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Chapter 7: E-Commerce

E-Commerce Defined
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Advances in technology, product variety, and consumer demand have brought changes in retail strategy 

· The arrival of e-commerce means we can do business around the world without the need for a physical business presence

· Allows for disintermediation!

· Disintermediation: the elimination of the so-called “middle man”

· Forces of build to order (Think Dell!)

· Directly solicit orders from consumers and deliver products directly

· Instead of relying on a global network of wholesalers and distributors/dealers

· Allows you to be closer to being perfectly competitive

· E-Commerce: all the technologies that allow organizations to conduct business online

· Includes  the application of these technologies internally and externally 

· The difference between e-commerce (transactions that involve buying and selling goods and services through the Internet) and e-business (the broader use of internet technologies to reduce operating costs)

· There isn’t a huge distinction, because technologies are used in many ways to serve a business

· NOTE: technologies aren’t new, they are mainstream

Beyond the Basic Definition

· E-Commerce: the use of information systems, technologies, and computer networks by individuals and organizations to carry out transactions to create or support the creation of business value
· Includes all types of transactions, computer networks, and business relationships and models
E-Commerce and Products: Physical and Digital 

· Two primary categories for products consumers can buy

· Physical Products: anything that requires an actual shipment of the item from a central distribution point to the buyer
· Also requires an off-line supply chain to handle the sales, order processing, and delivery of these goods (even if they are discovered and purchased online) 

· Digital Products: received directly over the internet or other computer networks (i.e. downloading music) 

· Requires the use of a completely IT-enabled supply chain
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Main difference between these two products is the delivery process
· Even though a computer can transmit information about the order, you still need back-office elements to actually ship out the product 

· Often requires substantial technology interfaces between the Web and the enterprise’s existing computerized business systems (web integration) 

· If a company allows for returns, you need someone to be able to process the return

· For completely online businesses, you can’t do a return (imagine trying to return an iTunes song) 

· Why? Once downloaded, electronic products or services have immediate value and often cannot be off-loaded (deleted or disabled) 

· Web becomes  new channel for interacting with customers (they can buy stuff different ways)

· When you buy DVDs online

· Company electronically sends you the movie file (right side) over the internet

· This allows you to avoid issues involving packing, shipping, picking up, etc.

· No return problems 
· If a problem occurs with the electronic file, sends you a new one 

· In the case of physical goods, you would probably have to go through the whole packing, shipping, picking up process if there were any defects

· Streaming: allows you to purchase the right to view the product, but not physical download it

· i.e. Netflix 

E-Commerce Business Models 

· How will you create profit for a product when people think stuff on the Internet should be free
· E-Commerce (or virtual or social) Business Model: combines a specific type of website (transactional, virtual reality, or social presence) with a successful revenue model that produces profits for the owners
· Assets include websites; virtual worlds and goods; videos, audio files, and podcasts; e-books, blogs, and similar digital assets that may be paid for, subscribed to, or promoted to 
· The e-commerce business model is easy if you are selling goods
· Sell the goods so revenue > cost. What is left over will pay for the operation expense of the website
· What if you do not sell goods?
· Top ways most companies make money on the Web today
1. Displaying advertising and being paid for click-throughs from the online community to those advertising products or services 
2. Selling either physical or virtual goods and services online 
3. Earning royalties, access fees, or revenue sharing from selling access to their platform to third party developers (known as the API or applet model)
4. Selling aggregate data about online user behaviour or selling controlled access to users with their permission through targeted offers; sometimes called infomediaries (the information or data aggregation model) 
5. Getting users to subscribe to a service, usually on a monthly or annual basis (the subscription model: Netflix) 
6. Selling upgrades to a premium subscription service by first offering a free service with limited capabilities (the freemium model: Dropbox) 
7. Imposing a very slight fee for specific transactions that add value beyond some kind of initial free access, which are added up and billed or deducted from a user account (micro-payments model) 
8. Charging a portion of any transaction facilitated for others either as a brokerage or as a re-seller, as a traditional middle man (the revenue share or royaly model) 
9. Using an auction or co-operative model that is a derivative of a transactional or retail site, but with pricing controlled by the marketplace and the variations in supply and demand (the auction or co-operative model: eBay)
10. Selling a company to a strategic buyer (the build to sell model) 
11. Charging users to post/automatically aggregate feeds (i.e. contest) from their site into one central location (the online aggregators model: www.dailydealzone.com) 
· Important to look at the purpose of the website used to implement the various business models
· Your website must bring in customers or visitors
· Many different types of websites and business models (see Table 7.2: page 260)
· It is very important that you do not add too much complexity to your business model

