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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-haggle” 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
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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.
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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
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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 | Walmart.com sells merchandise to

Business-to-consumer (B2C)

individual consumers consumers through its Web site

: : rainger.com sells industrial li
Businesses sell products or services to Grainger.com sells industrial supplies

Business-to-business (B2B) to large and small businesses through

other businesses

its Web site

Businesses and other organizations | Dell Computer uses secure Internet
maintain and use information to identify | connections to share current sales and
. and evaluate customers, suppliers, and | sales forecast information with
Business  processes  that . . . . .
. . employees. Increasingly, businesses | suppliers. The suppliers can use this

support buying and selling .. . . . . .
iviti share this information in carefully | information to plan their own

activities

managed ways with their customers,
suppliers, employees,
partners

and business

production and deliver component
parts to Dell in the right quantities at
the right time

- . . Consumers and businesses trade with
Participants in an online marketplace . .
Consumer-to-consumer (C2C) each other in the eBay.com online

can buy and sell goods to each other.

marketplace

Businesses sell goods or services to | CA.Gov procurement site allows

Business-to-government

(B2G) businesses to sell online to the state of

governments and

agencies

government

California

1.2.3 The Second Wave of Electronic Commerce

Economists Chris Freeman and Francisco Loug¢d describe four waves that occurred in the
Industrial Revolution in their book A4s 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
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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.
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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.
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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
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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.
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1. The idea that the key to success was simply to copy the business model of a successful dot-com business led
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1.4 Economic Forces and Electronic Commerce

Economics is the study of how people allocate scarce resources. One important way that people
allocate resources is through commerce (the other major way is through government actions, such as
taxes or subsidies). Many economists are interested in how people organize their commerce
activities. One way people do this is to participate in markets. Economists use a formal definition of
market that includes two conditions: first, that the potential sellers of a good come into contact with
potential buyers, and second, that a medium of exchange is available. This medium of exchange can
be currency or barter. Most economists agree that markets are strong and effective mechanisms for
allocating scarce resources. Thus, one would expect most business transactions to occur within
markets. However, much business activity today occurs within large hierarchical business
organizations, which economists generally refer to as firms, or companies.

These large firms often conduct many different business activities entirely within the
organizational structure of the firm and participate in markets only for purchasing raw materials and
selling finished products. If markets are indeed highly effective mechanisms for allocating scarce
resources, these large corporations should participate in markets at every stage of their production
and value-generation processes. Nobel laureate Ronald Coase wrote an essay in 1937 in which he
questioned why individuals who engaged in commerce often created firms to organize their
activities. He was particularly interested in the hierarchical structure of these business organizations.
Coase concluded that transaction costs were the main motivation for moving economic activity from

markets to hierarchically structured firms.

1.4.1 Transaction Costs
Transaction costs are the total of all costs that a buyer and seller incur as they gather

information and negotiate a purchase-and-sale transaction. Although brokerage fees and sales

commissions can be a part of transaction costs, the cost of information search and acquisition is
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often far larger. Another significant component of transaction costs can be the investment a seller
makes in equipment or in the hiring of skilled employees to supply the product or service to the

buyer.

1.4.2 Markets and Hierarchies

Coase reasoned that when transaction costs were high, businesspeople would form
organizations to replace market-negotiated transactions. These organizations would be hierarchical
and would include strong supervision and worker-monitoring elements.

The practice of an existing firm replacing one or more of its supplier markets with its own

hierarchical structure for creating the supplied product is called vertical integration.

1.4.3 Using Electronic Commerce to Reduce Transaction Costs

Businesses and individuals can use electronic commerce to reduce transaction costs by
improving the flow of information and increasing the coordination of actions. By reducing the cost
of searching for potential buyers and sellers and increasing the number of potential market
participants, electronic commerce can change the attractiveness of vertical integration for many
firms.

To see how electronic commerce can change the level and nature of transaction costs, consider
an employment transaction. The agreement to employ a person has high transaction costs for the
selle—the employee who sells his or her services. These transaction costs include a commitment to
forego other employment and career development opportunities. Individuals make a high investment
in learning and adapting to the culture of their employers. If accepting the job involves a move, the
employee can incur very high costs, including actual costs of the move and related costs, such as the
loss of a spouse’s job. Much of the employee’s investment is specific to a particular job and location;
the employee cannot transfer the investment to a new job.

