING
THE 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.

The Opportunity

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 cost of operating online stores is
very low.)

What are the critical success factors of the
company? First, they offer large discounts. For
example, you can purchase a $6,000 diamond
for $4,000, which attracts more customers.
Second, Blue Nile offers a huge selection of
diamonds online and provides more informa-
tion about diamonds than many physical jew-
elry stores can offer. In May 2012, Blue Nile
offered about 60,000 round diamonds that could
be used to build a customized engagement rings.
No physical store can offer so many diamonds.
Third, the company provides educational guides
as well as independent (and trusted) quality rat-
ings for every stone. A customer can look over
a rating scale for cut, clarity, color, and so on,
and then compare prices using Bizrate (bizrate.
com) and other online stores. Note that there
usually is a 30-day 100% money-back guaran-
tee (now an online industry standard). This pro-
vides customers with a comfort level of trust
against fraud and gives Blue Nile a competitive
edge against stores that take the stones back but
charge a fee. The site provides live chat, pay-
ment options, build-your-own engagement ring,
gift ideas, and much more. The company has
a mobile app for iPhone and Android users
(m.bluenile.com).

The Results

Blue Nile’s sales reached $129 million in 2003 (a
79% increase over 2002), with a net income of
$27 million. In 2013, net sales were $450 million
(marketwatch.com/story/blue-nile-announces-
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fourth-quarter-and-full-year-2013-financial-
results-2014-02-06 and investor.bluenile.com/
releasedetail.cfm?ReleaseID=823747). The
company became the eighth-largest specialty jew-
elry company in the United States and went pub-
lic in 2004 (one of the most successful IPOs of
that year). While sales fell during the economic
downturn in 2008, in 2009 and 2010 the company
rallied again with a 2.3% growth.

In order to sell $450 million in jewelry in 1
year, a traditional retail chain needs over 300
stores and over 3,000 employees. Blue Nile does
it with one 10,000-square-foot warehouse and
193 employees. The company also bypasses the
industry’s complex supply chain, in which a dia-
mond may pass through five or more middlemen
before reaching a retailer. Because they are a
large buyer, they can deal directly with original
suppliers.

As a result, some 465 small jewelry stores
closed in 2003 alone. The survivors specialize in
custom-crafted pieces. Large traditional compa-
nies compete with Blue Nile by offering online
merchandise, becoming click-and-brick multi-
channel organizations, and by streamlining their
supply chain and customer service.

The future seems to be clear, as can be seen
in Bloomberg (2004), in the case of Roger
Thompson, a small jeweler in Lambertville,
New Jersey, who said, “Anyone with half a brain
who wants a diamond engagement ring will go
to the Internet.” In the meantime, grooms who
propose with Blue Nile rings can save $3,000 to
$5,000.

Note that, the competition in the jewelry busi-
ness is very intense, not only from jewelry retail-
ers (both offline and online, e.g., bidz.com; that
now also sell fashion and apparel, fine art, and
accessories), but also from general e-tailers such
as overstock.com and amazon.com.

Sources: Based on Rivlin (2007), Bloomberg
(2004), BusinessWeek Online (2006), en.wikipe-
dia.org/wiki/Blue_Nile_Company, and blue-
nile.com/about-blue-nile (both accessed March
2015).
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Questions

1. Using the classification of EC (Section 1.2,
Chapter 1), how would you classify the Blue
Nile’s business?

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

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

4. Research Blue Nile’s affiliate marketing pro-
grams. Write a report. Include how this pro-
gram helps Blue Nile.

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

6. Compare the following three sites: diamond.
com, ice.com, and bluenile.com.

7. Follow the performance of Blue Nile’s stock
since 2003 (symbol: NILE, go to money.cnn.
com). Compare it to the performance of the
market average. What is your conclusion?

8. Find the payment options at Blue Nile when
you shop there.

Types of E-Marketplaces

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

Private E-Marketplaces

Private e-marketplaces are those owned and oper-
ated 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 businesses (B2B); this
type of selling is considered to be one-to-many.
In a buy-side e-marketplace, a company pur-
chases 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
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their supplies from approved vendors that come
to its e-market. Walmart (walmart.com) buys
goods from thousands of suppliers. Private mar-
ketplaces can be open only to selected members
and are not publicly regulated. We will return to
the topic of private e-marketplaces in Chapters 3
(B2C) and 4 (B2B).

Public E-Marketplaces

Public e-marketplaces are in many cases B2B
markets. They often are owned by a third party
(not a seller or a buyer) or by a group of buying or
selling companies (referred to as a consortium,),
and they serve many sellers and many buyers.
These markets also are known as exchanges (e.g.,
a stock exchange). They are open to the public
and usually are regulated by the government or
the exchange’s owners. Public e-marketplaces
(for B2B) are discussed in detail in Chapter 4.

SECTION 2.2 REVIEW QUESTIONS

1. Define e-marketplace and describe its
attributes.

2. What is the difference between a physical mar-
ketplace and an e-marketplace (marketspace)?

3. List the components of a marketspace.

4. Define a digital product and provide five
examples.

5. Describe private versus public e-markets.

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 manufacturer (e.g., geappliances.
com and dell.com), to a retailer (e.g., amazon.
com and wishlist.com.au), to individuals selling
from home, or to another type of business. Note
that companies that sell services (such as insur-
ance) may refer to their webstores as portals.

A webstore includes tools known as merchant
software (available in a suite), 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 cata-
log; an electronic shopping cart for holding items
until checkout; e-auction facilities where auc-
tions take place; a payment gateway where pay-
ment 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 webpage(s) that acts as a supple-
ment to a primary website, but is external to it. It
expands on the content by adding editorial, com-
mercial, or educational 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 (emallofmaine.com) is an e-mall that
aggregates products, services, and providers in the
state of Maine. It contains a directory of vacation
services and product categories and the vendors in
each category. When a consumer indicates the cat-
egory he or she is interested in, the consumer is
transferred to the appropriate independent web-
store. This kind of mall does not provide any
shared services; it is merely a directory. Other
malls, such as choicemall.com, or etsy.com (see
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Chapter 3) 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 presented 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 Figure 2.3.
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 generic services such as
e-mail, news, stock prices, entertainment, shop-
ping capabilities, and so forth.

Types of Portals

Portals can assume many shapes. One way to dis-
tinguish 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:

¢ 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 con-
tent, some in real time (e.g., a stock ticker
and news). Examples of such sites are
yahoo.com, google.com, and msn.com.
e Corporate (private) portals. Corporate
portals provide organized access to inter-
nal corporate information. These also
are known as enterprise portals or
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enterprise information portals. Corporate
portals appear in different forms and are
described in detail in Chapters 4 and 5.
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,
Quality Systems, Inc. (gsii.com) and
mypop.healthcarepartners.com.
Quality Systems provides software for
health care providers so they can offer
information for their patients (in English,
Spanish and Chinese) via a portal.
Patients have access to their personal
information. The portal also allows com-
munication between patients and their
caregivers. Called ‘Next Gen Patient
Portal the portal increases patients’
engagement in their healthcare.
Publishing portals. These portals are
intended for communities with specific
interests and involve relatively little cus-
tomization of content; however, they pro-
vide 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 (see Chapter 6 for details). An
increasing number of portals are acces-
sible via mobile devices. One example
of such a mobile portal is i-mode, which
is described in Chapter 6.

Voice portals. Voice portals are web-
sites, usually portals, with audio inter-
faces. 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
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Step 1
Integrating and
processing data
from external
and/or internal

Step 2

in a dynamic format
per user's request

sources

Figure 2.3 How a portal works

companies such as Microsoft’s Tellme
(tmaa.com/microsoftand247inc.html)
and Nuance OnDemand (nuance.com/
for-business/by-solution/customer-
service-solutions/solutions-services/
hosted-contact-center-solutions/
index.htm) 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 informa-
tion available in Internet databases (e.g.,
finding your balance or last deposit made
at your bank).

* Knowledge portals. Knowledge por-
tals enable easy access to knowledge
by knowledge workers and facilitate
collaboration.

e Communities’ portals. These are usu-
ally parts of online communities. They
are dedicated to some theme and may be
sponsored by a vendor such as Sony.

e An example is 17173.co-- portal for
gamers in China.

Aggregation of content

0 Welcome User

(Personalization)

Supplier Inventory

Status

Customer Order

Status

Stock Quotes

- Collaboration
News Headlines —_—

[ Today's Weather ;

O

Step 3

User sees one integrated,
personalized, up-to-date
Web page

The Roles and Value of Intermediaries
in E-Marketplaces

Intermediaries, such as brokers, play an impor-
tant role in commerce by providing value-added
activities and services to buyers and sellers.
There are several types of intermediaries. The
most well-known intermediaries in the physical
world are wholesalers and retailers.

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 com-
pany that organizes many online stores
in one place (e.g., Yahoo! Shopping and
Alibaba.com).

¢ Comparison agent. A company that helps
consumers compare prices, encourages
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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 secu-
rity (e.g., PuntoMio, Inc.).

e 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 con-
nect manufacturers with business buyers (cus-
tomers), such as retailers (or resellers in the
computer industry). E-distributors aggregate
product information 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 soft-
ware 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.
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One example of such software is osCom-
merce, which is open-source software (see
oscommerce.com). Another example can be
seen at smallbusiness.yahoo.com/ecommerce.

Electronic Catalogs

Catalogs have been printed on paper for genera-
tions. Recently, electronic catalogs on a DVD (or
CD-ROM) and on the Internet have gained popu-
larity. Electronic catalogs (e-catalogs) consist
of a product database, directory, and a presenta-
tion function. They are the backbone of most
e-commerce sales sites. For merchants, the
objective of e-catalogs is to advertise and pro-
mote products and services. For the customer,
the purpose of such catalogs is to locate informa-
tion on products and services. E-catalogs can be
searched quickly with the help of search engines.
Some offer tools for interactions. For an exam-
ple, see Infinisys ‘Change My Image’ for
Microsoft Windows at en.infinisys.co.jp/prod-
uct/cmimage, and for Macintosh at en.infinisys.
co.jp/product/cmimage_mac. This product
permits a buyer to insert his/her photo and then
change the hairstyle and color in the photo, so
the buyer can see his/her look with a new hair-
style. E-catalogs can be very large; for example,
Amazon.com’s catalog contains millions of
products.

Most early online catalogs were static presen-
tations 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 merchant software
suites and Web hosting tools (e.g., see smallbusi-
ness.yahoo.com/ecommerce). Examples of a
simple product catalog can be seen at JetPens
(jetpens.com and Starbucks Store (store.star-
bucks.com).

Although used only occasionally in B2C
commerce, customized catalogs are used fre-
quently in B2B e-commerce.
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EC Search Activities, Types,
and Engines

Search activities are popular in EC, and many
tools for conducting searches are available. A
study by Stambor (2010) published in Internet
Retailer revealed that 94% of shoppers conduct
research online before making any purchase, and
61% use a search engine when shopping online.
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 essentials
for EC search. For a video illustration, see
“Google Commerce Search” (2009) by Google+
Your Business (2:15 minutes) at youtube.com/
watch?v=gj7qrotOmVY. To read publications
on electronic research and e-commerce at the
Research at Google website, see research.
google.com/pubs/EconomicsandElectronic
Commerce.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 orga-
nization. For example, Google has a
powerful Enterprise Search Appliance
(known as GSA).

Desktop Search. A desktop search
involves a search of a user’s own com-

puter files (e.g., using copernic.com or
windows.microsoft.com/en-us/win-
dows7/products/features/windows-
search). Searching for documents is
done by looking through all the infor-
mation 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. For details, see pcmag.
com/encyclopedia/term/41175/
desktop-search.

All search types discussed above are accom-
plished by using search software agents.

Search Engines

Customers tend to ask 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 fre-
quently 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 information or keywords, and
report the results.

Google and Bing are the most popular search
engines in the U.S. 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 questions or
search in specified areas include ask.com,
mamma.com, and looksmart.com. Thousands
of different public search engines are available
(see searchengineguide.com). Each of these
tools excels in one area. These can be very spe-
cialized with different capabilities. In addition,
many companies have their own enterprise search
engines. For example, Endeca Commerce from
Oracle  (oracle.com/technetwork/apps-tech/
commerce/endeca-commerce/index.html) is a


http://youtube.com/watch?v=gj7qrotOmVY
http://youtube.com/watch?v=gj7qrotOmVY
http://research.google.com/pubs/EconomicsandElectronicCommerce.html
http://research.google.com/pubs/EconomicsandElectronicCommerce.html
http://research.google.com/pubs/EconomicsandElectronicCommerce.html
http://ask.com/
http://mamma.com/
http://looksmart.com/
http://searchengineguide.com/
http://oracle.com/technetwork/apps-tech/commerce/endeca-commerce/index.html
http://oracle.com/technetwork/apps-tech/commerce/endeca-commerce/index.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://windows.microsoft.com/en-us/windows7/products/features/windows-search
http://windows.microsoft.com/en-us/windows7/products/features/windows-search
http://pcmag.com/encyclopedia/term/41175/desktop-search
http://pcmag.com/encyclopedia/term/41175/desktop-search
http://pcmag.com/encyclopedia/term/41175/desktop-search

66

special search engine for online catalogs. For
more information about training in Oracle Endeca
Commerce, see education.oracle.com/pls/web_
prod-plq-dad/ou_product_category.getPage?
p_cat_id=338.

Voice-Powered Search

To ease searching, especially when using a smart-
phone, 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, 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 per-
sonal assistant, “Siri,” see apple.com/ios/siri and
imore.com/siri.

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 (compiled in 2010)
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 fulllength 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 scholarpedia.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.
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The technology lets users see what terms like
“red high-heeled pumps” mean. It also created
algorithms that evaluate how well red pumps
match specific clothing the consumer plans to
buy. 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, dis-
cussion groups, or recommendations. Like all
search engines, these organize, prioritize, and fil-
ter 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,” bing.com/explore/social. For an over-
view, see the blog “Social is the Next Search”
available at info.gigya.com/rs/gigya/images/
Gigya-Social-The-Next-Search.pdf. For a dis-
cussion of the benefits and concerns, see en.
wikipedia.org/wiki/Social_search.

Shopping Carts

An electronic shopping cart (also known as
shopping bag or shopping basket) is software that
allows customers to accumulate items they wish
to buy before they arrange payment and check
out, 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
merchant suite (e.g., see networksolutions.
com/e-commerce/index-v3.jsp — ‘create an
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online store now, zippycart.com, and easycart.
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;
powered by MyFreeCommerce.com. For shop-
ping cart applications for Facebook, see ecwid.
com/facebook-app.html and the Ecwid app
page on Facebook at facebook.com/ecwid.

Product Configuration

(Self Customization)

A key characteristic of EC is the ability to
self-customize products and services, as done
by dell.com, nike.com, or jaguarusa.com.
Manufacturers like to produce customized prod-
ucts 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 subsid-
iary of IAC. As of 2009, Ask.com had over 300
million questions and answers in its database (see
billhartzer.com/pages/askcom-unveils-
database-of-300-million-questions-and-
answers). 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 wiki-
answers.com. Wiki Answers is a community-
generated social knowledge Q&A platform
available in several languages. People ask ques-
tions on the platform and the community answers
them. Another similar platform is answers.
wikia.com/wiki/Wikianswers.

SECTION 2.4 REVIEW QUESTIONS

1. List and briefly describe the dimensions by
which electronic catalogs can be classified.

2. List the benefits of e-catalogs.

Describe an electronic shopping cart.

4. Describe voice- and vision-related
engines.

5. What is self-customization?

hed
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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 definition. Prices
are determined dynamically by the bids. Auctions,
an established method of commerce for genera-
tions, deal with products and services when con-
ventional 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 frequently 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 pri-
vate auction sites, which may be by invitation
only. For example, the state of New York periodi-
cally auctions old vehicles from its fleet on eBay.

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.
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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 popu-
lar today are online auctions.

Traditional Auctions Versus
E-Auctions

Traditional, physical auctions are still very popu-
lar. 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 diffi-
culty learning about auctions and cannot com-
pare what is offered at each location. 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 these drawbacks.

Electronic Auctions

The Internet provides an infrastructure for execut-
ing auctions electronically at lower cost, with a
wide array of support services, 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. According
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to an IBISWorld report, e-commerce and Internet
auction industry sales are expected to increase to
10% to $278 billion in the U.S. in 2013 (from
$219 billion in 2011). The annual growth rate of
the industry is expected to increase at a rate of
11.6% in the 5 years to 2013 (between 2007 and
2012 was 10.4%) (IBISWorld 2012, 2013).

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
flowers; see Saarinen et al. 2006). Host sites on
the Internet, 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 (see
Online File W2.3), offer consumer products,
electronic parts, artwork, vacation packages, air-
line 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 commod-
ities, such as electricity transmission capacities
and gas and energy options (e.g., see energyauc-
tionexchange.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 (2014), see online-auction-sites.topten-
reviews.com.

Types of Auctions

It is customary to classify auctions into the fol-
lowing 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.
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One Seller, Many Potential Buyers

In this configuration, the seller uses a forward
auction, which is an auction where a seller enter-
tains bids from multiple buyers. (Because for-
ward 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 pro-
gresses. Each of these can be used for either lig-
uidation or for market efficiency.

Example: Warren Buffet’s Annual Power
Lunch Auctions

Every year, Warren Buffet, the famous U.S.
investment guru, has an auction with the prize
being a lunch with him; the winner 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
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2003, bidders pushed the bid from $30,000 to
$250,100. The highest winning bid was in 2012,
by an anonymous bidder, in the record-setting
amount of $3,456,789. However, in 2014, the
highest bid was $2.2million. In addition to ben-
efiting 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 sell-
ers, 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
tender) on a request for quote (RFQ) system.
Potential suppliers bid on the item, reducing the
price sequentially (see Figure 2.4). In electronic
bidding in a reverse auction, several rounds of
bidding may take place until the bidders do not
reduce the price any further. The winning supplier

Figure 2.4 The reverse auction process
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is the one with the lowest bid (assuming that only
price is considered). Reverse auctions are primar-
ily a B2B or G2B mechanism. (For further dis-
cussion and examples, see Chapter 4, including
its opening case).

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 requested by buyers. The sell-
ers 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. Priceline.com asks customers to
guarantee acceptance of the offer if it is at or
below the requested price by giving a credit card
number. 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 quanti-
ties on both sides. Stocks and commodities 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 auc-
tion, is a new type of online forward auction in
which participants must pay a small nonrefund-
able fee each time they place a bid (usually in
small increments above the previous bid). When
the time expires, the last participant to have
placed a bid wins the item and also pays the final
bid price, which is usually significantly lower
than the retail price of the item. For a tutorial, see
the video titled “BidBidSold Penny Auction
Site Tutorial” (2:23 minutes) at youtube.com/
watch?v=ngr2kJcnAr4.
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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 col-
lected for each participant bidder as well as in the
form of a commission for the winning bid.
Examples of penny auction companies are us.
madbid.com and quibids.com/en. At 100auc-
tionsites.com, you can find a list of several penny
auction 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.wikipedia.org/wiki/Bidding_fee_auction.

Several other innovative auctions are available.

Benefits and Limitations
of E-auctions

E-auctions are becoming important selling and
buying channels for many companies and indi-
viduals. E-auctions enable buyers 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.

Benefits of E-Auctions

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 2.2.

Limitations of E-Auctions

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

Minimal Security

Some of the C2C auctions conducted on the
Internet are not secure because they are done in
an unencrypted (or poorly protected) environ-
ment. This means that credit card numbers can be
stolen during the payment process. Payment
methods such as PayPal (paypal.com) can be
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Table 2.2 Benefits of e-auctions

Benefits to sellers Benefits to buyers

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

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

e Optimal price setting .
determined by the market
(more buyers, more

Opportunities to find unique o
items and collectibles

Entertainment. Participation in ~ *
e-auctions can be entertaining

and exciting (e.g. virtual live
auction site tophatter.com)

Convenience. Buyers can bid .
from anywhere, even using a
mobile device; they do not have
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Benefits to E-auctioneers

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

High “stickiness” to the Web site (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

Easy expansion of the auction business

information) to travel to a physical auction
place
¢ Sellers can gain more * Anonymity. With the help of a

customer dollars by offering
items directly (saves on the
commission to
intermediaries; also, physical
auctions are very expensive
compared to e-auctions)

anonymous

e Can liquidate large quantities *
quickly.

¢ Improved customer organizations

relationship and loyalty (in

the case of specialized B2B

auction sites and electronic

exchanges)

used to solve the problem (see Chapter 10). 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 differ-
ent than she (or he) had in mind. In addition, prod-
ucts 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 information

third party, buyers can remain

Possibility of finding bargains,
for both individuals and

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.
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Impacts of Auctions

Because the trade objectives and contexts for
auctions are very diverse, the rationale behind
auctions and the motives of the different
participants for setting up auctions are quite dif-
ferent. The following are some representative
impacts of e-auctions.

Auctions as a Mechanism

to Determine a Price

Given their characteristics, auctions create a mar-
ket where prices are determined. This is espe-
cially true in markets for unique or rare items.
Typical examples are fine art or rare stamp auc-
tions. For example, wine collectors can find a
global wine auction site at winebid.com.

Auctions and Social Networks
Some social networks enable auctions (e.g., see
Internet Exercise #3).

Online Bartering

Bartering, the exchange of goods and services,
is the oldest method of trade. Today, it is done
primarily between organizations. The problem
with bartering is that it is difficult to match trad-
ing partners. Businesses and individuals may use
classified 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.

E-bartering (electronic bartering) — barter-
ing 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

2 E-Commerce: Mechanisms, Platforms, and Tools

be very effective. Representative bartering web-
sites 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 com-
pany 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 cer-
tain “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; oth-
erwise, 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 nego-
tiation. 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 pur-
chases, and contract work). A simple peer-to-peer
(P2P) negotiation can be seen at ioffer.com. For
more on negotiation in P2P money lending, see
the ZOPA and Prosper cases in Online File W7.1.
Online (electronic) negotiation may be more
effective and efficient than offline negotiation.

SECTION 2.5 REVIEW QUESTIONS
1. Define auctions and describe how they work.
2. Describe the benefits of e-auctions over tra-
ditional (offline) auctions.
List the four major types of auctions.
4. Distinguish between forward and reverse
auctions.
5. Describe the “name-your-own-price” auc-
tion model.
6. Describe penny auctions.
7. List the major benefits of auctions to buyers,
sellers, and auctioneers.

et
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8. What are the major limitations of auctions?
9. List the major impacts of auctions on
markets.
10. Define bartering and describe the advantages
of e-bartering.
11. Explain the role of online negotiation in EC.

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 interac-
tion takes place over a computer network, mainly
the Internet. Virtual communities parallel typical
physical communities, 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 2.3 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 grow-
ing rapidly. Pure-play Internet communities
may have thousands, or even hundreds of mil-
lions of members. By early 2014 (its 10th anni-
versary), Facebook had grown to about 1.23
billion members around the world (see busi-
nessweek.com/articles/2014-01-30/
facebook-turns-10-the-mark-zuckerberg-
interview). This is one major difference from
traditional purely physical communities, which
usually are smaller. Another difference is that
offline communities frequently are confined to
one geographic location, whereas only a few
online communities are geographically con-
fined. For images of virtual communities, do a
Google search.
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Table 2.3 Types of virtual communities

Community type Description

Transaction and
other business

Facilitate buying and selling
Combines an information portal with

activities an infrastructure for trading. Members
are buyers, sellers, intermediaries, etc.,
who are focused on a specific
commercial area (e.g., fishing)

Purpose or No trading, just exchange of

interest 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. Examples: sports
fantasy teams at espn.com see games.
yahoo.com, 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 3-D
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, mean-
ing that their membership is open to anyone. The
owner of the community may be a privately held
corporation (e.g., Twitter), public for profit, or
non-profit 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
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and their membership is limited to people who
meet certain requirements (e.g., work for a par-
ticular employer or work in a particular profes-
sion). Private communities may be internal (e.g.,
only employees can be members), or external
(for customers).

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 network, the subject of our
next section.

Online Social Networks and Social
Network Sites

Let us first define social networks and then look
at some of the services they provide and
capabilities.

A Definition and Basic Information
As you may recall, in Chapter 1 we defined a
social network site as a company, such as
Facebook, that provides free Web space and
tools for its community members to build pro-
files, interact, share, connect, and create and
publish content.

A list of the characteristics and capabilities of
social networks was provided in Section 1.3 of
Chapter 1.

Social Network Services

Social network services (or sites) are companies
that host social communities. They are also
known as social networks.

Social networks appear in a variety of forms;
the most well-known, mostly social-oriented net-
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work is Facebook. LinkedIn is a business-
oriented network.

The Size of Social Network Sites

Social network sites are growing rapidly, with
some having over 100 million members. For
example, in late 2013, Pinterest had 70 million
members. The typical annual growth of a suc-
cessful site is 40-50% in the first few years and
15-25% thereafter. For a list of the major
sites (including user counts), see leveragenew-
agemedia.com/blog/social-media-infographic
and en.wikipedia.org/wiki/List_of social _
networking_websites.

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 coun-
tries. Other country-based social network sites
are proliferating and growing in popularity
worldwide. For example, renren.com, weixin.
qq.com and us.weibo.com are large communi-
ties 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.
HiS5.com, a social network (now part of Tagged)
has been popular in Latin America, the U.S.,
South America, and Europe. Migente.com is an
English language site geared toward the
Hispanic community. Additionally, previously
popular communication and community ser-
vices have begun implementing social network-
ing features. For example, the Chinese instant
messaging service qq.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.” Note that,
international entrepreneurs, inspired by the suc-
cess of the largest social network sites and their
capabilities, have created their own local clones
of successful U.S. companies. Information about
the magnitude of social networks is changing
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rapidly; therefore, to get the most up-to-date
data, go to alexa.com and comscore.com.

Representative Capabilities and Services
Provided by Social Network Sites

Social network sites provide many capabilities
and services such as:

e 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.

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

e Photo, video, and document viewing
and sharing (streaming videos, user-
supplied videos) are supported.

e Wikis can be used to jointly create
documents.

* Blogs can be used for discussion, dissem-
ination of information, and much more.

o 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.

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

e 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.
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Business-Oriented Public Social
Networks

Business-oriented social networks, also known
as professional social networks, are social networks
whose primary objective 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-oriented features (see
Case 2.2 later in this section). Another example
is The Brain Yard, a place for executives to find
news, knowledge and contacts. Finally, doxim-
ity.com is a medical network for U.S. physicians
and health care professionals. Businesses are
using business social networks to advertise their
brands as well as making and enhancing con-
tacts globally.

Example of a Business-Oriented

Social Network

Originating in Germany, xing.com is a business

network that attracts millions of executives, sales

representatives, and job seekers from over 200

countries (2014 data). The site offers secure ser-

vices in 16 languages. According to xing.com

and the authors’ experiences, users can visit the

site to:

» Establish new business contacts and find sales
trends.

* Promote
employers.

¢ Identify experts that can give their advice on
problems and opportunities (for a fee or for
free).

e Participate in or organize meetings and
events.

e Develop and grow a network of contacts.

e Control the level of privacy and ensure that
their personal data are protected.

