
E-COMMERCE

Topic Objective:

At the end of this topic student would be able to understand:

 Information Asymmetry

 Unique Features of E-Commerce Technology

 Three Benefits of Universal Standards

 Online and traditional transactions in terms of richness

 Business Consequences That Can Result From the Growth in Information Density

 Major Limitations on the Growth of E-Commerce

 Factors that will contribute to greater internet penetration in U.S. Households

 E-commerce I era

 Major differences between E-commerce I and II

 Multi-Discliplinary Approach

Definition/Overview:

E-commerce: E-commerce in the popular sense can be defined as the use of the Internet and

the Web to conduct business transactions. A more technical definition is that e-commerce

involves digitally enabled commercial transactions between and among organizations and

individuals. E-commerce differs from e-business in that no commercialtransaction (an

exchange of value across organizational or individual boundaries) takes place in e-business.

E-business is the digital enablement of transactions and processes within a firm and therefore

does not include any exchange in value. Ecommerce and e-business intersect at the business

firm boundary, at the point where internal business systems link up with suppliers, for

instance; e-business turns into ecommerce when an exchange of value occurs across firm

boundaries.

Marketspace: A marketspace is a marketplace that is extended beyond traditional boundaries

because it is removed from the restrictions of geography and time. The ubiquity of

ecommerce technologies liberates the market from these limitations.
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Key Points:

1. Information Asymmetry

Information asymmetry refers to any disparity in relevant market information among the

parties in a transaction. It generally refers to information about prices, costs, and fees that is

hidden from consumers.

2. Unique Features of E-Commerce Technology

The unique features of e-commerce technology include:

 Ubiquity: It is available just about everywhere and at all times.

 Global reach: The potential market size is roughly equal to the size of the online population

of the world.

 Universal standards: The technical standards of the Internet and therefore of conducting e-

commerce are shared by all of the nations in the world.

 Richness: Information that is complex and content rich can be delivered without sacrificing

reach.

 Interactivity: E-commerce technologies allow two-way communication between the

merchant and the consumer to take place.

 Information density: The total amount and quality of information available to all market

participants is vastly increased and is cheaper to deliver.

 Personalization/Customization: E-commerce technologies enable merchants to target their

marketing messages to a persons name, interests and past purchases and to change the

product or service to suit the purchasing behavior and preferences of the consumer.

3. Three Benefits of Universal Standards

 The benefits of universal standards are:

 Reduced search costs for consumers

 Price discovery becomes simpler, faster, and more accurate

 Lower market entry costs for merchants
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4. Online and traditional transactions in terms of richness

Traditional transactions can provide more richness in terms of face-to-face service including

visual and aural cues. However, traditional transactions are limited in terms of how many

people can be reached at a single time. Online transactions, which can be global in reach, can

provide content that is both complex and rich, overcoming the traditional trade-off between

reach and richness.

5. Business Consequences That Can Result From the Growth in Information Density

The growth in information density results in:

 Greater price transparency: Consumers can easily find out the variety of prices in a

market.

 Greater cost transparency: Consumers can discover the actual costs merchants pay for

products.

 Greater opportunities for marketers to practice price discrimination: Since marketers

are able to gather much more information about their customers, they can segment the market

into groups willing to pay different prices for the same or nearly the same goods.

6. Major Limitations on the Growth of E-Commerce

One major limitation to the growth of e-commerce is the price of PCs. Another limitation is

the need for many people to learn a complicated operating system, at least in comparison to

other technologies such as the television or the telephone. People must also learn a set of

sophisticated skills to make effective use of the Internet and e- ommerce capabilities. Another

limitation is the unlikelihood that the digital shopping experience will ever replace the social

and cultural experience that many seek from the traditional shopping environment. Finally,

persistent global income inequality will exclude most of the worlds population, who do not

and probably will not in the foreseeable future, have access to telephones or PCs. Social and

cultural limitations are likely to the tougher to overcome than technological limitations.

7. Factors that will contribute to greater internet penetration in U.S. Households

Factors that will contribute to greater Internet penetration into U.S. households in the next

decade include (answer should include at least 3 of these 4):
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 The price of an entry-level PC is expected to fall to $200 by 2007.

 Enhanced capabilities such as integration with television and access to film libraries on a pay-

per-view basis will draw in more consumers.

 The PC operating system is likely to evolve into a simpler platform with simpler choice

panels.

 Increased use of wireless Web technology. By 2007 wireless Web appliances are expected to

be used by 25 million people in the U.S.

8. E-commerce I era

The E-commerce I era can be considered a success because of the technological success that

occurred as Web enabled transactions grew from a few thousand to billions. The digital

infrastructure proved to be a solid foundation on which to build a viable marketing channel.

However, from a business perspective, E-commerce I was only a mixed success with just a

tiny percentage of dot.com companies surviving, but B2C revenue growth continuing at a rate

of 45% to 55% per year. It can also be considered a success in that the transfer of information

has been a huge success as consumers learned to use the Web to procure information about

products they wanted to purchase (Internet influenced commerce).

9. Major differences between E-commerce I and II

The major differences between E-commerce I and E-commerce II are:

 E-commerce I was primarily technology driven whereas E-commerce II will be business

driven.

 In E-commerce I, firms placed an emphasis on revenue growth (quickly achieving high

market visibility/market share) whereas in E-commerce II the emphasis will now be on

building profitable firms. Prices will rise to cover the real costs of doing business.

 Startups in E-commerce I were financed by venture capitalists and firms in E-commerce II

will be financed by traditional methods.

 E-commerce I was for the most part ungoverned with legal issues and challenges in their

infancy. E-commerce II will see a rise in the numbers of regulations and the amount of

control governments worldwide will find it necessary to impose in order to ensure that

positive social benefits result.
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 E-commerce I was characterized by the young entrepreneurial spirit whereas E-commerce II

will be dominated by the old retail giants.

 E-commerce I was characterized by an emphasis on deconstructing traditional distribution

channels and disintermediating existing channels and in E-commerce II intermediaries will be

strengthened.

 E-commerce I saw an infusion of pure online businesses who thought they could achieve

unassailable first mover advantages, but in E-commerce II successful firms will use a mixed

clicks and bricks strategy, combining traditional sales channels such as physical stores and

printed catalogs with online efforts.

 E-commerce I was dominated by the first movers, but E-commerce II is already dominated

by the well-endowed and experienced Fortune 500 and other traditional firms. Perfect

markets (which were never entirely realized) in which direct market relationships with

consumers, the decline of intermediaries, and lower transaction costs resulted in intense

competition and the elimination of brands are being replaced by imperfect markets

characterized by a strengthening of brand name importance, increasing information

asymmetries and price discrimination, and network effects.

10. Multi-Discliplinary Approach

A multi-disciplinary approach is necessary in order to understand e-commerce because no

single academic discipline covers all facets of the e-commerce phenomenon. E-commerce is

primarily a technologically driven occurrence, including information technologies developed

over the past 50 years with the Internet and the Web at the core. However, beyond the

infrastructure, are the business purposes that drive the phenomenon: the changing business

models and strategies that will transform old companies and spawn new ones. To understand

e-commerce one must understand some basic business concepts such as industry structures,

business models, firm and industry value chains, and consumer behavior, as well as

comprehend the nature of electronic markets and information goods. Finally, the impact on

society must be considered. Global e-commerce can have consequences for individuals

concerning their intellectual property and privacy rights. Public policy issues such as equal

access, equity, content control, and taxation will increasingly need to be addressed in E-

commerce II.
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Topic : E-Commerce Business Models And Concepts

Topic Objective:

At the end of this topic student would be able to understand:

 Eight Key Components of an Effective Business Model

 Primary Revenue Models Used By E-Commerce Firms

 Targeting a Market Niche

 Ways That a Company Can Obtain a Competitive Advantage

 Elements of Freshdirects Business Model

 Reverse Auction

 Key Success Factors for B2B Hubs

 Application Service Provider

 Unique Features of E-Commerce Technology

 Major players in an industry value chain

Definition/Overview:

Business Model: A business model is a set of planned activities (business processes) that are

designed to result in a profit in the marketplace. A business plan on the other hand is a

document that outlines the details of the business model.

Key Points:

1. Eight Key Components of an Effective Business Model

The eight key components of an effective business model are: the value proposition, the

revenue model, the market opportunity for the firm (what is the marketspace and how big is

it), the competitive environment for the firm (who are the competitors in the marketspace),

the competitive advantage the firm brings to the marketspace(what unique qualities set the

firm apart from others in the marketspace), the market strategy the firm will use to promote

its products and services, the organizational development of the firm that will enable it to
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carry out its business plan, and the capabilities of the management team to guide the firm in

its endeavors.

2. Primary Revenue Models Used By E-Commerce Firms

The five primary revenue models used by e-commerce firms are the advertising revenue

model, the subscription revenue model, the transaction fee revenue model, the sale revenue

model, and the affiliate revenue model. The advertising model derives its profit by displaying

paid advertisements on its Web site. The goal is to convince advertisers of the ability of the

site to attract a sizeable viewership, or a viewership that meets a marketing niche sought by

the advertiser. The subscription model offers its users content or services for a subscription

fee for access to some or all of its offerings. The transaction fee model derives its profit by

enabling or executing transaction. Transaction fees are paid to e-bay.com when a seller is

successful in auctioning off a product and e-trade .com receives a transaction fee when it

executes a stock transaction for a customer. In the sales revenue model, companies draw

profits directly from the sale of goods, information, or service to consumers. In the affiliate

model, sites receive referral fees or a percentage of the revenue from any sales that result

from steering business to the affiliate.

3. Targeting a Market Niche

Targeting a market niche is generally a smarter strategy for a community provider than

targeting a large market segment because targeting large market segments will only pit a

company against bigger and better established competitors. Small sub-segments of larger

markets have a greater potential for growth without the intense competitive pressure.

Communities which place a strong emphasis on the advertising revenue model will find

marketers more interested in placing ads on a site that targets a specific niche.

4. Ways That a Company Can Obtain a Competitive Advantage

Some specific ways a company can obtain a competitive advantage are by developing a

global market while its competitors only have a national or regional market, by obtaining

favorable terms from shippers, suppliers, or labor sources that its competitors do not have, by

developing a more experienced, knowledgeable, and loyal employee base than its

competitors, by obtaining a patent on a product that its competitors will not be able to imitate,
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by having an inside track to investors willing to put up capital, by establishing a powerful

brand name or a popular image that it will be difficult for competitors to duplicate, and by

any type of asymmetry that will give it more resources than its competitors in some area such

as financial backing, knowledge, information, and/or power.

5. Elements of Freshdirects Business Model

FreshDirect's vertically integrated approach (in which it does its own food preparation) is

really quite different from other players such as Safeway. It is unclear if FreshDirect's model

can scale up to serve all of New York City, or other cities. It is unclear if the FreshDirect

model, which focuses on perishables, can also work well with frozen foods, prepared dinner

dishes, and more processed foods such as cereals where margins are quite low. FreshDirect

even owns its own fleet of trucks. It is unclear if any business can be the most efficient player

in all these businesses.

6. Reverse Auction

A reverse auction is one in which a consumer offers to pay a certain price for a product or

service and the bid is either accepted or not. The premier example of this type of business is

Priceline.com in which the consumer makes an offer for airline tickets, hotel rooms, car

rentals, and other travel accommodations.