If a sufficient number of employees throughout the world can telecommute, then many of these
transaction costs could be reduced or eliminated. Instead of uprooting a spouse and family to move,
a worker could accept a new job by simply logging on to a different company server!

1.4.4 Network Effects

Economists have found that most activities yield less value as the amount of consumption
increases. For example, a person who consumes one hamburger obtains a certain amount of value
from that consumption. As the person consumes more hamburgers, the value provided by each
hamburger decreases. Few people find the fifth hamburger as enjoyable as the first. This
characteristic of economic activity is called the law of diminishing returns. In networks, an
interesting exception to the law of diminishing returns occurs. As more people or organizations
participate in a network, the value of the network to each participant increases. This increase in value
is called a network effect.

10
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1.4.5 Using Electronic Commerce to Create Network Effects

Your e-mail account, which gives you access to a network of other people with e-mail accounts,
is an example of a network effect. If your e-mail account were part of a small network, it would be
less valuable than it is. Most people today have e-mail accounts that are part of the Internet. In the
early days of e-mail, most e-mail accounts only connected people in the same company or
organization to each other. Internet e-mail accounts are far more valuable than single-organization

e-mail accounts because of the network effect.
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1.5 Identifying Electronic Commerce Opportunities

Internet technologies can be used to improve so many business processes that it can be difficult
for managers to decide where and how to use them. One way to focus on specific business processes
as candidates for electronic commerce is to break the business down into a series of value-adding
activities that combine to generate profits and meet other goals of the firm.

Commerce is conducted by firms of all sizes. Smaller firms can focus on one product,
distribution channel, or type of customer. Larger firms often sell many different products and
services through a variety of distribution channels to several types of customers. In these larger firms,
managers organize their work around the activities of strategic business units. Multiple business
units owned by a common set of shareholders make up a firm, or company, and multiple firms that

sell similar products to similar customers make up an industry.

1.5.1 Strategic Business Unit Value Chains

In his 1985 book, Competitive Advantage, Michael Porter introduced the idea of value chains.
A value chain is a way of organizing the activities that each strategic business unit undertakes to

11
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design, produce, promote, market, deliver, and support the products or services it sells. In addition to

these primary activities, Porter also includes supporting activities, such as human resource
management and purchasing, in the value chain model.

1.5.2 Industry Value Chains

Porter’s book also identifies the importance of examining where the strategic business unit fits
within its industry. Porter uses the term value system to describe the larger stream of activities into
which a particular business unit’s value chain is embedded. However, many subsequent researchers
and business consultants have used the term industry value chain when referring to value systems.
When a business unit delivers a product to its customer, that customer may, for example, use the
product as purchased materials in its value chain. By becoming aware of how other business units in
the industry value chain conduct their activities, managers can identify new opportunities for cost
reduction, product improvement, or channel reconfiguration.

As they examine their industry value chains, many managers are finding that they can use
electronic commerce and Internet technologies to reduce costs, improve product quality, reach new

customers or suppliers, and create new ways of selling existing products. For example, a software

developer who releases annual updates to programs might consider removing the software retailer

from the distribution channel for software updates by offering to send the updates through the

Internet directly to the consumer. This change would modify the software developer’s industry value

chain and would provide an opportunity for increasing sales revenue (the software developer could
retain the margin a retailer would have added to the price of the update), but it would not appear as
part of the software developer business unit value chain. By examining elements of the value chain
outside the individual business unit, managers can identify many business opportunities, including
those that can be exploited using electronic commerce.

The value chain concept is a useful way to think about business strategy in general. When firms
are considering electronic commerce, the value chain can be an excellent way to organize the
examination of business processes within their business units and in other parts of the product’s life
cycle. Using the value chain reinforces the idea that electronic commerce should be a business
solution, not a technology implemented for its own sake.

1.5.3 SWOT Analysis: Evaluating Business Unit Opportunities

Now that you have learned how to identify industry value chains and break each value chain
down into strategic business units, you can learn one popular technique for analyzing and evaluating
business opportunities. Most electronic commerce initiatives add value by either reducing
transaction costs, creating some type of network effect, or a combination of both. In SWOT analysis
(the acronym is short for strengths, weaknesses, opportunities, and threats), the analyst first looks
into the business unit to identify its strengths and weaknesses. The analyst then reviews the
environment in which the business unit operates and identifies opportunities presented by that
environment and the threats posed by that environment. Figurel-1 shows questions that an analyst

12
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would ask in conducting a SWOT analysis.