* Keep up-to-date with industry groups.

themselves  professionally to

Some Capatbilities of Business-Oriented
Networks

With Web 2.0 tools, companies can engage users
in new innovative ways (for an example, see
Online File W2.4). More direct communication
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is achieved by offering additional ways for con-
sumers to engage and interact among them-
selves and with organizations. For example, a
company can:

e 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 possi-
bly 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.

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

e Provide interesting
e-newsletters.

stories in

An interesting business-oriented company
that uses classified ads is craigslist.org, which is
described in Case 2.2.

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 lan-
guages, and in more than 70 countries worldwide
(2014 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).
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Finally, there are over 50 billion page views per
month. For more statistics, see alexa.com/
siteinfo/craigslist.org and siteanalytics.com-
pete.com/craigslist.com/#.Uw27nfmICm4.
According to Alexa.com, Craigslist is the elev-
enth 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 web-
sites 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.

It gives people a voice.

It is consistent and champions down-to-
earth values.

e Ttillustrates simplicity.

* [t has social-networking capabilities.

e 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).

e [tis effective and well visited.

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

Users cite the following reasons for the
popularity of Craigslist:

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 dis-
cover Craigslist, the traditional newspaper-based
classified ad industry will probably be the loser;
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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 monitor 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 possible given the modest workforce of only
40 plus that the site employs (data of 2014). (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 generates sizeable reve-
nue and profits. The company is listed in the
NYSE under the symbol WUBA.

Sources. Based on Clark (2008), Liedtke (2009),
and craigslist.org (accessed May 2014).

Questions

1. Identify the business model used by Craigslist.

2. Visit craigslist.org and identify the social net-
work and business network elements.

3. What do you like about the site? What do you
dislike about it?

4. Why is Craigslist considered by some as a site
that “could change the world?”

5. What are some of the risks and limitations of
using this site?

Private (or Enterprise)
Social Networks

In addition to public-oriented business social
networks such as LinkedIn and Craigslist, there
are many private social networks (also called
enterprise networks) within an organization.
An example is the opening case in Chapter 1
(Starbucks). Other companies with notable
internal networks for employees only include
Northwestern Mutual. According to the com-
pany, they have an internal blog (“Mutualblog”)
and a Yammer account internally, which is used
by over 1,000 employees to dialog and make
connections on non-proprietary topics. Private
networks are for employees, business partners,
and customers.

Business Models and Services
Related to Social Networking

Social networking sites provide innovative busi-
ness 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,
as described in Chapter 7.

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. Xanga.com hosts blogs, photoblogs, and

social networking profiles. Users of Xanga are

referred to as “Xangans.” Xanga was originally
launched as a site for sharing book and music
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reviews. Today it is one of the most popular
blogging and networking services, with an
estimated 10,000,000-100,000,000 million
users worldwide. Xanga has a very popular
blogring in Hong Kong, Macao, and
Singapore. (A blogring links together a num-
ber of blogs that share mutual interests and
can be searched by subject matter). In 2013
the company was planning to get involved in
online gambling.

2. Digg.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. Digg is available on a
website, iPhone app, and daily e-mail.

Mobile Social Commerce

Mobile computing is growing faster than any other
type of EC computing. According to Bent (2014),
mobile data traffic grew 81% (from 820 petabytes
per month in 2012 to 1.5 exabytes per month in
2013). This clearly boosts mobile commerce.
According to The Retail Bulletin (2012), 64% of
smartphone consumers used them to shop online.
In subsequent chapters, we will discuss many
mobile applications. Here we present the basic
definitions, technologies, and a few examples.

Mobile Social Networking

Mobile social networking refers to social net-
working where members chat and connect with
one another using any mobile device. Most major
social networking websites now offer mobile ser-
vices. According to Protalinski (2012), in July
2012 the number of mobile subscribers accessing
Facebook was 543 million out of a total member-
ship of 955 million. By Q4 2013, Facebook had
945 million mobile users out of a total 1.23
billion million monthly active users (see
techcrunch.com/2014/01/29/facebook-is-a-mobile-
ad-company and newsroom.fb.com/Company-
info). Some social networking sites offer mobile-
only services (e.g., path.com and javagala.ru).

2 E-Commerce: Mechanisms, Platforms, and Tools

Mobile social networking is especially popu-
lar in Japan, South Korea, and China, generally
due to better data pricing (flat rates are wide-
spread 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 exponen-
tial growth of mobile social networks, see com-
score.com.

Experts predict that mobile social networks
will experience explosive growth, as evidenced in
2012. For how social platforms are powering
mobile commerce see Gupta (2011).

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 its products.

Examples of Social Mobile

Commerce Applications

There are several types of social mobile applica-
tions. Illustrative examples are provided next.

Example 1

Coca-Cola created a social network under its
Sprite brand (Sprite Yard), which is only acces-
sible via cellphones. The network was aimed at
the youth market, and members could set pro-
files, meet friends, share photos and so on. The
idea was to use the site mainly for promoting the
brand. To attract visitors, the company offered
free content (music and video clips). However,
the free access requires a PIN code found under
Coca-Cola bottle lids. This service was discon-
tinued in 2013.

Example 2

IBM is a leader in social commerce adoption on

mobile devices. Following are some examples of

IBM’s initiatives according to Taft (2011).

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

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

* The capabilities in IBM Connections 4.0, such as
Moderations, or Ideation Blogs, enabled workers
to embrace networks of engaged people.

Example 3
A poll conducted by travelclick.com in October
2011 revealed that half of the participating hote-
liers around the globe are investing in mobile
technologies to support social commerce (see
bizreport.com/2011/10/travelclick-hotels-to-
invest-more-in-mobile-social-marketing.html).
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, which are
described in Online File W2.1. Note that the
capabilities of these tools are changing
continuously. Here we provide a representative
list of recent innovative tools:

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

* Whatsapp.com — According to its web-
site, WhatsApp is a cross-platform free

mobile messaging app for smartphones.
Users can form groups, send each other
unlimited images, video and audio media
messages. The company was acquired by
Facebook in 2014 for around $19 billion.
* Ortsbo.com — Enabler of real-time con-
versational 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 dis-
covery products that enable people to
meet and socialize with other people
through playing games, browsing fea-
tures, 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 and
video calling, etc. for mobile devices
and desktops (e.g. Viber for Desktop).

e Instagram.com — A free platform for
sharing photos and videos. As a social
network, it allows for creation of reviews,
etc. (Acquired by Facebook in 2012.)

e Hshtags.com; (‘A social media search
engine dedicated to hashtags’) —Enables
users to see in real-time, all public con-
tent 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 per-

formed in a non-mobile configuration. Customers

can even create their own mobile community.
Mobile video sharing, which sometimes is

combined with photo sharing, is a new techno-
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http://ibm.com/connections/blogs/SametimeBlog/?lang=en
http://travelclick.com/
http://bizreport.com/2011/10/travelclick-hotels-to-invest-more-in-mobile-social-marketing.html
http://bizreport.com/2011/10/travelclick-hotels-to-invest-more-in-mobile-social-marketing.html
http://snapchat.com/
http://webtrends.about.com/od/Iphone-Apps/a/What-Is-Snapchat.htm
http://webtrends.about.com/od/Iphone-Apps/a/What-Is-Snapchat.htm
http://whatsapp.com/
http://ortsbo.com/
http://droid-translator.tiwinnovations.com/
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http://viber.com/
http://line.me/en
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logical and social trend. Mobile video-sharing
portals are becoming popular (e.g., see myubo.
com). Many social networking sites offer mobile
features.

SECTION 2.6 REVIEW QUESTIONS

1. 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 network sites.
Describe the global nature of social networks.
Describe social networking.
Describe mobile social
commerce

NN LD

networking and

2.7 VIRTUAL WORLDS AS AN
ELECTRONIC COMMERCE

PLATFORM

A virtual world is a site for online communities
in a computer-generated setting, where users
socialize and work with one another through the
use of avatars. The creation of objects, jobs,
homes, and businesses in the 3D environment,
which are owned by their residents, is the founda-
tion of these worlds. It is an interactive environ-
ment, which is fun and satisfying. Virtual worlds
(also referred to as digital worlds or Metaverse),
usually structured as interactive 3-D virtual envi-
ronments, are created for users to inhabit and
interact in. Users feel as if they are actually within
the environment because they have the ability to
control certain features of the virtual world.
Virtual worlds, according to Wikipedia, initially
appeared in massively multiplayer online games;
however, they are not limited to games. Players
can create a character that travels between build-
ings, towns, and even planets and stars as well as
conducting activities there. In a virtual world, you
can be anyone you want. You can build a dream
house, decorate it, have a job, or fly a spaceship.
For a comprehensive overview, see Malaby
(2009). For research directions, see Wasko et al.
(2011). To learn more about Second Life, see
wiki.secondlife.com/wiki/Video_Tutorials, and
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the video titled “Philip Rosedale: Second Life,
Where Anything Is Possible” (28:31 minutes) at
youtube.com/watch?v=IHXXsEtE3b4.

Major Features

There are several different types and purposes
of virtual worlds; however all share the
following features (compiled from The Virtual
Policy Network’s ‘A Virtual Worlds Primer’ at
virtualpolicy.net/resources/virtual-worlds-
primer), and the authors’ experiences:

e The worlds can be used by many users
who access them via online interface

e The interface is mostly 3D, which is
more engaging than 2D.

e All interactions are in real time from
anywhere.

* Most of the content is user-generated. It
is facilitated by tools provided on the
sites.

e The virtual world is always in motion,
regardless of the presence of its
residents.

* Socialization is encouraged. Tools are
provided for engagement and for creating
groups and socially-oriented activities.

Additional features are:

e Communication among users can
include text, graphical icons, visual ges-
tures, video clips, sound, and so forth.

» Use of avatars is a common way to rep-
resent the residents of the virtual worlds.

Avatars

Residents of virtual worlds can represent them-
selves by 2-D or 3-D images known as avatars.
Avatars are interactive, animated, computerized


http://myubo.com/
http://myubo.com/
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“characters” that are graphical images designed
to look like humans and are programmed to
exhibit people’s behavior. Avatars have unique
names and can move around. Advanced avatars
can “speak” and display behaviors such as emo-
tions, gestures, and facial expressions. They can
be fully automated to act like robots. Avatars are
designed to gain the trust of users. Then, they can
be programmed to perform human tasks. Many
companies use avatars as tour guides or to staff
virtual reception desks. For a demonstration of
avatars in action, see meez.com.

The purpose of avatars is to make the human—
computer interface more realistic. Thus, they are
sometimes referred to as interactive conversa-
tional characters. They are being used exten-
sively to support users’ Internet chat with
companies (e.g., Live Chat), representing the
company’s people. A popular use is the live chat
with avatars. You ask questions and the avatar,
using natural language processing, attempts to
understand your question. Then, the avatar
matches an answer from a database. For an exam-
ple, see “Ted”, at tdameritrade.com. Instant-
messaging programs such as google.com/
hangouts use avatars (e.g., see hangoutapps.
com). Avatars can improve customer satisfaction
and retention by offering personalized, one-to-
one service. They also can help companies get to
know their customers in order to better design
promotions. For more on avatars you must see
the 2009 movie Avatar.

Example 1: Jetstar Airways

According to Business Wire (2013), Nuance
Communications, Inc., announced that Jetstar
“has launched a new virtual assistant called ‘Ask
Jess,” which is based on Nuance Nina Web, an
intelligent virtual assistant that delivers a human-
like, conversational customer service experience.
Customers simply type their request to Jess, and
Jess provides the answers. Jetstar is the first air-
line to deploy Nuance Nina Web virtual assistant
for customer service. The new Ask Jess virtual
assistant draws on Nuance Nina, an intelligent
virtual assistant that leverages innovative technol-
ogy for natural language understanding and deliv-
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ers a conversational interface to web visitors
which stimulates human conversation. Nuance’s
Natural Language Understanding (NLU) technol-
ogy allows applications like Ask Jess to under-
stand a customer’s intent through an interactive,
text-based chat experience. By understanding
what customers want, Ask Jess makes getting
information on booking, baggage and seating eas-
ier than navigating pages on a Web site. Jetstar’s
Ask Jess virtual assistant is also fully integrated
with the company’s existing live chat service,
delivering a seamless handover to human support
when required.” (To ask Jess a question, see
jetstar.com/au/en/customer-service.)

Example 2: American TESOL
The American TESOL, Teaching English to
Speakers of Other Languages Institute (american-
tesol. com/blogger/p=1367) teaches and certifies
qualified individuals to teach English worldwide.
The company deploys multiple avatars throughout
its website. The avatars provide tips for ESL
(English as a Second Language) students to help
them improve their conversational abilities. Other
activities are:
* Engaging students with talking avatars
* Students introducing their avatars in Second
Life
e Using avatars in text-to-movie and much
more.
For more information see sanako.com.

Business Activities and Value
in Virtual Worlds

Virtual worlds provide an interesting platform for
business activities. Businesses compete in virtual
worlds, just like they do in the real world. Many
companies and organizations now incorporate
virtual worlds as a new form of advertising and
sales.
There are several types of business activities
in virtual worlds:
e Creating and managing a virtual business
(see Terdiman 2008 for guidelines on how to
do this)


http://meez.com/
http://tdameritrade.com/
http://google.com/hangouts
http://google.com/hangouts
http://hangoutapps.com/
http://hangoutapps.com/
http://jetstar.com/au/en/customer-service
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http://sanako.com/
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¢ Conducting regular business activities (e.g.,
advertising, marketing, collaboration) within
the framework of the virtual world

e Providing services for those who build, man-
age, or make money with virtual properties
For additional business activities, see Mahar

and Mahar (2009) and Chapter 8.

In a cover story in Businessweek Magazine,
Hof (2006) discusses the various opportunities
for conducting business in Second Life.
Specifically, he introduces seven residents who
make substantial amounts of money. These
include the Anshe Chung avatar, known as the
“Rockefeller of Second Life.” Her successful
company buys virtual land from Second Life,
“develops” it, and sells or rents it globally.

For more on business applications for virtual
worlds, see knowledge.wharton.upenn.edu/?s=
virtual+worlds.

Following is an example of how companies
use virtual worlds in businesses:

Example: Market Research
Starwood Hotels constructed a prototype of its
Aloft brand hotels before they were built in 2008.
People using Second Life were asked to view the
prototype and give the company their opinions on
the model. Then, using the feedback, the com-
pany completed the design and built the hotel.
Using virtual worlds gives companies a chance
to receive and examine feedback about new prod-
ucts or services. This can be crucial because it
gives the companies insight into what the market
and customers really want from new products.
The 3D presentation helps users better under-
stand products; thus giving companies a competi-
tive edge. For other potential activities, see Mahar
and Mahar (2009), Stinton (2013), and the clos-
ing case of this chapter. There is an increased use
of avatars in help desks.

Example

Avatars guide and advise passengers in airports.
As of 2012 you can see avatars acting as greeters
in many airports in Europe (e.g., Paris) and the
U.S. (New York), that are there to help passen-
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gers by giving them information about ground
transportation, etc. (see abcnews.go.com/
Travel/york-airports-introduce-avatars-
assist-passengers/story?id=16957584). The
avatars are human sized. For a demonstration of
the avatars in the New York airports, watch
WNYC’s video titled “Airport Avatar
Demonstration” (47 seconds) at youtube.com/
watch?v=tI3YBf36twk. Advanced avatars can
conduct vocal conversations with passengers
(sometimes in several languages). Similar avatars
act as guides in some companies, universities,
and tourist attractions. New York airports are
working on developing avatars that will allow
customers to ask questions about the airport
(see  digitaltrends.com/cool-tech/new-york-
airports-are-installing-virtual-avatars-to-
help-visitors).

Virtual Shopping
You can go shopping with friends while each
shopper is located at his or her individual home.
You enter a virtual store in the virtual mall and
find jeans on sale. Your avatar tries on the jeans
(the avatar’s body’s size is the same as yours) and
displays it to your friends. If you like it, you may
buy the pants online or visit the physical store
later. Virtual shopping is gaining popularity (see
Turban et al. 2015, and Chapter 7).

One type of virtual shopping is described next.

Trading Virtual Properties

As you will see in the closing case, trading virtual
properties is a very popular activity in Second
Life. Habbo.com (formerly known as Habbo
Hotel), a Finnish social networking site for teenag-
ers, sells more virtual furniture worldwide than the
giant Swedish retailer IKEA sells actual furniture.
The virtual furniture is designed by teens on the
site who decorate their Habbo rooms with the fur-
nishings. The teen users are buying not only furni-
ture but also clothes, bags, etc., for their avatars.

SECTION 2.7 REVIEW QUESTIONS
1. Define virtual worlds.
2. Describe avatars. Why do we use them?
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3. List some business activities in virtual worlds.
Categorize them by type.
4. Describe virtual shopping.

2.8 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 Marcom on a Dime (2010) for more details.
The term AR has several definitions depending
on its field of applications. According to
Wikipedia, augmented reality is “a live or indi-
rect view of a physical, real-world environment
whose elements are augmented (or supple-
mented) 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’ (see Chapter 6 and Bilton 2012).
For how AR works, see Bonsor (2001). Bonsor
also explains the relationship of AR to virtual
reality.

Applications in E-Commerce

The major applications in e-commerce are in the
areas of advertising and marketing (for details,
see Rorick 2012), as will be described in Chapter 9.
An application in real estate is described in Chapter
3. There are potentially many other areas of
applications. For example, Hayes (2009)
describes 16 business applications, while iPhone-
ness (2010) and Elliott (2009) describe more

potential applications. Finally, Wikipedia lists
many e-commerce related applications of AR.

Example 1: Net-a-Porter

This innovative company (Chapter 1) 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 minutes) 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 win-
dows), and see a 360 degree view of the clothes.
They also can see presentations 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 phone
app, see Truong (2013) and watch the video
“Place IKEA Furniture in Your Home with
Augmented Reality” at youtube.com/watch?
v=vDNzTasuYEw.

Crowdsourcing

Another platform for e-commerce is crowdsourc-
ing. 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.
In Chapter 8 we present the applications that are
based on this technology.

Definitions and Major Concepts

The term crowd refers to any group of people
such as a group of consumers, employees of a
corporation, or members of a social network who
offer expertise. A crowd is frequently referred to
a large group.
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Figure 2.5 The elements
of crowdsourcing
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Applications in Social Gaming

AR 1is 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.

Crowdsourcing utilizes crowds to collec-
tively execute tasks such as solving problems,
innovating, or getting large projects 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 cre-
ate content, a cumbersome task (e.g., translating
Wikipedia articles), or in research and develop-
ment. 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 com-
plex problems at low cost (Sherman 2011;
Brabham 2013).

The basic elements of crowdsourcing are
illustrated in Figure 2.5. 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 imple-

Implementations

mentation 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
broadcast either to a known crowd (e.g., employ-
ees 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 (see first step in
Figure 2.6). The members of the crowd are orga-
nized as online communities, and members sub-
mit individual solutions. The crowd may also
discuss the solutions and may vote for a final
short list. Alternatively, the short list is then pri-
oritized (e.g., ranked). The final selection can be
made by the crowd or by management
(Figure 2.6). 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 crowdsourcing can yield results
from amateurs or unrecognized professionals.

Example

In 2008, Starbucks introduced My Starbucks Idea
(mystarbucksidea.force.com), a social media
site designed to solicit ideas and feedback from


http://t-immersion.com/augmented-reality/use-cases/social-augmented-reality-games
http://t-immersion.com/augmented-reality/use-cases/social-augmented-reality-games
http://t-immersion.com/augmented-reality/use-cases/social-augmented-reality-games
http://mystarbucksidea.force.com/
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Figure 2.6 A typical crowdsourcing process

its customers (see opening case in Chapter 1). 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 process is visible to the entire Starbucks
community. The members can see the status of
each proposal.

Note that crowdsourcing focuses on innovation,
creativity, and the problem-solving capabilities of a
crowd organization. An overview of crowdsourcing
is provided in BrightSightGroup’s video titled “Jeff
Howe - Crowdsourcing” (3:20 minutes) at youtube.
com/watch?v=F0-UtNg3ots, also see crowd-
sourcing.org, Sherman (2011) and Crowdsortium
(crowdsortium.org). These specialists have devel-
oped best practices for the industry.

Benefits of Crowdsourcing
The major perceived benefits of crowdsourcing
include the following:

e Problems can be analyzed or solved at
comparative little cost. (Payment can be
determined by the results; however,
sometimes there is no monetary pay-
ment, just praise or accolades).

* Solutions can be reached quickly since
many people work on the needed

research project simultaneously. Also,
designs of products may be expedited.

e The contributing crowd may reside
within the organization; therefore,
talents may be discovered.

* By listening to the crowd, organizations
gain first hand insight into the desires of
their customers (or employees). There is
built-in market research when the crowd
is composed of customers.

e Crowdsourcing can tap into the global
world of ideas. The crowd may include
business partners, customers, academi-
cians, etc., and the members of the
crowd can reside in different countries.

* Customers tend to be more loyal if they
participate in a company’s problem
solving project (see the opening case in
Chapter 1).

For additional benefits to crowdsourcing, see
Sherman (2011).

Uses of Crowdsourcing

in E-Commerce

There are several EC applications of crowdsourc-
ing —notable is the creation of Wikipedia. Sherman
(2011) presents many successful applications; the
major ones are described in Chapter 8.
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SECTION 2.8 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?

Nk L =

29 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 applications. 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 facil-
itate EC (see siliconangle.com/blog/2013/08/02/
the-future-of-ecommerce-with-web-3-0).

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 converge. 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
Laurent 2010; Aghaei et al. 2012).

According to several experts, Web 3.0 could
have the following capabilities:

e Make current applications smarter by
introducing new intelligent features

e Provide easier and faster interaction,
collaboration and user engagement

e Facilitate intelligent-based powerful
search engines

¢ Provide more user-friendly application-
creation and human-computer interac-
tion capabilities

e Increase the wisdom and creativity of
people
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e Enable smarter machines (Gartner 2014)

e Enable much wider bandwidth

* Enable better visualization including
3-D tools

e Simplify the use of mobile computing
and mobile commerce

For additional capabilities see Patel (2013).

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 plat-
form for making the Web smarter. There is no
standard definition of Semantic Web. It is basi-
cally 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
information, by using natural language under-
standing tools. For a video titled “Evolution Web
1.0, Web 2.0 to Web 3.0” (3.58 minutes) see you-
tube.com/watch?v=bsNcjya56v8.

A similar view regarding the role of the
Semantic Web is expressed by Borland (2007),
who believes that new Web 3.0 tools (some of
which are already helping developers put together
complex applications) will enhance and automate
database searches, assist people in choosing
vacation destinations, and make sorting through
complicated financial data more efficient.

An experimental Semantic Web browser has
been in use lately. This browser enables users to
display data, draw graphs, and make browsing
more interactive. (e.g., see w3.org/standards/
semanticweb). Another example would be
“friend-of-a-friend” networks, where individuals
in social networks provide data in the form of
links between themselves and friends.

For a video titled “Web 3.0” (14:25 minutes)
see youtube.com/watch?v=CG9cPtIYy8Y.

Concerns
The following are a few concerns regarding the
implementation of Web 3.0 and the future of EC.
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¢ Future Threats. According to Stafford

(2006), Laurent (2010), and the authors’

experiences, the following trends may

slow the growth of EC and Web 3.0, and
may even cripple the Internet.

e Security concerns. Shoppers, as
users of e-banking and other ser-
vices, and members of social net-
works, worry about online security.
The Web needs to be made safer.

e 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 com-
panies could be demolished by the
big companies that can afford to pay
more for efficient Internet usage.
(see Chapter 15).

e 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.

¢ Language Fitness. There will be a need
to reconsider the existing spoken lan-
guages with Web 3.0 taxonomies and
schemes.

e Standards. There will be a need for

architectural standards for Web 3.0.

Therefore, some believe that the Semantic
Web will never work (see the 91 minute video at
youtube.com/watch?v=0KiXpO2rbJM).

Despite these concerns, Web 3.0 and
e-commerce could thrive due to several innova-
tions in the technological environment.

The Technological Environment

The future of EC and the Semantic Web is depen-
dent on how far the relevant information technol-
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ogy advances (e.g., see Gartner 2014). Of the
many predictions, we cite two here.

McKinsey & Company’s Prediction

According to this prediction (Bughin et al.
2010), there are 10 tech-enabled business
trends to watch. These include the developments
in the global information grid, new collabora-
tion technologies, and pervasive computing
(Chapter 6).

Definitions, details, and discussions are pro-
vided by Bughin et al. (2010). Also, see Gartner’s
annual reports about Strategic Technology Trends
at gartner.com/technology/research.

Nicholas Carr’s Predictions

In his free e-book, Nicholas Carr (2008) dis-

cusses the following trends:

1. More intelligent computers

2. Larger and more efficient data centers based
on cloud computing

3. Use of virtualization in computing infrastruc-
ture that will enable the running of any appli-
cation on an external computing grid

4. Parallel processing grids that will cut process-
ing costs by 90%

5. Utility and cloud computing will become the
norm

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 (see Aghaei et al. 2012 for a description).
However, Coleman and Levine (2008) envision it
as being based on islands of intelligence and on
being ubiquitous. For the evolution from Web 1.0
to Web 4.0 see Aghaei et al. (2012). For a discus-
sion, see Koren (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 con-
sidered as a Symbionet Web, decentralized.” Patel
provides some technical information.

SECTION 2.9 REVIEW QUESTIONS
1. What is Web 3.0, and how will it differ from
Web 2.0?


http://youtube.com/watch?v=oKiXpO2rbJMPlease check the inserted closing parenthesis.
http://dx.doi.org/10.1007/978-3-319-10091-3_6
http://gartner.com/technology/research
http://dx.doi.org/10.1007/978-3-319-10091-3_15
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2. Define Semantic Web.

3. List the major potential inhibitors and con-
cerns of e-commerce and Web 3.0.

4. What are the major influencing computing
and IT trends?

5. What are Web 4.0 and Web 5.0?

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 services.
Decisions about how to provide these ser-
vices and to what extent to use business part-
ners are critical to the success of high-volume
auctions.

2. Should we barter? Bartering can be an inter-
esting strategy, especially for companies that
lack cash, need special material or machinery,
and have surplus resources. However, the val-
uation 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 com-
bined with hosting and offers exposure to the
vendor-managed e-market. The functional-
ities of the software as well as the ease of
building webstores need to be examined (see
discussion in Chapter 13).

4. How can we use Facebook and other social
networks in our business? There are many
possibilities that are presented in Chapter 7,
mostly in marketing and advertising. Any pro-
gressive organization should examine and
experiment with social networking.

2 E-Commerce: Mechanisms, Platforms, and Tools

5. Shall we take part in virtual worlds? For
many companies and applications, the tech-
nology is still immature and cumbersome. A
good strategy is observing what other compa-
nies, especially in the same industry, are doing
in Second Life.

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, collaboration,
entertainment, and search. The major mech-
anisms are marketplaces, webstores, shop-
ping carts, catalogs, search engines, Web 2.0
tools, and virtual worlds.