7. Key Success Factors for B2B Hubs

The key factor to success for B2B hubs is size the size of the industry and the number of

registered users. If the industry the marketplace exchange seeks to serve is not large enough,

the site will most likely not survive. The site must also be able to reach a critical mass by

attracting both a large number of sellers and a large number of buyers, or customers will go

elsewhere, A B2B hub is a digital electronic marketplace where suppliers and commercial

purchasers can converge to conduct transactions. Most portals operate in the B2C sector

rather than the B2B sector, and their main business objective is to be a destination site for

consumers. Although some portals provide a shopping component, that is not their main

business objective.
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8. Application Service Provider

An application service provider (ASP) is a company that sells access to Internet based

software applications to other companies. They charge transaction fees based on the number

of workstations running the application, or annual licensing fees to companies for the right to

use the software program. They offer their customers the advantage of providing a best of

breed application that many firms will need but which would be expensive for them to buy

and install and even more so for them to build themselves.

9. Unique Features of E-Commerce Technology

The unique features of e-commerce technology have changed industry structure first of all,

because the ubiquity of e-commerce has created new marketing channels and expanded the

size of the overall market. The global reach of e-commerce has changed industry structure by

lowering barriers to entry, but at the same time expanding the market. The costs of industry

and firm operations have decreased, enabling global competition. The universal standards of

e-commerce have also lowered barriers to entry and intensified competition, but firms face

less steep costs for computing and communication enabling broad-scope business strategies.

The richness of e-commerce reduces the strength of distribution channels, decreases firms

reliance on traditional sales forces, and helps them to develop better post-sales support

strategies. Firms can use the interactive properties of e-commerce to develop differentiation

strategies and customization techniques to reduce the threat from substitutes. Interactivity and

personalization and customization techniques also decrease firms reliance on traditional sales

forces, helping them to reduce operational costs. Furthermore, because they can use

personalization and customization techniques, some firms are successful in differentiating

themselves from the competition thereby raising the barriers to entry for potential

competitors. The information density of e-commerce weakens powerful sales channels,

shifting some bargaining power to consumers, but also lowers the operational costs for firms

associated with obtaining, processing, and distributing information about suppliers and

consumers.

10. Major players in an industry value chain

The major players in an industry value chain are the suppliers, the manufacturers, the

distributors, the transporters, the retailers and the customers. E-commerce technology has
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helped manufacturers to reduce the costs they pay for goods through the use of Webbased

B2B exchanges. Some manufacturers have also developed direct relationships with their

customers online thereby eliminating the distributors and the retailers from the value chain.

Distributors can develop highly efficient inventory management systems to reduce their costs,

and retailers can develop highly efficient customer relationship management systems to

strengthen their services to customers. Customers can use the Web to search for the best

quality, delivery, and prices, thereby lowering their overall transaction costs and reducing the

final price they pay for goods.

Topic : The Internet And World Wide Web: E-Commerce Infrastructure

Topic Objective:

At the end of this topic student would be able to understand:

 Latency and Internet Functioning

 Packet Switching

 TCP/IP protocol relation to information transfer on the Internet

 Technological Innovation and Client/Server Computing

 Internet overload

 Types of Companies Form the Internet Backbone

 Campus Area Network

 Intranets, Extranets and the Internet as a Whole

 Limitations of Todays Internet

 New Services for the Next Generation of the Internet

Definition/Overview:

Building Blocks of the Internet:The three basic building blocks of the Internet are packet

switching, the Transmission Control Protocol/Internet Protocol (TCP/IP) communications

protocol, and client/server computing. Packet switching is a method of splitting messages up

into parcels, routing them along available communications paths, and reassembling them at
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the destination point. The TCP protocol is the set of rules that specifies how these messages

should be formatted, ordered, compressed, and error-checked. The IP protocol provides the

addressing scheme for the Internet. Client/server computing refers to networks of powerful

client computers that are connected to one or more server computers. The clients are

powerful enough to display, process, and store very large files including graphics and sound

files. The servers are dedicated to common functions that all of the clients need such as file

storage, and they also house many software applications and utility programs that the clients

frequently use.

Key Points:

1. Latency and Internet Functioning

Latency means delays in messages caused by the uneven flow of the information packets

through the network. It interferes with the functioning of the Internet today because with

streaming video or synchronous communication transmissions there are noticeable gaps

causing the video or voice to arrive looking or sounding jerky. Higher bandwidths and a

higher of quality of service is needed in order for the Internet to keep progressing towards the

day when movie clips or full length movies can be accessed by consumers, or when such

events as video teleconferencing or synchronous face-to-face distance education can take

place.

2. Packet Switching

In packet-switched networks, messages are broken up into packets and a digital code with the

source address is attached to each packet. Sequencing and error-control instructions are also

added. Instead of being sent directly to their destination, the packets travel between router

computers that interconnect the thousands of networks that make up the Internet. The routers

use programs called routing algorithms to ensure that each packet takes the best available

communication path towards its destination. If some lines are disabled or busy, the packets

can be sent along any available line. At the destination point, the packets are reassembled and

delivered. This method enables nearly full use of all of the available communication lines and

capacity.
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3. TCP/IP protocol relation to information transfer on the Internet

The TCP/IP protocol is related to information transfer on the Internet because it determines

how messages are formatted, compressed and error-checked and how they are addressed so

that they reach the correct destination in the correct order and format. TCP protocol also

establishes the connections between sending and receiving computers and controls how

devices on the network will signal that they have stopped sending and/or receiving messages.

It handles the assembly of the packets at the transmission point, the reassembly of the

message at the destination point, and sometimes also stipulates the transmission speed. The

IP protocol is used for addressing. Each computer connected to the Internet has an IP address

assigned to it, which indicates the network address and the specific computer within a

network. TCP packets could not be sent or received without an IP address.

4. Technological Innovation and Client/Server Computing

The technological innovation that made client/server computing possible is the personal

computer. Without the invention of the personal computer and local area networks, we would

not have the Internet and the Web. In client/server computing, capacity can be constantly

expanded by adding servers and clients to the network. A client/server network is much less

vulnerable than the centralized computing architecture that preceded it because if one server

malfunctions, backup servers can take over, and if a client is down, the rest of the system

continues to operate without a hitch. The processing load can be balanced over many

powerful smaller machines rather than being concentrated in a single huge mainframe

computer and both the software and the hardware can be more economically built.

5. Internet overload

The Internet isnt overloaded and will never be at capacity because client/server computing is

highly extensible. Capacity can be continually expanded by adding client computers and

server computers to the network. In this way, the population of Internet users can continue to

grow indefinitely. It is also not overloaded because the Internet architecture is built in layers

so that each layer can change without disturbing developments in other layers.
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6. Types of Companies Form the Internet Backbone

The Internet backbone is formed by the Network Service Providers (NSPs), which own and

control the major networks. They are for-profit companies. Some of the major U.S. Internet

backbone owners include AT&T, Cable & Wireless, Genuity, MCI, and Sprint. The

backbones in foreign countries are usually operated by a mixture of government owned and

for-profit companies.

7. Campus Area Network

A campus area network is usually a local area network that operates within a single

organization. These organizations are sufficiently large that they lease access to the Web

directly from the regional and national carriers. There are an estimated one million campus

area networks attached to the Internet worldwide, which connect to the Web at speeds

between ten and one hundred Mbps. They are generally used by large organizations such as

universities or large corporations, which in fact often have hundreds of these local area

networks.

8. Intranets, Extranets and the Internet as a Whole

An intranet is a TCP/IP network located within a single organization whose function it is to

provide the communications and information processing needs for the organization. An

extranet, on the other hand, is formed when organizations allow outsiders to access their

internal TCP/IP network. For example, a company may permit suppliers to gain access to

their intranet in order to view information such as production schedules or inventory

allotments so that the suppliers will know when the company will need to restock. It is the

exact same technologies that enable the operation of the Internet which also allow private or

governmental organizations to operate their own internal networks and to create extranets to

allow for the exchange of information across organizational boundaries. All of the protocols

that are used on the Internet are also used on private intranets and extranets, and all

applications available on the Internet are compatible with intranets and extranets.

9. Limitations of Todays Internet

The four major limitations of todays Internet are bandwidth, quality of service, network

architecture, and language development. There is insufficient bandwidth capacity throughout
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the backbone, the metropolitan switching centers, and most importantly to the houses and

small businesses at the end of the information pipeline. Due to insufficient bandwidth and the

circuitous nature of packet switching, video and voice traffic suffers from latency, which

causes these types of messages to arrive with noticeable delays and a jerky quality. Because

todays Internet uses best efforts quality of service, each packet is provided with the same

level of service. This means that all packets traveling through the communications system are

treated the same no matter who is sending them or what type of message they are. Network

architecture restrictions also limit the performance of the Internet. A thousand requests for the

same file result in a server having to download the file one thousand times rather than being

able to transmit it once to all one thousand computers at the same time. This slows down

network performance. Finally, HTML, the language for displaying Web pages, has proven to

be insufficient for displaying rich documents such as database files, business documents and

graphics.

10. New Services for the Next Generation of the Internet

New services that will be available through the next generation of the Internet include:

 Internet telephony: IP telephony is a general term for technologies that use Voice Over

Internet Protocol (VOIP) and the Internet to send voice, fax, and other forms of audio

communication over the Internet. The major advantage is that long distance charges are

avoided, but packet-switching has often resulted in poor voice quality. In Internet II, with

new high bandwidth connections, these quality problems will diminish and the use of VOIP

will increase significantly.

 Digital Libraries: As bandwidth capabilities increase, the distribution of software

applications by Application Service Providers (ASPs) will also increase. Libraries of software

applications will become commonplace as businesses and individuals decide to rent software

for a subscription fee instead of buying it.

 Distributed Storage: ASPs can both process and store data, distributing it to many servers

instead of warehousing it on just one server. Pieces of data can now be extracted from various

sources, analyzed, and the results reported in a manner determined by the user. This process

used to be difficult for computers but is becoming commonplace today.

 Distance Learning: In Internet II many limitations of distance learning to date will be

overcome as increased bandwidth makes two-way real time communications between

students and instructors possible. ASPs can develop software that will merge and synchronize

www.bsscommunitycollege.in   www.bssnewgeneration.in  www.bsslifeskillscollege.in

14
www.onlineeducation.bharatsevaksamaj.net        www.bssskillmission.in

WWW.BSSVE.IN



audio, video, and voice and distribute it to schools thereby reducing the data load on the

college or universitys computing system.

 Digital Video: Future digital video networks will be able to deliver better than broadcast

quality video over the Internet. Sales presentations and demonstrations will be presented

using interactive video and companies will be able to develop interactive customer support

services. News services and other media outlets on the Web will likely also be radically

transformed by digital video applications

 Video Conferencing: Few companies or universities have made use of videoconferencing to

date because the cost of the equipment and the rental fees were prohibitive, but Internet II

will reduce the costs and increase the quality making it a cost effective and efficient way for

disparate workers to hold long distance meetings.

 Tele-immersion: This merger of virtual reality and videoconferencing allows participants to

see each other and collaborate on visual projects. Researchers believe that high-speed

connectivity and collaborative design techniques will allow customers and vendors to work

together to develop new products online, dramatically reducing the time it takes to develop

new products.

 M-commerce applications: In Internet II a wireless device will have the combined

capabilities for voice, data, images, audio, and video, allowing the development of many

sophisticated mobile commerce applications.

