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Chapter 10 E-Commerce: Digital Markets, Digital Goods

Twenty-four/seven—the mantra of the Internet. Whether it’s buying, selling, gathering information, managing, or communicating, the driving force behind the evolutionary and revolutionary business is the Internet and its technological advances.

10.1 E-commerce and the Internet
Take a moment and reflect back on your shopping experiences over the last year. Did any of them involve not using the Internet in one way or another? Perhaps you simply used the Internet to research the cost of products without actually purchasing a product or service online. Perhaps you emailed a company to get an answer to a question you had about a product after you purchased it at a regular brick-and-mortar store. Or, maybe you compared prices between two businesses to get the best deal. If you did any of these you are among the growing legions that rely on the Internet as a new way of conducting business and commerce. 
E-Commerce Today

The text provides useful statistics to demonstrate the solid growth in e-commerce. Many companies that failed during the “dot.com” bust did so because they didn’t have solid business plans, not because e-commerce as a whole wasn’t a good idea.  
The Internet has proved to be the perfect vehicle for e-commerce because of its open standards and structure. No other methodology or technology has proven to work as well as the Internet for distributing information and bringing people together. It’s cheap and relatively easy to use it as a conduit for connecting customers, suppliers, and employees of a firm. No other mechanism has been created that allow organizations to reach out to anyone and everyone like the Internet. 
The Internet allows big businesses to act like small ones and small businesses to act big. The challenge to businesses is to make transactions not just cheaper and easier for themselves but also easier and more convenient for customers and suppliers. It’s more than just posting a nice looking Web site with lots of cute animations and expecting customers and suppliers to figure it out from there. Web-based solutions must be easier to use and more convenient than traditional methods, not to mention competitors, if a company hopes to attract and keep customers. 

Customers and suppliers are learning how to use all these new technologies to gather information about the firm’s products or services and compare them to the competition. For instance, mobile phones are quickly becoming the tool of choice for customers to access information and make purchases. It’s easier and faster than ever before. Therefore, any business wishing to stay ahead of the game needs to appreciate that fact and change their processes and methodologies. If they don’t, they may not be in business much longer.

Why E-Commerce Is Different

Most of us have become so used to the Internet that we take it for granted. Let’s look at the factors that make e-commerce so different from anything we’ve seen before. 
Ubiquity: 24/7 365 days a year, anytime, anywhere. New marketspaces change the balance of power from being business-centric to customer-centric. Transactions costs for both businesses and customers are reduced. 
Global Reach: The Internet opens markets to new customers. If you live in New York City and yearn for fresh Montana-grown beef, you can order it from a Web site and receive it the next day. You benefit from new markets previously not available, and the Montana rancher benefits from new customers previously too expensive to reach.

Universal Standards: One of the primary reasons e-commerce has grown so quickly and has become so wide-spread is due to the universal standards upon which the technology is built. Businesses don’t have to build proprietary hardware, software, or networks in order to reach customers thereby keeping market entry costs to a minimum. Customers can use the universally accepted Internet tools to find new products and services quickly and easily thereby keeping search costs to a minimum. It truly is a win-win situation for both sides.
Richness: The richness of information available to customers, coupled with information that merchants are able to collect about them, is opening up new opportunities for both businesses and consumers. Consumers can access more information than was previously available and businesses collect more information than they were previously able to. Now, instead of trying to gather information about businesses or consumers from multiple sources, both parties can use the Internet to cobble together more information than ever. And do it much easier and faster than ever before. 
Interactivity: E-commerce originally presented simple, static Web sites to customers with limited possibilities of interactivity between the two. Now, most major retailers and even small shops, use a variety of ways to communicate back and forth with customers and create new relationships around the globe.
Information Density: While many people complain about having too much information pouring from the Internet, it provides information density like no other medium. Consumers enjoy price transparency allowing them to comparison shop quickly and easily. Cost transparency is another benefit consumers enjoy that they’ve never had available as readily as what they can find on the Internet. On the other hand merchants gather much more information about customers and use it for price discrimination. 
Personalization/Customization: The neighborhood merchant probably knows most customers by name and remembers their personal preferences. That same cozy relationship can now be extended to the Internet through a variety of personalization and customization technologies. Interactivity, richness, information density, and universal standards help make it possible. 
Social Technology: User Content Generation and Social Networking: Social networks are no longer limited to those people living in your immediate, physical neighborhood or even the same town or city. Your social network can now extend to all four corners of the world. Users are generating their own content like video, audio, graphics, and pictures. 
Key Concepts in E-Commerce: Digital Markets and Digital Goods in a Global Marketplace
Let’s say you’re getting ready to buy a new car. You’ve already checked out the prices and information on the various Web sites and have managed to get a pretty good deal because of the information you gathered. But now you need a loan and insurance for the new car. Your bank will give you a loan with a 7.5 percent interest rate. You think that’s a little high. You call your insurance agent and she tells you the going rate is $1,500 a year. You get a sinking feeling that the excellent discount you were able to wrangle on the car itself will be quickly eaten up by the insurance and loan fees. But wait. You check out the Web sites offering loans and find out you can get 5 percent. You then discover you can get insurance for only $1,200 a year. Even if you don’t use the Web sites to procure the loan or insurance, you can still take the information to your bank and insurance agent and perhaps get them to renegotiate. Because you were able to gather information from the Internet rather than physically traveling from bank to bank, or insurance company to insurance company, your search costs were much lower.

