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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 man-
agement meetings, on the news, in newspapers (both hard copy and online), 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 dis-
carded 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 way. 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 lo-
cation 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 di-
rectly related to the actual buying and selling of goods. Increasingly, businesses are u-
sing electronic mechanisms to 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 com-
merce. 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 from these perspectives;

From a communications 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

1



automation of business transactions and work flow.

From a service perspective, EC is a tool that addresses the desire of firms, consum-
ers, and management to cut service costs while improving the quality of goods and in-
creasing the speed of service delivery.

From an online perspective, EC provides the capability of buying and selling prod-
ucts and information on the Internet and other online services,

Lou Gerstner, IBM’s CEO: “E-business is all about cycle time, speed. globaliza-
tion, enhanced productivity, reaching new customers and sharing knowledge across in-
stitutions for competitive advantage. ”

Li Qi, a professor and expert in this field, defines EC from the perspective of pro-
ductive 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 elec-
tronic 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 tech-
nology and business regulations and rules, systematically use electronic tools and effi-
ciently and low-costly engage in all kinds of activities centering on the exchange of com-
modities 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 is a subset of electronic commerce. A primary difference between the two is
that electronic commerce encompasses a broader commerce environment than EDL Tra-
ditional EDI systems allow pre-established trading partners to electronically exchange
business data. The vast majority of traditional EDI systems are centered around the pur-
chasing 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.
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Business-to-consumer (B2C). These are retailing transactions with individual shop-
pers. The typical shopper at Amazon. com is a consumer ,or customer.

Consumer-to-consumer (C2C). In this category consumer sells directly to consumers. Ex-
amples 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 Inter-
net 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 in-
tranets 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.

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

Note that what we described as I0S 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 mod-
els. Today’s forward thinking CEO recognizes the challenge of eCommerce as a strate-
gic business issue, not just one more technical issue to be delegated to the IS depart-
ment, perhaps the existing EDI group. Although a company may have reengineered its
internal business process and perhaps painfully installed an ERP system to bring ineffi-
ciencies to the back office, eCommerce is about reengineering outward-facing processes -
industry process reengineering.

Thus, electronic commerce is not just a technology, it is a way of conducting busi-
ness that has the potential to impact every aspect of the firm’s value chain. Implemen-
ting 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
3



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 in-
tegrate 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 cus-
tomer to access the firm’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 availability, prior to entering into a sales contract.
Further, the customer may be able to electronically receive design and product specifica-
tions prior to entering into a sales contract. The actual sales may be placed electronically
and a promised or expected shipping date given by the supplier’s information system to
the customer. Once the order is placed, the customer may be able to check the status of
the order/service placed.

The customers can also check the shipping status of orders placed with a supplier
that have been completed and are in the shipping process. The customer’s use of the
supplier’s information system to help provide better customer service after the sale is
complete is another positive use.

The customer-oriented value chain also needs to link its procurement information
systems to those of the firm’s supplier. The supplier needs to access its supplier’s in-
formation system in order to best serve its own customers. The supplier becomes the
customer to its suppliers and should be able to interface its procurement systems with its
suppliers’ information systems to receive the same types of information that it provides
to its own customers.

The Internet is enabling companies to fully integrate their supply chains, and this

integration has a dramatic influence on the structure of participating companies to fully
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integrate their supply chains.
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Exercises

I . Fill in the blanks according to the text.

Nowadays it seems everybody talks about E-Commerce, but 1 really knows
how define it precisely. What is exactly E- Commerce? E-Commerce is doing 2
through electronic media or the practice of buying and selling products and services over
the 3 , utilizing technologies such as the Web, Electronic Date Interchange (or
EDI for short), email, electronic fund transfers and smart cards, without 4
meeting between the two parties of the transaction. In brief, it is the online exchange or
sale and 5 of goods and services, E-Commerce, in other words, refers to busi-
ness transactions on the web 6 all it takes is a click of your mouse button and a

7 of your finger and you are on your way to 8 the proud owner of any-
thing under the sun. E-Commerce is expected to boom 9 limits in near future,
and it will 10 a major role in the way that small, medium and large companies
conduct business either with their consumers, other businesses, or both,

1. Translate the following sentences into Chinese.

1. As human beings embark on the 21st century, some people think the electronic
commerce will be just another overused and discarded buzzword.