In Section 2 of this course you will cover these topics:
Building An E-Commerce Web Site

Security And Encryption

E-Commerce Payment Systems

www.bsscommunitycollege.in   www.bssnewgeneration.in  www.bsslifeskillscollege.in

15
www.onlineeducation.bharatsevaksamaj.net        www.bssskillmission.in

WWW.BSSVE.IN



Topic : Building An E-Commerce Web Site

Topic Objective:

At the end of this topic student would be able to understand:

 Differences between a Simple Logical and Simple Physical Web Site Design

 Importance of System Testing

 Cost of Web Site Maintenance

 Functionalities of a Web server

 Scaling Methods

 Factors Impacting Web Site Design

 Java and JavaScript

 Recommended Policies for E-Commerce Businesses

Definition/Overview:

Systems Development Life Cycle: The systems development life cycle is a methodology for

understanding the business objectives of any system so that an appropriate solution can be

designed.

Key Points:

1. Differences between a Simple Logical and Simple Physical Web Site Design

A simple logical design for a Web site describes the flow of information at the site including

the processing functions that must be performed and the databases that will provide

information. It also includes a description of the security and emergency backup procedures

and the controls that will be used in the system. A simple physical design, on the other hand,

translates the logical design into the physical components that will be needed such as the

servers, software, and size of the telecommunications link, backup servers, and security

system.
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2. Importance of System Testing

System testing is important because there can be up to thousands of different pathways

through a typical e-commerce Web site and you must make sure that customers can find what

they want easily and quickly and most importantly that they can complete a purchase without

a hitch. The three types of testing that must be completed are unit testing, which involves

checking each program module, system testing, which includes testing the site as a whole in

the way a typical user might navigate and make requestsfor functionality, and acceptance

testing, which requires the firms key personnel and managers to use the system to verify that

the business objectives as originally conceived are being met.

3. Cost of Web Site Maintenance

Web sites are so costly to maintain because code must be debugged, hyperlinks must be

continually tested and repaired, emergencies must be responded to, reports, data files and

links to backend databases must be maintained and updated as necessary, and the general

administrative tasks of the site, such as updating the products and prices, must be attended to.

Changes and enhancements to the system are also continually being made so that the site is

always adapting to changing market conditions. All of this requires a Web team that includes

programmers, designers, and business managers from the marketing, sales support and

production departments so that customer feedback is responded to and the site is adequately

monitored for correct prices and links and updated page display.

4. Functionalities of a Web server

The basic functionalities a Web server should provide are:

 Processing HTTP requests (requests for HTML pages)

 Providing security services to verify the username and password or process the certificates

and private/public key information required for credit card processing (Secure Sockets Layer

or SSL)

 Processing FTP requests (transfers of very large files from server to server)

 Providing search engine services

 Capturing data such as logs of visits, time, duration and referral sources

 Providing e-mail services including the ability to send, receive, and store e-mail
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 Providing site management tools to calculate and display key site statistics such as unique

visitors, page requests, and the origin of requests, and to check the links on the site

5. Scaling Methods

In order to meet the demands for service at your site you can scale your hardware vertically,

scale your hardware horizontally, or improve the processing architecture at your site. You

scale vertically by upgrading the servers from a single processor to multiple processors. You

can add up to 20 processors to a machine and also increase the chip speeds. The drawbacks to

this method are that it can become expensive to purchase new machines with every growth

cycle, and that your entire site becomes dependent on just a small number of very powerful

computers. If you horizontally scale your site instead, you add multiple single processor

servers to the site and balance the load among many servers. You can also create dedicated

servers that only handle certain tasks such as HTTP requests or ASP pages, while others

handle just database applications. This method requires the use of special load balancing

software to direct the incoming requests to the appropriate server. This is a less expensive

method because you can oftenuse older PCs that might otherwise be disposed of, and if one

machine fails, there is a good probability that another one of the many other machines can

pick up the load. The third alternative, improving the processing architecture, is a

combination of both vertical and horizontal scaling and system design changes. The main

concept is that the workload is split into Input/Output intensive activities and CPU intensive

activities. The servers can then be fine tuned to handle simple requests for Web pages, or

more CPU-intensive activities such as order taking. Scalability is a key business issue for

Web sites because firms must be able to increase the size of their sites as demand loads

increase and they must be able to do so efficiently and cost effectively.

6. Factors Impacting Web Site Design

The eight most important factors impacting Web site design are:

 Functionality: The site must have pages that load quickly, function correctly, and send the

user to information about the product offerings.

 Informational: The site must have links that the customer can easily find to get information

about the company and the products it offers.

 Ease of Use: The site must have a simple foolproof navigation scheme.
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 Redundant navigation: The site must have alternative ways to reach the same content.

 Ease of Purchase: There should be no more than one or two clicks required for the

purchasing procedure.

 Multi-browser functionality: The site should work with the popular browsers.

 Simple graphics: The site should not use distracting graphics and/or sounds that the user

cannot control.

 Legible text: The site should avoid the use of backgrounds that distort text or make it

difficult to read.

7. Java and JavaScript

Java is a programming language that allows programmers to create interactivity and active

content on the client machine. It saves load on the server because the Java programs or

applets are downloaded to the client and executed on the clients computer. A Java Virtual

Machine (VM) is now included in all browsers that will send a request to the server to

download and execute the program and allocate page space to display the results. Java can be

used to display interesting graphics and create interactive environments such as calculators or

calendars. However, different vendors have produced different versions of the language and

today many firms will not allow Java applets through their security firewalls. Many Java

applets crash or perform poorly, wasting system resources for sometimes not very important

functions that do not add much to the page design, so they are not widely in use today by

corporate Web sites. JavaScript is aprogramming language that is used to control the objects

on an HTML page and handle interactions with the browser. It is commonly used to control

verification and validation of user input, such as confirming that a valid phone number or e-

mail address has been entered. It is much more acceptable to corporations because it is more

stable and is restricted to the operation of requested HTML pages.

8. Recommended Policies for E-Commerce Businesses

Some of the policies that an e-commerce business site must develop prior to launching are the

privacy policy, the accessibility rules, and the financial reporting policies. The privacy policy

is a public statement detailing to customers how the personal information that is gathered at

the site will be treated. Accessibility rules are a set of design objectives that ensure that

disabled users can effectively access a sit
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Topic : Security And Encryption

Topic Objective:

At the end of this topic student would be able to understand:

 Effectiveness of Internet security measures

 Ways Criminals Deceive Consumers and Merchants

 E-Commerce Site Might not wants to Report Being he Target of Cyber criminals

 Security Breaches

 Vulnerability in a Typical Online Transaction

 Spoofing Threaten a Web Sites Operations

 Steps to Curtail Cyber criminal Activity from within a Business

 Firewalls and Proxy Servers

 Steps in Developing an E-Commerce Security Plan

Definition/Overview:

Encryption: In cryptography, encryption is the process of transforming information (referred

to as plaintext) using an algorithm (called cipher) to make it unreadable to anyone except

those possessing special knowledge, usually referred to as a key.

Key Points:

1. Effectiveness of Internet security measures

Internet security measures can actually create opportunities for criminals rather than

preventing them because drug cartels, terrorist groups, and even petty criminals can use

powerful encryption techniques to store their records, send e-mail, and create CD-ROMs that

cannot be easily penetrated by law enforcement agencies. The U.S. government is trying to

restrict the development and export of strong encryption systems that are difficult to decode.
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2. Ways Criminals Deceive Consumers and Merchants

It is less risky to steal online because the potential for anonymity on the Internet can allow

criminals to assume identities that look legitimate and at the same time shield them from law

enforcement agencies. Using these assumed identities, criminals can place fraudulent orders

with online merchants, intercept e-mail and steal customer information, and shut down e-

commerce sites using software viruses. While it is hard to determine the actual amount that

online credit card fraud comprises of total credit card fraud, industry estimates place the

amount somewhere in the $1.2 billion range.

3. E-Commerce Site Might not wants to Report Being he Target of Cyber criminals

E-commerce sites are often hesitant to report that they have been the target of cybercriminals

because companies fear losing the trust of consumers. The actual amount of crime is difficult

to estimate because of these fears. Companies fear that if they reveal the full extent of the

theft of proprietary information and financial fraud legitimate customers will lose confidence

in the e-marketing channel and will take their business back offline.

4. Security Breaches

 Integrity: The ability to ensure that information being displayed on a Web site or transmitted

or received over the Internet has not been altered in any way by an unauthorized party. An

example of an integrity security breach would be an unauthorized person intercepting and

redirecting a bank wire transfer into a different account.

 Non-repudiation: The ability to ensure that e-commerce participants do not deny their online

actions. An example of a repudiation incident would be a customer ordering merchandise

online and later denying that they had done so. The credit card issuer will usually side with

the customer because the merchant has no legally valid proof that the customer ordered the

merchandise

 Authenticity: The ability to identify the identity of a person or entity you are transacting

with on the Internet. An example of an authenticity security breach is spoofing in which

someone uses a fake e-mail address or poses as someone else. This can also involve

redirecting a Web link to a different address.

 Confidentiality: The ability to ensure that messages and data are available only to authorized

viewers. An example of a confidentiality security breach is sniffing in which a program is
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used to steal proprietary information on a network including e-mail messages, company files,

or confidential reports

 Privacy: The ability to control the use of information a customer provides about him or

herself to an e-commerce merchant. An example of a privacy security breach is a hacker

breaking into an e-commerce site and gaining access to credit card or other customer

information. This violates the confidentiality of the data and also the privacy of the people

who supplied the data.

 Availability: The ability to ensure that an e-commerce site continues to function as intended.

An example of an availability security breach is a DoS (Denial of Service) attack in which

hackers flood a Web site with useless traffic that causes it to shut down making it impossible

for users to access the site.

5. Vulnerability in a Typical Online Transaction

The major points of vulnerability in a typical online transaction are at the client level, at the

server level, and over the Internet communications channels.

6. Spoofing Threaten a Web Sites Operations

Spoofing can threaten a Web sites operation by redirecting customers to a fake Web site

where the customers are fooled into completing an online order with a fraudulent or simply a

different company from the one with whom they intended to do business. In this way

business can be stolen away from a site. Alternatively, these hackers can alter orders by

inflating them or changing the products ordered. The orders can then be sent on to the real

site for processing and delivery. Customers will become irate at the poor customer service

and will take their business elsewhere. Huge inventory fluctuations caused by these actions

can also significantly harm operations.

7. Steps to Curtail Cyber criminal Activity from within a Business

Some of the steps a company can take to curtail cybercriminal activity from within the firm

itself are to implement access controls to determine which insiders can gain access to the

firms networks. Insider access controls typically consist of login procedures using usernames,

passwords and access codes. Authorization management systems establish where and when a

user is permitted to access certain parts of a Web site. Entry rules are established up front for
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each user and the authorization management system knows who is permitted to go where at

all times. The authorization management system encrypts a user session and functions like a

passkey following a user from page to page and only allowing access to areas where the user

has been granted permission based on data that has been entered in the system database.

8. Firewalls and Proxy Servers

Firewalls and proxy servers are used to build a wall around private networks and the attached

servers and clients. Firewalls are software applications that act as filters between a companys

private network and the Internet. They prevent remote client machines from attaching to the

network by monitoring and validating all incoming and outgoing communications to

determine if the messages meet the security guidelines of the organization. Proxy servers are

software servers that handle all communications originating from or being sent to the

Internet. Their primary function is to limit the access of internal clients to external Internet

servers. User HTTP requests are routed to the proxy server. The user and the nature of the

request must be validated before the request is sent on to the Internet. Pages sent by external

Internet servers must pass through the proxy server and be deemed acceptable before they can

enter the internal network and be routed to the client machine. Proxy servers also improve

Web performance by storing frequently used pages locally, reducing upload times and hiding

the internal networks address so that hackers will have a difficult time monitoring the

network.

