An English Course
for E-Commerce

TRl

el 1ok o4
PRI B B i T2

E| SO 73 B S T

QD FIRH B xR

=" www.waterpub.com.cn




‘ An English Course
E

for B-Commence

g

g e



21 S F AT EMZ 5| 4t

An English Course for
E-Commerce

BYESEIlRiE

EE LR I %
AR #HER i
KeE BRERE = &

B KAIK G AL



nE R=B

FHRAEERSNETRSEASM, X 18 &, SERTFHENERGERE,
M S ERM AR, EDL. &, B THES. BTFRERE. BTHFER
EE. BTHEBEAE. BTFEPXRATHE,. ATHEERA. B2BBETHSE. BTH
L. BTV, MSERS. S5EN. BFHSFHNEREREN. BTESE. 65
WERNE. APAAEE T Y5 BTRSERNEANTE, FHREREFHEOBH
RRE.

F-BHEAESBH T RERERIRNEREMERN, AEFRH, Rk
B, F—EHFES-IEE, REEIRS. FATBRANSEF UL O RHNEN,
A MEEAERREBRXE A

AP ATE A SRR TR S AR T B TR AW IGERM, BTEEER
ERRARTHEF%EIETHSMANSE B,

APHGIER. RXNSEEIXURSEFEATHXNONMREMENEERS: &
FESRTHRRE. ATFHEELIENINREERT. EREXHEXBENHEER
RSB, RN RERFIKBHREH RS T, Mikh: wwwwaterpub.com.cn

ABERSE (CIP) 8iE

BERSEVHEE /MBS, — byt FEAR KRB, 2004
Q21 L REBRTEIRFIES)

ISBN 7-5084-1544-2

[. g 1. #h-- [ EFREF—HKEREFR—FH N. H31

o E R A B 378 CIP $dE&F (2003) 3 100704 5

5 ] A | BFEFELXE
E 3 W nEs T &R
B ¥ &|BRML HWER
x W | ke REF
HE 21T | PEAKFKBHEM (ERHT=Z2M%K 65 100044)
Mihik: www.waterpub.com.cn
E-mail: mchannel@public3.bta.net.cn (J37K)
sale@waterpub.com.cn
HiE: (010D 63202266 CEHL). 68331835 CERH L), 82562819 (FiK)

% | 2EZHF LSRR H RS ER S
HE B | dRGKEFERERAHT
Ep Bl | bR FREIRI
n ¥ | 787X1092mm 16 FFA 22 Ep3k 496 FF
5] w2004 1 AFE 1R 2004 4E 1 HALRESE 1 RERI
Ep # | 0001—5000
E # | 28.00 T

AW EEAB S, wHRR. HR. KA, KETHF R TAR
WARFRA « RRLR




F

H 20 42 90 FAPFEHLKR, BELBRMNAK CERE, BETRETECHRARA]
HREZ —. HAZHMBMIEFERETRSONASHR, SERLERMM. EH=F
¥, ATRHIRBETHFHKE, REURERLATZEUERT KEBHHTES K
BHFESE, INTREFRBTFHS. EFRETFHFHTENELAS KE ML, HXE
B E EBERT P OB OB EE L EEREREHE R R R,
HORES IR ER P ISCERE, AN RS T 350 SR RS R 3
¥ XEEER R BT AR F A R g - EH RS, n5REEELEEFE. W
BERR— HEASEE. HEEATES. IEHTWRACARTEEAYSE. A,
—ENEIEHFORRBETRELANTE, G450 BFELR, ®REHTH AK
EVEEEM, R F N RANGER S, XEHRREREXMER. AAEE.
EREH, AR HERR IR (ETRSTWIGE) (KRB RERSZ —. KL,
mAHRE. TR, BRSEERE (BTRSELEE) (RREEHR) BF 2003 £TH
W, FERE TERFNGF. ARHREHMBRT RRREERNAELR, SHTAE
B AR TR T RS EFEEMREN, SFEERIBSBRIAROIIEHFE IR, RHT
WTHREA:
o HFEHEMKTEMSMIANE—, ERIXANE —ErmektE, mELwH
R MERET .

o HEHMNARASABEFIENE—, FERIHEER T BTSN
Fil, XRBTRTFRFHIBHRE. BEED.

o ABMIMTHMBGRIRAEE. WHHEXEREME. WAk, R AL
MR, AR THERBHNEER FRSEENLERRE, §RKMiNHE.

AEHBEIEEARERERKEBTRS T ANERE, BARRANENETHS S
WAEB%.

