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Preface

In 1849, a group of settlers travelling west towards the promised land, California, entered
a then unnamed valley. The valley presented a harsh environment with a barrier of moun-
tains to the west making the way forward unclear. Some of the settlers lost their lives as
they sought to find a route west before eventually reaching California and what was to
become one of the most prosperous places on earth. As the group left the valley, one of
the women in the group turned and said, ‘Goodbye, Death Valley’, and hence the valley
got its name.

Today, flagship digital businesses with headquarters in California, such as eBay,
Facebook and Google, are now leading global brands with turnovers of billions of dollars,
yet this has happened in a few short years, less than 300 years after the first modern settlers
arrived.

Likewise for other businesses, the road to digital business success is not straightforward
and fraught with difficulties of selecting the correct strategic direction and surviving in
an increasingly harsh competitive environment. Not all who follow the route survive. But
whether it’s the start-up businesses or an existing business, what they have in common is
that those who prosper learn to optimise to take the right strategic decisions about digital
technology, digital marketing and supply chain management.

This book is intended to equip current and future managers with some of the knowledge
and practical skills to help them navigate their organisation towards digital business.

A key aim of this book is to identify and review the key management decisions required
by organisations moving to digital business and consider the process by which these deci-
sions can be taken. Key questions include: What approach to digital business strategy do
we follow? How much do we need to invest in digital business? Which processes should be
our digital business priorities? Should we adopt new business and revenue models? What
are the main changes that need to be made to the organisation to facilitate digital business?

Given the broad scope of digital business, this book takes an integrative approach drawing
on new and existing approaches and models from many disciplines, including information
systems, strategy, marketing, supply chain management, operations and human resources
management.

[ What is digital business management? J

Digital business

how businesses apply
digital technology and
media to improve the
competitiveness of their
organisation through
optimising internal
processes with online and
traditional channels to
market and supply.

As we will see in Chapter 1, digital business is aimed at enhancing the competitiveness of
an organisation by deploying innovative digital technologies throughout an organisation
and beyond, through links to partners and customers and promotion through digital media.
It does not simply involve using technology to automate existing processes, but is about
digital transformation by applying technology to help change these processes to add value
to the business and its customers. To be successful in managing digital business, a breadth
of knowledge is needed of different business processes and activities from across the value
chain, such as marketing and sales, through new product development, manufacturing and



Supply chain
management (scm)
The coordination of all
supply activities of an
organisation from its
suppliers and partners to
its customers.

Value chain

A model for analysis

of how supply chain
activities can add value
to products and services
delivered to the customer.

Preface XV

inbound and outbound logistics. Organisations also need to manage the change required by
new processes and technology through what have traditionally been support activities such
as human resources management.

From this definition, it is apparent that digital business involves looking at how electronic
communications can be used to enhance all aspects of an organisation’s supply chain man-
agement. it also involves optimising an organisation’s value chain, a related concept that
describes the different value-adding activities that connect a company’s supply side with its
demand side. the digital business era also involves management of a network of interrelated
value chains or value networks.

{ What is e-commerce management? J

Value networks
The links between an
organisation and its
strategic and non-
strategic partners that
form its external value
chain.

Electronic
commerce
(e-commerce)

All electronically mediated
information exchanges
between an organisation
and its external
stakeholders.

Buy-side
e-commerce
E-commerce transactions
between an organisation
and its suppliers and
other partners.

Sell-side
e-commerce
E-commerce transactions
between an organisation
and its customers.

To set the scope of this book, in its title we reference both ‘digital business’ and ‘e-commerce’.
Both these terms are applied in a variety of ways; to some they mean the same, to others
they are quite different. As explained in Chapter 1, what is most important is that they are
applied consistently within organisations so that employees and external stakeholders are
clear about how the organisation can exploit electronic communications. The distinction
made in this book is to use electronic commerce (e-commerce) to refer to all types of elec-
tronic transactions between organisations and stakeholders, whether they are financial trans-
actions or exchanges of information or other services. These e-commerce transactions are
either buy-side e-commerce or sell-side e-commerce and the management issues involved
with each aspect are considered separately in Part 2 of the book. ‘Digital business’ is applied
as a broader term encompassing e-commerce but also including all electronic transactions
within an organisation.

Management of e-commerce involves prioritising buy-side and sell-side activities and
putting in place the plans and resources to deliver the identified benefits. These plans need
to focus on management of the many risks to success, some of which you may have experi-
enced when using e-commerce sites, from technical problems such as transactions that fail,
sites that are difficult to use or are too slow, through to problems with customer service or
tulfilment, which also indicate failure of management. Today, the social media or peer-to-
peer interactions that occur between customers on company websites, blogs, communities
and social networks have changed the dynamics of online commerce. Likewise, the frenzied
consumer adoption of mobile technology platforms via mobile sites and mobile apps offers
new platforms to interact with customers which must be evaluated and prioritised. Deciding
which of the many emerging technologies and marketing approaches to prioritise and which
to ignore is a challenge for all organisations!

[ How is this book structured? }

Social media

A category of media
focussing on participation
and peer-to-peer
communication between
individuals, with sites
providing the capability to
develop user-generated
content (ugc) and to
exchange messages

and comments between
different users.

The overall structure of the book, shown in Figure P.1, follows a logical sequence: introduc-
ing the foundations of digital business concepts in Part 1; reviewing alternative strategic
approaches and applications of digital business in Part 2; and how strategy can be imple-
mented in Part 3. Within this overall structure, differences in how electronic communi-
cations are used to support different business processes are considered separately. This is
achieved by distinguishing between how electronic communications are used, from buy-side
e-commerce aspects of supply chain management in Chapters 6 and 7, to the marketing
perspective of sell-side e-commerce in Chapters 8 and 9. Figure P.1 shows the emphasis of
perspective for the particular chapters.
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Mobile technology
platforms

Devices and services
used by consumers

to interact with other
consumers and
companies including
smartphones, tablets and
wearable technology.

Mobile apps

A software application
that is designed for

use on a mobile phone

or tablet, typically
downloaded from an app
store. Iphone apps are
best known, but all smart
phones support the use of
apps which can provide
users with information,
entertainment or location-
based services such as
mapping.

Part 1: Introduction (Chapters 1-4)

Part 1 introduces digital business and e-commerce. It seeks to clarify basic terms and
concepts by looking at different interpretations of terms and applications through case
studies.

e Chapter 1: Introduction to digital business and e-commerce. Definition of the meaning
and scope of digital business and e-commerce. Social media, social commerce and mobile
apps are also introduced. Introduction to business use of the internet — what are the bene-
fits and barriers to adoption and how widely used is it?

e Chapter 2: Marketplace analysis for e-commerce. Introduction to new business models
and marketplace structures enabled by electronic communications.

e Chapter 3: Managing digital business infrastructure. Background on the hardware,
software and telecommunications that need to be managed to achieve digital business.

e Chapter 4: E-environment. Describes the macro-environment of an organisation, which
presents opportunities and constraints on strategy and implementation.

