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Preface

Putting the ‘e-' in business

It is increasingly becoming an understatement to say that the Internet
and related technologies are changing the ways in which we live. Most
definitely these technologies will affect our lives in ways we cannot yet
even imagine. Indeed, if the Internet pundits are correct, few areas of
our lives will remain untouched (e.g., see Negroponte, 1995; Tapscott,
1997).

One of the most significant changes promises to be in the way in
which we conduct business. From being primarily a resource for the
rapid and secure communications of the scientific and military commu-
nities, the Internet and related technologies are developing into the
communication systems of choice for a variety of business activities in
a diverse range of industries (e.g., see Graphics, Visualization and
Usability Centre, 1999; Nua, 2000). For many, if not most, firms these
new developments are both fascinating and frightening. Fascinating
because they have the power to accelerate the rate of change in compa-
nies that adopt them. Frightening because companies who ignore
these growth opportunities will fall behind in the competitive race
for customers.

Andrew Grove, as founder and chairman of Intel, is quoted as saying:
‘In five years’ time all companies will be Internet companies, or they
won't be companies at all’ (Symonds, 1999). This may or may not be an
exaggeration but, for many companies, this is old news; they have seen
and embraced the future. However, for other companies who may still
be debating issues at board meetings, these words may be some of the
last clarion calls to act. It is not expected that there will be league tables
of ‘Internet companies’ and ‘non-Internet companies’. The facts of the
matter are that companies who are adept at doing business electroni-
cally will have a distinct advantage. They will seize the greater share of
customers, suppliers and profits from companies who are less effective,
possibly rendering existing business models obsolete. Some of these
successful e-businesses — the real threats to corporate complacency —
haven’t yet been founded; others may be on the threshold.

One of the major aspects of recent business transformation is in the
advance of electronic commerce (e-commerce or EC). In simple terms,
electronic commerce refers to transactions taking place over electronic
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networks, particularly the Internet. Such developments, especially in
business-to-consumer markets, have received high coverage in the media.
Firms in the online book trade, auction houses and online stockbrokers
are memorable examples. In these sectors, trade is more than doubling
every year. Moreover, other types of EC are also growing fast: revenues
in business-to-business EC will grow from around US$200 billion in 2000
to more than US$800 billion by 2003 (Financial Times, 1999).

However, the impact of the Internet goes much deeper. There is no
doubt that electronic commerce is changing the way that businesses
behave. There is now recognition that becoming ‘wired’ goes much
further than this, and ultimately will change the fundamental nature of
what businesses are and business relationships (Symonds, 1999). Whilst
most big firms involved in EC have focused on establishing a new and
potentially very efficient distribution channel, they have failed to utilize
the full capabilities of EC, which go beyond online orders. One of the
most important shifts is likely to be away from the traditional idea that
any business is more or less a freestanding entity, which requires signif-
icant intellectual and cultural changes in order to succeed (Chesbrough
and Teece, 1996).

A key concept that has emerged from the synergies between new tech-
nological developments and changing paradigms of corporate culture is
the virtual organization. Although numerous aspects are considered
important in the definition of a virtual organization, it essentially involves
virtual business (or v-business) relationships in which partners share
complementary resources and technologies to achieve a common goal,
such as creating a product or service (e.g., see Siebel and House, 1999).
Confronted with a continuously changing competitive environment —
owing to issues such as globalization, rapid technological change and
shifts towards mass customization and improved customer service — this
new and flexible organizational model has provided an attractive propo-
sition to organizations entering the twenty-first century.

Features of the book

This book explores these two important issues, electronic commerce and
virtual business, in some depth. Although the literature around elec-
tronic commerce and virtual organizations has developed to some extent
independently they are, as we shall see, inextricably linked. This text
has arisen from extensive investigation into the impacts of such impor-
tant concepts upon business, each highly dependent upon recent
technological developments. It has also arisen from a personal review
of the available literature on this and related topics, based on our own
experience, and in the context of recent developments in the field.
While the book will hopefully be of interest to executives who are
concerned with some of the many complex and interrelated issues asso-
ciated with managing e-commerce and virtual organizations, its primary
audiences are senior undergraduates and Masters students studying for
business-related degrees. Students who are about to begin research in



this area should also find the book of particular help in providing a rich
source of material reflecting leading-edge thinking.

