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FIGURE 1-13  Proportion of online B2C sales by geographic region, 2013
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INTERNATIONAL NATURE OF ELECTRONIC COMMERCE
Because the Internet connects computers all over the world, any business that
engages in electronic commerce instantly becomes an international business, with
exposure to potential customers in other countries and cultures. When companies
use the Web to improve a business process, they are automatically operating in a
global environment. The first wave of electronic commerce was dominated by
U.S. businesses. In the second wave, European and Asian businesses expanded
online.

In the third wave, a rapidly increasing proportion of online business
activity is based outside the United States. Countries with large populations such
as China, India, and Brazil, have seen enormous recent growth in both the number
of people who have Internet access and the number of online businesses. The
proliferation of handheld devices that are capable of connecting individuals to the
world of electronic commerce has greatly increased the size of potential markets
for companies operating in these countries. In 2013, for the first time, the United
States was not the country with the highest value of B2C online sales. The rapid
growth of sales by companies in China gave that country the top spot. Figure 1-
13 shows the proportions of online B2C sales that arise in the main geographic
regions of the world.

Notwithstanding the rapid growth in China and other Asian countries,
online markets are currently growing at the most rapid pace in Europe, with sales
expected to double by 2016. Although much of the online sales activity in each
of the world regions depicted in the figure occurs within its originating region, a
substantial proportion of all online business today occurs across international
boundaries. The key issues that a company faces when it conducts international
commerce include trust, culture, language, government, and infrastructure. These
topics are covered in the following sections
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Now that you have learned about industry value chains and SBUs, you can learn
one popular technique for analyzing and evaluating business opportunities. Most
electronic commerce initiatives add value by either reducing transaction costs,
creating some type of network effect, or a combination of both. In SWOT analysis
(the acronym is for strengths, weaknesses, opportunities, and threats), the analyst
first looks into the business unit to identify its strengths and weaknesses. The
analyst then reviews the environment in which the business unit operates and
identifies opportunities presented by that environment and the threats posed by
that environment. Figure 1-11 shows questions that an analyst would ask in
conducting a SWOT analysis for any company or strategic business unit.

Strengths Weaknesses
= What does tha company do well? + What does the company do poorby?
= |z the company strong in its market? * What problems could be avoided?
» Does tha company have a strong * Does the company have
sense of purpose and the culture serious financial liabilities?

o support that purposa?

Opportunities Threats
= Are industry trends moving upward 7 = What are competitors doing well? ~
« Da new markets axist or « What obstacles does the £
the company's products/services? company tace? .
= Ara thara new technologles = Are thera troubling changas s
that tha company can axploit? in the company’s business

envirgnment (fechnol ]
laws, and regulatiurm}g

FIGURE 1-11 SWOT analysis questions

By considering all of the issues that it faces in a systematic way, a business
unit can formulate strategies to take advantage of its opportunities by building on
its strengths, avoiding any threats, and compensating for its weaknesses.

In the mid-1990s, Dell Computer used a SWOT analysis to create a
business strategy that helped it become a strong competitor in its industry value
chain. Dell identified its strengths in selling directly to customers and in designing
its computers and other products to reduce manufacturing costs. It acknowledged
the weakness of having no relationships with local computer dealers. Dell faced
threats from competitors such as Compag (now a part of Hewlett-Packard) and
IBM, both of which had much stronger brand names and reputations for quality
at that time. Dell identified an opportunity by noting that its customers were
becoming more knowledgeable about computers and could specify exactly what
they wanted without having Dell salespeople answer questions or develop

9 https://manara.edu.sy/
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configurations for them. It also saw the Internet as a potential marketing tool. Dell

carefully considered and answered the SWOT analysis questions shown in Figure
1-11. The results of Dell’s SWOT analysis appear in Figure 1-12.

