
Chapter 9
E-Commerce:  Digital Markets, Digital Goods
Student Learning Objectives
1. What are the unique features of e-commerce, digital markets, and digital goods?
2. What are the principal e-commerce business and revenue models?
3. How has e-commerce transformed marketing?
4. How has e-commerce affected business-to-business transactions?

5. What is the role of m-commerce in business, and what are the most important m-commerce applications?
6. What issues must be addressed when building an e-commerce Web site?
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Teaching Suggestions

The opening case, “Nexon Games: E-Commerce Goes Social,” illustrates the evolution of e-commerce from that of simply buying goods or services online to creating social experiences shared by hundreds, thousands, or millions of people. Nexon’s business model shows that consumers are no longer content to simply surf Web sites or even just buy things.  Users now want to experience social contact with others that emulate offline experiences. Nexon capitalized on the idea of social gaming and expanded it to a virtual storefront selling “social experiences, not packaged product.” Advances in technology allow businesses to offer that experience.
Students are probably very familiar with most of the ideas presented in this chapter from a user’s standpoint. The task is to look behind the scenes and analyze how businesses are using technology to gain a competitive advantage and expand their operations to incorporate new channels that e-commerce provides. 

Section 9.1, “E-Commerce and the Internet.” This part of the text stresses the use of the Internet and the World Wide Web for electronic commerce and business.  Ask your students to identify several of the many benefits that the Internet offers to organizations.  Ask them to provide specific examples that they have read about in the text or have personally observed. If you have a student in your class who works for a company that participates in electronic business and electronic commerce ask him/her to explain the company’s activities.

Section 9.1 discusses the importance of e-commerce in the business world today.  This section discusses the benefits of using Internet technology to lower transaction and agency costs, bypass intermediaries, allow trading partners to directly communicate with each other and connect disparate systems, reduce delivery time for goods and services, make e-commerce available 24 hours a day, and replace existing distribution channels.

Discuss with your students how the Internet has unbundled the information about products and services from the actual products and services. Ask the students to compare how they would shop for a car today, as opposed to how they might have shopped for a car ten years ago. Use this discussion to illustrate how the unbundling of information is disrupting traditional business models. If you have the time, ask your students to visit the Autobytel.com Web site and determine how these kinds of sites reduce information asymmetry.
Interactive Session: Technology: Turner Sports Marries TV and the Internet, then Goes Social
Case Study Questions

1. Describe the unique features of e-commerce technology illustrated in this case? 
Student answers should reference Table 9-2, Eight Unique Features of E-Commerce Technology.
· Ubiquity: The Web sites Turner Sports New Media manages are available everywhere at any time. 

· Global reach: The Web sites reach across national boundaries and are available to millions of sports fan around the globe through the Internet. Television broadcasts, on the other hand, are limited to specific geographic areas.

· Universal standards: Obviously the Web sites are created and operated using Internet standards making them available to anyone with an Internet connection.

· Richness: The Web sites include a richness that television can’t match. Turner’s formula provides rich, interactive features that use TV and the Web simultaneously to enhance the viewer’s experience.

· Interactivity: Fans are able to switch between TV and unique features on their desktops or laptops. PGATour.com visitors can watch play on certain holes, watch a certain player, aerial views of the course, and get tips from pros on the site while events are in progress. NASCAR.com features TrackPass that consists of several interactive applications. 

· Information density: Information about a particular sport is plentiful, cheap, and more accurate. It’s also more immediate.

· Personalization/customization: Sports fans can customize the sites to their liking. NASCAR.com’s TrackPass feature allows users to pause, rewind, and replay live races and listen to any driver’s in-car audio. Turner’s deal with MLB.com gives online fans user-controlled cameras to view every MLB postseason game through a subscription service. Users can control their experience of the games. 
· Social technology: Turner Sports offers social media marketing that utilizes Facebook, YouTube, and Twitter during its coverage of NBA playoffs. That includes player-specific videos on YouTube, messaging on Facebook coordinated with sponsored ads, and a coordinated Twitter full-court press featuring updates from popular announcers. The NASCAR.com site includes a social networking “community” section for fans. 
2. How does the Web enhance the TV businesses for the companies discussed in this case? How does it add value? 

Turner Sports New Media allows businesses to sell more ads thereby reaching more consumers than simply advertising on television. The Web allows the companies to personalize and customize advertising and establish more effective marketing campaigns than television allows. Marketers can place ads in multiple formats (TV and the Internet). The professional sports leagues gain more revenue from advertising dollars through the Web sites. They also gain more sales of league-related paraphernalia by selling merchandise through the Web sites. The league sites benefit from Turner’s reach and the Web’s relationship with consumers by increasing site traffic and developing innovative interactive applications. 
3. Why is NASCAR TrackPass a good example of Turner Sports New Media’s value to sports league sites?

TrackPass consists of interactive applications, including TrackPass Scanner, TrackPass PitCommand, and TrackPass Race View. The applications provide users a level of richness and experience that television simply can’t provide. The sports leagues stand to gain fans because of the interactivity of the Web sites. In turn, the fans should spend more money on the sport in many different ways. 
4. Do you think Turner Sports will be successful migrating its content to social media sites where its viewers are moving? Why or why not?  

Student answers will vary. Turner is starting to experiment with user-generated content and Web experience control in a 2009 deal with MLB.com to give online fans user-controlled cameras to view every MLB postseason game through a subscription service at MLB.com/Postseason.TV. Users can control their experience of the games. To promote more user involvement at NASCAR.com, NASCAR announced a new program called “NASCAR Citizen Journalist,” where the best-known independent NASCAR bloggers and Web site operators are republished at NASCAR.com. Principles they should address include:

· The interactivity provided by the sport Web sites is unparalleled in any other medium. 