Part 2: Strategy and applications (Chapters 5-9)

In Part 2 of the book, approaches to developing digital business strategy and applications
are reviewed for the organisation as a whole (Chapter 5) and with an emphasis on buy-side
e-commerce (Chapters 6 and 7) and sell-side e-commerce (Chapters 8 and 9).

e Chapter 5: Digital business strategy. Approaches to developing digital business strategy.
Differences from traditional strategic approaches. Relation to IS strategy.

e Chapter 6: Supply chain management. A supply chain perspective on strategy with
examples of how technology can be applied to increase supply chain and value chain
efficiency.

e Chapter 7: E-procurement. Evaluation of the benefits and practical issues of adopting
e-procurement.

e Chapter 8: Digital marketing. A sell-side e-commerce perspective to digital business,
reviewing differences in marketing required through digital media. Structured around
developing a digital marketing plan.

e Chapter 9: Customer relationship management. Reviews marketing techniques that
apply e-commerce for acquiring and retaining customers.

Part 3: Implementation (Chapters 10-12)

Management of digital business implementation is described in Part 3 of the book in which
we examine practical management issues involved with creating and maintaining digital
business solutions.

e Chapter 10: Change management. How to manage the organisational, human and tech-
nology changes required in the move to digital business.

e Chapter 11: Analysis and design. We discuss the main issues of analysis and design
raised by e-commerce systems that need to be discussed by managers and solutions
providers.

e Chapter 12: Digital business implementation and optimisation. How should
e-commerce systems be managed and monitored once they are live?
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Figure P.1 Structure of the book
[ Who should use this book? J

Students

This book has been created as the main student text for undergraduate and postgraduate stu-
dents taking specialist courses or modules which cover digital business, e-commerce infor-
mation systems or digital marketing. The book is relevant to students who are:

undergraduates on business programmes which include modules on the use of the Internet
and e-commerce; this includes specialist degrees such as electronic business, electronic
commerce, internet marketing and marketing or general business degrees such as busi-
ness studies, business administration and business management;

undergraduate project students who select this topic for final-year projects or dissertations —
this book is an excellent resource for these students;

undergraduates completing work placement involved with different aspects of digital busi-
ness such as managing an intranet or company website;

postgraduate students on specialist masters degrees in electronic commerce, electronic
business or digital marketing and generic MBA, Certificate in Management or Diploma
in Management Studies which involve modules or electives for electronic commerce and
digital marketing.
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What does the book offer to lecturers teaching these courses?

The book is intended to be a comprehensive guide to all aspects of deploying digital business
and e-commerce within an organisation. The book builds on existing theories and concepts
and questions the validity of these models in the light of the differences between the inter-
net and other media. The book references the emerging body of literature specific to digital
business, e-commerce and digital marketing. As such, it can be used across several modules.
Lecturers will find that the book has a good range of case studies, activities and exercises to
support their teaching. These activities assist in using the book for student-centred learning
as part of directed study. Web links given in the text and at the end of each chapter highlight
key information sources for particular topics.

Practitioners

There is also much of relevance in this book for the industry professional, including:

e senior managers and directors seeking to apply the right digital business and e-commerce
approaches to benefit their organisation;

e information systems managers who are developing and implementing digital business and
e-commerce strategies;

o marketing managers responsible for defining a digital marketing strategy and implement-
ing and maintaining the company website;

o supply chain, logistics and procurement managers wanting to see examples of best practice
in using e-commerce for supply chain management;

e technical project managers or webmasters who may understand the technical details of
building a site, but have a limited knowledge of business or marketing fundamentals.

[ Student learning features }

A range of features have been incorporated into this book to help the reader get the most out
of it. They have been designed to assist understanding, reinforce learning and help readers
find information easily. The features are described in the order you will encounter them.

At the start of each chapter

o Chapter at a glance: a list of main topics, ‘focus on’ topics and case studies.

o Learning outcomes: a list describing what readers can learn through reading the chapter
and completing the activities.

e Management issues: a summary of main issues or decisions faced by managers related to
the chapter topic area.
Web support: additional material on the companion website.

o Links to other chapters: a summary of related topics in other chapters.

e Introductions: succinct summaries of the relevance of the topic to marketing students and
practitioners together with content and structure.

In each chapter

o Activities: short activities in the main text that develop concepts and understanding, often
by relating to student experience or through reference to websites. Model answers to
activities are provided at the end of the chapter where applicable.
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o Case studies: real-world examples of issues facing companies that implement digital busi-
ness. Questions at the end of the case study highlight the main learning points from that
case study.

o Real-world digital business experiences: interviews with e-commerce managers at a range
of UK, European and US-based organisations concerning the strategies they have adopted
and their approaches to strategy implementation.

o Digital trends updates. References to relevant statistical sources to update information on
the latest consumer and business adoption of digital technology.

o Box features: these explore a concept in more detail or give an example of a principle dis-
cussed in the text.

e ‘Focus on’ sections: more detailed coverage of specific topics of interest.

o Questions for debate: suggestions for discussion of significant issues for managers involved
with the transformation required for digital business.

e Definitions: when significant terms are first introduced the main text contains succinct
definitions in the margin for easy reference.

o Web links: where appropriate, web addresses are given for further information, particu-
larly those that update information.

o Chapter summaries: intended as revision aids and to summarise the main learning points
from the chapter.

At the end of each chapter

o Self-assessment exercises: short questions which will test understanding of terms and con-
cepts described in the chapter.

e Discussion questions: require longer essay-style answers discussing themes from the chap-
ter, and can be used for essays or as debate questions in seminars.

e Essay questions: conventional essay questions.

e Examination questions: typical short-answer questions found in exams and can also be
used for revision.

o References: these are references to books, articles or papers referred to within the chapter.

o Further reading: supplementary texts or papers on the main themes of the chapter. Where
appropriate a brief commentary is provided on recommended supplementary reading on
the main themes of the chapters.

o Web links: these are significant sites that provide further information on the concepts
and topics of the chapter. All website references within the chapter, for example company
sites, are not repeated here. The website address prefix ‘http://” is omitted from www links
for clarity.

At the end of the book

o Glossary: alist of all definitions of key terms and phrases used within the main text.
o Index: all key words and abbreviations referred to in the main text.

{ Learning techniques J

The book is intended to support a range of learning styles. It can be used for an active or
student-centred learning approach whereby students attempt the activities through reflecting on
questions posed, answering questions and then comparing their answer to a suggested answer
at the end of the chapter. Alternatively, students can proceed straight to suggested answers in a
more traditional learning approach, which still encourages reflection about the topic.
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[ Module guide

J

Table B presents one mapping of how the book could be used in different weekly lectures
and seminars through the core eleven weeks of a module where the focus is on management
issues of digital business and e-commerce.

A full set of PowerPoint slides and accompanying notes to assist lecturers in preparing
lectures is available for download at www.pearsoned.co.uk/chaffey.