Strengths Weaknesses
+ Sell directly to consumers - Mo strong relationships
with computer retailers

+ Kaep costs below

competitors’ costs

Opportunities Threats

+ Consumer desire for + Competitors have stronger

one-stop shopping brand names:
+ Consumers Know what + Competitors have

they want to buy strong relationships

with computer retailers
* Internet could be a
powarful marketing tool

© 2015 Congage Laaming

FIGURE 1-12 Results of Dell's SWOT analysis

The strategy that Dell followed after doing the analysis took all four of the
SWOT elements into consideration. Dell decided to offer customized computers
built to order and sold over the phone, and eventually, over the Internet. Dell’s
strategy capitalized on its strengths and avoided relying on a dealer network. The
brand and quality threats posed by Compaq and IBM were lessened by Dell’s
ability to deliver higher perceived quality because each computer was custom
made for each buyer. Ten years later, Dell observed that the environment of
personal computer sales had changed and did start selling computers through
dealers.
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In the late 1990s, electronic commerce was still emerging as a new way to
do business; at that time, most companies were doing very little buying or selling
online. They still were selling products in physical stores or taking orders over
the telephone and by mail. However, a few companies had established solid
footholds online. Amazon.com was a rapidly growing bookseller and eBay had
taken the lead as a profitable auction site. The business of providing search tools
for finding information online was dominated by a few well-established sites,
including AltaVista, HotBot, Lycos, and Yahoo!. Most industry observers at that
time believed that any new search engine Web site would find it very difficult to
compete against these established operations.
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Search engines of the late 1990s provided results based on the number of
times a search term appeared on Web pages. Pages that included the greatest
number of occurrences of a user’s search term would be more highly ranked and
would thus appear near the top of the search results list. By 1998, two Stanford
University students, Lawrence Page and Sergey Brin, had been working on a
search engine research project for two years. Page and Brin believed that a search
ranking based on the relationships between Web sites would give users better and
more useful results. They developed search algorithms based on the number of
links a particular Web page had to and from other highly relevant pages. In 1998,
they started Google (Note: This typeface indicates a corresponding link to a
related Web page in the book’s Web Links. Google’s URL is
http://www.google.com) in a friend’s garage with about $1.1 million of seed
money invested by a group of Stanford graduates and local businesspersons.

Most industry observers agree that Google’s page ranking system, which
has been continually improved since its introduction, consistently provides users
with more relevant results than other search engines. Internet users flocked to
Google, which became one of the most popular sites on the Internet. The site’s
popularity allowed Google to charge increasingly higher rates for advertising
space on its Web pages. Marketing staff at Google noticed that another search
engine, Goto.com (now owned by Yahoo! and operated as Yahoo! Search
Marketing), was selling ad space on Web sites by allowing advertisers to bid on
the price of keywords and then charging based on the number of users who
clicked the ads. For example, a car dealer could bid on the price of the keyword
“car.” If the car dealer were the high bidder at 12 cents, then the car dealer would
pay for the ad at a rate of 12 cents times the number of site visitors who clicked
the ad. Google adopted this keyword bidding model in 2000 and has used it since
then to sell small text ads that appear on search results pages.

This approach to selling advertising was, and continues to be, extremely
successful. Combined with the highly relevant search results provided by the page
ranking system, it led to Google’s continued growth. When the company went
public in 2004 (raising $1.67 billion), its market valuation was nearly $23 billion.
Today, Google is one of the most successful online companies in the world. The
Web provides a quick path to potential customers for any businessperson with a
unique product or service. Google’s improved page ranking system was available
to anyone in the world the day it was introduced online.
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THE EVOLUTION OF ELECTRONIC COMMERCE

The business phenomenon that we now call electronic commerce has had
an interesting history. From humble beginnings in the mid-1990s, electronic
commerce grew rapidly until 2000, when a major downturn occurred. The
popular media published endless news stories describing how the “dotcom boom”
had turned into the “dot-com bust.” Between 2000 and 2003, many industry
observers were writing obituaries for electronic commerce. Just as the
unreasonable expectations for immediate success had fueled unwarranted high
expectations during the boom years, overly gloomy news reports colored
perceptions during this time.