Most of the activities are between sellers
and buyers. However, there also are collabo-
ration activities among supply chain mem-
bers 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 compo-
nents include customers, sellers, products
(some digital), infrastructure, front-end pro-
cesses, back-end activities, electronic inter-
mediaries, 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 con-
nect manufacturers with buyers by aggregat-
ing 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


http://dx.doi.org/10.1007/978-3-319-10091-3_13
http://dx.doi.org/10.1007/978-3-319-10091-3_7

Summary

(within one industry) or horizontal (across
different industries). Exchanges are the plat-
form for many buyers and sellers to meet and
trade. Different types of portals provide
access to e-marketplaces.

. 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.

. Types of auctions and their characteris-
tics. In forward auctions, bids from buyers
are placed sequentially, either in increasing
mode or in decreasing mode. In reverse auc-
tions, buyers place an RFQ and suppliers
submit offers in one or several rounds. In
name-your-own-price auctions, buyers spec-
ify how much they are willing to pay for a
product or service, 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.

. 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 collectibles while shop-
ping from their homes. The major limitation
is the possibility of fraud.

. Bartering and negotiating. Electronic bar-
tering can greatly facilitate the swapping of
goods and services among organizations,
thanks to improved search and matching
capabilities, which is managed by bartering
exchanges. Software agents can facilitate
online negotiation.

. The structure and role of virtual commu-
nities. 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 advertis-

10.
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ers and marketers.) Using chat rooms, dis-
cussion spaces, and so forth, members can
exchange opinions about certain products
and services. Of special interest are commu-
nities 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 sponsor communities,
and facilitate customer feedback for improv-
ing service and business operations.
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 concen-
trate on business issues, both in one country
and around the world (e.g., recruiting, find-
ing 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 net-
works 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).
Virtual worlds. These environments pro-
vide entertainment, trading of virtual prop-
erty, discussion groups, learning, training,
and much more. Everything is simulated,
animated, and supported by avatars. Many
companies have established presences in vir-
tual worlds, especially in Second Life,
mainly offering dissemination of informa-
tion and advertising.
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11. Augmented Reality (AR) and crowdsourc- Dynamic pricing
ing. These emerging technologies facilitate E-bartering (electronic bartering)
two types of EC activities. AR blends visual E-distributor
aspects of computer and physical worlds. Electronic auction (e-auction)
Thus, it can facilitate advertisement and pre-  Electronic catalog (e-catalog)
sentation of information. It works by point- Electronic shopping cart
ing a mobile device (e.g., smartphone) to a E-mall (online mall)
product or building and adds information to  E-marketplace
what you see (e.g., 360 degree view, price Enterprise search
tag). Crowdsourcing solicits the wisdom of Forward auction
the crowd for idea-generation or problem Frontend
solving. It also is used to divide a large task Intermediary
among many people, each of whom is exe- Mobile portal
cuting a different, small subtask. Mobile social network
12. Web 3.0 and Web 4.0. Web 3.0, the next Name-your-own-price model
generation of the Web, will combine social Penny auction
and business computing. It will be more Reverse auction (bidding or tendering system)
portable and personal, with powerful search ~ Search engine
engines, increased clout, and greater con- Sell-side e-marketplace
nectivity with the wireless environment and Semantic Web
on-demand applications. Knowledge man-  Virtual community
agement will be one of its main pillars. The Virtual world
Semantic Web will play a major role in Web  Voice portal
3.0 applications. Web 3.0 and its applications Web 3.0
will depend on IT trends such as the develop- Web 4.0
ments in cloud computing, utility computing, Web (information) portal
parallel processing, and machine intelli- Webstore (storefront)
gence. Web 4.0 is a futuristic Web that will
be built on ubiquitous and intelligent sys-
tems. It will connect “islands” of intelligence DISCUSSION QUESTIONS
from different sources.
1. Compare physical marketplaces with mar-
ketspaces. What are the advantages and limi-
KEY TERMS tations of each?

2. Discuss the competitive advantage Craigslist

Augmented reality

has using classified ads.

Avatar 3. Discuss the value of a virtual world as an EC
Back end environment. Why does it attract users? Why
Bartering does it attract companies? How can it pro-

Bartering exchange
Business-oriented social network
Buy-side e-marketplace

vide a competitive advantage to a company
that has a presence there? What are its

limitations?

Crowdsourcing 4. Discuss the need for portals in EC.

Desktop search 5. How do business-oriented networks differ from
Digital products regular social networks such as Facebook?
Disintermediation 6. Why are social marketplaces considered to be

Double auction

a Web 2.0 application?



Internet Exercises

7. Discuss the following statement: “Technically,
you can put together a portal in a weekend, but
culturally there are a slew of things to con-
sider; therefore it takes much longer.”

8. Discuss the pros and cons of selling cars via
auctions.

9. Discuss the pros and cons of using avatars in
help desks. What are the benefits? The
limitations?

TOPICS FOR CLASS DISCUSSION
AND DEBATES

1. Compare and contrast the efficiency of tradi-
tional markets with that of digital markets.

2. Some claim that social networking, espe-
cially microbloging and social network sites,
displace the traditional electronic bulletin
board systems. Discuss.

3. Discuss the advantages of dynamic pricing
strategy over fixed pricing. What are the
potential disadvantages of dynamic pricing?

4. Enter Facebook and search for companies
that do auctions on the site. Identify the dif-
ferent types of auctions on the site.

5. What is the advantage of a business using
eBay instead of conducting auctions from its
own site? Distinguish between C2C and B2B
cases.

6. Debate: Should companies build in-house
social networks for external activities or use
existing public social networks? (e.g., see
Roberts 2008).

7. Debate: Should Craigslist and YouTube
monitor and control what users publish
there? Who will pay the cost?

8. Debate: Social network 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?

9. Debate: Some research suggests that the use
of public social networks by employees
during work hours can be good for a busi-
ness because employees develop relation-
ships and share information, which

10.

11.

12.
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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 network-
ing. To start, read Tom Davenport’s blog of
October 2007 titled “Where’s the “Working’
in Social Networking?” at blogs.hbr.
org/2007/10/wheres-the-working-in-
social-n.

Debate: Facebook and Twitter compete for
advertisers’ money. Which one has a better
chance to get more ad money and why?
(Consult Mangalindan 2010.)

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 U.S. social networks?

INTERNET EXERCISES

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) pro-
vided by the company.

Enter respond.com and request a product or
a service. Once you receive replies, select the
best deal. You have no obligation 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://blogs.hbr.org/2007/10/wheres-the-working-in-social-n
http://blogs.hbr.org/2007/10/wheres-the-working-in-social-n
http://blogs.hbr.org/2007/10/wheres-the-working-in-social-n
http://qq.com/
http://qzone.qq.com/
http://us.weibo.com/
http://us.weibo.com/
http://weixin.qq.com/
http://renren.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.

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" x20" 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.
Prepare a spreadsheet using Excel for
two different types of calculations avail-
able on the UPS site. Enter data to solve
for two different calculations.

(d)

. Register at Second Life, and enter the site.

(a) Find what three corporations are doing
on the site.

(b) Find out what three universities are
doing on the site.

(c) Write a report on your findings.

Create an avatar on Second Life. Let your

avatar interact with avatars of some compa-

nies. Why do we consider an avatar a mecha-

nism for EC? Write a report.

Enter ibm.com and oracle.com. Prepare a

list of the major products available for build-

ing 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 network 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.

16.

17.
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Enter secondlife.com and find the commer-
cial activities of the following avatars: Fizik
Baskerville, Craig Altman, Shaun Altman,
FlipperPA Peregrine, and Anshe Chung.
Briefly describe what they represent.

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.

Assignments Related to the Opening Case

(a) Why is Pinterest considered a social
network?

(b) What are the company’s business and rev-
enue 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 fea-
tures, and any other mechanisms that improve
e-shopping. Prepare a presentation that
includes recommendations for improving the
existing process.

. Build your own business in Second Life (SL).

This can be done by each member or each

group. Determine what business you want to

build. Then read Terdiman’s book (2008),

Mahar and Mahar’s book (2009), or a similar

book. Register at SL and begin to work. In

your project, do the following:

(a) Select a business category and develop a
business strategy.

(b) Develop a business plan and model for
your virtual enterprise.


http://ups.com/
http://ibm.com/
http://oracle.com/
http://go.sap.com/index.html/
http://networksolutions.com/
http://storefront.net/
http://storefront.net/
http://nexternal.com/
http://ecwid.com/
http://vivapets.com/
http://dogster.com/
http://w3.org/
http://secondlife.com/
http://zippycart.com/
http://zippycart.com/ecommerce-news/1430-13-ways-to-gain-inbound-links-to-your-online-store.html
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(c) Choose where (island or property) to
establish a business. Explain your choice.

(d) Conduct a budget and cash flow analysis
(see Appendix B in Terdiman 2008).

(e) Buy virtual land and other virtual
properties.

(f) Develop marketing and advertising plans
(examine the competition).

(g) Look for any possible revenues; make a
pricing decision.

(h) Plan all support services using the SL
tools.

(i) Watch for legal issues and other risks;
plan their mitigation.

(j) Build the business (using the SL tools).

(k) Build a supporting blog. How would you
use it for viral marketing?

4. Watch the O’Reilly Media video titled “Online
Communities: The Tribalization of Business”
(Part 1 is 6:15 minutes; Parts 2 and 3 are
optional) at youtube.com/watch?v=qQJ
vKyytMXU 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, met-
rics, and CSFs.

(h) Optional: View Part 2 (youtube.com/
watch?v=U0JsT8mfZHc#t=15) and Part
3 (youtube.com/watch?v=AeE9VWQY
9Tc) (6:50 and 10:24 minutes respec-
tively), and summarize the major topics
discussed.

5. The team’s mission is to analyze Pinterest’s
U.S. and global competition, including similar
companies in China and Brazil. Start by read-
ing McKenzie (2012) about the Chinese social
sites Meilishuo and Mogujie and compare
them to Pinterest. Do the same for weheartit.

com. Look at another country of your choice.
Comment on the cultural differences. Write a
report.

CLOSING CASE: MADAGASCAR'’S
PORT MODERNIZES CUSTOMS
WITH TRADENET

Madagascar is an island-state in Africa whose
port is critical to its trade activities and the over-
all economy. The country’s customs operations
play an essential part in the port operations.

The Problem

The trade administration process in this underde-
veloped country used to be cumbersome and
slow. This limited the trade volume and the cus-
toms revenue. Madagascar’s ‘Trading Across
Borders’ indicator position was one of the world’s
lowest (143rd ranking). The country’s Logistics
Performance Index was also low (120th place).

The Business Process
According to CrimsonLogic (2014), “Everyone
exporting to Madagascar must first register and
fill in an electronic form, called Advance Cargo
Information — ACI..., for each consignment. The
exporter attaches copies of the trade documents,
such as the commercial invoice, bill of lading and
certificate of origin to the BSC and these are then
transmitted electronically to the Customs in
Madagascar to be verified for consistency and
risk profiling.”

Once completed, the importer or customs broker
can submit the customs declaration electronically.

Once submitted, the approval process begins.
It may involve several government agencies, port
container terminal management, commercial
banks, and the country’s Central Bank and
Treasury. While the submission portion was
computerized and fairly efficient, the approval
process was not. Overall, the cargo clearance
took over 15 days.


http://youtube.com/watch?v=qQJvKyytMXU
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The Solution
Originally, Customs had been using

ASYCUDA++ (a legacy computerized system
designed by the United Nations Conference on
Trade and Development). This system helped
with the submission, but the overall process was
still slow due to lack of integration of all partici-
pants’ subsystems. The port had difficulties
competing with other ports in the area that
offered faster and more efficient customs man-
agement systems. Therefore, the Medagasy
Community Network Services (“GasyNet”) saw
the need to create a single online platform to
connect the entities in the trade community.
They relied on a new system, which is an inte-
gration of TradeNet, an electronic data exchange,
and ASYCUDA++.

What Is TradeNet?

TradeNet is an electronic data interchange (EDI)
system (see Online Tutorial T2) developed in
Singapore in 1989. It is now administered, oper-
ated, and maintained by CrimsonLogic of
Singapore. TradeNet, which initially operated
only in Singapore, is used today in several ports
around the world, including Madagascar. The
current system also includes Windows-based
and Web-based portions. Using the TradeNet-
based system the trading community can submit
electronically all the forms needed by the
Customs administration. The system then routes
the applications for processing. Approved per-
mits are then returned electronically to the send-
ers via ASYCUDA++. The process starts before
ships even enter the port. For an overview of
TradeNet, see customs.gov.sg/leftNav/trad/
TradeNet/An+Overview+of+TradeNet.htm,
and the United Nations Economic Commission
for Europe (unece.org/energy.html).

The Integrated System

In order to improve the flow of information
and provide an efficient trade environment,
the TradeNet system was integrated with
ASYCUDA++. The importers input their
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customs declarations data into GasyNet, which
in turn transmits the data to TradeNet, which
enables all involved partners to share data and
transmit results. The results that are returned to
TradeNet are transferred to GasyNet and then to
the importers. To use TradeNet, users need to
buy special software from TradeNet Frontend
Solution. The software enables data entry by the
users (e.g., the customs declarations) from PC’s
or mobile devices. The system provides permit
status information, company billing inquiries,
ability to retrieve lost permits, acknowledge-
ment notification, an audit trail, permit listings
and more.

The system links the multiple partners in the
trade by creating a single point of transaction for
all the standard documents involved.

The Results

The system is an efficient platform for the B2B
customs-related transactions. It reduced the cargo
clearance time from more than 15 days to less
than five days for sea shipments, which resulted
in increased trade volume. In addition, customs
revenue more than doubled in 5 years (account-
ing for around half of Madagascar’s total income).
Other recorded benefits include: elimination of
unnecessary bureaucracy and cost reduction due
to paperless processes.

Finally, Madagascar’s ‘Trading Across
Borders’ indicator improved from 143rd to 109th
place, and their Logistics Performance Index
ranking improved from 120th to 84th.

Sources: Based on Fjeldsted (2009), Crimson
Logic (2014), and Singapore Customs (2014).

Questions

1. Describe the role of GasyNet in the process.

2. Describe the contribution of TradeNet.

3. What is the role of EDI in this system?

4. The TradeNet system is a typical B2B
platform. Explain why.

5. Relate the content of this chapter to the case.


http://customs.gov.sg/leftNav/trad/TradeNet/An+Overview+of+TradeNet.htm
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Glossary

ONLINE FILES
available at affordable-ecommerce-
textbook.com/turban

W2.1 Social Software Tools: From Blogs to
Wikis to Twitter

W2.2 Examples of Digital Products

W2.3 Application Case: eBay: The World’s Largest
Auction Site

W2.4 Application Case: Social Media at Eastern
Mountain Sports

COMPREHENSIVE EDUCATIONAL
WEBSITES

wiki.secondlife.com: Learn SL in a fun, easy
way. Look for videos and tutorials.

vectec.org/resources: The Virginia Electronic
Commerce Technology Center offers special
reports, e-business news, and statistics.

allthingsweb20.com: Reference for locating the
top social marketing sites.

informationweek.com: Large collection of
EC-related material.

cioinsight.com: A comprehensive collection of
all type of resources.

bloombergmarketing.blogs.com: A compre-
hensive Marketing Blog.

zdnet.com/blog/hinchcliffe: Dion Hinchcliffe’s
compendium of articles, reviews, galleries,
videos, podcasts, and downloads about
Enterprise 2.0.

awarenesstechnologies.com: A collection of
webinars on social media, Web 2.0, ROI, and
marketing.

GLOSSARY

Augmented reality “A live, copy, view of a
physical, real-world environment whose ele-
ments are augmented (or supplemented) by
computer-generated sensory input such as
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sound, video, graphics, or GPS data” (see en.
wikipedia.org/wiki/Augmented_reality).

Avatar Interactive, animated, computerized
characters designed to look like humans and
are programmed to exhibit people’s behavior.

Back end Where activities that are related to
order aggregation and fulfillment, inventory
management, purchasing from suppliers,
accounting and finance, insurance, payment
processing, packaging, and delivery.

Bartering The exchange of goods and services.

Bartering exchange A marketplace where an
intermediary arranges barter transactions.

Business-oriented social network A social net-
work whose primary objective is to facilitate
business.

Buy-side e-marketplace Where a company
purchases from many potential suppliers; this
type of purchasing is considered to be many-
to-one, and it is a B2B activity.

Crowdsourcing Utilizing crowds to collec-
tively execute tasks such as solving problems,
innovating, or getting large projects done by
dividing the work among many people.

Desktop search The search of a user’s own
computer files. The search is done by looking
through all the information that is available on
the user’s PC.

Digital products Goods that can be transformed
to digital format.

Disintermediation Elimination of interme-
diaries between sellers and buyers because
they offer only services that can be fully
automated.

Double auction An auction in which multiple
buyers and their bidding prices are matched
with multiple sellers and their asking prices,
considering the quantities on both sides.

Dynamic pricing Prices that are not fixed but
that are allowed to fluctuate, and are deter-
mined by supply and demand.

E-bartering (electronic bartering) Bartering
conducted online, usually in a bartering
exchange.

E-distributor An entity that basically
aggregates product information from many
manufacturers, sometimes thousands of them,
in the e-distributor’s catalog.


affordable-ecommerce-textbook.com/turban
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E-mall (online mall) An online shopping cen-
ter where many online stores present their
catalogs.

E-marketplace An electronic space where sell-
ers and buyers meet and conduct different
types of transactions.

Electronic auction (e-auction) An auction con-
ducted online.

Electronic catalog (e-catalog) The presentation
of product information in electronic form; the
backbone of most e-selling sites.

Electronic shopping cart Software that allows
customers to accumulate items they wish to buy
before they arrange payment and check out.

Enterprise search The search for informa-
tion within the files and databases of an
organization.

Forward auction An auction where a seller
entertains bids from multiple buyers.

Front end The place where customers interact
with a marketspace. 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 gateway
and all other activities related to placing orders.

Intermediary A third party that operates
between sellers and buyers.

Mobile portal A portal accessible via a mobile
device.

Mobile social networking Social networking
where members converse and connect with
one another using any mobile device.

Name-your-own-price model Auction model
in which a would-be buyer specifies the price
(and other terms) he or she is willing to pay to
any willing and able seller. It is a C2B model
that was pioneered by Priceline.com.

Penny auction A new type of forward auction
in which participants must pay a small nonre-
fundable fee each time they place a bid (usu-
ally in small increments above the previous
bid). When time expires, the last participant to
have placed a bid wins the item and also pays
the final bid price.

Reverse auction (bidding or tendering
system) Auction in which the buyer places
an item for bid (tender) on a request for quote
(RFQ) system, potential suppliers bid on the
job, with the price reducing sequentially, and
the lowest bid wins; primarily a B2B or G2B
mechanism.
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Search engine A computer program that can
access databases of Internet resources, search
for specific information or keywords, and
report the results.

Sell-side e-marketplace A place where a com-
pany sells either standard or customized prod-
ucts to individuals (B2C) or to businesses
(B2B); this type of selling is considered to be
one-to-many.

Semantic Web A group of methods that focuses
on machines (in contrast with Web 2.0 that
focuses on people), trying to enable machines
to understand the semantics (i.e., the meaning)
of information using natural language under-
standing tools.

Virtual community A community where the
interaction takes place over a computer net-
work, mainly the Internet.

Virtual world A site for online communities
in a computer-generated setting where users
socialize and work with one another through
the use of avatars. The creation of objects,
jobs, homes, and businesses in the 3D envi-
ronment is the foundation of these worlds and
is fun and satisfying.

Voice portal A portal with audio interfaces
that can be accessed by telephone or cell
phone.

Web 3.0 A term used to describe the future of the
World Wide Web. It is projected to deliver a new
generation of business applications that will see
business and social computing converge.

Web 4.0 The Web generation after Web 3.0. It
is still an unknown entity. However, it is envi-
sioned as being based on islands of intelli-
gence and as being ubiquitous.

Web (information) portal A single point of
access, through a Web browser, to critical
business information located inside and out-
side organizations.

Webstore (storefront) A single company’s (or
individual seller’s) website where products or
services are sold.
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Learning Objectives

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

1.

10.

11.

12.

Describe electronic retailing (e-tailing) and
its characteristics.

. Classify the primary e-tailing business models.

Describe how online travel and tourism ser-
vices 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.

Describe the delivery of digital products
such as online entertainment.

Discuss various online consumer aids,
including price comparison sites.

Describe the impact of e-tailing on retail
competition.

Describe disintermediation and other B2C
strategic issues.
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OPENING CASE: AMAZON.COM:
THE KING OF E-TAILING

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. 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 experi-
ence, and adding new products and services and
business alliances. The company also recognized
the importance of order fulfillment and ware-
housing early on. It has invested billions of dol-
lars building physical warehouses and distribution
centers designed for shipping packages to mil-
lions of customers. In 2012, the company started
same day delivery from its new distribution cen-
ters. After 2000, the company added information
technology products and services, notably the
Kindle e-reader family as well as Web Services
(cloud technologies). 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

In addition to its initial electronic bookstore,
Amazon.com has expanded its offerings to
include millions of products and services.
A unique example of a service they offer is
Mechanical Turk (mturk.com), a marketplace for
crowdsourcing work that requires human intelli-
gence in dozens of categories (see Chapter 8).
Key features of Amazon.com are easy browsing,
searching, and ordering; useful product informa-
tion, reviews, recommendations, and other per-
sonalization techniques; a very large selection of
products, the ability to compare prices; low
prices; secure payment system; efficient order ful-
fillment; and an easy product return arrangement.

3 Retailing in Electronic Commerce: Products and Services

The Amazon.com website has a number of
useful services, some provided by its companies.
For example, its & “Gift Finder and Wish Lists”
section (amazon.com/gp/gift-finder) suggests
gifts for all occasions and seasons, categorized by
relationship, price, and more. Author Central (author-
central. amazon.com) is a page where customers
can read about authors (such as their biography
and speaking events) and even connect with some
of them. Authors can discuss their work and
answer readers’ questions via tweeting.

Amazon.com also offers support services.
Amazon Services services.amazon.com hosts
webstores for a small monthly fee, offering small
businesses the opportunity to have customized
storefronts supported by Amazon.com’s payment
and order-fulfillment system (see services.
amazon.com/content/sell-on-amazon).
Customers can use mobile devices to shop.
Amazon Prime (amazon.com/prime) offers
unlimited free shipment for a modest annual fee.
In 2013, Amazon announced that they had been
researching the idea of using drones for fast
package shipment, via their Amazon Prime Air
service  (amazon.com/b?node=8037720011).
This idea has lots of legal and regulatory obstacles.
For more information see forbes.com/sites/
stevebanker/2013/12/19/amazon-drones-here-
is-why-it-will-work, geekwire.com/2014/drone-
pilot-beat-faa-regs-says-amazon-delivery-
long-way, and Chapter 12.

Amazon.com is also recognized as an online
leader in providing personalized services and
CRM. When a customer revisits Amazon.com, a
cookie file (see Chapter 9) 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 ven-
dor that sells four units for a total of $65. Amazon
also provides detailed product descriptions and
ratings to help consumers make informed pur-
chase 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.
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Opening Case: Amazon.com: The King of E-Tailing

Amazon.com is known for its business strategy
and the acquisition of its successful competitors
in niche markets (e.g., kivasystems.com, zappos.
com). The company also acquired supplementary
companies such as alexa.com, junglee.com, and
Digital Photography Review (dpreview.com).
(See also crunchbase.com/organization/ama-
zon, and Distinguin 2011.) To read about the pos-
sibility of Amazon’s future acquisitions, see
recode.net/2014/01/31/after-amazons-
smallest-acquisition-year-since-2007-will-it-
gobble-up-competitors-in-2014.

Customers can personalize their accounts and
manage orders online with the patented “1-Click”
ordering feature. 1-Click includes an electronic dig-
ital wallet (see Chapter 11), which enables shoppers
to save time paying for their orders, since all the
shopping information, including preferred method
of payment and default address, is stored online.

In 1997, Amazon.com started an extensive
associates program (a method of affiliate market-
ing; see Chapter 9). The company has millions of
affiliates worldwide that refer customers to
Amazon.com (see affiliate-program.amazon.
com). These associates can earn up to a 15% refer-
ral fee if the referral ends with a sale. Amazon.com
also is becoming a Web fulfillment contractor
(services.amazon.com/content/fulfillment-by-
amazon.htm), even for large competitors. Other
services Amazon offers include: AmazonFresh
(fresh.amazon.com; a grocery delivery service);
Amazon MP3 store (amazon.com/MP3-Music-
Download/b?node=163856011; music downloads,
some free, others for 69¢ per song); and Prime
Instant Video (amazon.com/Prime-Instant-
Video/b?node=2676882011; thousands of mov-
ies and TV episodes available for purchase, rental,
and streaming).

Amazon.com offers many Web 2.0 social
shopping features (e.g., customer reviews). It
acquired Woot! (woot.com), a social networking
company known for its daily deals. Amazon is
continuously adding innovative services. In 2011,
the company introduced Price Check (to be
described later), which enables customers to
compare prices in physical stores with a smart-
phone app. Notable in 2012 are the same day
delivery initiative, the myhabit.com clothing site
(designer brands at reduced prices), and the
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ability to use mobile devices while you are inside
a physical store to compare prices using the Price
Check app. The Amazon strategy is to provide
the best customer satisfaction, make large invest-
ments in the short run at the expense of profit,
and promote innovations (see businessinsider.
com/amazons-profits-what-people-dont-
understand-2013-10).

The Results

In 1999, Time magazine named Bezos “Person of
the Year.” 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 cen-
ters and other initiatives. Amazon.com reported
that despite adverse U.S. and global economic
conditions, its annual profit for 2011 had doubled
from 2007, with a 41% revenue increase in one
year. Revenues continue to rise every quarter.

In 2012, Fortune magazine selected Bezos as
the “businessperson of the year” (see fortune.
com/2012/11/16/business-person-of-the-year.
fortune/2.html). Annual sales increased consis-
tently by 30-40% each year due to the addition of
more products and services, going global, and the
increased volume purchased by existing custom-
ers. Amazon offers about 20 million books,
music, and DVD/video titles to millions of cus-
tomers. In 2012, Amazon had over 1 million
e-books for sale. Finally, its investors are
rewarded with rapidly increasing stock prices.
Data from 2014 show Amazon.com as #12 on
Alexa (global rank) and #5 (U. S. rank). It has
over 23 million “Likes” and over 84,000 “Talking
about this” on Facebook (see facebook.com/
Amazon). As of February 2014, Amazon has
1.01 million followers on Twitter (twitter.com/
amazon). For the “Amazing Amazon Story — Jeff
Bezos Full Speech,” watch the video (17:59 min-
utes) at youtube.com/watch?v=YlgkfOr_GLY.

