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Chapter 1 Introduction to E-=Commerce
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1.1 Introduction

Very few people in the United States truly enjoy their hunt for a new or used car. Although
many auto dealers have worked to improve their customers’ experiences by introducing fixed pricing
and “no-baggle” policies, a number of auto dealers continue to use aggressive sales approaches that
can leave buyers exhausted, confused, or even worried that they might have been cheated in the
transaction. In 1995, Autobytel (Autobytel’s URL is http://www.autobytel.com) launched an online
car-buying service that promised purchasers a haggle-free experience and offered car dealers a way
to increase new vehicle sales volumes and reduce selling costs.

Buying a car with the assistance of Autobytel requires that the buyer register with an Autobytel
Website and specify the desired auto in detail, usually after researching the vehicle’s options and
features on the Internet or by visiting local dealers. More than 95 percent of car buyers today do
research on the Internet before buying their cars. Autobytel provides the buyer with a firm price
quote for the selected car, then forwards the buyer’s contact information to a local participating
dealer. Dealers pay Autobytel a subscription fee to receive exclusive rights to referrals from a
particular geographic area for the brands of vehicles that they sell. The dealer contacts the buyer,
who then completes the purchase transaction at the dealer’s location.

The buyer benefits from a speedy, hassle-free, straight forward, and predictable buying process.
The dealer benefits by selling more automobiles and not paying a commission to a salesperson.
Autobytel receives a monthly subscription fee from each dealer that it has under contract and sells
advertising to insurance and finance companies on its Web site. Autobytel currently has contracts




with more than 20,000 auto dealers. Autobytel’s revenue from fees paid by auto dealers on these
transactions is more than $70 million per year (the company earns another $20 million each year by
selling advertising on its Web site and marketing services to car dealers). Internet sales referrals to
dealers from Autobytel and companies like it accounted for about 30 percent of all U.S. new vehicle
sales in 2007.

Autobytel experienced rapid growth in sales from its inception in 1995 through 2002, when
sales growth flattened. Like many other companies launched during the early boom years of
electronic commerce, Autobytel had to change its focus. Instead of pursuing a strategy of revenue
growth at all costs, it began to examine its costs carefully. The company also took steps to improve
the quality of its service by ending relationships with a number of dealers who were generating
significant numbers of customer complaints. Since 2004, Autobytel has expanded by buying other
companies and offering sales management services and software to auto dealers. Autobytel has
emerged from the difficult years of 2001 through 2003 and today is a growing and generally
profitable participant in the second wave of electronic commerce that you will learn about in this
chapter.

New Words & Phrases

dealer n. WA, 4% no-haggle ANERHY

exhausted adj. FERM, FEAM transaction n. X5, HHS

sales volume &R exclusive right EHH, EERF
brand n. FAR benefits from JEid .- #K3H
subscription fee AW %%, I3 revenue n. WA, W3
inception n. FF#f, FFHR flatten v. 25

electronic commerce B FRi% pursue vt iR

boom n. &g emerged from FEH, FH

1. Dealers pay Autobytel a subscription fee to receive exclusive rights to referrals from a particular geographic
area for the brands of vehicles that they sell. ¥4 “Z2485F 4134 Autobytel LL{E3K48 Autobytel HIEH
CIEEL T E KB E WAF .~

2. Internet sales referrals to dealers from Autobytel and companies like it accounted for about 30 percent of all
U.S. new vehicle sales in 2007. %4 “Autobytel 2 FMAEMIT Autobytel A M R EHBD
ERFEHRN 30%.”

1.2 Electronic Commerce: The Second Wave
The business phenomenon that we now call electronic commerce has had an interesting history.