The collected papers in this book illustrate the wide variety of busi-
ness opportunities afforded by e-commerce and virtual business. They
describe and discuss the important issues that follow in the wake of an
organization deciding to pursue consumers electronically and organize
its operations virtually. The authors in this text have written most recent
and emerging research. We have chosen authors whose work sits well
within the framework of the book and which brings in a good balance
of theory and practical issues.

In the development of this book we solicited articles from authors
worldwide. In so doing our purpose was two-fold. First, we wanted the
content of this book to have a worldwide appeal. Except for a handful
of countries where political considerations are paramount, the Internet
is a truly global phenomenon. We wanted our selection of authors to
reflect this. Second, we wanted to present the different perspectives
brought by writers from different parts of the globe.

It is, of course, impossible to cover all aspects of these emerging topics.
Our focus has been on attempting to cover some of the more recent and
possibly more important aspects, and from a management perspective.
The implications are that whilst technological aspects are covered in
some detail, this is always in a mode accessible to the manager.

Structure of the book

The structure for this book reflects the two important topics upon which
our discussion is focused. Thus, we have organized the book into two
sections.

Section One: Recognizing the potential of e-business

This first section examines the nature and implications of doing busi-
ness electronically. To some extent, this involves looking at some of the
evolving business models that enable firms to take advantage of this
phenomenon, particularly in business-to-consumer markets. Indeed,
there is strong recognition that electronic commerce changes the ‘rules
of the game’; being successful in the online environment involves
rethinking many aspects of the organization such as strategy, structure,
processes, applications and products. The theory in this section is
strongly supported by recent case studies and empirical evidence.

Section Two: Shaping the virtual organization

This second section extends some of the thinking from the first section.
In particular, it explores new and emergent business models for flexible
organizing in business-to-business environments. Such models are
almost inevitably facilitated by recent technological developments. In
a turbulent business world, alliance, co-operation and sharing between
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organizations can be a valuable source of competitive advantage.
However, creating a dynamic and synergistic organizational form is a
very complex undertaking. To provide some direction, this section crit-
ically examines in detail the nature, possibilities and limitations of this
type of organization. Again, the analysis is interwoven with original case
study and other empirical material to consolidate and support the argu-
ments given.
In order to further elaborate on the content of the book and the range
of issues covered, each part will now be described in greater detail.
As indicated above, Section One is entitled Recognizing the potential of
¢-business and aims to provide a solid grounding in and understanding
of the contemporary e-business environment. The first chapter is enti-
tled ‘Business transformation on the Internet’. This chapter reports the
results and implications of an ongoing collaborative study of large global
organizations conducted by the European Institute of Administrative
Affairs (INSEAD) and the Haas School of Business. The research takes
a strategic perspective and uses an adapted strategic marketing frame-
work to explore how the Internet is transforming the market space.
At the apex, we see a few select exemplary organizations that have
radically transformed their business practices to take advantage of
e-commerce. However, it is clear that most large corporations have a
long way to go in order to exploit the unique transformational poten-
tial of the Internet. The results suggest that firms are slow to change
their business models; most companies are either simply treating the
Internet as a publishing medium or shifting existing business models
into the online environment. Customization stands out as one important
area of underdevelopment. As such, some large firms may be at risk
from agile new entrants such as have been witnessed in some sectors.
Interestingly, this global research suggests that corporations in European
and Asian markets are not far behind their American counterparts.
The second chapter examines one aspect of business transformation
in more detail. In particular, ‘Online delivered content: concept and busi-
ness potential” explores a set of products and services that are likely to
become a significant component of online trade. The nature of the Internet
medium means that certain materials, including a variety of data, infor-
mation and knowledge, are likely to be an important aspect of online
trade. Observers of recent Internet development and applications will
notice, for example, a growing number of providers of news, magazines,
music (and other audio), video, educational materials, searchable data-
bases and expertise. This chapter attempts to position electronic trading
in online delivered content within the wider field of EC. It identifies its
distinctive characteristics compared with other forms of trading content
and compared with electronic trading in physical goods. Subsequently,
important peculiarities are identified and analysed. Based on two cases
of medium-sized specialized publishers the benefits and problems of
moving into the business of electronic trading in this area are discussed.
Picking up on the strategic implications of a new industrial order,
Chapter 3 looks at ‘Digital intermediation in electronic commerce: the
eBay model’. Through the Internet, the shape of markets and industries
are changing fast. These new markets are very different from traditional,



physical markets and so new strategies and business logic is required.
This chapter introduces a framework for understanding circumstances
under which information technology (IT) innovations for EC change firm-
level strategic choices, and the economic forces behind these choices, in
Internet market competition. Drawing on a variety of recent examples,
it examines a number of important concepts for understanding the role
of the digital intermediary and explains the ‘IDR cycle”: a recurring
pattern of ‘intermediation’, ‘disintermediation’ and ‘reintermediation’. In
particular, it describes some of the conditions for reintermediation: where
a disenfranchised player is able to compete again by combining tech-
nological innovation with leveragable, specialized assets. The chapter
also reveals a number of competitive strategies used by firms in the
IDR cycle with varying levels of success: partnering for access, tech-
nology licensing, parinering for content and partnering for application
development.