Despite increased competition from thousands
of e-tailers in the online market, Amazon.com
has been holding its place as the number one B2C
e-tailer and money-making EC site in the world
(some Chinese sites are getting closer to Amazon,
but they are not competitors). Due to its order
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fulfillment system, Amazon.com can offer very
low prices. Add this to high customer satisfaction
and the selection of quality products, one can
understand why Amazon.com sells more than
three times the products compared to its nearest
U.S. competitor.

Amazon.com also offers several features for
international customers, including over 1 million
Japanese-language books. Amazon.com operates
in 12 countries but it can ship its products to other
countries. Each country has a website in its own
language (for example, Amazon China amazon.
cn). Amazon.com generated revenues of about
$75 billion in 2013, with an operating income of
over $745 million (see digitalbookworld.
com/2014/amazon-booms-in-2013-with-
74-45-billion-in-revenue). As of Q4 2013, the
company employs over 117,000 full-time and
part-time employees. Amazon.com is considered
as the “king of e-tailers.” The company has been
ranked by the U.S. National Retail Federation, as
the #1 fastest-growing large retail organization in
the U.S. with a 42.5% sales growth in 2011
(Groth and Cortez 2012). For a comprehensive
slide show about Amazon.com, see Distinguin
(2011). See also Stone (2013).

Sources: Based on Distinguin (2011), Brandt
(2011), Stone (2013), Groth and Cortez (2012),
Kain (2011), and amazon.com (accessed May
2014).

LESSONS LEARNED FROM THE CASE

The case of Amazon.com, the most recog-
nized name of all e-tailers in the world, dem-
onstrates the evolution of e-tailing, some of
the problems encountered by e-tailers, and
the solutions that a company can employ to
expand its business. 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 ful-
fillment 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 dou-
ble-digit, year-over-year growth rate despite
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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 services
online to individual customers. We also dis-
cuss e-tailing successes and failures.

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 is increasing rapidly, despite
the failure of many dot-com companies.
According to Grau (2011), approximately 71% of
adult U.S. Internet users shop online and 94%
conduct research online about a product before
purchasing the item, whether online or in a physi-
cal store. Similar figures are reported in several
Western countries, as well as in Taiwan, Malaysia,
Australia, and New Zealand. Internetworldstats.
com estimates that there are over 2.67 billion
Internet users worldwide and over 273 million in
North America as of March 2014 (see internet-
worldstats.com/stats.htm). For “A Day in the
Life of the Internet [Infographic],” see adweek.
com/socialtimes/internet-24-hours/499019.
Forrester Research estimates that U.S. shoppers
will spend $327 million online in 2016, a 62%
increase over 2012 (reported by Rueter 2012).
Experts estimate the global B2C to be over 1 tril-
lion in 2014, 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. In addition, the economic downturn
may increase online shopping as a means of sav-
ing money (e.g., save on gas if you do not need to
drive to a physical store). Finally, global B2C is
still increasing rapidly. Therefore, one of the
challenges facing e-tailers is increasing the
amount of money each person spends online.
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3.1 Internet Marketing and B2C Electronic Retailing

As discussed in Chapter 1, companies have many
benefits from selling their goods and services
online. Innovative marketing models and strate-
gies and a better understanding of online con-
sumer behavior (Chapter 9) are critical success
factors in B2C. For statistics on EC in general
and retail trade in particular, see census.gov/
econ/estats.

This chapter presents an overview of Internet
retailing, its diversity, prospects, and limitations.
Retailing, especially when conducted in a new
medium, must be supported by an understanding
of consumer buying behavior, market research,
and advertising, topics that will be presented in
Chapter 9. Let us begin our discussion of EC
products and services with an overview of elec-
tronic retailing.

Overview of Electronic Retailing

A retailer is a sales intermediary between manu-
facturers 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, retailing is done in stores (or factory out-
lets) that customers must visit physically in order
to make a purchase, although sometimes custom-
ers may order by phone. Companies that produce
a large number of products for millions of cus-
tomers, such as Procter and Gamble, must use
retailers for efficient product distribution.
However, even if a company sells relatively few
different 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 catalogs. Retailing conducted over
the Internet is called electronic retailing (e-tail-
ing), and sellers who conduct retail business
online are called e-tailers, as illustrated in the
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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
examines 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 organiza-
tions. Walmart (walmart.com) sells to both indi-
viduals and businesses (via Sam’s Club). Dell
sells its computers to both consumers and busi-
nesses from dell.com, Staples sells to both mar-
kets 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,
Brazil 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 cate-
gorized. Some sources combine certain products
and services; others do not or use different meth-
ods. 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.

The sites listed in Table 3.1 provide statistics
on e-tailing as well as on other Internet and EC
activities. Typical statistics used in describing
e-tailing and consumer behavior include Internet
usage by demographic (online sales by age, gen-
der, country, etc.), online sales by item, online
sales by vendor, and online purchasing patterns
of customers.
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Table 3.1 Representative sources of EC statistics

BizRate (bizrate.com)

Business 2.0 (money.cnn.com/magazines/business2/)
Emarketer (emarketer.com)

comScore (comscore.com)
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InternetRetailer (internetretailer.com)

Nielsen Online (nielsen-online.com)

Shop.org (shop.org)

Adobe SiteCatalyst (adobe.com/solutions/digital-analytics/

sitecatalyst.html?promoid=KIVFD)

ClickZ (clickz.com)

emarket (emarket.com)

Forrester Research (forrester.com)
Gartner (gartner.com)

What Sells Well on the Internet

Despite the inconsistency of the data, it is clear
that B2C is growing at least 15% each year. This
is due both to more shoppers and to more money
spent online.

With approximately 189 million shoppers
online in the United States in 2013, e-tailers
realized the opportunity to sell large quantities
of products (see cpestrategy.com/blog/2013/08/
ecommerce-infographic for infographics and
statistics on online shopping). Millions of dif-
ferent items are available on the Web from
numerous vendors. Online File W3.1 shows the
major categories of goods that are selling well
online.

Developments in B2C E-Commerce

The first-generation of B2C e-commerce sold
books, software, and music — simple to under-
stand 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 (see Case
1.1 on Net-a-Porter, p. 13). Today consumers
research product information and purchase
online from categories such as bedding, spas,
expensive jewelry, designer clothes, appli-
ances, cars, flooring, big-screen TVs, and
building supplies. Consumers are also buying
many services such as college educations and
insurance policies.

Pew Research Internet Project (pewinternet.org)
Yankee Group (yankeegroup.com)
U.S. Census Bureau (census.gov/econ/estats/)

Characteristics and Advantages
of Successful E-Tailing

Many of the same success factors that apply to
physical retailing also apply to e-tailing. In addi-
tion, a scalable and secure infrastructure is
needed. However, e-tailers can offer special con-
sumer services not offered by traditional retail-
ers. For a comparison of e-tailing and retailing,
including advantages, see Table 3.2.

Goods with the following characteristics are
expected to sell the most:

e 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; free
shipping.

* Digitized format (e.g., software, music,
e-books, or videos).

* Relatively inexpensive
office supplies, vitamins).

* Frequently purchased items (e.g., books,
cosmetics, office supplies, prescription
drugs).

* Commodities for which physical inspec-
tion 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, chocolates,
vitamins).

items (e.g.,


http://cpcstrategy.com/blog/2013/08/ecommerce-infographic
http://cpcstrategy.com/blog/2013/08/ecommerce-infographic
http://bizrate.com/
http://internetretailer.com/
http://money.cnn.com/magazines/business2/
http://nielsen-online.com/
http://emarketer.com/
http://shop.org/
http://comscore.com/
http://adobe.com/solutions/digital-analytics/sitecatalyst.html?promoid=KIVFD
http://adobe.com/solutions/digital-analytics/sitecatalyst.html?promoid=KIVFD
http://clickz.com/
http://pewinternet.org/
http://emarket.com/
http://yankeegroup.com/
http://forrester.com/
http://census.gov/econ/estats/
http://gartner.com/

3.1

Internet Marketing and B2C Electronic Retailing

Table 3.2 Retailing versus e-tailing

Factor

Increase of sales volume

More visitors, but less
revenue

Use of technology

Customer relations and
handling of complaints

Competition

Customer base

Supply chain cost

Customization and
personalization

Price changing

Adaptability to market trends

Retailers

Expansion of locations, stores,
and space

Expand marketing efforts to turn

“window shoppers” into active
shoppers

Automation store technologies
such as POS, self-check, and
information kiosks

Face-to-face, stable contacts

More tolerance of disputes due
to face-to-face contacts

Local competition
Fewer competitors

Local area customers
Lack of anonymity

High increase of customer
loyalty

High cost, interruptions
Expensive and slow

Not very popular

Expensive and slow, not done
often

Slow
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E-Tailers

* Going out of their regular area and even
globally to find customers

Expand marketing communications to turn
viewers into shoppers

¢ Ordering, payments, and fulfillment systems.
e Comparisons and customer testimonials

* Instant delivery of digital products

* Anonymous contacts, less stability

¢ More responsiveness to complaints due to
potential negative publicity via social media
platforms (e.g., Facebook, Twitter).

¢ More competitors

¢ Intense due to comparisons and price
reductions

* Global competition

¢ Wide area (possibly global) customers
¢ Anonymity most of the time

¢ Easy to switch brands (less loyalty)

¢ Lower cost, more efficient

* Fast, more efficient

e Popular

* Inexpensive, can be done anytime

* Rapid

Sources: Based on Lee and Brandyberry (2003), Kwon and Lennon (2009), Ha and Stoel (2009), and authors’

experiences

Advantages of E-Tailing

E-tailing provides advantages to both sellers and
buyers. The advantages of e-commerce, described

in Chapter 1, also apply here.

The major advantages to sellers are:

e Lower product cost, thus increasing o

Change prices and catalogs quickly, includ-
ing the visual presentation. Such flexibility
increases competitive advantage.

Lower supply chain costs (see Chapter 12).
Provide customers with a wealth of infor-
mation online as a self-service option,
thus saving customer service costs.
React quickly to customer needs, com-
plaints, tastes, and so forth.

competitive advantage.

e Reach more customers, many outside o
the vendor’s region, including going
global. For example, some Chinese and

Provide customization of products and
services, self configuration, and person-
alization of customer care.

Taiwanese e-tailers operate sites that * Enable small companies to compete
sell electronic products all over the with larger companies.
world (e.g., E-Way Technology Systems * Better understand customers and inter-

Corp. [ewayco.com]). act with them.


http://ewayco.com/
http://dx.doi.org/10.1007/978-3-319-10091-3_12
http://dx.doi.org/10.1007/978-3-319-10091-3_1
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o Sell specialized items country-wide, or
even worldwide (e.g., surfing-related
merchandise by the Australian company
surfstitch.com).

* Engage customers in interesting search,
comparison, and discussion activities.

* Contact customers who are not reachable
by traditional methods of communica-
tion.

The major benefits to the buyers are to:

e Pay less than in traditional or even dis-
count 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 spreadshirt.com).

¢ 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

1. Describe the nature of B2C EC.

2. What sells well in B2C?

3. 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?

Nk

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 manu-
facturer that sells to individual consumers (see
Figure 3.1). The seller has its own organization
and must also buy materials, goods, and services
from others, usually businesses (B2B in
Figure 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 manufac-
turer) and an individual buyer. The figure shows
other EC transactions and related activities that
may affect e-tailing. Retailing businesses, like
other businesses, are driven by a business model.
A business model, as defined in Chapter 1, is a
description of how an organization intends to gen-
erate 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 sev-
eral ways. For example, some classify e-tailers by
the nature of the business (e.g., general purpose ver-
sus 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, QVC 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 web-
store 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).


http://dx.doi.org/10.1007/978-3-319-10091-3_1
http://spreadshirt.com/
http://surfstitch.com/

3.2 E-Tailing Business Models 1M

Distributor

Our Company

The E-Tailer Enterprise
Finance, Accounting, HRM, IT

Facing Supplier/Distributor/ Internal Operations B2C and Customer-Facing
Business Partner Objective: Facilitate integration Applications

Objective: Optimize of internal operations and Objective: Optimize business
relationships with business increase productivity relationships with customers;
partners and reduce cost of increase service

goods sold effectiveness and sales

Figure 3.1 E-tailing as an enterprise EC system

4. Click-and-mortar (“brick-and-click’) retail- they are most comfortable. For discussions

ers. These are retailers that open webstores to
supplement their regular business activities
(e.g., walmart.com and homedepot.com).
For details, see en.wikipedia.org/wiki/
Bricks_and_clicks. 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 partner store loca-
tions, such as Best Buy and Staples. Expedia.
com opened physical kiosks in tourist areas,
and Net-a-Porter has two physical stores. The
idea of selling both online and offline is part
of a model or strategy known as a multichan-
nel 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

and an illustrative case, see Greene (2010) and
Lewis (2010).

5. Internet (online) malls. As described in
Chapter 2, 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.

6. Flash sales. In any of the above categories,
sellers can offer steep discounts via an inter-
mediary or directly to the consumers. 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.


http://walmart.com/
http://homedepot.com/
http://en.wikipedia.org/wiki/Bricks_and_clicks
http://en.wikipedia.org/wiki/Bricks_and_clicks
http://dx.doi.org/10.1007/978-3-319-10091-3_2
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Direct marketers take orders directly from con-
sumers, frequently bypassing traditional interme-
diaries. Sellers can be retailers or manufacturers.

Direct Sales by Manufacturers

and Make-to-Order

Many manufacturers are selling directly to cus-
tomers. Dell, HP, and other computer manufac-
turers use this method. It is usually combined
with self-configuration of products (customized,
build to order). Online File W3.2 describes the
process by which customers can configure and
order cars online from manufacturers. 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 advan-
tage of low fixed costs. However, one drawback
can be a lack of an efficient order fulfillment sys-
tem. Virtual e-tailers can be general-purpose
(such as Amazon.com, or Rakuten.com) or spe-
cialized e-tailers (such as Dogtoys.com).

Note that a general store may be composed of
specialty stores. For example, hayneedle.com
includes over 200 specialty stores such as furni-
ture, seasonal gifts, yard and garden, and so forth.
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 U.S.-based Buy.
com (which is now known as Rakuten.com
Shopping). The combined company offers more
than 90 million products made by over 35,000
merchants worldwide. The company had over 64
million registered members in Japan in 2009. In
2010, there were about 80 million registered
members and sales approached $4 billion (statis-
tics reported by Clearlake Capital 2010 and
rakuten.com/ct/aboutus.aspx). Thousands of
other companies operate 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 mar-
ket (see Online File W3.3). Blue Nile (Chapter 2)
is another example. Such specialized businesses
would find it difficult to survive in the physical
world because they would not have enough cus-
tomers and could not hold a large variety of stock.

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 chan-
nel. This strategy is gaining momentum, but it is
not always successful for large companies.
A prime example is Best Buy (see Section 3.9).

A click-and-mortar retailer is a combination
of both the traditional retailer and a webstore.

A brick-and-mortar retailer conducts busi-
ness exclusively in the physical world. In some
cases, sellers also might operate 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 retail-
ers 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 super-
markets and all other types of retailing.

Lately, there is a trend to open stores on
Facebook and other social network sites, in addi-
tion to selling from their own sites.

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


http://hayneedle.com/
http://rakuten.com/ct/aboutus.aspx
http://dealsdirect.com.au/
http://dealsdirect.com.au/
http://asiabookroom.com/
http://cattoys.com/
http://dx.doi.org/10.1007/978-3-319-10091-3_2
http://macys.com/
http://sears.com/
http://walmart.com/
http://target.com/
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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
bedandbreak fast.com. The stores listed in a
directory either 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
virtualshoppingmall.weebly.com/affiliate-
referral-sites.html).

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 hosting mall provides
these services.

Ideally, the customer would like to go to dif-
ferent stores in the same mall, use one shopping
cart, and pay only once. This arrangement is pos-
sible, for example, in Yahoo! Small Business (see
smallbusiness.yahoo.com/ecommerce). Other
examples of malls with shared services are
firststopshops.com and bing-shop.com.

Other B2C Models and Special
Retailing

Several other business models are used in B2C.
They are discussed in various places throughout
the book and by Wieczner and Bellstrom (2010).
Some of these models also are used in B2B,
B2B2C, G2B, and other types of EC.

B2C Social Shopping

Social shopping activities are facilitated by new
or improved business models, (e.g., see Turban
et al. 2015; Shih 2011; Singh and Diamond
2012). For example, B2C sites such as amazon.
com and netflix.com provide consumers with
extensive social context and engagement oppor-
tunities, such as product ratings. Using blogs,
wikis, discussion groups, and Twitter, retailers
can help customers find and recommend
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shopping opportunities. Typical new or improved
models created by social media tools are summa-
rized below and described in Chapter 7.

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 hours), directly or via inter-
mediaries such as Groupon. The discounts are so
large that the sellers hope that people will
spread the news to their friends. For details see
Chapter 7.

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
(see Chapter 7 for details). 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). For details, see Wieczner and
Bellstrom (2010). 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, frequently for short periods of
time (just few hours or days). Members may need
to register before they are invited to see the spe-
cial offers. To assure quality, many clubs buy
directly from the manufacturers.

Examples of such clubs are Gilt (gilt.com) in
the U.S. (see Wieczner and Bellstrom 2010) and
KupiVIP (kupivip.ru) in Russia.

Private shopping clubs can be organized in
different ways (e.g., see beststreet.com). For
details, see Chapter 7 and en.wikipedia.org/
wiki/Private_shopping_club.
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Group Gifting Online

In many cases, a group of friends can collaborate
on gifts for events such as a wedding. To help coor-
dinate the group activities 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 com-
merce (Chapter 6). The model was unsuccessful
until social networking emerged. Today, compa-
nies such as Foursquare provide l-commerce
services.

Shopping in Virtual Worlds

B2C in virtual worlds is also available. The
objective is to foster user interaction with one
another and the products in the virtual world,
hopefully leading to purchases in the real world.

Virtual Visual Shopping

Many consumers embrace virtual shopping
because they get interesting products they would
never have bought without seeing them.

According to Baseline (2007), one advantage
of 3-D is its ability to make things online look
more realistic. For example, if you want to see
how a new sofa will look in your living room, all
you have to do is move a virtual 3D picture of the
sofa into an image of a similar living room that is
illustrated in 3D. Such an experience can be
extended to appliances, decorating rooms, or
improving structures.

SECTION 3.2 REVIEW QUESTIONS

1. List the B2C distribution channel models.

2. Describe how traditional mail-order firms are
transforming or adding online options.

3. Describe the direct marketing model used by
manufacturers.

4. Describe virtual e-tailing.

5. Describe the click-and-mortar approach.
Compare it to a pure e-tailing model.

6. Describe the different types of e-malls.
7. Describe flash sales (daily deals).
8. Describe B2C social shopping models.
9. Describe visual virtual shopping.

ONLINE TRAVEL
AND TOURISM
(HOSPITALITY) SERVICES

3.3

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 pack-
ages (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., atlas-
travelweb.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 collaboration. For exam-
ple, in 2012, TripAdvisor helped New Orleans
hotels to attract more guests.

Example: TripAdvisor

According to comScore Media Matrix
(December 2013), TripAdvisor (tripadvisor.
com) is the world’s largest travel site. The com-
pany provides trip advice generated from actual
travelers. This is a global site with more than
260 million visitors a month (per Google
Analytics, July 2013). 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 pro-
vides services similar to those provided by
TripAdvisor, such as travel information, travel
arrangements, and in-depth search (see www.
qunar.com/site/zh/Qunar.in.China_1.2.shtml).
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3.3 Online Travel and Tourism (Hospitality) Services

Characteristics of Online Travel

Online travel services generate income from com-
missions, advertising fees, lead-generation pay-
ments, 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 (see tnooz.com/
article/travel-companies-highlight-revenue-
loss-as-biggest-concern-in-online-fraud).
Consumers themselves can fall prey to online
travel fraud (see telegraph.co.uk/travel/travel-
news/9446395/Warning-over-online-holiday-
fraud.html). However, competition among
online travel e-tailers is intense and has low mar-
gins. 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 (see the dis-
cussion later in this section and Chapter 7).

Services Provided

Online travel agencies offer almost all the same
services delivered by conventional travel agen-
cies, 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 pro-
vided by other travelers, fare tracking (free e-mail
alerts on low fares), expert opinions, detailed
driving maps and directions (see infohub.com
and airbnb.com; a website that connects travel-
ers and lists accommodations around the world,
chat rooms and bulletin boards). In addition,
some offer other innovative services, such as
online travel auctions (e.g. skyauction.com).
Almost all services are available both on desktop
and on wireless devices. (For a list of apps for last
minute travel, see France 2013.)
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Special Online Travel Services

Many online travel services offer travel bargains.
Consumers can go to specialty sites, such as those
offering standby opportunities and last-minute
bargain tickets. For example, lastminutetravel.
com offers low airfares and discounted accommo-
dation prices to fill otherwise-empty airline seats
and hotel rooms. Last-minute trips also can be
booked on americanexpress.com, sometimes at a
steep discount. Special vacation destinations can
be found at priceline.com and greatrentals.com.
Flights.com offers cheap airline tickets and Eurail
passes. Travelers can access cybercaptive.com
for a list of thousands of Internet cafés around the
world. Similar information is available via many
portals, such as Yahoo! and MSN. Search engines
such as Google or Bing can also be helpful.

Example: HomeAway.com, Inc.

HomeAway, Inc. (homeaway.com) is a market-
place for the vacation rental industry. This online
marketplace hosts 890 paid listings offering vaca-
tion rental homes in 190 countries (April 2014
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 price
of a hotel. The site connects property managers
and owners with travelers. Besides the U.S., the
company has subsidiaries in several countries,
such as the UK, France, and Spain. It has both
short and longer stay rentals. The company also
operates bedandbreakfast.com. The company
has an extensive affiliate program (homeaway.
com/info/affiliate-program) too. The company is
very profitable and its stock price is increasing rap-
idly (in 2014). For details, see homeaway.com.

Also of interest are sites that offer medical
advice and services for travelers. This type of
information is available from the World Health
Organization (who.int), governments (e.g., cdc.
gov/travel), and private organizations (e.g.,
medicalert.org and webmd.com).

Other special services include:

* 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).
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* Advance check-in. Most airlines provide
advance online check-in. You can print your
boarding pass within 24 hours prior to depar-
ture. Alternatively, you can use a smartphone
(or a tablet) to download the boarding pass to
your cell phone and then submit your phone to
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 hun-
dreds of apps related to comparing prices, mak-
ing reservations, looking at travel reviews, and
finding the best travel deals available (see Knight
2012 for the use of mobile devices by travelers
and travel.cnn.com/explorations/shop/50-
ultimate- travel-apps-so-far-353352 for a list of
50 ultimate travel apps).

Social Travel Networks

Travelers are using sites like Facebook, YouTube,
Twitter, Gogobot, Flickr, Foursquare, and
TripAdvisor to plan their trips and share experi-
ences (both good and bad) afterward. For example,
all major airlines have pages on Facebook that pro-
vide information and news about their airline and
offer their customers a community to meet other
travelers and share experiences (e.g., see face-
book.com/AmericanAirlines).

Several social networks have travel channels that
cater to travelers. Examples of such networks are
wikitravel.org and world66.com, which features a
travel channel that uses a wiki allowing any Internet
reader to create, update, edit, and illustrate any arti-
cle on the website (“the travel guide you write”).
For a comprehensive resource on travel, see tripad-
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visor.com. Other social networks available exclu-
sively for travelers are Trip Wolf, Trip Hub (a blog
dedicated to group travel), Trip Advisor, Virtual
Tourist, BootsnAll, and Lonely Planet (see discus-
sion by O’Neill 2011). Case 3.1 shows an example
of a social network for travelers.

For an HVS Sales and Marketing Services
slideshow presentation on how hotels are using
social commerce, see slideshare.net/Visit
Kissimmee/examples-of-how-hotels-are-
using-social-media-a-guide-for-getting-star
ted-4606358.

CASE 3.1: EC APPLICATION: WAYN:
A LIFESTYLE AND TRAVEL SOCIAL
NETWORK

WAYN (wayn.com), which stands for “Where
Are You Now?” is a social network website
with a goal of uniting travelers globally, allow-
ing them to share experiences, describe prob-
lems, participate in forums, and find friends.
WAYN, a UK company, has grown from 45,000
members in 2005 to over 22.4 million in 2014.
Approximately 2 million members are based in
the United Kingdom. WAYN is popular in most
major developed countries.

The capabilities of the site are similar to that
of Facebook and other major social networks.
Travelers can search for contacts and visually
locate them on countries’ maps. The goal is for
travelers to keep their friends informed of where
they are while traveling and, in turn, to be able to
locate their friends (“find who is around”).

In addition, users can send SMSs to any of
their contacts worldwide and chat online using
WAYN’s Instant Messenger. Utilizing WAYN,
users can create discussion groups, make friends,
plan trips, and ask for recommendations.

As of April 2014, WAYN is available in 193
countries, becoming a global and profitable
brand. WAYN is followed on Facebook and
Twitter. To survive, the company sells travel
deals, and provides advertising opportunities to
service providers (see wayn.com/advertising).
WAYN can be accessed on the go via several
downloadable mobile applications (see wayn.
com/mobileapps). The site also provides an
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opportunity to meet like-minded people and
make friends. For a comprehensive description,
see tnooz.com/article/wayn-social-travel-reve-
nue-gains (posted February 2014). To read an
interview with the CEO of WAYN, see travelb-
lather.com/2013/01/the-future-for-social-
travel-websites-an-interview-with-wayn-ceo-
pete-ward.html.

Sources: Based on Butcher (2008) and wayn.
com (accessed May 2014).

Questions

1. Visit wayn.com. What options do you find
most exciting on the site?

2. Enter wayn.com and identify all advertising
options. List them and discuss three that
would work best for you as a traveler.

3. Identify the mobile capabilities on the site.

4. Why has WAYN been so successful even
though the site requires subscription fees for
some of its services?

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 voluminous, 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. For tips on the limitations and hazards
of the use of social travel, see Barish (2010).

Online travel services do have some limita-
tions. 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 thou-
sands 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 envi-
ronment, online businesses may fail (e.g., Travel-
Ticker folded in September 2012).

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 further. Expedia via Egencia TripNavigator
(egencia.com), Travelocity (travelocity.com),
and Orbitz (orbitzforbusiness.com) also offer
software tools for corporate planning and book-
ing. TripAdvisor for Business (tripadvisor.com/
Owners) provides information to the tourism and
hospitality industries. TripAdvisor TripConnect
offers a way for businesses to compete for book-
ings and generate new business by bringing visi-
tors directly to their online booking pages. For
more on how TripConnect works, watch the
video guide (2:57 minutes) on tripadvisor.com/
TripConnect.

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.american
express.com), which “enables companies to
quickly interface impacted travelers, pinpoint their
locations, and review their itineraries” (see business
travel.americanexpress.com/se/files/
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2011/11/CS_URSCorp-US.pdf). For details, see
American Express Business Travel (2011).

For details, see the Association of Corporate
Travel Executives (acte.org).

SECTION 3.3 REVIEW QUESTIONS

1. What travel services are available online that
are not available offline?

2. List the benefits of online travel services to
travelers and to service providers.

3. How do social networks facilitate travel?

Describe corporate online travel services.