Strengths Weaknesses
* What does the company do well ? * What does the company do poorly ?
« TIs the company strong in its market ? * What problems could be avoided ?
e Does the company have a strong « Does the company have
sense of purpose and the culture serious financial liabilities ?

to support that purpose ?

Opportunities Threats
+ Are industry trends moving upward ? » What are competitors doing well?
* Do new markets exist for * What obstacles does the
the company’s products/services ? company face ?
+ Are there new technologies « Are there troubling changes
that the company can exploit ? in the company’s business

environment(technologies,
laws, and regulations) ?

Figure 1-1 SWOT analysis questions

By considering all of the issues that it faces in a systematic way, a business unit can formulate
strategies to take advantage of its opportunities by building on its strengths, avoiding any threats,
and compensating for its weaknesses. In the mid-1990s, Dell Computer used a SWOT analysis to
create a business strategy that helped it become a strong competitor in its industry value chain. Dell
identified its strengths in selling directly to customers and in designing its computers and other
products to reduce manufacturing costs. It acknowledged the weakness of having no relationships
with local computer dealers. Dell faced threats from competitors such as Compaq (now a part of
Hewlett-Packard) and IBM, both of which had much stronger brand names and reputations for
quality at that time. Dell identified an opportunity by noting that its customers were becoming more
knowledgeable about computers and could specify exactly what they wanted without having Dell
salespeople answer questions or develop configurations for them. It also saw the Internet as a
potential marketing tool. The results of Dell’s SWOT analysis appear in Figure 1-2.

The strategy that Dell followed after doing the analysis took all four of the SWOT elements
into consideration. Dell decided to offer customized computers built to order and sold over the phone,
and eventually, over the Internet. Dell’s strategy capitalized on its strengths and avoided relying on a
dealer network. The brand and quality threats posed by Compaq and IBM were lessened by Dell’s
ability to deliver higher perceived quality because each computer was custom made for each buyer.
Ten years later, Dell observed that the environment of personal computer sales had changed and did

start selling computers through dealers.

shareholder n. K%< industry n. 1TV
value chains i %% primary activities FEAE 5]

13



U HL TR 8B IEE G /O

Strengths Weaknesses

Sell directly to consumers » No strong relationships
with computer retailers

Keep costs below
competitors’ costs

Opportunities Threats
« Consumer desire for » Competitors have stronger
one-stop shopping brand names
« Consumer know what « Competitors have
they want to buy strong relationships

with computer retailers

Internet could be a
powerful marketing tool

Figure 1-2 Results of Dell’s SWOT analysis

supporting activities i BhiE3) consultants n. Jii ]
life cycle 2E i JH 3] formulate vt. FJAHH, Bk

capitalized on 7873 F] 4

SWOT (strengths, weaknesses, opportunities, and threats) AL (B HHC Ml B

1. A value chain is a way of organizing the activities that each strategic business unit undertakes to design,
produce, promote, market, deliver, and support the products or services it sells. 7)1 “it sells” 4 & i MH],
SEAbEWE T “which”. AAJEEN “HrHERES —FHAHZOENINITE, XEETEZ) 2 SR Y 45 A7 A FEA
PO 0™ a5 vk ZE . ey A 1A eSS s sh.

2. Porter uses the term value system to describe the larger stream of activities into which a particular business
unit’s value chain is embedded. B4 RFH FHATE M 28 G KA i F AN 55 BT AN BE BT R N TR B
KIS L. 7

3. For example, a software developer who releases annual updates to programs might consider removing the
software retailer from the distribution channel for software updates by offering to send the updates through
the Internet directly to the consumer. £ F ¥ FTF4 “a software developer:-might consider--+”, “who”
I, B “developer”. ARJEEN “Hlan, FHEMTIRFEFRIBATIT A B Al fE 2% 18 I
YOI rh R R R, e LI L Y AR BT

1.6 International Nature of Electronic Commerce

Because the Internet connects computers all over the world, any business that engages in
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electronic commerce instantly becomes an international business. When companies use the Web to
improve a business process, they are automatically operating in a global environment. The key issues
that any company faces when it conducts international commerce include trust and culture, language,
and infrastructure. The related issues of international law and currency are covered in subsequent
chapters.

1.6.1 Trust Issues on the Web

It is important for all businesses to establish trusting relationships with their customers.
Companies with established reputations in the physical world often create trust by ensuring that
customers know who they are. These businesses can rely on their established brand names to create
trust on the Web. New companies that want to establish online businesses face a more difficult
challenge because a kind of anonymity exists for companies trying to establish a Web presence.