9. Steps in Developing an E-Commerce Security Plan

The five steps in developing an e-commerce security plan are:

 Performing a risk assessment: First, an inventory of the information and knowledge assets of

a company is taken and a dollar value amount is placed on each asset. Then, this amount is

multiplied by the estimated probability that the information could be compromised. This

computation is used to produce a ranked list of the information assets of the firm prioritized

by their value.

 Developing a security policy: Next, a set of statements is developed that prioritizes the

information risks, identifies acceptable risk targets, and sets out the goals for achieving these

targets. Included in the security policy should be a list of the personnel who are or will be

entrusted with the information assets. It should also include a description of the security
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policies that presently exist for these assets and suggestions for improvements. Finally, it

should outline the level of risk the firm is willing to accept for each asset and the estimated

cost to achieve this level of acceptable risk.

 Developing an implementation plan: Next, the actions that must be taken to achieve the

security plan goals must be set out. The tools, technologies, policies and procedures that will

be needed to achieve the acceptable levels of risk must be developed.

 Creating a security organization: Next, the security organization that will educate and train

the users and keep management apprised of the security threats and breakdowns must be put

into place. The access controls that will determine who can gain legitimate access to the firms

networks and the authentication procedures that will be used to protect data from intruders

must be determined along with authorization policies to determine the differing levels of

access to information assets for different users.

 Performing a security audit: Finally, a security audit must be conducted to identify how

outsiders are using the site and how insiders are accessing the assets of the site. Preparations

must be made to produce a monthly report that will establish the routine and non-routine

accesses to the system, and identify any unusual patterns.

Topic : E-Commerce Payment Systems

Topic Objective:

At the end of this topic student would be able to understand:

 Stored Value Payment Systems and Checking Transfers

 Advantages and Disadvantages of Using Cash as a Form of Payment

 Relationship between Credit Card Associations and Issuing Banks

 Regulation Z

 Major Steps Involved In an Online Credit Card Transaction

 Client-Based and Server-Based Digital Wallets

 PayPals business model

 Smart Cards and Traditional Credit Cards
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 Money Transferred In Transactions Using Wireless Devices

Definition/Overview:

E-Commerce Payment Systems: One of the main requirements in e-commerce is the ability

to accept a form of electronic payment. This form of electronic payment is referred to as

financial electronic data interchange (FEDI). FEDI has become increasingly popular over the

last number of years due to the widespread use of the internet based shopping and banking.

Key Points:

1. Stored Value Payment Systems and Checking Transfers

Stored value payment systems are created by depositing funds into accounts from which

funds can be withdrawn as needed. They are similar to checking transfers in that funds are

stored and withdrawn, but a paper check need not be written. Stored value payment systems

include pre-paid phone (or any other type of) cards, debit cards, gift certificates, and smart

cards. Both stored value payment systems and checking transfers are dependent upon funds

being available in an account, neither is convertible without intermediation, and both involve

only a small transaction fee for large purchases, but stored value systems do not give the

consumer any float time and they are more expensive for the merchant because special

hardware is required to read and process the stored numbers on the cards.

2. Advantages and Disadvantages of Using Cash as a Form of Payment

The advantages of using cash as a form of payment are:

 It is instantly convertible without intermediation.

 It involves only a very low to no transaction cost for small purchases.

 There are only low fixed transaction costs for the merchant (for such items as cash registers

and safes).

 There is no financial risk for the merchant.

 It is an anonymous payment system for both the consumer and the merchant.

 It is a tamper-proof payment system.

 It does not require any authentication.

 The sale cannot be repudiated (an advantage for the merchant).
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 No expensive special hardware is required to complete a sale.

The disadvantages of using cash as a form of payment are:

 It is difficult or would require significant transaction costs to use for large purchases such as a

house or a car.

 There is financial risk to the consumer in carrying cash for purchases as it can be easily lost

or stolen.

 It does not provide any float time for the consumer. (There is no time period between the

purchase of the item and the actual payment.)

 Cash purchases tend to be final and irreversible unless a return policy is agreed upon by the

seller.

 There is no security against unauthorized use.

3. Relationship between Credit Card Associations and Issuing Banks

Credit card associations such as Visa and Master Card are non-profit organizations that set

the standards for the banks that issue the credit cards. The banks are the institutions that

actually issue the cards, process the transactions, receive and calculate the payments and

charge and receive the interest. Third party processing centers or clearinghouses usually

handle verification of accounts and balances.

4. Regulation Z

Regulation Z limits the risk to consumers when using credit cards. It places the risks such as

credit card fraud, repudiation of the transaction or nonpayment on the merchant and the credit

card issuing bank. The liability to the cardholder is limited to $50 for unauthorized

transactions that occur before the card issuer is notified if a card is lost or stolen. Once the

card is reported stolen, the cardholder is no longer liable for any subsequent charges.

5. Major Steps Involved In an Online Credit Card Transaction

The major steps involved in an online transaction are the purchase, the delivery of the order

to the merchant using an SSL secure connection, the transfer of the order to the clearinghouse

over a secure line, the verification with the consumers issuing bank of the availability of a

balance sufficient to make the purchase, the issuing bank crediting the merchants account,
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and a monthly statement including the charge being sent to the consumer. When a consumer

wants to make a purchase he or she first adds items to a shopping cart. Next, a secure tunnel

to the Internet is created so that the consumer can send the credit card information to the

merchant. Then, the merchant contacts the clearinghouse to authenticate the credit card and

verify the account balance. Once the sale is approved, the issuing bank credits the merchants

account at the merchants bank and finally, the debit to the consumers account is transmitted

to the consumer in a monthly statement.

6. Client-Based and Server-Based Digital Wallets

Client-based and server-based digital wallets differ mainly in where customer information

such as credit-card numbers and shipping addresses are stored and whose hardware they are

installed on. Client-based digital wallets are software applications installed on consumers

computers. The application will automatically fill out the forms when a user makes a

purchase. Merchants must install software on their servers to receive the information.

Consumers click a button on the merchants Web site that queries the consumers browser for

the information in the digital wallet. In order to update the clientbased digital wallet, the

consumer must download additional files. Server-based digital wallets are software based

authentication and payment service that are sold to financial institutions who market the

systems to merchants either directly or as a part of their financial package. They provide

online merchants with a product/service that handles all aspects of online payments, can be

automatically updated with no download required, and does not require consumers to install

any software. With a server-based wallet, a user fills out his/her personal information, and a

cookie is automatically downloaded. The consumer information resides on the server of a

financial institution or a digital wallet vendor rather than on the user's PC. Server-based

digital wallets have been more successful because client-based wallets require users to

download and install software. Even though with client-based wallets the user retains control

of his credit card and personal information locally, consumers have shown a reluctance to

download and install additional software.

7. PayPals business model

PayPals business model is based upon the value proposition that consumers need a way to

short-cut the time-consuming and cumbersome process of mailing checks and money orders

and waiting for checks to clear before shipping goods that are sold from consumer to

www.bsscommunitycollege.in   www.bssnewgeneration.in  www.bsslifeskillscollege.in

27
www.onlineeducation.bharatsevaksamaj.net        www.bssskillmission.in

WWW.BSSVE.IN



consumer. PayPals revenue model is based upon charging the seller a small transaction fee

for its services. These fees are generally about half of what a typical credit card transaction

would run. PayPal also earns revenues by collecting interest on consumer funds that have not

yet been transferred out of its system. The market opportunity for PayPal included all

participants of auction sites, in particular eBay. It filled a market niche that the credit card

companies had avoided: individual sellers and buyers, and small businesses that wanted to

avoid the difficulties and the high transaction fees associated with obtaining merchant

accounts. When PayPal began there were virtually no competitors who were trying to enable

individuals to accept credit card payments. There are now several other peer-to-peer payment

services and the major credit card companies are searching for competitive alternatives to

PayPal. Western Unions MoneyZap, AOLs QuickCash, and Citibanks C2it now provide

competition for PayPal with their own P2P payment systems. PayPal has become such a

success because it filled a gap that existed in the online market and provided a previously

unavailable service. Earlier digital cash systems were too complex and required the creation

of a new set of payment industry standards while PayPal piggybacked on top of existing

credit card and checking payment systems. Consumers had to open new accounts at banks

that supported the digital cash systems. They also had to download a digital wallet onto their

computers and then transfer money into the digital wallet. The main drivers of PayPals

success are its simplicity of use and its timely filling of a market niche. The growth of the

online auction site eBay was perhaps the main driver, creating as it did the demand for

payment systems that would allow millions of individuals to conduct P2P e-commerce.

8. Smart Cards and Traditional Credit Cards

Smart cards are a kind or stored value system. They are credit-card-sized plastic cards that

contain an embedded chip that stores personal information. While credit cards store just a

single charge account number on a magnetic strip, smart cards can store the numbers for

multiple credit cards as well as health insurance and bank account data, personal

identification, transportation information, and account balances for various loyalty programs

such as frequent flyer miles. The convenience of carrying one card instead of many credit and

identification cards is the value proposition for firms that market smart cards.
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9. Money Transferred In Transactions Using Wireless Devices

In transactions that use wireless devices money is sometimes simply transferred by charging

a sale to the users cell phone account. Other technologies use two devices that are on the

same system (for example, Bluetooth) to establish a link allowing a user to point the cell

phone or other wireless device at a vending machine or cash register and transfer the debit to

the users bank and the credit to the vendor. Still others use a mobile wallet to transfer money

from the consumer to the vendor.

In Section 3 of this course you will cover these topics:
E-Commerce Marketing Concepts

E-Commerce Marketing Communications

Social, Legal And Ethical Issues In E-Commerce

Topic : E-Commerce Marketing Concepts

Topic Objective:

At the end of this topic student would be able to understand:

 Growth of the Internet

 Improvements to Encourage More Browsers to Become Buyers

 Stages in the Buyer Decision Process

 Little Monopolies Desirable from a Marketers Point Of View

 Perfect Market from the Suppliers And Customers Perspective

 Major Advantages of Having a Strong Brand

 Difference among Databases, Data Warehouses, and Data Mining

 Online Survey-Taking and Analysis
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Definition/Overview:

Internet marketing: Internet marketing, also referred to as web marketing, online marketing,

Internet advertising, or eMarketing, is the marketing of products or services over the Internet.

When applied to the subset of website-based advertisement placements, Internet marketing is

commonly referred to as Web advertising (also Webvertising).

Key Points:

1. Growth of the Internet

The growth of the Internet in terms of users is slowing and the market penetration rates that

television and the telephone (98% and 94%, respectively) have attained are never expected to

be reached due to the cost and complexity of computer use required for Internet use. The

growth rate will probably continue to decrease until computer prices drop significantly and

computers become easier to learn how to use.

2. Improvements to Encourage More Browsers to Become Buyers

Improvements that Web merchants could make to encourage more browsers to become

buyers are:

 Target the goal-oriented intentional shoppers with communications directed at them

 Design Web sites so as to provide easy-to-access and use product information

 Make it easier to comparison shop

 Make it easier to return merchandise

 Create policies for better security for credit card and other personal information

 Make it easier to find items on the Web site

 Create customer service facilities where users can get the answers to their questions and

product advice

 Increase delivery speeds

 Present products more clearly

 Create loyalty reward programs

 Make the buying process quicker to complete
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3. Stages in the Buyer Decision Process

The five stages in the buyer decision process and the online and offline marketing activities

used to influence them are:

 Awareness of need: Mass media advertising on TV, radio, and in the print media and targeted

banner ads, interstitials, and targeted event promotions online are used to promote the

recognition of need in buyers.