5. Describe the competition in online travel
services.

»

34 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 employ-
ers. In addition to job ads posted online and
placement services available through specialized
websites (such as careerbuilder.com), larger
companies are building career portals on their
corporate websites as a way of reducing recruit-
ment costs and expediting the time to fill vacan-
cies. Advantages of the online job market over
the traditional one are listed in Table 3.3.

Table 3.3 Traditional versus online job markets
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The Internet Job Market

The Internet offers a comprehensive and large
environment for job seekers and for recruiters.
Nearly all Fortune 500 companies now use the
Internet for some of their recruitment activities.
Online resources are the most popular recruit-
ment option for many companies. Since 2000,
online job recruitment revenues and volume sig-
nificantly overtook print ad classifieds. Tens of
thousands of job-related sites are active in the
United States alone. Note that many sites provide
free lists of available positions. For example, see
jobsearch.money.cnn.com. The U.S. market is
dominated by several major players, especially
Monster that acquired Yahoo! HotJobs in August
2010, and CareerBuilder. However, socially-
oriented sites such as Craigslist, LinkedIn,
Twitter, and Facebook are becoming very impor-
tant online recruitment sites (see askingsmarter-
questions.com/how-to-recruit-online-
finding-talent-with-facebook-twitter-study).

Note: Jobs searches and finding applicants is
going mobile with increasing apps and activities
in this direction.

Online Job Markets on Social Networks

According to McCafferty (2012), 58% of recruiters
agree that social networking is the ‘next big thing’
in recruiting. Specifically, 86% already use
LinkedIn, 51% use Facebook and 27% use
Google+. Facebook has many features that help

Online job market

Characteristic Traditional job market

Cost Expensive, especially in prime space
Life cycle Short

Place

Context updating

Space for details

Ease of search by applicant

Ability of employers to find applicants

Matching of supply and demand
Reliability

Communication speed between
employees and employers

Ability of employees to compare jobs

Usually local and limited if global

Can be complex, expensive

Limited

Difficult, especially for out-of-town applicants

May be very difficult, especially for out-of-town
applicants

Difficult
Low, material can get lost in mail
Can be slow

Limited

Can be very inexpensive
Long

Global

Fast, simple, inexpensive
Large

Quick and easy

Easy

Easy
High

Fast

Easy, fast
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ABC Company chooses
Daniel and hires him for
a short-term project. ABC
company pays $250,000 to
the job referral site, which
pays $200,000 to Daniel.

ABC Company searches
the job referral site
for an IT manager with

Carol invites John to register CPA qualification. The site
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Y
The site also pays $4,000
to John who referred Daniel,
and $2,000 to Carol who
referred John. The social
neworking site gains
$44,000 in profit.

on a job referral social
networking site. John
creates a profile of
his expertise and invites
his friend Daniel.

provides a list of
ranked job seekers.

-

] ,

Referral Rewards

]

&

Job Matching

¥

Membership Proposal

Job Offering

Figure 3.2 The referral power of social networks in job matching

people find jobs and help employers find candi-
dates. 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 simi-
lar service is provided by linkedin.com/job.
Craigslist, for example, claims more than 1 million
new job listings every month. For an overview and
examples of finding jobs on Twitter, see Dickler
(2009). The LinkedIn search engine can help
employers find appropriate candidates quickly. For
more on social networking activities in recruiting,
see Chapter 8 and Masud (2012).

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 referral process is
illustrated in Figure 3.2. The site’s algorithms
enable headhunters to analyze qualified appli-
cants 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’ visibil-
ity. For more about recruiting online using Twitter,
see askingsmarterquestions.com/how-to-recruit-
online-finding-talent-with-facebook-twitter-
study. TwitJobSearch (twitjobsearch.com) is a
job search engine allowing employers to post job
ads on Twitter. Its features include posting jobs,
having the company post jobs for the recruiters,
and job seekers being “tweeted” daily from major
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companies and job boards. According to LinkedIn,
“TwitJobSearch scours twitter; indexing tweets
that are jobs, and filtering out the rest. Thus pro-
viding jobseekers with the tools necessary to find
meaningful, relevant job opportunities amongst
the noise” (see linkedin.com/company/1913098/
twitjobsearch-com-260783/product). To sign
up or follow TwitJobSearch, go to twitter.com/
TwitJobSearch.
The following are examples of activities in
social networks:
* Search for posted positions
e Track people in your field
* Learn from the experts
* Engage and communicate with people and ask
for help
* Make connections
* Note: Lately, companies use gamification
(Chapter 8) to help recriters (see Meister 2012).

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,
recruiting 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.

Virtual Job Fairs

Virtual job fairs as well as recruiting via social net-
works are becoming popular for expeditiously
finding qualified candidates at a reduced cost. Such
job fairs use special 3D hosting environments in
virtual worlds, social networks, or the employers’
websites. They are similar to ‘trade fairs’ (Chapter
4). These are done on virtual world sites, social
networks, employers’ websites, or special vendor
sites (e.g., expos2.com, brazencareerist.com).

Example

According to Weinstein (2009), KPMG, which
operates in over 150 countries, is using job fairs
to globally find and reach job applicants by
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allowing them to study their particular global
office’s opportunities and requirements in virtual
booths at online fairs. Visitors can then submit a
résumé online. For details, see Weinstein (2009),
big4.com/news/kpmg-48-hour-virtual-world-
jobs-fair-to-directly-connect-with-job-
seekers, and brazenconnect.com/event/kpmg_
may_2014.

Components and Hosting

Virtual job fairs are becoming popular. According

to Commuiqué Conferencing, Inc. (virtualjob-

fairhosting.com), a virtual job fair hosting ser-
vice, some virtual job fair features they offer are:

* Main Hall: Visitors enter the showroom and
watch the video greeting. Visitors may then go
to the Auditorium, Exhibit Hall, etc.

* Exhibitor Booth: These can be personalized
for each exhibitor.

e Lounge or Communication Center: Contains
professional networking features from mes-
sage boards to forums and group chat.

e Resource Center: Contains demos, webcasts,
and documents.

The hosting company of generic fairs also
runs private fairs for major corporations such as
Time Warner, Nike, and Ford.

Another company that hosts virtual communi-
cations and job fairs is ON24, Inc. (on24.com).
For how IBM used ON24 to find qualified employ-
ees for their operations in Africa, read the case
study at on24.com/case-studies/ibm-job-fair.

For a video titled “Virtual Job Fair Tutorial —
Job Seeker” (6:02 minutes) see youtube.com/
watch?v=ZY5-NV5ExJ4.

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 3.4. For more on the advan-
tages of attending job fairs, see onlinemba.com/
blog/how-to-attend-and-get-the-most-out-of-
a-virtual-job-fair. For benefits of virtual recruit-
ing, see smallbusiness.chron.com/advantages-
virtual-recruitment-16632.html.
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Table 3.4 Advantages of the electronic job market for job seekers and employers

Advantages for job seekers

Can discover a large number of job openings

Can communicate directly and quickly with potential employers
Can market themselves quickly to appropriate employers (e.g.,

quintcareers.com)

Can post résumés for large-volume distribution (e.g., at
careerbuilder.com, brassring.com)

Can search for available positions any time

Can obtain several support services at no cost (e.g., careerbuilder.
com and monster.com provide free career-planning services)

Can determine appropriate salaries in the marketplace (e.g., use

salary.com and rileyguide.com; look for salary surveys)

Can learn how to behave in an interview (greatvoice.com)

Can access social network groups dedicated to electronic job

markets

Advantages for employers
Can reach a large number of job seekers
Can reduce recruitment costs

Can reduce application-processing costs by
using electronic application forms

Can provide greater equal opportunity for job
seekers

Opportunity of finding highly skilled employees
who match the job requirements

Can describe positions in great detail

Can interview candidates online (e.g., using
video teleconferencing)

Can arrange for testing online
Can view salary surveys for recruiting strategies

Sources: Based on Dixon (2000), Wanarsup and Pattamavorakun (2008), Williams (2000), and the authors’

experiences

The electronic job market also has a few
limitations. One major limitation is the fact that
some people do not use and do not have access to
the Internet, although this problem is declining
substantially. One solution to the problem of lim-
ited access is the use of in-store Internet kiosks,
as used by companies such as Home Depot or
Macy’s. Computers are also available in libraries
and other public places. Mobile job search apps
such as iPQ Career Planner and Pocket Resume
are becoming popular.

Security and privacy are other limitations.
Posted résumés and employer-employee commu-
nications are usually not encrypted. Thus, confi-
dentiality and data protection cannot be
guaranteed. It is also possible that someone at a
job seeker’s current place of employment (e.g.,
his or her boss) could find out that that person is
job hunting. LinkedIn, for example, provides
privacy protection, enabling job seekers to deter-
mine who can see their résumé online.

For tips on how to protect your privacy while
job hunting, see guides.wsj.com/careers/how-
to-start-a-job-search/how-to-protect-your-
privacy-when-job-hunting.

SECTION 3.4 REVIEW QUESTIONS
1. What are the driving forces of the electronic
job market?

2. What are the major advantages of the electronic
job market to the candidate? To employers?

3. Why is LinkedIn so useful for job seekers and
for employees? List the specific tools pro-
vided by EC to job seekers.

4. List the specific tools provided by recruiters.

5. What are the limitations of electronic job
markets?

3.5 ONLINE REAL ESTATE,
INSURANCE, AND STOCK

TRADING

Online infrastructures enable additional market-
ing channels, new business models, and provide
new capabilities. The infrastructures provide a
different way of delivering products and services.
Some major services are presented in this and the
following section.

Real Estate Online

Changes in online real estate information search
and transactions significantly impact the way that
business is conducted.

To get some idea of the changes, see realtor.
org/research-and-statistics and for statistics on
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the growth of the online and offline real estate
markets, see realtor.org/research-and-statis-
tics/research-reports. For example, in 2012,
74% of all realtors used social media tools regu-
larly. Additional studies by the National
Association of Realtors (NAR) have shown that
over 36% of real estate buyers begin their
searches for properties on the Internet, and 89%
of all recent buyers used the Internet at some
point in their home search (National Association
of Realtors® 2010).

E-commerce and the Internet are slowly but
surely having an ever-increasing impact on the
real estate industry. For example, despite the
changes that are beginning to emerge, real estate
agents have not been disintermediated. Home
buyers today tend to use both real estate agents
and the Internet. One possible impact is declining
commissions that sellers pay agents.

Zillow, Craigslist, and Other Web 2.0 Real
Estate Services

Craigslist (craigslist.org) and Zillow (zillow.
com) are examples of Web 2.0 free real estate
services. Both reduce the use of newspaper clas-
sified advertising, and allow buyers to find hous-
ing information and do price and location
comparisons on their own.

Zillow operates the “Make Me Move” (zillow.
com/make-me-move) service (free) that allows
you to see for what price you would be willing to
sell your home without actually putting it on the
market (zillow.com/wikipages/What-is-Make-
Me-Move). Homeowners may be motivated to
sell when they see the price they can get when
they list their homes (anonymously). Sellers can
see prices of similar homes. Buyers can contact
the sellers via anonymous e-mail. The company
also provides free listings (including photos).
Users can also participate in a blog or wiki, start
a discussion, and engage in other social-oriented
activities. Zillow also offers mortgage calcula-
tors and current loan rates. Zillow makes money
from advertisers and was listed on the stock
market in 2012. Zillow has several competitors
(e.g., ziprealty.com and listingbook.com).
Zillow offers its brand via more than a dozen
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websites (e.g., zillow.com/homes/for_rent, and
agentfolio.com). Zillow generates revenue by
selling ads on its companion websites (zillow.
com/agent-advertising and vator.tv/news/2013-
12-27-how-does-zillow-make-money). For addi-
tional information, see zillow.com/corp/About.
htm.

Craigslist has a major classifieds section for
real estate (‘for sale’ and ‘for rent’ listings).
Listings are free except in some large cities, where
brokers must pay a fee for placing ads. For more
about real estate applications and services offered
online, see National Association of Realtors®
(realtor.com), CRE Online, Inc. (real-estate-
online.com), and Auction.com (auction.com).

Insurance Online

An increasing number of companies use the
Internet to offer standard insurance policies, such
as auto, home, life, or health, at a substantial
discount, mostly to individuals. Furthermore,
third-party aggregators offer free comparisons of
available policies. Several large insurance and
risk-management companies offer comprehensive
insurance contracts online (e.g., allstate.com,
ensurance.com, statefarm.com/insurance, pro-
gressive.com/insurance-choices,  geico.com).
Although many people do not trust the faceless
insurance agent, others are eager to take advantage
of the reduced premiums. A visit to insurance.
com will show a comparison of a variety of differ-
ent policies. For example, customers and
businesses can compare car insurance on answer-
financial.com/Auto-Insurance and then purchase
a policy on their site. At TFB Global Travel
Insurance (globaltravelinsurance.com), custom-
ers can purchase travel insurance. Another popular
insurance site is insweb.com. Many insurance
companies use a dual strategy, using sales agents
in the field but also selling online. (e.g., advertis-
ing on e-mails and Google searches.) Like real
estate brokers, insurance brokers send unsolicited
e-mails to millions of people. The stiff competition
will probably reduce the commission for the sur-
viving agents.
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Example

The insurance industry has seen that 70-80% of
potential insurance customers are researching
and gathering information on the Internet. Thus,
insurance companies are trying to capitalize on
this trend. For example, by attempting to profile
the online customers and understand their needs,
they can match Web advertisements and offer-
ings to the meet those needs (eMarketer 2011).

Purchasing insurance online may involve sev-
eral issues. For example, one needs to check the
laws regarding electronic signatures on documents.

For a discussion and examples of how social
networks drive insurers’ marketing and advertis-
ing strategies, see Chordas (2010).

Online Stock Trading
and Investments

The commission for an online trade is between
$1 and $15 (“dirt cheap brokers”) to $15-$30
(“mid-priced discount brokers”), compared with
an average fee of $100-$200 per trade from a
full-service broker (see investopedia.com/
university/broker/brokerl.asp). With online
trading, there are no busy telephone lines, and the
chance to err is small, because there is no oral
communication in a frequently noisy environ-
ment. Orders can be placed from anywhere, at
any time, and there is no biased broker to push a
sale. Furthermore, investors can find a consider-
able amount of free research information about
specific companies or mutual funds. Many ser-
vices provided to online traders include online
statements, tax-related calculations, extensive
research on industries, real-time news, and even
tutoring on how to trade (e.g., check etrade.com
or google.com/finance).

Several discount brokerage houses initiated
extensive online stock trading, notably Charles
Schwab in 1995. Full-service brokerage companies,
such as Merrill Lynch, followed suit during 1998—
1999. As of 2011, 96% of stock trades in the United
States are executed via electronic communications
networks including the Internet (Krantz 2012).

123

How does online trading work? Let us say an
investor has an account with Charles Schwab.
The investor accesses Schwab’s website
(schwab.com), enters an account number and
password, and clicks on “stock trading.” Using a
menu, the investor enters the details of the order
(buy, sell, margin or cash, price limit, or market
order). The computer tells the investor the cur-
rent (real-time) “ask” and “bid” prices, just as a
broker would do over the telephone, and the
investor can approve or reject the transaction.
The flow chart of this process is shown in
Figure 3.3.

Some companies, including Schwab, are now
also licensed as exchanges. This allows them to
match the selling and buying orders of their own
customers for many securities in one to two sec-
onds. Some well-known companies that offer
online trading are E*TRADE, TD Ameritrade,
Scottrade, and ShareBuilder.

E*TRADE (us.etrade.com) is expanding into
several countries, enabling global stock trading.
In 2009, E*TRADE started allowing customers
to trade online in seven different countries,
taking care of payments using the appropriate
currencies.

With the rapid pace of adoption of mobile
computing, mobile stock trading is becoming
more and more popular (e.g., see the mobile
offering from E*TRADE). For example, users
can pay bills and purchase stocks (see details in
Chapter 11).

The SEC is working on new regulations for
online trading because of the May 2010 “flash
crash” of the New York Stock Exchange. For
details, see the FTC and SEC report regarding the
market events of May 6, 2010 (sec.gov/mews/
studies/2010/marketevents-report.pdf, busi-
nessinsider.com/the-flash-crash-report-is-out-
heres-what-you-need-to-know-2010-10, and
en.wikipedia.org/wiki/2010_Flash_Crash).
For details on SEC regulations, see counsel-
worksllc.com and sec.gov.

Online Investments
In addition to the stock market, there are many
other online investment opportunities.
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Figure 3.3 Online electronic stock trading

Example: Investments in China

Feng (2013) discusses the opportunities in what
he calls e-finance in China. He provides as an
example Yu’E Bao, an Alibaba company that pio-
neered online financial services in China with
great success.

The Risk of Online Stock Trading and Other
E-Finance Activities

The major risk of online trading is security.
Although all trading sites require users to have an
ID and password, problems may still occur.
Problems of this nature (e.g., security breaches)
also can occur when conducting online banking,
our next topic.

SECTION 3.5 REVIEW QUESTIONS
1. List the major online real estate applications.

News feeds,

Brokerage Firm other information

I Internet or VAN

Stock

Exchange

2. What are the advantages of selling insurance
online?

3. What are the advantages of online stock
trading?

ONLINE BANKING
AND PERSONAL FINANCE

3.6

Electronic (online) banking (e-banking), also
known as cyberbanking, and virtual banking,
refers to conducting banking activities online.
Consumers can use e-banking to check their
accounts, pay bills online, secure a loan, transfer
money, and much more. Sixty-one percent of
U.S. adult Internet users bank and pay bills online
(RenWeb 2011). See also thefinanser.co.uk/
fsclub/2013/08/61-of-us-internet-users-bank-
online.html, and for the results of a 2013 Pew
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3.6 Online Banking and Personal Finance

Research Center Study on online banking, see
pewinternet.org/files/old-media/Files/Reports/
2013/PIP_OnlineBanking.pdf. Several sites
have tools that can help you with personal finance
and budgeting. Examples are mint.com, geezeo.
com, and Kiplinger.com. In general, the e-finance
field is taking off rapidly (e.g., see Joshi 2010).
One area is e-banking.

E-Banking

E-banking saves users time and money. For
banks, it offers a rapid and inexpensive strategy
to acquire out-of-the-area customers. In addition,
the banks may need fewer branches or employ-
ees. Many physical banks now offer online bank-
ing services, and some use EC as a major
competitive strategy. For details, see en.wikipe-
dia.org/wiki/Online_banking.

Online banking in general has been embraced
worldwide, including developing countries. For
example, online banking in China is increasing rap-
idly in popularity, especially among China’s new
educated middle class who live in the more devel-
oped cities. It is facilitated by the use of smart-
phones and other mobile devices. (See hsbe.com.
cn/1/2/personal-banking/e-banking/personal-
internet-banking and Bank of China boc.cn/en.)

Online Banking Capabilities

Banking applications can be divided into the fol-
lowing categories: informational, administrative,
transactional, portal, and others. In general, the
larger the bank, the more services are offered online.

Online banking offers several of the generic
EC benefits listed in Chapter 1, both to the banks
(expanding the bank’s customer base and saving
on administrative and operational costs) and to the
customers (convenience and possibly lower fees).

Pure Virtual Banks

Virtual banks have no physical location and
conduct only online transactions. Security First
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Network Bank (SFNB) was the first such bank to
offer secure banking transactions on the Web.
Amid the consolidation that has taken place in
the banking industry, SFNB has since been pur-
chased and now is a part of RBC Bank (rbcbank.
com). Other representative virtual banks in the
United States are First Internet Bank (firstib.
com) and Bank of Internet USA (bankofinter-
net.com). For a list of online banks, see mybank-
tracker.com/best-online-banks. Virtual banks
exist in many other countries (e.g., bankdirect.
co.nz). In some countries, virtual banks are also
engaging in stock trading, and some stockbrokers
offer online banking (e.g., see us.etrade.com/
banking). However, more than 97% of the hun-
dreds of pure-play virtual banks failed by 2003
due to a lack of financial viability. Many more
failed during 2007-2012. The most successful
banks seem to be of the click-and-mortar type
(e.g., Wells Fargo, City Corp, HSBC).

Virtual banking can be done with new busi-
ness models, one of which is P2P lending.

P2P Lending

The introduction of online banking enables the
move of personal loans to the Web in what is
called online person-to-person money lending, or
in short P2P lending. This model allows people
to lend money and to borrow from each other via
the Internet. For how P2P loans work, see bank-
ing.about.com/od/peertopeerlending/a/peer-
topeerlend.htm.

Examples

An emerging innovation in online banking is
peer-to-peer (P2P) online lending. Two examples
are Zopa Limited in the United Kingdom (zopa.
com) and Prosper Marketplace in the United
States (prosper.com), which offer P2P online
lending (see en.wikipedia.org/wiki/Zopa and
en.wikipedia.org/wiki/Prosper_Marketplace),
respectively. Note that, despite the global credit
crunch of 2008-2012 and the fact that neither has
a government-backed guarantee, both Zopa and
Prosper are enjoying solid growth. For example,
as of April 2014, Zopa’s 50,000 active members
had lent more than £528 million at negotiated
rates to UK customers, mainly for car payments,
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credit card debts, and home improvements
(Zopa Press Office 2011). The default rate of
these P2P lenders is very low (e.g., Zopa’s his-
torical bad debt is 0.19% since 2010) since
money is lent only to the most credit-worthy bor-
rowers. For Prosper’s company overview, see
prosper.com/about.

A word of caution about virtual banking,
including P2P lending: Before sending money to
any cyberbank, especially one that promises high
interest rates for your deposits, make sure that the
bank is a legitimate one. Several cases of fraud
already have occurred. For a discussion, see
Nguyen (2010).

International and Multiple-Currency
Banking

International banking and the ability to handle
trades in multiple currencies are critical for inter-
national finance. Although some international

retail purchasing can be done by providing a

credit card number, other transactions may require

international banking support. Examples of such
cross-border support include the following:

¢ Bank of America (bankofamerica.com) and
most other major banks offer cash management,
trades and services, foreign exchange, risk man-
agement investments, merchant services, and
special services for international traders.

e FX Alliance (fxall.com) is a multi-dealer
foreign exchange service that enables faster
and cheaper foreign exchange transactions.
Special services are being established for
stock market traders who need to pay for for-
eign stocks (e.g., at Charles Schwab, Fidelity
Finance, or E¥TRADE).

Online Financial Transaction
Implementation Issues

As one would expect, the implementation of
online banking and online stock trading can be
interrelated. In many instances, one financial
institution offers both services. The following are
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some other implementation issues for online
financial transactions.

Securing Financial Transactions

It is imperative that financial transactions for
home banking and online trading are secure. In
Chapter 10, we discuss the details of secure EC
payment systems. In Case 3.2, we give an
example of how a bank provides security and
privacy to its customers. For examples, look at
the security resources on the websites of all
major banks (e.g., chase.com/resources/
privacy-security).

CASE 3.2: EC APPLICATION:
SECURITY FOR ONLINE BANK
TRANSACTIONS

Banks provide extensive security measures to
their customers. The following describes some of
the safeguards provided.

Customers accessing a bank system online
must go through encryption provided by SSL
(Secure Socket Layer) and digital certificate veri-
fication (see Chapters 10 and 11). The verification
process assures users each time they sign on that
they are indeed connected to their specific bank.
The customer inquiry message then goes through
an external firewall. Once the logon screen is
reached, a user ID and a password are required.
This information flows through a direct Web
server and then goes through an internal firewall
to the bank’s application server. This process is
illustrated in Figure 3.4.

Information is shared among a bank’s business
partners only for legitimate business purposes.

Banks do not capture information provided by
customers when conducting hypothetical scenar-
ios using planning tools (to ensure privacy).
Many banks use cookies to learn about their cus-
tomers; however, customers can control both the
collection and in some cases the use of such
information. In addition, most banks provide
suggestions on how users can increase security
(e.g., by using a browser that supports 128-bit
encryption).
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Figure 3.4 Security for online banking transactions

With the increased use of mobile devices, the
threat of security risks has increased. Banks are
creating innovative solutions. For example, in
January 2009, Bank of America introduced
“SafePass,” a feature that can generate a six-digit,
one-time passcode that is necessary to complete
an online transaction. The passcode is delivered
via text message to your mobile device. (See
bankofamerica.com/privacy/online-mobile-
banking-privacy/safepass.go.) A similar device
is offered by other financial institutions.

Sources: Based on the authors’ consulting
experiences and from the various security state-
ments of online banking websites, including
co-operativebank.co.uk/internetbanking and
anz.com/auxiliary/help/help/website-security-
privacy (both accessed May 2014). For more
information on the safe use of Internet banking,
see fdic.gov/bank/individual/online/safe.html.

Questions

1. Why is security so important for a bank?

2. Why is there a need for two firewalls?

3. Who is protected by the bank’s security
system — the customer, the bank, or both?
Elaborate.

. What might be the limitations of such a secu-
rity system?

Banks can enhance security by adding more
steps in the account access procedures.

Example

Some banks have multi-stage security systems. For
example, Central Pacific Bank (centralpaci-
ficbank.com) asks you to log in (with your ID)

Bank
Website

Logon Screen Bank Internal Bank
« User ID Web Server Firewall  Application
» User Password Server

and then answer security questions to which you
previously provided the answers. You then see an
image on the screen that you pre-selected. If you
do not recognize the image and a pre-established
phrase, you know you have not accessed the real
bank. If all answers are provided satisfactorily,
you provide a password to enter your account.

Imaging Systems

Many financial institutions (e.g., Bank of
America, Wells Fargo, and Citibank) allow cus-
tomers to view images of all of their processed
checks, and other related material online.

Fees for Online Versus Fees for Offline
Services

Computer-based banking services are offered
free by some banks, whereas others charge $5 to
$10 a month, which may be waived if there is a
minimum balance in the account. In addition,
some banks charge fees for individual transactions
(e.g., fee per check, per transfer, and so on).
Many banks charge more for offline services in
order to encourage customers to go online.

Risks

Online banks, as well as click-and-mortar banks,
might carry some risks and problems, especially
in international banking. The first is the risk of
hackers accessing their accounts. In addition,
some believe that virtual banks carry a liguidity
risk (the risk of not having sufficient funds to
pay obligations as they become due) and could
be more susceptible to panic withdrawals.
Regulators are grappling with the safeguards that
need to be imposed on e-banking.
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According to Nguyen (2010), online banking
fraud in the United Kingdom alone exceeded
$100 million in 2009 (an increase of 15% over
2008).

Online Billing and Bill Paying

The popularity of e-payments is growing rap-
idly. The number of checks the U.S. Federal
Reserve System processes has been decreasing
while the volume of commercial Automated
Clearing House (ACH) transactions has been
increasing. Many people prefer online payments
of monthly bills such as mortgage payments, car
loans, telephone, utilities, rent, credit cards,
cable, TV, and so on. The recipients of such pay-
ments are equally eager to receive money online
because online payments are received much
more regularly and timely and have lower
processing costs.

