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Online Chapter

Using the Internet for Business Success

Learning Goals
>lg 1
What is the Internet, who uses it, and for what?

>lg 2
How has the Internet economy changed the business environment?

>lg 3
How can companies incorporate e-commerce into their overall business strategies?

>lg 4
What benefits do businesses achieve through e-commerce?

>lg 5
What steps are involved in launching an e-commerce venture?

>lg 6
What lies ahead for e-commerce? 
Borders Pages Amazon for Help

Bookseller Borders waited until 1998 to start its Web site—a relatively late date compared to its competitors. As the burden of maintaining its own site became a huge drain to Borders, the company realized its infrastructure was inadequate to meet customer needs. At the same time, Borders realized that shoppers liked to search for information online and then buy in stores, or to search in stores before buying online. In 2001, it arranged for Amazon.com to handle its online sales. A customer going to Borders.com (http://www.borders.com) ends up at an Amazon.com page with the Borders name and logo at the top. Amazon bills the customer the Amazon price, ships the book from its own inventory, records the sale as revenue, and pays Borders a referral fee. Amazon customers can also reserve products online and pick them up at Borders stores at Borders prices.

Such a mutually beneficial partnership is remarkable, given that Amazon and Borders were competitors in the online book and music business. Amazon started the first online-only bookstore and is still exclusively an online company. Since its 1995 start-up, Amazon has become one of the major successes of the Internet economy, aiming to transform itself into a Web superstore selling, in the words of founder Jeff Bezos, “anything, with a capital A.” It is well on its way to doing just that, using technology and savvy marketing to gain customers. For example, it was a pioneer in personalization. Shoppers who register at the site will discover that it remembers their preferences from past site visits. When they return, they get a customized shopping experience, such as product recommendations based on previous searches and purchases.

How has Amazon survived while many dot-coms have not? The answer lies in its ability to change its business model as the Internet economy changes. One such development involves capitalizing on its online sales technology, a by-product of its success. It has used this technological expertise to form partnerships with other retailers, usually brick-and-mortar stores wanting an online presence. These stores often do not have the resources or technology to maintain their own Web sites and have turned to Amazon, with its proven online sales history, to do it for them.

Borders is just one example of the many online partnerships that Amazon has created with retailers. Target, which also began online sales in 1998, realized in 2000 that its software could not handle the growing volume of site visitors and transactions. Eventually, Target called in Amazon to upgrade its Web operations. Target now has a “subsite” at Amazon.com, enabling Target to benefit from Amazon’s base of over 30 million shoppers. In addition to hosting the Target subsite, Amazon runs the Target.com site (http://www.target.com). Amazon also has partnerships with thousands of other stores and brands, from Nordstrom and Eddie Bauer to Nintendo and Mattel. 

Brick-and-mortar retailers who partner with Amazon to maintain an online presence enjoy an additional benefit: Sales at the physical stores typically increase. According to Ken Casser, senior analyst at Jupitermedia, “Retailers have been talking a lot lately about the Web’s ability to influence behavior in their stores. A common research estimate is that about $1 spent online leads to another $5 spent offline, but that’s just an estimate. No one really knows.”

Web site partnerships are not the only way Amazon has kept up with changes in the Internet economy. Since market research shows that customers hate shipping charges, Amazon offers free shipping on orders over a certain dollar amount. It pays for these aggressive discounts and free shipping by more efficient processing of orders and by selling certain new and used goods for commissions without having to hold inventory. To compete with auction site eBay’s growing popularity, Amazon now lets small businesses and individuals post items for sale or auction in Amazon’s marketplace in exchange for a fee or commission. 

The results for Amazon? In the third quarter of 2003, 22 percent of all items sold by Amazon were from third parties, both merchants and individuals. That quarter was also Amazon’s first profitable nonholiday quarter, and quarterly sales were up over 30 percent from a year earlier—a combined 21 percent at the U.S. and Canada sites, and a combined 61 percent for the company’s sites in the United Kingdom, Germany, France, and Japan. A record fourth (holiday) quarter, with net income estimated at more than $73 million—compared to $2.7 million in the fourth quarter of 2002—gave Amazon its first profitable year in 2003.
 

Critical Thinking Questions

As you read this chapter, consider the following questions as they relate to Amazon.com:

1. Identify the reasons that Amazon continues to prosper in the Internet economy.

2. In what ways do Amazon’s partnerships benefit Amazon as well as its varied partners?

3. Visit Amazon’s Web site (http://www.amazon.com). Describe how individuals list or buy an item for sale. Who are the newest retail partners, and has Amazon expanded into other international markets?

Principles of E-Commerce

As Amazon.com’s story clearly demonstrates, the Internet is a driving force in worldwide business today. In just a short time, it has moved us beyond the individual enterprise to an interconnected economy. In the virtual world of cyberspace, companies transact business without regard to traditional boundaries and constraints. The Internet creates new opportunities for growth through new products, greater speed to market, and enhanced cost competitiveness. As a result, businesses have implemented new ways of operating that take advantage of electronic commerce (e-commerce). The Internet has forced companies and even whole industries to change their business models. 

To succeed in business today, you must understand how this communication and transaction medium is shaping business and society, as well as how to use the Internet to your benefit. We’ll start our exploration of e-commerce with some background on the size of the Internet and how people use it. Next we’ll look at the impact of the Internet on business operations and industry dynamics, examine the growth of electronic commerce in both the business-to-business and the business-to-consumer markets, and describe the steps required to launch an e-business. The chapter ends with a look at what lies ahead for e-commerce.

The What, Who, and Why of the Internet [LG1]

Hard to believe, but as recently as 1993, hardly anyone knew what the Internet was. With unprecedented speed, the Internet has become a mainstay for businesses and individuals. Whereas radio took 38 years to gain 50 million users, television took 13 years, and PCs needed 16 years, the Internet took just 4 years. Now the Internet is a fixture in our lives at home and work. Consider the following statistics about Internet users from several recent studies:
 

· About 700 million people worldwide use the Internet. 

· In October 2003, about 150 million people in the U.S. were active users of the Internet, spending an average of 27 hours a month online at home and 70 hours at work. 

· Online consumers spent about $18.5 billion in the 2003 holiday season, a 35 percent increase over the 2002 season. Apparel, toys, and consumer electronics were the top three categories in terms of sales volume. 

· Almost 40 percent of homes in the U.S. have high-speed Internet access, and that number is growing steadily. These broadband users spend 58 percent more time online and spend 37 percent more than their dial-up counterparts.

What Is the Internet?

The phenomenon that is the Internet represents the convergence of the computer’s high-speed processing power with telecommunications networks’ capability to transmit information around the world almost instantaneously. It is the world’s largest computer network, essentially a worldwide “network of networks.” All of the commercial and public networks that make up the Internet use transmission control protocol/Internet protocol (TCP/IP), a communications technology that allows different computer platforms to communicate with each other to transfer data. The Internet is a truly unique entity—a decentralized, open network that almost anyone can access. It has no beginning or end. Networks can be added or removed at any time.

The Internet began life in 1969 as ARPAnet, a Defense Department network connecting various types of computers at universities doing military research. It subsequently developed into a larger system of networks for academic and research sites managed by the National Science Foundation (NSF). A major growth spurt began around 1993, when the introduction of browser technology made it easy to access graphics and sound as well as text over the World Wide Web. The World Wide Web (WWW), a subsystem of the Internet, is an information retrieval system composed of Web sites. Each Web site contains a home page, the first document users see when they enter the site. The site might also contain other pages with documents and files. Hypertext, a file or series of files within a Web page, links users to documents at the same or other Web sites.

By April 1995, the Internet was so large that the NSF turned over its backbone—the major long-distance, high-speed, high-capacity transmission networks—to a group of commercial carriers. However, no one “owns” the Internet. Each private company operates its own networks. In addition to network administrators and users, the Internet also includes several thousand Internet service providers (ISPs), commercial services that connect companies and individuals to the Internet. All these players create a shared resource that becomes more useful as the number of networks expands.

To users around the world, the Internet operates as a single seamless network enabling them to send and receive text, graphics, movies, and sound files. With TCP/IP, the Internet’s interconnected local and long-distance networks work together, regardless of the underlying hardware or software, to send and receive information.

Today, the terms World Wide Web and Internet are used interchangeably by most users. The Internet offers users other capabilities, however, including e-mail, file transfer, online chat sessions, and newsgroups (discussion groups on just about any topic). Thanks to browsers, software that allows users to access the Web with a graphical point and click interface, the Web has become the center of Internet activity, with the largest collection of online information in the world. As new technology makes it possible to send audio, video, voice (including telephone calls), 3-D animations, and videoconferencing over the Net, the Web has become a multimedia delivery system.

Who’s Online, and Why?

The Internet’s explosive growth is unparalleled. The number of host computers connected to the Internet grew from 1.3 million in 1993 to over 171 million in January 2003 and continues to increase by about 20 percent a year.
 According to surveys of Internet usage, an estimated 700 million people are online worldwide. The United States online population continues to grow, albeit at a much slower pace than in the 1990s. About two-thirds of all U.S. adults (150 million people) use the Internet, including 57 percent who use the Internet at home, 28 percent who use it at work, and 18 percent who do so from a college, library, cybercafé, or other location.
  

Internet use is becoming more demographically varied. Although the Net was male dominated for many years, women now represent one of the fastest growing groups. One recent survey found that current Net users are evenly divided between male and female.
  In general, the online population is younger, better educated, and more affluent than the overall adult population. Though the Net is seen as a youthful medium, seniors are the fastest growing age group. And though ethnic groups have lagged behind the mainstream in embracing the Net, they are catching up fast. Nielsen//NetRatings found that blacks represent 8 percent of the Internet population with 10 million users.
 “While the general market is tending to flatten out a little bit, the ethnic market continues to have rapid growth,” says Derene Allen, vice president of The Santiago Solutions Group, a San Francisco multicultural marketing consulting firm.

As the characteristics of Internet users change, businesses must rethink the type of services they offer and change marketing campaigns to reach new groups. Merchants are simplifying their Web sites to make it easier for new users to find their way around. Because women are now such a large force online, businesses have responded with Web sites that cater to their tastes and interests. In October 2003, There.com launched a site that has been described as a “3-D chatroom” with animated characters that speak as you type. To boost its appeal to women, There.com has partnered with iVillage, a leading site for women, to create a special zone within There.com’s online community. Gaming is another area working to attract more female users. Game Universe, a large online provider of subscription games, is also working with iVillage to create a new gaming platform for women. Arkadium, an online game site largely for females, has a partnership with Oxygen Media to put games on Oxygen’s Web site. 

What Attracts Web Surfers

Using the Hot Links in the other chapters of this book, you’ve discovered the wealth of resources available on the World Wide Web. From the five-day weather forecast for any city in the world to statistics on steel production in Russia to the best-selling CD albums of the week—it’s all on the Web. The most visited Web sites are the ones offering news, travel, entertainment, government, health/medicine, product information, sports, music, and games.