2. Electronic commerce is different from electronic business in that the latter en-
compasses the true nature of the many types of information exchanges occurring via tele-
communication devices.

3. 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.

4. Electronic commerce allows a marketplace to exist where buyers and sellers can
“meet” and transact with one another.

5. When the marketplace is electronic, the business center is not a physical building
but rather a network-based location where business interaction occur.

1. Translate the following sentences into English.
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IV. Answer the following questions,
1. How many types of E-Commerce do you know? And what are they?

2. What benefits can be brought to business with E-Commerce?
Text B Advantages And Disadvantages of Electronic Commerce

1. Advantages of Electronic Commerce

Firms are interested in electronic commerce because, quite simply, it can help in-
crease profits. All the advantages of electronic commerce for businesses can be summa-
rized in one statement: Electronic commerce can increase sales and decrease costs. Ad-
vertising 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 electronic commerce
to reach small groups of customers that are geographically scattered. The Web is partic-
ularly 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.

Just as electronic commerce increases sales opportunities for the seller, it increases
purchasing opportunities for the buyer. Businesses can use electronic commerce to iden-
tify new suppliers and business partners. Negotiating price and delivery terms is easier
in electronic commerce because the Internet can help companies efficiently obtain com-
petitive bid information. Electronic commerce increases the speed and accuracy with
which businesses can exchange information, which reduces costs on both sides of trans-
actions. Many companies are reducing their costs of handling sales inquiries, providing
price quotes, and determining product availability by using electronic commerce in their
sales support and order-taking processes.

Cisco Systems, a leading manufacturer of computer networking equipment, cur-
rently sells almost all its products online. Because no customer service representatives
are involved in making these sales, Cisco operates very efficiently. In 1998, the first
year in which its online sales initiative was fully operational, Cisco made 72 percent of
its sales on the Web. Cisco avoided handling 500,000 calls per month and saved $ 500
million in that year alone. Today, Cisco conducts more than 99 percent of its purchase
and sales transactions online.

Electronic commerce provides buyers with a wider range of choices than traditional
7



commerce because buyers can consider many different products and services from a wider
variety of sellers. This wide variety is available for consumers to evaluate 24 hours a
day, every day. Some buyers prefer a great deal of information in deciding on a pur-
chase; others prefer less. Electronic commerce provides buyers with an easy way to cus-
tomize the level of detail in the information they obtain about a prospective purchase.
Instead of waiting days for the mail to bring a catalog or product specification sheet, or
even minutes for a fax transmission, buyers can have instant access to detailed informa-
tion on the Web,

Some digital products, such as software, music and video files, or images, can even
be delivered through the Internet, which reduces the time buyers must wait to begin en-
joying their purchases. The ability to deliver digital products online is not just a cost-re-
duction opportunity. It can increase sales, too. Intuit sells its TurboTax income tax
preparation software online and lets customers download the software immediately if
they wish. Intuit sells a considerable amount of TurboTax software late in the evening
on April 14th each year (April 15th is the deadline for filing personal income tax returns
in the United States). '

The benefits of electronic commerce extend to the general welfare of society. Elec-
tronic payments of tax refunds, public retirement, and welfare support cost less to issue
and arrive securely and quickly when transmitted over the Internet. Furthermore, elec-
tronic payments can be easier to audit and monitor than payments made by check, provi-
ding protection against fraud and theft losses. To the extent that electronic commerce
enables people to telecommute, everyone benefits from the reduction in commuter-
caused traffic and pollution. Electronic commerce can also make products and services a-
vailable in remote areas. For example, distance education is making it possible for peo-
ple to learn skills and earn degrees no matter where they live or which hours they have

available for study.

2. 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 jewel-
ry, might be impossible to inspect adequately from a remote location, regal:dless 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 ma-
tures and becomes more available to and accepted by the general population.
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