Because of the information you’ve gathered from the Web, the bank and insurance company no longer have the advantage of information asymmetry. That is, the bank and insurance company thought they had more information about the transaction than you did, therefore they had the upper-hand. But once you gained more information about the transaction than you previously had, you were able to get better rates. The demise of information asymmetry is a phenomenon that is occurring in many consumer and business transactions and is directly attributable to the Internet.

On the other hand, the Internet allows insurance companies and banks to quickly and easily adjust the information provided to you thus lowering their menu costs. They can just as easily engage in dynamic pricing based on information they gather from and about you. 
Disintermediation, removing the middleman, has allowed many companies to improve their profits while reducing prices. In our example, insurance companies are using disintermediation to remove the local agent from the transaction between itself and the customer. Airlines have steadily removed the travel agent from transactions with customers thereby reducing their costs. Other industries are following in their footsteps slowly but surely.

Figure 10-2 compares traditional distribution channels that include intermediaries with a more direct, Internet-based distribution channel that eliminates the middleman. You can see how the manufacturer is able to lower customer costs while increasing its profit margin. 
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Figure 10-2 The Benefits of Disintermediation to the Consumer

Digital Goods

If products can be digitized, they can be sold and distributed on the Internet. Music and books have been the forerunner. Now we’re seeing movies and television shows taking the same path. Digital goods are much cheaper to produce in the long run with little or no distribution costs compared to traditional channels. Digital goods marketspaces also provide relatively cheap and efficient channels for merchants who otherwise could not afford to reach customers on a global scale. Independent musicians and moviemakers are finding tremendous opportunities for reaching new audiences through the Internet that they couldn’t reach before. This is especially true on social networking sites and through viral marketing.
Advertising dollars are moving from traditional outlets to Internet-based outlets at alarming rates. That puts tremendous pressure on traditional mediums such as television channels and newspapers to get in on the paradigm shift. Businesses must now find new ways to chase the consumer instead of the consumer chasing the business. 

Table 10-4 shows how the Internet changes the costs of digital goods vs. traditional goods.
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Bottom Line: E-commerce firms now have more opportunities to reach customers, suppliers, and partners through Internet channels. The Internet has also given digital firms the opportunity to create new business models or reshape their current model by using one or more of the unique features of e-commerce: ubiquity, global reach, universal standards, richness, interactivity, information density, personalization/customization, and social technology.
10.2 E-commerce: Business and Technology

It’s been a fascinating time in our history to watch e-commerce blossom from the early days of a few Web sites offering a limited supply of goods to what we have now. The combination of good business sense and explosive technological advances promise an even more exciting future. 
Types of E-Commerce
E-commerce is divided into three major categories to make it easier to distinguish between the types of transactions that take place. 
· Business-to-consumer (B2C): Most visible

· Business-to-business (B2B): Greatest dollar amount of transactions

· Consumer-to-consumer (C2C): Greater geographic reach

As you know, there are many products and services offered through traditional Web sites. But as we continue to expand the reach of the Internet to wireless devices, businesses are figuring out how to offer more products and services through new channels dubbed mobile commerce or m-commerce. Not only can you purchase your airline ticket through a traditional Web site but you can instantly find out about flight delays or cancellations through your cell phone or hand-held computer as you travel to the airport. Using your hand-held computer you can purchase and download an electronic book to read while you wait for the airplane to take off. Retailers are continually finding ways to expand m-commerce and find new ways to attract customers.