Chapter 4 is entitled ‘E-business and the intermediary role of virtual
communities’. Building lasting relationships with customers and between
stakeholders is considered an important aspect of electronic business.
Therefore, this chapter examines in detail an important business model
in which such relationships can be built — virtual communities. Electronic
or virtual communities are rapidly evolving on the Internet as marketers
have begun viewing them as an online strategic initiative to further
consumers’ consumption experience. Indeed, marketers see significant
selling potential in leveraging virtual communities and, as a result, most
virtual communities that are currently evolving on the Internet have
been initiated, organized and moderated by for-profit organizations
rather than by community members or third-party organizations. Such
for-profit communities vary significantly from other types of virtual
communities. This chapter examines the various types of virtual commu-
nities and explores conditions under which business-oriented virtual
communities can evolve successfully. From an economic perspective, it
examines the role of virtual communities as intermediaries in exchange
relationships among community members and between community
members and other interest groups such as marketers and advertisers.

In the complex world of online trade, where community relationships
may be important and your nearest competitor may be only a mouse-
click away, providing a high quality e-commerce offering is critical.
Chapter 5, ‘Measuring the effectiveness of e-commerce Web sites’,
provides some assistance in understanding this important issue. The
chapter considers a technique developed for evaluating e-commerce
Web offerings — the Web Assessment method. In particular, this
approach recognizes the changing nature of sales and marketing
activities as supported by the Internet and related technologies. Thus, it
sets about identifying, from a consumer perspective, possible success
factors that differentiate a Web site from similar offerings. The
Web Assessment model is based on three market transaction phases —
information, agreement and settlement — and a special ‘community
component’. This last component ~ building loyal communities - is
considered an important addition to traditional concepts. The model is
tested using the classic EC first mover and business-to-consumer Web
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site, Amazon.com, and this is compared with a traditional EC-enabled
bookseller, Barnes and Noble.

Although much attention has been focused on the implications of e-
commerce for big business, the impacts go potentially much further.
Chapter 6 examines ‘Business impacts of the Internet for small and
medium-sized enterprises’. As the title implies, this chapter turns our
attention away from big business and towards smaller businesses, a
sector contributing the lion’s share of jobs and export business in many
economies. It examines the developing state of Internet use by small and
medium-sized enterprises (SMEs), and focuses on the impacts brought
about by the introduction of the Internet. Specifically, it provides a model,
derived from a long-term research programme, which enables a struc-
tured approach to impact analysis. The model is demonstrated using a
number of SME case studies from the USA and the UK.

The first section of the book is brought to a close with Chapter 7,
‘Industry transformation in e-commerce: Web diffusion in travel agen-
cies’. This looks beyond impacts on the individual firm towards
industry-level transformation. It is clear that business-to-consumer appli-
cations of the Internet are playing a role in restructuring some traditional
industries, shifting the balance of profitability. This chapter describes the
impacts of the Internet on the travel industry — predicted to be one of
the largest online markets — analysing the changing role of travel agen-
cies in this new environment, Travel agencies are being subjected to
increased competition from numerous areas of the travel distribution
network. Traditional players in the network, such as airlines and travel
wholesalers, are beginning to market products directly to the consumer.
New virtual travel agencies, which exist only on the Internet, are also
providing new sources of competition. Nevertheless, although the
Internet poses a significant threat to travel agencies, it also provides a
major source of new opportunities, such as improved accessibility and
service. Research findings from Australia suggest that a large propor-
tion of travel agents do in fact use the Internet. However, it is not being
exploited to its full potential, as a result, among other things, of a lack
of strategic planning and vision. The result is likely to mean varying
patterns of success, with failures and industry leaders alike emerging
from this new playing field.