 Search for information: People use catalogs, print ads, mass media, store visits, and product

raters such as Consumer Reports offline and search engines, online catalogs, visits to Web

sites, and targeted emails from merchants online to search for products.

 Evaluation of alternatives: Off line people use reference groups, opinion leaders, the mass

media, store visits and product raters, and online they use search engines, online catalogs,

visits to Web sites, product reviews and user evaluations to evaluate the alternatives.

 Actual purchase decision: Promotions, direct mailings, the mass media and various print

media affect the actual purchase decision offline and online promotions, lotteries, discounts,

and targeted e-mail push the actual purchase decision online.

 Post-purchase contact with firm: Post purchase loyalty is inculcated by firms offline using

warranties, service calls, parts and repair services and through consumer groups. Online, post

purchase loyalty is encouraged through the use of communities of consumption, newsletters,

e-mail to customers and online product updates.

4. Little Monopolies Desirable from a Marketers Point Of View

Little monopolies are desirable from a marketers point of view because if consumers believe

that a product is unique and highly differentiated from its competitors, a firm can position

itself as the one trusted firm who can supply this product or fulfill this need. Consumers will

believe that no substitute will suffice and new entrants will have a difficult time matching the

product or services feature set. Successful little monopolies reduce the bargaining power of

consumers because they are the sole sources of supply and they also give these firms a power

advantage over their suppliers.
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5. Perfect Market from the Suppliers And Customers Perspective

The perfect market from the suppliers perspective is one in which there are no substitutes, it

is difficult for new competitors to enter the market, customers and suppliers have little power

to influence pricing, and there is little competition in the industry. The perfect market from

the customers perspective is one in which there is lots of competition resulting in pure price

competition, lots of substitutes are available, new entrants can easily enter the market, and

customers and suppliers have strong bargaining power. Frictionless commerce in which

prices are driven down to their marginal costs, intermediaries are driven out of the market,

and consumers deal directly with producers would be ideal for consumers from a strictly

price oriented perspective.

6. Major Advantages of Having a Strong Brand

The major advantage of having a strong brand is that consumers are willing to pay a premium

price to reduce market uncertainty. They also lower customer acquisition costs, increase

customer retention rates, and can create a long-lasting, unassailable, unfair competitive

advantage. Brand names constitute an unfair competitive advantage because they cannot be

purchased or duplicated by competitors. A strong brand positively influences consumer

purchasing by introducing market efficiencies. In a crowded marketplace, brands carry

information to the consumer so that purchases can be made quickly and easily based on past

consumption and a set of expectations that the consumer knows beforehand will be met.

Search costs and decision-making costs are reduced or eliminated, reducing the probability of

nasty surprises in the marketplace.

7. Difference among Databases, Data Warehouses, and Data Mining

A database stores records and attributes organized into tables. Databases are maintained for e-

commerce Web transactions, shopping carts, point-of-sale-terminals, warehouse inventory

levels, field sales reports, and many other sorts of records. A data warehouse gathers all of

the database information from customer and transaction databases and stores it in one logical

repository where it can be analyzed and modeled by managers without disrupting or taxing

the systems of a firms primary transactional systems and databases. Using the data

warehouse, managers can query multiple databases to determine the answers to many

marketing and financial questions enhancing their strategic decision making capabilities.
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Data mining is a different set of analytical techniques that look for patterns in database

information or seek to model the behavior of visitors and customers. Web site data can be

mined to develop customer profiles that identify patterns in group or individual behavior on

the site. Data mining can be either query driven, model driven, or rule-based. Query driven

data mining is the simplest type. Both databases and data warehouses can be queried.

Marketers can answer specific questions such as what products sell better at different hours of

the day and adjust Web site content accordingly. In model-driven data mining, a model

analyzes the key variables in a strategic decision so that informed decisions can be made. In

rule-based data mining, demographic and transactional data is examined and general rules of

behavior are derived for specific well-defined market segments.

8. Online Survey-Taking and Analysis

Online survey taking and analysis is different from the traditional process of mailing surveys

because online surveys can typically be conducted more quickly, less expensively and often

more accurately than offline surveys. Outside market research firms can enable companies to

use existing survey templates or can customize them for a specific firm, lowering the costs

for creating survey questions that yield valid qualitative or quantitative responses. Online

surveys also make it possible for firms to track respondents and to follow up with those who

havent yet completed the survey, helping to improve survey response rates.

Topic : E-Commerce Marketing Communications

Topic Objective:

At the end of this topic student would be able to understand:

 Difference between Marketing and Marketing Communications

 Difference between Branding Communications and Sales Communications

 Difference between an Interstitial Ad and a Superstitial

 Advantages of Direct E-Mail Marketing

 Importance of Offline Advertising
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 Key Attributes of a Good Domain Name

 Steps a Firm Can Take To Optimize Its Search Engine Rankings

 Web Site Design Features That Impact Online Purchasing

Definition/Overview:

Marketing communications: Marketing communications (or marcom) are messages and

related media used to communicate with a market. Those who practice advertising, branding,

direct marketing, graphic design, marketing, packaging, promotion, publicity, sponsorship,

public relations, sales, sales promotion and online marketing are termed marketing

communicators, marketing communication managers, or more briefly as marcom managers.

Key Points:

1. Difference between Marketing and Marketing Communications

The difference between marketing and marketing communications is that while marketing

encompasses all of the actions a firm takes to establish a relationship with the consumer and

encourage the sale of products, marketing communications focuses strictly on methods of

communicating the brand name and communications that directly promote sales. While

marketing includes such things as packaging, shelf placement, and placement in the rows,

aisles, and departments of a physical store or on a Web site, marketing communications

encompasses all methods by which consumers will be receive audio, visual, text-based or any

other direct or indirect exchange with a company to strengthen brand name or promote the

sale of products.

2. Difference between Branding Communications and Sales Communications

Branding communication rarely encourages consumers to buy. Instead it focuses on extolling

the differential benefits of consuming the product or service. Sales/promotional

communications on the other hand, almost always encourages consumers to make immediate

purchases.
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3. Difference between an Interstitial Ad and a Superstitial

Interstitial ads are placed between the current Web page a user is viewing and the destination

page for the link they have clicked. The interstitial typically gives way automatically to the

page the user has requested after allowing enough time for the ad to be read. Interstitials use

dead time in between the loading of requested pages. However, users may become annoyed

because they believe that while they are waiting for the ad to load the page they want to view

is delayed. Superstitials, on the other hand, are preloaded into the cache of the browser and

do not play until they are fully loaded. When the file is completely downloaded, just like an

interstitial it will wait until the users clicks a link to a move to a new page before it opens in a

separate window.

4. Advantages of Direct E-Mail Marketing

The major advantage of direct e-mail marketing is that because e-mails are sent to interested

users who have elected to opt-in, they have proven to be one of the most effective forms of

marketing communication. These consumers have at one time or another expressed an

interest in receiving messages from advertisers, therefore the response rates are much greater

than other forms of online marketing communications. Another advantage is that the cost is

negligible. The primary cost is for the purchase of a list of names, which can be from 15 to 50

cents per name, depending on how targeted the list is. Sending the e-mails is virtually cost -

free. Furthermore, marketers can quite rapidly get a targeted direct e-mail advertising

campaign off the ground.

5. Importance of Offline Advertising

Offline advertising is still important because so far the marketing communications campaigns

that have been the most successful at driving traffic to a Web site have combined both offline

and online tactics. Research studies have shown that that the most effective online

advertisements were those that incorporated consistent imagery with ads that were running

simultaneously in the print media and on television. Furthermore, since offline media such as

television and radio have nearly 100% market penetration and more than 35 million adults

read a newspaper every day, it would be foolish to ignore these more popular media devices

for driving traffic to a Web site. Meeting the objectives of drawing the attention of people
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who are already online and attracting the attention of those who will be going online in the

near future can best be accomplished with a combined offline/online strategy.

6. Key Attributes of a Good Domain Name

The key attributes of a good domain name are:

 Short

 Memorable

 Not easily confused with other domain names

 Difficult to misspell

 Reflects the nature of the companys business

 Preferably a dot.com suffix

7. Steps a Firm Can Take To Optimize Its Search Engine Rankings

Some steps firms can take to optimize their search engine rankings are:

 Register with as many search engines as possible so that a user looking for similar sites has a

chance of coming across yours.

 Make sure that keywords used in your Web site description match keywords likely to be used

by prospective customers. Most search engines read home page title tags, metatags, and other

text on the home page in order to index the page.

 Link the site to as many other sites as possible because some search engines rank sites based

upon the number of links from other sites. The assumption is that the more links there are to a

site, the more useful the site must be (link popularity).

8. Web Site Design Features That Impact Online Purchasing

Some Web site design features that impact online purchasing are:

 Compelling experience: Sites that offer entertainment and interactivity along with

commerce or that are perceived as fun to use, are more successful in attracting and retaining

visitors.
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 Short download times: Sites that take too long to download will experience higher

abandonment rates, although this can be diminished somewhat by providing online

amusement to distract the consumer.

 Simplicity of design: The most important aspects of site design for generating sales are

product list navigation and choice features that save consumers time.

 Interactive consumer decision aids: Recommendation agents (programs) that are used to

recommend a product based on the consumer completing a survey, a review of the consumers

profile, or based on the purchases of other consumers who have bought the same product can

also drive sales.

 Responsiveness to consumer inquiries: Prompt and complete responses through automated

customer response systems or online customer service centers can also positively affect return

visits and purchases.

Topic : Social, Legal And Ethical Issues In E-Commerce

Topic Objective:

At the end of this topic student would be able to understand:

 Basic Principles of Ethics

 Universalism

 Opt-In Model of Informed Consent

 Principles of the FTCs Fair Information Practice Principles

 Safe Harbors

 Web profiling

 Digital Millennium Copyright Act

 Tactics of Illegal Businesses

Definition/Overview:

When using the Internet and E-Commerce, it is important to remember that there are many

legal and ethical issues to consider. According to Turban et al. (2002, p644) when it come to
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legal issues, laws are enacted by governments and developed through case precedents

(common law). Laws are strict, legal rules, governing the acts of all citizens within their

jurisdictions. Someone who breaks the law has done something illegal and can be held liable

for punishment by the legal system.

Key Points:

1. Basic Principles of Ethics

The three basic principles of ethics are responsibility, accountability, and liability. As free

moral agents, individuals, organizations, and societies are responsible for the actions they

take and should be held accountable to others for the consequences of those actions. Liability

is a characteristic of political systems in which a body of law is in place so that accountability

can be enforced. It permits individuals to recover damages for the actions of other

individuals, systems or organizations that cause them damage.

2. Universalism

Universalism implies that if a solution is not correct for all situations then it is not right for

any specific situation. In simple terms, Immanuel Kants categorical imperative asks; if the

rule were to be adopted in every case would the organization or society survive? The slippery

slope rule, which is based on Descartes rule of change, states that if an action cannot be

undertaken repeatedly, then it should not be taken at all. The solution might appear to work in

one instance, but if the solution were repeated, negative outcomes might begin to occur and

in fact continue occurring at a pace that could not be stopped. The New York Times test or

Perfect Information Rule states that you must assume that the results of your decision on a

matter will be the subject of the lead article in the New York Times the next day. In other

words, if you would not want to see the reactions of your friends, family, and neighbors when

they read about the results of your decision on the front page of the newspaper, then it is

probably not the correct decision. Most criminals and other unethical actors operate under the

assumption of imperfect information, meaning that they never expect to be exposed. When

faced with an ethical dilemma it is best to assume that perfect information will be available to

all. The social contract rule asks the decision maker to consider whether they would like to

live in a society where the principle they are advocating was the organizing principle of the

entire society.
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3. Opt-In Model of Informed Consent

The opt-in model of informed consent is different from the opt-out model because in the opt-

in model the default behavior on the part of the Web site operator is not to approve the

collection of data whereas in the opt-out model the default is to automatically collect and use

information unless otherwise notified. In the opt-in model, the consumer/site visitor must

give consent before information about them can be collected and used. In the opt-out model,

the consumer/site visitor must take an affirmative action to prevent the collection of data. The

consumer retains more control in the opt-in model because no action to collect data will be

undertaken unless they first agree to it. Only sites the consumer specifically requests to

receive offers and promotions from will be allowed to collect data.