· On-demand services are not available through any other channel.
· There is no other way (yet) to provide the level of richness and customizability to the viewer experience.
· Turner’s track record for NASCAR.com is impressive – double-digit growth in page views and an increase in average monthly unique visitors of 25 percent over the last 7 years.

· On the downside, other sites may rise up to compete with Turner Sports New Media and offer disruptive technologies that are not available on Turner’s sites. 

MIS In Action

Visit PGA.com, PGATour.com, or NASCAR.com, explore the Web site, and then answer the following questions:

1. What unique features of e-commerce technology can you find on the site? What purposes do they serve?

All three sites incorporate the eight unique features of e-commerce technology that serve to 

· draw in users and viewers.
· extend the portability of the sports league.
· increase the dollars derived from advertising.
· increase the marketability of the sport.
· engage sports fan with increased interactivity and socialization.
2. How does the Web site promote TV viewing? How does it create value for the company?

Again, all three sites combine the richness of the Web site with television viewing. Turner provides an integrated platform that connects the league’s television broadcasts with its Web site activities. Why rely on two or more separate organizations when it’s all “media”? The company derives its value from extending its reach into avenues previously unavailable like social networking, personalization and customization of the sport and merchandise.
3. What e-commerce business and revenue models are being used? 
Turner Sports is using these business models (based on Table 9.5):

· E-tailer: Turner collaborates with NASCAR.com to sell NASCAR merchandise and race ticket sales.

· Content provider: Turner creates revenues for itself and the sports leagues by providing digital content like news, photos, event broadcasts, and videos. In some cases customers pay to access the content and in other cases revenues are generated by selling advertising space.

· Community provider: Turner Sports Web sites provide online meeting places where people with similar interest can communicate and find useful information. The new “40 Games in 40 Nights” coverage of the 2009 NBA Playoffs is a prime example. Fans could access player-specific videos on YouTube, messaging on Facebook, and coordinated Twitters.
· Portal: Turner Sports Web sites provide an initial point of entry to the Web along with specialized content and all the other services fans want.

· Service Provider: Turner Sports is incorporating Web 2.0 applications such as photo sharing, video sharing, and user-generated content on its sports Web sites.

Turner Sports is using these revenue models:

· Advertising revenue: Turner splits ad revenues with each of its sports league partners. Marketers can place ads in multiple formats (TV and the Internet). 

· Sales revenue: Turner generates millions of dollars for both its organization and the sports leagues by selling goods, information, and services to fans. Turner has an impressive track record for success in increasing site traffic and developing innovative interactive applications for which fans will pay. Turner runs a merchandise superstore on the NASCAR.com site and is looking to do the same on the NBA.com site. It also sells race tickets on the NASCAR.com site. 

· Free/Fremium revenue: The TrackPass application available on NASCAR.com is an interactive premium service feature consisting of TrackPass Scanner, TrackPass PitCommand, and TrackPass RaceView for which viewers pay extra money. It promises to add similar features to the NBA.com site. 
Section 9.2, “E-Commerce:Business and Technology.” Students are introduced to electronic commerce categories and related terminology. Even though millions of people use the Web everyday, many companies have found ways to personalize their interfaces with individual customers. That is a remarkable feat when you think about it.  Have students visit Web sites that offer such personalization and report on the products or features they find. For instance, Web portals like Yahoo! and Google let users customize the home page to fit their personal needs.  Other e-commerce sites like Kodak Gallery [www.kodakgallery.com] and Walgreen’s [www.walgreens.com] Web site specialize in customers ordering one-of-a-kind items that have been personalized just for them with their own photos. Ask students to investigate how retailers can afford to offer these kinds of services.
This section reviews business models and revenue models that have emerged on the Web in the last ten years. Table 9.5 is especially useful for exploring Internet business models and gives excellent examples to help discern the ways businesses generate revenues. The section about social networking and the wisdom of crowds helps students understand the most popular Web 2.0 service—social networking. Rather than looking at social networking sites from a personal, user point of view, students should explore the business opportunities they provide. Students will understand behavioral targeting techniques businesses use to market their products more effectively and at lower costs. They should pay close attention to the section of business-to-business e-commerce since most of them will probably use some form of it in their careers.
Interactive Session: Organizations: Twitter Searches for a Business Model
Case Study Questions
1. Based on your reading in this chapter, how would you characterize Twitter’s business model?
Twitter uses a community provider business model that creates a digital online environment where people with similar interests can share interests, communicate with like-minded people, and receive interest-related information. It provides community building tools and services by marrying short text messaging on cell phones with the Web and its ability to create social groups. 

2. If Twitter is to have a revenue model, which of the revenue models described in this chapter would work?

To date, Twitter has generated losses and has unknown revenues, but in February 2009, it raised $35 million in a deal that valued the company at $255 million. In September 2009, Twitter announced it had raised $100 million in additional funding, from private equity firms, previous investors, and mutual fund giant T. Rowe Price, based on a company valuation of a staggering $1 billion. 

Twitter could adopt an advertising revenue model that would generate revenues by selling advertisers the chance to reach its estimated 20 million unique monthly users by inserting messages into individual tweets. If it adopted this revenue model then it could turn around and allow users to opt-out of advertising for a price.  It could use an affiliate revenue model that would direct users to affiliated business and receive a referral fee or percentage of the revenue from any resulting sales. Twitter could charge service providers such as doctors, dentists, lawyers, and hair salons for providing their customers with unexpected appointment availabilities.  It could also use the free/fremium revenue model by allowing users to receive tweets free and then charge a premium for receiving tweets with special “add-ons” like video clips, photos, or news headlines. Twitter is becoming a powerful alternative media platform for the distribution of news, videos, and pictures. It could use a similar subscription service that would provide users with video and music downloads. 
3. What is the most important asset that Twitter has, and how could it monetize this asset?