“Pizza chain Papa John’s is cementing its position in the mobile commerce arena with a new Android application that lets pizza lovers order their favorite meals on the go. In addition to its new Android app, Papa John’s also has an iPhone application which it rolled out last year. The Papa John’s Android app is available for free download in Google’s Android Market. Via the Papa John’s Android app, consumers can browse the entire menu which consists of pizzas, sides, drinks, desserts and extras. Additionally, all of the online special offers and coupons are also available via the app. Consumers do not need an account to place their order—the app accepts orders with or without a PapaJohns.com account.”
(Papa John’s Continues M-Commerce Push with Android App, Mobile Commerce Daily, Rimma Kats, Dec. 30, 2011)
E-Commerce Business Models
Table 10.5 in the text shows some of the new business models the Internet has enabled digital firms to undertake. Many of these businesses simply would not be possible without the technologies offered by the Internet. So how do you create a viable business model on the Internet? Follow the path of one of these:
· Portal: Charge advertisers for ad placements, collect referral fees, or charge for premium services. These sites are much more than just simple search engines. They now include news headlines, calendars, digital downloads like music and books, shopping, and maps. 
· E-tailer: Provide a shopping channel 24/7 that’s convenient and easy to use. Your site could be rather small, offering a limited range of goods or it could be a huge conglomeration of goods. 
· Content provider: Offer a wide range of intellectual property content that users can purchase for use on digital devices like smartphones, iPods, or e-book readers. Your site can be a conduit for podcasting audio or video downloads. You can offer customers a streaming service that provides a way for them to enjoy music or videos without downloading the content to their computing device.
· Transaction broker: Process transactions for consumers, saving them time and money. 

· Market creator: Provide a platform that conveniently connects sellers and buyers. 

· Service provider: Offer services like photo sharing, data backup and storage, or Web 2.0 applications.

· Community provider: Create an environment in which people can communicate with one another, share common interests, upload videos and pictures, or buy and sell products. 
There are dozens of examples of each of these business models that you probably use all the time. Some of them overlap each other and that’s okay. The idea is that you have to create a site that gives people what they want, when they want it, and make it convenient and easy to use. The more difficult aspect of the business model you choose is how to generate revenue from it. 
Interactive Session: Organizations: Walmart, Amazon, and eBay: Who Will Dominate Internet Retailing? (see page 387 of the text) discusses three retail giants that are swiftly developing and improving their Internet retailing efforts in an effort to attract more customers and more revenue.
E-Commerce Revenue Models

You may have a really nice Web site that you’ve worked very hard to design and build. But if you’re in it as a business, some how you have to create a viable revenue model that allows you to make money from your endeavor and keep it going. Here are a couple ways you can do that:

· Advertising revenue: Charge advertisers the right to place ads on the site. It’s the most widely used method of generating revenue. You’ll be able to charge higher ad fees if you attract a large number of users or keep users on your site for any length of time. 
· Sales revenue: Sell products, information or services directly to users. You’ll need a viable, secure micropayment system that processes high volumes of very small monetary transactions. 
· Subscription revenue: Charge an ongoing fee for content or services like magazines and newspapers already do offline. You’ll need to provide content that users perceive as worth the cost and not readily available elsewhere.  
· Free/Freemium revenue: Provide basic content or services free but charge a premium for special features. The idea is to entice users to your site with freebies and then convert them to paying customers. Because so much content on the Web has been free for so many years, it’s difficult to get people to pay for what they think they should get without charge. 
· Transaction Fee revenue: charge a fee for enabling or executing a transaction. You don’t have to physically own the service or content. Rather, you act as the middleman. 
· Affiliate revenue: receive a referral fee or percentage of sales each time you steer customers to affiliated sites. 
Social Networking and the Wisdom of Crowds

People are very social beings so it’s not surprising to find they are using the Internet to fulfill their need to connect with other people socially and professionally. Social networking sites such as LinkedIn.com and Facebook.com let people make new friends, find new jobs, and exchange information easily and quickly with a larger circle of people than through any other medium. Other sites allow users to engage in social shopping—a twist on traditional trips to the mall with friends. While some of these sites pose a slight personal danger if misused, they fulfill the basic need people have to communicate with others.