· Keep it simple! Focus on one or two of the models to maximize focus and $
The E-Commerce Advantage

· Friction-less economy: the transactional ability of the consumer to move from thought to action (i.e. buying to instantly receiving the product) 
· Enhanced via the Internet and makes everything cost less
· You now can just click “buy me” there is less obstacles that you have to go through
· It went from actual planning and thinking to no thought, zero-to-nothing advertising cost advertising such as eBay and Craigslist
· This is why newspaper ads are losing their $$$! Takes too much effort
· With the use of the Internet, sellers can reach virtually any potential buyer in the world ( brings us closer to a perfect market (highest consumption at the lowest price) 
· E-commerce allows for small businesses to be competitive (think Etsy and their thousands of local artisans) 
Breaking Through the Information Clutter

· Expansion of global e-commerce has increased buyers’ level of information density 
· Information Density: the quality and quantity of information about products and services of interest to them 
· Example: think of all those rating sites that give you information on price and reviews
· It is not enough to have a nice website, you have to get that website noticed!
Online Advertising
· Use the internet to advertise your website

· Google AdWords: a way of linking paid advertising to key word searches by consumers

· Cost per click (CPC) Maximums: less specific, target budget. Works almost like an auction of those competing for placement against popular words and phrases

· Costs to advertise online have dropped because there are more sites to advertise from

· Search engines: giving you banner space 

Search Engine Optimization

· All search engines use a technology called spiders to crawl the Web and catalogue its content
· How to make your site rank higher:
· Less use of Flash and embedded videos
· Creating lots of links between your site and others 
· Making good use of meta-tags and content density to appear like a site that offers lots of information and value 
Partnering and Traffic Trading

· Low-cost method of online promotion 
· Parties usually only pay for results and not set-up or maintenance fees 
· Partnering with related companies to promote both companies
· Example: Restaurants and movie theatres that have the Dinner and a Movie promotion 
· Mass Customization: the ability to create custom products or services on-demand
· Example: Dell computers, you choose through a wide variety of ways to customize your Dell PC to match your needs and desires
· Personalization: marketing message that a business customizes for each potential customer’s interests, based on his or her searching, browsing, and buying habits
· Example: eBay has a “Recommended” or “Others Bought” section
Web Usage and Statistics 

· You have to ask yourself where people are coming from, how long they are staying for, what ads they respond to, etc. 
E-Commerce Competitive Difference

· E-Commerce dramatically affects competition between organizations in a number of interesting ways such as: 

· Reducing barriers to market entry

· Preventing any company from “owning” the market 

· Enhancing collaboration/alliances

· Multiplying market niches

· Changing marketplace drivers

· Co-operative Website: where people co-operate with each other to advertise on the same site
· Serves as a meeting place between property owners and renters

· Example: Rental websites for booking cottages

· Reduces the barriers to entry by not requiring that a rental agent have an expensive building in a well-traveled location near the vacation area, a list of rental properties to offer potential renters, or a well-known name among past and potential renters

· People can just use rental websites that act as a gateway to their individual property website

· E-Commerce keeps any one rental agency or website from owning the market 

· Niche Markets: one area where e-commerce has shown itself to be superior to almost any existing form of marketing

· E-Commerce allows people to overcome price, time, and distance

· Price: with all the stats and data you collect, easy to negotiate a price

· Time: you can be open 24/7/365 because of your website 

· Distance: anyone from anywhere can access your website

E-Commerce and Organization Strategy 

· Henry Mintzberg: suggests that strategy is a plan, pattern, position, and perspective
· Strategy emerges and evolves over time in response to a constantly emerging competitive landscape and the individual performance level of any competitor in that marketspace
· Business strategy changes when your company sucks in relation to the competitors, or the competition overall changes (radiation makes your competitors supermen so they do work fast)
· Strategy may start as a perspective (vision, direction) that calls for a certain position (being super cheap) and then evolves into a plan that is implemented, and emerges as a pattern that is evident in actions and decisions 
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E-Commerce Strategy: how businesses intend to use computer Web-based networks and information systems to compete in its global marketplace
· You have to follow two different views to create a good e-commerce strategy 
· What it wants to do – Conceptual Strategy
· How it will do it – Technology Strategy
· There will always be a gap between the two, address the gap if you want to be successful 
· Example: having the technological capability to carry out an activity is useless if you have no market for it
· I can use my computer to create a poop maker, no one gives a shit because no one wants poop. 
· A good strategy is connecting online Web strategy to existing CRM systems to create an integrated one-to-one marketing experience for their customers
· Generates a huge amount of data on customer buying habits and preferences 