From humble beginnings in the mid-1990s, electronic commerce grew rapidly until 2000, when a
major downturn occurred. Many people have seen news stories about the “dot-com boom” followed




by the “dot-com bust” or the “dot-bomb”. In the period from 2000 to 2003, many industry observers
were writing obituaries for electronic commerce. Just as the unreasonable expectations for
immediate success fueled the high expectations during the boom years, overly gloomy news reports
colored perceptions during this time. Beginning in 2003, with the general economy still in the
doldrums, electronic commerce began to show signs of new life. Companies that had survived the
downturn were not only seeing growth in sales again, but many of them were showing profits.
Although the rapid expansion and high levels of investment of the boom years are not likely to be
repeated, the second wave of electronic commerce is well under way. This section defines electronic
commerce and describes how it is growing once again in its second wave.

1.2.1 Electronic Commerce and Electronic Business

To many people, the term “electronic commerce” means shopping on the part of the Internet
called the World Wide Web (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. For example, IBM defines electronic business as “the
transformation of key business processes through the use of Internet technologies”. Most people use
the terms “electronic commerce” and “electronic business” interchangeably. In this book, the term
electronic commerce (or e-commerce) is used in its broadest sense and includes all business
activities that use Internet technologies. Internet technologies include the Internet, the World Wide
Web, and other technologies such as wireless transmissions on mobile telephones or personal
digital assistants (PDAs). Companies that operate only online are often called dot-com or pure
dot-com businesses to distinguish them from companies that operate in physical locations (solely or
together with online operations).

1.2.2 Categories of Electronic Commerce

Some people find it useful to categorize electronic commerce by the types of entities participating in
the transactions or business processes. The five general electronic commerce categories are
business-to-consumer, business-to-business, business processes, consumer-to-consumer, and
business-to-government. The three categories that are most commonly used are:

* Consumer shopping on the Web, often called business-to-consumer (or B2C).

* Transactions conducted between businesses on the Web, often called business-to-business (or
B2B).

* Transactions and business processes in which companies, governments, and other
organizations use Internet technologies to support selling and purchasing activities.

Some researchers define a fourth category of electronic commerce, called consumer-to-
consumer (or C2C), which includes individuals who buy and sell items among themselves. For
example, C2C electronic commerce occurs when a person sells an item through a Web auction site to
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another person. In some books, C2C sales are included in the B2C category because the person
selling the item acts much as a business would for purposes of the transaction.

Finally, some researchers also define a category of electronic commerce called
business-to-government (or B2G); this category includes business transactions with government
agencies, such as paying taxes and filing required reports. An increasing number of states have Web
sites that help companies do business with state government agencies. For example, the CA.gov
Procurement site makes it easy for businesses to conduct online transactions with the state of
California. In some books, B2G transactions are included in our discussions of B2B electronic

commerce. Table 1-1 summarizes these five categories of electronic commerce.

Table 1-1 Electronic commerce categories

Category Description Example

Businesses sell products or services to
individual consumers

Walmart.com sells merchandise to

Business-to-consumer (B2C . .
( ) consumers through its Web site

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

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

Businesses and other organizations
maintain and use information to identify

Dell Computer uses secure Internet
connections to share current sales and

. and evaluate customers, suppliers, and | sales forecast information with
Business  processes  that . . . . .
support. buying and selling employees. Increasingly, businesses | suppliers. The suppliers can use this
acfisities share this information in carefully | information to plan their own

managed ways with their customers,
suppliers, employees, and business
partners

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.

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

CA.Gov procurement site allows
businesses to sell online to the state of
California

1.2.3 The Second Wave of Electronic Commerce

Economists Chris Freeman and Francisco Lougd describe four waves that occurred in the
Industrial Revolution in their book As Time Goes By. Many researchers predict that electronic
commerce and the information revolution brought about by the Internet will go through similar
waves. Those researchers agree that the second wave of electronic commerce has begun. This
section outlines the defining characteristics of the first wave of electronic commerce and describes
how the second wave is different.

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. Language



translation and currency conversion are two impediments to the efficient conduct of global business
in the second wave.

In the first wave, easy access to start-up capital led to an overemphasis on creating new large
enterprises to exploit electronic commerce opportunities. Investors were excited about electronic
commerce and wanted to participate, no matter how much it cost or how weak the underlying ideas
were. In the second wave, established companies are using their own internal funds to finance
gradual expansion of electronic commerce opportunities. These measured and carefully considered
investments are helping electronic commerce grow more steadily, though more slowly.

