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Lecture

To many people, the term “electronic commerce” means shopping on the part of the Internet called the Web. However, electronic commerce (or e-commerce) also includes many other activities, such as businesses trading with other businesses and internal processes that companies use to support their buying, selling, hiring, planning, and other activities. Some people use the term electronic business (or e-business) when they are talking about electronic commerce in this broader sense.

This chart illustrates some examples of Ecommerce today

Category 

Description
Example
Business-to-consumer (B2C)
Businesses sell products or services to individual consumers.

Walmart.com sells merchandise to consumers through its Web site.

Business-to-business (B2B)
Businesses sell products or services to other businesses.

Grainger.com sells industrial supplies to large and small businesses through its Web site.

Business processes that support buying and selling activities
Businesses and other organizations maintain and use information to identify and evaluate customers, suppliers, and employees. Increasingly, businesses share this information in carefully managed ways with their customers, suppliers, employees, and business partners.

Dell Computer uses secure Internet connections to share current sales and sales forecast information with suppliers. The suppliers can use this information to plan their own production and deliver component parts to Dell in the right quantities at the right time.

Consumer-to-consumer (C2C)
Participants in an online marketplace can buy and sell goods to each other. Because one party is selling, and thus acting as a business, this book treats C2C transactions as part of B2C electronic commerce.

Consumers and businesses trade with each other in the eBay.com online marketplace.

Business-to-government (B2G)
Businesses sell goods or services to governments and government agencies. This book treats B2G transactions as part of B2C electronic commerce.

CAL-Buy portal allows businesses to sell online to the State of California.

Between 1997 and 2000, more than 12,000 Internet-related businesses were started with more than $100 billion of investors’ money. In an extended burst of optimism and what many came to describe as irrational exuberance, investors feared that they might miss the money-making opportunity of a lifetime. As more investors competed for a fixed number of good ideas, the price of those ideas increased. 

Worse, a number of bad ideas were proposed and funded. More than 5000 of these companies went out of business or were acquired in the downturn that began in 2000. The media coverage of the “dot-com bust” was extensive. However, between 2000 and 2003, more than $200 billion was invested in purchasing electronic commerce businesses that were in trouble and starting new online ventures, according to the industry research firm WebMergers. This second wave of financial investment has not been reported extensively in either the general or business media, but it is fueling a rebirth of growth in online business activity.

The Second Wave of Electronic Commerce
The first wave of electronic commerce was predominantly a U.S. phenomenon. Web pages were primarily in English, particularly on commerce sites. The second wave is characterized by its international scope, with sellers doing business in many countries and in many languages. The problems of language translation and handling currency conversion will need to be solved to allow efficient conduct of business in the second wave. Some companies have begun to service this need with technology (see babblefish.com). The chart below illustrates the transition between first and second wave e-commerce efforts. 

First Wave
 Second Wave
Dominated by U.S. companies

Global enterprises in many countries participating in electronic commerce

Most electronic commerce Web sites in English

Many electronic commerce Web sites available in multiple languages

Many new companies started with outside investor money

Established companies funding electronic commerce initiatives with their own capital

Many electronic commerce participants used slow Internet connections

Rapidly increasing use of broadband technologies for Internet connections

B2B electronic commerce relied on a patchwork of disparate communication and inventory management technologies

B2B electronic commerce increasingly are integrated with radio-frequency identification and biometric devices to manage information and product flows effectively

Unstructured e-mail communication with customers

Customized e-mail strategies now integral to customer contact

Over-reliance on simple forms of online advertising as main revenue source

Use of multiple sophisticated advertising approaches and better integration of electronic commerce with existing business processes and strategies

Widespread piracy due to ineffective distribution of digital products

New approaches to the sale and distribution of digital products

Rely on first-mover advantage to ensure success in all types of markets and industries

Realize that first-mover advantage leads to success only for some companies in certain specific markets and industries

In the first wave of electronic commerce, many investors sought out start-up companies with appealing business models. A business model is a set of processes that combine to yield a profit. A good business model was expected to lead to rapid sales growth and market dominance. The idea that the key to success was simply to copy the business model of a successful dot-com business led the way to many business failures, some of them quite dramatic.