Section Two, Shaping the virtual organization, takes the discussion a step
further to examine the impacts of the Internet and related technologies
on the creation of agile business models and the development of strategic
business-to-business relationships. As a starting point, Chapter 8 exam-
ines the notion of virtual organizations from the perspective of their
apologists. It provides a detailed definition of virtual organizations and
outlines their main characteristics and functions. This provides a useful,
overarching framework within which to consider these new business
models in the remainder of the section.

Chapter 9 examines ‘Interorganizational systems to support strategic
collaboration between firms’. Before launching into a detailed analysis
of virtual organizations, it is important to understand some of the
foundations of establishing business-to-business relationships using
network technologies and applications. This chapter recognizes that



interorganizational systems can play an important role in strengthening
and stabilizing existing relations between firms but, moreover, can also
facilitate new collaborations between firms in strategic areas. Based on
intensive case studies and survey work, it examines some examples of
strategic collaborations using such systems and, in particular, concep-
tualizes the barriers to the success of interorganizational systems. The
barriers are not only technical but also cultural and political, such as
sharing sensitive business information, the integration of business
processes across firms, the co-existence of competition and collaboration,
and the control of one firm by another. From a strategic perspective,
these issues are integrated into a three-layered model that is useful for
understanding such a complex phenomenon.

The following chapter, ‘Structure, strategy and success factors for the
virtual organization’, provides a detailed theoretical and practical expli-
cation of the virtual organization. It begins by providing a useful
discussion of the concept, extending and refining the definition given in
Chapter 8. Furthermore, it draws out a number of critical and interre-
lated success factors for the virtual organization, including shared
purpose, risk, trust and mutual benefit. Also key to the discussion are
the nature of innovations and the information and knowledge flows
involved. Interestingly, the chapter demonstrates, by way of some orig-
inal case studies, several of the possible types of virtual organization
structures/strategies: co-alliance, star-alliance, value-alliance and market-
alliance. The empirical material is used as a strong platform upon which
to consolidate the theoretical ideas given.

If the virtual organization is to be adopted as a viable business model,
it is important to have suitable frameworks to provide management
support for this new organizational form. Chapter 11 provides such a
framework. The chapter explores how the Internet and related tech-
nologies enable the virtual organization to link and co-ordinate activity
with a wide variety of business partners. As a precursor, the modular
virtual organization is introduced; modularity is proposed as an addi-
tional means for the virtual organization to achieve a standardized
organizational structure and behaviour to allow for interchangeability
and compatibility of the partners and business processes. However, such
ideas are fraught with complexity and modular organizations in action
are difficult to manage. Therefore, to show how these ideas can be put
into practice, a management support tool called Modular Network
Design (MND) is introduced. This tool supports managers of a modular
virtual organization in four key steps. The applicability of MND is
illustrated with a case study at KLM Distribution, a firm at the centre
of a globally operating virtual organization; the case study describes
how MND supports the management of the modular virtual organiza-
tion and contributes to better insight in the planning of customized
transport orders.

Chapter 12 shifts the focus of attention towards the issue of knowl-
edge networks in virtual teams. In particular, at this unit of analysis,
the management considerations relevant to creativity and change are
explored. The chapter begins with an examination of trends in organi-
zational drivers — internal and external — that leads to a characterization
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of virtual teamwork applicable to many organizations in traditional
sectors. The requirement for radical change in business practice is set
against a backdrop of established work practices, organizational know-
ledge and human factors. Thus, a human-centred approach is adopted,
and illustrative examples of the applications of virtual teams are
drawn from several real organizations: distributed marketing in steel
manufacture, workflow management in a regional construction services
department, and the development of a virtual environment for team-
based design activity in a marine engineering organization. Conse-
quently, some factors leading to a successful transition to virtual working,
and their general applicability, are considered.

Electronic procurement (or e-procurement) is currently considered a
very hot topic in business-to-business EC (e.g., see Kalakota and
Robinson, 1999). Using the Internet and related technologies in this area
has the potential to create huge returns. Chapter 13, ‘The contribution
of Internet electronic commerce to advanced supply chain reform: a case
study’, examines some of the potential benefits of this important area of
development. It focuses on the use of business-to-business electronic
commerce in the retail and general merchandising industry. In partic-
ular, it examines the use of EC by Australia’s leading supermarket chain,
Coles Myer Limited. Traditional interorganizational systems such as elec-
tronic data interchange (EDI) pose a number of problems for large
retailers like Coles Myer, e.g., regarding the achievement of 100 per cent
EC compliance from small, unsophisticated suppliers. Subsequently, this
poses a barrier for large distributors and retailers in achieving supply-
chain. reform; non-compliance hinders advanced replenishment and
distribution techniques, which require strong co-ordination and 100 per
cent EC compliance from involved parties. However, new Internet-based
EDI products have made a considerable contribution towards a viable
solution for the limited capabilities and requirements of small suppliers.
In addition, this has provided a powerful platform for the transforma-
tion of supply chain relationships.