Rather than looking at social networking sites from a personal point of view, let’s see how they present business opportunities and how companies are using them to improve their operations.

“The move to attract sales through social-networking sites comes as people are spending more time online and less time at the mall. E-commerce has been one of the biggest drivers of retail sales in recent quarters, with online sales rising 28% in the first quarter, compared with an increase of 4% for bricks-and-mortar stores, according to surveys by the National Retail Federation.
“Rather than simply bringing their existing Web experiences to Facebook, we believe retailers who provide deeply social shopping experiences will see the most success,” said a Facebook spokeswoman in an email. 
Facebook also makes it easy for customers to trumpet their purchases by sharing them with friends in their personal news feeds. Most customers are given the option to post purchases to their news feeds automatically. 
For retailers, selling on Facebook is also compelling as a market-research tool. Facebook offers retailers detailed information on customers, including “demographic information like age, sex, how popular people are and how much they share and ‘like,’ ” says Jason Taylor, vice president of platform strategy for Usablenet, which develops Facebook shopping tabs for retailers.” (Retailers Embrace Social Commerce, Wall Street Journal, Dana Mattioli, May 19, 2011)

Here are a few other ways businesses are using social networking sites like Facebook and MySpace:

· Interact with potential customers
· Listen to what customers are saying about their products

· Obtain feedback from customers

· Display video advertising (much more dynamic than printed ads)

· Create channels to market products

The Wisdom of Crowds

Businesses are also using the wisdom of crowds to help them make better decisions, create new ways to market and advertise their products, and to find out how customers really feel about products and services. Traditional methods of market research like focus groups or widespread, blanket advertising haven’t always been the most reliable, or the cheapest, way to get customer feedback. Tapping into the minds of millions of people on the Web can give a company much better information upon which they can act.

Crowdsourcing is another way businesses are using the wisdom of crowds concept on social networking sites. Present a problem or opportunity on the site and let people provide suggestions, advice, or feedback free of charge. Prediction markets also let businesses gain insight into what customers are really thinking. This concept lets people bet on specific outcomes of, let’s say, new marketing campaign or the next congressional election. 
E-Commerce Marketing
The business function that’s been most affected by e-commerce is advertising and marketing. The Internet has opened a whole new spectrum for identifying and communicating with millions of current and potential customers in a variety of ways that were simply not possible before. Table 10-6 provides a synopsis of the formats. And, it’s a whole lot cheaper online than it is offline. 

One of the best examples of the cost reduction invoked on the Internet is long tail marketing. Let’s say you had a line of Persian rugs that you purchased directly from the supplier at a significant cost savings. Rather than spend boatloads of money marketing the rugs to mass audiences, you can use the Internet to focus on a small group of people that may be interested in them. You save money, customers get what they want, and everyone wins.
It should come as no surprise that online businesses and merchants collect millions and millions of pieces of data about Internet users outlining exactly what they do and where they spend their time. E-commerce marketers use the data in the form of behavioral targeting. For example, you frequently read Golf Digest Online and peruse the sports pages of online newspapers looking for stories about golf tournaments. It stands to reason that you enjoy the game so why not have online marketers send you ads for golf vacations in North Carolina? Wouldn’t you rather receive those ads than ones about deep-sea diving expeditions? 
Behavioral targeting occurs on individual Web sites and also on the vast advertising networks that track your every move on the Web. Just some of the data collected are:

· The site from which you came

· Where you go when you leave the current site

· Each page you viewed on the current site

· How long you viewed each page

· Which images you may have clicked on

· Whether you purchased anything
· The operating system you use

· The browser you use

· Personal data you may have entered like email address, home address, and credit card data

Who said the Internet was anonymous?