· Can then use CRM to tailor the products on their site to the individual buyer

M-Commerce

· The largest new channel for many businesses is mobile devices on wireless data networks 
· Mobile Commerce: the use of laptops, tablets, mobile telephones, and PDAs to connect to the Internet and Web 
· Like e-commerce, but in real time and without regard to where the user may actually be
· When you get a free app, that means the app charges both the product manufacturers and the grocery stores for the technology and application (sometimes even commission) 
Benefits and Limitations of E-Commerce

· See Table 7.4, page 271
· One way to attract customers to your website is to ensure protection of sensitive data (CC info)
· People endorse third-party companies to boost customer confidence 
Technology Core (Page 273) 

· 2010: Consumers in Canada spent $16.5 billion on domestic and foreign sites for products and services 
· 2015: online spending is supposed to double at $30.9 billion 
· Ability of businesses to reach new customers/markets is made possible through e-commerce by decreasing the costs of maintaining and supporting a direct sales force
E-Commerce Between Organizations

· B2B is the larger market in terms of volume of transactions and dollar amounts 

B2B Transactions and Business Models
· Two types of B2B Transactions
· Spot Buying: much like what you do when you make a stock market transaction – you buy at market prices determined by supply and demand 
· Used to buy commodities (Paper, pencils, paperclips) 
· Needs to find a public marketplace or exchange that sells these items
· Usually occurs through online intermediary 
· No relationship
· Strategic Sourcing: forming a long-term relationship with another company 
· Example: Buying 1000 PCs for your company
· Usually a one-to-one marketing model
· One-to-one Marketing Model: Two companies collaborate to create a trading relationship that is good for both of them 
· Both trading partners win from the relationship 
· Don’t have to be the same size, neither company dominates the trading relationship 
· Often seek to use computer networks to facilitate the supply chain 
· Company-Centric Business Model: either a seller to many other companies (one-to-many) or a buyer from many companies (many-to-one)
· Single company dominates the market 
· Completely controls the information systems that support the transactions, including the supply chains between it and its smaller trading partners
· The larger buyer or seller wants to use e-commerce to improve its profitability by increasing prices or reducing costs 
· One-To-Many: seller often provides a Web-based private sales channel through a private network, electronic data interchange (EDI), or through a protected form of the Internet, called an extranet, to link trading partners while keeping others out
· Many-To-One: single buyer gets products that it needs to carry on business; therefore, part of the procurement process – known as e-procurement
· Buyer conducts this process in a number of ways such as:
· Revenue Auctions: the buyer posts projects to a secure website and sellers bid for providing the G&S. Whoever bids the less gets to be the provider (reverse auctions) 
· Aggregating Catalogues: assembling all catalogues from all suppliers and choosing what they want. Centralizes the procurement process
· Group Purchasing: two or more buyers work together to achieve lower prices from their suppliers
· Exchange Model: companies exchange to buy and sell from each other through spot-buying transactions
· Two types of exchange transactions
· Verticals: meet the needs of a single industry, such as retailing
· Horizontals: deals with products and services that all companies need, regardless of the industry (office supplies) 
· Essentially a website where buyers and sellers put their needs and offerings (kijiji) 
Using B2B E-Commerce to Improve Supply Chain Efficiency

· Procurement is necessary for e-commerce to reduce costs
Traditional Procurement Process

· There must be an information flow between the entities and a flow of goods
· Traditionally, there were three key elements: (1) the purchase order, (2) the invoice, (3) the receipt of goods
· See Figure 7.12, Page 278
1. Buyer sends a purchase order to a vendor. Purchase Order (PO): document from an organization requesting another organization to supply something for payment. Includes product specifications and quantities
2. Vendor responds to PO by sending goods to the buyer along with a bill of lading (BOL): describes the contents of the shipment
3. After receiving goods and BOL, buyer sends back a signed copy of the BOL and internally files a receipt of goods
4. The vendor sends an invoice to buyer. 
5. Buyer’s accounting department compares the original PO with the receipt of goods and invoice. After confirmed, buyer pays.
· Relies on paper, causes accountants to make item-by-item matches (SO LONG can cause errors)
Using E-Commerce to Improve the Procurement Process