[ Enhancements for the sixth edition J

The effective chapter structure of previous editions has been retained, but many other
changes have been incorporated based on lecturer and student feedback. We now refer to
digital business throughout rather than the dated term e-business which we had included
from the first edition in 2002. The rationale is that the term e-business is less used now in
industry; instead companies increasingly reference management of digital technologies,
channel strategies, digital marketing and digital transformation.

You will see from the listing of updates below that the most significant additions to the
content reflect the growth in importance of mobile marketing and commerce and inbound
marketing, including content marketing and social media marketing.

Each chapter has been rationalised to focus on the key concepts and processes recom-
mended to evaluate capability and develop digital business strategies. The main updates for
the sixth edition on a chapter-by-chapter basis are:

e Chapter 1. The chapter starts by introducing the major trends now determining selec-
tion of digital services which are a major theme in the book: inbound marketing (content,
search and social media marketing), Google’s Zero Moment of Truth (ZMOT) and mobile
commerce.

Paid, owned, earned (POE) media options for reaching audiences are introduced and a
new mini case study on Tatu Couture shows how small and larger businesses can use these
techniques to reach new audiences. All other cases have been updated, as is the case for the
majority in the book.

Dated Internet adoption data has been removed and replaced by a new “Trends update’
feature and activities directing students via Dave Chaftey’s Smartinsights.com site to the
best data sources in their country for reviewing adoption of digital technologies.

e Chapter 2. Increased emphasis on online start-up businesses, of particular interest to stu-
dents. Mini case study on Ecomum added to give a recent example of an e-retail failure
with serious consequences. New case at start of chapter on Blackcircles.com.

Updated review of online ecosystem to explain the increasing role of mobile platform
usage and multiscreening.

Business model canvas introduced. A useful new tool for students to review online
business models for case studies and assignments.

e Chapter 3. A new introductory section on the growing range of digital business technology
platforms, focussing on mobile platforms, has been added at the start. Decisions on imple-
menting mobile design such as responsive vs adaptive design are covered in Chapter 11.
An example of setting objectives and strategies for mobile platforms is given.

In this chapter we now focus on the management decisions involved with creating an
effective technology infrastructure rather than explaining the technology in detail. We
explained the technology such as TCP/IP and XML in more detail in previous editions,
when it was less familiar. Research and feedback from users of the book have shown that
this knowledge usually exists from other courses, modules or during work, so there is little
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value in duplicating it. The chapter has been simplified and restructured to reflect this
change.

Chapter 4. Data on consumer and business adoption and usage of different digital plat-
forms updated. Sections on changes in privacy law updated.

Chapter 5. This chapter has remained much the same, since the fundamental processes of
strategy creation are similar. It has been simplified and the examples updated, including
examples of vision setting.

Discussion of mobile value propositions is added in Mini-case study 5.1.

Chapter 6. A mini case study on the launch of the Pebble watch on crowdfunding site
Kickstarter shows how digital business potentially makes it easier to set up new supply
chains to manufacture and distribute products. A new case study on the implementation
of SCM showing the impact on outbound logistics at 3 Suisses France is included.

US Department of Commerce (2013) data used to illustrate the aim of reducing inven-
tory holding across the supply chain. Review of the concept of inventory turnover as
applied to supply chain management.

Development of the Internet of Things and machine-to-machine (M2M) applications
is introduced and briefly reviewed.

PriceWaterhouseCoopers (PWC)’s 2013 global supply chain survey data are reviewed
at end of chapter.

Chapter 7. Mini-case study 7.1 added. This gives an example of how one UK business
has created a solution to help its customers worldwide with e-procurement. IFO-Basware
(2012) study of the global adoption of e-invoicing summarised. Alibaba.com case study
updated.

Chapter 8. Chapter renamed digital marketing in place of E-marketing to reflect com-
mon industry usage describing this activity. Interview reviewing how the marketing mix
strategy can change with the adoption of digital media added. Concepts of inbound and
content marketing introduced at the start of the chapter, with a new activity introduced
around the content marketing matrix to audit and improve content quality. Five different
classes of interactive online feedback tools which digital businesses can use to understand
and identify customer needs and perceptions added.

Chapter 9. Sections on content marketing, social CRM and social media marketing
expanded.

Chapter 10. The new interview at the start of the chapter shows how many companies are
now continuously improving their digital services through conversion rate optimisation.
Growth hacking is a related concept that is particularly relevant to online startups, but can
be applied to existing businesses too. A section on transformation to the Social Business
has been added at the end of the chapter.

Chapter 11. Box 11.2 explains the Big Data concept and gives examples of the application
of big data. The concept of Social Sign-in is introduced briefly.

The move from designing a user experience (UX) on a single device to the more com-
plex challenge of customer experience management (CXM) across multiple devices, includ-
ing smartphones and tablets, and physical locations is described.

Today, the increasing importance of mobile design means that designing for mobile
devices is a key consideration, so we have added a separate section on design for mobile
platforms reviewing five alternative approaches that managers need to discuss, including
responsive and adaptive design.

Security breaches data updated and 10 security guidelines for business added.

Chapter 12. New section on the process and tools needed for managing content marketing
updates. Section added within analytics on evaluating social media.
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Table A In-depth case studies in Digital Business and E-Commerce Management, 6th edition

Chapter Case study
1 Introduction to digital business and 1.1 The Facebook business model
EREeImmEes 1.2 eBay - the world’s largest online business?
2 Marketplace analysis for e-commerce 2.1 i-to-i — a global marketplace for a start-up company

3 Managing digital business infrastructure 3.1 Innovation at Google

4 E-environment 4.1 The implications of globalisation for consumer attitudes

5 Digital business strategy 5.1 Debenhams creates value through mobile commerce
5.2 Setting the Internet revenue contribution at Sandvik Steel
5.3 Boo hoo - learning from the largest European dot-com failure

6 Supply chain management 6.1 Shell Chemicals redefines its customers’ supply chains

6.2 Argos uses e-supply chain management to improve customer
convenience

6.3 RFID: keeping track starts its move to a faster track

7 E-procurement 7.1 Cambridge Consultants reduce costs through e-procurement
7.2 Covisint — a typical history of a B2B marketplace?