Twitter’s main asset is user attention and audience size. An equally important asset is the database of tweets that contains real-time, spontaneous comments, observations, and opinions of the audience and the search engine that mines those tweets for patterns. 

It could monetize this asset as described in Question 2. It could also charge companies for information based on the data it captures. For instance, marketers could pay Twitter for the right to mine its data for patterns related to shopping or dining out. Companies could then use the data to adjust advertising campaigns or even realign its products to meet current market demands. For instance, auto companies could mine the data for comments about its products and change the way they market their products. It could also offer an alternative search engine that provides results based on real-time tweets exchanged between users. It could charge users and businesses a fee for using this type of search engine. It could also sell rights to its database to existing search engines like Google and Bing.
4. What impact will a high customer churn rate have on Twitter’s potential advertising revenue?
Advertisers may not put a premium on inserting ads in individual tweets if they aren’t confident it will generate some return on their dollars. They may choose to insert ads only in tweets sent by popular tweeters like Britney Spears or Alex Rodriguez. The 60 percent churn rate makes it difficult for Twitter to market its service to a skeptical business community that puts a premium on a stable and reliable audience of users. Businesses may also devalue the data Twitter collects if they aren’t confident that information gleaned from the data represents a broad swath of users rather than just a few. 
MIS In Action

1. Go to Twitter. com and enter a search on your favorite (or least favorite) car. Can you find the company’s official site? What else do you find? Describe the results and characterize the potential risks and rewards for companies that would like to advertise to Twitter’s audience.

The following was copied from Twitter.com/business, Nov 2009, and provides ideas for companies who are contemplating using Twitter as a business tool:

Every day, millions of people use Twitter to create, discover and share ideas with others. Now, people are turning to Twitter as an effective way to reach out to businesses, too. From local stores to big brands, and from brick-and-mortar to internet-based or service sector, people are finding great value in the connections they make with businesses on Twitter. 

When people working in the Empire State Building twittered that they were craving ice cream delivery, New York local chain Tasti D Lite was there to listen and meet their need. When electronics buyers look for good deals, the Dell Outlet Twitter account helps them save money with exclusive coupons. When Houston’s coffee drinkers decide where to get their daily dose, many choose Coffee Groundz, which lets them order via Twitter. Read on to learn what Twitter is and to get detailed examples of how companies are using it. On these pages, we’ll also reveal how Twitter can help your business right now.

Twitter is a communication platform that helps businesses stay connected to their customers. As a business, you can use it to quickly share information with people interested in your company, gather real-time market intelligence and feedback, and build relationships with customers, partners and other people who care about your company. As an individual user, you can use Twitter to tell a company (or anyone else) that you’ve had a great—or disappointing—experience with their business, offer product ideas, and learn about great offers.

Twitter lets you write and read messages of up to 140 characters, or the very length of this sentence, including all punctuation and spaces. The messages are public and you decide what sort of messages you want to receive—Twitter being a recipient driven information network. In addition, you can send and receive Twitter messages, or tweets, equally well from your desktop or your mobile phone.

When you combine messages that are quick to write, easy to read, public, controlled by the recipient and exchangeable anywhere, you’ve got a powerful, real-time way to communicate. And real-time communication is turning out to be ground-breaking for users and businesses alike.

Best Practices
Instead of approaching Twitter as a place to broadcast information about your company, think of it as a place to build relationships. Put into practice, that means you could do things like:

Include in your Bio and/or custom background the names (or @usernames) of the people twittering from your company account. It’s also a good idea to include additional contact info, like email addresses.

Listen regularly for comments about your company, brand and products—and be prepared to address concerns, offer customer service or thank people for praise.

Tip: In addition to keeping an eye on your @messages, you can use our Saved Searches feature to easily track mentions of your product, brand, company, etc. From your Twitter home page, simply run a search, and then at the top of your results page, click “Save this search.” A link with your search term will appear on the right side of your page, and whenever you click it, you’ll get real-time results for that query. To delete a search, just head to the top of your results and click “Remove this search.”
Make sure your tweets provide some real value. You know better than we do what is valuable, but here are a few examples to spark ideas:

· Offer Twitter exclusive coupons or deals

· Take people behind the scenes of your company

· Post pictures from your offices, stores, warehouses, etc.

· Share sneak peeks of projects or events in development

Understand the real-time nature of Twitter

Messages on Twitter are short, quick and able to reach people wherever they happen to be. That combination makes it an instantaneous medium, which has a couple of implications for businesses:

· You can ask questions, float ideas and solicit feedback on Twitter—and expect pretty quick replies most of the time. 

· If you’ve just launched a product, ask users what they think or search for real-time tweets from people talking about your product. You can also ask or search for feedback on new ad campaigns you’ve launched, stores you’ve opened, or murky issues you have to handle.

· When people raise customer service issues on Twitter, they generally expect a quick reply—within a day, if not within a few hours, depending on the nature of your business. Keep an eye on your @mentions.

Measure the value of Twitter

Before you set up measurement tools, focus on the quality of your engagement, and use your gut to check how things are going. How’s the feedback and interaction with your followers? Are you responding to most or your @messages? Are most tweets about you positive? Or if they started out largely negative, are they coming around? Are more people beginning to engage with you and mention your company?

Next, think about quantifying your experience. Although it can be tricky to add up the value of relationships, Twitter does lend itself to measurement in a few ways—especially if you’ve already defined what you hope will be different for your company in three months, six months or a year if you succeed on Twitter. Tactics like these can then help you assess your progress in meeting that goal:

· Keep a tally of questions answered, customer problems resolved and positive exchanges held on Twitter. Do the percentages change over time?

· When you offer deals via Twitter, use a unique coupon code so that you can tell how many people take you up on that Twitter-based promotion. If you have an online presence, you can also set up a landing page for a promotion, to track not only click-throughs but further behavior and conversions.