Figure 10-3 shows you how e-commerce Web sites track visitors.
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Figure 10-3: Web Site Visitor Tracking

Businesses and e-commerce marketers use the data to:

· determine how well their Web sites are working

· create personalized Web pages suited to individual users (think Amazon.com’s “What others are reading that purchased this book”)

· improve customer experiences

· create additional value for each user

Often, the data are collected by advertising networks rather than individual Web sites. It’s cheaper, easier, and less time-consuming that way. Figure 10-5 shows you how advertising networks operate.
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Figure 10-5: How an Advertising Network Such as Doubleclick Works

Social E-Commerce and Social Network Marketing

A popular game with movie buffs, “Six Degrees of Kevin Bacon,” illustrates the value of a digital social graph the maps significant online social relationships. 
“Six Degrees of Kevin Bacon is a parlor game based on the ‘six degrees of separation’ concept, which posits that any two people on Earth are, on average, about six acquaintance links apart. That idea eventually morphed into this parlor game, wherein movie buffs challenge each other to find the shortest path between an arbitrary actor and veteran Hollywood character actor Kevin Bacon. It rests on the assumption that any individual involved in the Hollywood, California film industry can be linked through his or her film roles to Kevin Bacon within six steps. The game requires a group of players to try to connect any such individual to Kevin Bacon as quickly as possible and in as few links as possible. It can also be described as a trivia game based on the concept of the small world phenomenon. In 2007, Bacon started a charitable organization named SixDegrees.org.” (copied from Wikipedia.com, Dec 2012)

One of the most fascinating features of Facebook and other social networks is the ability to share with and link to friends of your friends and increase the number of people you come into contact with on Web sites. You can continually increase the Web of people you know through your social graph. Merchants and retailers want to tap into that social web as a way to market more goods and services. After all, if you like a product enough to purchase it, chances are you'll tell your friends about it. Through the social web, your friends will pass that information along to their friends, who will then share it with their other friends, and so on. 

Table 10-7 defines four features of social commerce that retailers are taking advantage of. What differentiates social commerce from simply searching for products on a search engines is the ability to provide and receive recommendations and evaluations about products and services rather than getting plain information.
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“Over the past decade, the Internet has made the world a smaller place. Now retailers the world wide hope social media will have the same shrinking effect, making them seem a little smaller to their customers. And more personable. And maybe even a little sassy. 

As thousands of U.S. and global retailers come together this week at the National Retail Federation conference in New York, one theme that keeps playing out is just how smart consumers have become. They are tech savvy, know what they want, and how to research it. 

Social media sites such as Facebook and Twitter provide forums for shoppers to share their knowledge with the friends and family. 

‘Consumers have so much information—sometimes more information than the clerk waiting on her," said Alison Paul, vice chairwoman and U.S. retail leader for researcher Deloitte Consulting.
‘Communication between consumers is viral and immediate,’ said Jill Puleri, worldwide retail industry leader for IBM Global Business Services. ‘They discuss your brands, products and services and boy, does everybody look at it. Some are good. Some are not so good. Millions of people around the world are reading them and being influenced by what they say.’” (Social Networking—A Retail Game-Changer, OregonLive.com, Laura Gunderson, Jan 10, 2011)
Interactive Session: People: Social Commerce Creates New Customer Relationships (see page 397 of the text) discusses how businesses are capitalizing on social media features to engage with customers and increase online retailing.
B2B E-Commerce: New Efficiencies and Relationships

Before the Internet, transactions between businesses were based on long-term relationships and geographic restrictions. It wasn’t practical or cost efficient to search out buyers or suppliers nationwide. That’s all changed thanks to new technologies made available through electronic data interchanges (EDI) and the Internet. EDI processes allow companies to connect their information systems to each other and make transactions flow seamlessly between the systems. It’s faster, cheaper, and less error-prone. 
The Internet is slowly replacing EDI as the preferred method of procurement between businesses. EDI systems usually required proprietary systems while the Internet provides an open standard, universally accepted method of exchanging data for processes such as procurement and B2C commerce.

It’s also cheaper and easier through online private industrial networks, also known as private exchanges for the buyer to find the cheapest prices and the seller to find new customers. Neither buyers nor sellers are restricted to doing business with just one or two partners in a particular geographic area.

Figure 10-7 shows the relationships between buyers and sellers in online exchanges. 
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Figure 10-7: A Private Industrial Network

Businesses and both buyers and sellers are enjoying tremendous cost savings by using net marketplaces or e-hubs. B2B e-commerce is reducing the buyers’ costs by allowing them to shop around for the lowest prices. B2B e-commerce reduces sellers’ costs by allowing them to automate purchasing transactions and reach a greater number of potential buyers of direct goods used in production processes and indirect goods like office supplies. 