4. Principles of the FTCs Fair Information Practice Principles

The two core principles of the FTCs Fair Information Practice Principles are

notice/awareness and choice/consent. The FTC guidelines, which are not yet codified in law,

recommend for the notice/awareness principle that sites disclose their information practices

before collecting data, including identifying the data collector, all uses of the data, whether

the data collection will be active or inactive, voluntary or required, the consequences of

refusing to allow data to be collected, and the steps that will be taken to protect the

confidentiality, integrity and quality of the data. The choice/consent principle recommends

that there be a choice system in place that allows consumers to choose how their information

will be used for secondary purposes, other than supporting transactions, including internal

uses by the collecting firm and transfer to third parties, and that opt/in opt/out choices be

made available.

5. Safe Harbors

Safe harbors are private, self-regulating policy and enforcement mechanisms that meet the

objectives of government regulators and legislation but do not involve actual codified

regulation and enforcement. Industry groups or other organizations submit for approval to the

overseeing governmental agency or commission, self-regulatory guidelines that implement

the protections set forth in the guidelines that the commission has set up. The overseeing

governmental agency certifies the submitted plan if it meets the protection goals they are

seeking. Commission-approved safe harbors will provide Web site operators with the
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opportunity to tailor compliance obligations to their business models with the assurance that

if they follow the safe harbor, they will be in compliance with the rule.

6. Web profiling

Web profiling is supposed to benefit both consumers and businesses because the ability to

precisely target ads will purportedly ensure that consumers only see advertisements for

products and services in which they are actually interested. Businesses will save advertising

dollars by not sending ads to consumers who have no interest in their product or service.

Increased advertising effectiveness will also ensure that more advertising revenues go the

Internet, which in turn will subsidize more free content for consumers. Also, product

designers and entrepreneurs will be able to pick up on and respond to consumer demand for

new products and services by studying user searches and profiles.

7. Digital Millennium Copyright Act

The Digital Millennium Copyright Act attempts to adjust copyright laws to the digital age. It

was enacted because a confrontation erupted between the major copyright holders such as the

publishing, sheet music, record label and commercial film industries and the providers of

Internet content and users of copyrighted materials such as libraries, universities and the

general consumer population. It tries to prevent violations by imposing fines and possible

imprisonment on hackers who attempt to break encryption schemes and distribute

copyrighted materials worldwide. It also attempts to control the behavior of Internet Service

Providers who often host infringing Web sites, or who provide Internet service to routine

infringers. The ISPs do not believe that they should be held accountable, or specifically that

they should have to put their users under surveillance or invade their privacy, because they

are merely the message carriers. The Digital Millennium Copyright Act makes it illegal to

make, distribute, or use devices that circumvent the technology based protections of

copyrighted materials, and it also holds the ISPs responsible for hosting Web sites or

providing services to infringers once they have been notified of these infringements. ISPS

must immediately dismantle violating sites or be subject to prosecution themselves.

Copyright owners can also subpoena in federal court to obtain the personal identities of

suspected violators from the ISP. ISPs must also inform all of their subscribers of their

copyright management policies. All provisions of the DMCA are designed to prevent the

widespread online violation of copyright protections.
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8. Tactics of Illegal Businesses

The main tactic illegal businesses such as betting parlors and casinos use to operate outside of

the law on the Internet are operating from offshore sites for example in Antigua or Cost Rica,

so as to operate beyond the jurisdiction of the state and federal prosecutors. Online wagering

is illegal in most states in the U.S. as is unregulated gambling of any kind, but it is unclear

whether online gambling is illegal under U.S. federal law, and U.S. federal judges have

refused to rule that online gambling is illegal. While some state attorney generals believe that

sites such as Yahoo, Google, and MSNBC that accept advertising from gambling firms are

aiding and abetting illegal acts and several states have recently sued offshore Internet casinos,

state prosecutors have so far been unable to enforce their state laws over the international

phenomenon of Internet gambling.

In Section 4 of this course you will cover these topics:
Retailing On The Web

Online Service Industries

B2b E-Commerce Supply Chain Management And Collaborative Commerce

Topic : Retailing On The Web

Topic Objective:

At the end of this topic student would be able to understand:

 Online Retail Sector

 Technological Retailing Revolution

 Disintermediation and Hypermediation in Online Retailing

 Virtual Merchants and Clicks and Mortar Firms

 Supply-Push and Demand-Pull Sales Model

 Strategic Issues specifically related To a Firms Capabilities
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Definition/Overview:

E-Tailer: An e-tailer is a retailer that primarily uses the Internet as a medium for customers

to shop for the goods or services provided.

Key Points:

1. Online Retail Sector

Many entrepreneurs were drawn to start businesses in the online retail sector initially because

it was one of the largest market opportunities in the U.S. economy. Many believed along with

several highly regarded consultants that the retail industry would be revolutionized by the

Internet because search costs and transaction costs would both be dramatically reduced,

market entry costs would be comparatively low, traditional offline physical stores would be

forced out of business by falling prices on the Internet, and many industries would be

disintermediated, destroying the middleman and the associated markups and establishing the

Web as the single dominant marketing channel.

2. Technological Retailing Revolution

The technological revolution that preceded the growth of e-commerce was the mail

order/telephone business. Without physical stores, MOTO retailers distribute millions of

printed catalogs and operate large telephone call centers to accept orders. They have

developed highly efficient order fulfillment centers that can ship orders within 24 hours. The

innovations that occurred in the 1970s and 1980s that made this the fastest growing retail

segment during this time period were improvements in the national toll-free call system and

the growth of the credit card industry and their associated technologies. The efficiencies that

were developed in order fulfillment and the credit card technologies were the necessary

precursors to online retailing.

3. Disintermediation and Hypermediation in Online Retailing

Disintermediation in online retailing occurs when manufacturers or their distributors build a

direct relationship with the consumer and the traditional retail intermediaries or middlemen

are eliminated. Hypermediation, on the other hand, occurs when virtual firms outsource all of
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their warehousing and order fulfillment functions creating a number of new intermediaries

who would be necessary for these firms to function.

4. Virtual Merchants and Clicks and Mortar Firms

Virtual merchants are single-channel Web firms that generate almost all of their revenue from

online sales. Clicks and mortar firms, on the other hand, have a network of physical stores as

their primary retail channel, but have also introduced online offerings and are often multi-

channel firms with catalog or other retail channels already established. Virtual merchants do

not have to bear the costs associated with building and maintaining physical stores, but they

face large costs in building and maintaining Web sites and in building a brand name presence

and acquiring customers. Clicks and mortar firms have the high costs of maintaining physical

buildings and large sales staffs, but they have an already established brand name, a national

customer base, warehouses, large scale, an already trained staff, and consequently much

lower customer acquisition costs. Virtual merchants, like all retail firms, face very low

margins, (the difference between the retail price for goods and the cost of the goods to the

retailer) therefore they must achieve highly efficient operations in order to make a profit.

Clicks and mortar firms are already used to operating on these very thin margins and have

already invested in the purchasing and inventory control systems that enable them to control

costs. Clicks and mortar firms must figure out how to leverage their strengths and assets to

the Web. They face the costs of building and maintaining a creditable Web site, hiring new

skilled staff, and building rapid response order entry and fulfillment systems, but so do virtual

merchants. The other type of online retail model that is most like a virtual merchant is the

online mall. The online mall is simply a variation on the virtual merchant business model.

These online firms generate revenue from renting space on their Web sites to other retailers

who pay to sell under the malls umbrella. They face all of the challenges of a virtual

merchant plus they are dependent on the underlying success of the retail merchants that they

sign up as clients.

5. Supply-Push and Demand-Pull Sales Model

A supply-push sales model refers to a business model in which products are manufactured

prior to orders for them being received based upon calculations of what the estimated demand

for the product will be. Demand-pull, on the other hand, refers to a business model in which

products are not manufactured until orders are received. Manufacturers attempting to
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successfully pursue a demand-pull sales model must have the supporting supply chain

management capabilities, an efficient order center, and the manufacturing capabilities to

support it. Many manufacturer-direct firms have difficulty switching to the demand-pull

model because they lack these necessary ingredients. They have difficulty in using either

sales model when they develop an online strategy of selling directly to consumers because

they face channel conflict with the physical retailers of their products. The risk is that the

traditional retailers of the manufacturers goods will become disadvantaged pricewise as they

have to compete directly with the manufacturer. They may also be disadvantaged in their

ability to maintain inventory that is as current as the manufacturer. The result can be that

these traditional marketing channels are cannibalized by the manufacturers efforts to establish

a direct relationship with its customers. Unless manufacturers can be assured that the

elimination of this marketing channel will not negatively impact sales and revenue, they must

proceed with caution in the pursuing the manufacturer-direct business model or they must

take the necessary steps to assure the continued existence of their retailing business partners.

6. Strategic Issues specifically related To a Firms Capabilities

The five strategic issues that are specifically related to a firms capabilities are an evaluation

of the firm value chain, the core competencies of the firm, the synergies available to the firm,

and the social and legal challenges facing the firm. In analyzing the economic viability of a

firm one must understand whether the firm has adopted business systems that will enable it to

operate at peak efficiency and whether there are looming technological changes that might

force the firm to change its processes or methods; this is the firms value chain. It is also

necessary to assess whether the firm has any unique skills that cannot be easily duplicated by

its competitors and whether technological changes might invalidate these core competencies.

Furthermore, one must examine whether there are competencies or assets available to the

firm from related firms that it owns or with which it has established strategic partnerships.

Finally, the social and legal horizon must be considered to determine if the firm may be

vulnerable to legal challenges or if the firm has taken into account consumer trust and privacy

issues that could cause it to lose business or cause public relations problems. These strategic

issues are different from those used to assess the industry as a whole because they focus on

the particular issues and capabilities of an individual firm. The industry strategic factors

concentrate on the competitive forces within the industry such as the facility with which

competitors can enter the market, the existence of substitute products, the basis of the
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competition within the industry, the power of the suppliers and customers in the industry and

the structure and possible changes in the industry production and distribution chains.

Topic : Online Service Industries

Topic Objective:

At the end of this topic student would be able to understand:

 Difficulties in Providing Services in an Online Environment

 Major Types of Online Service Industries

 Pros and Cons of Using Account Aggregation Services

 Types of Online Mortgage Vendors

 Channel Conflict

 Common Use of Real Estate Web Sites

 Global Trends Impacting the Structure of the Financial Services Industry

 Major Segments of Travel

 Global Distribution Systems (GDS) Function

 Traditional Recruitment Tools

Definition/Overview:

This topic summarizes the role of e-commerce in the service sector. The topic looks closely at

online financial, travel and career services-- which are among the most successful-- at least in

terms of unique visitors-- of the online service offerings.