8 Digital marketing 8.1 The evolution of easyJet’s online revenue contribution

8.2 Dell gets closer to its customers online

9 Customer relationship management 9.1 Tesco.com increases product range and uses triggered
communications to support CRM

10 Change management 10.1 Process management: making complex business simpler

10.2 Using collaborative tools to support knowledge management at
Janssen-Cilag Australia

11 Analysis and design 11.1  Providing an effective online experience for local markets

12 Digital business service implementation  12.1  Learning from Amazon’s culture of metrics
and optimisation
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Table B Module guide

Week Lecture topic Seminar or tutorial topics Notes
1 LI Introduction to digital business Activity 1.1 Introduction Chapter 1 and
and e-commerce Case study 1.2 eBay Chapter 3
i . (technical
Debate 1.1 How new is the Digital

introduction
business concept? )

2 L2 E-commerce micro-environment Activity 2.1 Introduction Chapter 2
Case study 2.1 i-to-i
Debate 2.1 Countermediation
Debate 2.2 Innovative business
models
3 L3 E-commerce macro-environment  Activity 4.1 Introduction Chapters 3 and 4
Case study 4.1 Globalisation
Debate 4.1 Opt-in
4 L4 Digital business strategy: Activity 5.2 Digital channels Chapter 5
(a) Situation analysis and Case study 5.1 Debenhams
objective setting - .
Debate 5.1 Digital business
responsibility
5 L5 Digital business strategy: Activity 5.3 Digital business Chapter 5
(b) Strategy and tactics strategies
Case study 5.3 Boo.com
Debate 5.2 Board-level

representation

6 L6 Digital business applications: Activity 6.1 Introduction Chapter 6
(@) Supply chain management Case study 6.1 Shell Chemicals
Case study 6.2 Argos
Debate 6.1 Value chain
7 L7 Digital business applications: Activity 7.1 Introduction Chapter 7
(b) E-procurement Case study 7.1 Cambridge Consultants
Case study 7.2 Covisint
Debate 7.2 B2B marketplaces
8 L8 Digital business applications: Activity 8.3 Competitor benchmarking Chapter 8
(c) Digital marketing Case study 8.1 easyJet
Debate 8.1 Digital marketing
planning
9 L9 Digital business applications: Activity 9.1 Introduction Chapter 9
(d) E-CRM Case study 9.1 Tesco.com

Debate 9.1 Permission marketing
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P
Table B Continued

Debate 12.1

Standards control

Week Lecture topic Seminar or tutorial topics Notes

10 L10 Change management Activity 10.1 Introduction Chapter 10
Case study 10.1 Process management
Case study 10.2 Janssen-Cilag
Debate 10.1 Organising for digital

business

11 L11  Evaluation and maintenance Activity 12.1 Introduction Chapters 11
Case study 11.1 i~to-i and 12
Case study 12.1 Amazon
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Table C The author’s timeline

1960
1963 Born Black and white television
1970
1976 Colour television
1980
1982 First used computer-programmed
mainframe using punched cards
1985 BSc, Imperial College, London
1988 PhD, University of Leeds Wrote PhD on mainframe
1989 Project Manager in software house developing GIS for marketing First used PC
planning
1990
1991 Software Engineering Manager for company producing Sent first email
packaged and bespoke engineering software
1994 Project Manager for customer-facing financial services systems  Started using World Wide Web
1995 Senior Lecturer, Business Information Systems, Derbyshire First ordered book online
Business School, University of Derby
1997 Delivering CIM Internet Marketing seminars Built first website
1998 Groupware, Workflow and Intranets published Mobile phone
1999 Business Information Systems published
2000
2000 Internet Marketing published Interactive digital TV
2000 MSc E-commerce course launched at Derby WAP phone
2003 Nominated by CIM as one of 50 ‘gurus’ to have ‘shaped the
future of marketing’ along with Philip Kotler and Michael Porter!
2004 Recognised by the Department of Trade and Industry, NOP
World and E-consultancy as one of the “Top 100 people
commended by the industry as key influencers and drivers, who
have driven the development and growth of e-commerce in the
UK over the last ten years’
2005 Second edition of E-marketing Excellence published Blogging and RSS on
www.davechaffey.com
2006 Third edition of Digital business and E-Commerce Management  Participating in social networks such as
published Facebook and Linked-In
2008 E-consultancy Managing Digital Channels research report Using Twitter to stay up to date with

published

technology innovation

This timeline considers the diffusion of technological innovation at home and in the work-
place. The author first started using a computer regularly when he was 18, yet his 4-year-old
daughter is already an internet user. Readers can compare their own adoption of computer tech-
nology at home and at work. How do you think the use of the internet and its successors for
e-commerce and e-entertainment will change as successive generations become increasingly

computer literate?
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Introduction

The Internet

‘The Internet’ refers to
the physical network that
links computers across
the globe. It consists
of the infrastructure of
network servers and
wired and wireless
communication links
between them that

are used to hold and
transport data between
the client devices and
web servers.

World Wide Web
(Www)

The most common
technique for publishing
information on the
Internet. It is accessed
through desktop or
mobile web browsers
which display interactive
web pages of embedded
graphics and HTML/XML-
encoded text.

Wireless
communications
Electronic transactions
and communications
conducted using mobile
devices such as laptops
and mobile phones (and
fixed access platforms)
with different forms of
wireless connection.

Disruptive digital
technologies
Technologies which offer
opportunities for business
for new products and
services for customers
and can transform internal
business processes.
Danneels (2004) defined
disruptive technologies
as ‘a technology that
changes the bases of
competition by changing
the performance metrics
along which firms
compete. Customer
needs drive customers
to seek certain benefits
in the products they

use and form the basis
for customer choices
between competing
products’.

Organisations have now been applying technologies based on the Internet, World Wide
Web and wireless communications to transform their businesses for over 20 years since the
creation of the first website (http://info.cern.ch) by Sir Tim Berners-Lee in 1991. Deploying
these disruptive digital technologies has offered many opportunities for innovative busi-
nesses to transform their services. Table 1.1 highlights some of the best-known examples and
in Activity 1.1 you can explore some of the reasons for success of these companies.

In Digital Business and E-Commerce Management we will explore approaches managers
can use to assess the relevance of different digital technologies and then devise and imple-
ment strategies to exploit these opportunities. We will also study how to manage more prac-
tical risks such as delivering a satisfactory service quality, maintaining customer privacy and
managing security. In this chapter we start by introducing the scope of digital business and
e-commerce. Then we review the main opportunities and risks of digital business together
with the drivers and barriers to adoption.

For the author, e-commerce and digital business is an exciting area to be involved with,
since many new opportunities and challenges arise yearly, monthly and even daily. Innovation
is a given, with the continuous introduction of new technologies, new business models and
new communications approaches. For example, Google innovates relentlessly. Its service has
developed a long way since 1998 (Figure 1.1) with billions of pages now indexed and other
services such as web mail, pay-per-click adverts, analytics and social networks all part of its
offering. Complete Activity 1.1 or view Table 1.1 to see other examples of the rate at which
new innovations occur.

/= Google! Search Engine - Windows Internet Explorer -0|x|
(")« |m http://web.archive.org/web/19981111183552/goo ¥ | *» % [Google

| File Edit View Favorites Tools Help
| | % ~E - @~ Page~ JiTools~ @~ B
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l
|1ﬂlesults ~|  Google Search | I'm feeling lucky |
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About Google!

Stanford Search Linux Search
Get Google! updates monthly!