Customers’ inherent lack of trust in “strangers” on the Web is logical and to be expected; after
all, people have been doing business with their neighbors—not strangers—for thousands of years.
When a company grows to become a large corporation with multinational operations, its reputation
grows commensurately. Before a company can do business in dozens of countries, it must prove its
trustworthiness by satisfying customers for many years as it grows. Businesses on the Web must find
ways to overcome this well-founded tradition of distrusting strangers, because today a company can
incorporate one day and, through the Web, be doing business the next day with people all over the
world. For businesses to succeed on the Web, they must find ways to quickly generate the trust that
traditional businesses take years to develop.

1.6.2 Language Issues

Most companies realize that the only way to do business effectively in other cultures is to adapt to
those cultures. The phrase “think globally, act locally” is often used to describe this approach. The first
step that a Web business usually takes to reach potential customers in other countries, and thus in other
cultures, is to provide local language versions of its Web site. This may mean translating the Web site
into another language or regional dialect. Researchers have found that customers are far more likely to
buy products and services from Web sites in their own language, even if they can read English well.
Only about 400 million of the world’s 6 billion people learned English as their native language.

The translation services and software manufacturers that work with electronic commerce sites
do not generally use the term “translation” to describe what they do. They prefer the term
“localization”, which means a translation that considers multiple elements of the local environment,
such as business and cultural practices, in addition to local dialect variations in the language. The
cultural element is very important because it can affect—and sometimes completely change—the

user’s interpretation of text.

1.6.3 Cultural Issues

An important element of business trust is anticipating how the other party to a transaction will
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act in specific circumstances. A company’s brand conveys expectations about how the company will
behave, therefore companies with established brands can build online businesses more quickly and
easily than a new company without a reputation. For example, a potential buyer might like to know
how the seller would react to a claim by the buyer that the seller misrepresented the quality of the
goods sold. Part of this knowledge derives from the buyer and seller sharing a common language and
common customs. Business partners ideally have a common legal structure for resolving disputes.
The combination of language and customs is often called culture. Most researchers agree that culture
varies across national boundaries and, in many cases, varies across regions within nations. All
companies must be aware of the differences in language and customs that make up the culture of any
region in which they intend to do business.

Some errors stemming from subtle language and cultural standards have become classic
examples that are regularly cited in international business courses and training sessions. For example,
General Motors’ choice of name for its Chevrolet Nova automobile amused people in Latin
America—no va means “it will not go” in Spanish. Pepsi’s “Come Alive” advertising campaign
fizzled in China because its message came across as “Pepsi brings your ancestors back from their

graves.”

1.6.4 Culture and Government

Some parts of the world have cultural environments that are extremely inhospitable to the type
of online discussion that occurs on the Internet. These cultural conditions, in some cases, lead to
government controls that can limit electronic commerce development. The Internet is a very open
form of communication. This type of unfettered communication is not desired or even considered
acceptable in some cultures. For example, a Human Rights Watch report stated that many countries
in the Middle East and North Africa do not allow their citizens unrestricted access to the Internet.
The report notes that many governments in this part of the world regularly prevent free expression
by their citizens and have taken specific steps to prevent the exchange of information outside of state
controls. For instance, Saudi Arabia, Yemen, and the United Arab Emirates all filter the Web content
that is available in their countries.

In most North African and Middle Eastern countries, officials have publicly denounced the
Internet for carrying materials that are sexually explicit, anti-Islam, or that cast doubts on the
traditional role of women in their societies. In many of these countries, uncontrolled use of Internet
technologies is so at odds with existing traditions, cultures, and laws that electronic commerce is
unlikely to exist locally at any significant level in the near future. In contrast, other Islamic countries
in that part of the world, including Algeria, Morocco, and the Palestinian Authority, do not limit

online access or content.

1.6.5 Infrastructure Issues

Businesses that successfully meet the challenges posed by trust, language, and culture issues
still face the challenges posed by variations and inadequacies in the infrastructure that supports the
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Internet throughout the world. Internet infrastructure includes the computers and software connected
to the Internet and the communications networks over which the message packets travel. In many
countries other than the United States, the telecommunication industry is either government owned
or heavily regulated by the government. In many cases, regulations in these countries have inhibited
the development of the telecommunication infrastructure or limited the expansion of that
infrastructure to a size that cannot reliably support Internet data packet traffic.