The types of net marketplaces available for B2B e-commerce are divided between vertical markets that serve specific industries and horizontal markets that provide good and services for various functions across all industries. Some sell direct goods used in a production process. Other goods not directly involved in the production process are labeled indirect goods. 
Exchanges allow businesses to offer a broader range of services to other businesses. Staples, the office supply store, was restricted to offering in-store purchases of paper, pencils, and other supplies to other, mostly local, businesses. The buyer had to physically go to the store and wander through the aisles. Price comparison was limited to guessing whether Staples had the lowest price. Staples now offers an online exchange from which other businesses can not only order office supplies but also use business services such as payroll pricing, human resources management, legal and insurance services, and many others that weren’t profitable or possible in the past. Staples.com is able to provide these online services by partnering with others to create new efficiencies and relationships through the Internet.

While the burst in the dot-com bubble has caused some companies to slow their e-commerce efforts, hardly any of them are totally abandoning Internet integration altogether. The benefit from the dot-com fiasco is that companies are planning their e-commerce efforts better and making their systems more stable and secure.

Bottom Line: The three categories of e-commerce, B2C, B2B, and C2C, offer businesses endless possibilities for expanding their products and services. Customers have far more opportunities through customer-centered retailing and interactive marketing and personalization to gather information and make more economical and convenient purchases. 
10.3 The Mobile Digital Platform and Mobile E-Commerce

Cell phones aren’t just for making phone calls anymore. Now they take photographs, send text messages, used as tracking devices, and for purchasing goods and services. What was once a very simple device has now turned in to a personal, portable computing device that’s changing the very nature of commerce worldwide.

Location-Based Services and Applications 
M-commerce extends the ubiquitous Internet and computing to new heights. No longer does a business have to wait for customers to find it. It can go out and find new customers quickly and easily. As you wander through downtown shops or the mall, a business will know you’re near and send a message to your mobile computing device detailing lunch specials. While many of the services are currently not available in the United States, foreign countries are embracing the technology to provide the following benefits:

Location-based services is perhaps one of the most interesting growth areas in m-commerce. There are several leaders in this technology, namely Foursquare, Gowalla, and Loopt. Users track their friends’ locations using geosocial services and earn points and badges for responding to special deals from businesses they “check-in” with through geoadvertising services. Businesses offer customers the special deals in an effort to boost sales from immediate promotions. Geoinformation services provide mobile users instant, on-the-spot updates on housing prices if they’re shopping for a new home, museum pieces if they’re in the Louvre Museum, or special sites along a hiking trail.
“Services including Gowalla, Loopt, and Where are being embraced by mobile-device owners to shop, communicate, socialize and play games. Their total number of members runs in the millions. Meantime, Google has aggressively pushed its mobile social network, Latitude, and Facebook is expected to unveil location features this year. 

Such services are part of a rising wave in mobile advertising, which is expected to soar in the U.S. to $3.1 billion in 2013 from $320 million in 2009, according to market researcher BIA/Kelsey. Analysts say the appeal of location-based services goes far beyond game-playing and seeing where your friends are. ‘Location is such an important tool for local merchants and marketers to more deeply connect with customers,’ says Michael Boland, an analyst at BIA/Kelsey.” (Location-based services like Foursquare lure users, money, Swartz, Jon, USAToday.com, July 6, 2010)
Other Mobile Commerce Services

The growing popularity of m-commerce is causing businesses to develop new services and applications that extend the reach to customers. 
“What if you could send money to that friend who loaned you $20 last week by using your mobile phone rather than having to go through the trouble of trekking to the ATM or mailing a check? All you’d need would be your buddy’s e-mail address or cell number—and presto. 

Folks in Japan and Europe can already do that. Soon Americans will, too. Studies show that U.S. consumers, particularly the younger set, have embraced the convenience of online shopping and e-banking and are now ready to move to the next frontier: person-to-person mobile payments. A recent poll by Mercatus, a financial consulting firm, showed that the proportion of people ages 26 to 34 who had used a cell phone to buy goods or pay for a product or service had doubled, to 14%, in the past year. ‘We are at the tipping point,’ says Mercatus managing partner Robert Hedges. 