Another method for paying bills via the
Internet is electronic billing or electronic bill pay-
ment and presentment (EBPP). With this method,
the consumer makes payments at each biller’s
website, either with a credit card or by giving the
biller enough information to complete an elec-
tronic withdrawal directly from the consumer’s
bank account. The biller sends the invoice to the
customer via e-mail or a hosting service site. The
customer then authorizes and initiates a payment
via an automatic authorization, e-check, and so
forth. See Chapter 11, searchcio.techtarget.
com/definition/EBPP, and investopedia.com/
terms/e/electronic-billpayment-presentment.
asp for more about EBPP.

This section has focused largely on B2C ser-
vices that help consumers save time and payees
save on processing fees. However, B2B services
can save businesses about 50% of billing admin-
istrative costs as wells as expediting the payment
cycle.

Taxes

One important area in personal finance is advice
about and computation of taxes. Dozens of sites
are available to help people with their federal tax
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preparations. Many sites will help people legally
reduce their taxes. The following list offers some
sites worth checking:

e irs.gov: The official website of the Internal

Revenue Service.

* taxsites.com: A massive directory of tax-
related information, research, and services.

» fairmark.com: A tax guide for investors.

e taxaudit.com: IRS tax audit help and audit
assistance.

For a list of the 200 best money websites (2012)
in most of the areas discussed in Sections 3.5 and
3.6, see money.msn.com/shopping-deals/
the-102-best-money-websites-liz-weston. For a
list of the 15 best financial sites and apps (2014),
see money.cnn.com/gallery/pf/2013/12/11/best-
financial-apps.

Mobile Banking

Mobile banking is a system that enables people
to conduct financial transactions from a smart-
phone or other wireless mobile device. Many of
the recent developments are in the area of mobile
banking (presented in Chapters 6 and 11). Topics
such as payments from smartphones and han-
dling micropayments have revolutionized the
financial systems (Chapter 11). The need for an
improved banking and financial system is clear.
E-finance in general, and mobile finance in
particular, lead the change in this area. For
more information see en.wikipedia.org/wiki/
Mobile_banking. For an example of services
available at Bank of America, including
mobile banking, see promo.bankofamerica.
com/mobilebanking.

SECTION 3.6 REVIEW QUESTIONS

1. List the capabilities of online banking. Which
of these capabilities would be most beneficial
to you?

2. How are banks protecting customer data and
transactions?

3. Define a P2P loan system.

4. How are banking transactions protected?

5. List and briefly describe other major personal
finance services available online.

6. What is mobile banking?
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3.7 ON-DEMAND DELIVERY
OF PRODUCTS, DIGITAL
ITEMS, ENTERTAINMENT,

AND GAMING

This section examines B2C delivery issues
related to on-demand items, such as perishable
products, as well as the delivery of digitizable
items, entertainment, and games.

On-Demand Delivery of Products

Most e-tailers use third party logistics carriers to
deliver products to customers. They might use
the postal system within their country or they
might use private shippers such as UPS, FedEx,
or DHL. Deliveries can be made within days or
overnight. Customers are frequently asked to pay
for expedited shipments (unless they have a “pre-
mium” subscription, such as Amazon.com Prime
[amazon.com/Prime]).

Some e-tailers and direct marketing manufac-
turers own a fleet of delivery vehicles in order to
provide faster service or cut delivery costs to the
consumer. According to Mark Sebba, CEO of
Net-a-Porter (net-a-porter.com), the company
prefers “to do as much as possible in-house,
which includes operating their own delivery vans
for customers in London and Manhattan” (see
net-a-porter-brand.blogspot.com/2013/05/
some-more-current-content.html). Such firms
provide either regular deliveries or will deliver
items on demand (e.g., auto parts). They might
also provide additional services to increase the
value proposition for the buyers. An example in
this category is an online grocer, or e-grocer. An
e-grocer is a grocer that takes orders online and
provides deliveries on a daily or other regular
schedule or within a very short period of time,
sometimes within an hour. Home delivery of food
from restaurants or pizza parlors is another exam-
ple. In addition, office supply stores, repair parts
distributors (e.g., for cars), and pharmaceutical
suppliers promise speedy, same day delivery. As
of 2014, Amazon.com offers same day delivery
(via their Local Express Delivery) in over
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11 cities such as Baltimore, Las Vegas, and
New York. (Other online e-tailers have similar
services.)

An express delivery option is referred to as an
on-demand delivery service. In such a case, the
delivery must be done quickly after an order is
received. A variation of this model is same-day
delivery. According to this model, delivery is done
faster than “overnight,” but slower than the 30-60
minutes expected with on-demand delivery of piz-
zas, fresh flowers, or auto repair parts. E-grocers
often deliver using the same-day delivery model.

The Case of E-Grocers

In the United States, online grocery sales are
expected to reach $25 billion, or 2% of total gro-
cery sales in 2014 (Nielsen Company 2011). It is
a very competitive market, and margins are very
thin. Many e-grocers are click-and-mortar retail-
ers that operate in the countries where they have
physical stores, such as Woolworths Supermarkets
in Australia (woolworths.com.au) and Safeway,
Inc. in the United States (shop.safeway.com).
AmazonFresh (fresh.amazon.com), a subsidiary
of Amazon.com, is an online grocery service in
Seattle and certain cities in California. Delivering
fresh foods is becoming fashionable (e.g., see
thefreshdiet.com).

Despite its potential advantages, retailers are
cautious about the idea (see Zwiebach and
Hamstra 2013). An interesting case is that of
WunWaun, a delivery service in New York.

Today, it is possible to shop for groceries from
smartphones and tablets (e.g., iPhone, iPad). For
images of e-grocers, do a Google search for
‘images e-grocery.’

One innovative company is Instacart (insta-
cart.com), a San Francisco-based start-up that,
according to its founder, will ‘buy all your grocer-
ies from your favorite stores and deliver them
within an hour or two’ (see wired.com/2014/02/
next-big-thing-missed-future-groceries-really-
online). Instacart delivers from Whole Foods,
Costco, and other local stores and is available in
certain cities, including San Francisco, New York,
and Boston. As of April 2014, Instacart will be
available in Los Angeles (latimes.com/business/
la-fi-instacart-grocery-20140403,0,3795439.
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story#axzz2xyqVNdTL). For more about
Instacart and its expansion, see mercurynews.
com/business/ci_24986836/startup-instacart-
hopes-dominate-grocery-delivery.

Speed of Delivery

Speed of delivery is critical not only for groceries
and perishable items but also for other on-demand
and large items. For example, uber.com is an on-
demand travelers delivery service. In 2013, they
partnered with Home Depot to deliver Christmas
trees (Rodriguez 2013). See also blog.uber.com/
UberTREE.

The fastest delivery in the future may be by
drones (see Chapter 12). Amazon.com, UPS, and
Google are exploring this phenomenon. In 2014,
Facebook decided to “jump on the bandwagon”
with the purchase of drone maker Titan
Aerospace for $60 million (see forbes.com/
sites/briansolomon/2014/03/04/facebook-
follows-amazon-google-into-drones-with-
60-million-purchase).

Online Delivery of Digital Products,
Entertainment, and Media

Certain goods, such as software, music, or news
stories, can be distributed in physical format
(such as hard copy, CD-ROM, DVD, and news-
print), or they can be digitized and delivered over
the Internet. Online delivery is much cheaper and
saves sellers storage room, handling, and distri-
bution costs.

Online Entertainment

Online entertainment is growing rapidly and is
now the most popular medium in the United
States among young people between the ages of
8 and 17. There are many kinds of Internet enter-
tainment. It is difficult to categorize them pre-
cisely because there is a mixture of entertainment
types, delivery modes, and personal taste. All
these must be considered when deciding whether
something is entertainment or not, and what kind
of entertainment it is. Some online entertainment
is interactive, in that the user is engaged in it.
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PricewaterhouseCoopers (2013) predicts that the
global entertainment and media industry spend-
ing will reach $2.2 trillion in 2017. This includes
online gaming, streaming videos, and audio
(streaming media refers to multimedia that is
constantly presented to users in real time).

All forms of traditional entertainment are now
available over the Internet. However, some have
become much more popular in the new environ-
ment due to the capabilities of technology. For
example, Facebook’s online games attract mil-
lions of players. For information on entertain-
ment in the Web 2.0 environment and social
networks, see Chapter 8.

iTunes

iTunes (apple.com/itunes) is a media manage-
ment software by Apple that includes an online
store for buying music and other media. The pro-
gram also enables you to organize and play the
digital items you downloaded. For its features,
see apple.com/itunes/features. Note that iTunes
and similar services have basically crushed the
music industry (see money.cnn.com/2013/04/25/
technology/itunes-music-decline), similar to
the way netflix.com has impacted the sale of
DVDs and CDs. A 2014 study by Asymco found
at asymco.com/2014/02/10/fortune-130, dis-
covered that iTunes is more profitable than Xerox
and Time Warner Cable (see wallstcheatsheet.
com/stocks/study-itunes-is-more-profitable-
than-xerox-and-time-warner-cable.html/?a=
viewall).

Online Ticketing

This popular service enables customers to buy
tickets for events (e.g., sports, music, theater) by
using a computer or mobile device. Companies
such as Ticketmaster, Inc. are active in this area.
Fandango is a company that sells movie theater
tickets.

Internet TV and Internet Radio

Two similar streaming technologies are popular
on the Web: Internet TV and Internet Radio.
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Internet TV

Internet TV is the delivery of TV content via the
Internet by video streaming technologies. The
content includes TV shows, sporting events, mov-
ies, and other videos. Several video-on-demand
and subscription services, such as netflix.com,
hulu.com and hulu.com/plus, as well as amazon.
com/Prime-Instant-Video/b?node=2676882011
offer this service. For a comprehensive description
of Internet TV, see wisegeek.org/what-is-inter-
net-tv.htm. The major advantage is the ability to
select what and when to view content and the abil-
ity to do so from computers, tablets, smartphones,
Blue-Ray consoles, Apple TV (apple.com/
appletv), Roku (roku.com), Google Chromecast
(google.com/intl/en/chrome/devices/chrome-
cast), Aereo (aereo.com), and so forth In order to
compete with other channels, such as HBO (hbo.
com). In 2012, Netflix began to air its own origi-
nal programming (see techradar.com/us/news/
internet/netflix-begins-broadcasting-first-
original-series-1061339). As of February 2014,
Netflix is showing 10 new and returning original
series (see uproxx.com/tv/2014/02/10-original-
series-coming-netflix-2014). Since Internet TV
can be streamed at low or no cost, the issue of
copyright is of major concern. In January 2014,
the U.S. Supreme Court decided to hear the case
of ABC Television Stations vs. Aereo. For details,
see Vaughan-Nichols (2014) and abcnews.
go.com/blogs/politics/2014/01/supreme-court-
will-hear-tv-broadcasters-against-aereo.

Internet Radio

Known by several other names, Internet radio
refers to audio content transmitted live via the
Internet. It is a broadcasting service that enables
users to listen online to thousands of radio sta-
tions (e.g., over 4,000 in Europe, see listenlive.eu).
The service can broadcast anything that is on the
radio stations plus broadcasts from organizations,
governments, and even individuals. For details,
see Beller (2001) and radio.about.com/od/
listentoradioonline/qt/bl-InternetRadio.htm.
Internet radio has the same copyright issues as
those of Internet TV. Note that, in many cases,
there is an agreement between the content cre-
ators and the distributors (e.g., Warner Music and

Apple reached an iTunes Radio deal in 2013; see
cnet.com/news/apple-reaches-iradio-deal-
with-warner-music-suggesting-wwdc-launch
and apple.com/itunes/itunes-radio).

Pandora Radio

Pandora is a leading free Internet radio that
delivers music not only from radio stations but
also from many other sources. The core of the
service is the Music Genome Project. According
to pandora.com/about, the project is an inclu-
sive analysis of thousands of musical pieces. All
the music in the project is available on Pandora
for your listening pleasure.

Pandora is actually a music streaming and
automated music recommendation service that in
2014 is available only in the U.S., Australia, and
New Zealand. Users can create up to 100 person-
alized stations that play pre-arranged selections.
In February 2014, the company opened up its
content submission process to independent artists
(see submit.pandora.com, help.pandora.com/
customer/portal/articles/24802-information-
for-artists-submitting-to-pandora and
Hockenson 2014). For Pandora’s Help Center,
see help.pandora.com.

Various e-tailers offer songs for sale to
Pandora’s listeners. You can access Pandora
through many streaming media devices. You can
enjoy Pandora for free on the Web, on home-lis-
tening devices, and most mobile devices. Pandora
One (pandora.com/one) has a monthly fee, but
the benefits include ad-free service and higher
quality audio. Pandora is a profitable business. Its
subscriber base continues to grow; in March of
2014, it had 75.3 million active listeners (inves-
tor.pandora.com/phoenix.zhtml?c=
227956 & p=irol-newsArticle&ID=1915496 &hi
ghlight=).

Social Television (TV)

Social TV is an emerging social media technol-
ogy that enables several TV viewers who are in
different locations to interactively share experi-
ences such as discussions, reviews, and recom-
mendations while watching the same show
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simultaneously. According to WhatlsSocial
Television.com  (whatissocialtelevision.com),
social TV is “the union of television and social
media” and refers to “the phenomenon of people
communicating with each other while watching a
TV show or discussing with each other about tele-
vision content using the Internet as a medium of
communication.” The communication can be
done via texting in social networks, smartphones,
tablets, etc. Social TV combines broadcast televi-
sion programs and user-generated content with
rich social media. Social TV was listed by MIT
Technology Review (reported by Evangelista
2011) as one of the 10 most important emerging
technologies of 2010. The editor of Wired
Magazine named social TV as number three of six
important technology trends for 2011.

Characteristics of Social TV
Social TV has several unique characteristics:

* The possibility of discovering new video
content and sharing this discovery with
friends.

e Most social TV activities are done in
real time by watching content and com-
menting on it to others, even if the view-
ers are in different locations.

e Social TV allows people to connect in
a unique way, with other people who
share the same interests.

Social TV is attracting an ample number of
viewers. (The number of traditional television
viewers is declining due to Internet viewing.)

Technology and Services

of Social TV

Large numbers of social TV tools and platforms

are emerging. According to Rountree (2011),

there are three major types of social TV:

1. Using a second screen (such as a smartphone,
tablet, etc.) while watching TV or using
another communication device.

2. Using an on-screen experience where infor-
mation is displayed directly on the TV.
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3. Using a personal computer or mobile device
to watch TV shows.

These options are not pure social media tools,
but they facilitate social interaction revolving
around TV programs.

Rountree (2011) and Media Bistro’s Lost
Remote (lostremote.com/social-tv-companies)
provide a list of startups in the field (e.g., Kwarter
kwarter.com) and Youtoo Interactive TV (you-
too.com). Each startup and tool has a different
capability for activities that are related to each
specific TV program.

Vendors are interested in social TV mainly as
an emerging tool for marketing communication
strategies such as increasing brand awareness or
conducting market research.

Example

The Pepsi Sound Off is a social TV venture,
where fans of “The X-Factor” (the talent compe-
tition reality show) can meet online to chat about
the contestants and the judges. Interactions occur
mostly in real time.

Adult Entertainment

Online adult entertainment is probably the most
profitable B2C model (usually with no or little
advertisement; viewers pay subscription fees)
and it accounts for a large percentage of Internet
use. Adult content sites are popular because they
provide a large and vivid selection, low fees
(even free), and anonymity for those who watch.
This popularity may cause a problem for some
companies. According to the Nielsen Company
(reported by Montopoli 2010), in October 2010
approximately 29% of U.S. employees visited
Internet porn sites during working hours.
According to reports by market research firms
that monitor the industry, such as Forrester
Research, IDC, Datamonitor, Mediabistro Inc.
and Nielsen viewers are willing to pay substan-
tial fees to view adult sites.

ICANN, (the Internet Corporation of Assigned
Names and Numbers, which approves Web
addresses), approved the .xxx domain name. The
adult entertainment industry uses the .xxx suffix
(upper level), similar to .com domain names used
by other companies. Supporters of this decision feel
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that it will make it easier for people to filter or block
unwanted adult content, as well as assist with the
self-regulation of the Web pornography industry.

Internet Gaming

Internet gaming is comprised of all forms of
gaming such as arcade gaming, lotteries, casino
gaming, and promotional incentives. Between
2008 and 2010, online gambling revenue contin-
ued to increase despite the bad economy. The
global online gambling industry grew 12% dur-
ing 2010 to reach $30 billion. According to
Statistica.com (2014), the online gaming market
will reach almost $41.5 billion in 2015. The ease
of access and use of broadband services through-
out the world in recent years has been vital to the
expansion of online gaming.

Legal Aspects

Online gambling is booming despite the fact that
it is illegal in almost all U.S. states. In 2013,
Delaware and Nevada were the first U.S. states to
allow some online gambling, followed by New
Jersey (in October 2013, Delaware became the
first state to allow a “full suite” of Internet gam-
bling). In February 2014, both Delaware and
Nevada signed a deal to allow interstate online
gambling. Delaware estimated about $8 million
revenue in 2013. Note that Federal Law limits
online gambling to players while they are physi-
cally within a given state. (This can be verified by
using geolocation software.) Therefore, if one
state allows online gambling, you can play only
when you are in that state. Online gambling is
legal in other countries (e.g., Australia). By 2013,
at least 8 U.S. states had pending legislation that
would legalize online gambling. Source: Based
on Zernike (2013) and Fox News (2014). For a
list of top online casino sites for 2014, see onlin-
ecasinobluebook.com.

A special case is that of poker. Companies such
as PokerStars (pokerstars.net) provide online
opportunities to gamblers (available now on
Facebook apps.facebook.com/pokerstarsplay).
Unfortunately, there were charges of fraud in 2011;
however, these were settled. More interesting is the
fact that according to Berzon (2012), a federal
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judge in New York ruled that poker is a game of
skill more than that of chance. This may help to
legalize poker games both online and offline.

SECTION 3.7 REVIEW QUESTIONS

1. Describe on-demand delivery services.

2. Explain how e-grocers operate.

3. What are the difficulties in conducting an online
grocery business? Describe some solutions.

4. Describe digital goods and their delivery
process(es).

5. What are the benefits and limitations of digital
delivery of software, music, and so forth?

6. What are the major forms of online
entertainment?

7. Describe Internet TV, social TV, and Internet
radio.

8. Describe Internet gambling and its challenges.

3.8 OTHERB2C SERVICES:
FROM DATING SERVICES

TO WEDDING PLANNING

This section describes only a few of the hundreds
of types of B2C businesses.

Online Dating Services

Online dating enables people to identify poten-
tial mates and contact them, usually via the ser-
vice’s e-mail or chat functions. Sites such as
eharmony.com and match.com attempt to
match applicants with potential partners based
on participants’ profiles and answers to question-
naires. Online dating services, which have many
advantages (e.g., Atik 2012 and bestdatingweb-
site.org/advantages), are the third largest attrac-
tors of “for fee” Internet users (behind music and
games). Spark Networks (spark.net) owns and
operates more than 20 online personals sites
such as JDate.com, BlackSingles.com, and
ChristianMingle.com. These are known as
“niche” dating sites (see spark.net/about-us/
company-overview). In 2011, the online dating
industry revenue was more than $1 billion with a
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projected 3% annual revenue increase through
2016 (Donnelly 2011). Despite its popularity
and millions of success stories, there are risks
and scams. For an overview and advice on safety,
see Bernstein (2011) and health.howstuff-
works.com/relationships/dating/risks-and-
rewards-of-online-dating.htm. For further
information, see en.wikipedia.org/wiki/Online_
dating_service. According to comScore (com-
score.com), in 2011, over 14 million people
worldwide were using mobile dating apps and
the time spent on mobile dating sites is rapidly
increasing (reported by 1888 Press Release
2011). Online dating sites (e.g., match.com)
also provide dating articles and advice, success
stories, and relationship tips.

Planning a Wedding

The wedding planning business is going online
also. A large number of companies are active in
online wedding planning. Mywedding.com, for
example, helps with collecting ideas and plan-
ning, assists in budgeting, finds vendors, creates
registries and helps in honeymoon planning and
travel (watch their video on the home page).
WeddingWire, Inc. (weddingwire.com) con-
nects couples with event vendors. The most com-
prehensive site is probably theknot.com; now
part of the XO Group, Inc.

What About After the Wedding?
Theknot.com offers two additional channels:

Thenest.com

Created by The Knot, TheNest.com is a “new
home for newlyweds,” to learn about what to do
after the wedding, from buying furniture for the
home, selecting décor, getting a pet and even
relationship advice.

Thebump.com

The Bump is a site for parents-to-be that gives
advice on fertility, birth, pregnancy, babies, and
much more.
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Buying Cars Online

For many, the idea of buying cars online seems
crazy. However, today, more and more cars are
being sold online; or at least some of the steps in
the purchasing process are completed online.
Initially, online car sales alienated dealers.
However, according to Levin (2014), a change is
coming. About 7,000 car dealers in the U.S. use a
company called TrueCar (truecar.com) to sell
their cars at anonymous reverse auctions. Nearly
3% of all car transactions are sold via reverse
auctions. (2014 data). Like Edmunds.com
(edmunds.com) and Kelley Blue Book Co. (kbb.
com), TrueCar also provides consumer informa-
tion. TrueCar earns commissions from the sell-
ers. The company is offering new digital tools to
dealers. The dealers save money on traditional
advertising.

There are several ways to sell cars online. For
example, GM’s tool ‘Shop-Click-Drive’ (shop-
clickdrive.com), allows shoppers to buy cars
online without going to dealers’ showrooms (see
edmunds.com/car-news/gm-dealers-
embrace-shop-click-drive-online-shopping-
tool.html).

According to their website, Autobytel, Inc.
(autobytel.com) is a pioneer in online car trans-
actions (they launched their website in 1995).
Autobytel helps dealers sell new (including built-
to-order) and used automobiles via the Internet.
The company (*“Your lifetime automotive advisor’)
offers car buying tips, dealer locators, car pictures,
car reviews, and much more. The company offers
tools like Mygarage.com (“everything you need
to manage your vehicle”).

Selling-Build-to-Order Cars Online

As more people like to configure their cars, the
use of online configuration has become more and
more popular. Such services save time for both
sellers and buyers. People configure their PC’s
online (e.g., at HP, Dell), so why not do the same
with cars? This way, they can compare prices as
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well. Luxury car companies, such as Jaguar
(jaguarusa.com), usually sell build-to-order-
cars (see jaguarusa.com/build-yours/index.
html). Here is where online configuration is most
useful.

Example

Jaguar offers virtual shopping for cars. Jaguar
buyers have been able to custom configure their
dream cars online since 2005. Jaguar cars are
usually built-to-order. However, customers like
to see how the cars will look like before they buy
them. There are hundreds of thousands of possi-
ble configurations of Jaguar cars. Initially, the
system offered a view of the dream cars with all
the desired options and the price. Customers
were able to rotate the cars, change the configura-
tion, simulate any desired options, and then place
orders online.

As of 2013, the system became more effec-
tive, interactive, and engaging. The “Jaguar
Land Rover Virtual Experience” provides excep-
tional customer experience. The 3D based sys-
tem includes motion detecting technology,
which is offered in the dealers’ showroom. Built
in collaboration with IBM Interactive, a selected
car is projected on a screen. Customers can
browse vehicles, options and features, custom-
ize a car to their specifications, and interact with
the “car of their dreams” (see asmarterplanet.
com/blog/2014/01/smarter-commerce.html).
According to Vizard (2013), “Motion-sensing
technology enables the customer to use his or
her body to control the image of the car and
inspect its features, such as opening the driver’s
door to examine the interior. Want to hear how
the engine sounds? Just push a button.”

The highly portable system can be displayed
in auto shows. The system generates volumes
of data that can be mined for learning about
customer preferences. Furthermore, car design-
ers can learn how to improve their next genera-
tion design. For example, a designer can see
how certain add-on options impact the overall
look and feel of a car even before a prototype is
built.

Other Online Services

There are hundreds of unique services available
online. Here we present only a short representa-
tive list:

¢ Online pharmacies are all over the Internet.
Large companies such as CVS (cvs.com) offer
prescription refills online for home delivery.
Buying in the USA from Canadian pharmacies
can save you 50% (make sure it is a legitimate
pharmacy — many are not). For details, see en.
wikipedia.org/wiki/Online_pharmacy.

e Stamps online. There is no need to go to the
post office; stamps.com provides Internet-
based postage and shipping services. Stamps.
com allows customers to personalize their
stamps with its PhotoStamp. Companies such
as Zazzle, Inc. (zazzle.com) offer similar
services.

* Online flower delivery. Many companies,
including 1800flowers.com, allow customers
to order flowers and related items from online
catalogs and arrange for delivery to just about
anywhere in the world.

* Online food ordering. Customers search cat-
alogs of local restaurants (e.g., from grubhub.
com) and order food to be delivered to their
homes or workplaces. Major pizza chains
offer delivery services online in addition to
their phone delivery service. (See en.wikipe-
dia.org/wiki/Online_food_ordering.)

e Virtual farmers’ marketplaces are becom-
ing popular in many countries. One example
is the San Francisco-based online delivery ser-
vice goodeggs.com (see Chea 2013). In addi-
tion to eggs, the company delivers all kinds of
fresh, locally produced food to consumers,
which is ideal for people who want to support
the local producers and community.

SECTION 3.8 REVIEW QUESTIONS

1. What are the advantages and limitations of
online dating?

2. List all the services offered by wedding plan-
ning sites (consult ‘The Knot’). Can you add
some more?
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3. What are the business models for selling cars
online? What are the benefits to buyers? To
sellers?

4. Would you use Jaguar’s Land Rover virtual
experience system? Why or why not?

5. Find five more online services not cited here
and describe them briefly.

3.9 ONLINE PURCHASING

DECISION AIDS

Many sites and tools are available to help con-
sumers with online purchasing decisions. Some
sites offer price comparisons as their primary tool
(e.g., pricerunner.co.uk and shopzilla.com);
others evaluate services, trust, quality, and other
factors. Shopping portals, shopping robots
(“shopbots™), business ratings sites, trust verifi-
cation sites, friends’ advice in social networks,
and other shopping aids are available also.
The major types are discussed next.

Shopping Portals

Shopping portals are gateways to webstores
and e-malls. Specifically, they host many online
stores simultaneously. Like any other portal,
they can be comprehensive or niche-oriented.
Comprehensive, or general-purpose, portals have
links to many different sellers, and present and
evaluate a broad range of products. An example
of a comprehensive portal is e€COST.com (ecost.
com). Several public portals also offer shopping
opportunities and comparison aids. Examples are
shopping.com; (part of the eBay Commerce
Network), shopping.yahoo.com, and price-
grabber.com. eBay (ebay.com) is a shopping
portal also because it offers shopping at fixed
prices as well as auctions. Several of these evalu-
ation companies have purchasing shopbots or
other, smaller shopping aids, and have incorpo-
rated them into their portals.

Some shopping portals offer specialized items
with links to certain products (e.g., books,
phones) or services (universities, hospitals). Such
portals also help customers conduct research.
Examples include zdnet.com/topic-reviews and
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shopper.cnet.com for computers, appliances,
and electronics. The advantage of niche shopping
portals is their ability to specialize in a certain
line of products.