What do people do when they log on to the Internet? E-mail is the most popular activity of the 66 million Americans who go online on an average day. Other major activities are summarized in Exhibit A-1. 

Exhibit A-1: Most Popular Reasons People Use the Internet
Activity
Percent 
E-mail
92

Use an online search engine to find information
88

Do an Internet search to answer a specific question
83

Research a product or service before buying it
83

Search for map or driving instructions
79

Look for info on a hobby
76

Check the weather
75

Look for info about movies, books, or other 

leisure activities
73

Get news
69

Surf the Web for fun
67

Get travel information
66

Look for health/medical information
66

Look for information at a government Web site
66

Buy a product online
61

Make a travel reservation
57

Source: Adapted from Pew Internet & American Life Project tracking surveys (March 2000–October 2003), October 22, 2003, downloaded from http://www.pewinternet.org.

Online usage differs within specific demographic groups. According to the Pew Internet Project’s 2003 report, America’s Online Pursuits: The Changing Picture of Who’s Online and What They Do, female users are more likely to look for health information than males, who mostly seek news, financial information, sports news, and political news. Hispanic users send more instant messages and download more music compared to African Americans and whites. Older Internet users search for health information and visit government Web sites.

How Businesses Tap the Net’s Resources

Corporations and business users are also active Web participants. In addition to purchasing supplies and materials and selling products online, businesses use the Internet’s vast resources to:

· Collect information on the latest economic conditions, competitors, industry trends, technology, and other developments.

· Gather information on customers.

· Allow employees in different locations to collaborate on projects.

· Provide customer service.

· Communicate with suppliers and customers.

· Market their products.

· Recruit and train employees.

· Hold virtual meetings and conferences.

The Internet is even serving as a convention center! When the economy weakened in 2002 and corporations cut travel budgets, some organizations turned to the Web to host trade shows. This works best for smaller shows with specialized markets. For example, in November 2002, EE Times, a magazine for electronics engineers, moved its IP/System-on-Chip conference from the Santa Clara, California, convention center to the Internet. The show’s Web site was designed to give attendees the feeling that they were strolling the aisles of the exhibition hall along with the virtual visitors who appeared on the screen. They could listen to speeches via streaming video and “talk” to exhibitors about products in real time. The event was so successful that EE Times held its second online show in October 2003 and has plans for similar future offerings. For those who missed the event, the System-on-Chip Web site, http://www.soconline.com, archived the presentations for later viewing.
 

Concept Check

· How did the Internet develop into a global “network of networks”? 

· Who are today’s Web users, and how are Web demographics changing?

· How can managers use the Internet to improve business operations?

The evolving Internet Economy [LG2]

The Internet has significantly changed today’s global economic framework. As companies adapt Net technology to different tasks and industries, they promote another wave of technological innovation. In addition, the Internet has taken off in ways that its originators probably never imagined. It’s more than just a communication tool, as first envisioned, or another way to get traditional information. 

As existing companies have reinvented themselves to take advantage of Internet technology, the Internet is finally delivering promised results, from cutting costs to improving productivity. Cisco Systems, an early adopter of Internet technology, discovered that it takes several years after installing new systems to realize solid productivity gains. According to Cisco CEO John Chambers, the rate at which productivity improves rises over time. He expects that as more companies implement e-business technology and pass the critical four-year mark, productivity will grow from the 1 to 3 percent level to 5 percent. Such a gain could significantly raise our standard of living in the coming years.
 

Old business models no longer apply as the Net changes the rules of doing business. Many established companies waited for the Internet market to develop before moving online. Confident that their size would allow them to push the entrepreneurial upstarts out of the way, they were surprised to find themselves left in the dust. The Internet moved so quickly that they lost the advantage of being first to the Amazon.coms, Yahoo!s, and similar companies. Let’s now consider how the Internet affects competition, channel relationships, marketing, and privacy concerns.

The New Face of Competition

The Internet has redefined the nature of competition by blurring the traditional barriers of geography and time. Store location and hours were once key factors in attracting customers. Your competition was located within easy driving distance. Now the competitive universe is unlimited. It doesn’t matter whether a company is physically located in Portland, Oregon, or Portland, Maine. On the Web, competitors are just a click away.

In addition, new Internet businesses encounter fewer barriers than traditional businesses when entering a new market. To expand geographically or add new products, traditional retailers must incur substantial costs for a physical storefront and distribution. Once a company has a Web site, the cost to acquire a customer in New York is the same as adding one in New Zealand. And online companies find it easier to enter new markets. As we saw, Amazon.com started with books but now offers a huge selection of products at its supersite. Thanks to the Internet, small businesses reach a much wider audience, as the Focusing on Small Business box explains. 

Focusing on Small Business: Showing Good [Book]Sense

When the number of independent bookstores fell by over half and sales at independent bookstores dropped from 34 to 15 percent of the market during the 1990s, the American Booksellers Association (ABA) turned to the Internet for a new marketing approach. In 1999, the ABA launched BookSense.com (http://www.booksense.com), a site linking consumers to small bookstores nationwide by zip code. 

Over 1,200 stores subscribe to at least parts of the mostly-free initiative. The biggest selling point so far is a program in which gift certificates sold online or at one of the stores can be redeemed at any store listed on the site, either online or at the store. The Web site displays a weekly best-seller list compiled from independents’ sales figures, and the ABA has featured shop owners’ book reviews when it advertises BookSense.com in The New Yorker and The New York Review of Books. Though the independents’ market share has not rebounded fully, it has remained steady since 1990, no small feat given that independents compete with club warehouses like Costco, chain bookstores like Borders, and Web sites like Amazon.com.

For the independent bookstores listed at BookSense.com, the Internet has been instrumental to their survival. But small businesses can use the Internet in a variety of ways, such as selling a specialized product to a worldwide customer base in a way that would not be possible with a physical store. 

John and Marianne Turton run their mom-and-pop, international, vintage vinyl record business, Audiophile International, from the basement of their family home near Sacramento, California. Their Web site, Audiophileusa.com (http://www.audiophileusa.com), competes with megasites like eBay. Audiophile International’s edge comes from the Turtons’ product knowledge, attention to quality and detail, and excellent customer service. When the Turtons shop at swap meets and used record stores, they pass up even slightly damaged records. They spend time listening to records, writing commentaries about each LP, personally communicating with customers by e-mail, and carefully wrapping their records before shipping. Their professionally designed Web site, which changes daily, pictures featured albums and allows customers to search for albums by category and place items in a virtual shopping cart. Because their 2,000 regular customers are willing to pay for selection and convenience, the Turtons can charge more than local record shops. Thanks to customers like Charles Smith of Jackson, Mississippi, who spends $3,500 to $4,000 at Audiophileusa.com each year, sales from the business, launched in 1994, passed $500,000 in 2002. 

Critical Thinking Questions 

1. What market segments do the Web sites of BookSense.com and Audiophileusa.com target? Are these markets well-suited to the Internet and why? 

2. Visit the Web sites http://www.booksense.com and http://www.audiophileusa.com. What do you like about the sites? What ideas do you have for improving the sites? 

Sources: Audiophileusa.com Web site, http://www.audiophileusa.com, accessed January 7, 2004; Mitchell Benson, “Staying on Track,” Wall Street Journal Special Report: E-Commerce (April 15, 2002), downloaded from http://www.wsj.com; BookSense.com Web site, http://www.booksense.com, accessed January 3, 2004; Frank Green, “From Web Pages to Book Pages,” San Diego Union-Tribune (April 11, 2003), p. C1; Joshua Kurlantzick, “Most Valuable Players,” Entrepreneur (June 2003), downloaded from http://www.findarticles.com. 

Going Direct

The Internet is changing relationships among all channel members: manufacturers, distributors, retailers/service providers, and customers. No longer do companies have to rely on intermediaries to connect with other participants in the supply chain. They can go directly to customers, bypassing traditional channels and displacing some intermediaries.

Take the travel industry, for example. Instead of calling a travel agent, cybertravelers can now make their own arrangements on the Web—and are doing so with increasing frequency. In 2002 alone, about 13 percent of traditional travel agencies closed their doors. Online travel is now the largest sector of consumer spending: About 50 percent of all airline tickets and 40 percent of hotel rooms are now booked online, and those figures continue to grow. Travelers can easily check airplane schedules, find the lowest fares and room prices, view panoramic photos of hotel rooms, obtain maps showing the best route between cities, get advice from experienced travelers in discussion groups, and then make their own reservations. Airlines and hotels like online bookings, which reduce their overhead, and they encourage passengers to buy at their own Web sites by giving Web-site-only discounts. “The customer is totally in control, and we in the travel industry have to learn to live with that,” says Reint Reinders, president of the San Diego Convention & Visitors Bureau.

Manufacturers with strong brands can also sell directly on the Web. Computer giant Dell’s direct sales model has pushed prices lower while raising its operating margins. Other electronic manufacturers—for example, Iomega, which makes several types of hard drives—sell at their own Web sites in addition to using wholesalers and traditional retailers. Most manufacturers, however, don’t have the breadth of product to sell exclusively on the Web and will use it to provide information to support sales and refer customers to dealers. Nor is it economically feasible for most manufacturers to fill small orders for individual customers. These limitations, along with the risk of alienating business partners, have discouraged many manufacturers from selling direct. They will continue to sell in large quantities to resellers.

Distributors are using their customers’ move to the Web to their advantage. They are providing warehousing, logistics, and e-commerce services to retailers and manufacturers. Distributors offer economies of scale to small retailers that want to set up Web shops. A new category of virtual merchant is emerging. Buy.com, for example, outsources order fulfillment and focuses only on selling products at extremely low prices to consumers. Drop-shipping is a popular way for online merchants to handle order fulfillment. Although eBags.com carries more than 200 brands and 10,000 products, the e-tailer has arranged with manufacturers or distributors to ship customer orders directly from their warehouses. Even though retailers must share a portion of the sales with these partners, they can carry many more items than possible were they to hold all inventory themselves. “It’s probably one of the most important reasons why we survived,” says founder Peter Cobb.

In some industries, going direct takes on additional meaning. Customers no longer have to wait to get boxed software from many developers. They can download programs directly from a Web site, using a special password to unlock the software for their use. New technology to deliver music over the Web has changed the dynamics of the music industry. As music labels cracked down on unauthorized music downloads, companies have begun offering pay services. Apple’s iTunes Music Store is one of the most successful, with 1.5 million downloads a week.

Power to the Consumer

The radical shift in bargaining power from sellers to buyers is probably the most fundamental development being shaped by electronic commerce. By providing consumers with more information, electronic commerce dramatically enhances customers’ bargaining power in dealing with vendors. All customers, from corporate purchasing agents to individuals, can search sites of various providers to compare products and prices. They can find the best products for their needs, rather than simply accepting what retailers offer. Successful online vendors recognize that knowing what customers want is more important than focusing on the latest technology. “It’s back to tried-and-true principles of marketing,” comments Keith Tudor, marketing professor at Kennesaw State University, Georgia. “Look at your customers’ wants, needs, and motivations.”

