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Unit 1

Electronic Commerce Theory

Text A Overview of Electronic Commerce

The term electronic commerce is heard frequently in corporate boardrooms, in
management meetings, on the news, in newspapers ( both hard copy and on-line), and on
Capitol Hill. Electronic commerce is one of the most common business terms in use as we
embark on the 21st century. So what exactly is electronic commerce and will the term still be
important in the years to come, or will it be just another overused and discarded buzzword?
In this text we will examine the definition of electronic commerce, categories and the impact

on business models and value chain.
1. The Definition

Different scholars define electronic commerce in different ways. Marilyn Greentein and
Todd M. Feinman define electronic commerce as: The use of electronic transmission
mediums (telecommunications) to engage in the exchange, including buying and selling, of
products and services requiring transportation, either physically or digitally, from location to
location. They think electronic commerce is different from electronic business in that the
former is restricting, however, and does not fully encompass the true nature of the many
types of information exchanges occurring via telecommunication devices. Whereas, the term
electronic business also includes the exchange of information not directly related to the actual

buying and selling of goods. Increasingly, businesses are using electronic mechanisms to
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distribute information and provide customer support. These activities are not “ commerce”
activities; they are “business” activities. Thus, the term electronic business is broader and
may eventually replace the term electronic commerce. Although the term electronic commerce
is used throughout this text, many of the activities described are more accurately classified as
electronic business.

Kalakota and Whinston ( 1997 ) define EC ( Electronic Commerce ) from these
perspectives :

From a communication perspective, EC is the delivery of information, products/
services, or payments over telephone lines, computer networks, or any other electronic
means.

From a business process perspective, EC is the application of technology toward the
automation of business transactions and work flow.

From a service perspective, EC is a tool that addresses the desire of firms, consumers,
and management to cut service costs while improving the quality of goods and increasing the
speed of service delivery.

From an online perspective, EC provides the capability of buying and selling products
and information on the Internet and other online services.

Lou Gerstner, IBM’s CEO; “E-business is all about cycle time, speed, globalization,
enhanced productivity, reaching new customers and sharing knowledge across institutions for
competitive advantage. ”

Li Qi, a professor and expert in this field, defines EC from the perspective of productive
force. He thinks there should be two definitions. The broader definition is that electronic
commerce is the use of electronic tools in commercial activities. These electronic tools range
from telegram, telephone of early times to NII, GII and INTERNET of modern times. The
commercial activities here refer to all lawful activities of demand and consumption except for
typical production process. The narrower definition is that electronic commerce is the whole
process in which people, who master information technology and business regulations and
rules, systematically use electronic tools and efficiently and low-costly engage in all kinds of
activities centering on the exchange of commodities and services in a highly technically and
economically advanced society. The first definition can be simplified as commercial electronic
application, the second can be shortened as electronic commercial system.

EDI( Electronic Data Interchange ) is a subset of electronic commerce. A primary
difference between the two is that electronic commerce encompasses a broader commerce

environment than EDI. Traditional EDI systems allow pre-established trading partners to
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electronically exchange business data. The vast majority of traditional EDI systems are
centered around the purchasing function. These EDI systems are generally costly to
implement. The high entry cost precluded many small and mid-sized businesses from
engaging in EDI. Electronic commerce allows a marketplace to exist where buyers and sellers

can “meet” and transact with one another.

2. Classification of the EC Field by the Nature of the Transactions

A common classification of EC is by the nature of transaction. The following types are

distinguished .
Business-to-business ( B2B) *

Most of EC today is of this type. It includes the 10S transactions and electronic market

transactions between organizations.
Business-to-consumer ( B2C)

These are retailing transactions with individual shoppers. The typical shopper at

Amazon. com is a consumer, or customer.
Consumer-to-consumer ( C2C)

In this category, consumer sells directly to consumers. Examples are individuals selling
in classified ads (e.g. , www. classified 2000. com) and selling residential property, cars,
and so on. Advertising personal services on the Internet and selling the knowledge and
expertise is another example of C2C. Several auction sites allow individuals to put items up
for auctions. Finally, many individuals are using intranets and other organizational internal

networks to advertise items for sale or services.

Consumer-to-business (C2B)

This category includes individuals who sell products or services to organizations, as well
as individuals who seek sellers, interact with them and conclude a transaction.

Nonbusiness EC

An increased number of nonbusiness institutions such as academic institutions, not-for-
profit organizations, religious organizations, social organizations, and government agencies

are using various types of EC to reduce their expenses (e. g., improve purchasing) or to

improve their operations and customer service.
Infrabusiness ( organizational ) EC

In this category, we include all internal organizational activities, usually performed on
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intranets, that involve exchange of goods services, or information. Activities can range from
selling corporate products to employees to online training and cost-reduction activities.

Note that what we described as 105 is a part of B2B, Electronic markets, on the other
hand, can be associated either with B2B or with B2C.

3. The Impact on Business Models and the Value Chain

Electronic commerce is forcing businesses to rethink their traditional business models.
Today’ s forward thinking CEOs recognize the challenge of E-Commerce as a strategic
business issue, not just one more technical issue to be delegated to the 1S department,
perhaps the existing EDI group. Although a company may have reengineered its internal
business process and perhaps painfully installed an ERP system to bring inefficiencies to the
back office, E-Commerce is about reengineering outward-facing processes—industry process
reengineering.

Thus, electronic commerce is not just a technology, it is a way of conducting business
that has the potential to impact every aspect of the firm’ s value chain. Implementing full-
scale, innovative applications of electronic commerce requires management teams to view the
marketplace beyond the typical physical boundaries. Enix Consulting Limited thinks the
biggest problem that electronic commerce pioneers encounter is the limited set of mental
models that constrain our thinking. We tend to think of the web in our “industrial age”
paradigm—where everything must be described and related to the physical world.

If electronic commerce applications are not placed in the proper business context and the
strategy aligned with the business’ overall business strategy, then the electronic commerce
application is likely to fail. Thus, new business models are necessary that integrate electronic
commerce initiatives with overall business goals.

The traditional view of the value chain is no longer rich enough to encompass the true
relationships underlying the flows of information between a firm, its customers, and its
suppliers. The traditional value chain typically depicts the information system data as flowing
sequentially through the processes with inputs/outputs to the supplier at the back-end stage
and to the customer at the front-end stage. In reality, firms engaging in electronic commerce
may share information with their customers and suppliers at many stages of the value chain.
The firm’ s information system is the “glue” that links all phases of its processes together.
This customer-oriented value chain enables the customer to access the fism’ s ( the
supplier’ s) information system at virtually every phase in order to assess the progress of the

order. A customer may link to the firm’ s inventory data such as price, quantity, and