Local connection costs through the existing telephone networks in many developing countries
are very high compared to U.S. costs for similar access. This can have a profound effect on the
behavior of electronic commerce participants. For example, in countries where Internet connection
costs are high, few businesspeople would spend time surfing the Web to shop for a product. They
would use a Web browser only to navigate to a specific site that they know offers the product they
want to buy. Thus, to be successful in selling to businesses in such countries, a company would need
to advertise its Web presence in traditional media instead of relying on Web search engines to deliver
customers to their Web sites.

Until the late 1990s, most Europeans paid for the amount of time they used the telephone line,
including time for local calls. In the United States, telecommunication companies have long sold
local telephone service as a flat-rate access system, in which the consumer or business pays one
monthly fee for unlimited telephone line usage. Activists in European countries argued that flat-rate
access was a key to the success of electronic commerce in the United States. Although many factors
contributed to the rapid rise of U.S. electronic commerce, many industry analysts agree that flat-rate
access was one of the most important. As more European telecommunication providers began to

offer flat-rate access, electronic commerce in those countries increased dramatically.

anonymity n. &4, 1EEAW] (BAHD multinational adj. 21, FEEK
commensurate adj. FHFRIT, FH4T anticipate vt. T, HAHH
dispute n. FHR, Frifi, Gk stem from K H, AT, H. GG
unfettered adj. JCHITEH atodds with 5... ~F1, 5. gub

flat-rate access [iil & 2 F1Jj )

1. For businesses to succeed on the Web, they must find ways to quickly generate the trust that traditional
businesses take years to develop. AJH' “that” 515 EiEMNA], B “trust”s AAJFEHN N TEML L
ey, ANV AA ST MESRGE SR AL e A VAL 98 22 4F A B SRR IE AT

2. A company’s brand conveys expectations about how the company will behave, therefore companies with
established brands can build online businesses more quickly and easily than a new company without a
reputation. A “ i ALK T 0O wIAT A TR, DRI AT 6044 2 R 24 W) BETE 44 (R8T 2 W) ) DUBEBR
STy AR M BTG
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Reading Material Benefits of EC

Benefits to Organizations

EC’s benefits to organizations are as follows.

Global Reach. EC expands the marketplace to national and international markets. With minimal capital outlay,
a company can easily and quickly locate the best suppliers, more customers, and the most suitable business partners
worldwide. Expanding the base of customers and suppliers enables organizations to buy cheaper and sell more.

Cost Reduction. EC decreases the cost of creating, processing, distributing, storing, and retrieving paper-based
information. High printing and mailing costs are lowered or eliminated.

Supply Chain Improvements. Supply chain inefficiencies, such as excessive inventories and delivery delays,
can be minimized with EC. For example, by building autos to order instead of for dealers’ showrooms, the
automotive industry is expecting to save tens of billions of dollars annually just from inventory reduction.

Extended Hours: 24/7/365. The business is always open on the Web, with no overtime or other extra costs.

Customization. Pull-type production (build-to-order) allows for inexpensive customization of products and
services and provides a competitive advantage for companies that implement this strategy.

New Business Models. EC allows for many innovative business models that provide strategic advantages
and/or increase profits. Combining group purchasing with reverse auctions is one example of an innovative business
model.

Vendors’ Specialization. EC allows for a high degree of specialization that is not economically feasible in the
physical world. For example, a store that sells only dog toys (dogtoys.com) can operate in cyberspace, but in the
physical world such a store would not have enough customers.

Rapid Time-to-Market. EC reduces the time between the inception of an idea and its commercialization due to
improved communication and collaboration.

Lower Communication Costs. EC lowers telecommunication costs—the Internet is much cheaper than VANs.

Efficient Procurement. EC enables efficient e-procurement that can reduce administrative costs by 80 percent
or more, reduce purchase prices by 5 to 15 percent, and reduce cycle time by more than 50 percent.

Improved Customer Relations. EC enables companies to interact more closely with customers, even if
through intermediaries. This allows for personalization of communication, products, and services, which promotes
better CRM and increases customer loyalty.

Up-to-Date Company Material. Any material on the Web, such as prices in catalogs, can be correct up to the
minute. Company information can always be current.

No City Business Permits and Fees. Online companies that are not registered businesses with employees do
not need any permits to operate nor do they pay license fees. If the business is registered, city fees and licenses apply.