Beginning in 2003, electronic commerce began to show signs of a profound
rebirth. Companies that had survived the downturn were not only seeing growth
in sales again, but many of them were showing profits for the first time. As the
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economy grew, electronic commerce grew also, but at a faster pace than the
overall economy. Thus, electronic commerce gradually became a larger part of
the total economy. In the general economic recession that started in 2008,
electronic commerce suffered far less than most of the economy. From 2003
through the present, as the general economy has expanded and contracted,
electronic commerce has consistently expanded more in the good times and
contracted less in the bad times than other economic sectors.
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Electronic Commerce and Electronic Business

To many people, the term “electronic commerce” means shopping on the
part of the Internet called the World Wide Web (the Web). However, electronic
commerce (or e-commerce) also includes many other activities, such as
businesses trading with other businesses and internal processes that companies
use to support their buying, selling, hiring, planning, and other activities. Some
people use the term electronic business (or e-business) when they are talking
about electronic commerce in this broader sense. For example, IBM defines
electronic business as “the transformation of key business processes through the
use of Internet technologies.” Most people use the terms “electronic commerce”
and “electronic business” interchangeably.
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Categories of Electronic Commerce

Categorizing electronic commerce by the types of entities participating in the
transactions or business processes is a useful and commonly accepted way to
define online business. The five general electronic commerce categories are
business-to-consumer, business-to-business, transactions and business processes,
consumer-to-consumer, and business-to-government. The three categories that
are most commonly used are:

e Consumer shopping on the Web, often called business-to-consumer (or
B2C)

e Transactions conducted between businesses on the Web, often called
business-to-business (or B2B)

e Business processes in which companies, governments, and other
organizations use Internet technologies to support selling and purchasing
activities
A single company might participate in activities that fall under multiple e-

commerce categories. Consider a company that manufactures stereo speakers.
The company might sell its finished product to consumers on the Web, which
would be B2C electronic commerce. It might also purchase the materials it uses
to make the speakers from other companies on the Web, which would be B2B
electronic commerce. Businesses often have entire departments devoted to
negotiating purchase transactions with their suppliers. These departments are
usually named supply management or procurement. Thus, B2B electronic
commerce is sometimes called e-procurement.
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Relative Size of Electronic Commerce Elements

Figure 1-1 shows the three main elements of electronic commerce. The
figure presents a rough approximation of the relative sizes of these elements. In
terms of dollar volume and number of transactions, B2B electronic commerce is
much greater than B2C electronic commerce. However, the number of business
processes that are conducted using online technologies is far greater than the
number of all B2C and B2B transactions combined.
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The large oval in Figure 1-1 that represents the business processes that
support selling and purchasing activities is the largest element of electronic
commerce.

Some researchers define a fourth category of electronic commerce, called
consumerto-consumer (or C2C), which includes individuals who buy and sell
items among themselves. For example, C2C electronic commerce occurs when a
person sells an item through a Web auction site to another person. In this book,
C2C sales are included in the B2C category because the person selling the item
acts much as a business would for purposes of the transaction.

Finally, some researchers also define a category of electronic commerce
called business-to-government (or B2G); this category includes business
transactions with government agencies, such as paying taxes and filing required
reports. An increasing number of states have Web sites that help companies do
business with state government agencies. B2G transactions are included in the
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discussions of B2B electronic commerce.

Category Description Example
Business-to-consumer (B2C) Businesses sell Walmart.com sells
icts or services to merchandise to consumers

individual consumers.

through its Web site.

Business-to-business (B2B) Businesses sell Grainger.com sells industrial
products or services to supplies to large and small
other businesses. businesses through its Web site.

Business processes that Businesses and other Dell Computer uses secure

sg)pon buying and organizations maintain Internet connections to share

selling activities and use information to current sales and sales
identify and evaluate forecast information with
customers, suppliers, suppliers. The suppliers can
and employees. use this information to plan
Increasingly, businesses their own production and

share this information in
carefully managed ways

B2C electronic commerce.