The availability of neutral sources of product information gives consumers greater freedom of choice and control. The first stop for about 60 percent of car buyers today is the Web, not the dealer’s showroom, where they research dealer costs, options, financing plans, and more. “It evens the playing field between consumers and sales folks at the dealership,” says Scott Weitzman of J.D. Power & Associates, a leading market research firm. “It allows consumers to negotiate from a position of power and strength, based on the knowledge they have gathered from the Internet.”

New types of “infomediaries” make it even easier for buyers by pulling together product information from many vendors. Thanks to intelligent agents that scour the Web’s many databases, consumers no longer have to go from site to site to compare prices and obtain information. For example, Epinions (http://www.epinions.com) offers product reviews from consumers as well as price and feature comparisons for a wide range of products. BizRate (http://www.bizrate.com), PriceSCAN (http://www.pricescan.com), and mySimon (http://www.mysimon.com) are other comparison sites that streamline the comparison shopping process. Portals are also becoming popular. These Web sites gather many resources into one convenient gateway to the Web. Some, such as Yahoo! (http://www.yahoo.com), are general portals with links to popular destination sites and featured areas like Yahoo! Finance. 

Service industries are also noticing a change in consumer buying patterns. In financial services, for example, customers can now comparison shop in a way never before possible for financial products such as personal loans, investments, mortgages, auto insurance, and credit cards. Online banking services and stock brokerages attract more users daily. (We’ve discussed the Internet’s impact on financial institutions and markets in chapters 19 and 21.)

Privacy Goes Public

The Web’s ability to provide personalized service comes at a price. To receive it, consumers must supply personal information, raising concerns about how that collected information may be used. A Web site’s ability to follow an electronic trail is another issue. A related concern is the amount of Internet fraud, which can include identity theft. One tactic cyberthieves use is to send official-sounding and -looking e-mails asking for verification of username and password, with a link to what appears to be a reputable Web site—eBay, for example. In fact, clicking on the link takes you to a bogus site, where the thief can get the information required to use your account.

In response to site visitors’ concerns about use of collected information, most commercial Web sites post their information-collection and privacy policies. The Federal Trade Commission (FTC), the agency in charge of online privacy, recognizes five fair information practices:

1. Providing notice to users of their information practices before collecting personal information;

2. Allowing users choice as to whether and how personal information is used; 

3. Allowing users access to data collected and the ability to contest its accuracy;

4. Ensuring security of the information from unauthorized use; and

5. Enforcing posted policies.

A 2001 industry-backed study showed that commercial Web sites were collecting somewhat less personal data from Internet users than they were two years earlier, both directly and through third-party cookies. Also, more sites were asking Web users to opt in when the sites collected personal information, rather than requiring users to opt out. (The term opt in refers to a requirement that a person give affirmative consent to an information practice, while opt out means that permission is assumed unless the person indicates otherwise.) 

Such privacy gains, however, have been moderate, and with increased Internet use comes increased potential for loss of privacy. Companies argue that their self-regulation programs are sufficient and that increased privacy legislation is not needed. Self-regulation efforts include logos such as TRUSTe (http://www.truste.org), which are displayed in the privacy section of Web sites that conform to the privacy policies of the organization issuing the seal. WebTrust (http://www.cpawebtrust.org) and the Council of Better Business Bureaus (http://bbbonline.org) offer other seals of approval. 

Consumer groups, however, want stronger privacy protection legislation and believe that corporate self-regulation is insufficient. Privacy advocates are particularly concerned about online profiling, in which companies collect data about the Web sites visited by a particular user and use that data to develop profiles of that user’s preferences and interests for targeted advertising. Consumer advocates argue that the seal programs do not carry the weight of law, and that disclosure of a privacy policy does not necessarily mean that that policy sufficiently protects privacy. Moreover, Internet users are concerned about inadvertent leaks caused by viruses hitting computers in any industry, especially since consumers often find out about the leaks only if a resulting widespread disruption of service creates publicity about the problem. 

Internet service providers have capitalized on consumers’ concerns by adding privacy and security protection as competitive features. In January 2004, Road Runner (Time Warner Cable’s broadband Internet service) began providing its subscribers with free security software, including antivirus updates, protection for e-mail attachments, firewall capabilities, ad blocking, and programs preventing online monitoring. At the same time, AOL added an antispyware program to its collection of security features. Other Internet services such as EarthLink, MSN, and Yahoo! are packaging personal computer security software with subscription services in hopes of attracting new customers.
 

Making Ethical Choices: I Spy

You work for the online advertising department of a nationwide cosmetics company. Your company’s major competition comes from a half-dozen companies, all of which advertise on the Web. On your own computer, you notice that when you visit the consumer portion of your company’s Web site, pop-up ads for your competitors sometimes appear.

You research this situation and learn that such pop-up ads may arise due to spyware, software implanted in individual computers by online advertising companies to track the Web movements of the users. This tracked information leads to pop-up ads by the spyware company’s advertising clients, with the ads tailored to each computer’s Web use patterns.

Computer owners have technically consented to the installation of this software. But they may not realize it, since they consent as part of the clicking process of downloading unrelated free programs. If they are aware of spyware, they can purchase spyware purging software.

The online advertising companies contend that computer users’ privacy is not violated because the companies identify each user by a number and do not give their advertising clients personal identification information about the users.

Your research shows that the rate of response for ads generated by spyware is significantly greater than for ads not targeted to a specific user’s Web patterns. You are concerned that if your company does not start using this tracking software, it will fall behind its competition. On the other hand, you do not want to risk offending consumers who dislike increased advertising and who may consider the implantation of tracking software in their computers a violation of their privacy. You also question the practice of having your ads appear while consumers are visiting your competitors’ Web sites, since you do not like it when their ads pop up on your Web site. 

Ethical Dilemma
Should you recommend the use of spyware to your company, and on what do you base your proposal?

Sources: Paul Festa, “See You Later, Anti-Gators,” CNET News.com (October 22, 2003), downloaded from http://news.com.com; James R. Hagerty and Dennis K. Berman, “New Battleground Over Web Privacy: Ads That Snoop,” Wall Street Journal (August 25, 2003), pp. A1, A8; Stefanie Olsen, “Court Says Gator-style Ads Are Legal,” CNET News.com (July 1, 2003), downloaded from http://zdnet.com.

Concept Check

· Describe the impact of the Internet on competition and channel relationships among manufacturers, distributors, and retailers.

· Do you agree that the increasing power of the consumer is the most important effect of the Internet on the business environment? Explain your answer.

· What can online merchants do to lessen consumers’ privacy concerns and reduce opportunities for identity theft?

Capitalizing on E-Commerce [lg3]

The entire process of selling a product or service via the Internet is called electronic commerce (e-commerce) or electronic business (e-business). E-commerce goes beyond selling products through an electronic catalog, however. Among the benefits of the Web’s interactivity are increased convenience and efficiency, better customer service, lower transaction costs, and new relationship-building strategies.

E-commerce is now in the business mainstream as more and more corporate and individual purchasers go first to the Web to buy products and services ranging from diesel engine parts to employment consultations. Like the number of Internet users, the size of the e-commerce market is hard to estimate due to the different criteria used by various research firms.

As the commercialization of the Web continues, the number of profitable e-commerce companies is growing. An estimated 50 percent of the more than 200 public Net companies were profitable in the fourth quarter of 2003. Spending for e-business projects now accounts for 27 percent of technology budgets.

E-commerce includes two distinct market segments. Business-to-business e-commerce (B2B) involves transactions between companies—for example, purchasing raw materials to manufacture products or supplies, or providing other types of e-business services, such as order fulfillment and site hosting. Business-to-consumer e-commerce (B2C), also called e-tailing, involves transactions between businesses and the end user of the goods or services. Although the consumer market has received more media attention, U.S. B2B transactions account for about 90 percent of e-commerce revenues, which reached an estimated $1.4 trillion in 2003.
 In each of these sectors, companies have several business models from which to choose.

E-Commerce Business Models

In the early days of e-commerce, companies could choose from three basic e-commerce revenue models:

· Selling merchandise or services on the Internet. Amazon.com and Travelocity are two examples of business-to-consumer sales sites. At the other end of the spectrum are niche businesses like Fridgedoor.com, which sells only decorative refrigerator magnets. Cisco Systems sells about 75 percent of its computer networking products from its Web site. Other companies sell only in the B2B market. 

· Providing entertainment or information on a fee-for-service or subscription basis. With the vast amount of free information on the Internet, the subscription model has taken a while to catch on. Some online gaming sites charge players to play certain types of games. Music sites like iTunes that offer a legal way to download songs are growing in popularity. The Wall Street Journal Interactive Edition (http://online.wsj.com) is one of the more successful paid news sites. Many sites now offer two or more service levels: a base level of free information and paid subscriptions for enhanced services. For example, investment sites like Morningstar.com (http://www.morningstar.com) provide basic stock and mutual fund reports to all site visitors but require purchase of a premium subscription to access in-depth securities research, ratings, and other services. 

· Providing advertising or referral-supported entertainment or information sites. CNET, ESPN SportsZone, and search engines like Yahoo! and Excite are examples of advertiser-supported sites that provide free information to visitors. These and other high-traffic sites, like Netscape’s Netcenter, earn substantial revenue from ad sales. Other sites earn fees by referring consumers to merchant sites. Amazon has a corporate affiliate program that pays commissions when visitors at other sites use special links on the affiliate site to reach Amazon’s site and purchase books.

As e-commerce has developed, additional business models have emerged as companies learn how to use the Web to create more efficient marketplaces, especially in the business-to-business sector:

· Auctions to sell merchandise to businesses and consumers. Examples of online auctions include eBay, the leading person-to-person auction site, and OnSale, a merchant-to-buyer auction service. eBay has expanded beyond its original individual consumer focus to offer business and industrial products and even cars. Companies with used equipment to sell often turn to DoveBid (http://www.dovebid.com), an auctioneer for over 70 years that moved its operations online in 1999.

· E-services for consumers. These serve, for example, consumers who want to sell items on eBay but either don’t know how or think it’s too much trouble and therefore turn to PostNet International, a franchised mailing services chain. It operates “trading posts” at many of its locations that accept items on consignment for sale on eBay. For a commission tied to the article’s selling price, PostNet lists the item on eBay and handles the rest of the transaction.
 

· E-service providers that help other firms establish e-commerce operations and infrastructure. The e-services market—from consultants to business process and technology outsourcing companies—continues to grow. For example, Payless ShoeSource turned to FreeMarkets, a global supply management software and services company (http://www.freemarkets.com), for specialized technology solutions. “FreeMarkets QS is a unique software solution that has enhanced our ability to negotiate for goods and services with suppliers from around the world and identify savings that positively impact our bottom line,” says Tim Devine, Payless ShoeSource’s Director of Purchasing.
 E-commerce outsourcer Digital River (http://www.digitalriver.com) develops, hosts, and manages e-commerce sites for its clients. PRIMEDIA, a special interest consumer magazine publisher, contracts with Digital River to handle online sales of merchandise for its automotive, outdoor, history, and action sports publishing markets.