Chapter 14 takes an industry perspective to the impact of virtual organi-
zations. This chapter illustrates how the principles of virtual organization
are being applied through three examples of virtual businesses in
the information technology (IT) sector in Germany and Switzerland. The
choice of this industrial sector is most pertinent, centring on the use of
information systems (IS) for virtual organizing. In sectors with a tradition
of collaborative arrangements between companies — such as the automo-
bile industry — proprietary platforms and systems have emerged to meet
the need for inter-company information processing. By contrast, similar
changes in the IT sector are taking place at a time when, worldwide,
open platforms are becoming available for the first time. The Internet is
the precursor of these. To advance understanding in this emergent area
of virtual organization, the case studies are analysed using a ‘virtuality’
framework and the role of IS is explicated.

Finally, the book is brought to a close with a theoretically informed
critique. ‘Recognizing the limitations of virtual organizations’ takes a
broad view of the virtual organization phenomenon. It examines some
of the possible problems of this developing organizational form. Key to



the argument is the idea that organizations comprise a set of resources
and that knowledge, understanding and communication (which are
among the most important resources available to the organization) are
tacit, situated and local and cannot simply be located, packaged and
made available to virtual partners. Nevertheless, there is a clear role for
the virtual organization but its scope is perhaps much smaller than its
advocates admit.

As you will now be aware, e-commerce and v-business are diverse
and complex subjects. They are not simply concerned with technolog-
ical issues, but incorporate aspects of strategic management, marketing,
operations management and behavioural science, amongst others. Such
an interdisciplinary perspective is critical if the subject domains are to
be understood fully. Recent examples of e-commerce offerings that over-
estimate technology and underestimate consumers exemplify this point
(e.g., Boo.com, the high-profile online fashion retailer which went into
liquidation in May 2000, failing to reap returns from its extensive adver-
tising and expensive high-tech Web site). For this reason, as you have
seen, we advocate a broad management viewpoint. The issues debated
here are far too important to be left to technologists; although technology
is an important enabler, the vision, strategy and management of the tran-
sition to bold new business models lies squarely in the hands of
managers. To reap the real rewards of e-commerce and v-business,
management competence is crucial.

We hope you find this book of interest and that it raises some impor-
tant issues relevant to consideration in your study, research or
organizational context. As you do so, we all take one more step towards
the much-anticipated ‘digital economy’.
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Section One
Recognizing the
potential of e-business

‘If you don’t see the Internet as an opportunity, it will be a threat’ (Tony
Blair, UK Prime Minister; Financial Times, 1999a). The Internet and related
technologies provide tremendous new possibilities for doing business,
but this challenging new environment requires a fundamental rethink
of traditional strategy and business models (Evans and Wurster, 1999).

In business terms, one of the most important developments to
arise from the current swathe of technological advances is electronic
commerce. Simply speaking, e-commerce refers to trading electronically:
transactions involved with buying and selling products, services and
information over a network (Turban et al., 2000). However, the implica-
tions are more far-reaching; the interactivity and connectivity of the
new electronic medium have huge potential for many other aspects
of business operations, including knowledge and information flows,
improved quality of service (Seybold, 1998), and distribution of digital
products. Thus, perhaps a more appropriate term for this phenomenon
is electronic business (or e-business), first coined by IBM. Lou Gerstner,
IBM’s CEQ, refers to e-business as: ‘. . . all about time cycle, speed, glob-
alization, enhanced productivity, reaching new customers and sharing
knowledge across institutions for competitive advantage’. In this text,
e-commerce is considered in its broadest sense and the two terms are
often used interchangeably.

Electronic commerce is not a new phenomenon by any means, a point
that is sometimes conveniently overlooked by media hype. The use of
electronic networks for trade began in the early 1970s in the financial
sector. Some of the first applications involved electronic funds transfer
(EFT) — the movement of money between financial institutions via
telecommunications networks. This fast, paperless and secure form of
electronic commerce is now the only practical way of handling the
massive volumes of transactions generated daily in the banking industry.
Even automated teller machines (ATMs), beginning in the 1980s, are a