· Use third-party tools to figure out how much traffic your websites are receiving from Twitter.

· Track click-throughs on any link you post in a tweet. Some URL shortening services let you track click-throughs.

2. How would you improve Twitter’s Web site to make it more friendly for large advertisers?

Opinions will vary based on personal experiences and likes/dislikes. Here are a few excerpts from Twitter Blogs about features the company is improving or introducing (copied from Twitter.com, Nov 2009). Advertisers will probably prefer a streamlined Web site that allows display ads to stand out from the “noise” and make the ads more accessible for users to click on.
· As Twitter grows and the number of tweets each day continues to astound us, we’ve noticed an increasing amount of clutter in the public timeline, especially with trending topics. Trends began as a useful way to find out what’s going on but has grown less interesting due to the noisiness of the conversation.

So, today we’re starting to experiment with improvements to trends that will help you find more relevant tweets. Specifically, we’re working to show higher quality results for trend queries by returning tweets that are more useful. The improvement won’t be very noticeable at first, but this is a small step toward unearthing more value in search and getting you more relevant results.

· We’re putting the finishing touches on our new Lists feature and we’re really excited about the folks who have already taken a lot of time creating awesome lists. From the @time list of funny people to your own list of people who make you laugh—it’s easy to see how this feature increases discovery and adds value in lots of ways.

Lists also make it easier to curate tweets into meaningful real-time experiences on your own sites via the Lists API. Media companies are already taking advantage: for example, check out @huffingtonpost‘s use of the Lists API in their World Series coverage.
· Our friends down in Mountain View want to organize the world’s information and make it universally accessible and useful. A fast growing amount of information is coursing through Twitter very quickly, and we want there to be many ways to access that information. As part of that effort, we’ve partnered with Google to index the entire world of public tweets as fast as possible and present them to their users in an organized and relevant fashion.
· We have a team focused on delivering value from a search and discovery perspective at Twitter and they’re just getting started. Twitter is earning a reputation for delivering real-time results to queries about things that are happening right now. Moreover, there are already tens of thousands of Twitter apps and more to come because people want the choice to consume and create tweets wherever and whenever they prefer. The folks over at Bing took a keen interest in Twitter and worked fast to establish a working relationship with us in line with our open approach.

3. Teenagers are infrequent users of Twitter because they use their cell phones for texting, and most users are adults 18-34 years of age. Find five users of Twitter and ask them how long they have used the service, are they likely to continue using the service and how would they feel about banner ads appearing on their Twitter Web screen and phone screens. Are loyal users of Twitter less likely (or more likely) to tolerate advertising on Twitter?

Answers will obviously vary among students. Some will see the fun and value in receiving tweets from friends and in staying connected and in-the-know. They may also value the ability to read and see breaking news and the latest celebrity gossip. They may be more tolerant of advertising on Twitter if they find real value in the ads. For instance, if they receive a coupon for discounted goods by tweeting their location to friends they may tolerate the intrusion well. 

Others will find the constant barrage of tweets intrusive and a waste of time. Witness the high churn rate and the fact that 80 percent of tweets are generated by only 10 percent of users and that the median number of tweet readers per tweet is one. This group of users will find advertising highly irritating and will likely turn away from it.
Section 9.3, “The Mobile Digital Platform and Mobile E-Commerce.”  M-commerce consists of selling anything over a mobile wireless device or Net appliance.  It is also a method used by marketers to target advertising more directly to consumers.  Wireless mobile devices are turning up everywhere.  The newer appliances integrate a number of features traditionally only found in specialized products.  For example, cell phones are equipped with cameras, Internet options, text messaging, games, downloadable ring tones, etc.  No doubt most students have used one or all of these m-commerce products or services.
M-commerce is the fastest growing form of e-commerce with six main areas of growth: location-based services, software application sales, entertainment downloads, mobile display advertising, direct shopping services, and e-book sales. It might be interesting to take a vote of your students to see which one they think is the most popular service now and which one they think will be most popular two years from now.
Section 9.4, “Building an E-Commerce Web Site.”  This may be the first time students are exposed to the mechanics of designing and building an e-commerce Web site. No doubt they all have used e-commerce Web sites before but probably have never thought about the challenges facing business managers who are responsible for building a successful online business. While this section doesn’t offer a step-by-step guide to building a Web site, it does outline some of the organizational and technological decisions that need to be made before the site goes live. Successful e-commerce sites take into account business objectives and use the right technology to meet them.  Table 9.7 is an excellent list of issues students will face if they are part of building an e-commerce site in the future. Figure 9-10 provides alternatives to consider about building and hosting an e-commerce site in-house or outsourcing part or all of the operation. 

If you have time, divide students into teams and have them work through the decisions associated with developing business objectives for an e-commerce site and then choosing the right technology to meet the objectives. They don’t need to actually build the site – just complete all the preliminary work that must be done ahead of time. 
Section 9.5, “Hands-On MIS.”
Management Decision Problems
1. Columbiana is a small, independent Caribbean island that wants to develop its tourist industry and attract more visitors. How can a Web presence help? What Internet business model would be appropriate? What functions should the Web site perform? 

A Web site has the potential to introduce thousands and millions of people to a little known resort destination at a significantly lower cost than other forms of marketing. The Web site can highlight the island’s accommodations and show off its attractions. Web-cams could be established around the island to give potential tourists and visitors insight into the island’s main attractions. A Web site makes it easier for potential visitors to contact hotels and book accommodations. The Web site can connect with airlines and provide information about flights with the ability to purchase airline tickets on partnering Web sites. Potential business models, depending on the features available on the site, include information broker, transaction broker, and even a social network where people with similar interests in these kinds of destinations can meet and discuss.
2. Company-sponsored blog: Visit Blue Nile, J.Crew, Circuit City, Black&Decker, Peet’s Coffee & Tea, and Priceline. Determine which would benefit most from adding a company-sponsored blog to the Web site. List the business benefits of the blog. Specify the intended audience for the blog. Decide who in the company should author the blog, and select some topics for the blog.
· Blue Nile would probably benefit from a blog that would discuss different kinds of diamond products and other jewelry. The blog written by one of the company’s diamond experts could help educate customers on what to look for, how to evaluate products, and what some of the latest products are.