· Online business marketplaces and exchanges. These were slow to catch on, and some of the first industrial exchanges no longer exist. Over time, however, the model has been refined and is now helping companies to source materials more efficiently. Aeroexchange.com (http://www.aeroexchange.com) is an airline auction site where member air carriers can bid for everything from planes to parts to jet fuel. Participating suppliers pay a monthly membership fee, and airline members pay annually. 

· Consumer infomediaries and portal sites. These sites simplify the online experience by bringing together a combination of information, goods, and services from many individual companies. Some operate like virtual malls. CatalogCity.com (http://www.catalogcity.com) and Shopping.com (http://www.shopping.com) are two examples of shopping sites, while InteliHealth is a specialized portal offering medical data, health tips, and services such as online pharmacies and health insurance.

Companies often incorporate more than one business model into their e-commerce strategy. Yahoo!, for example, began as an advertising-supported Internet directory. It is now a leading portal where visitors can do investment research, make travel reservations, shop, bid at its own auction site, and more.

The Business-to-Business Boom

Fortune 500 corporations and small businesses alike are embracing business-to-business e-commerce to save hundreds of millions of dollars through lower costs and reduced inventories. Companies without a Web site may lose significant business opportunities. However, earlier forecasts of growth of the B2B market have not proven accurate. Most companies turn to e-commerce for marketing, advertising, and exchanging information with customers—but still do much of their buying and selling offline. Business-to-business e-commerce includes all aspects of the supply chain, from product information to order, invoice, fulfillment, payment, and customer service. In addition to Web-based e-commerce, many electronic data interchange (EDI) networks are moving to the Internet, replacing expensive proprietary networks.

It’s no surprise that high-technology companies were early adopters of e-commerce. IBM purchases well over $4 billion of goods and services per year over the Internet, citing as clear benefits the significant cost savings and improved connections with customers and business partners. 

E-commerce is no longer limited, however, to high-tech companies—all types of service, manufacturing, and transportation companies are becoming active participants. At OEConnection (http://www.oeconnection.com), automotive dealerships and body shops can shop online for replacement parts from the original manufacturer using CollisionLink. OEConnection also has services that let dealers exchange or buy replacement parts from each other. Leading food industry companies have created and co-own EFS Network (http://www.EFSNetwork.com), which develops private networks to help manufacturers, distributors, and restaurants manage their supply chain more efficiently.

Extranets are a popular business-to-business e-commerce tool for such activities as purchasing, inventory management, order fulfillment, information transmission, training, and sales presentations. Like an intranet (described in Chapter 17), an extranet is a private network that uses Internet technology and a browser interface. Extranets, however, are accessible only to authorized outsiders with a valid username and password. Companies can easily designate portions of their Web sites to share specific information and processes with suppliers, vendors, partners, customers, and other businesses at remote locations. For example, customers can find account balances and customized catalogs with account-specific pricing.

Extranets are a very efficient format for business-to-business e-commerce. Tyco Electronics’ extranet links more than 700 distributors, manufacturing representatives, and Raychem sales managers. It moves sales channel management online so that these users can access information and reports relating to point of sales, commissions planning, lead generation, lead management, and customer registration. Benefits include greater data accuracy, faster turnaround time on requests, and an expected $800K annual savings.

E-Tailing Hits Its Stride

Since Amazon.com turned the retailing world on its head in 1994, selling consumer goods over the Internet has become big business. According to Robert Leathern, commerce analytics group director and senior analyst for market research firm Nielsen//NetRatings, “Online retail is growing at a pace substantially and significantly higher than all retail.”
 The market research firm comScore Networks reported that as of December 26, 2003, annual online sales had reached $51.5 billion, including sales of gift certificates but excluding travel and auction sales, which are significant revenue generators. (Each market research firm uses a different methodology to compile online sales statistics, so numbers will vary.)
 

Holiday season sales are an important indicator of online shopping trends. By December 27, 2003, the end of the holiday shopping season, cybershoppers spent as much as $18.5 billion online, a 35 percent increase from the 2002 holiday season. This estimate, from an eSpending report prepared by Goldman, Sachs & Co., Harris Interactive, and Nielsen//NetRatings, also noted a shift in items purchased. Apparel is the fastest growing category, and in 2003 it displaced toys and electronics to move into first place, as Exhibit A-2 shows. The rise in apparel sales is attributable to the increase in female shoppers online. Sales are up at least 35 percent at about half of online retailers, based on reports from Shop.org.

Exhibit A-2: Most Popular Online Purchases During the 2003 Holiday Shopping Season

Item
Revenue (in millions)
Apparel/Clothing 
$3,738 

Toys/Video Games 
2,197

Consumer Electronics 
2,044 

Computer Hardware/Peripherals 
1,650

Video/DVD 
1,619 

Source: Goldman Sachs, Harris Interactive, and Nielsen//NetRatings eSpending Report, December 2003, cited in Laura Rush and CyberAtlas staff, “Women, Comparison Shopping Help Boost E-commerce Holiday Revenues,” CyberAtlas, January 15, 2004, downloaded from http://www.cyberatlas.com.

Convenience remains the primary motivator behind online purchasing, as the reasons listed in Exhibit A-3 indicate. What do e-shoppers buy? Travel accounts for the most revenues by far, followed by computer hardware and software, financial brokerage, and collectibles (person-to-person auctions). In general, computer services, electronics, and low-risk, low-cost items sell best.

Exhibit A-3: Why Shop Online? 

Reason
Percent Citing

Save time by not going to store 
70

Can shop even if stores are closed 
69

Avoid crowds 
68

Potential to find lower prices
59

Easier to find products online
52

Greater selection than in stores 
50

Ease of price comparisons
47

Can send gifts directly to recipient 
36

E-tailer gift-wrap services 
13

Earn loyalty points 
13

Access recipient wish lists 
10

Source: Jupiter Research, cited in Robyn Greenspan, “E-tailers Will See Green,” CyberAtlas, November 6, 2003, downloaded from http://cyberatlas.internet.com.
E-tailing is becoming a driver of primary demand in the retail sector. In fact, the Internet now influences over half of all retail spending in the United States. Successful early adopters like Costco, The Gap, and Office Depot recognized that the Web was another way to reach customers and complement their basic business. These and other multichannel retailers are finding ways to improve the synergy between offline and online operations, such as helping customers find an item at the Web site and then order it online or pick it up in a local store. They also support all channels equally with customer service. “We’re trying to expand our view of our customers,” says Joan Broughton, vice president for multichannel programs at outdoor recreation retailer REI.
  
What makes a successful cybermerchant? The answer is convenience, selection, community service, and pricing. As noted above, consumers love the convenience of Web shopping. They can get more product choice and information in the same or less time. Chats and online discussion groups create a sense of community among shoppers with similar interests. Bargains are easy to find as intelligent agent software learns customer preferences and quickly scouts the Web for the best products and lowest prices.

Cyberspace also gives retailers a chance to break out of the size constraints of a physical store. A store might support 10,000 items, but on the Internet a retailer can offer millions of them without adding expensive shelf space. In addition to selling a broader merchandise mix, retailers can also use their Web sites for special promotions, merchandise that may be out of season in their regular stores, and excess inventory.

E-tailers who want to attract customers to visit and buy more at their site should focus on basic site design rather than fancy extras. A recent survey by Jupiter Research revealed that the most important features are pages that load quickly; easy site navigation; simple registration, log-in, and checkout procedures; easy-to-read pages; and a good product search engine. Surprisingly, personalization features such as customizing the site and personalized offers or product recommendations ranked fairly low.
 

Benefiting from E-Commerce [Lg4]

As many examples in this book demonstrate, companies that use the Internet effectively gain clear advantages. Among the attractions of incorporating e-commerce into business strategies are the following:

1. Lower prices. Competition among online vendors leads to lower prices, for both businesses and individual consumers.

2. Greater selection of products and vendors. The Web makes it possible for corporate purchasing agents and individuals to find numerous vendors and retailers for almost any product.

3. Access to customer and product sales data. Companies can develop customer lists and learn customers’ buying characteristics. Companies can also immediately learn which products are selling best.

4. Around-the-clock ordering and customer service. Company Web sites provide extensive product information for prospective customers around the world on a “24/7” basis, thereby expanding markets and facilitating more transactions—without hiring additional personnel. Customers themselves decide how much information they require by clicking on site links. Well-designed sites offer solutions to customer problems and make product suggestions.

5. Lower costs. Cost savings are a major benefit of e-commerce. These can take many forms, from distribution savings to staff reductions, procedural efficiencies, and lower costs of purchasing supplies. Mortgage companies offering online applications, for example, have cut their processing costs by about 40 percent.
 Training is another area where e-commerce has proven cost-effective, as the following Applying Technology box demonstrates. 

6. Customized products. The Internet is revolutionizing product design and manufacturing. No longer do companies have to design and build products well in advance of the sale, basing product decisions on market research. They can use the Internet to take orders for products tailored to customer specifications. Dell was one of the first to allow computer buyers to configure their ideal computer from menus at Dell’s Web site. Even though Dell’s build-to-order procedures were remarkably efficient when customers phoned in their orders, the Web has increased the system’s efficiency and profitability. Lands’ End, as we learned in Chapter 14’s e-commerce case, now offers customers the chance to buy made-to-order jeans, dress shirts, chinos, and twill pants from its Web site. After specifying style and fit preferences and providing measurements, customers receive clothes designed and manufactured especially to fit them. 
7. Personalized experiences. Both B2B and B2C companies use the Internet to link more effectively with customers and to develop one-to-one marketing models. The Web’s unique ability to provide immediate communication with and feedback from customers allows merchants to meet customer demands on an individual basis. Companies can target and deliver messages geared to a specific market segment based on demographics and interests, and build loyalty with chat sessions, personalized product recommendations, and more. New York consumer electronics retailer J&R Music & Computer World offers a Shopping Advisor to help customers choose the best product for their needs in 25 product categories. According to Jason Friedman, director of J&R’s online division, the percentage of shoppers who use the shopping advisor and then actually buy is twice that of shoppers who just browse on their own. “The more ways that you can throw intelligent recommendations at a customer, the more ways you can increase order size,” Friedman says.
 

Applying Technology: Moving Up the E-Learning Curve

When Trustmark National Bank needed to comply with the Patriot Act by training 800 employees on its customer-identification program, the Jackson, Mississippi, bank accomplished the task in two weeks with no travel. How? An e-learning class sent to all the employees over the Internet. “Without e-learning, we would have had to start three or four months in advance,” according to Greg LaFosse, a bank vice president and corporate training director.