The Internet technologies used in the first wave, especially in B2C commerce, were slow and
inexpensive. Most consumers connected the Internet using dial-up modems. The increase in
broadband connections in homes is a key element in the B2C component of the second wave. In
2004, the number of U.S. homes with broadband connections began to increase rapidly. Most
industry estimates showed that about 12 percent of U.S. homes had broadband connections in early
2004. By late 2007, those estimates were ranging between 40 and 50 percent. Other countries, such
as South Korea, subsidize their citizens’ Internet access and have an even higher rate of broadband
usage. Although these connections are more expensive, they are more than 10 times faster than
dial-up. This increased speed not only makes Internet use more efficient, it can alter the way people
use the Web. For example, a broadband connection allows a user to watch movies and television
programs online—something that is impossible to do with a dial-up connection.

In the first wave, Internet technologies were integrated into B2B transactions and internal
business processes by using bar codes and scanners to track parts, assemblies, inventories, and
production status. These tracking technologies were not well integrated. Also, companies sent
transaction information to each other using a patchwork of communication methods, including fax,
e-mail, and EDI. In the second wave, Radio Frequency Identification (RFID) devices and smart
cards are being combined with biometric technologies, such as fingerprint readers and retina
scanners, to control more items and people in a wider variety of situations. These technologies are
increasingly integrated with each other and with communication systems that allow companies to
communicate with each other and share transaction, inventory level, and customer demand
information effectively.

The use of electronic mail (or e-mail) in the first wave was as a tool for relatively unstructured
communication. In the second wave, sellers are using e-mail as an integral part of their marketing
and customer contact strategies.

Online advertising was the main intended revenue source of many failed dot-com businesses in
the first wave. After a two-year dip in online advertising activity and revenues, companies began the
second wave with a renewed interest in making the Internet work as an effective advertising medium.
Some categories of online advertising, such as employment services (job wanted ads) are growing
rapidly and are replacing traditional advertising outlets. Companies such as Google have devised
ways of delivering specific ads to Internet users who are most likely to be interested in the products
or services offered by those ads.




The sale of digital products was fraught with difficulties during the first wave of electronic
commerce. The music recording industry was unable (or, some would say, unwilling) to devise a
way to distribute digital music on the Web. This created an environment in which digital piracy-—the
theft of musical artists’ intellectual property—became rampant. The promise of electronic books was
also unfulfilled. The second wave is fulfilling the promise of available technology by supporting the
legal distribution of music, video, and other digital products on the Web. Apple Computer’s iTunes
Web site is an example of a second wave digital product distribution business that is meeting the
needs of consumers and its industry.

Not all of the future of electronic commerce is based in its second wave. Some of the most
successful first-wave companies, such as Amazon.com, eBay, and Yahoo! continue to thrive by
offering increasingly innovative products and services. The second wave of electronic commerce

will provide new opportunities for these businesses, too.

New Words & Phrases v

phenomenon n. PH

downturn n. (MMIEEESD) FER T
bomb v. T, RK

gloomy adj. FEEEN, 4 AEHEM
in the doldrums ESIHUL, THTE
transformation n. %%, #4s
wireless transmissions TGZRAEHT
characteristics n. ¢k, $FME
currency conversion #MLIC 5
start-up n. A3

overemphasis n. I4rHIHRIA
underlying adj. HRAN, FHEK
be integrated into G5—F«+++++ch
assembly n. AL, 3
patchwork n. $tE4Y)

fingerprint reader fE4UEEXER

dip n. MPEL

devise vt. fHtH: ¥Rl ®it: KEA
music recording industry P& F ik
intellectual property &1TRF=4%

thrive vi. Yeik, N[E

Abbreviations

e-commerce(electronic commerce) HLF 4%
PDA (personal digital assistants) %I H 5

humble adj. HERHK, BHUH

bust v. §THE, #THE

obituary n. ibs, ibE

perception n. B4, WM&

under way EEFFIRHBITHE

interchangeably adv. T[AZHh, TIEFASHL
business processes MV & FFE

predominantly adv. XEH, FFEMH, FEHM
impediment n. ¥i5. FSEREYHREHARY
capital n. #4&, BA