That’s why a host of banks and financial companies are gearing up to add person-to-person payments to their existing mobile and online banking platforms.

What about security, you ask? ‘Banking on the mobile phone is relatively safe,’ says Robert Vamosi, an analyst on security, risk, and fraud at Javelin Strategy & Research. In fact, says Vamosi, mobile banking is currently more secure than online banking because cellular networks are tough to hack into.” (Buddy, Can You E-Mail Me 100 Bucks?, Feldman, Amy, BusinessWeek, Nov 23, 2009)

Bottom Line: While mobile commerce is still in its infancy in the United States, other countries are embracing the products and services available through the technology. The challenges of expanding m-commerce in America are being addressed collectively by businesses, industries, and customers.
10.4 Building an E-Commerce Presence
All of us have probably used dozens of Web sites through time, ranging from portals to e-tailers to content providers. Some of them are easy to use and others are a nightmare. Have you ever thought about what goes into making a successful e-commerce Web site? There’s a lot more to it than just pounding the keyboard. First you must have a very clear understanding of your business objectives and then you must choose the appropriate technology that will help you achieve those objectives. 
Pieces of the Site-Building Puzzle

All too often businesses just jump in and start designing a Web site without understanding all the decisions they must make throughout the journey. They pick the background color, the photos or graphics they want on the home page, and maybe they think about an online payment system they might need. Wrong! All wrong! 

Don’t start pounding the keyboard just yet. Your first step must be to think the whole process through and understand all the decisions you need to make about the site. If your business is large enough, develop a team of people from around the organization who can make key decisions about the technology you’ll need, the site design, and policies you’ll apply to guide users. What kind of hardware will you need? Will you need to purchase Web design software to help the team? If so, what kind will work best for meeting your objectives? Do you have the necessary telecommunications infrastructure to meet the demands of your customers, employees, and other users? Will you build the entire site in-house, including payment systems, or will you outsource some or all of the work? Will you host the site on your company’s servers—with all the security implications that go along with that—or will you outsource it? Who will be responsible for maintaining, updating, and monitoring the site? Once you identify all these decisions, you develop a plan that helps act as a roadmap for the team and the business to follow through the rest of the process.

See? There’s a lot of work that needs to be done before you ever hit a single key on the keyboard.

Business Objectives, System Functionality, and Information Requirements 
When planning, designing, and building your site, you should never lose sight of the fact that business decisions must drive the technology you use, not the other way around. All the fancy bells and whistles you put on your site don’t mean a thing if people can’t use the site or don’t feel comfortable with it. 

The plan you develop for your e-commerce Web site should have three key areas:

· Business objectives: Capabilities the site should have.
· System functionalities: System capabilities to achieve the business objectives.
· Information requirements: What the system must produce in order to achieve the business objectives.
Table 10-8 gives you an idea of some of these three key areas used in typical e-commerce Web sites.
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Table 10-8: Building the Web Site: In-House Versus Outsourcing

Okay, now you can start pounding the keyboard—if you have the right people, technology, capabilities, and most importantly, money—to do it yourself. Otherwise, you should consider outsourcing part or all of the process. But, how do you decide? Figure 10-10 shows you the options you have between in-house operations and outsourcing some or all of your e-commerce Web site activities.
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Figure 10-10: Choices in Building and Hosting Web Sites

The Building Decision

If you decide to build the site in-house, you have a couple options. You can use pre-built templates offered on numerous e-commerce sites like Yahoo! or Amazon. Use these if your people aren’t very knowledgeable about computer software. It’s the least costly and simplest method to use. However, you won’t have much latitude with the design layout.
You can purchase Web site building software. These packages are pretty sophisticated and have a fairly substantial learning curve. Some of the software is fairly inexpensive but others are quite costly. You’ll need people in your organization that are computer-savvy and have a lot of time to build and maintain the site. Development costs are high because you’ll have to work with complex features like shopping carts, online payment systems, and order processing and fulfillment. It may take more time and money to pursue this method but you’ll have more latitude with the site design. 