· J.Crew’s Web site appears to market apparel to 20- and 30year old men and women who reside primarily in major metropolitan areas. A blog, dedicated to the social scene in various cities, written by employees or marketing managers, could address the best places to eat, meet other people, or attend nightclubs. 

· Circuit City could employ an electronics expert to write a blog extolling the virtues and features of many of the products the store sells. It would be targeted towards customers who are confused by all the technical specifications of products. A how-to-install-it blog could also be authored by an expert that would take input from other customers who’ve already had to endure the quandaries of installing some of the more sophisticated equipment on sale.

· Black&Decker could establish a a how-to blog that advises consumers on different projects they can complete around the house. A separate blog could be written for those engaged in building professions. 

· Peet’s Coffee & Tea could host a blog written by an expert on coffee and tea brews. It would help introduce new flavors to customers who would purchase more products. 

· Priceline.com could sponsor a blog written by a travel expert would review vacation destinations and provide travelers and tourists with tips and tricks of traveling to different locations. The site would sell more tickets to those destinations and increase profits for the site.
Improving Decision Making: Using Spreadsheet Software to Analyze a Dot-Com Business

Software skills: Spreadsheet downloading, formatting, and formulas

Business skills: Financial statement anaylsis

Answers will vary, depending on the company they select and the time period over which it is analyzed. The files provided here are merely for purposes of illustration and the income statement and balance sheet have been simplified. If students lack prior knowledge of financial statements, the instructor may have to devote extra time to explaining income statements, balance sheets and financial ratios. Alternatively, students can find material on understanding financial statements on financial Web sites such as Ameritrade (www.ameritrade.com) or the Small Business Knowledge Base http://www.bizmove.com/finance/m3b2.htm
The suggested answer files are ch09_solutionfiles.ppt and ch09_solutionfiles.xls.
Achieving Operational Excellence: Evaluating E-Commerce Hosting Services
Software skills: Web browser software

Business skills: Evaluating e-commerce hosting services

You would like to set up a Web site to sell towels, linens, pottery, and tableware from Portugal and are examining services for hosting small business Internet storefronts.  Your Web site should be able to take secure credit card payments and to calculate shipping costs and taxes. Initially you would like to display photos and descriptions of 40 different products.  Visit Yahoo! Small Business, GoDaddy, and Volusion and compare the range of e-commerce hosting services they offer to small businesses, their capabilities and costs.  Also examine the tools they provide for creating an e-commerce site.  Compare these services and decide which you would use if you were actually establishing a Web store.  Write a brief report indicating your choice and explaining the strengths and weaknesses of both. 
	YAHOO! Small Business Merchant Solutions

	Starter
	Standard
	Professional

	$39.95/month

1.5% transaction fee

$50 setup fee
	$99.95/month

1.0% transaction fee

$50 setup fee
	$299.95/month

.75% transaction fee

$50 setup fee


	GoDaddy.com

	Economy Plan
	Deluxe Plan
	Unlimited Plan

	3 mo:$4.99/mo
	1 mo:$6.99/mo
	1 mo:$14.99/mo

	12 mo: $4.74/mo SAVE 5%‡
	12 mo: $6.64/mo SAVE 5%‡
	12 mo: $14.24/mo SAVE 5%‡

	24 mo: $4.50/mo SAVE 10%‡
	24 mo: $6.29/mo SAVE 10%‡
	24 mo: $13.49/mo SAVE 10%‡

	36 mo: $4.25/mo SAVE 15%‡
	36 mo: $5.94/mo SAVE 15%‡
	36 mo: $12.74/mo SAVE 15%‡


  
	Volusion.com

	Steel Plan
	Bronze Plan
	Silver Plan

	$19.95
	$39.95
	$59.95

	This hosting service offered dozens of features that were directed more towards e-commerce than the others. 


In addition to writing a report explaining the strengths and weaknesses, ask them to apply the concepts of this chapter to their reports or at least to discuss them. Some of the topics should be electronic payment systems, dynamic pricing, banner and pop-up ads, and the Internet business models.

Review Questions

1. What are the unique features of e-commerce, digital markets, and digital goods?

Name and describe four business trends and three technology trends shaping e-commerce today.  
Students can answer this question by including information outlined in Table 9.1 which lists several business and technology trends shaping e-commerce today.  

List and describe the eight unique features of e-commerce.
Table 9.2 outlines eight unique features of e-commerce which include:

· E-commerce technology is ubiquitous, meaning that it is available just about everywhere a computer can connect to the Internet.  
· It has global reach, permitting commercial transactions to cross cultural and national boundaries far more conveniently and cost effectively than is true in traditional commerce. 
· It operates according to universal standards shared by all nations around the world, whereas most traditional commerce technologies differ from one nation to the next.  
· It provides information richness, enabling an online merchant to deliver to an audience of millions complex and rich marketing messages with text, video, and audio in a way not possible with traditional commerce technologies, such as radio, television, or magazines.  
· It is interactive, meaning it allows for two-way communication between merchant and consumer and enables the merchant to engage a consumer in ways similar to a face-to-face experience but on a much more massive, global scale.  
· It increases information density (the total amount and quality of information available to all market participants).  
· It permits personalization and customization: Merchants can target their marketing messages to specific individuals by adjusting the message to a person’s name, interests, and past purchases. 

· Social technology enables user content creation and distribution and supports social networks.