For a comprehensive site with information on
e-retailers, B2B, marketing, etc., see Internet
Retailer (internetretailer.com).

Helping Communities

Social communities can be very helpful for their
members, as shown in several examples in this
book (e.g., see Chapter 7).

Price and Quality Comparison by
Shopbot Software Agents

Savvy Internet shoppers may want to find bargain
shopping. Shopping robots (shopping agents,
shopbots) are search engines that look for the
lowest prices or other search criteria. Different
shopbots use different search methods. For exam-
ple, mySimon (mysimon.com) searches the Web
to find the best prices and availability for thou-
sands of popular items.

Google Enterprise Search and Enterprise
Search Appliance

Google Enterprise Search helps companies search
all internal and public-facing information.

Search is facilitated by a powerful server
called Enterprise Search Appliance which
enables many flexible search options including
the search of some foreign languages.

A similar service is offered by Search Spring
searchspring.net.

“Spy” Services

In this context, “spy” services are not the CIA or
MIS. Rather, they are services that visit websites
for customers, at their direction, and notify them
of their findings. Web surfers and shoppers con-
stantly monitor sites for new information, special
sales, ending times of auctions, stock market
updates, and so on, but visiting the sites to moni-
tor them is time consuming. Several sites will
track stock prices or airline special sales and send
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e-mails accordingly. For example, money.cnn.
com, pcworld.com, expedia.com, and alerts at
google.com/alerts will send people personalized

e-mail alerts.

Of course, one of the most effective ways to
“spy” on Internet users is to introduce cookies
and spyware to their computers (see Chapter 9

for details).

Ratings, Reviews,
and Recommendation Sites

Ratings and reviews by friends, even by people
that you do not know (e.g., experts or indepen-
dent third-party evaluators), are usually available
for social shoppers. In addition, any user has an
opportunity to contribute reviews and participate
in relevant discussions. The tools for conducting
ratings and reviews, which are presented next, are
based on Marsden (2011), Gratton and Gratton
bazaarvoice.com/solutions/conversa-
tions, and the authors’ experiences. The major

(2012),

types of tools and methods are:

Customer ratings and reviews.
Customer ratings are popular; they can
be found on product (or service) pages
or on independent review sites (e.g.,
TripAdvisor) and/or in customer news
feeds (e.g., Amazon.com, Buzzillions,
and Epinions). Customer ratings can be
summarized by votes or polls.
Customer testimonials. Customer expe-
riences are typically published on ven-
dors’ sites, and third party sites such as
TripAdvisor. Some sites encourage dis-
cussion (e.g., Bazaarvoice Connections;
bazaarvoice.com/solutions/
connections).

Expert ratings and reviews. Ratings or
reviews can also be generated by domain
experts and appear in different online
publications.
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e Sponsored reviews. These reviews are
written by paid bloggers or domain
experts. Advertisers and bloggers can
find each other by searching through
websites such as sponsoredreviews.
com, which connects bloggers with
marketers and advertisers.

* Conversational marketing. People com-
municate via e-mail, blog, live chat, dis-
cussion groups, and tweets. Monitoring
conversations may yield rich data for
market research and customer service. An
example of a conversational marketing
platform is Adobe Campaign (adobe.
com/solutions/campaign-management.
html; formerly Neolane).

e Video product review. Reviews can be
generated by using videos. YouTube
offers reviews that are uploaded, viewed,
commented on, and shared.

* Bloggers post reviews. This is a ques-
tionable method, however, since some
bloggers are paid and may use a biased
approach. However, many bloggers
have reputations as unbiased sources.
For a list of 50 product review blogs, see
Sala (2012).

Many websites rate various e-tailers and
online products based on multiple criteria.
Bizrate (bizrate.com), and Consumer Reports
Online (consumerreports.org) are well-known
rating sites. Bizrate.com organized a network of
shoppers that reports on various sellers and uses
the compiled results in its evaluations. Note that
different rating sites provide different rankings.
Alexa Internet, Inc. (alexa.com; an Amazon.com
company) computes Web traffic rank, see alexa.
com/pro/insight.

Recommendations from Other Shoppers

and Friends and Family

Prior to making a purchase, customers tend to
collect information online that can help them
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make a decision. Online customers can get infor-
mation such as what brand to buy, from which
vendor, and at what price, by using shopping aids
(e.g., price comparison sites) (e.g., nextag.com),
looking at sites such as Epinions (epinions.com),
and researching other sources. Examining and
participating in social networking forums is
another way to compare prices as well as reading
product and service reviews. According to
Gartner, Inc. (reported by Dubey 2010; see also
gartner.com/newsroom/id/1409213), the major-
ity of online customers already rely on social net-
works to guide them in purchase decisions.

In marketing, a referral economy describes
the practice of receiving recommendations from
buyers (e.g., in social networks or blogs). For
how to use social media to build a referral econ-
omy, see socialmediatoday.com/jkriggins/
2121281/how-use-social-media-build-referral-
economy.

Example: Kaboodle

Kaboodle (kaboodle.com) is a social shopping
community site that allows users to find, recom-
mend, and share product information via product
lists, blogs, and so forth while communicating
with friends. For details, see Chapter 7 and
kaboodle.com/zm/about.

Comparison Shopping Websites

A large number of websites provide price com-
parisons for products and services (e.g., online
tickets, cruises). Online retailers such as Amazon.
com also provide price comparisons and so do
many other sites (e.g., nextag.com, pricegrab-
ber.com, mysimon.com). FreePriceAlerts.com
(freepricealerts.com) is a price comparison app.

Trust Verification Sites

With so many sellers online, many consumers are
not sure whom they should trust. A number of
companies evaluate and verify the trustworthi-
ness of various e-tailers. One such company is
TRUSTe (truste.com). The TRUSTe seal appears
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at the bottom of each TRUSTe-approved e-tailer’s
website. E-tailers pay TRUSTe for the use of the
seal (which they call a “trustmark”). TRUSTe’s
1,300-plus members hope that consumers will
use the seal as an assurance and as a proxy for
actual research into their conduct of business, pri-
vacy policy, and personal information protection.
Trust sites grant a trust seal for a business to dis-
play, demonstrating to customers the level of
quality. For types see Trust Seal in Wikipedia.
TRUSTe now offers a service for mobile devices,
called TRUSTed apps (truste.com/products-
and-services/enterprise-privacy/TRUSTed-
apps), which provide ongoing monitoring and
safeguarding of brands to ensure that merchants’
mobile apps are trusted by consumers.

Some comprehensive trust verification sites
are Symantec Corporation’s VeriSign (verisign.
com) and BBBOnline (bbb.org). VeriSign tends
to be the most widely used. Other sources of trust
verification include Secure Assure (secureas-
sure.co.uk), which charges yearly fees. In addi-
tion, Ernst & Young, the global public accounting
firm, has services for auditing e-tailers in order to
offer some guarantee of the integrity of their
business practices. Other sites are trust-guard.
com and trust-verified.org. For the results of a
2013 survey on which site seal people trust the
most (conducted using Google Consumer
Surveys, and reported at baymard.com/blog/
site-seal-trust).

Concerns About Reviews, Ratings,

and Recommendations

Some people raise the issue of how accurate
reported reviews and recommendations are. On
some sites, fake reviews and claims are suspected
to encompass 30—40% of the total reviews. In
2012, however, Yelp unveiled its Consumer
Alerts, which shows warnings to users when they
find businesses who have paid for reviews (see
webpronews.com/just-how-bad-is-yelps-fake-
review-problem-2014-01). As of mid-January
2014, Yelp has issued almost 300 Consumer
Alerts. (For an example of a Consumer Alert, see
searchengineland.com/yelp-turns-up-the-
heat-285-consumer-alerts-issued-over-fake-
reviews-181706.) There is also a concern about
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businesses paying money to bloggers for
producing reviews. Some claim that such reviews
may be biased. Another concern is that in cases of
a small number of reviewers, a bias (positive or
negative) may exist. Finally, it is wise to look at
bloggers’ review sites. (For a list of the top 50
review blogs, see Sala 2012.) As a side note,
Amazon.com has compiled a list of the “Funniest
Reviews” posted on their site, on products rang-
ing from banana slicers to horsehead masks (see
amazon.com/gp/feature.html?ie=UTF8&do
cId=1001250201).

Other Shopping Assisting Tools

Other digital intermediaries assist buyers or

sellers, or both, with research and purchase

processes. For example, escrow services (e.g.,

escrow.com and abnamro.com/en) assist buy-

ers and sellers with the exchange of items and
money. A trusted third party frequently is needed
to facilitate the proper exchange of money and
goods, or to verify information. (Remember that
trading partners usually do not even see each
other.) Escrow sites may also provide payment-
processing support, as well as letters of credit

(see Chapter 11).

e Similar to Craigslist, Angie’s List (angi-
eslist.com) helps its members find high
quality service companies and health care
professional services in over 700 categories.
Although there is a fee, its advantage over
free review sites is there are no anonymous
reviews and their data is certified “so you get
the whole story” (see angieslist.com/how-
it-works.htm). Angieslist.com also pro-
vides a complaint resolution service and
discounts from highly-rated service compa-
nies. They also offer live support through a
call center.

* To organize store information in a standard,
easy to see, and understandable format, ven-
dors can use tools such as thefind.com.
Shoppers can use the same tools to search
once and compare products at every store,
finding the best deals.
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Must-Have Shopping Tools

Brownell (2013) lists the following must-have

online tools for shoppers:

* Price Rewind (price protection)

* Free Price Alerts (last minute bargaining)

* RedLaser (bar code scanning apps)

* Honey (coupon code finder)

* Shop Advisor (price drop tracker)

* Decide (price drop predictor)

* Google Shopping and Price Grabber (price
comparisons)

Other decision aids include summaries of
advice and opinions provided by consumers
about products and e-tailers. These aids are
known as mass reviews. One site that provides
such summaries is epinions.com, which has
searchable recommendations on thousands of
products. Pricewatch.com is a price-comparison
engine, pricegrabber.com is a comparison shop-
ping tool that covers millions of products, and
onlineshoes.com is a review and shopping site
that specializes in all types of shoes.

Layar (layar.com) offers another type of tool
called the Layar Creator. The company uses a
mobile augmented reality device that can activate
printed pages containing information about
certain products (including videos). For details
about Layar Creator, see realareal.com/layar-
creator-welcome-to-interactive-print.

Another shopping tool is a wallet — in this case,
an electronic wallet, which is a program that con-
tains the shopper’s information. To expedite online
shopping, consumers can use electronic wallets so
that they do not need to reenter the information
each time they shop. Although sites such as
Amazon.com offer their own specialized wallets,
Microsoft Passport has two services, “a Single
Sign-On service that allows members to use a sin-
gle name and password to sign on to a growing
number of participating websites, and a Wallet ser-
vice that members can use to make fast, conve-
nient online purchases” (see Microsoft Passport
FAQ at support.microsoft.com/kb/277759) and
Chapter 11 for details). For more on shopping
aids, see Strauss and Frost (2012). Shopping aids
are now expanding to social networking sites as
shown in the following example.
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Example: Yelp

Yelp (yelp.com) is a search engine whose mis-
sion is to help people find local (in a specific city)
qualified services ranging from mechanics to res-
taurants to hairstylists based on recommenda-
tions of fellow locals. It connects people with
businesses. Community members, known as
“Yelpers,” write reviews of the businesses and
then rate them. Yelpers also find events and spe-
cial offers and can connect with each other by
posting “conversations” on different topics (for
example, to “talk” with someone from Los
Angeles, see yelp.com/talk/la). For details, see
yelp.com/faq and Chapter 7.

Aggregators

These are sites that aggregate information from
many other sites and bring them to one place.
Yipit (yipit.com) is a free “e-mail based daily
aggregator” that gathers deals (“every deal in
your city”) on products from daily deal sites such
as Groupon, Living Social, etc. Tell Yipit what
you want, and they will alert you when there are
deals that match, usually at a fraction of the retail
price (yipit.com/about).

Barcode Readers for Price Comparisons

It is now common behavior for e-commerce
shoppers to gather information in physical stores
and then buy online. Capitalizing on this behav-
ior to make the search faster and easier, Amazon.
com and other vendors provide smartphone apps
of mobile bar scanners. Shoppers enter physical
stores and take a picture of a bar code. The photo
is transmitted to the vendor who provides them
with an immediate price comparison. Leading
apps are RedLaser (redlaser.com) from eBay
(which is also used to support location-based ads,
see Chapter 7), and Price Check from Amazon.
com (see Kain 2011), and Quick Scan.

Digital Coupons

Shoppers are introduced to a new generation of
coupons, which can be described as “no clip and
no print.” This is how it works. You register, for
example, with the ‘Just-For-U’ program at
Safeway. You click on the special sale items, or
on the coupon of a product you want. When you
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go into Safeway and buy any of the products you
clicked on (if they are available), you automati-
cally receive a 10-20% discount. SavingStar Inc.
(savingstar.com) offers a similar nationwide ser-
vice in the U.S.

Self Service

One of the major benefits of EC is that it facili-
tates self-service. By providing tools that enhance
self-service, customers can improve their online
shopping experience. Examples of self-service
tools are: configuration tools, calculators (e.g.,
for cost), FAQs, virtual online real time assis-
tants, application tools, and site searches.

Virtual Visual Shopping

Many consumers embrace impulse buying when
they see interesting or new products in physical
stores. Theoretically, online shoppers in 3-D
environments might also make such purchases.

One aspect of 3D is its ability to put items into
a more physical view than 2D does. A 3D view of
a house interior could help in visualizing whether
a large dining table would fit in the intended
space. Consumers can experiment with the loca-
tion of the virtual table and see how it will fit into
their home before they buy it. 3-D platforms
could take the guesswork out of buying many
types of products online, ranging from furniture
to clothes.

Example

Can you imagine looking at a computer screen
where you can see yourself wearing a piece of
clothing you have selected, exactly as you can in
the fitting room of a physical clothing store? Now
wave your hand and the color of the outfit changes;
wave your hand again and a dress will be shorter
or longer. Another wave of your hand and another
dress is on your “virtual body.” A dream? Not
really, it is coming! To learn about this “try-on”
system, see Facecake Marketing Technology’s
“Swivel” facecake.com/swivel. For an illustration,
watch the video titled “Tobi Virtual Dressing
Room” (1:14 minutes) at dailymotion.com/video/
xcg18d_tobi-virtual-dressing-room_tech.
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For more information, see workspaces.
codeproject.com/nayan-zawar/virtual-3d-
shopping-mall and virtwayworld.com/EN_
products_3d_virtual_shop.php.

Mobile Apps

Several mobile apps (Chapter 6) are available to
assist shoppers who use smartphones or tablets
both online and offline. For example, customers
can shop and pay from their mobile devices.
Most of the decision aids listed in this section are
available today on mobile devices.

Wireless Shopping Comparisons
Users of mysimon.com, slickdeals.net, and other
comparison sites can use mobile devices to access
shopping comparisons and receive deal alerts. With
the AT&T Code Scanner, shoppers can scan bar-
codes from their smartphone and compare prices
anytime from anywhere, including from any physi-
cal store, newspaper ads, and even when the ads are
online. Comparisons can be accessed from smart-
phones. For more about the Code Scanner and the
downloading process, see wireless.att.com/
businesscenter/solutions/mobile-marketing/
products/index.jsp. For a slideshow of the 10 best
shopping apps for comparing prices (2012 data),
see pcmag.com/slideshow/story/290959/the-10-
best-shopping-apps-to-compare-prices.

Note: Descriptions of social media-based
shopping aids are provided in Chapter 7.

SECTION 3.9 REVIEW QUESTIONS

1. Define shopping portals and provide two
examples.

2. What are shopbots?

3. Explain the role of business and website rat-
ings, reviews, recommendations, and site veri-
fication tools in the purchase-decision process.

4. Why are escrow services useful for online pur-
chases? Describe “spy” services in B2C EC.

5. How can a site motivate people to contribute
their opinions on products and vendors?

6. Describe digital coupons.

7. What is virtual visual shopping?

3.10 THE NEW FACE OF RETAIL
COMPETITION: RETAILERS
VERSUS E-TAILERS

The introduction of B2C intensified the competi-
tion in the retail market. As we illustrated in the
Blue Nile case in Chapter 2, prices are declining,
while companies are disappearing or changing.
For example, many retailers are adding an online
channel to their offline offerings, or adding
Internet only options. Adding an online retail
channel helps, but many well-known retailers
such as Best Buy, J.C. Penney, Radio Shack,
Sears, Staples, and Office Depot still are forced
to close numerous physical stores and are strug-
gling to survive (e.g., see usatoday.com/story/
money/business/2014/03/12/retailers-store-
closings/6333865 and Schoon 2014). Let us first
look at an overview of the competition.

The Online Versus Offline
Competition: An Overview

The Oxford Handbook of the Digital Economy
from oxfordhandbooks.com provides a compre-
hensive study by Lieber and Syverson (2012),
which describes the nature of the competition as
well as the interplay of online and offline retail
markets. They also look at the characteristics of
online shoppers and the changes in both the
demand and supply. The major variables studied
in the Oxford handbook are:

* Customers’ search cost. With today’s shop-
ping search and comparison engines and the
use of mobile devices, the search cost to cus-
tomers is very low and its importance in the
competition is probably declining.

¢ Delivery time. Order fulfillment in physical
stores is usually immediate for physical goods.
However, online companies are constantly
reducing the time between purchase and con-
sumption. Sometime in the future, delivery will
be by drones (see Chapter 12 and the opening
case to this chapter). In the meantime, e-tailers
are developing efficient same day delivery
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services, at least in the large metropolitan areas.
Additionally, in 2013 Amazon.com partnered
with the U.S. Postal Service for Sunday deliv-
ery to Los Angeles and New York metropolitan
areas, with service to extend to other cities in
2014 (see usatoday.com/story/tech/2013/11/
11/amazon-Sunday-delivery-usps/3479055).
Google Shopping Express (google.com/shop-
ping/express) is a same-day delivery service
in the San Francisco and San Jose areas, chal-
lenging similar services offered by Amazon.
com and eBay (see Hsu 2014). In 2013, eBay
launched a local delivery service called eBay
Now (ebay.com/now). According to ebay.
com/now/faq.html, they offer the delivery of
“thousands of local products from hundreds of
local retailers...usually in 1-2 hours!” This
service is only available in select cities, includ-
ing the San Francisco Bay area, New York,
and Dallas. eBay plans to expand same-day
delivery service to 25 cities in 2014 (see cnet.
com/news/ebay-to-expand-same-day-
delivery-to-25-cities-in-2014). For how eBay
Now works, see ebay.com/now/faq.html.

Obviously the delivery time of digitizable
products is very fast in e-tailing. This is an
important factor since prices and the quality of
products sold online are getting to be similar
in different stores, so delivery time becomes
an important factor.

* Distribution costs. Traditional retailers need
to spend money to build (or rent) stores, have
inventory, advertise, etc. On the other hand,
e-tailers need to pay for packing and ship-
ments, but their advertising costs and inven-
tory costs are lower. These costs vary,
depending on the products, the geographical
location and more. The distribution costs can
be an important factor in the competition.

e Tax differences. The advantage of online
shopping is diminishing as the trend is to levy
a tax on out of state online products. This
topic is discussed in Chapter 15.

* Price. Not only do online vendors offer lower
prices on the same goods, but they also may
create a price conflict within click-and-mortar
companies (see Section 3.11).

* Information available to buyers. While buy-
ers cannot physically examine goods they buy
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online, they can use the Internet to obtain
considerable information on what they plan to
purchase. In general, this is not a major factor
in most transactions.

e Other influencing factors. Several other fac-
tors are important in the competition. For
example, who the sellers are, who the buyers
are, the distribution channels used, consumer
satisfaction, level of consumer loyalty and the
relationship between the sellers’ online and
offline marketing channels are all important.
Finally, the shopping trends clearly indicate
that more people are shopping online and
spending more money doing so (e.g., see
Moseti 2014). Younger people especially are
turning to so-called “showrooming,” meaning
that shoppers go to a physical store to exam-
ine goods and check prices. Then they buy
online at a lower price (see Isidore 2014),
Shoppers are using apps on their mobile
devices to compare prices (see Motorola
Solutions 2013, and for some of the apps
used, see verizonwireless.com/news/article/
2014/01/showrooming-trend.html).
Customers in general prefer to “touch and
feel” items before they purchase them online
(see cnbc.com/id/100597529).

Global Competition

As of 2010, we are seeing an increase in online
global competition. For example, several Chinese
companies are offering consumer electronic
products at a discount when compared to what
you can get at Amazon.com. After acquiring Buy.
com, Japanese company Rakuten (rakuten.com)
is competing in the U.S. market by offering their
website in English.

Retailers Versus E-Tailers

Since the beginning of EC in the mid 1990s, it
has become clear that in certain industries, e-tail-
ing will hurt brick and mortar retailers. In Chapter
2, we introduced Blue Nile as an example of dis-
rupting the jewelry industry. Stock brokerages
and travel agents also have become victims to
pure play competitors. Amazon.com initially
concentrated on books, eliminating bookstores
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such as Borders. Today, Amazon.com is compet-
ing with thousands of retailers, including giants
such as Walmart (see O’Connor 2013).
Encyclopedia Britannica, and many others no
longer have printed editions. The initial line of
defense for traditional retailers was to become a
‘click and brick,” namely adding an online distri-
bution channel to their physical presence. This
helped some department stores and specialty
stores, but not all.

Examples of Click-and-Brick Retailers

Most large retailers have already migrated to be
click-and-brick companies. Let us look at several
examples:

Gap Inc.

The Gap (gap.com), a global clothing and acces-
sories retailer, opened an independent online unit
(Gap Inc. Direct). According to their website,
Gap Inc. Direct is the e-commerce division of
Gap, Inc. (known as “Growth Innovation Detail”
or “GID”) which “operates as a small business
unit creating and managing the websites and ful-
fillment systems for some of the most powerful
retail brands in the world. GID commerce brands
include gap.com, oldnavy.com, bananarepub-
lic.com, athleta.com, and piperlime.com in the
U.S., as well as e-commerce sites in Canada,
Europe and Japan” (see gap.com/browse/info.
do?cid=80004). The company allows customers
to order items online from different Gap Stores
(Gap, Banana Republic, and Old Navy) and pay,
all in a single transaction, Customers can also
order online and pick up their purchases in its
physical stores. Sales in Gap’s online store are
growing 15% per year. Gap’s strategy is a mix of
online and offline. For example, Athleta (athleta.
gap.com) used to be a pure direct marketer. But
in 2011, Gap started to build physical Athleta
stores, and in 2012, Piperlime, which used to be
online-only, opened a store in New York. Gap’s
online sales spiked 21% in FY 2013; more than
80% of the store’s overall sales came from the
Web (see internetretailer.com/2014/02/27/
online-sales-spike-215-gap-fiscal-2013).
Overall, e-commerce revenue at GAP reached
over $2 billion in 2013.
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Best Buy

Best Buy, like Walmart, Target and others, added
an online marketing channel. However, in con-
trast with GAP, Best Buy was not successful. One
reason is that the company operates large scale
stores. Consumers come to the stores, examine
the products and go home and order them online
(“showrooming”) on Amazon.com because it is
much cheaper. In summer 2012, Best Buy
reduced its prices to match those of Amazon.
com. The result was that in August 2012, Best
Buy, which is one of the world’s largest elec-
tronic retailers, saw its profit going down 91% in
one year. Thus, the company decided to close 50
of its stores, and also is moving to smaller stores
to cut expenses. The future of Best Buy, which
was one of the most successful electronic retail-
ers just a few years ago, is improving but still
uncertain as of April 2014. Because of customers
engaging in “showrooming,” in early 2013, Best
Buy decided to price match not only all local
retail competitors but also 19 “major online com-
petitors.” The price matching initiative was tem-
porary during the 2012 holiday season, but due to
its popularity, Best Buy decided to make it
permanent (see businessinsider.com/best-buy-
new-price-matching-policy-2013-2).

SM Chain of Malls in the Philippines
According to Magdirila (2014), this huge chain
(over 230 malls and supermarkets across the
Philippines) is preparing for full-scale online
operations by 2016.

HHGregg

Appliance and electronics retailer HHGregg
(hhgregg.com) also suffers from its online com-
petitors. Sales and profits are declining. Besides
major appliances, HHGregg also sells big screen
TV’s, computers, and home furniture. However,
nowadays, people buy these products at lower
prices on Amazon (or other e-tailers), and the prod-
ucts are delivered free of charge to the purchasers’
homes. HHGregg is increasing its marketing and
advertising efforts, but is still losing market share
(see  blogs.marketwatch.com/behindthestore-
front/2014/01/06/hhgregg-sees-sales-plummet-
in-first-holiday-season-report-card).
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Eventually, it may go out of business. As a market-
ing strategy, in 2013, HHGregg looked to expand-
ing its major appliances and furniture assortment
for higher sales and profits (twice.com/article-
type/news/hhgregg-looks-furniture-
appliances-profits/107090).

Niche Markets

A popular strategy for competing in the online
retail environment is to go to a niche market,
which targets consumers in smaller markets
(e.g., one product, one industry). The logic is
that it is difficult for large e-tailers to identify
specialized consumer needs for many products;
therefore, they usually address niche markets
inadequately.

Examples: CatToys (cattoys.com) and
DogToys (dogtoys.com)

These webstores have a huge variety of special-
ized cat and dog-related items that a physical
store cannot afford to carry. If you are pet lover,
try it — your pet may like it.

Example: lvy’s Garden (ivysgardenfood.
com)

This company sells gluten-free, home-style Asian
food dishes. For the story of this company see
Quick (2013).

Example: Zulily (zulily.com)

This company focuses on merchandise from spe-
cialized vendors, using a flash sale strategy. The
company is very successful and debuted on the
NASDAQ stock exchange in November 2013.
The company’s focus is on high-quality apparel
for moms, babies, and children.

Other Strategies

According to VOA News (2013), many retail-
ers are providing apps that help shoppers locate
items while they are inside physical stores. The
retailers can also provide digital discount cou-
pons and make it easier for shoppers to place
online orders for out-of-stock merchandise.
For more on these strategies, see Krupnik
(2013).
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What Can Traditional
Retailers Do?

In addition to opening online channels and clos-
ing the least profitable stores, traditional compa-
nies have a few strategies to defend themselves.
Here are representative examples:

Can Small Businesses Survive?

While large retailers such as Best Buy and HHGregg
may go out of business, some small businesses may
survive. We discuss this issue in Chapter 13. Small
businesses such as dogtoys.com and hothothot.
com were pioneers of e-commerce and are still
doing well. It seems that the success of small
e-tailers is related to a strategy that includes:

e Niche markets. Products that cannot be
produced in mass production (e.g., non-
commodities) should be considered by a
small business (e.g., provide custom-
made and specialized products).

» Faster delivery than Amazon. Uniquely
distributed products in local markets are
ideal for small companies. (However,
now Amazon offers same day delivery
in select cities via its “Local Express
Delivery” service.)