deliver component parts to
Dell in the night quantities at

with their customers, the right time.
liers, employees,
and business partners.
Consumer-to-consumer (C2C)  Participants in an online Consumers and businesses
marketplace can buy and trade with each other in the
sell goods to each other. eBay.com online marketplace.
Because one party is
selling, and thus acting
as a business, this book
treats C2C transactions
as part of B2C electronic a
commerce. £
Business-to-government (B2G)  Businesses sell goods or CA.gov procurement site allows g
services to governments businesses to sell online to the %
and government agencies.  state of California. g
This book treats B2G .
transactions as part of o
R
o

FIGURE 1-2  Electronic commerce categories
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THE DEVELOPMENT AND GROWTH OF ELECTRONIC
COMMERCE

Over the thousands of years that people have engaged in commerce with
one another, they have adopted the tools and technologies that became available.
For example, the advent of sailing ships in ancient times opened new avenues of
trade to buyers and sellers. Later innovations, such as the printing press, steam
engine, and telephone, have changed the way people conduct commerce
activities. The Internet has changed the way people buy, sell, hire, and organize
business activities in more ways and more rapidly than any other technology in
the history of business.
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Early Electronic Commerce

Although the Web has made online shopping possible for many businesses
and individuals, in a broader sense, electronic commerce has existed for many
years. Since the mid-1960s, banks have been using electronic funds transfers
(EFTs, also called wire transfers), which are electronic transmissions of account
exchange information over private communications’ networks. Initially used to
transfer money between business checking accounts, the use of EFTs gradually
expanded to include payroll deposits to employees’ accounts, automatic payment
of auto and mortgage loans, and deposit of government payments to individuals,
such as U.S. Social Security System remittances.

Businesses have also used a form of electronic commerce, known as
electronic data interchange, for many years. Electronic data interchange (EDI)
occurs when one business transmits computer-readable data in a standard format
to another business. In the 1960s, businesses realized that many of the documents
they exchanged were related to the shipping of goods; for example, invoices,
purchase orders, and bills of lading. These documents included the same set of
information for almost every transaction. Businesses also realized that they were
spending a good deal of time and money entering this data into their computers,
printing paper forms, and then reentering the data on the other side of the
transaction. Although the purchase order, invoice, and bill of lading for each
transaction contained much of the same information—such as item numbers,
descriptions, prices, and quantities—each paper form usually had its own unique
format for presenting the information. By creating a set of standard formats for
transmitting the information electronically, businesses were able to reduce errors,
avoid printing and mailing costs, and eliminate the need to reenter the data.
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The First Wave of Electronic Commerce, 1995-2003

Many researchers have concluded that the development of electronic
commerce is a major change in the way business is conducted and compare it to
other historic changes in economic organization, such as the Industrial
Revolution. A growing number of business scholars have determined that major
changes in economic structures do not occur as single events, but occur as a series
of developments, or waves, that occur over an extended period of time. For
example, the Industrial Revolution is no longer studied as a single event, but as a
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series of developments that took place over a 50- to 100-year period. Economists
Chris Freeman and Francisco Loucé describe four distinct waves (or phases) that
occurred in the Industrial Revolution in their book As Time Goes By (see the For
Further Study and Research section at the end of this chapter). In each wave, they
found that different business strategies were successful.

Electronic commerce and the information revolution brought about by the
Internet will likely go through a series of waves, too. This section outlines the
defining characteristics of the first wave of electronic commerce. Subsequent
sections of this chapter discuss the evolution of electronic commerce through its
second and third waves.

The first wave of electronic commerce was characterized by its rapid
growth, often called a “boom,” which was followed by a rapid contraction, often
called a “bust.” Between 1997 and 2000, more than 12,000 Internet-related
businesses were started with more than $100 billion of investors” money. In an
extended burst of optimism, and what many later described as irrational
exuberance, investors feared that they might miss the moneymaking opportunity
of a lifetime. As more investors competed for a fixed number of good ideas, the
price of those ideas increased. Many good ideas suffered from poor
implementation. Worse, a number of bad ideas were proposed and funded.