XKFERFREK KEHHK (HF)
2003 5 10 A



i}

Al

BEE 21 LR BRAP EMA WTO, HTFHFERELERERE. ATHHAML
ABAVERT 2FHOEUMSERS, R TERBEN, BARMNFRTEXRKIE. &
TREFITHETEHAMRE, EAMCHERERMEE. ZRERRETESNESR, BEE
AMIEFMSERIR, REANBRERS, MESHRARE—AEEN FT. BTEEE
B, Hir LBEAKNESERKE. MERMEE R, ERETIGEENBE R EEM
EERMAL. AT EFOEEFEAEPE, BAREEBRRENIEKTE.

AHRE 21 HERFRRBFHSEWREEM, ABHNRSEN, SA_RIFEERE
BTRFTWIRERELE XHARE, THETHSHTWEMDR, S8 TFRHEAE
BEANRESHIFE: HXEAMBTHTHSURNG —EEHKE.

AHRERANBRREBFESERNOBEEE S, BO4AS, 5HEM. A BRELE
RERESETEESEM. &, MEURNBRNERE, FHREHTTLENSSR. &
BEENFRRE: RTHSEFESHELY. HENSHERMER. EDI. ER4. B3h®
THRS. BTHSRE. EREBKAE. A TEFXRETHE. BTRESMER. BT
RS R, TR, MEER. AN, ETEE. REISNERE. ZEIEEN
FE, RNERAMBEMNAT BFHFECHARAE. BTREEIGEREEE
BT, FRRXMEXEENB S FRNELSHEZNNEE. A BHEIER. BXNS
HFLUUKEBABB AP EAFIKE AR (www.waterpub.com.cn) Fi#%.

EABHRELRE D, LhRERFEELEGEK. BTRETANETESmkemR
BN EM KPR TREREMENL, HRRAETBERF. KEESIE5EhRE K2R
FER (BTHSHTRELESN AL PARBHITES, RETHAHECEERR
HOKBE . RUTESRENR%SE5 T ARSI METRIE, Eib—3F80.

ABEL 20 3.5, 6. 7. 9. 10, 1l EHRERTKEARMBITRE, 24, 12
15\ 16 EREEM 4 HERBLRTE, 8. 13, 14, 18 EHEPRBEREMEERHT (18
RS, BUTESTE L. 2. 3HREBETRENBEEE (L) RE, NEEER
REPNERLIE, HNZEERTRITTEIT.

HTEEKEER, MZRENEEE, ZPAEREIRTHAHARE, BiFEs
AEGH. BRRMAL: sjzbfx@163.com B icekingp@yahoo.com.cn

% &
2003 % 10 A



F

WE

Chapter 1 The Basics Of ESCOMMEICE ..............coouveiuiiiieceiccieetieeeeeeeee e e seee e e sseeens 1
AT IITRT ottt st 1
1.1 E-Commerce: The Revolution Is Just Beginning.............ccecvveevrreeereevnsnerirenninesneecsenn. 1
1.2 E-commerce I and E-commerce IL.............ccoceeueuiiieerinirinineeeercececcierecssesesessesensnessesenens 13
1.3 Understanding E-Commerce: Organizing Themes..............cccoererimeernnerreveriiecsrseeneene 21

Chapter 2 The Internet and World Wide Web: E-Commerce Infrastructure................. 25
L IITRF oottt et 25
2.1 The Internet: Technology Background.........cccoieueeeeieeieneenieeeeeereeeseeseeeereneesseseneens 25
2.2 The Internet TOAAy.........cc.coeennriieieniiiirieereerte et ese s st essssenestenenssesaenene 35
2.3 Internet II: The Future INfrastruCture............cceeeueeveeiuinieceeececeeseeseeeeseeesseeeesessssees 41
2.4 The World WIde WED ..........oucoimmererreeieece ettt s et e enassesessss s aen 44

Chapter 3 Electronic Data Interchange..............ccouiiueeiiiiceeeeeeeeeeees e e eee e e 57
FRIEZEDIIRD oot ssa sttt et ere et ees 57
3.1 The ABC Of EDL.........coiieieeeceeeneeee et seseee ettt esastemesess et esee s s ssessessesssenes 57
3.2 From Traditional to Internet-Based EDLL..............cocoovueuiieeiieeeeeeeereeseeereseeesssnessssnenes 62
3.3 A Practical Approach to Web-Based Internet EDI.......c.ooooiomeemiuieeeeee oo, 67