Role of Merchandising
Retail merchants have years of traditional commerce experience in creating store environments that help to convince customers to buy. This combination of store design, layout, and product display knowledge is called merchandising. In addition, many salespeople have developed skills that allow them to identify customer needs and find products or services that meet those needs. The skills of merchandising and personal selling can be difficult to practice remotely. However, companies must be able to transfer their merchandising skills to the Web for their Web sites to be successful.

Some products are easier to sell on the Internet than others, because the merchandising skills related to those products are easier to transfer to the Web.

Product/Process Suitability to Electronic Commerce
Well Suited to Electronic Commerce
Suited to a Combination of Electronic and Traditional Commerce Strategies
Well Suited to Traditional Commerce
Sale/purchase of books

and CDs

Sale/purchase of automobiles

Sale/purchase of impulse items for immediate use

Online delivery of software

Online banking

Low-value transactions (total sale/purchase under $10)

Sale/purchase of travel services

Roommate-matching services

 

Online shipment tracking

Sale/purchase of residential real estate

 

Sale/purchase of investment and insurance products

Sale/purchase of high-value jewelry and antiques

 

One business process that is especially well suited to electronic commerce is the selling of commodity items. A commodity item is a product or service that is hard to distinguish from the same products or services provided by other sellers; its features have become standardized and well known. Gasoline, office supplies, soap, computers, and airline transportation are all examples of commodity products or services, as are the books and CDs sold by Amazon.com.

Another key factor that can make an item well suited to electronic commerce is the product’s shipping profile. A product’s shipping profile is the collection of attributes that affect how easily that product can be packaged and delivered. A high value-to-weight ratio can help by making the overall shipping cost a small fraction of the selling price. An airline ticket is an excellent example of an item that has a high value-to-weight ratio. Products that are consistent in size, shape, and weight can make warehousing and shipping much simpler and less costly. Conversely, a bowling ball is an example of value to weight ratios that may not be suitable for e-commerce. 

The shipping profile is only one factor that affects a products’ suitability for online distribution. Expensive jewelry has a high value-to-weight ratio, but many people are reluctant to buy it without examining it in person unless the jewelry is sold under a well-known brand name and with a generous return policy. This is also true of some clothing items.

Advantages of Electronic Commerce
Businesses are interested in e-commerce because it can help increase profits. All the advantages of e-commerce for businesses can be summarized in one statement: E- commerce can increase sales and decrease costs. Advertising done well on the Web can get even a small firm’s promotional message out to potential customers in every country in the world. A firm can use e- commerce to reach small groups of customers that are geographically scattered. The Web is particularly useful in creating virtual communities that become ideal target markets for specific types of products or services. A virtual community is a gathering of people who share a common interest, but instead of this gathering occurring in the physical world, it takes place on the Internet.

Advantages
· Electronic commerce provides buyers with a wider range of choices than traditional commerce. 

· Electronic commerce provides buyers with an easy way to customize the level of detail in the information they obtain about a prospective purchase. 

· Electronic payments of tax refunds, public retirement, and welfare support cost less to issue and arrive securely and quickly when transmitted over the Internet. 

· Electronic payments can be easier to audit and monitor than payments made by check, providing protection against fraud and theft losses. 

· Electronic commerce can also make products and services available in remote areas.

Disadvantages of Electronic Commerce
Some business processes may never lend themselves to electronic commerce. For example, perishable foods and high-cost, unique items, such as custom-designed jewelry and antiques, may be impossible to inspect adequately from a remote location, regardless of any technologies that might be devised in the future. Most of the disadvantages of electronic commerce today, however, stem from the newness and rapidly developing pace of the underlying technologies. These disadvantages will disappear as electronic commerce matures and becomes more available to and accepted by the general population.

Disadvantages
· Return-on-investment is difficult to calculate. 

· Many firms have had trouble recruiting and retaining employees with the technological, design, and business process skills needed to create an effective electronic commerce presence. 

· Difficulty of integrating existing databases and transaction-processing software designed for traditional commerce into the software that enables electronic commerce. 

· Many businesses face cultural and legal obstacles to conducting electronic commerce.
	