Define a digital market and digital goods and describe their distinguishing features.
Digital markets are said to be more “transparent” than traditional markets.  Table 9.3 describes distinguishing features of digital markets.  The Internet has created a digital marketplace where millions of people are able to exchange massive amounts of information directly, instantly, and for free.  Information asymmetry is reduced.  Digital markets are very flexible and efficient, with reduced search and transaction costs, lower menu prices, and the ability to change prices dynamically based on market conditions.  Digital markets provide many opportunities to sell directly to the consumer, bypassing intermediaries, such as distributors or retail outlets. Other features include delayed gratification, price discrimination, market segmentation, switching costs, and network effects.
Digital goods are goods that can be delivered over a digital network and include music, video, software, newspapers, magazines, and books.  Once a digital product has been produced, the cost of delivering that product digitally is extremely low.  New business models based on delivering digital goods are challenging bookstores, publishers, music labels, and film studios that depend on delivery of traditional goods.

2. What are the principal e-commerce business and revenue models?

Name and describe the principal e-commerce business models. 
Table 9.5 identifies seven Internet business models. 
· E-tailers sell physical products directly to consumers or individual businesses. 
· Transaction brokers save users money and time by processing online sale transactions and generates a fee each time. 
· Market creators provide a digital environment where buyers and sellers meet, search for and display products, and establishes prices for those products; it can provide online auctions and reverse auctions. 

· Content providers create revenue by providing digital content, such as digital news, music, photos, or video over the Web.
· Community providers provide an online meeting place where people with similar interests can communicate and find useful information.

· Portals provide an initial point of entry to the Web along with specialized content and other services.

· Service providers provide Web 2.0 applications such as photo sharing, video sharing, and user-generated content as services. Provides other services such as online data storage and backup.

Name and describe the e-commerce revenue models.
There are six e-commerce revenue models:
· Advertising revenue: Revenue is generated by attracting a large audience of visitors who can then be exposed to advertisements. It’s the most widely used revenue model in e-commerce.

· Sales revenue: Companies derive revenue by selling goods, information, or services to customers. 
· Subscription revenue: A Web site offering content or services charges a subscription fee for access to some or all of its offerings on an ongoing basis.
· Free/fremium revenue: Basic services or content are free while advanced or special features cost extra.

· Transaction fee revenue: A company receives a fee for enabling or executing a transaction.

· Affiliate revenue: Sites that steer customers to an affiliate business receive a referral fee or percentage of the revenue from any resulting sales.

3. How has e-commerce transformed marketing?

Explain how social networking and the “wisdom of crowds” help companies improve their marketing.
Networking sites sell banner, video, and text ads; user preference information to marketers; and products such as music, videos, and e-books. Corporations set up their own social networking profiles to interact with potential customers and “listen” to what social networkers are saying about their products, and obtain valuable feedback from consumers. At user-generated content sites, high-quality video content is used to display advertising. Online communities are ideal venues to employ viral marketing techniques. 
Creating sites where thousands, even millions, of people can interact offers business firms new ways to market and advertise products and services, and to discover who likes or dislikes their products. In a phenomenon called “the wisdom of crowds” some argue that large numbers of people can make better decisions about a wide range of topics or products than a single person or even a small committee of experts. In marketing, the wisdom of crowds concept suggests that firms should consult with thousands of their customers first as a way of establishing a relationship with them, and second, to better understand how their products and services are used and appreciated. Actively soliciting customer comments builds trust and sends the message to customers that the company cares what they are thinking and that customer advice is valuable. 
Define behavioral targeting and explain how it works at individual Web sites and on advertising networks.

Behavioral targeting refers to tracking the click-streams of individuals for the purpose of understanding their interests and intentions, and exposing them to advertisements which are uniquely suited to their behavior. Ultimately, this more precise understanding of the customer leads to more efficient marketing and larger sales and revenues. Behavioral targeting of millions of Web users also leads to the invasion of personal privacy without user consent. 

Behavioral targeting takes place at two levels: at individual Web sites and on various advertising networks that track users across thousands of Web sites. Most e-commerce Web sites collect data on visitor browser activity and store it in a database. They have tools to record the site that users visited prior to coming to the Web site, where these users go when they leave that site, the type of operating system they use, browser information, and even some location data. They also record the specific pages visited on the particular site, the time spent on each page of the site, the types of pages visited, and what the visitors purchased. Firms analyze this information about customer interests and behavior to develop precise profiles of existing and potential customers. 
4. How has e-commerce affected business-to-business transactions?

Explain how Internet technology supports business-to-business electronic commerce.

Business-to-business transactions can occur via a company Web site, net marketplace, or private exchange. Web sites make it easy to sell and buy direct and indirect goods over the Internet, compare suppliers, products, and prices, and even find out how others feel about the product. Further, supply chain linkages through intranets and extranets can support JIT, reduce cycle times, and other practices of continuous improvement. Because of the ease and efficiencies brought by the Internet, business-to-business participants can save a significant amount of money and time.

Define and describe Net marketplaces and explain how they differ from private industrial networks (private exchanges)?
A net marketplace is a single digital marketplace based on Internet technology linking many buyers to many sellers. The net marketplace is an important business model for B2B e-commerce; some net marketplaces serve vertical markets for specific industries and other net marketplaces serve horizontal markets, selling goods that are available in many different industries. Also, net marketplaces can sell either direct goods or indirect goods. Net marketplaces are more transaction-oriented and less relationship-oriented than private industrial networks.

5. What is the role of m-commerce in business, and what are the most important m-commerce applications?

List and describe important types of m-commerce services and applications. 
The most popular categories of m-commerce services and applications for mobile computing include:

· Location-based services: Users are able to locate restaurants, gasoline stations, local entertainment, or call a cab. 
· Banking and financial services: Users can manage their bank accounts, check account balances, transfer funds, and pay bills using their cell phones.