Chapter 4 Online Monetary TranSactions...................ccouucceereeneuneenemneesesnssns s 76
ABEEDITER st s st st ee e 76
4.1 INEOQUCHION ...ttt ettt sttt ses e e st es s s e enssasseneeens 76
4.2 Credit-Card TranSactions..........ccceceeereeuereciensesesceesicscsessscsessessesenesessssssssssssssssssnens 76
4.3 Digtal CUITENCY .......couuimieenimeecrieireeare et st sc s et sesase st sesasesesssss s sesseses 77
A8 @-WallelS ..ottt st et e 78
4.5 Peer-to-Peer PAymeNnts............c.coveecueiniemeureeeieeteee sttt eeeee s e essenne 79
4.6 SMAT CaTAS .....cooiueeiiiiiereieeetee ettt e ss e e s s s s e 81
4.7  MICTOPAYIMENLS ........ooveveeenrierrenianinsesseessssssesesescsesesssossssessssesessssssssessssssssssssnsssssssnses 82
4.8 E-BIHNG ...ttt s e e e et 83
4.9 Developing Payment Standards.............ccoevoeueeerveriierecrieceeceeeeeeereseeeeseeesseeses e 85

Chapter 5 E-BUSINESS MOUEIS ......c.coveuiieiiiiiecececeecteee et eve e e 87
KEEIJIBF e bbbt b e e e et be e e een 87

5.1 INEFOQUCLION «.e.ecenvtceniectte sttt e et ens e s e st es e e 87



5.2 StOTEfTONE MOAEL ..ottt et eesie s st e settessrseessstessssasesssassssaessssesssnsenses 87

5.3 AuctOn Model ...ttt e et 90
5.4 Portal MOdel.........coiivmiiiiieiiiiiieccccc ittt s 91
5.5 Dynamic Pricing MOEIS .......cccovueirvrineciiiinenectiiecnetsensctitsesineesssssesissssessens 93
5.6 B2B EXCRANEE.....cccoereeireeierieiieete ettt eteseseseessesrsssosesessestsstesessansasseseeseenneseseens 96
5.7 B2B Service PrOVIAETS ......cocviiiriiiicireeiectcterectiter st csiese et saesesseestsssessaons 96
5.8 Online Trading and Lending Models ..........cccooiivieiniininnnniininincenincene e 97
5.9 Getting @ Loan Online.........ccoieviiviriiiiiniiniecereeseere et sesesss e sassrasssssnessessnessesns 98
5.10 Recruiting on the Web.........coco it scneecisseressnesnessesssaaseassssessanessesnns 98
5.11  Onling NEWS SEIVICES ......ccevuirierrreinrieriereeereeriesteestestssraeseestsstassessesassssesseseesssesarssns 100
5.12  Online Travel SEIVICES ......ccoviriirtrieurricirtenieestttsenaesesetste e sessesssnassssstsssasssnens 101
5.13  Online Entertainment ..........ccococeieueiencncneninnineniineesinisestnisnsssescsstsssssssssssasessssens 101
5.14 Online AUtOMOtIVE SILES.......ocecceirerriienecririeereeiecsnsriaceest st esesttsnssesessessasesassens 102
5.15  ENergy ONINE ....c.coccoiivieiineninienieeerecnniesteesrretestesessesaessassesessnssassassentensessssestonssnassen 103
5.16  Selling BrailPOWET .......ccveveceeuirieererieiricereieiesssse s sesaeesestestessesssssssestersesssssssessesensen 103
5.17  Onling Art DEAIETS .....c.cocceuerrinreriicreeinreiesenreetestestesenessasteststsessssasssssssassessonsessosansen 104
S5.18  E-LEAIMING....coomioireeirriiereiererrenseeieesrsssssssesssssssesessstessssesssssonssssssssessssssssassssssssassas 104
5.19  Click-and-Mortar BUSINESSES.........ccccvrrrerreeerreneesesernreeresseressesessssssassesersesersssssmsns 106
Chapter 6 Business-to-Business Electronic Commerce ...............ccoceeveeceeiveieeioneens 109
BB TIIR T oot ssssss et e e 109
6.1 INITOQUCHION .......oueeeiiietecceceieteerresc s iesteeteestaesesseste e eseesesae st ensesensensessesessensessassssensnn 109
6.2 Cost Efficiencies from Automation of Transactions............cececeeveeeeeververroneseerseneennnes 110
6.3 Economic Efficiency Gains from Intermediation in B2B E-Commerce ...............ccovennenn. 111
6.4 Market Structure and Ownership of B2B Intermediaries ...........ooooevvecccerrerereneenene 116
6.5 Effects of E-commerce on the Organization of Firms ...........cccocoooveevevennseserinvecreenns 119
6.6 CONCIUSION.....oueucireeeireeeieteeetesee ettt ere e se s ses s e ss st eaee s s ss s st e s e 120
Chapter 7 Internet Marketing...........coveeeeiceeiecee ettt ses st eas 128
FREEZE SRR oot ests ettt et es st be e 128
7.1 INFOAUCTION co..eeeneccceteceieaceeee st eene e teae s s er s e bebe st s bttt s st e e e neme et enesesenes 128
7.2 Definition and Scope of Internet Marketing .............cccucuevererririerecreeeremeeeeeseereneserenes 129
7.3 The Seven Stages of Internet Marketing..............cceeveveveeerereesscesseeesseenssenssssenens 132
7.4 Critical Success Factors for Internet Marketing EX€CUtives.............coeoeevvererererrcnenn. 140
Chapter 8 Pricing and Market Making on the Internet................ccccoeeveievvvrreeeereenennn. 144
E = E L 144
8.1 INETOMUCHION ...ttt ettt ve et s e e e eeeee e s se e saen 144
8.2 The Set Price MEChANiSIM ..........cccoveeuiuircicieieieieeteee e e sae e et aesenns 146