[voure-mai  Subscribe | Archive
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LT T T [ ntemet
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Google circa 1998

Source: Wayback machine archive: http://web.archive.org/web/19981111183552/google.
stanford.edu. Google and the Google logo are registered trademarks of Google Inc., used
with permission.

Figure 1.1
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Timeline of websites indicating innovation in business model or marketing communications
approach

Table 1.1

Year founded Company/site Category of innovation and business model
1994 Amazon Retailer
1995 (March) Yahoo! (yahoo.com) Directory and portal
1995 (Sept) eBay Online auction
1995 (Dec) AltaVista (altavista.com) Search engine
1996 Hotmail (hotmail.com) Web-based email
Viral marketing
(using email signatures to promote service)
Purchased by Microsoft in 1997
1998 GoTo.com (goto.com) Pay-per-click search marketing
Overture (2001) Purchased by Yahoo! in 2003
1998 Google (google.com) Search engine
1999 Blogger (blogger.com) Blog publishing platform
Purchased by Google in 2003
1999 Alibaba (alibaba.com) B2B marketplace with $1.7 billion IPO on Hong Kong stock
exchange in 2007 (see case in Chapter 7)
1999 MySpace (myspace.com) Social network
Formerly eUniverse Purchased by News Corp. in 2005
2001 Wikipedia (wikipedia.com) Open encyclopaedia
2002 Last.fm A UK-based Internet radio and music community website,
founded in 2002
2003 Skype (skype.com) Peer-to-peer Internet telephony
VolP - Voice over Internet Protocol
Purchased by eBay in 2005
2003 Second Life (secondlife.com) Immersive virtual world
2004 Facebook (facebook.com) Social network applications and groups
2005 YouTube (youtube.com) Video sharing and rating
2009 Foursquare (foursquare.com) A location-based social media website designed for mobile access.
2011 Pinterest Social network offering image sharing
2014 Google Glass An example of a wearable computing device
?? The future 2?

Activity 1.1

Purpose

Innovative digital businesses

To illustrate innovation in online business models and communications approaches.

Questions

1 Think about the innovation that you have witnessed during the time you have used
the Internet and World Wide Web. What would you say are the main sites used in
your country which have changed the way we spend our time or buy online?
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2 We talk about these businesses being ‘successful’, but what is success for a
start-up business?

3 What do these services have in common that you think has made them successful?

Answers to activities can be found at www.pearsoned.co.uk/chaffey

The impact of electronic communications on traditional businesses

Digital business
transformation
Significant changes to
organisational processes,
structures and system
implemented to
improve organisational
performance through
increasing the use

of digital media and
technology platforms.

Zero Moment of
Truth (ZMOT)

A summary of today’s
multichannel consumer
decision-making for
product purchase where
they search, review
ratings, styles, prices
and comments on social
media before visiting a
retailer.

Inbound marketing
The consumer is
proactive in actively
seeking out information
for their needs, and
interactions with brands
are attracted through
content, search and
social media marketing.

Content marketing
The management of
text, rich media, audio
and video content aimed
at engaging customers
and prospects to meet
business goals, published
through print and digital
media including web
and mobile platforms,
which is repurposed and
syndicated to different
forms of web presence
such as publisher sites,
blogs, social media and
comparison sites.

During the period shown in Table 1.1 managers at established businesses have had to deter-
mine how to apply new electronic communications technologies to transform their organisa-
tions. As we will see later in this chapter, existing businesses have evolved their approaches to
digital business through a series of stages. Innovation is relentless, with the continuous intro-
duction of new technologies, new business models and new communications approaches.
So all organisations have to review new electronic and Internet-based communications
approaches for their potential to make their business more competitive and also manage
ongoing risks such as security and performance. For example, many businesses are reviewing
the benefits, costs and risks of digital business technologies they are currently implementing
as part of digital business transformation projects.

At the time of writing, there are two key opportunities of digital transformation open to
most businesses, which we focus on in this book: inbound marketing and mobile marketing.

Inbound marketing

On the Internet it is often the customer who initiates contact and is seeking information
through researching information on a website. In other words, it is a ‘pull’ mechanism where it
is particularly important to have good visibility in search engines when customers are entering
search terms relevant to a company’s products or services. Amongst marketing professionals
this powerful new approach to marketing is now commonly known as inbound marketing
(Shah and Halligan, 2009). Google have referred to this consumer decision-making before they
visit a retailer as the Zero Moment of Truth (ZMOT) in a handbook by Lecinski (2012). This
describes the combination of online and offline influences on purchase as shown in Figure 1.2.

-

Friends and
Family

Zero Moment of Truth
Source: Google, Lecinski (2012).




Search marketing
Companies seek to
improve their visibility

in search engines for
relevant search terms by
increasing their presence
in the search engine
results pages.

Social media
marketing

Monitoring and facilitating
customer—customer
interaction and
participation throughout
the web to encourage
positive engagement

with a company and its
brands. Interactions may
occur on a company site,
social networks and other
third-party sites.
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Inbound marketing is powerful since advertising wastage is reduced. Search marketing,
content marketing and social media marketing can be used to target prospects with a
defined need - they are proactive and self-selecting. But this is a weakness, since marketers
may have less control than in traditional communications where the message is pushed out
to a defined audience and can help generate awareness and demand. Advocates of inbound
marketing such as Dharmesh Shah and Brian Halligan argue that content, social media and
search marketing do have a role to play in generating demand.

Social media marketing

The growth in popularity of social media is a major trend in digital business. In particu-
lar social network sites (SNS) such as Facebook, Google+, Twitter and for business-to-
business users LinkedIn and RSS feeds. Some niche social media sites are independent
from the social networks, including virtual worlds such as Habbo Hotel, and blogs created
by many individuals and businesses. Social media marketing also includes rich media such
as online video and interactive applications featured on specialist social networks such as
YouTube or embedded into websites.

‘ REGCICCNIele I  Social media usage

Social media

A category of media
focussing on participation
and peer-to-peer
communication between
individuals, with sites
providing the capability to
develop user-generated
content (UGC) and to
exchange messages

and comments between
different users.

Really Simple
Syndication (RSS)
feeds

Blog, news or other
content is published by
an XML standard and
syndicated for other sites
or read by users in RSS
reader software services.
Now typically shortened
to ‘feed’, e.g. news feed
or sports feed.

Virtual world

An electronic environment
which simulates
interactions between
online characters known
as avatars. Also known

as Massively Multiplayer
Online Roleplaying
Games (MMORPG).

Blog

An online diary or news
source prepared by an
individual or a group of
people.

Rich media

Digital assets such as ads
are not static images, but
provide animation, audio
or interactivity as a game
or form to be completed.

The popularity of different social platforms in different countries constantly changes.
Visit this compilation to find out the latest in your region or country: http://bit.ly/
smartsocialstats.

It's important for all businesses to understand the business and revenue models of the
major social networks and platforms which are today so influential in shaping people’s opin-
ions about brands. Figure 1.3 summarises the main types of social sites that companies need
to consider.