· Wireless advertising: Cell phones provide another avenue for advertisers to reach potential customers.  Cell phone service providers can sell advertising on phones.
· Games and entertainment: Users can download video clips, news clips, weather reports, live TV programs, and short films designed to play on mobile phones.

· Personalized services: Based on that person’s location or data profile, services anticipate what a customer wants such as updated airline flight information or beaming coupons for nearby restaurants.

Describe some of the barriers to m-commerce.  

M-commerce represents a tiny fraction of all online purchases because wireless mobile devices can’t display merchandise very well.  Mobile phones have tiny keyboards, small screens, and slow data transfer speeds (9.6 to 14.4 Kbps).  M-commerce will benefit from interoperable payment systems for wireless devices and faster wireless networks to support more data-rich communications.

6. What issues must be addressed when building an e-commerce Web site?

List and describe each of the factors that go into the building of an e-commerce Web site.
· A project plan should then be developed. 
· Builders must remain aware of the main areas that require decisions. 
· Form a team of individuals who possess the skill sets needed to make key decisions about technology, site design, and the social and information policies that will be applied at the site. 
· The site design must be carefully considered. 

· Managers must make decisions about hardware, software, and telecommunications infrastructure. 
· Customer demands should drive technology choices. 
· The technology should enable customers to find what they want easily, view the product, purchase it, and then receive it quickly from warehouses. 
List and describe four business objectives, four system functionalities, and four information requirements of a typical e-commerce Web site.

Table 9-7 lists nine business objectives with accompanying system functionalities and information requirements necessary for each. Four of the most common are:
· To display goods (objective) using a digital catalog (system functionality) for dynamic text and graphics catalog (information requirements).

· To provide product information (objective) using a product database (system functionality)  to provide a product description, stocking numbers, and inventory levels (information requirements).

· To execute a transaction payment (objective) using a shopping cart/payment system (system functionality) to provide secure credit card clearing (information requirements).

· To understand marketing effectiveness (objective) using a site tracking and reporting system (system functionality) to provide the number of unique visitors, pages visited, and products purchased, identified specific marketing campaign (information requirements).
List and describe each of the options for building and hosting e-commerce Web sites.
Figure 9-10 depicts the alternatives to consider when building and hosting an e-commerce site. They include:
· Completely hosting and building the site in-house
· Completely outsourcing the hosting and building functions

· Hosting the site in-house and outsourcing the building function
· Building the site in-house and outsourcing the hosting function
Discussion Questions


1.
How does the Internet change consumer and supplier relationships? 

One clear change is that consumers can research products and services online and then make their purchases on the Internet. As the Internet increases the richness and range of information that is available, it shrinks information asymmetry.

The Internet is responsible for creating new business models and promoting customer-centered retailing, direct sales over the Web, interactive marketing and personalization, m-commerce, and customer self-service.

In today’s competitive environment, suppliers must increasingly offer consumers a variety of products and services offering mass customization and personalization without increased delivery times. However, delivery performance depends on many different factors, such as finished parts inventory levels and work-in-progress. Suppliers can track these factors inexpensively through the use of information systems.

The Internet changes information density available to consumers. Price transparency and cost transparency disrupt the typical relationship between suppliers and consumers, giving consumers more power to control prices. On the other hand, the Internet gives suppliers more price discrimination over consumers. Suppliers and consumers can deal with each other directly over the Internet and cause disintermediation for the traditional middleman. 


2.
The Internet may not make corporations obsolete, but the corporations will have to change their business models. Do you agree? Why or why not?

Most students will probably agree, but whichever way they go, they must support their case. If you have students on both sides of the issue, lead a discussion that challenges the position of both sides.

The Internet is certainly driving tremendous changes, and it is important to note that these changes are self-perpetuating and happening much faster than ever before. There are seven megatrends where the Internet’s impact is changing how business.  These trends are found in every industry and every country around the world.  The megatrends include: 

· New channels are revolutionizing sales and brand management.
· The balance of power may be shifting to the customer.
· Competition is intensifying across all dimensions.
· The pace of business is fundamentally accelerating.
· Companies are transforming into extended enterprises.
· Companies are reevaluating how they, their partners, and their competitors add value.
· Knowledge is becoming more of a key strategic asset.

Instead of inwardly-focused companies “sticking to their knitting,” we will see extended enterprises; instead of companies with circumscribed relationships with their suppliers and customers, we will see a myriad of electronic relationships and shared processes; instead of a hierarchical chain of command, we will see virtual teams, empowered to make decisions on behalf of the company. Without the Internet, none of this would be possible.

Video Cases

You will find video cases illustrating some of the concepts in this chapter on the Laudon Web site at www.pearsonhighered.com/laudon along with questions to help you analyze the cases.

Collaboration and Teamwork: Performing a Competitive Analysis of E-Commerce Sites
Form a group with three or four of your classmates.  Select two businesses that are competitors in the same industry and that use their Web sites for electronic commerce.  Visit these Web sites.  You might compare, for example, the Web sites for iTunes and Napster, Amazon.com and BarnesandNoble.com, or E*TRADE and Scottrade.  Prepare an evaluation of each business’s Web site in terms of its functions, user friendliness, and ability to support the company’s business strategy.  Which Web site does a better job?  Why?  Can you make some recommendations to improve these Web sites? If possible, use Google Sites to post links to Web pages, team communication announcements, and work assignments; to brainstorm; and to work collaboratively on project documents. Try to use Google Docs to develop a presentation of your findings for the class.
Answers for this project will vary as students will select different businesses from which to do the comparison.  The simplest method would be to go directly to each of the company’s main Web page as listed in the question.    