8.4 Auctions and EXChanges..........ccceveeueierrrrreennecesentnnsseneentseesteeesiessesssssessescssssessseesne 154

Chapter 9 The M-Business EVOIULION ........ccoonneereeeeeccceeer e evcceeee e s enes 169
RBEZESTIR T oot e e e e e 169
9.1  Global TIENAS ..ottt ettt sst e st sesae s senaesnesenseneens 169
9.2 Drivers and Barriers t0 AdOPON ........cccceieeriieceninrtriceenrcecsneseesteseseccessesnesessesasensae 175

Chapter 10 @-LOGIStICS ....cccueierecceircr ettt rrees s re s e s saee e e e s annaeaes 194
BB TR oot iR 194
10.1 The CLM Definition of LOGIStCS.........cceeviiemrmsrcniircriiinincssncsencnseesnsaninee 194
10.2 E-Logistics: Delivering the Goods in E-Commerce.........c.c.ccevvvvernienneinennieneisenniens 195

Chapter 11 E-GOVErNMENt ...........cooi ittt scrreessner e s sane s e s e essessrresranns 200
FRBEEIIIRD oot sesssssa s s RS 200
11.1 The 2001 Global E-Government LandSCape ..........c..ccevreeeerererreresrenssresserssessesenesenes 200
11.2  Towards Digital GOVEIMMENL .......c.c.ccceuriemririererereeresenrersessstsseresssessessassssesssassssenes 206
11.3 The Evolution of E-Government and Its Role In E-Commerce In U.S..............ccouenneee.. 208

Chapter 12 €-CRM.......oeeeeeceeceeeecee ettt seeee st s s ae s e st s s sn e s b e saneeseseesensean 214
BBEZESIIRDR ettt 214
12,1 INEOQUCHION ...coiueeiiiiiiieeiniieter et eeeestesnese st sessasnssassassassereesaesassensansasansen 214
12.2  Tracking and Analyzing Data...........c.ccceeueeiererenrniesieenieresensensreesesesessesessssesssessnseses 215
12.3 PersonaliZation...........cccccecceiervinireinieensesenesenseresteeseesessssessssessssesessosessssesssessssnenees 217
12,4 Contact CONLETS........coccoveereriereereresieniensniesestrs e ssesessessessessesessessessessesssensensessosessensonse 219
12.5 Business-t0-Business e-CRM .........ccoovrreirieririeiiinnieneneneeessesesessessssesesseressssessssenes 221
12.6 Complete €-CRM SOIULIONS .....c..oovivireirenieniirircnrecereetasssrecssssesessessessastesssssssesssssenes 222

Chapter 13 Internet SECUMtY.........c.coioerieee e e 224
AREEEESIIR R oottt ar s an s ane 224
13.1  Cornerstones Of SECULILY ......c..ccviverirereeereeeriesienseeeeseseesesseseseesesessesssssssssesesensens 224
132 EDCIYPHON ...t eaeten e e e te s seeserasnebessssssesebssessassnsnonsbesossas s st samens 226
13.3 Digital Signatures: Authenticity and Nondenial..............ccccooovvverriirmcreeenirerirenrinnns 228