Since there are so many types of social presence, it is helpful to simplify the options to
manage them. For this we recommend these six categories based on chapters in Weinberg
(2010). You can see there’s more to social media than social networks:

1 Social networking. The emphasis here is on listening to customers and sharing engaging
content. Facebook tends to be most important for consumer audiences and LinkedIn for
business audiences.

2 Social knowledge. These are informational social networks like Yahoo! Answers, where
you can help an audience by solving their problems and subtly showing how your prod-
ucts have helped others. Wikipedia is another site in this category, although it has rela-
tively little application for marketing.

3 Social sharing. These are social bookmarking sites like Delicious (www.delicious.com)

which can be useful for understanding the most engaging content within a category.

Social news. Twitter is the best-known example.

5 Social streaming. Rich and streaming media social sites for sharing photos, video and
podcasting.

6 Company user-generated content and community. Distinct from the other types of
social presence which are independent of companies, these are the company’s own social
space which may be integrated into product content (reviews and ratings), a customer
support community or a blog.

»

Case study 1.1 considers the growth of Facebook, the largest consumer social network in
many countries.
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Case Study 1.1 The Facebook business model

Context users active monthly worldwide, yet has fewer than
5,000 employees.

In line with other case studies in the book, the case
study features a summary using the key categories of
the Business Model Canvas (which is introduced in the
business models section in Chapter 2).

This case is about the social network Facebook which
hardly needs an introduction, but when we first featured
it in an earlier edition of E-Business and E-Commerce
Management it was a niche service mainly used in col-
leges and universities. It is still a good case study in that
it shows many of the success factors needed for launch
of a new digital business, but also the risks of alienat-
ing users when their privacy needs are not listened In 2013, the Facebook mission is simply to ‘make
to. It’s incredible that it now has more than a billion the world more open and connected’. Previously,

Value proposition
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Facebook described itself as ‘a social utility that
helps people communicate more efficiently with their
friends, family and coworkers. The company devel-
ops technologies that facilitate the sharing of infor-
mation through the social graph, the digital mapping
of people’s real-world social connections. Anyone
can sign up for Facebook and interact with the people
they know in a trusted environment’.

Consumer value proposition

You have probably seen the 2010 film ‘The Social
Network’ which describes how Facebook was founded
while Mark Zuckerberg was a student at Harvard
University. Initially membership was limited to Harvard
students. The initial viral effect of the software was
indicated since more than half of the undergradu-
ate population at Harvard registered on the service
within the first month! Zuckerberg used open-source
software PHP and the MySQL database to create the
original ‘TheFacebook.com’ site and these technologies
are still in use today. The film also describes the long-
running dispute over ownership of Facebook, in which
another Harvard-originated social networking site,
‘HarvardConnection’, which later changed its name to
ConnectU, alleged in September 2004 that Zuckerberg
had used its source code to develop Facebook when it
originally contracted him to help in building its site.

When Facebook first launched in February 2004,
there were just three things that users could do on the
site, which are still core to the functionality of the site.
Users could create a profile with their picture and infor-
mation, view other people’s profiles and add people as
friends.

Facebook (2013) explains these core consumer ben-
efits defined by the company:

Connect and Share with your friends. Staying con-
nected is the core feature as we would expect, but
note the more emotional underpinnings of the other
elements of the value proposition.

Discover and Learn. Facebook references public fig-
ures and organisations that interest them — available
through Facebook company pages.

Express yourself. A fundamental need. Facebook
does this through its key features which it describes
as the Timeline, News Feed, Photos and Videos, and
messaging through Email, Chat and Text.

Stay connected everywhere. Referencing the
importance of mobile use and use on other sites to
Facebook’s users and business model: People can
access Facebook through our website, mobile
sites, smartphone apps, and feature phone
products.

Value proposition for marketers and
businesses

Facebook works hard to monetise its audience, particu-
larly since Facebook held its initial public offering (IPO) on
18 May 2012. This was the biggest IPO for an Internet com-
pany, with a peak market capitalisation of over $104 bil-
lion. Facebook describes its offer to business as follows:

Marketers can engage with more than one billion
monthly active users on Facebook or subsets of our
users based on information people have chosen to
share with us such as their age, location, gender, or
interests. We offer marketers a unique combination of
reach, relevance, social context, and engagement to
enhance the value of their ads.

Commercial companies or not-for-profit organisations
(e.g. www.facebook.com/joinred) can also create their
own Facebook Pages for their company (currently free).
Facebook users can then express their support by add-
ing themselves as a fan, writing on the company Wall,
uploading photos, and joining other fans in discussion
groups. When users become fans, they can optionally
agree to be kept up to date about developments, and
updates then appear in their newsfeeds.

To encourage companies to advertise, Facebook
uses an algorithm known as EdgeRank which deter-
mines the percentage of company status updates that
appear in a user’s newsfeed. Marketers need to work
hard to maintain the relevance of their posts using the
techniques described by Page (2012).

Revenue model

Facebook has an ad-based revenue model. Some of
the features of Facebook Ads (www.facebook.com/ads)
include:

Targeting by age, gender, location, interests, and more.
Alternative payment models: cost per click (CPC) or
impression based (CPM).

e ‘Trusted Referrals’ or ‘Social Ads’ — ads can also be
shown to users whose friends have recently engaged
with a company’s Facebook page or engaged with
the company website.

At the time of the launch of ads, the Facebook blog
made these comments, which indicate the delicate bal-
ance between advertising revenue and user experience.
They said, first of all, ‘what’s not changing’:

‘Facebook will always stay clutter-free and clean.
Facebook will never sell any of your information.
You will always have control over your information
and your Facebook experience.

e You will not see any more ads than you did before this.’
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And what is changing:

e ‘You now have a way to connect with products, busi-
nesses, bands, celebrities and more on Facebook.

e Ads should be getting more relevant and more mean-
ingful to you.’

Facebook’s strategy

Facebook describes the key elements of its strategy in
its SEC filing as:

1 Expand global community. Facebook names spe-
cific ‘relatively less-penetrated, large markets’ such
as Brazil, India, Mexico and Japan.

2 Develop social products to provide the most
compelling user experience. As with many SEC
filings of successful Internet businesses, there is a
clear commitment to user experience. Facebook’s
approach is based on Insight: “To provide the most
compelling user experience, we continue to develop
products and technologies focused on optimizing
our social distribution channels to deliver the most
useful content to each user by analyzing and organ-
izing vast amounts of information in real time.” Smart
Insights (2012) quotes Andrew (Boz) Bosworth, who
is the Director of Engineering at Facebook, as saying:

Every day, we run hundreds of tests on Facebook,
most of which are rolled out to a random sample of
people to test their impact. For example, you may
have seen a small test for saving newsfeed stories
last week.

Other products might require network effects to be
properly tested, so in those cases we launch to eve-
ryone in a specific market, like a whole country.