E-learning, a growing corporate trend, allows workers to update their skills via computers rather than gathering in a classroom. Employees from companies with staff throughout the country can all take the same course without traveling to a training site. Once the course software is created, either in-house or by companies specializing in e-learning software, employees can schedule e-training sessions at times convenient to their individual work schedules. The courses, which may be Web-based or on CD-ROMs, often have interactive components, and workers can ask questions as they learn. After a session, there may be an online exam with immediate feedback to each student. 

Employers save the costs of hiring instructors, printing training manuals for each student, transporting employees to classes, and, in some cases, renting training sites. In addition, companies can easily track which employees have taken a given class, an advantage in regulated industries where specific courses are required by law.

E-learning is used by both large and small organizations and may cover introductory, advanced, or continuing education courses for either technical or nontechnical employees: 

· UPS uses e-learning to train its IT staff. 

· Rent-A-Center, a leading rent-to-own retailer with approximately 2,600 stores spread across a wide geographical area, uses e-learning to ensure consistency in customer relations. 

· Second Cup, a Canadian coffee retailer, trains new employees using a CD-ROM course with instruction on everything from customer relations to the making of specialty coffee drinks. 

· Colgate-Palmolive offers customized e-learning classes to its global sales and marketing staff, cutting its cost per student from $500 to $20 per class. 

· Duke University Health Care System used e-learning to train its doctors, nurses, and other health care providers on new patient confidentiality regulations under the Health Insurance Portability and Accountability Act.

Instructional researcher Elliot Masie reports that about 85 percent of Fortune 100 companies have significant e-learning initiatives underway. International Data Corporation, a technology research company, projects a growth rate of 24 percent per year for sales of e-learning software through 2007. Still, says Pat Galagan, founder and editor of e-learning magazine Learning Circuit, companies provide at most one-third of their courses by e-learning and continue to use other methods such as classroom instruction, paper manuals, and videos.

Critical Thinking Questions
1. Within a given company, what kinds of instruction are best suited to e-learning? Cite specific examples.

2. What are the possible drawbacks to e-learning? For what kinds of companies is e-learning unlikely to be workable?

Sources: Talbot Boggs, “E-Learning Grows in Workplace,” Toronto Star (November 20, 2003), p. K05; Chris Costanzo, “An Edge for E-Learning?” American Banker (December 10, 2003), downloaded from http://www.proquest.com; Marianne Kolbasuk McGee, “UPS Solves IT Training Dilemma,” Information Week (October 20, 2003), p. 69; “Rent-A-Center Selects Plateau Systems to Manage Training for 14,000 Employees in 2,600 Locations Coast-to-Coast,” PR Newswire, New York (November 4, 2003), downloaded from http://www.proquest.com; Harry Wessel, “E-Learning Curve,” San Diego Union-Tribune (May 12, 2003), p. E6. 

Concept Check

· Why are businesses incorporating e-commerce into their overall business strategies? Describe the different revenue models for e-commerce.

· Differentiate between the two major e-commerce market segments. How do their needs differ?

· What benefits can businesses gain from using the Internet? Give specific examples.

Launching a Successful E-Business [lg5]

E-commerce involves more than building a flashy Web site to attract customers. It’s also about adding value. Internet shoppers don’t just want to duplicate the in-store experience when they visit a company’s Web site—they want a better experience than they can get in their local store. In addition, e-commerce requires the right infrastructure to retain customers and encourage repeat purchases. In and of itself, e-commerce cannot make a company a winner; companies still need the right product, timing, and distribution channel strategies to be successful. 

Businesses can get involved with e-commerce in stages, as Exhibit A-4 illustrates. A company might start with a simple promotional Web site (Level 1) or go a step further and add marketing and interactive capabilities that enhance its ability to get and keep customers (Level 2). Next, it can totally integrate its Web activities into its existing business structure (Level 3). These three levels supplement rather than replace business procedures that can be performed offline. At Level 4, the highest level of strategic value, the company is transformed as it creates new business and shifts traditional business to the Internet.

Exhibit A-4: Four Stages of E-Commerce

	Level 1: 
	Level 2:
	Level 3:
	Level 4:

	Basic Promotional Site
	Prospecting
	Business Integration
	Business Transformation

	Basic site with corporate information, marketing materials. Updated at intervals.

	Interactive, marketing- focused site with more corporate, product, and service information. Personalized content and e-mail customer support enhance the ability to get and keep customers.
	More sophisticated sites with increased customer interaction. Greater process efficiencies, targeted marketing, self-service support, advanced search capabilities, online communities. Achieve profitability.
	Total integration with back-office systems; more efficient supplier and regular customer communications; electronic transactions replace paper. Improved profitability from reduced operating costs, greater depth and breadth of sales channels.


Source: Adapted from Janet Asteroff and Maureen Fleming, “Four Ways to Increase a Web Site’s Strategic Value,” Executive Edge (September 1998), p. 7.
As the potential benefits from the site increase, so do the costs. Developing a successful e-commerce strategy also takes time. Companies may not achieve positive returns on their Internet investment until they reach Level 3—and even then it may take four to six years to see a productivity payoff. Moving up the learning curve by working through the first levels before implementing more sophisticated technology is more likely to lead to success than attempting to transform the business in one step.

For example, civil engineer Rob Powell started EngineerSupply.com (http://www.engineersupply.com) in 1999 by registering the domain name and developing an informational site. As its popularity grew and Powell learned more about e-commerce, he recognized the need for an e-tailer that brought together a complete range of engineering, surveying, drafting, and construction tools and supplies. By 2001 he had filled that gap with his online store, which has continued to grow steadily while other dot-coms failed. Powell attributes his success to his focus on customer service and prompt order fulfillment.
 

Once a company decides to roll out or expand an e-commerce strategy, it faces a series of high-level decisions involving merchandising, Web site design, marketing, customer service and order fulfillment, Web site operations, and infrastructure. These decisions, summarized in Exhibit A-5, form a road map leading to an Internet strategy that complements the firm’s overall business strategy.

Exhibit A-5: Key Issues in Developing an E-Commerce Strategy

Merchandising/Product

· Which products to sell

· Complete and accurate product descriptions

· Pricing

· Inventory management and analysis

 Web Site Costs/Design

· Site budget that includes maintenance and updates

· Easy navigation

· Quality content

· Visual appeal

· Quick downloads

Marketing

· Partnerships

· Advertising

· Promotions

· Reward programs

· Personalized e-mail

Customer Service/Order Fulfillment

· Prompt response to questions

· Easy-to-use order forms

· Prompt order fulfillment

· Order tracking

· Returns policy

Web Site Operations

· Site hosting

· Testing of Web pages

· Maintenance

· Security

Infrastructure

· Required hardware and software

· Integration with other information systems

· Staffing

______________________________________________________________________________

Merchandising

Many companies underestimate the effort required to effectively merchandise products on the Internet. First they must decide which products to sell and how to price them. Not all products can be sold successfully online. And slapping a picture of a product with a basic description on a site isn’t sufficient. As we’ve already noted, successful sites provide guidance and have accurate and lively product descriptions. Other merchandising issues include testing to make sure links to product pictures and descriptions are correct, and designing easy-to-use order forms.

Site Costs and Design

Establishing an e-commerce Web site has become much easier in the past few years. Small businesses can use sites like Bigstep (http://go.bigstep.com), where a starter package that includes point-and-click design templates, site hosting, 25 megabytes of disk space, up to 10 custom e-mail aliases, and basic Web site traffic analysis costs just $10 a month. Off-the-shelf software packages costing as little as $100 also provide templates for sales-oriented Web sites. Packages with more sophisticated features like search engines and databases to manage inventory cost about $2,000 to $5,000. Companies can also hire a Web designer or they can outsource Web site development to a specialist. The cost of a corporate Web site can range from $30,000 to over $2 million and includes not only the design and equipment but also frequent updates to site content and technology, and maintenance. 

Regardless of who develops a site, managers responsible for the company’s e-commerce strategy must plan carefully to ensure that the site meets the company’s e-commerce objectives, in terms of both content and budget. Among the most important design considerations for e-commerce sites are simplicity, ease of navigation, visual appeal, download speed, and good product information. (For tips on creating an effective Web site, see Great Ideas to Use Now.)

Marketing

Building brand equity is critical for e-commerce marketing. The first companies to build an online relationship with the consumer have a large advantage. 

One of the underlying differences between Internet marketing and traditional marketing is the difficulty of turning shoppers into buyers. Studies show that only a small percentage of Web site visitors actually make a purchase. To increase the profitability of a Web site, e-businesses must raise that conversion percentage or increase traffic to obtain more volume. This requires marketing strategies that create “stickiness,” an increase in the amount of time visitors spend at a Web site, and bring visitors back to the site. What brings site visitors back? For most Web surfers, high-quality content, ease of use, fast download time, and frequent updates are key factors.

Studies show that when a potential customer arrives at your Web site, you must make an impact within the first 15 seconds! Flashy Web sites aren’t always the answer, though for some categories they help. What visitors want is a clean, easy-to-navigate site where they can get the information they need in a few clicks. Many visitors find sites with too much clutter or animated features frustrating and annoying. However, “People enjoy streaming content if it’s worth the wait,” says Jori Clarke, founder and president of e-marketing and research company SpectraCom. She encourages clients to include entertaining features but remember that not everyone has a fast Net connection.

Companies use a variety of strategies to achieve these marketing objectives, including:

· Partnerships with other organizations, such as alliances with consumer providers like AOL or with complementary retailers for placement of banner ads.

· Advertising in both electronic and traditional media. In addition to banner ads on high-traffic Web sites, companies can buy sponsorships on Web pages that put their message into the content of the other Web sites. Often traditional print and television ads are very effective in creating awareness of and bringing visitors to a Web site. 

· Promotions, contests, and sweepstakes at the Web site or through e-mail—for example, e-mail newsletters with notices of sale items, an e-mail dollars-off coupon for customers who haven’t ordered for a while, and sweepstakes giving away trips and popular products.

· “Frequent buyer” programs for Internet retail sites, sponsored by individual merchants or by companies like ClickRewards (http://www.ClickRewards.com) that offer awards for purchases at hundreds of member sites.

· Personalized e-mail with links to Web sites, which increases sales by driving traffic to Web sites and improving customer retention. This type of e-mail marketing costs less than banner advertising and has a much higher rate of viewers who “click-through” to the advertiser’s site.

· Affiliate programs to bring customers to the site. This is a good example of how to use the Internet to market effectively and at reasonable cost. EngineeerSupply.com’s Powell has an Amazon.com-like affiliate program that pays referral fees to engineering sites that link to his. For a small company, this can be more effective than what he calls “shot in the dark” advertising. “Most of it’s pay-for-performance. It’s the only way when you don’t have any capital,” he says.