Chapter 14 Legal and Ethical issues in Internet............occoevveviiieeeecceeeeeeeeeeeeeeeane 240
B TITRF oottt 240
14,1 INFOQUCHION ...ttt er bt ese st ss s e teen s emene 240
14.2  Legal Issues: Privacy on the Intemet............ccccocvervierrreviniemnrcnneeiceiireneeeeneee e 240
14.3 Legal Issues: Other Areas of CONCEIM........u..cccereevreervivenrieeriiee vttt seeseseonseseas 247
144 CYDRICTIME ..ot seecset s ees st enesebe s st bbb s et bess et s s eeesenen 253

Chapter 15 Internet Taxation ..ot ese e e 256
AEZITRF ottt 256
15.1 Internet Taxation POHCIES .........c.cococeririeieeentnteieneeie e nencse it b s s s senes 256



15.3 Introduction to International Taxation of E-Commerce.........ccoeeevveevmreervreeerseernnn 262

Chapter 16 Impacts Of EC .........oo e e 268
IREEHE TR R ettt b st 268
16.1 Global Electronic COMIMETICE.........c.coeerrerreireereeieieeresaseesesessessessesesersessessesioennas 268
16.2 Creating an e-Business with Global Capabilities.............ccccerverrerereerererrereerrenieneens 273
16.3  Future of Global €-BUSINESS..........ccccverirmrreiereierecieieenteeenesessesesneseseesssessesssssesennas 285
16,4 Other IMPACES ......cccoviuiuiciriereieieerce ettt e essssess s seasssee e e s rs s sresebesaseanssresane 286

Chapter 17 Creating an Integrated E-commerce Strategy...............ccccoevveeueeveeecernnne. 293
A B T AR et st ean 293
17.1 Seven Dimensions of an E-commerce Strategy..............ccooeveruennene. eeeerreeeennneeas 293
17.2 Bonds of an E-COMMETCE Strategy.............ccovuerrrererreerrereriereseeessesesenssessssssssessssenes 295
17.3  Four Positional E-strategic DIr€CtONS .........cccoceueeeeereererererernresesreesenessesssesscseeenns 299

Chapter 18 E-Commerce Case StUAY...........c.ceiuecuieueereveeeeeeeeeeereeeeeeeeesessesseesessessenes 305
B TITRF oottt bttt 305
18.1 A TOUT t0 AMAZON.COM...uernrrrerirereeirerereescsieeiersieeseseesseeesseseesesasessssssssssssssssonsaes 305
18.2 DELL....uiiiiiiiiiecirenienieeienieieisseseseessesesesess sttt esetseeseeesensnssstessssnsssasssssssesensnes 319
18.3 mySAP™ SUPPLY CHAIN MANAGEMENT AT HAIER ...........oooooooomvomoo. 330



Chapter 1 The Basics of E-Commerce

FEFEINRT

AFIENBTLTHFOEIME. RASLR. RVUA L 244, BiLAFH
F3. kA RLIERS:
BERETHSFHRAALE L TFHLYGRA.
AELTHFEARAH L&Y IRA 4L,
BRELFHFHEIEAAY,
ERLTHSFINRGRAEEHHE.
ERLTHFIFROAS S XK.
AAEL G TH S IR ZFE.
BRLTFHFHAR LA,

1.1 E-Commerce: The Revolution Is Just Beginning

In 1994, e-commerce, as we now know, did not exist. Today, just a few years later, more
than thirty million American consumers are expected to spend about $65 billion purchasing
products and services on the Internet’s World Wide Web. (Although the terms Infernet and
World Wide Web are often used interchangeably, they are actuaily two very different things: The
Internet is a worldwide network of computer networks and the World Wide Web is one of the
Internet’s most popular services, providing access to over two billion Web pages.) Businesses in
2001 are expected to spend about $470 billion purchasing goods and services on the Web from
other businesses. From a standing start in 1995, this type of commerce, called electronic
commerce or e-commerce, has experienced growth rates of well over 100% a year and become
the foundation for the first digital electronic marketplace. And even more impressive than its
spectacular growth is its future predicted growth. By 2006, analysts estimate that consumers will
be spending around $250 billion and businesses about $5.4 trillion in online transactions.

1t is important to realize that the rapid growth and change that has occurred in the first five
to six years of e-commerce represents just the beginning—which could be called the first thirty
seconds of the e-commerce revolution. The twenty-first century will be the age of a digitally
enabled social and commercial life, the outlines of which we can barely perceive at this time. It

appears likely that e-commerce will eventually impact nearly all commerce, or that all commerce
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will be e-commerce by the year 2050.