Key Points:

1. Difficulties in Providing Services in an Online Environment

Some of the difficulties involved in providing services online are that many of them are

hands-on type industries such as the legal, medical, and accounting professions. These

professionals need to interact directly with their clients in order to provide their service, but

www.bsscommunitycollege.in   www.bssnewgeneration.in  www.bsslifeskillscollege.in

45
www.onlineeducation.bharatsevaksamaj.net        www.bssskillmission.in

WWW.BSSVE.IN



the Internet can be used to assist these services by providing consumers with information,

knowledge, and communication. The factors that differentiate the services sector from the

retail sector are that instead of an actual physical product which has value, the value for

services is based mainly on the collecting, storing, and exchanging of information.

2. Major Types of Online Service Industries

The two major types of service industries are transaction brokering and hands-on services.

Transaction brokers act as intermediaries to facilitate a transaction. For example,

stockbrokers facilitate a stock transfer between a buyer and a seller and online mortgage

companies refer customers to the actual issuing mortgage company. In contrast, the hands-on

services use the Internet by and large to impart information and to communicate with their

customers. The two major features that differentiate the service industry from other industries

are that they are for the most part knowledge and information intense and that just about all

services entail some amount of personalization and customization. Except for the providers of

physical services such as cleaning and gardening, service industries generally process a lot of

information and employ a highly skilled, educated workforce. Many services, such as the

legal, medical, and accounting services, require extensive personalization, with the service

being adjusted to the specific needs of the client. Others, such as financial services, benefit

from customization by allowing clients to choose from a menu of options that are of interest

to them.

3. Pros and Cons of Using Account Aggregation Services

Account aggregation, which is the process of pulling together all of a customers financial

data at a single personalized Web site, is beneficial to consumers because of the convenience

of being able to access all of their various accounts including bank accounts, brokerage

accounts, 401k accounts, insurance annuities, and frequent flyer accounts in one place.

However, it also raises a number of issues that may not be so beneficial. Consumers must

release all of their login and password information to the account aggregator which raises

privacy issues. Consumers may lose control over their private financial information which

was previously spread over multiple sites and the financial aggregators may be tempted to

cross sell products to their customers which could result in customers being inundated with

product offers from various marketing campaigns.
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4. Types of Online Mortgage Vendors

The four types of online mortgage vendors are the established banks, brokerages, and lending

organizations such as Chase Manhattan and Wells Fargo, the pure online mortgage

bankers/brokers such as E-loan.com and QuickenLoans.com which expedite mortgage

shopping, and provide loan comparisons and professional advice, the mortgage brokers such

as LendingTree.com which offer visitors access to hundreds of vendors, and the mortgage

service companies such as ABN AMRO Groups Mortgage.com. The major advantages of

using an online mortgage site are that there are reduced application times and increased

market interest rate intelligence and process simplification that take place because all of the

participants in the process, including the lending, insurance, and title companies, share a

common information base. The factors that are slowing the growth of these companies,

however, are that the mortgage process is sufficiently complex that it requires multiple

signatures on multiple documents and there are financial details complexities including

closing cost differences and mortgage loan points that make it difficult for consumers to

make online comparisons between firms.

5. Channel Conflict

Channel conflict is defined as the conflict that occurs when a new venue for selling products

or services threatens to destroy existing venues for selling these items. It has discouraged

growth in the online mortgage and insurance industries because up until recently it had

deterred the major insurance and mortgage underwriting companies from offering

competitive products directly on the Web because they did not want to damage the business

operations of their traditional local agents. Some of the leading online insurance companies

are Answerfinancial.com, Progressive.com, InsWeb.com, Quotesmith.com, Accuquote.com,

SelectQuote.com, and eHealthinsurance.com.

6. Common Use of Real Estate Web Sites

The most common use of real estate Web sites is conducting research which influences

offline decisions. Users visit the more than 100,000 real estate sites to view the properties

that are available for purchase and to research appraisal reports, neighborhood sales histories,

school district data, crime reports, and social and historical information on neighborhoods.
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They can also link to mortgage lenders, credit reporting agencies, house inspectors, and

surveyors, and use other features such as loan mortgage calculators

7. Global Trends Impacting the Structure of the Financial Services Industry

The two global trends impacting the structure of the financial services industry are industry

consolidation and the movement towards integrated financial services. Once the banks,

brokerages, and insurance companies were permitted by the Financial Reform Act of 1998 to

own one and other, they could begin to provide customers with integrated cash management

and brokerage accounts and financial supermarkets where consumers could find any financial

product or service found at a physical branch bank. While this vision has not yet become a

reality, the Internet has provided the technical foundations for the online financial

supermarket where eventually a customer will be able to arrange for a car loan, obtain a

mortgage, receive investment planning advice, and establish a pension fund at one institution

with one account. Consolidation of the financial industry has lead to the integration of

financial services which will eventually result in financial supermarkets where a truly

personalized, customized, integrated financial services package can be offered to consumers

based upon a complete understanding of their financial behavior, life cycle status, and unique

needs.

8. Major Segments of Travel

The two major segments of travel are leisure and unmanaged and managed business travel.

The leisure market includes unmanaged business travel and this is where the online travel

industry has concentrated its efforts. However, the fastest growing segment is business travel

because large and mid-sized firms are trying to control mushrooming corporate travel costs

by actively managing their employees travel arrangements. Increasingly, corporations are

outsourcing their travel offices to vendors who can provide Web-based solutions, high-

quality service and lower costs.

9. Global Distribution Systems (GDS) Function

Global Distribution Systems (GDS) function by buying the reservations directly from the

suppliers (the large national airlines, international hotel chains, auto rental companies, and
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cruise/tour operators) and then reselling them to agencies which retail the inventory to

consumers or create vacation packages that are sold to other retail agents.

10. Traditional Recruitment Tools

The five traditional recruitment tools that companies have used to identify and attract

employees are classified and print advertising, career expos, on-campus recruiting, private

employment agencies, and internal referral programs. The disadvantages of these tools in

light of the new online sites are first, that print advertising usually includes a perword charge

that limits the amount of detail employers will provide about a job opening and also limits the

amount of time an ad will run. Second, career expos do not allow for a pre-screening process

to weed out unsuitable candidates and they are limited by the amount of time a recruiter can

spend with each candidate. Third, staffing firms charge high fees and they have a limited,

usually local, pool of candidates. Fourth, on campus recruiting firms are also limited in the

amount of time that can be spent per candidate as well as in how many candidates can be seen

each visit, necessitating multiple visits to some campuses and numerous campus visits around

the country. Fifth, internal referral programs can sometimes encourage employees to propose

unqualified candidates so that they will qualify for the rewards and incentives offered.

Topic : B2b E-Commerce Supply Chain Management And Collaborative Commerce

Topic Objective:

At the end of this topic student would be able to understand:

 Differences among Total Inter-Firm Trade, B2B Commerce, and B2B Ecommerce

 Key Attributes of an Electronic Storefront

 Potential Benefits of B2B E-Commerce

 Methods of Purchasing Goods

 Difference between a Horizontal Market and a Vertical Market

 Anti-Competitive Possibilities Inherent In Net Marketplaces

 Difference between an Industry Consortia And a Private Industrial Network
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 CPFR (Collaborative Resource Planning, Forecasting, and Replenishment)

 Barriers to the Complete Implementation of Private Industrial Networks

Definition/Overview:

Business-to-business (B2B): Business-to-business (B2B) is a term commonly used to

describe commerce transactions between businesses, as opposed to those between businesses

and other groups, such as business and individual consumers (B2C) or business and

government (B2G).

Key Points:

1. Differences among Total Inter-Firm Trade, B2B Commerce, and B2B Ecommerce

Before the Internet, business-to-business transactions were referred to as the procurement

process. Today, the procurement process can be thought of as total inter-firm trade, which is

the total flow of value among firms. B2B commerce describes all types of computer assisted

inter-firm trade. B2B e-commerce specifically describes that portion of B2B commerce that

uses the Internet to assist firms in buying and selling a variety of goods to each other.

2. Key Attributes of an Electronic Storefront

An electronic storefront is simply an online catalog of products made available in the public

marketplace by a single supplier. The two key attributes that distinguish an electronic

storefront from the automated order entry systems that preceded them are that as the Internet

becomes far less expensive and more universal, the communication media displaces private

networks and that they tend to serve horizontal markets, that is, they carry products that serve

a wide variety of industries.

3. Potential Benefits of B2B E-Commerce

B2B e-commerce promises many strategic benefits for participating firms, both the buyers

and the sellers including:

 Lower administrative costs

 Lower search costs for buyers
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 Reduced inventory costs due to increased competition among the suppliers which increases

price transparency, reducing inventory to a bare minimum

 Lower transaction costs due to the elimination of paperwork and the automation of parts of

the procurement process

 Increased production flexibility by ensuring delivery of parts just-intime

 Improved quality of products due to increased cooperation among buyers and sellers and

reducing quality issues

 Decreased product cycle time due to the sharing of designs and production schedules with

suppliers

 Increased opportunities for collaborating with suppliers and distributors

 Increased price transparency, all participants can see the actual buy and sell prices in a market

4. Methods of Purchasing Goods

The two methods of purchasing goods are contract purchases and spot purchases. Contract

purchases are long-term agreements to buy a specified amount of a product. There are pre-

specified quality requirements and pre-specified terms. Spot purchases are for goods that

meet the immediate needs of a firm. Indirect purchases are most often made on a spot

purchase basis in a large marketplace that includes many suppliers.

5. Difference between a Horizontal Market and a Vertical Market

Horizontal markets serve a myriad of different industries. Electronic storefronts are an

example of a horizontal market in that they tend to carry a wide variety of products that are

useful to any number of different industries. Vertical markets, on the other hand, provide

expertise and products targeted to a specific industry. EDI (electronic data interchange)

systems usually serve vertical markets.

6. Anti-Competitive Possibilities Inherent In Net Marketplaces

The anticompetitive possibilities inherent in Net marketplaces are that they may provide

some firms with an ideal platform to collude on pricing, market sharing, and market access.

For example, in a Net marketplace owned by large industry players, ownermembers could

collude with one another on the prices they are willing to pay for inputs. They could also

share information in order to reach market-sharing agreements in which they divide the
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market up into segments and agree to produce only enough for their allocated segment. Net

marketplaces could also be used to coordinate a reduction in purchases, forcing the suppliers

to sell their inputs below market prices. They can also be used to restrict market access if

large industry players exclude smaller rivals, thus forcing them to pay higher prices for their

inputs.

7. Difference between an Industry Consortia And a Private Industrial Network

Private industrial networks, which presently dominate B2B commerce, are Web-enabled

networks for coordinating trans-organizational business processes (collaborative commerce).

These networks range in scope from a single firm to an entire industry. Although the central

purpose of a private network is to provide industry-wide global solutions to achieve the

highest levels of efficiency, they generally start with a single sponsoring company that owns

the network. This differentiates private markets from industry consortia, which are usually

owned collectively by major firms through equity participation.

8. CPFR (Collaborative Resource Planning, Forecasting, and Replenishment)

CPFR (collaborative resource planning, forecasting, and replenishment) involves working

with network members to forecast demand, develop production plans, and coordinate

shipping, warehousing, and stocking activities. The goal is to ensure that retail and wholesale

shelf space is precisely maintained. The benefits it could achieve for private industrial

network members are that hundreds of millions of dollars of excess inventory and capacity

could be wrung out of an industry.