Other Benefits. Other benefits include improved corporate image, improved customer service, ease in finding
new business partners, simplified processes, increased productivity, reduced paperwork, increased access to

information, reduced transportation costs, and increased operation and trading flexibility.
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Benefits to Individuals (Consumers)

The benefits of EC to individuals are as follows.

Ubiquity. EC allows consumers to shop or perform other transactions year-round, 24 hours a day, from almost
any location.

More Products and Services. EC provides consumers with more choices; they can select from many vendors
and from more products.

Customized Products and Services. Dell customizes computers and sells them at competitive prices.
Customers can get an increased number of products (from shoes to dolls to cars) and services just the way they want
them.

Cheaper Products and Services. EC frequently provides consumers with less-expensive products and services
by allowing them to shop in many places and conduct quick comparisons.

Instant Delivery. In the cases of digitized products, EC allows for almost instant delivery.

Information Availability. Consumers can locate relevant and detailed product information in seconds, rather
than days or weeks. Also, multimedia support is cheaper and better.

Participation in Auctions. EC makes it possible for consumers to participate in virtual auctions. These allow
sellers to sell things quickly and buyers can locate collectors’ items and bargains.

Electronic Communities. EC allows customers to interact with other customers in electronic communities and
exchange ideas as well as compare experiences.

No Sales Tax. In many countries, online business is exempt from sales taxes.

Benefits to Society

The benefits of EC to society are as follows.

Telecommuting. More individuals can work at home and do less traveling for work or shopping, resulting in
less traffic on the roads and reduced air pollution.

Higher Standard of Living. Some merchandise can be sold at lower prices, allowing less-affluent people to
buy more and increase their standard of living.

Homeland Security. EC technologies facilitate homeland security by improving communication, coordination,
information interpretation, and so on.

Hope for the Poor. Because of EC, people in Third World countries and rural areas are now able to enjoy
products and services that were unavailable in the past. These include opportunities to learn a skilled profession or
earn a college degree.

Availability of Public Services. Public services, such as health care, education, and distribution of government
social services, can be done at a reduced cost and/or improved quality. For example, EC provides rural doctors and

nurses access to information and technologies with which they can better treat their patients.

outlay n. 3ZH; 9H ubiquity n. EMAMFTE, (R Him e
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Factories will not buy machines unless they believe that the machine will produce goods that they are able to
sell to consumers at a price that will cover all cost.
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There is an increasing belief in the idea that the “problem solving attitude” of the engineer must be buttressed
not only by technical knowledge and “scientific analysis” but that the engineer must also be aware of economics and
psychology and, perhaps even more important, that he must understand the world around him.
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Juliet was torn between desire to keep Romeo near her and fear for his life, should his presence be detected.
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BHETGE R, =2 — L EHIEhiEs. fln:

(a) No work can be done without energy.

B BeA RER A RE ).

(b) All business decisions must now be made in the light of the market.

B P A BUAE RS T kA R 5

(c) Automobiles may be manufactured with computer-driven robots or put together almost totally by hand.

B VAT LA SERLERI PN ARG, B ) LP A T LA
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To be a true professional requires lifelong learning.
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Matter is anything having weight and occupying space.
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The tow great divisions of this science known are inorganic chemistry and organic chemistry.
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Exercises

I. Answer the following questions

0 9 N »n b~ W

. List the five general electronic commerce categories.

. What’s a business model? Was the key to success simply to copy the business model of a successful dot-com

business?

. What’s a revenue model?

. List some products suitability to Electronic Commerce.

. What are transaction costs?

. What’s a network effect?

. Relate the key issues that any company faces when it conducts international commerce.

. Explain the difference between language translation and language localization.

. Fill in the blanks in each of the following

. The term electronic commerce (or e-commerce) is used in its broadest sense and includes all business

activities that use technologies.

. Companies that operate only online are often called or businesses to distinguish them

from companies that operate in physical locations (solely or together with online operations).

. The second wave is characterized by its scope, with sellers doing business in many countries and
in many languages.
A 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.

. A combination of and commerce strategies works best when the business process
includes both commodity and personal inspection elements.
. The practice of an existing firm replacing one or more of its supplier markets with its own hierarchical

structure for creating the supplied product is called

. Businesses and individuals can use electronic commerce to reduce transaction costs by improving the flow of

and increasing the of actions.
A is a way of organizing the activities that each strategic business unit undertakes to design,

produce, promote, market, deliver, and support the products or services it sells.

I1l. Questions and Discussion

1.
2.

Can you give more benefits of EC? If yes, please list them.

Discuss what changes EC makes in your life.
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