Business fortunes are made—and lost—in periods of extraordinary change such as this. The
next five years hold out extraordinary opportunities—as well as risks—for new and traditional
businesses to exploit digital technology for market advantage. For society as a whole, indeed for
the world’s societies, the next few decades offer the possibility of extraordinary gains in social
wealth as the digital revolution works its way through larger and larger segments of the world’s
economy, offering the possibility of high rates of productivity and income growth in an
inflation-free environment'.

1.1.1 What is e-commerce?

Our focus in this book is e-commerce—the use of the Internet and the Web to transact
business. More formally, we focus on digitally enabled commercial transactions between and
among organizations and individuals. Each components of our working definition of e-commerce
is important. Digitally enabled transactions include all transactions mediated by digital
technology. For the most part, this means transactions that occur over the Internet and the Web.
Commercial transactions involve the exchange of value (e.g., money) across organizational or
individual boundaries in return for products and services. Exchange of value is important for

understanding the limits of e-commerce: Without an exchange of value, no commerce occurs.
1.1.2 The difference between e-commerce and E-business

There is a debate among consultants and academics about the meaning and limitations of
both e-commerce and E-business. Some argue that e-commerce encompasses the entire world of
electronically based organizational activities that support a firm’s market exchanges—including
a firm’s entire information system’s infrastructure. Others argue, on the other hand, that
E-business encompasses the entire world of internal and external electronically based activities,
including e-commerce. We think that it is important to make a distinction between e-commerce
and E-business because we believe they refer to different phenomena. For purposes of this text,
we will use the term E-business to refer primarily to the digital enablement of transactions and
processes within a firm, involving information systems under the control of the firm. For the
most part’, in our view, E-business does not include commercial transactions involving an
exchange of value across organizational boundaries. For example, a company’s online inventory
control mechanisms are a component of E-business, but such internal processes do not directly
generate revenue for the firm from outside businesses or consumers, as e-commerce, by
definition, does. It is true, however, that a firm’s E-business infrastructure can also support
e-commerce exchanges. And e-commerce and E-business systems can and do blur together at the
business firm boundary, at the point where internal business systems link up with suppliers, for

instance. E-business applications turn into e-commerce precisely when an exchange of value
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occurs. Figure 1-1 illustrates the differences and complex relationship between e-commerce and
E-business.

E-Business

Technology Infrastructurg Customers

. h
The Firm

Figure 1-1 The differences and complex relationship between e-commerce and E-business

1.1.3 Why study e-commerce?

Why are there college courses and textbooks on e-commerce when there are no courses or
textbooks on “TV Commerce,” “Radio Commerce,” “Direct Mail Commerce,” “Railroad
Commerce,” or “Highway Commerce,” even though these technologies have had profound
impacts on commerce in the twentieth century and account for far more commerce than
e-commerce? The reason is that e-commerce technology is different from and more powerful
than any of the other technologies we have seen in the past century.

Prior to the development of e-commerce, the process of marketing and selling goods was a
mass-marketing and salesforce-driven process. Consumers were viewed as passive targets of
advertising “campaigns” and branding blitzes intended to influence consumers’ long-term product
perceptions and immediate purchasing behaviors. Selling was conducted in well-insulated “channels.”
Consumers were considered to be trapped by geographical and social boundaries, unable to search
widely for the best price and quality. Information about prices, costs, and fees could be hidden from
the consumer, creating profitable “information asymmetries” for the selling firm. Information
asymmetry refers to any disparity in relevant market information among parties in a transaction.

E-commerce has challenged much of this traditional business thinking. We list here seven
unique features of e-commerce technology that both challenge traditional business thinking and
explain why we have a high interest in e-commerce.

1.1.4 Seven unique features of e-commerce technology

Ubiquity
In traditional commerce, a marketplace is a physical place you visit in order to transact. For
example, television and radio are typically directed to motivating the consumer to g0 someplace to
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make a purchase. E-commerce is ubiquitous, meaning that it is available just about everywhere, at
all times. It liberates the market from being restricted to a physical space and makes it possible to
shop from your desktop, at home, at work, or even from your car, using mobile commerce. The
result is called a marketspace—a marketplace extended beyond traditional boundaries and
removed from a temporal and geographic location. From a consumer point of view, ubiquity
reduces transaction costs—the costs of participating in a market. To transact, it is no longer
necessary that you spend time and money traveling to a market. At a broader level, the ubiquity of
e-commerce lowers the cognitive energy required to transact in a marketspace. Cognitive energy
refers to the mental effort required to complete a task. Humans generally seek to reduce cognitive

energy outlays. When given a choice, humans will choose the path requiring the least effort—the
most convenient path.