Online advertising continues to evolve as companies spend more ad dollars on this medium. For example, a survey of technology vendors in December 2003 indicated that, on average, they were allocating 14 percent of their ad budgets to online ads and 26 percent to online lead generation. (Total online ad revenue represents about 5 percent of total ad spending, according to the Interactive Advertising Bureau.) Online newsletters are increasingly popular as a way to immediately provide potential customers with targeted editorial information and advertising messages, as opposed to providing these when the customer checks the Web site. 

Paid search links have overtaken banner ads as the most effective form of online advertising. Banner ads are also beginning to fall behind dynamic ads, which have proven to be a successful way to increase brand awareness.

Customer Service and Order Fulfillment

On the Internet, disgruntled shoppers usually don’t wait around. Slow service? Poor information? Difficult ordering process? With just a click of the mouse, consumers find another site that makes shopping easier. Therefore, good customer service and order fulfillment are critical to gaining a competitive edge on the Internet. In fact, 88 percent of respondents to a 2003 Jupiter Research study on customer service indicated that they expected a response to an e-mail query within 24 hours. Of those, 28 percent wanted a reply in 3 hours or less! These customers are going to be disappointed: Only 54 percent of the sites in Jupiter’s sample met the 24-hour test. As a result, companies are increasing their spending on customer relationship management applications.
 

It’s not enough to buy more or better customer relationship management (CRM) software. Customers see the Web as a way to speed up the entire buying process. Companies must set up effective CRM systems, add more customer service staff, and train them to sell and to advise online customers—whether online through real-time, live chats, by e-mail, or by phone. Another option is to automate the process where possible, such as routine order confirmation and shipping notification. Often buyers receive a confirming e-mail within a minute of placing the order!

Order fulfillment strategies are just as critical. Companies must fill orders from the Web site without loss of data. Inventory management is critical for e-commerce sites. Businesses that underestimate order volume and do not have adequate inventory to fill customer orders risk losing customers for good. Companies are reevaluating operational strategies in response to the realities of e-commerce. As noted earlier, companies like Buy.com and eBags.com are outsourcing the distribution process to reduce warehouse and inventory holding costs. 

Web Site Operations and Infrastructure

When planning an Internet strategy, managers must develop a plan for Web site operations and infrastructure. Some of the questions they need to ask include:

1. What hardware and software will we need?

2. Will design and operations, such as hosting the Web site on a server and setting up distribution, be handled in-house or outsourced?

3. How will sales be integrated with the financial, accounting, and manufacturing systems?

4. What are our staffing needs?

5. Is the Web site secure so that customers feel comfortable ordering online? Have we created firewalls to protect internal company data from unauthorized access?

Once the Web site is online, managers must monitor its performance and regularly evaluate its effectiveness. They also need to know whose sites are best for their ads and promotions.

Measuring the return on an Internet investment is no easy task, however. As yet, the Web offers no standard measurement procedures. Auditing services use different methods to analyze Web-traffic data, often with conflicting results. Some common measurements include page impressions (number of times a page is seen), reach (number of unique visitors to a site), total number of site visits, time online, click-throughs on linked ads, and a newer metric called “view-through” rates, which measure whether the customer acted within 30 days of seeing the online ad. Companies must use caution in interpreting these results, however. A service that tells a company how many times its site is seen may not know if the visitor spends time on a page or quickly links to another site.

Trends in E-Commerce [LG6]

The Internet has become integral to our daily lives as businesses move their operations online. As the evolution of this dynamic medium continues, new opportunities as well as challenges arise in both the B2B and B2C sectors. Among them are the issue of sales taxes on online purchases, the emergence of Internet telephony, and the next generation Internet infrastructure.

A Very Taxing Problem

Have you ever bought something online to avoid paying sales tax, or selected an online vendor because it doesn’t charge sales tax? Many shoppers certainly do. But if current legislation under consideration passes, this price advantage may soon disappear.

Internet sales now constitute over 1 percent of total U.S. retail sales and are growing at a significant pace as more consumers become comfortable making online purchases. Although sales taxes are technically owed on online transactions in 45 states, regardless of the vendor’s location, most are not collected. This failure to collect these taxes is based on a 1992 U.S. Supreme Court decision holding that states can require only sellers with a physical presence, or “nexus,” in the same state as the consumer to collect sales taxes. States are prohibited from requiring remote sellers to collect these taxes. The court ruled that Congress can authorize collection of Internet and catalog sales taxes across state lines only if the states first simplify their tax systems. As it stands, the many different tax systems across the country make it too difficult for online merchants to compute and collect sales taxes. 

House and Senate bills introduced in 2003 would allow states that adopt simplified sales tax schemes to require collection of sales taxes on all Internet purchases made by their residents. State and local governments are pressing for passage of these bills, as are brick-and-mortar retailers that must collect sales taxes and may lose sales to online retailers as a result. Even online retailers like Amazon.com, which initially balked at the idea, have started to support it. Companies such as Wal-Mart and Target, with both physical and online stores, are also looking more favorably at the idea of collecting taxes from online shoppers. Though this national legislation remained controversial and was unlikely to be passed in election year 2004, the issue is not expected to go away. Some opponents consider this a states’ rights matter, not a national issue. Meanwhile, 32 states approved model streamlined tax legislation in November 2003 in anticipation of eventually collecting sales tax from online purchases.
 

Don’t Hang Up When the Internet Calls

A recent trend that is beginning to catch on is Internet Protocol (IP) Telephony, or voice over Internet Protocol (VOIP). This combination of hardware and software enables users to transmit voice data over the Internet to make telephone calls. For those with free or fixed-price Internet access, Internet telephony software essentially provides free telephone calls anywhere in the world. Computer phone services also offer inexpensive plans with unlimited dialing and no long-distance charges. 

VOIP calls travel via the Web, bypassing traditional phone lines. Like data transmissions, VOIP’s packet-switching technology breaks up communications into small bits that are dispersed to find the fastest path across the network and recombined at the end point. On the other hand, traditional telephony is “circuit switched” and creates a dedicated channel for the call. 

Until recently, the quality of service has lagged behind that of direct telephone connections. But the momentum for this new way of making phone calls is definitely increasing. Phone calls over the Internet now account for over 10 percent of international calls and are especially popular in foreign countries where many people do not have traditional phone service. This technology is expected to become more popular for both local and long-distance calls in the United States as well. “We expect a steady transition to Internet calling so that by 2010, nearly all calls will go over the Internet,” said Tom Evslin, chief executive of ITXC, a New Jersey carrier of Internet calls.

The Next Generation Internet

As Internet traffic increases, many question whether the current infrastructure can keep up with growth. To search for ways to improve Internet access and transmission speeds, the “100 Megabits to 100 Million Homes” computer research project, funded by a five-year National Science Foundation grant of $7.5 million, held its first meeting in December 2003. This collaboration of computer scientists, engineers, and economists seeks to lay the groundwork for a new, wireless, glass fiber–based telecommunications network that will bring reliable high-speed Internet access to every home and small business in America within the next few years. This project’s goal is to make the system 100 times faster and reach 10 times more households than it did when the project started.

According to Hui Zhang, Carnegie Mellon Associate Professor of Computer Science and the project’s principal investigator, the Internet cannot continue to evolve with the same basic design set down a generation ago. Much of the growing complexity of the network is unseen to users and is contained in the Internet Protocol, the software standard used to transmit messages. “There has been a misconception that, with the success of the Internet, all the research into networking architecture has been done,” said Zhang. 

Plans for the first two years of work include designing and modeling potential glass-fiber networks. After that, researchers will test small-scale prototypes to determine whether telecommunications providers could use the same blueprints to form a nationwide network. The workload will be divided among participating institutions, and the results will be analyzed at annual conferences. This architecture and design will be disseminated to government and industry through presentations and partnerships so it can serve as a guide to business investment in network development. At the same time, social science research on the impact of the proposed changes will be conducted. 

Concept Check

· Should taxes be collected on Internet sales? Explain your response. What arguments would proponents of the opposing position make?
· Would you use VOIP telephone service exclusively? Why or why not?

· In what ways could our lives change if the “100 by 100” goals are reached? What other changes do you think the Internet needs to institute to remain viable?

Great Ideas to Use Now

One of the biggest challenges you will face in your business career is keeping up with the Internet industry. By the time you read this chapter, new developments in access speed, voice and data transmission, and e-commerce will be making headlines. Just as in other areas of information technology, acquiring and maintaining Internet-related skills will serve you well in the future. You may be called on to help your company go online or make its Web site more effective. 

Creating a Successful Web Site

What makes a Web site a winner? As we’ve learned in this chapter, a site’s overall look and feel, layout, content, and ease of use are among the most important features. Websurfers want simple yet visually appealing layouts. But the best Web sites have more than attractive design elements. E-commerce sites also call for good prices and customer service. Even the most attractive Web site will fail if the company doesn’t fill orders promptly and provide good customer service. 

Here are some guidelines for creating effective Web sites:

· Know what you want to accomplish. Is the site mainly informational, or is it interactive, with searching and ordering capabilities?

· Follow the 30-second rule. Viewers have a short attention span and will move on to one of the millions of other sites unless they can see what the site is within 10 seconds, what it’s about within the next 10 seconds, and how it’s organized and what links it has in 10 more seconds.

· Keep the design appropriate to the company. The no-frills Cheap-CDs site (http://www.cheap-cds.com) gives the customer the impression that this company offers the lowest prices—even if it doesn’t always have the cheapest CDs.

· Create strong content and update it regularly. Quality content is a primary reason that users return to Web sites. Provide complete and accurate product information. Regular updates give visitors a reason to return to your site.

· Flashy is not necessarily better. Clarity, not clutter, is key; too many colors or graphic elements can be distracting. 

· Make navigation easy. Users want to move around a site as quickly as possible. Two common navigational tools are tabs along the top of the screen and a navigation bar on the left side. Search features also help visitors find what they need. Make sure links work.

· Shorten download times. Users like speedy sites. Multimedia effects can make pages slow to load, frustrating customers who may well leave a site without ordering if they have to wait for images to appear. Offer a text-only version of your site for visitors with slower connections.

· Keep text sections short. Reading lots of text is difficult on the small screen. Users prefer to see headlines and article summaries, with links to the complete article for those who want more information.

Gearing Up for E-Commerce

Suppose your company wants to start an online business venture. If you want your Web site to generate sales and repeat visits, you should start by analyzing the company’s readiness for e-commerce. Here are some critical questions to ask:

1. Which customers are we trying to reach through the Internet: current customers, new customers, or a combination of both?

2. Will we offer a deep range of merchandise or only selected products?

3. Will we design our Web site in-house or outsource it?

4. How will we attract customers to our Web site?

5. How will we encourage purchases and repeat visits at our Web site?

6. How will we ensure that customers receive quality customer service?

7. What percentage of total sales do we hope to achieve through the Internet?

8. What internal operational changes do we need to make to support our Internet strategy?

9. Does our current technological infrastructure support our goals? If not, will we upgrade or outsource?

10. How will we mine customer information and purchases to improve service and profits?

You can also use similar questions to evaluate the success of an existing online operation. In addition, you would determine the number of visitors, the percentage who buy, how well the order fulfillment and customer service procedures work, and what improvements and upgrades are necessary.