* Protect privacy. Amazon tracks custom-
ers’ movements on the Web.

* Concentrate on local markets.

* Provide outstanding customer service.

* Prices should be competitive.

* Maintain their reputation using such
strategies as many small companies
have done; either pure play, brick-and-
mortar, or click-and-brick can survive
and succeed.

Going Global

Some small companies (e.g. Hothothot.com)
have many global customers. Big companies, like
Amazon.com are also very active globally. For
example, according to Brohan (2012), Amazon.
com is Europe’s largest online retailer. Large
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companies acquire local EC companies or need
to enter into joint ventures with them.

Examples

Ralph Lauren Corporation (ralphlauren.com),
apparel designer, manufacturer and retailer, is
selling aggressively online in Europe. In 2013, it
started to sell online in Japan. Online sales
increased about 30% in FY 2012 (internetre-
tailer.com/2012/05/25/ralph-lauren-sees-more-
global-e-commerce-coming-soon). A similar
global expansion was done by Baccarat, a large
French manufacturer of jewelry, crystal, and
stemware products. For details on how Baccarat is
growing its online sales, see Enright (2012). For
more on companies going global, see Chapter 13.

Conclusion

According to Isidore (2014) and many others, the
future of brick-and-mortar retail does not look
good. Many stores already have gone out of busi-
ness. In addition, many retailers will go out of
business sooner or later. Note that the online
business is becoming more diversified. For exam-
ple, Amazon.com is experimenting with the same
day delivery of vegetables and fruits, and China’s
e-commerce companies are moving on to bank-
ing (see Riley et al. 2014).

SECTION 3.10 REVIEW QUESTIONS

1. What are the major advantages of e-tailers
over retailers?

2. Why is offline retailing in bad shape?

3. Discuss some strategies for SMEs to survive
and succeed.

4. Why do e-tailers go global? What are their CSFs?

3.11 ISSUES IN E-TAILING

AND LESSONS LEARNED

The following are representative issues and prob-
lems (and some lessons learned from them) that
need to be addressed when conducting B2C EC.
These and others are discussed by Laseter et al.
(2007).
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Disintermediation
and Reintermediation

Disintermediation refers to the removal of an
intermediary that is responsible for certain activ-
ities between trading partners (usually in a sup-
ply chain). As shown in part B of Figure 3.5, a
manufacturer can bypass wholesalers and retail-
ers, selling directly to consumers. Thus, B2C
may drive regular retailers out of business.
According to Lieber and Syverson (2012), half
of the U.S. travel agencies went out of business
between 1997 and 2007 due to online competi-
tion. For a vivid case of such disintermediation,
see the Blue Nile case in Chapter 2. For bypass-
ing intermediaries see Miller and Clifford
(2013).

However, consumers might have problems
selecting an online vendor, vendors might have
problems delivering goods to customers, and
both might need an escrow service to ensure
the transactions. Thus, new types of intermedi-
aries might be needed, and services might be
provided by new or by traditional intermediar-
ies. This new activity is called reintermedia-
tion. It is pictured in part C of Figure 3.5. An
example of a company that provides these new
roles of intermediation is Edmunds (edmunds.
com), which provides consumers with infor-
mation about cars (e.g., price comparisons, rat-
ings, and the dealer costs). Another example
would be travel agents who can arrange com-
plicated trips, provide longer periods for hold-
ing reservations, arrange special tours and spot
deals. Such new role playing companies can
grow rapidly while traditional intermediaries
decline.

Resistance to Change

Intermediaries that may be eliminated, or their
status and pay may decrease, might resist the
change. One example is the computerization of
the Chicago Mercantile Exchange (CME) and the
Chicago Board of Trade (CBOT). The resistance
by brokers there has been going on for a long
time. For an interesting discussion, see Ingwersen
and Saphir (2011).
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a Simple Traditional Supply Chain

Distributor

End Consumer

End Consumer

Distributor

End Consumer

Key:
Disintermediation — — —)»

Reintermediation ——

Figure 3.5 Disintermediation and reintermediation in the B2C supply chain

Channel Conflict

Many traditional retailers establish a supplemen-
tal marketing channel when they start selling
online. (For a discussion about a practice known
as multichannel marketing, see Kline 2010.)
Similarly, some manufacturers have instituted
direct marketing initiatives parallel with their
established channels of distribution, such as
retailers or dealers. In such cases, channel con-
flict can occur. Channel conflict refers to the
case in which online sales damage the well being
of an existing channel partner. The extent of this
conflict varies according to the nature of the
industry and the characteristics of particular
firms, but sometimes a move to sell online can
damage old, valued relationships between trading
partners. Channel conflict may occur when a

move to online trading simply shifts a company’s
customers from their traditional stores to an
online environment, thus cannibalizing the sales
from the former, and potentially negatively
affecting the traditional outlets by rendering them
less profitable. One model that can solve the con-
flict is to allow ordering and payment online, but
the item is delivered to a physical store for pick-
up. For details on how to manage multichannel
situations, see Kline (2010).

Possibility of a Price Conflict
and Determining the Right
Price by Sellers

Pricing a product or service on the Internet,
especially by a click-and-mortar company, is
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complicated. One reason is that prices need to
be competitive both on the Internet and in the
physical stores. Today’s comparison engines
show consumers the prices of the same goods or
services at many stores, for almost all commod-
ity (or standard) products. In such a case, the
click-and-brick e-tailer may be forced to offer
online prices, which are lower than what the
company charges in its physical store (e.g.,
some airlines direct you online to find special
low price flights). On the other hand, prices are
determined by the corporate policy on profit-
ability and, in a click-and-brick company, in
line with the offline channel’s pricing strategy.
To avoid such internal price conflicts, some
companies have created independent online
subsidiaries, some even with different names.
For example, allstate.com created the online
site ensurance.com.

Product and Service Customization
and Personalization

The Internet also allows for easy self-configura-
tion (“design it your way”). This creates a large
demand for customized products and services.
Manufacturers can meet that demand by using a
mass customization strategy (see en.wikipedia.
org/wiki/Build_to_order). As indicated earlier,
many companies offer customized products on
their websites (e.g., see the Dell case in Online
File W1.1).

In conclusion, e-tailing is growing rapidly as
an additional marketing channel. In other words,
the click-and-brick model is a successful one
regardless of the conflicts cited. For more about
e-tailing and multi-channeling retailing, see
dmsretail.com/etailing.htm.

Fraud and Other lllegal Activities

A major problem in B2C is the increasing rate of
online fraud. This can cause losses both to buyers
and sellers. For a more detailed and thorough
discussion of online fraud and how to minimize
it, see Chapter 10.
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Lessons Learned from Failures
and Lack of Success of E-Tailers

As in the physical world, companies can also fail
when doing business online. Online File W3.4
provides some samples of failed B2C companies.
Some lessons learned from failures are discussed
next.

Although thousands of companies
evolved their online strategies into mature web-
sites with extensive interactive features that add
value to the consumer purchasing process, many
other sites remain simple “brochureware” sites
with limited interactivity. Many traditional com-
panies are in a transitional stage. Mature transac-
tional systems include features for payment
processing, order fulfillment, logistics, inventory
management, and a host of other services. In
most cases, a company must replicate each of its
physical business processes and design several
more that can be performed online only. Today’s
environment includes sophisticated access to
order information, shipping information, product
information, and more through Web pages, touch-
tone phones, Web-enabled smartphones, and tab-
lets over wireless networks. Faced with all of
these variables, the challenges to profitably in
implementing EC can be daunting.

A traditional brick-and-mortar store with a
mature website that uses a successful click-and-
mortar strategy such as those used by Target,
Walmart, and Staples, can create a successful multi-
channel business whose benefits can be enjoyed by
customers who like to have options on how to buy.

have

SECTION 3.11 REVIEW QUESTIONS

1. Define disintermediation.

2. Describe reintermediation.

3. Describe channel conflict and other conflicts
that may appear in e-tailing.

4. Describe price determination in e-tailing.
Under what circumstances might there be a
conflict?

5. Explain personalization and customization
opportunities in e-tailing. What are their ben-
efits to customers?

6. What makes click-and-mortar companies
successful?


http://allstate.com/
http://ensurance.com/
http://en.wikipedia.org/wiki/Build_to_order
http://en.wikipedia.org/wiki/Build_to_order
http://dmsretail.com/etailing.htm
http://dx.doi.org/10.1007/978-3-319-10091-3_10
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MANAGERIAL ISSUES

Some managerial issues related to this chapter

are as follows.

1. What are the limitations of e-tailing?
Where is e-tailing going? In Korea, Internet
retailing has become the second most impor-
tant distribution channel, exceeding the
national sales volume of all department stores.
In many countries, B2C is the fastest growing
form of retailing. The question is what will be
the limits of e-tailing? The market concentra-
tion has already begun, setting a high bar for
new e-tailers. However, small businesses can
easily start their online channel as part of a
stable e-mall service platform when they find
a niche opportunity.

Because many easy sources of funding
have dried up and revenue models are being
scrutinized, vendor consolidation will con-
tinue until greater stability within the e-tailing
sector occurs. Ultimately, there will likely be
a smaller number of larger sellers with com-
prehensive general sites (e.g., Amazon.com)
and many smaller, specialized niche sites
(e.g., Net-a-Porter, Blue Nile).

2. How should we introduce wireless shop-
ping? In some countries (e.g., Japan, Korea,
Finland, USA), shopping from smartphones is
already very popular. In other countries,
mobile shopping is not popular yet, although
the platform itself may be available.
Alternative channels (multichannel market-
ing) and a culture of a variety of communica-
tion channels is developing in many countries,
facilitating mobile strategies. In addition,
because the younger generation prefers the
mobile platform, strategies for the younger
generation need to be considered. Offering
mobile shopping might not be simple or
appropriate to all businesses, but it certainly
will be dominant in the future.

3. Do we have ethics and privacy guidelines?
Ethical issues are extremely important online,
just as they are offline. In traditional systems,
people play a significant role in ensuring the
ethical behavior of buyers and sellers. Will

online ethics and the rules of etiquette be
sufficient to guide behavior on the Internet?
Only time will tell. For example, as job-appli-
cant information travels over the Internet,
security and privacy become even more
important. It is management’s job to make
sure that information from applicants is
secure. Moreover, e-tailers need to establish
guidelines for protecting the privacy of cus-
tomers who visit their websites. Security and
privacy must be priorities.

. How will intermediaries act in cyberspace?

The role of online intermediaries has become
more and more important. In the banking,
stock trading, job market, travel industry, and
book sales sectors, the Internet has become an
essential service channel. These intermediary
services create new business opportunities for
sellers and intermediaries.

. Should we try to capitalize on social net-

works? Many organizations and individuals
began advertising or selling products and
services on Facebook and other social net-
works. Although large companies currently
are concentrating on advertising, some are
experimenting with B2C sales (see Chapter 7).
Social commerce may become an extremely
important marketing channel and should be at
least experimented with by retailers.

. How should we manage multichannel mar-

keting to avoid channel and/or price con-
flicts? Managing multichannels requires a
strategy on handling different types of trans-
actions in the most appropriate and cost-effec-
tive way. Changing channels needs to be done
together with appropriate conflict manage-
ment (see Kline 2010 for approaches).

. What are the major potential limitations of

the growth of B2C EC? First, the limitations
depend on market demands for online prod-
ucts. The saturation effect may be strong.
Second, the cost and availability of Internet
access may influence growth. Third, cultural
differences and habits may deter or slowdown
e-shopping. Fourth, the ease of B2C shopping
is important, and fifth, the availability of pay-
ments and order fulfillment infrastructure are
critical success factors.


http://dx.doi.org/10.1007/978-3-319-10091-3_7

Summary

8. How to deal with “big data”? A large amount
of data is collected in B2C and is growing rap-
idly. It is necessary to extract valuable infor-
mation and knowledge from this data. The
technologies that are used belong mostly to
the category of business intelligence (BI);
they range from data and Web mining to sev-
eral other analytical tools. An example of an
analytical tool is WebSphere Commerce from
IBM (ibm.com/software/products/en/web-
sphere-commerce). For details on BI, see cio.
com/article/40296/Business_Intelligence_
Definition_and_Solutions and  Online
Tutorial T3.

SUMMARY

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

1. The scope and characteristics of e-tailing.
E-tailing, the online selling of products and
services, is growing rapidly. Computers,
software, and electronics are the major items
sold online. Books, CDs, toys, office sup-
plies, and other standard commodities also
sell well. Even more successful are services
that are sold online, such as airline tickets
and travel services, stock trading, and some
financial services.

2. Classify e-tailing business models. The
major e-tailing business models can be clas-
sified by distribution channel — a manufac-
turer or mail-order company selling directly
to consumers, pure-play (virtual) e-tailing, a
click-and-mortar strategy with both online
and traditional channels, and online malls
that provide either referring directories or
shared services. Social commerce facilitates
group buying and location shopping.

3. How online travel/tourism services oper-
ate. Most services available through a physi-
cal travel agency also are available online.
However, customers can get additional infor-
mation more quickly using online resources.
Customers can even submit bids to travel pro-
viders (e.g., using the C2B business model).
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Finally, travelers can compare prices, partici-
pate in online activities, read other travelers’
recommendations, and view user-generated
videos. Lately, social travel is becoming pop-
ular, with travelers learning from each other
and organizing trips accordingly.

. The online employment market and its

benefits. The online job market is growing
rapidly. The major benefits for employers are
the ability to quickly reach a large number of
job seekers at a low cost, conduct remote
video interviews, and even conduct pre-
employment qualification tests. Finally,
résumés can be checked and matched against
job requirements. Millions of job offers
posted on the Internet help job seekers, who
also can post their résumés for recruiters.
Recruiting in social networks, especially
LinkedIn and Facebook, is growing rapidly.

. The electronic real estate marketplace. In

most cases, the online real estate marketplace
supports traditional operations. However,
both buyers and sellers can save time and
effort by using the electronic markets.
Buyers can purchase properties in several
locations much more easily than without the
Internet, and in some situations they have
access to less expensive services (insurance,
mortgages, etc.). Eventually, agents’ com-
missions on regular transactions are expected
to decline as a result of the electronic market
for real estate, as more online sales directly
by owner become popular.

. Online trading of stocks and bonds. One

of the fastest growing online businesses is
the online trading of securities. It is inexpen-
sive, convenient, and supported by a tremen-
dous amount of financial and advisory
information. Trading is very fast and effi-
cient, almost fully automated, and is moving
toward 24/7 global trading. However, secu-
rity breaches are more possible, so good
security protection is essential.

. Cyberbanking and online personal finance.

Branch banking is on the decline due to less
expensive, more convenient online banking
as the world becomes more accustomed to
and trusting in cyberbanking. Today, most


http://ibm.com/software/products/en/websphere-commerce
http://ibm.com/software/products/en/websphere-commerce
http://cio.com/article/40296/Business_Intelligence_Definition_and_Solutions
http://cio.com/article/40296/Business_Intelligence_Definition_and_Solutions
http://cio.com/article/40296/Business_Intelligence_Definition_and_Solutions
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routine banking services can be done from
anywhere. Banks can reach customers in
remote places, and customers can conduct
transactions with banks outside their com-
munity. This makes the financial markets
more efficient. Online personal finance
applications, such as bill paying, monitoring
of accounts, and tax preparation, also are
very popular.

On-demand delivery service. On-demand
delivery service is needed when items are
perishable or when delivering medicine,
express documents, or urgently needed sup-
plies. One example of on-demand delivery is
e-groceries; these may be ordered online and
are shipped or ready for store pickup within
24 hours or less.

Delivery of digital products. Anything that
can be digitized can be successfully deliv-
ered online. Delivery of digital products such
as music, software, e-books, movies, and
other entertainment online has been a suc-
cess. Some print media, such as electronic
versions of magazines or electronic books
(see Chapter 5), also are successful when
digitized and delivered electronically.
Aiding consumer purchase decisions.
Purchase decision aids include shopping por-
tals, shopbots and comparison agents, busi-
ness rating sites, recommendations (including
electronic ones), trust verification sites, and
other tools. Tools include real-time mobile
devices and extensive support from social
networks.

The new face of retail competition. The
surge in B2C has resulted in pressure on tra-
ditional retailers to add online channels and
reduce prices. Even large companies such as
Best Buy are struggling. The online retail
giants, Amazon.com and eBay, are becoming
more aggressive and competitive (e.g., add-
ing same day delivery) so their consumers
are enjoying lower prices and better service.
Traditional retailers also need a strategy to
deal with the intense competition. New com-
petition is also coming from Chinese and
other foreign online vendors.
Disintermediation and other B2C strategic
issues. Direct electronic marketing by

manufacturers results in disintermediation by
removing wholesalers and retailers. However,
online reintermediaries provide additional
services and value, such as helping consum-
ers select among multiple vendors. Traditional
retailers may feel threatened or pressured
when manufacturers decide to sell directly to
customers online; such direct selling can
cause channel conflict. Pricing of online and
offline products and services is also an issue
that frequently needs to be addressed.

KEY TERMS

Brick-and-mortar retailer

Business model

Channel conflict

Click-and-mortar retailer

Direct marketing

Disintermediation

E-grocer

Electronic (online) banking (e-banking)
Electronic retailing (e-tailing)

E-tailers

Event shopping

Internet Radio

Internet TV

Location-based e-commerce (I-commerce)
Multichannel business model
On-demand delivery service

Private shopping club

Referral economy

Reintermediation

Shopping portals

Shopping robots (shopping agents, shopbots)
Social TV

Virtual (pure-play) e-tailers

DISCUSSION QUESTIONS

1. Discuss the importance of comparison tools,
product reviews, and customer ratings in
online shopping.

2. Discuss the advantages of a specialized
e-tailer, such as DogToys.com (dogtoys.com).
Could such a store survive in the physical
world? Why or why not?


http://dx.doi.org/10.1007/978-3-319-10091-3_5
http://dogtoys.com/

Internet Exercises

10.

11.

. Use Google to find the benefits of travel-

related social networking sites. Discuss five
of them.

Discuss the benefits of salary.com. Are there
any disadvantages?

Why are online travel services a popular
Internet application? Why do so many web-
sites provide free travel information?
Compare the advantages and disadvantages
of online stock trading with offline trading.

. Compare the advantages and disadvantages

of distributing digitizable products electroni-
cally versus physical delivery.

Do you trust your personal data on social
networks such as linkedin.com or facebook.
com? How do you protect your privacy?
Many companies encourage their customers
to buy products and services online, some-
times “pushing” them to do so. Why?
Would you use monster.com or linkedin.
com for recruiting, or would you rather use a
traditional agency? Why?

Travel social network WAYN (wayn.com)
says that it is a bridge between two social
sites: Facebook and TripAdvisor. Discuss.

TOPICS FOR CLASS DISCUSSION
AND DEBATES

1.

Discuss the advantages of established click-
and-mortar companies such as Walmart over
pure-play e-tailers such as Amazon.com.
What are the disadvantages of click-and-brick
retailers as compared with pure-play e-tailers?
Also debate: Competition between pure play
e-tailers (e.g., Amazon.com, Blue Nile) and
traditional retailers such as HP, Walmart, and
other department stores that have added the
Web as a part of a multichannel business
model (e.g., see O’Connell 2009). Who may
win? Under what assumptions?

Online employment services make it easy to
change jobs; therefore, turnover rates may
increase. This could result in total higher
costs for employers because of increased
costs for recruiting and training new employ-
ees, and the need to pay higher salaries and
wages to attract or keep existing employees.

10.

11.

1.
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What can companies do to minimize this
problem?

Discuss each of the following as limiting fac-
tors on the growth of B2C EC: (a) Too much
competition, (b) expensive technology, (c)
people need desktop computers to shop
online (but smartphones are changing this
situation), (d) people need the social interac-
tion of face-to-face shopping, (¢) many peo-
ple cannot afford Internet access, (f) the fear
of fraud and security breaching.

Debate: Some employers ask job applicants
permission to log into their Facebook
account during an in-person interview; oth-
ers ask for complete, unfiltered access to the
entire Facebook account. Some U.S. states
propose legislation (several already have
passed laws) banning employers (and uni-
versities) from using a prospective employ-
ee’s Facebook content as selection criteria.
In April 2012, TripAdvisor announced on its
website that it is the world’s largest social
travel site. Some people say that WAYN is
the only truly social travel network. Compare
the social networking activities of both sites.
Debate the issue.

Debate: Should online sales be an indepen-
dent division in a click-and-mortar firm?
Debate: What is the future of Amazon.com?
Discuss the benefits and limitations of
recruiting with the help of social games.
Read Berzon’s 2012 article and find more
information about online poker. Then debate:
Is poker a game of skill or it is just
gambling?

Some love digital coupons, others say the
idea is waste of time since coupons are not
available for the products they want to buy.
Research the topic and debate the value of
digital versus paper coupons.

Investigate the impact of online casinos on
physical ones. Discuss.

INTERNET EXERCISES

Many consumer portals offer advice and rat-
ings on products or e-tailers. Identify and
examine two separate general-consumer


http://salary.com/
http://linkedin.com/
http://facebook.com/
http://facebook.com/
http://monster.com/
http://linkedin.com/
http://linkedin.com/
http://wayn.com/
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portals that look at sites and compare prices
or other purchase criteria. Try to find and
compare prices for some digital cameras,
microwave ovens, and MP3 players. Visit
yippy.com. How can this site help with your
shopping? Summarize your experience.
Comment on the strong and weak points of
such shopping tools.

. Visit landsend.com and prepare a custom-
ized order for an item of clothing. Describe
the process. Do you think this will result in
better-fitting clothes? Do you think this per-
sonalization feature will lead to greater sales
volume for Lands’ End?

. Make your résumé accessible to millions of
people. Consult asktheheadhunter.com or
careerbuilder.com for help rewriting your
résumé. See monster.com for ideas about
planning your career. Get prepared for an
online job interview and look at monster-
tronics.com for interesting capabilities. Use
the Web to determine what salary you can
get in the city of your choice for the kind of
job you want.

. Visit move.com, decisionaide.com, or a sim-
ilar site and compute the monthly mortgage
payment on a 30-year loan at 5.5% fixed
interest. Also check current interest rates.
Estimate your closing costs on a $200,000
loan. Compare the monthly payments of the
fixed rate with that of an adjustable rate for
the first year. Finally, compute your total pay-
ments if you take the loan for 15 years at the
going rate. Compare it with a 30-year mort-
gage. Comment on the difference.

. Access the Virtual Trader game at virtual-
trader.co.uk and register for the Internet stock
game. You will be bankrolled with a virtual
£100,000 in a trading account every month.
You can play other investment games at
investopedia.com/simulator or find and cre-
ate a free stock market game at marketwatch.
com/game. Comment on your experiences.

. Compare the price of a specific Sony digital
camera at shopping.com, mysimon.com,
bizrate.com, and pricegrabber.com. Which
site locates the best deal? Where do you get
the best information?

7.

10.

11.

12.

13.

14.

15.

Enter vineyardvines.com. Identify all
multichannels used in their retail operations.
List the benefits to the company. Consult
Greene (2010).

. Enter bazaarvoice.com and find how con-

sumers can engage in a dialog. Look at its
Q&A functionality in both “Conversations”
and “Connections.” Write a report based on
your findings.

Enter couchsurfing.org and examine how
they connect potential travelers with hosts.
Discuss the things that you like and the limi-
tations of this service. Compare with home
swapping sites such as homeexchange.com.
Enter zillow.com/corp/ZillowPortfolio.htm
and see Zillow’s portfolio. Examine their
capabilities and the benefits to consumers.
Write a report.

How can LinkedIn and Facebook help job
seekers? How can they help employers?
Relate your answers to what you can find on
indeed.com.

Compare the sites yelp.com and epinions.
com.

Visit hayneedle.com. What kind of a mall is
this?

Enter layar.com. Find information about
Layar Creator and other products that can
support B2C shopping. Write a report.

Enter play.google.com/store. Relate the
offerings of this site to topics in this chapter.

TEAM ASSIGNMENTS
AND PROJECTS

1.

Assignment for the Opening Case

Read the opening case and answer the

following questions.

(a) What are Amazon.com’s critical success
factors? Is its decision to offer a much
broader selection of items a good mar-
keting strategy? With the increased ser-
vices and diversification, do you think
the company will be able to concentrate
on its core competency of enhancing the
Amazon.com brand? What about their
long term vs. short term strategy?


http://yippy.com/
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Team Assignments and Projects

(b) Amazon.com operates Zappos (zappos.
com) as a separate entity. Does this
make sense? Why or why not?

(c) Visit amazon.com and identify at least
three specific elements of its personal-
ization and customization features.
Browse specific books on one particular
subject, leave the site, and then go back
and revisit the site. What do you see?
Are these features likely to encourage
you to purchase more books in the future
from Amazon.com? Check the 1-Click
feature and other shopping aids pro-
vided. List the features and discuss how
they may lead to increased sales.

(d) With what type(s) of companies does
Amazon.com have alliances? Why?

(e) Check all the personalization features on
Amazon.com. List their advantages.

(f) Find the technology-oriented activities
at Amazon.com (e.g., Mechanical Turk;
making e-readers). List the major ones
and discuss the logic of such offerings.

(g) Find some recent material on Amazon.
com’s marketing strategy and discuss
your findings.

(h) Examine social networking activities on
Amazon.com. What are their purposes?

. Each team will investigate the services of

two online car-selling sites (from the follow-

ing list or other sites). When the teams have
finished, they should bring their research
together and discuss their findings.

(a) Buying new cars through an intermedi-
ary (autobytel.com or carsdirect.com).

(b) Buying used cars autotrader.com.

(c) Buying used cars from auto dealers
(manheim.com)

(d) Automobile rating sites (carsdirect.com
and fueleconomy.gov)

(e) Car-buying portals thecarportal.com
and cars.com

(f) Buying collector cars classiccars.com
and antiquecar.com

. Each team (or team member) will review

two or three travel-oriented social networks

(e.g., world66.com, virtualtourist.com,

bootsnall.com, tripadvisor.com, travel.

tripcase.com, Lonely Planet’s Thorn Tree
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travel forum lonelyplanet.com/thorntree,
wayn.com, and budgetglobetrotting.com).
Compare their functionalities. Then read
Carey et.al. (2012) and examine the various
issues raised in this paper including the surf-
ing strategy. Write a report.

. Each team will represent a broker-based area

(e.g., real estate, insurance, stocks, employ-
ment). Each team will find a new develop-
ment that has occurred within the assigned
area over the most recent three months. Look
for vendor announcements on these sites,
and search for new happenings in each area.
In addition, examine the relevant business
news at bloomberg.com. After completing
your research, as a team, prepare a report on
disintermediation in your assigned area.

. Plan a “geek style” wedding entirely online.

First, make a chart of the process. Do not for-
get the groom’s proposal, buying the rings,
getting music, etc. Finally, explore the use of
a self-managed DJ. You want to save money
and use guest-generated content (consider
using Facebook and Twitter for your wed-
ding plans). You can start by looking at wed-
dings ‘going geek’ at itworld.com/
offbeat/68244/wedding-20-when-wed-
dings-go-geek, gett