Global Reach

E-commerce technology permits commercial transactions to cross cultural and national
boundaries far more conveniently and effectively than is true in traditional commerce. As a result,
the potential market size for e-commerce merchants is roughly equal to the size of the world’s
online population (over 400 million in 2001 and growing rapidly according to the Computer
Industry Almanac). The total number of users or customers an e-commerce business can obtain
is a measure of its reach.

In contrast, most traditional commerce is local or regional—it involves local merchants or
national merchants with local outlets. Television and radio stations, and newspapers, for instance,
are primarily local and regional institutions with limited but powerful national networks that can
attract a national audience. In contrast to e-commerce technology, these older commerce
technologies do not easily cross national boundaries to a global audience.

Universal Standards

One strikingly unusual feature of e-commerce technologies is that the technical standards of
the Internet, and therefore the technical standards for conducting e-commerce, are universal
standards—they are shared by all nations around the world. In contrast, most traditional
commerce technologies differ from one nation to the next. For instance, television and radio
standards differ around the world, as does cell telephone technology. The universal technical
standards of e-commerce greatly lower market entry costs—the cost merchants must pay just to
bring their goods to market. At the same time, for consumers, universal standards reduce search
costs—the effort required to find suitable products. And by creating a single, one-world
marketspace, where prices and product descriptions can be inexpensively displayed for all to see,
price discovery becomes simpler, faster, and more accurate. With e-commerce technologies, it is
possible for the first time in history to easily find all the suppliers, prices, and delivery terms of a
specific product anywhere in the world. Although this is not necessarily realistic today for all or
many products, it is a potential that will be exploited in the future.
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Richness

Information richness refers to the complexity and content of a message. Traditional markets,
national salesforces, and small retail stores have great richness: They are able to provide personal,
face-to-face service using aural and visual cues when making a sale. The richness of traditional
markets makes them a powerful selling or commercial environment. Prior to the development of
the Web, there was a trade-off between richness and reach: the larger the audience reached, the
less rich the message.

Interactivity

Unlike any of the commercial technologies of the twentieth century, with the possible
exception of the telephone, e-commerce technologies are interactive, meaning they allow for
two-way communication between merchant and consumer. Television, for instance, cannot ask
the viewer any questions, enter into a conversation with a viewer, or request customer
information be entered into a form. In contrast, all of these activities are possible on an
e-commerce Web site. Interactivity allows an online merchant to engage a consumer in ways
similar to a face-to-face experience, but on a much more massive, global scale.

Information Density

The Internet and the Web vastly increase information density—the total amount and
quality of information available to all market participants, consumers, and merchants alike.
E-commerce technologies reduce information collection, storage, processing, and
communication costs. At the same time, these technologies increase greatly the currency,
accuracy, and timeliness of information—making information more useful and important than
ever. As a result, information becomes more plentiful, cheaper, and of higher quaiity.

A number of business consequences result from the growth in information density. In
e-commerce markets, prices and costs become more transparent. Price transparency refers to the
ease with which consumers can find out the variety of prices in a market; cost transparency refers to
the ability of consumers to discover the actual costs merchants pay for products. But there are
advantages for merchants as well. Online merchants can discover much more about consumers; this
allows merchants to segment the market into groups willing to pay different prices, and pemits them
to engage in price discrimination—selling the same goods, or nearly the same goods, to different
targeted groups at different prices. For instance, an online merchant can discover a consumer’s avid
interest in expensive exotic vacations, and then pitch expensive exotic vacation plans to that consumer
at a premium price—knowing this person is willing to pay extra for an exotic vacation, while pitching
the same vacation plan at a lower price to more price-sensitive consumers.

Personalization/Customization
E-commerce technologies permit personalization: Merchants can target their marketing
messages to specific individuals by adjusting the message to a person’s name, interests, and past

purchases. The technology also permits customization—changing the delivered product or
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service based on a user’s preferences or prior behavior. Given the interactive nature of
e-commerce technology, a great deal of information about the consumers can be gathered in the
marketplace at the moment of purchase. With the increase in information density, a great deal of
information about the consumer’s past purchases and behavior can be stored and used by online
merchants. The result is a level of personalization and customization unthinkable with existing
commerce technologies. For instance, you may be able to shape what you see on television by
selecting a channel, but you cannot change the contents of the channel you have chosen. In
contrast, the Wall Street Journal Online allows you to select the type of news stories you want to
see first, and to be alerted when certain events happen.