More than 5,000 of these Internet start-up firms went out of business or
were acquired in the downturn that began in 2000. The media coverage of the
“dot-com bust” was extensive. However, between 2000 and 2003, more than
$200 billion was invested in purchasing electronic commerce businesses that
were in trouble and starting new online ventures. This injection of financial
investment was not reported widely in either the general or business media, but
these investments quietly fueled a rebirth of growth in online business activity.
This rebirth provided another chance at success for many good online business
ideas that were poorly implemented in the early days of the Internet.
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The Second Wave of Electronic Commerce, 2004-2009

The first wave of electronic commerce was predominantly a U.S.
phenomenon. Web pages were primarily in English, particularly on commerce
sites. The second wave was characterized by an expanding international scope,
with sellers beginning to do business in other countries and languages. Language
translation and currency conversion were two impediments to rapid global
expansion of electronic commerce in its second wave. You will learn more about
the issues that occur today in global electronic commerce later in this chapter, in
Chapter 7, which concerns legal issues, and in Chapter 11, which concerns online
payment systems.

In the first wave, easy access to start-up capital led to an overemphasis on
creating new large enterprises to exploit electronic commerce opportunities.
Investors were excited about electronic commerce and wanted to participate, no
matter how much it cost or how weak the underlying ideas were. In the second
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wave, established companies began using their own internal funds to finance
gradual expansion of electronic commerce opportunities. These measured and
carefully considered investments are helping electronic commerce grow more
steadily, though more slowly.

The Internet technologies used in the first wave, especially in B2C
commerce, were slow and inexpensive. Although businesses typically had
broadband connections, most consumers connected to the Internet using dial-up
modems. The increase in broadband connections in homes is a key element in the
B2C component of the second wave. In 2004, the number of U.S. homes with
broadband connections began to increase rapidly. Most industry estimates
showed that about 12 percent of U.S. homes had broadband connections in early
2004. By 20009, those estimates were ranging between 70 and 80 percent. Other
countries, such as South Korea, began to subsidize their citizens’ Internet access,
which led to an even higher rate of broadband usage.

The increased use of home Internet connections to transfer large audio and
video files is generally seen as the reason large numbers of people spent the extra
money required to obtain a broadband connection during the second wave. The
increased speed of broadband not only makes Internet use more efficient, but it
also can alter the way people use the Web. For example, a broadband connection
allows a user to watch movies and television programs online—something that is
impossible to do with a dial-up connection. This opens up more opportunities for
businesses to make online sales.
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The Third Wave of Electronic Commerce, 2010—Present
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In 2010, a number of factors came together to start a third wave in the
development of electronic commerce. Some of these factors include:

e A critical mass of mobile users with powerful devices (smartphones and
tablets) that, for the first time, allowed them to interact online with
businesses along with proliferation of high-speed mobile phone networks
throughout the world that provide useful connections among users and
companies

e Widespread participation in social networking platforms combined with
businesses’ increased willingness to use them for advertising, promotion,
and sales

e Increased online participation by smaller businesses in sales, purchasing,
and capital-raising activities

e Highly sophisticated analysis of the large amounts of data that companies
collect about their online customers

e Increased integration of tracking technologies into B2B electronic
commerce and the management of business processes within companies
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Emergence of Mobile Commerce

Since about 2001, industry analysts have been predicting the emergence of
mobile telephone-based commerce (often called mobile commerce or m-
commerce) every year. And year after year, they were surprised that the expected
development of mobile commerce did not occur. The limited capabilities of
mobile telephones were a major impediment until very recently.

In the third wave of electronic commerce, mobile commerce is finally
taking off with the increasingly widespread use of mobile phones that allow
Internet access and smartphones. Smartphones are mobile phones that include a
Web browser, a full keyboard, and an identifiable operating system that allows
users to run various software packages. These phones are available with usage
plans that include very high or even unlimited data transfers at a fixed monthly
rate.

Another technological development was the introduction of tablet
computers. These handheld devices are larger than a smartphone but smaller than
a laptop computer. Most tablet computers (and smartphones) can connect to the
Internet through a wireless phone service carrier or a local wireless network. This
flexibility is important, especially if the wireless data plan restricts the amount of
data that can be downloaded. The availability of these devices and the low cost
of Internet connectivity have made mobile commerce possible on a large scale
for the first time. Leading online business research firms, including Forrester and
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Bl Intelligence, estimate mobile commerce to be about $10 billion in 2013 but
expect rapid growth to levels between $30 billion and $60 billion by 2016.