Try It Now

1.
Create Your Own Web Site  Many Internet service providers now offer customers the chance to have their own Web site. Develop a proposal for a personal or business Web site, including the purpose, features, estimated cost, maintenance, update plan, and similar details. Refer to the guidelines in the “Great Ideas to Use Now” section. For more help, visit Jakob Nielsen’s Alertbox site (http://www.useit.com) for his advice columns on improving Web site usability. If possible, create and test the Web site.

2.
Build an E-Commerce Site  If you’re thinking of setting up a Web site to market products on the World Wide Web, check out the online e-commerce site demo at http://go.bigstep.com. At the Help page, read articles such as “How Web Sites Work,” “How to Plan and Prepare to Build Your Online Business,” “How to Build a Professional-Looking Web Site,” “Search Engine Myths & Fact,” and “Marketing Your Web Business: Essential Tips.” Summarize your research by developing a plan for your e-commerce site.

Insight Into Customer Satisfaction and Quality

Given the ease with which unhappy customers can switch online vendors, customer satisfaction is a key component of e-commerce. How do shoppers decide which online merchants to patronize? The focus on customer service has led to shoppers’ search engines, used by 25 percent of online customers to compare the reputation of online stores. Consumers trust reviews from these unbiased shopping engines more than those from the merchants’ own sites.

BizRate.com, a leading shoppers’ search engine that at one time focused on online price comparisons, has expanded its scope and now rates over 40,000 online merchants based on customer feedback. Products appear on BizRate’s site when merchants voluntarily sign up to have their products shown there. For each merchant, a customer can learn whether previous customers would shop there again and how satisfied they were in terms of the product itself, the delivery time, and the customer support. BizRate also posts comments by previous customers. This practice draws business to high-rated stores and gives all stores critical feedback on customer service. BizRate collects over 1 million reviews per month from consumers and stays current by discarding feedback more than 90 days old. Stores may receive the “Customer Certified” designation at BizRate by allowing BizRate to survey each of their buyers at the time of checkout and again after the shipped products have arrived. In addition, Customer Certified stores must receive customer ratings of satisfactory or better on twelve rating factors. 

This intense competition has resulted in overall good customer service ratings for e-commerce. The University of Michigan’s American Customer Satisfaction Index shows that e-commerce customers are more satisfied than customers of other economic sectors. In February 2003, this survey gave e-commerce a 77.6 score on a 100-point scale, up 5 points from the previous year. This score compares favorably to scores of 74 to 75 for department stores, supermarkets, and banks. Amazon.com, with a score of 88, and Barnes&Noble.com, with a score of 87, had the highest scores among online retailers.

Sources: BizRate Web site, http://www.bizrate.com, accessed on December 30, 2003; Brian Deagon, “E-Tail Is Escalating Among U.S. Buyers, Say Recent Studies,” Investor’s Business Daily (February 25, 2003), downloaded from http://www.investors.com; Catherine Seda, “Ready? Set? Search! Rev Up Your Sales with Comparison-Shopping Engines,” Entrepreneur (September 2003), downloaded from http://www.findarticles.com. 

Looking Ahead at Amazon.com

Amazon continues to be an innovator in e-commerce. During the 2003 holiday season, Amazon’s home page featured its Holiday A-List, a daily series of online events from November 3 to January 1. Each day, a celebrated actor, author, director, musician, or media personality provided Amazon.com customers with a free program, sometimes including never-before-seen videos and previously unreleased songs. One featured performance was given by the band Counting Crows, which made a full-length concert video to introduce its new greatest hits album, “Films About Ghosts.” Counting Crows teamed with Amazon.com to present what Counting Crows lead singer Adam Duritz called “the world’s largest in-store concert at the world’s largest store.”

Amazon is expanding its offerings of the technology that has made it so successful. The company is now using its technological expertise to create a Windows-like platform in hopes of becoming the “Microsoft of e-commerce.” To this end, it is developing software that others can use to build their businesses. For example, individual programmers can use Amazon technology, such as shopping carts and databases, to write new applications for small businesses. Merchants can click into Amazon Web Services to research sales data for individual products. Amazon provides its software without cost, and merchants may use this software to sell products from any Web site. Amazon’s hope, of course, is that merchants choose to sell through Amazon’s Web site, with its huge customer base, so that Amazon can collect its 15 percent commissions.

In addition, Amazon is continually introducing new services and products, from gourmet food items delivered by other merchants to a home and kitchen line on its Japanese site. The Amazon Marketplace, which allows customers to buy and sell from each other, has been extended to Canada and France. With a presence in six countries (United States, Canada, France, Japan, United Kingdom, and Germany), Amazon.com has plenty of geographical room for growth.

Summary of Learning Goals

>lg 1
What is the Internet, who uses it, and for what? The Internet is a global “network of networks” that combines high-speed communications and computing power to transmit information immediately. All networks in the Internet use TCP/IP, a special language that allows different types of computers to communicate. In addition to the resources of the World Wide Web, the Internet provides file transfer capabilities, e-mail, chat sessions, and newsgroups. About 700 million people worldwide use the Internet. About 150 million in the United States are regular users. Although adopters of the technology were younger, more affluent, and better educated than the general population, the profile of the Net user is moving closer to the national averages in these areas. Among the most popular Web sites are those with company and product information, news, reference materials, periodicals, financial quotes, and entertainment. Businesses use the Internet to research economic trends; gather industry information; learn about competitors; provide customer service; communicate with employees, vendors, and customers; market and sell products; and purchase supplies.

>lg 2
How has the Internet economy changed the business environment?

New types of companies provide enabling technology and services. The competitive arena is expanding as the Internet eliminates barriers of time and place and reduces barriers to entry. Channel relationships are changing as well. The Internet allows companies to sell directly to consumers without using distributors. Some distributors are finding new roles by providing services to online merchants who want to outsource order fulfillment. The Internet also empowers consumers by increasing access to information and making it easy to compare prices. Consumers now expect businesses to disclose privacy policies and carefully safeguard the information they collect. 

>lg 3
How can companies incorporate e-commerce into their overall business strategies?

E-commerce, the entire process of selling a product or service via the Internet, has two market segments: business-to-business and business-to-consumer. The business-to-business market accounts for about 90 percent of all e-commerce revenue. Among the many models for e-commerce are selling goods and services over the Web, providing information for a fee, supporting an information or entertainment site with advertising or referral fees, facilitating sales through auctions, providing e-commerce-enabling services for consumers and businesses, and offering online business exchanges.

>lg 4
What benefits do businesses achieve through e-commerce?

E-commerce reduces costs by streamlining company operating procedures. It offers the convenience of lower prices, greater selection of products and vendors, around-the-clock ordering and customer service availability (increasingly important in the global economy), ease of updating and distributing of product catalogs without incurring printing costs, and the ability to track customer and product sales data. Companies can eliminate intermediaries and sell directly to consumers, and can offer customized products. The increased efficiency results in better customer service, lower transaction costs, and new relationship-building strategies.

>lg 5
What steps are involved in launching an e-commerce venture?

Companies can choose from several levels of e-commerce, starting with a basic promotional Web site and then adding order-taking and customer service features. More sophisticated strategies integrate Web activities into a company’s existing business structure. To implement an e-commerce strategy, companies must consider merchandising, Web site costs and design, marketing, customer service and order fulfillment, operations, and infrastructure.

>lg 6
What lies ahead for e-commerce?

The issue of sales taxes on online purchases is a controversial one. As more consumers shop online, states want to collect their share of sales taxes from their residents, whether or not the business is located in the same state. Currently, the many different tax systems across the country make it difficult for online merchants to compute and collect sales taxes. In anticipation of national legislation, 32 states have adopted streamlined sales tax procedures. Improvements in the ability to transmit voice over the Internet have boosted the popularity of Internet telephony. Finally, the growth of the Internet has created a need to develop a next generation infrastructure to accommodate the traffic and multiple uses.

Preparing for Tomorrow’s Workplace

1.
(Team exercise) E-commerce may not provide a level playing field for small businesses. In fact, the Internet industry is consolidating as companies try to dominate their space. Divide the class into two teams and debate whether small businesses will continue to have an advantage in e-commerce or will be pushed out by the “gorillas.”

2.
(Team exercise) Divide the class into three groups representing retailers, distributors, and manufacturers. Each group should examine how the Web is changing channel relationships and prepare for a class discussion on the future of distributors.

3.
Choose two of your favorite Web sites to explore and analyze. Using Exhibit A-4 as a guide, decide which level of e-commerce strategy each site represents and explain why.

4.
How can a company determine whether a Web site is accomplishing its objectives? Research the techniques used by different ratings services such as comScore Networks and Nielsen//NetRatings to measure site traffic. Develop a list of criteria that would be useful for evaluating a site that sells a product and a site that provides news information.

5.
The Internet is changing the way travelers plan their trips. Comprehensive travel sites such as Travelocity (http://www.travelocity.com), Expedia (http://www.expedia.com), and Orbitz (http://www.orbitz.com) provide information that once was available only to travel agents. Visit at least two of these sites to see what they offer. Do you think travel agents will become extinct in a few years? Why or why not? Suggest several ways travel agents can harness the Web to their advantage to counter this do-it-yourself trend.

Working the Net

1.
Compare the features of two product comparison services such as BizRate (http://www.bizrate.com), mySimon (http://www.mysimon.com), Epinions (http://www.epinions.com), ConsumerSearch (http://www.consumersearch.com), and PriceSCAN (http://www.pricescan.com). Do several searches for the same product at each site. How easy is it for consumers to use the site? Which do you prefer, and why? What features were a factor in your answer?

2.
Use ClickZ Stats (http://www.clickz.com/stats) to track the latest statistics and demographics on Internet users and to research the latest studies on e-commerce and business use. Summarize your findings in a brief report on key trends.

3.
To avoid government intervention, Internet industry organizations are working toward self-regulation to protect consumer privacy. Visit the sites for the Online Privacy Alliance (http://www.privacyalliance.org) and TRUSTe (http://www.truste.org) and evaluate what they are doing. What criteria must firms meet to win the right to display the TRUSTe seal of approval?

4.
What makes a good Web site? Check out the site for the Webby Awards (http://www.webbyawards.com). Summarize the qualities that these sites share.

5.
How good are “prebuilt” Web site templates for e-commerce? Use a search engine to find three sites that offer these services and compare them. If you were starting an online retail business, would you use one of these or hire an outside site designer?

Creative Thinking Case: Websense Makes Sense for Employers

In 2002, the U.S. Treasury Department discovered widespread Internet abuse among its 90,000 IRS employees. For instance, some pornography and gambling Web sites were not blocked, though a filtering system was in place. After exploring several options, the IRS switched to Websense (http://www.websense.com), a San Diego company also used by other government units such as the U.S. Army.