In their analysis, students could set up a spreadsheet table to evaluate and compare each of the two businesses they have chosen. They should include fields for functions, user friendliness, and ability.  By using a simple weighted factor scale and assigning weights to each feature in order of their perceived importance they will arrive at a score that they can use to determine which Web site they feel does a better job.  

The main Web pages for the companies listed in the question are:

http://www.apple.com/itunes
http://www.napster.com
http://www.amazon.com
http://barnesandnoble.com/
http://etrade.com
http://scottrade.com/
Here are some criteria for evaluating the Web sites:
· Richness – does the site include video, audio, and text message integrated into a single marketing message and consumer experience?
· Interactivity – does the site engage the user in a dialog that dynamically adjusts the experience to the individual?
· Information density – is the information on the site current, accurate, and timely?
· Personalization/customization – are the products and services based on individual characteristics?

· Social technology – does the site enable user content creation and distribution and support social networks?

Business Problem-Solving Case: Facebook’s Dilemma: Profits (Theirs) versus Privacy (Yours)
Case Study Questions

1. What concepts in this chapter are illustrated in this case?

Eight unique features of e-commerce technology are obviously illustrated in this case: ubiquity, global reach, universal standards, richness, interactivity, information density, personalization/customization, and social technology (Table 9-2). The following elements of Table 9-1, The Growth of E-commerce, also are illustrated: breadth of e-commerce offerings continue to grow; small businesses and entrepreneurs continue to flood the e-commerce marketplace; wireless Internet connections grow rapidly; powerful handheld mobile devices support a variety of Internet activities; the Internet broadband foundation becomes stronger; RSS grows; and more than half the Internet user population joins an online social network.
2. What is the role of e-commerce and Web 2.0 technologies in Facebook’s widespread popularity?

Businesses use social networking sites to harvest a vast amount of information about users and their preferences for many different products and services to create carefully targeted promotions. Businesses use the site to interact with potential customers. The sites are so “sticky” that they have become very powerful marketing tools. Users are reluctant to leave for fear of leaving the rest of their friends behind. 
Networking sites like Facebook sell banner, video, and text ads; sell user preference information to marketers; and sell products such as music, videos, and e-books. Business firms can also “listen” to what social networkers are saying about their products, and obtain valuable feedback from consumers. Facebook is also an ideal venue to employ viral marketing techniques. 

The Facebook Platform provides third-party developers a platform for applications like games, plug-in features for user profiles, and other programs which are fully integrated with the Facebook site. 

3. Describe the weaknesses of Facebook’s privacy policies and features. What people, organizational, and technology factors have contributed to those weaknesses?

The company has encountered more than its fair share of controversy along its path to success, mostly concerning its handling and usage of the extensive information it collects from its users.
People: Facebook assumed it had the consent of users to share information about them that it collected through the Beacon advertising service if they did not use the opt-out feature. Facebook changed Beacon to be an “opt-in” service and gave users the ability to disable it completely. The company utterly failed to grasp the extent to which the service violated its users’ privacy as well as the uproar such a service was likely to cause. The same thing occurred when Facebook introduced its News Feed feature. In many ways, users’ insistence on privacy has been a major stumbling block for Facebook.
Organization: The personal information collected on the site represents a mother lode to advertisers, but one that will remain largely untapped if Facebook users do not feel comfortable enough or have sufficient incentive to share it. Users that attempted to delete their accounts were met with resistance and often required outside assistance from watchdog groups. When the organization decided to change its information retention and collection policy in February 2009, it acted without warning, provided no opportunity for public comment, and applied the new policy to personal information that had been collected under the old policy. Over 100,000 users were very vocal in their protests, based on the belief that their information belonged to them, not Facebook.
Technology: Privacy and user controls over the information granted to Facebook are the biggest concerns most users have with the site. Facebook grossly miscalculated user privacy demands when it launched the company’s Beacon advertising service because it shared information about users that they had not explicitly intended or agreed to share. The service originally began as an “opt-out” feature. Even after users opted-out, the service continued to send information to Facebook regardless of whether or not the user was logged into Facebook at the time. The company’s servers maintain copies of information indefinitely in accounts that have been deleted.
4. Does Facebook have a viable business model? Explain your answer.

Student answers will vary but should include these elements:
Positive indicators:

· It’s one of the largest social networking sites in the world and is growing.
· Facebook’s interface is simplistic and clean and tends to attract those looking for a crisp, more structured social networking environment.
· It represents a unique opportunity for advertisers to reach highly targeted audiences based on their demographic information and narrowly specified criteria.
· It represents a gold mine of opportunity because of the information the site has gathered and because of the richness of the social networking environment.

· Part of its status as a first-mover in the social networking marketplace helps attract more users.
Negative indicators:

· It has created large numbers of hostile users because of its privacy violations.
· Facebook’s own popularity will injure its chances to attract advertisers to its site, claiming that the engaging and immersive environment that draws visitors to the site makes users less likely to click on ads.
· Skeptics also believe that the current application system, where applications tend to support one another via advertising through other applications without the aid of extensive outside advertising, is an unsustainable model over the long term. So far, only 200 Facebook applications have attracted more than 10,000 users per day and 60 percent failed to attract even 100 daily users.

· It remains to be seen whether or not the company can turn its heavy site traffic and treasure trove of personal information into new revenue streams.

5. If you were responsible for coordinating Facebook’s advertising, how would you balance the desire to become increasingly profitable with the need to protect the privacy of your users?

Student answers will vary but should consider these statements:

· The toughest task for Facebook will be to continue to preserve the privacy of its members while monetizing the user data it has collected. 

· Many users may not even be aware or care about the dissemination of their personal information. The benefits of being part of Facebook may outweigh the reservations its users have regarding their privacy. 

· Facebook now provides privacy controls that allow users to sort friends into groups and grant access to parts of their profiles.

· Some advertisers have pulled out of Facebook’s advertising programs when they learned about the privacy concerns raised by users. 
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