You may end up deciding to go with an outside firm that can work with your team to design, build, and maintain a site that has the features you want and need to fulfill your business objectives. This choice can save you time and money in the long run because you won’t have to re-invent the wheel by training your people to do what the outsourcers have already done for many other companies. It may seem more expensive on the surface but by the time you get done, it could be much cheaper.
The Hosting Decision

Now that you have the site built, what are you going to do with it? Are you going to host (store) your e-commerce activities on your own servers, making sure you keep the site up and running 24/7? Do you have the technical staff available in-house with the necessary skills to upgrade hardware and software, and keep your Web site secure from hackers? What happens if you get a sudden surge of users all wanting to access the site at the same time? Will you have enough telecommunication infrastructure to handle that or will the site get bogged down and become inaccessible? 
If all that sounds like too much for your company to handle, you should consider a co-location agreement that many e-commerce businesses choose. You build the site and then lease Web server space from a third-party company that specializes in maintaining the server hardware and telecommunication infrastructure. You still have complete control over the site but you don’t have to worry about all the other issues. The vendor is responsible for keeping the site up and running 24/7 and maintaining security of the hardware. If you have a surge in users, you can arrange for extra capacity with the vendor on an ad-hoc basis. Your total cost of ownership may be much less with this kind of arrangement.

Web Site Budgets

As with most major undertakings, you need to make sure you have the right amount of money available to complete your Web site project in such a way that it fulfills your business objectives with the necessary system functionality and meets your information requirements. Most of the time, it will cost more than you originally guess. Adequately planning your e-commerce activities and making the right decisions before you jump headlong into the project will save you time, headaches, and money. 

Bottom Line: Developing a successful e-commerce site requires managers to develop a clear understanding of their business objects and choose the right technology to achieve those objectives. Decisions need to be made about the site design and social and information policies. Managers must decide whether some or all of the building and hosting will take place in-house or be outsourced. Most of all, the company must adequately budget for all the necessary components of an e-commerce site.
Discussion Questions:
1. Discuss how the features of ubiquity, universal standards and information richness make e-commerce different from traditional retailing efforts.

2. Describe how the Internet changes information asymmetry in favor of consumers versus sellers. 

3. Discuss how businesses can use the “wisdom of crowds” to improve their products or services.
4. Describe m-commerce services and applications that either you have already used or would like to have available.

5. Discuss the challenges managers face when building a successful e-commerce Web site.
Answers to Discussion Questions:
1. Ubiquity refers to the constant availability of e-commerce 24/7, 365 days a year anywhere a computing device is available. Traditional retailing efforts are limited in hours and to a specific geographical location. E-commerce is conducted using open, standard, and universally accepted technologies, making it easy to learn and use for both sellers and buyers. Information richness refers to the complexity and content on a Web site. E-commerce enjoys information richness not available in traditional markets.

2. The Internet shrinks information asymmetry and tips the balance of scale in favor of consumers. Access to information about products and services is faster and easier to obtain, especially regarding pricing which favors consumers. Sellers can no longer restrict access to basic pricing information. Consumers can compare sellers and obtain lower prices through e-commerce.
3. Businesses use the wisdom of crowds to help them make better decisions, create new ways to market and advertise their products, and to find out how customers really feel about products and services. Tapping into the minds of millions of people on the Web can give a company much better information upon which they can act. Crowdsourcing is another way businesses are using the wisdom of crowds concept on social networking sites. Present a problem or opportunity on the site and let people provide suggestions, advice, or feedback free of charge. Prediction markets also let businesses gain insight into what customers are really thinking. This concept lets people bet on specific outcomes of, let’s say, new marketing campaign or the next congressional election.
4. Answers rely on the particular m-commerce service available or desired. Students should reference these services: location-based services, banking and financial services, wireless advertising, games and entertainment, mobile shopping, social networking-based activities.
5. The two most important challenges are understanding the organization’s business objectives and choosing the right technology to achieve those objectives. Managers must understand all the decisions they need to make. Managers must form a team of people that possess the skill sets needed to build and manage a successful site. Hardware, software, and telecommunications infrastructure must be adequate to support the site. Customer demands must drive the technology choices. Managers must decide on the site’s design. The team and managers must develop a plan that will outline all these decisions. Managers must decide whether the site will be built and hosted in-house or outsourced. Finally, adequate money must be set aside to meet all the expenses of developing a successful e-commerce Web site.
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