Founded in 1994, Websense started out as a Web site-blocking company and has stayed true to its roots in the business-to-business sector. While other companies fell by the wayside chasing the consumer market, Websense provided its filtering software services to other companies. In 2002 alone, sales for this specialized product were $270 million, an increase of one-third over 2001, and the global Web filtering market is estimated to grow approximately 21 percent a year through 2007.

Websense competes with a dozen other firms and is one of the largest players, with a 20 percent market share. Named the global leader in the Web filtering market for 2003 by industry analyst firms IDC and Frost & Sullivan, its 20,000 customers range in size from 100-person firms to multinational corporations and government agencies. For example, the U.S. Army uses Websense in Europe, the Middle East, and at West Point, while San Diego’s Sharp HealthCare uses it to safeguard confidential patient medical data. Rudin Management, a New York property management firm, and Grotta, Glassman & Hoffman, a multistate law firm, use it to monitor employees’ computer use. 

In 2003, Websense expanded to offer application-blocking technology as well—providing software that resides on employees’ computers and blocks problematic applications such as instant messaging, pirated MP3 downloading, hacker viruses, and other applications chosen by customers. Use of inappropriate applications poses corporate risks such as hogging of bandwidth resources, viruses sent by hackers in applications attached to e-mails, and legal liability from copyright violations or offensive e-mail sent by one employee to another.

Websense products can limit employee computer use as well as block it entirely. The filtering software allows companies flexibility to customize the settings. Among the options are daily time limits for employee access to nonbusiness Web sites, notification to users when they must use quota time to access a Web site, limiting access to specified Web sites only at particular times of day, and extending the daily personal Internet quota during the holiday season. Giving employees more time to shop and book travel on the Internet rather than leave work during the day and fight holiday shopping crowds helps to improve morale while keeping employees on site. 

Critical Thinking Questions

1. What developments have led to the increased demand for monitoring of employees’ computers? Do you think companies have the right to put monitoring and blocking software in their employees’ computers? Explain your response.

2. What additional monitoring techniques would you consider if you owned a company?

3. What e-commerce business model does Websense follow? What are the dangers of being a niche player in a market with many a significant number of competitors? 

Sources: Jennifer Davies, “No Nonsense,” San Diego Union-Tribune (November 12, 2002), p. C1; Teresa McAleavy, “The Check Is in the E-mail; Companies Using Rules and Software to Track Workers’ Use of Computers,” The Record (November 23, 2003), p. B01; Ellen Messmer, “Web Filtering Packages Protect and Serve,” Network World (October 27, 2003), p. 30; “Online Holiday Travel and Shopping in the Workplace Can Be Balanced with Productivity When Managed Appropriately,” PR Newswire (December 8, 2003), downloaded from http://www.websense.com; “Sharp HealthCare Selects Websense® Enterprise Client Application Manager™ to Prevent Unwanted Access to Confidential Patient Information,” PR Newswire (December 16, 2003), downloaded from http://www.websense.com; “The United States Internal Revenue Service Selects Websense Enterprise(R) to Protect Computing Environment for 90,000 Employees,” PR Newswire (December 1, 2003), downloaded from http://www.websense.com; “U.S. Army 5th Signal Command in Europe Extends Websense Commitment with a $1.3 Million Order,” M2 Presswire (November 12, 2003), downloaded from http://biz.yahoo.com/prnews; “Websense Reports Record Third Quarter Revenue and Continued Strong Growth in Billings,” PR Newswire (October 21, 2003), downloaded from http://biz.yahoo.com/prnews.

Video Case: Elderly Instruments: Doing Business Over the Internet

Elderly Instruments (http://www.elderly.com), located in Lansing, Michigan, is both a 35,000-square-foot store and a mail-order business. It has a huge stock of new, used, and vintage instruments including guitars, basses, amplifiers, banjos, mandolins, fiddles, dulcimers, autoharps, ukuleles, harmonicas, and accordions. Elderly also sells instructional books and videos as well as hard-to-find audio cassettes and CDs. The company focuses on competitive prices and fast, friendly, knowledgeable service by its staff of nearly 100 employees.

Founded in 1972 as a small retail outlet for musical instruments and accessories, Elderly Instruments soon expanded into mail-order sales. Later, recognizing the potential of the Internet, Elderly developed its own Web site to promote and sell its products. To Elderly Instruments, doing business over the Internet is basically an electronic version of its mail-order sales—an area in which the company had already developed considerable expertise and become a significant player. 

On Elderly’s Web site, prospective customers can take a photographic tour of the showroom, back offices, repair shop, warehouse, and shipping areas. They can view photos of individual employees. Product descriptions—and often pictures—are provided. Special deals on closeout items are offered through the “Cheapo Depot” link. A calendar provides information on special events taking place at Elderly’s Lansing showroom, such as free in-store performances by artists as well as instructional workshops where customers can learn to play instruments or refine their skills for a small fee. Mail-order catalogs can be ordered from the Web site. A Web site visitor wanting to sell an instrument through Elderly can submit an online form describing the instrument and receive from Elderly an estimate of its value. According to Elderly’s founder and president Stan Werbin, the most popular section of the Web site is the vintage instruments listing, which changes daily and often results in sales within a day of the posting.

Taken as a whole, Elderly’s Web site appears to be a remarkably effective way of conducting e-commerce.
Critical Thinking Questions

1.
How does doing business over the Internet enable Elderly Instruments to achieve low prices and fast, friendly, knowledgeable service?

2.
What other benefits might Elderly Instruments achieve through electronic commerce?

3.
Suppose that you are considering becoming a customer of Elderly Instruments. Would you be comfortable doing business with Elderly over the Internet? Why or why not?

Sources: Elderly Instruments Web site, http://www.elderly.com; David Massey, “Elderly Instruments Fulfilling Fretted Fantasies for 30 Years,” Musical Merchandise Review (October 2001), downloaded from http://www.elderly.com.

E-Commerce Case: Your Ticket to Entertainment 
Unlike many companies, Ticketmaster probably didn’t need a Web presence to survive. With its automated phone sales system, it already had a near monopoly in the ticket services industry. It embraced the Internet in a big way, however, and became the leading ticket seller online and off, selling a total of about 95 million tickets a year for about 8,000 clients under exclusive distribution agreements. It was the official ticketing supporter of the 2004 Olympics in Athens.

Ticket sales are only one part of the e-commerce strategy of InterActiveCorp, which now owns Ticketmaster. The company sees itself as an entertainment portal—the only place people need to visit for their event and live entertainment needs. InterActiveCorp also owns Citysearch, an online directory of local information, as well as travel companies Expedia and Hotels.com. 

In addition to service charges on its ticket sales, Ticketmaster.com generates revenues from advertising on the site and partnerships with other companies. American Express cardholders can get concert seats before the general public through the Gold Card Events program. They can also join the Membership Rewards program and redeem American Express purchase points for concert tickets. Other Ticketmaster partners include Hotel Reservations Network, Sports Illustrated, LimoLink, Western Union/Moneyzap, and Entertainment Weekly.

Log on to the Ticketmaster.com site to access local information on entertainment, business, and news in most U.S. states and many foreign countries. Once you’ve found a concert, play, or sporting event you like, you can immediately select seats, order tickets online, and even print them out at home, complete with bar codes for verification and coupons for nearby restaurants and parking lots. Need a date for the concert? Ticketmaster.com can even help with that! It is affiliated with Match.com, the leading online matchmaking and dating service, which is also owned by InterActive Corp.

Ticketmaster.com takes the company’s original idea of direct ticket sales many steps further. Its phone service is passive; buyers come to it when they want tickets. The Web site is proactive; soon after you attend a concert, you’ll receive an e-mail with the play list from the concert and an offer for promotional items like concert t-shirts. Register under the “My Account” program and you’ll get notices of events matching your interests.

Ticketmaster announced plans in September 2003 for an online auction program available for choice seats to specific events if the promoters, venue, and performers agree to the auction. Customers are then assured of legitimate tickets rather than the counterfeit tickets sometimes sold in the secondary market, with appropriate refunds in case of event cancellations.

Critical Thinking Questions

1.
Describe Ticketmaster.com’s e-commerce strategy. How is it using the power and unique capabilities of the Web to its advantage?

2.
Based on the information in the case and a visit to Ticketmaster.com’s Web site, in what stage of e-commerce (see Exhibit A-4) would you place Ticketmaster.com currently?
3.
What problems might Ticketmaster.com face as its services increase in popularity?

 Sources: InterActiveCorp Web site, http://www.usainteractive.com; Daniel Roth, “Ticketmaster.com,” in “The E-volution of Big Business/Online Report Card: 10 Companies That Get It,” Fortune (November 8, 1999), downloaded from Electric Library, Business Edition, http://business.elibrary.com; “Ticketmaster to Launch Ticket Auction,” Press Release (September 6, 2003), downloaded from http://www.pollstar.com; Ticketmaster.com Web site, http://www.ticketmaster.com; Arlene Weintraub, “A Ticket to Dot-Com Heaven?” Business Week (April 10, 2000), pp. 87–88.

Hot Links Address Book

Experiment with online travel planning by researching a trip at the Expedia travel site: http://www.expedia.com.
See how BizRate takes the hassle out of comparison shopping. Search the site for the lowest price and highest rated merchant on one of your favorite products at http://www.bizrate.com. 
Discover what’s in style at The Gap and learn how a successful retailer uses the Web to its advantage at http://www.gap.com.
What’s the latest in privacy issues? Find out at the Electronic Privacy Information Center (EPIC), http://www.epic.org.

Start your search for a new car at Edmunds.com, http://www.edmunds.com, where you’ll find not only prices and reviews for new and used cars but also calculators to help you decide whether to buy or lease.

For the latest news and trends in e-commerce, check out the E-Commerce Times, http://www.ecommercetimes.com.
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Glossary

Internet

A worldwide computer network that includes both commercial and public networks and offers various capabilities including e-mail, file transfer, online chat sessions, and newsgroups.

transmission control protocol/Internet protocol (TCP/IP)

A communications technology that allows different computer platforms to communicate with each other to transfer data.

World Wide Web (WWW)

A subsystem of the Internet that consists of an information retrieval system composed of Web sites.

Web sites

Locations on the World Wide Web consisting of a home page and, possibly, other pages with documents and files.

hypertext

A file or series of files within a Web page that links users to documents at the same or other Web sites.

Internet service providers (ISPs)

Commercial services that connect companies and individuals to the Internet.

browsers

Software that allows users to access the Web with a graphical point and click interface.

business-to-business e-commerce (B2B)

Electronic commerce that involves transactions between companies.

business-to-consumer e-commerce (B2C)

Electronic commerce that involves transactions between businesses and the end user of the goods or services; also called e-tailing.
electronic commerce (e-commerce)

The entire process of selling a product or service via the Internet; also called electronic business (e-business).

extranet

A private computer network that uses Internet technology and a browser interface but is accessible only to authorized outsiders with a valid username and password.
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