9. Barriers to the Complete Implementation of Private Industrial Networks

The barriers to the complete implementation of private industrial networks are that

participating firms are required to share sensitive data with their business partners up and

down the supply chain. This is a huge corporate mindset change as what was previously

considered proprietary and secret must now be shared. Furthermore, in the digital

environment it can be difficult to control the limits of this information sharing. Information

that a firm willingly gives to its largest customer may wind up being shared with its closest

competitor. Other barriers include difficulties in integrating private industrial networks into

existing ERP (enterprise resource planning) systems and EDI (electronic data interchange)
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networks. Most ERP systems were not designed initially to work with extranets or even to be

particularly Internet compliant, and most were based on business models that use entirely

internal business processes. Furthermore, corporate culture and attitude changes organization-

wide and among all employees are essential so that a shifting of allegiances occurs from the

firm to the wider trans-organizational enterprise, and this is difficult to achieve. Employees

must recognize that the firms fate is intertwined with that of their suppliers and distributors.

Suppliers in turn must change how they manage and allocate resources because their own

production is closely aligned with the demands of the private industrial network partners. A

loss of independence among all participants in the supply and distribution chains occurs and

this requires huge behavioral changes in individual organizations in order for their

participation to reap the benefits of participation.

In Section 5 of this course you will cover these topics:
Auctions, Portals And Communities

Online Content Providers: Digital Media

Topic : Auctions, Portals And Communities

Topic Objective:

At the end of this topic student would be able to understand:

 Benefits of Auction Markets

 Major Costs to Consumers of Participating In an Auction

 Price Allocation Rules in Auction Markets

 Auction Aggregator

 Portal Site

 Revenue Sources for the Portal Business Model
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Definition/Overview:

Auction: An auction is a process of buying and selling goods or services by offering them up

for bid, taking bids, and then selling the item to the winning bidder. In economic theory, an

auction may refer to any mechanism or set of trading rules for exchange.

Key Points:

1. Benefits of Auction Markets

The benefits of auction markets are:

 Liquidity: Sellers and buyers are connected in a global marketplace.

 Price Discovery: Even difficult to price items can be competitively priced based on supply

and demand.

 Price Transparency: Everyone in the world can see the asking and bidding prices for items,

although prices can vary from auction site to auction site.

 Market Efficiency: Consumers are offered access to a selection of goods that would be

impossible to access physically and consumer welfare is often increased due to reduced

prices.

 Lower transaction costs: Merchants and consumers alike are benefited by the reduced costs

of selling and purchasing goods compared to the physical marketplace.

 Consumer aggregation: A large number of consumers who are motivated to buy are

amassed in one marketplace - a great convenience to the seller.

 Network effects: The larger an auction site becomes in both the numbers of users and

products, the greater all of the above benefits become and therefore the more valuable a

marketplace it becomes.

 Market maker benefits: Auction sites have no inventory carrying costs or shipping costs

making them perhaps the ideal online business in that their main function is the transfer of

information.
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2. Major Costs to Consumers of Participating In an Auction

The major costs to consumers of participating in an auction are:

 Delayed consumption: Auctions can go on for days and the product must then be shipped to

the buyer. Buyers will typically want to pay less for an item they cannot immediately obtain.

 Monitoring costs: Buyers must spend time monitoring the bidding.

 Equipment costs: Buyers must purchase, or have already purchased, computer systems and

Internet service, and learned how to operate these systems.

 Trust risks: Consumers face an increased risk of experiencing a loss as online auctions are

the largest source of Internet fraud.

 Fulfillment costs: Buyers must pay for packing, shipping and insurance and will factor this

cost into their bid price.

3. Price Allocation Rules in Auction Markets

The two price allocation rules in auction markets are uniform pricing and discriminatory

pricing. When a uniform pricing rule is in effect, there are multiple winners who all pay the

same price, usually the lowest winning bid. The lowest accepted offer sets the price. When a

discriminatory pricing rule is in effect, winners pay different amounts depending on the

amount they bid. Each customer pays its winning bid.

4. Auction Aggregator

An auction aggregator uses a web crawler or another similar type of search engine computer

program to search thousands of Web auction sites, scouring for information on products, bids,

auction duration, and bid increments. Consumers can use auction aggregator sites to look for

products of interest, and the program will return a list of both fixed price sales locations and

auction locations where the product is for sale.

5. Portal Site

The three characteristics that define a portal site today are navigation of the Web, providing

content, and serving as the starting point for pursuing commerce. Web portals are gateways to

the more than four billion Web pages available on the Internet. Originally their primary
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purpose was to help users find information on the Web, but they evolved into destination sites

that provided a myriad of content from news to entertainment.

6. Revenue Sources for the Portal Business Model

The main revenue sources for the portal business model are providing ISP services such as

Web access and email services for a monthly fee, general advertising such as charging for the

number of banner ad impressions delivered, tenancy deals whereby companies that value

having access to their audience will lock in long-term multiple-year deals in which they are

guaranteed a certain number of impressions with premium placement on home pages and

through exclusive marketing deals, subscription fees, for example, charging for premium

content, and by garnering commissions on sales that are generated from consumers

originating from the portal site.

Topic : Online Content Providers: Digital Media

Topic Objective:

At the end of this topic student would be able to understand:

 Dimensions Where the Term Convergence Has Been Applied

 Basic Revenue Models for Online Content

 Pay-Per-View Revenue Model

 Technological Challenges Facing Content Producers and Owners

 Impact of Internet on the Content That Newspapers Offer

 Key Challenges Facing the Online Newspaper Industry

 Advantages and Disadvantages of E-Book Content

 Complete Content Convergence In The Entertainment Industry
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Definition/Overview:

The online content market is the fastest growing market for content and holds the greatest

potential for content owners when compared to other distribution channels. But until 2001,

most content on the Web was free. However, most companies pursuing the free model have

either gone out of business, withdrawn from the Web, or they have successful offline brands

to pay for the losses. In the future, to exploit this market, content owners need to convince

Web customers to pay for content. In turn, content owners need to provide customers with

products worth paying for-- in short, a customer value proposition.

Key Points:

1. Dimensions Where the Term Convergence Has Been Applied

The three dimensions where the term convergence has been applied are technology platform,

content design, and industry structure. Technology platform convergence refers to the

integration of previously separate platform functionalities into a singular digital device. It

refers to the development of hybrid devices that can combine the functionality of many

different existing media. Content convergence actually includes three dimensions, design,

production, and distribution. Content design convergence has occurred when the design

becomes measurably different due to the new skills that have been learned for fully exploiting

the new technological capabilities. Content production convergence drives content design

convergence as new tools are developed for economically producing content for delivery to

multiple platforms. Content distribution convergence occurs when the distributors and

consumers have the new devices needed to receive, store, and experience the product.

Industry structure convergence is the merger of various enterprises into powerful synergistic

combinations that can cross-market content on many different platforms and create works

that use multiple platforms.

2. Basic Revenue Models for Online Content

The five basic revenue models for online content are marketing, advertising, pay-perview,

subscription, and value-added. The major challenge for the entire content industry is that

most content on the Web is free and most Web users expect it to be free and have expressed

an unwillingness to pay for it as evidenced by a recent survey which found that of Internet
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users who have recently been asked to pay for content, 50% found a free alternative, 36%

stopped getting the information, and only 12% agreed to pay for it. In order to overcome this

obstacle to profitability, the value proposition that these firms offer to consumers will have to

be enhanced by offering more highly valued, focused, and deep information and content in a

more convenient form.

3. Pay-Per-View Revenue Model

The pay-per-view revenues model is based upon charging users for each viewing of premium

content such as a video, book, archived newspaper article or consulting report. This model is

suitable for targeted audiences who are looking for deep, rich, niche content. Pay-per-view is

expected to be a more prevalent and successful business model when the bandwidth

capability to view sporting events, feature films and other video content is perfected and

becomes more widespread.

4. Technological Challenges Facing Content Producers and Owners

The technological challenges facing content producers and owners are bandwidth and

platform. Most Internet consumers do not yet have the technical capability to view

highbandwidth content and although there is plenty of long-haul optical fiber bandwidth

available, there are critical bottlenecks in home bandwidth and total throughput across the

Internet platform from Web servers to the home or business can be less than 100 kbps. These

limitations restrict the ability for pay-per-view revenue models to develop for films and video

because streaming technologies can only deliver quality video at 500 kbps, in other words,

over cable or DSL, which have not yet been widely adopted. This also restricts the

development of more advanced e-books that use video and audio. Platform challenges

include the inability so far to bond TV and the PC. Although some portable PC screens are

suitable for playing DVD videos, regular PC screens are not, and it is not comfortable to read

e-books on PC screens. PDAs are not suitable for large text display and wireless cell phones

have not been accepted yet as suitable Web devices.

5. Impact of Internet on the Content That Newspapers Offer

Four significant content changes have occurred in the newspaper industry due to the Internet

platform. Content has expanded to include premium archived content, finegrained searching
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is now available, there is more reach and depth of content and news can now be delivered in a

timely manner without the restrictions of set printing times. The timeliness aspect is perhaps

the most significant change because instant updates of breaking news stories are now possible

allowing newspapers to compete directly with radio and television.

6. Key Challenges Facing the Online Newspaper Industry

In the next five years the newspaper industry faces significant challenges and opportunities as

the online audience grows in both numbers and sophistication. New technology challenges

and costs include developing wireless mobile delivery platforms and micro-payment systems

to provide a low cost mechanism for selling single articles. Consumer attitudes have

remained intransigent on the issue of paying for content and some online newspapers have

experienced a cannibalization of their main distribution channel. However, online newspapers

are slowly learning to add value to their content by providing additional services, content, and

depth. Another main challenge is digital leakage that occurs when a paid for and downloaded

article is redistributed via e-mail or posted to a Web site where millions of others can view it

for free. Current digital rights management software does not conveniently permit

newspapers to charge each additional reader of a redistributed article, but the DCMA does

provides some protection by making it illegal for ISPs or there Web servers to store and

distribute pirated copies of copyrighted works.

7. Advantages and Disadvantages of E-Book Content

E-books have advantages over published books in that instant downloading can reduce

transaction costs, peoples accessibility to entire libraries will be dramatically increased, and

text will be searchable and easily integrated with new text via cutting and pasting. They will

also permit modularization down to the sentence and word level, and can be much more

easily updated or changed resulting in lower production and distribution costs and a longer

lasting work. This should also increase opportunities for writers to publish, increase the

availability of out-of-print works, increase the value of book archives, and reduce the cost of

library functions in the society, further democratizing access to books. However, the

disadvantages are so far outweighing even this impressive list of advantages. They require

expensive and complex electronic devices to use, are not by and large portable, reduce the

print quality onscreen making them difficult to read, have multiple competing standards and

uncertain business models, and raise copyright and royalty issues with authors.
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8. Complete Content Convergence In The Entertainment Industry

Complete content convergence in the entertainment industry would entail purely digital

creation, production, and distribution of content with no use of analog devices or physical

products with physical distribution channels. This has not yet occurred. Music is still

predominantly in CD form, television uses very old analog delivery systems, and feature

films are still distributed to theatres via large film canisters. This is changing as MP3 files

challenge the CD market, and is likely to begin changing for films and television. Content

creation and production convergence is occurring with filmmakers increasingly using digital

cameras for selected movie scenes and film editing done at digital computer workstations.

Digital cameras are also starting to be used in television, and music is recorded on digital

devices using digital mixers before it is imprinted digitally on CDs. In the future the CD stage

may be skipped entirely. Furthermore, composers, arrangers, and music educators have

widely adopted two digital notation programs for creating musical scores.
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