exploit vt. FF&R, F¥

subsidize vt. &5------EERGEFNG, BEBHERANE e oo
bar codes n. &KEHE

inventory n. WHEZR, FRER

biometric technology — EYIHAR, HEPFHRBAR
retina n. FMHE

renewed adj. BXH, EHK

fraught adj. FWHEIERFEH

piracy n. R, IEERHED

rampant adj. JBPEH

innovative adj. FTRIAKI, BB, HEHK
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B2C(business-to-consumer) M 5H#E A B FES
B2B(business-to-business) 1MV IA) B/ %
C2C(consumer-to-consumer) H & & BB TR
B2G(business-to-government) 1MV 5 BURF 18] B B F 3 4%
EDI(Electronic Data Interchange) B F#HEXH, £HKHAS
RFID(Radio Frequency Identification) SRR
e-mail(electronic mail) BT HEf4:

1. Just as the unreasonable expectations for immediate success fueled the high expectations during the boom
years, overly gloomy news reports colored perceptions during this time. “BtiFAR 7 MR FEAR SR B TH
IR TAVISERRHSIEE — 4, BERT AU 0 R St 4 IR . 7

2. An increasing number of states have Web sites that help companies do business with state government
agencies. A ][] that 5| FEIEMNA, FRMBH Web sites. ¥4 “EEH R MMNESL T Wbk
BN BN B HEATRE 5 . 7

3. This created an environment in which digital piracy—the theft of musical artists’ intellectual
property-—became rampant. %] “the theft of musical artists’ intellectual property ” f %} “digital piracy”

It 3. B “XRA T B FBR—R IS SRR —— 2 BB R, "
1.3 Business Models, Revenue Models, and Business Processes

A business model is a set of processes that combine to achieve a company’s goal, which is to
yield a profit. In the first wave of electronic commerce, many investors sought out start-up
companies with appealing business models. 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.

Copying or adapting someone else’s business model is neither an easy nor wise road map to
success. Instead, companies should examine the elements of their business; that is, they should
identify business processes that they can streamline, enhance, or replace with processes driven by
Internet technologies.

Companies and investors do still use the idea of a revenue model, which is a specific collection
of business processes used to identify customers, market to those customers, and generate sales to
those customers. The revenue model idea is helpful for classifying revenue- generating activities for
communication and analysis purposes.

1.3.1 Focus on Specific Business Processes

In addition to the revenue model grouping of business processes, companies think of the rest of
their operations as specific business processes. Those processes include purchasing raw materials or



goods for resale, converting materials and labor into finished goods, managing transportation and
logistics, hiring and training employees, managing the finances of the business, and many other
activities.

In some cases, business processes use traditional commerce activities very effectively, and
technology cannot improve them. Products that buyers prefer to touch, smell, or examine closely can
be difficult to sell using electronic commerce. For example, customers might be reluctant to buy
items that have an important element of tactile feel or condition such as high-fashion clothing (you
cannot touch it online and subtle color variations that are hard to distinguish on a computer monitor
can make a large difference) or antique jewelry (for which elements of condition that require close
inspection can be critical to value) if they cannot closely examine the products before agreeing to
purchase them.

1.3.2 Product/Process Suitability to Electronic Commerce

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. The shipping profile is only one factor,
however. 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. :

A combination of electronic and traditional commerce strategies works best when the business
process includes both commodity and personal inspection elements.

New Words & Phraseé

business model MRS yield v. &E7=, Hf=, #Hisk
dominance n. tAF:; XERHBAL; FEHIH dramatic adj. XREIMER
streamline vt. R{LIEREER revenue model £ R

logistics n. #Jift tactile adj. ARHEH), ARBERREIR
antique n. HE profile n. %R, 4

1. The idea that the key to success was simply to copy the business model of a successful dot-com business led