One force driving the growth in global online sales to consumers is the
ever- increasing number of people who have access to the Internet. Today,
billions of people around the world still do not have computers and, therefore, do
not have computer access to the Internet. The predictions for continued global
online business are based in part on the growing numbers of people using
Inexpensive devices such as mobile phones and tablet computers to access the
Internet. This growth is expected to be especially dramatic in highly populated
countries such as China, India, and Brazil. In fact, online retail sales in China
exceeded those in the United States for the first time in 2010. Most experts expect
to see global online business grow at a sustained rate of 15 percent to 25 percent
through 2015.

An important change brought about by fully operational handheld devices
Is that the Internet becomes truly available everywhere. This constant availability
can change buyer behavior in many ways (discussed in Chapters 3 and 4) and it
can provide new opportunities for online businesses that could not exist without
such broad-based connectivity. In Chapter 5, you will learn how the
pervasiveness of computers (laptops and tablets) and mobile phones that can
access the Internet is changing B2B electronic commerce, and you will learn
about the growing opportunities for B2C mobile commerce in Chapter 6.
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Widespread Social Networking
The Web 2.0 technologies that enabled part of the growth in electronic commerce
that occurred in the second wave will play a major role in the third wave. For
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example, social networking sites such as Facebook and microblogging
technologies such as Twitter can be used to engage in social commerce.

Social commerce is the use of interpersonal connections online to promote
or sell goods and services. Because a handheld device connected to the Internet
can put a user online virtually all the time, businesses can use social interactions
to advertise, promote, or suggest specific products or services. Internet Retailer
notes that sales driven by social commerce activities in 2013 were under $1
billion but expects an increase to $20 billion by 2016. You will learn more about
social networking, microblogging, and social commerce in Chapter 6.
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Increased Participation by Small Businesses

Large businesses—both existing businesses and new businesses that had obtained
large amounts of capital early on—dominated the first wave. The second wave
saw a major increase in the participation of small businesses (those with fewer
than 200 employees) in the online economy. Still, more than 30 percent of small
businesses in the United States do not have Web sites. In other parts of the world,
this percentage is much higher. The third wave of electronic commerce will
include the participation of a significantly larger proportion of these smaller
businesses.

One way that smaller businesses can obtain funding for operations is by
using Web sites and social commerce activities for raising capital. Web sites used
to gather multiple small investors together for specific business funding activities
are called crowdsourcing sites. These allow businesses to post their ideas and
solicit funding for them from the general public, replacing banks and private
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investors as the source of the money they need for expansion or creating new
products and services. You will learn more about these funding opportunities in
Chapter 12. Providing services that help smaller companies use electronic
commerce will also be a substantial area of growth in the third wave.
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Sophisticated Analysis of Large Datasets

Companies that do business online found that they could track the detailed
behavior of customers as they navigate the company Web site. They also found
that they could store large amounts of this information and use it to improve their
operations and interactions with customers. The availability of so much data,
which was available to physical companies only through expensive surveys and
focus groups, was a major force in the development of sophisticated software
tools for analyzing large amounts of data. The term big data is used in business
to describe very large stores of information such as that collected by online sellers
about their customers. The highly sophisticated tools for investigating patterns
and knowledge contained in big data are called data analytics.

Companies that store large amounts of data about their customers’ behavior
on their Web sites can combine that information with their existing data about
customers’ past purchases to predict the kinds of products, services, or special
offers in which each customer might be interested. You will learn more about
how companies use big data to tailor their product offerings, advertising, and
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marketing strategies to groups of customers and even individual customers in
Chapter 4.

The study of data analytics, which includes the development and use of
statistical software to detect patterns in big data and the modeling of customer
behavior, has become a popular subject area at many universities around the
world. You will learn more about the use of data analytics in managing customer
relationships in Chapter 4 and the software used to perform these activities in
Chapter 9.
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