3 Mobile Products. Facebook is seeking to make
these more engaging and more easily available. By
the end of 2012 Facebook had more than 680 mil-
lion average monthly users of mobile services. The
acquisition of photo sharing app Instagram in
August 2012 was part of this strategy.

4 Facebook Platform. Facebook notes the importance
of developing an open system through apps and web-
sites built by developers using the Facebook Platform,
including Application Programming Interfaces (API)
and Social Plugins (for example, Like and Share but-
tons) to help integration with other services such as
websites. The Facebook Platform was introduced in
2007 and by January 2008, over 18,000 applications
had been built on it, with 140 new applications added
per day. More than 95% of Facebook members
have used at least one application built on Facebook
Platform. Facebook Platform for mobile applica-
tions was launched in October 2007, although many

Facebook users already interacted with their friends
through mobile phones

5 Improve ad products. With the IPO this is a vital aim
for Facebook, but it has to be balanced against the
other elements of the strategy, particularly number
2 above. Facebook states: ‘Our advertising strategy
centers on the belief that ad products that are social,
relevant, and well-integrated with other content on
Facebook can enhance the user experience while
providing an attractive return.’

6 Build a scalable infrastructure. Facebook describes
its investment in software and hardware infrastruc-
ture that enables their aim to provide a ‘unique, per-
sonalized experience to each of our users around
the world’. To do this, Facebook explains its tech-
nology investments as focussing on analytics and
development in areas including content optimisation
and delivery, graph query, media storage and serv-
ing, large-scale data management, and software
performance.

Facebook’s competitors

Although it seems curious to think of a company as
large as Facebook having competitors, it has new global
rivals and local rivals. It mentions: Google+, which
Google has integrated with certain of its products,
including search and Android, as well as other, largely
regional, social networks that have strong positions in
particular countries, such as Mixi in Japan and vKon-
takte and Odnoklassniki in Russia. It also describes
companies that offer microblogging (Twitter), develop-
ers of platforms such as Apple iOS and Google Android,
and games developers as key competitors. It has taken
the decision not to create a competing mobile platform,
instead in 2013 launching Facebook Home on Android
to increase usage of Facebook on these devices.

Risk factors

Today Facebook states that: ‘Trust is a cornerstone
of our business’ and they now dedicate significant
resources to the goal of building user trust through
developing and implementing programs designed to
protect user privacy, promote a safe environment, and
assure the security of user data. Facebook has to some
extent learnt this lesson from early mistakes, with inci-
dents including:

Initial concerns about privacy of member data -
14 December 2005. Two MIT students downloaded
over 70,000 Facebook profiles from four schools
(MIT, NYU, the University of Oklahoma, and Harvard)
using an automated script, as part of a research pro-
ject on Facebook privacy.
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New feed functionality launched — September 2006.
New information feeds were launched in mid-
2006 which show the challenges of balancing the
benefit of new functionality against disrupting ex-
isting user habits. Writing in the Facebook blog in
September 2006 Mark Zuckerberg said: ‘We've
been getting a lot of feedback about Mini-Feed and
News Feed. We think they are great products, but we
know that many of you are not immediate fans, and
have found them overwhelming and cluttered. Other
people are concerned that non-friends can see too
much about them. We are listening to all your sug-
gestions about how to improve the product; it’s brand
new and still evolving.” Later, in an open letter on the
blog dated 8 September 2006, Zuckerberg said: ‘We
really messed this one up. When we launched News
Feed and Mini-Feed we were trying to provide you
with a stream of information about your social world.
Instead, we did a bad job of explaining what the new
features were and an even worse job of giving you
control of them. I’d like to try to correct those errors
now.’

Privacy concerns sparked by ‘Beacon technology’ —
November 2007. Facebook received a lot of nega-
tive publicity on its new advertising format related to
the ‘Beacon’ tracking system. Mark Zuckerberg was
forced to respond on the Facebook blog (5 Decem-
ber 2007). He said:

About a month ago, we released a new feature
called Beacon to try to help people share informa-
tion with their friends about things they do on the
web. We’ve made a lot of mistakes building this
feature, but we’ve made even more with how we’ve
handled them. We simply did a bad job with this re-
lease, and | apologize for it. While | am disappointed
with our mistakes, we appreciate all the feedback
we have received from our users. I’d like to discuss
what we have learned and how we have improved
Beacon.

When we first thought of Beacon, our goal was to
build a simple product to let people share information
across sites with their friends. It had to be lightweight
so it wouldn’t get in people’s way as they browsed the
web, but also clear enough so people would be able
to easily control what they shared. We were excited
about Beacon because we believe a lot of information
people want to share isn’t on Facebook, and if we
found the right balance, Beacon would give people
an easy and controlled way to share more of that in-
formation with their friends.

But we missed the right balance. At first we tried to
make it very lightweight so people wouldn’t have to

touch it for it to work. The problem with our initial
approach of making it an opt-out system instead of
opt-in was that if someone forgot to decline to share
something, Beacon still went ahead and shared it with
their friends. It took us too long after people started
contacting us to change the product so that users
had to explicitly approve what they wanted to share.
Instead of acting quickly, we took too long to decide
on the right solution. I’'m not proud of the way we’ve
handled this situation and | know we can do better.

Privacy setting concerns — Autumn to 2009 to Spring
2010. In December 2009, Facebook implemented
new privacy settings. This meant that some informa-
tion, including ‘lists of friends’, was ‘publicly avail-
able’, when it was previously possible to restrict
access to this information. Photos and some per-
sonal information were also public unless users were
sufficiently knowledgeable and active to limit access.
Privacy campaigners, including the Electronic Fron-
tier Foundation and American Civil Liberties Union,
criticised the changes. In May 2010 further changes
were made to give users greater control and simplify
the settings.

Facebook lists some of its other key risk factors as:

e ‘users increasingly engage with other products or
activities;

e we fail to introduce new and improved products or if
we introduce new products or services that are not
favorably received;

e users feel that their Facebook experience is dimin-
ished as a result of the decisions we make with
respect to the frequency, prominence, and size of
ads that we display;

e we are unable to continue to develop products for
mobile devices that users find engaging, that work
with a variety of mobile operating systems and
networks, and that achieve a high level of market
acceptance;

e we are unable to manage and prioritize information
to ensure users are presented with content that is
interesting, useful, and relevant to them;

e users adopt new technologies where Facebook may
not be featured or otherwise available.’

Key sources for the latest information on
Facebook

All Facebook (www.allfacebook.com) and Inside
Facebook (www.insidefacebook.com) are sites spe-
cialising in reporting all developments at Facebook.

Key Facts — updated quarterly at close of year: http://
newsroom.fb.com/Key-Facts
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SEC updates — Security and Exchange Commis-
sion annual report filings give great insights into how
Facebook positions itself and what it sees as its risk
factors: http://investor.fb.com/

Smart Insights Facebook updates and advice: www.
smartinsights.com/social-media-marketing/facebook-
marketing/ covers the major developments that market-

Questions

1 As an investor in a social network such as
Facebook, which financial and customer-related
metrics would you use to assess and benchmark
the current business success and future growth
potential of the company?

ers need to be aware of

Social Bakers

popularity

Wikipedia (2013) Wikipedia Pages for Facebook
(http://en.wikipedia.org/wiki/Facebook)

Mobile commerce
(m-commerce)
Electronic transactions
and communications
conducted using

mobile devices such as
smartphones and tablets,
and typically with a
wireless connection.