· Digital now, employees can compare quicker and with less opportunity for fraud
· Automates the process, sometimes companies can eliminate steps 4 and 5 because they authorize payment on receipt 
· Inter-organizational System (IOS): a networked information system used by two or more separate organizations to perform a joint business function 
· Helps to create 24/7 communication between organizations and their suppliers and customers as well as paperless transactions 
· Electronically linking a production company to its suppliers or customers so raw materials are ordered, production takes place, and finished goods are sent to the customer with little or no paper changing hands 
· Kind of like if the two parties were part of the same organization
· Two types of IOS: 
· Electronic Data Interchange (EDI): uses value-added networks (VANs) or private networks instead of the regular telephone system
· Exchange of structured information between two computer applications (minimal human involvement) 
· Works because there is a set agreed-upon message standards allowing both apps to understand and process the exchanged data
· The two parties involved are called trading partners
· Initial use was to replace exchange of paper-based documents; BUT THERE’S MORE! 
· Saves unnecessary recapture of data (fast data transfer, fewer errors, more streamlined business process) 
· Used as a platform for automating existing processes (reduce costs, improve quality and speed of services) 
· A catalyst for improving interorganizational processes and overall supply chain efficiency
· Older technology, overshadowed by WWW and XML but still important!
· Extranets: collaborative networks that use Internet technology to link businesses with their suppliers, customers, or other businesses that share common goals
· Uses internet access to interconnect their intranet with their business partners’ intranets
· STILL A PRIVATE NETWORK (you still have username and passwords restricting access) 
· In between a private intranet and a public Internet, firewall still exists between intranet and public access (but is selective)
· Allows smaller businesses to take advantage of IOS, since EDI is too expensive (them damn VANs and private networks) 
· Customer portal: over the Internet and secured through HTTPS protocol and customer/partner authentication 
· See Table 7.4, Page 279
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The Technology of E-Commerce

· Growing bars represent more users and more technology capabilities
First-Generation E-Commerce Technologies: Establishing a Web Presence

· Available technologies delivered static content through a Web presence

· Static Content: fixed information (i.e. company information)
· Web presence means the business established its existence on the WWW through pages that users can access
· Includes: client server networks, web browsers, HTTP protocol, and HTML
· Limited to providing only static content
· Low-cost, easy way for new businesses to begin e-commerce transactions
· Stateless data that is independent (can’t be stored) 
· Brochureware: site with only static content (not dynamic, which really pushed e-commerce)
Second-Generation E-Commerce Technologies: Providing Interactions

· Dynamic Content: information on a web page can change depending on a number of factors (i.e. time or date) and other features are available (i.e. delivery tracking) 
· To create dynamic content, the following needs to occur: obtain input data, pass data to the server, hold data in memory, and execute programming instructions to process the data
· Input data comes in several sources
· Header in the HTTP request has data on client requesting the page
· Server system clock
· Client data from cookies. Cookies: a small bit of data, usually created by programs running on the server, stored on the client machine, and passed back and forth in HTTP request and response
· HTML control forms: those things where you have to input data. Primary way for companies to get the data for online transactions
· Two goals: form components must fit the data needs of the transaction and for ease of use and to minimize the chance of incorrect data entry (select form components)
Storing Data on the Client Side
· Since cookies can be stored (persistent data) there is personalization  (shopping carts)
· This is where privacy issues began to rise
Making the Client Side Dynamic and Interactive
· Scripting Language: a high-level computer language that another program (such as a browser) interprets when executed
· JavaScript is the most common, and simple – think popups
· You need more specialized plug-ins to do complicated stuff:
· Active-X: Microsoft technologies that supports sharing of information among different applications. Linking data from one document to another (a word document to a chart). Some people think that ActiveX is vulnerable to viruses and malware
· Java Applet: a small independent Java program that is used for online games
· Plug-Ins: those additional shit things. Like toolbars
· Server-Side Programming: programs that run on the server in response to browser requests
· Allow for truly dynamic content
· Allows owners to retain control over their programs so that they can better manage their websites
· They:
· Deliver customized content directed for individual user
· Dynamically modify content for any page
· Access data stored in a server-side database and send it to the client’s browser
· Take action on queries and data sent from HTML forms
· Provide access control and security for a website
· Optimally manage the traffic to the site
· Second generation e-commerce is typically a 4-tier system (See Figure 7.15, page 285)
1. When you enter a URL, click a button, etc. you send an HTTP request to a Web Server
2. Web server receives the requests and determines how to generate a response. For static, server retrieves the files and sends it back as part of the response 
3. If request requires a dynamic response, the Web server acts as a controller that routes messages and data between the client and the application server
4. When needed, applications contact the data server to perform queries on the databases that it controls. The application uses the data to perform its tasks
5. Results of an executed application are formulated into a browser-compatible web page that combines the output of the application with the appropriate HTML tags