Now, let’s return to the question that motivated this section: Why study e-commerce? To
reiterate, the answer is simply that e-commerce technologies—and the digital markets—promise
to bring about some very fundamental, unprecedented shifts in commerce. One of these shifts,
for instance, appears to be a very large reduction in information asymmetry among all market
participants (consumers and merchants). In the past, merchants and manufacturers were able to
prevent consumers from learning about their costs, their price discrimination strategies, and their
profits from sales. This becomes more difficult with e-commerce, and the entire marketplace
potentially becomes very price competitive.

On the other hand, the unique dimensions of e-commerce technologies listed here also
suggest many new possibilities for marketing and selling—a powerful set of interactive,
personalized, and rich messages are available for delivery to segmented, targeted audiences.
E-commerce technologies make it possible for merchants to know much more about consumers
and use this information more effectively than was ever true in the past. Potentially, online
merchants could use this new information to develop new information asymmetries, enhance
their ability to brand products, charge premium prices for high-quality service, and segment the
market into an endless number of subgroups, each receiving a different price. To complicate
matters further, these same technologies make it possible for merchants to know more about
other merchants than was ever true in the past. This presents the possibility that merchants might
collude on prices rather than compete and drive overall average prices up. This strategy works
especially well when there are just a few suppliers.

1.1.5 Types of e-commerce

There are a variety of different types of e-commerce and many different ways to characterize
these types. Table 1-1 lists the five major types of e-commerce discussed in this book.

For the most part, we distinguish different types of e-commerce by the nature of the market
relationship—who is selling to whom. The exceptions are P2P and m-commerce, which are
technology-based distinctions.

B2C. The most commonly discussed type of e-commerce is Business-to-Consumer B20)
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e-commerce, in which online businesses attempt to reach individual consumers. Even though
B2C is comparatively small (about $65 billion in 2001), it has grown exponentially since 1995,
and is the type of e-commerce that most consumers are likely to encounter. Within the B2C
category there are many different types of business models: portals, online retailers, content
providers, transaction brokers, market creators, service providers, and community providers.
B2B. Business-to-Business (B2B) e-commerce, in which businesses focus on selling to other
businesses, is the largest form of e-commerce with about $700 billion in transactions in 2001. In
2001, there was an estimated $12 trillion in business-to-business exchanges of all kinds, online and
offline, suggesting that B2B e-commerce has significant growth potential. The ultimate size of B2B
e-commerce could be huge. At first, B2B e-commerce primarily involved inter-business exchanges,
but a number of other B2B business models have developed, including e-distributors, B2B service
providers, matchmakers, and infomediaries that are widening the use of B2B e-commerce.

Table 1-1  Major types of e-commerce

Types of E-commere Example

. . i iser that sells con roducts
B2C— Business to Consumer Am?zon com is a general merchandiser that sells consumer products to
retail consumers

B2B—Business to Business eSteel.com is a steel industry exchange that creates an electronic market
for steel producers and users

C y. wher can aucti L
C2C—Consumer to Consumer eBay. cOfn creates a marketspace where consumers can auction or sel
goods directly to other consumers

Gnutella is a software application that permits consumers to share music
P2P—Peer to Peer with one another directly, without the intervention of a market maker as
in C2C e-commerce

M-commerce—Mobile commerce Wireless mobile devices such as PDAs (Pmonal d1.g1ta1 assistants) or cell
phones can be used to conduct commercial transactions

C2C. Consumer-to-Consumer (C2C) e-commerce provides a way for consumers to sell
to each other, with the help of an online market maker such as the auction site eBay. The size of
this market is estimated to be over $5 billion and growing rapidly (eBay.com, 2001). In C2C
e-commerce, the consumer prepares the product for market, places the product for auction or sale,
and relies on the market maker to provide catalog, search engine, and transaction-clearing
capabilities so that products can be easily displayed, discovered, and paid for.

P2P. Peer-to-peer technology enables Internet users to share files and computer resources
directly without having to go through a central Web server. In peer-to-peer’s purest form, no
intermediary is required. For instance, Gnutella is a peer-to-peer freeware software application
that permits users to directly exchange musical tracks, typically without any charge. Since 1999,
entreprencurs and venture capitalists have attempted to adapt various aspects of peer-to-peer
technology into Peer-to-Peer (P2P) e-commerce. Napster.com, which was established to aid
Internet users in finding and sharing online music files known as MP3 files, is perhapé the most