6. Web server includes the dynamically-generated page in an HTTP response and then sends the result to the browser

Third Generation E-Commerce Technologies: Supporting Transactions

· Saw demand for technologies that would extend to support real-time, online transactions 

· Companies begin to automate internal and external business processes

· Automated transactions enabled advanced capabilities on the Web (data mining and delivery of instant status information through portals) 

Order and Payment Systems and E-Commerce System Security

· E-commerce site must include components for processing orders and accepting payments
· 4 primary components
· Shopping  and Ordering System
· Merchant Account
· Payment Gateway
· Security System
· Purpose is to track products that the user selects to purchase and then record the order for those products so we can ship them. Done by:
· A non-secure HTML order form, with the results sent to the firm’s email
· Small number of items 
· A secure HTML order form, results sent to the firm’s email
· A “shopping cart” system that tracks customer orders using a database
· More complex sites with lots of options
· A shopping cart service provided by a third party
· Deferred payments: sending in your payment by cheque or manually inputting credit card information
· Third party sites (Paypal) are used by smaller sites
· For larger sites, they use real-time credit or debit card authorization that they process themselves
· Payment and shipment happen almost instantaneously, requires a merchant account and establishment of a connection to a payment gateway
· Merchant Account: a bank account that allows merchants to receive the proceeds of credit card purchases
· Secured gateway provider: a company that provides a network to process encrypted transactions from a merchant’s website to the customers’ credit card bank for approval 
· Payment Gateway: links an e-commerce site with the banking network 
· Processor handles the financial data submitted by the shopping cart (formats and enters it into the banking network) 
· Step by step of the payment system See Figure 7.16, Page 287
1. Customer places an order with the merchant through site
2. Payment gateway provider detects order placement. Encrypts the transaction data and passes an authorization request to the bank
3. Gateway provider returns a response (is it authorized?) to e-commerce merchant
4. E-commerce merchant notifies user and fulfills the customer’s order

5. Gateway provider sends a settlement request to the merchant account’s bank

6. Merchant account’s bank deposits the transaction funds into merchant’s account

· Secure Socket Layer (SSL) protocol: developed by Netscape and RSA Data Security Inc
· Allows a client and a server to communicate in a way that prevents eavesdropping, message forgery, or tampering 
· If a server encrypts with SSL, it is a secure server 
· If it is HTTPS it is secure, if  it has a lock, then they have a SSL site certificate
· SSL is going to get replaced with Transport Layer Security (TLS)
· SSL and TLS cannot work together 
· Microsoft, Netscape, Visa, MC, and others endorse Secure Electronic Transaction (SET) 
· Combines several security standards to provide a system that can ensure private and secure transactions
· Cookies are often used to authenticate users or to use shopping carts (but cookies can be insecure and breached) AHHH TRADE OFFS!
Fourth-Generation E-Commerce Technologies: Transforming Processes

· Increasing integration of all enterprise systems with external customers, partners, and suppliers all linked over WWW (Where we are now!)

· Transactions between two web applications! 
· Allows us to exchange small amounts of data via Web and standardize the support of transactions
· eXtensible Markup Language (XML): organizes data based on meaning
· Where HTML describes how to display data, XML complements this
· Using XML with Javascript and HTML ( AJAX, faster processing and speed
· Web Service: standardized way for one computer program to request and run another computer program over the Internet
· The computers are connected someway like LAN (or Internet)
· A platform-independent software component that can be 
· Described using a standard description language
· Published to a public registry of services
· Discovered using a standard method
· Requested through an application program interface (API)
· Combined with other services and procedures to compose an application
· Two advantages: Like a spare part that can be incorporated into any program. Once written, you can just request it (saves time)
· Provide a way for two computers to automatically pass data between each other 
· Service-Oriented Architecture (SOA): infrastructure that supports full-scale use of Web Services
· Example: Google Docs
· When you cobble up all these different web-services you get mashups

· Mashups: Web application that combines information from more than one source into an integrated experience 
· Directory allowing people to deliver from different restaurants
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