Mobile apps

A software application
that is designed for use on
a mobile phone, typically
downloaded from an

app store. iPhone Apps
are best known, but all
smartphones support

the use of apps which

can provide users with
information, entertainment
or location-based services
such as mapping.

(www.socialbakers.com/facebook-
statistics/) — Facebook statistics by country and brand

2 Complete a situation analysis for Facebook
focussing on an assessment of the main busi-
ness risks which could damage the future growth
potential of the social network.

3 For the main business risks to Facebook identi-
fied in Question 2, suggest approaches the com-
pany could use to minimise these risks.

Mobile commerce

The potential of mobile commerce (m-commerce) is evident from the predictions of Mary
Meeker, an analyst at Kleiner Perkins Caufield Byers who shares her insights about the current
state of the Internet in a presentation called Internet Trends (see the link to her insights at the
end of this chapter). One of Meeker’s bravest predictions from 2008 was that mobile web use
would surpass desktop web use by 2014, and this is currently on plan to occur at a global level.

The growth in popularity of mobile apps (Chapter 3), from the iPhone store, Google
Android Play, Microsoft Windows app store and other handset vendors, is another significant
development in mobile communications. Flurry (2013) released a summary of categories of app
usage across smartphones and tablets and it showed that 80% of mobile time was in apps rather
than the browser. You do have to be careful in interpreting this, though, since Facebook, games
and utility apps will naturally have the greatest time spent and browser use is still significant.

Location-based use of mobile devices is another significant trend as users may use apps or
browsers while shopping, for example. Related to this activity is location-based tracking of
goods and inventory as they are manufactured and transported.

‘ LLGCHCENIele I  Mobile usage

Mobile usage was forecast to overtake desktop usage in 2014. Find out the latest
statistics on mobile and app usage at: http://bit.ly/smartmobilestats.

Mini case study 1.1

An example of the popularity of location-based mobile services is Qype (www.qgype.com). Founded in 2006,
Qype is Europe’s largest site for user-generated reviews and recommendations of places, events and expe-
riences. Qype allows users to search for and read reviews about a restaurant, shop, service or experience
and, with the Qype app, users can read and add reviews on their phone and use the application as a per-
sonal satnav to find places nearby. Available in seven different languages, Qype is a pan-European local
review site with 3 million reviews covering more than 900,000 places worldwide. In 2013 it merged with Yelp,
a US-based site with 102 monthly unique visitors and 39 million local reviews across the US, Europe and
Asia Pacific. Although Facebook and Google offer similar services, it shows that there are opportunities for
other companies that focus on this niche.

Qype and Yelp provide location-based review services
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[ Activity 1.2

The most popular apps today

This can be completed individually or as a group activity comparing popular apps for
different mobile handsets. Review the most popular apps today, using either the app
store for your mobile phone or a compilation from an information provider such as
Flurry, comScore (comScore, 2010) or Nielsen (Nielsen, 2010).

Questions

1 Identify the most popular categories of apps from the top 10 or 20 most popular
apps, including browser apps such as Google’s Chrome or Apple’s Safari.

2 Discuss the opportunities for companies to promote their brands or services using
apps in comparison with mobile sites delivered through web browsers.

[ What is the difference between digital business and e-commerce? ]

Electronic
commerce
(e-commerce)

All electronically mediated
information exchanges
between an organisation
and its external
stakeholders.

The rapid advancement of technology and its application to business has been accompanied
by a range of new terminology and jargon such as e-CRM, e-retail and e-procurement. Do
we need to be concerned about the terminology? The short answer is no; Mougayer (1998)
noted that it is understanding the services that can be offered to customers and the business
benefits that are obtainable through digital technology that is important. However, labels are
convenient in defining the scope of the changes we are looking to make within an organisa-
tion through using electronic communications. Managers within an organisation need to
agree and communicate the digital transformation they are proposing through using digital
technologies to employees, customers and partners.

E-commerce defined

The scope of electronic commerce (e-commerce) is narrower than digital business. It’s often
thought simply to refer to buying and selling using the Internet; people immediately think of con-
sumer retail purchases from companies such as Amazon. But e-commerce should be considered
as all electronically mediated transactions between an organisation and any third party it deals
with. By this definition, non-financial transactions such as customer support and requests for
further information would also be considered to be part of e-commerce. Kalakota and Whinston
(1997) referred to a range of different perspectives for e-commerce which are still valid today:

1 A communications perspective — the delivery of information, products or services or pay-
ment by electronic means.

2 A business process perspective — the application of technology towards the automation of
business transactions and workflows.

3 A service perspective — enabling cost cutting at the same time as increasing the speed and
quality of service delivery.

4 An online perspective — the buying and selling of products and information online.

These definitions show that electronic commerce is not solely restricted to the actual buying and
selling of products, but also includes pre-sale and post-sale activities across the supply chain.

‘ Trends update

E-commerce growth rates

There is an annual growth rate of around 10-20% in e-commerce sales in most coun-
tries: http://bit.ly/smartetailstats.
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Buy-side
e-commerce
E-commerce transactions
between a purchasing
organisation and its
suppliers.

Sell-side
e-commerce
E-commerce transactions
between a supplier
organisation and its
customers.

Debate 1.1

Part 1 Introduction

When evaluating the strategic impact of e-commerce on an organisation, it is useful
to identify opportunities for buy-side and sell-side e-commerce transactions as shown in
Figure 1.4, since systems with different functionalities will need to be created in an organisa-
tion to accommodate transactions with buyers and with suppliers. Buy-side e-commerce
refers to transactions to procure resources needed by an organisation from its suppliers. In
Chapter 6, Case Study 6.1 reviews how Shell has developed a digital business capability that
enables buy-side e-commerce for its customers. Sell-side e-commerce refers to transac-
tions involved with selling products to an organisation’s customers.

Social commerce is an increasingly important part of e-commerce for site owners since
incorporating reviews and ratings into a site and linking to social networking sites can help
understand customers’ needs and increase conversion to sale. It can also involve group buy-
ing, using a coupon service like Groupon.

Digital business defined

Digital business is broader in its scope than e-commerce. It is similar to the

concept?

‘Digital business is just a new label —
there is no distinction between the
role of digital business and traditional
information systems management.’

term e-business (which was first coined by IBM), who described it in 1997 as:

How new is the digital business

e-business (e’biz’nis) — the transformation of key business processes
through the use of Internet technologies.

In the sixth edition of this book we have changed from using the term
e-business to using digital business since it reflects the current usage in

industry and research on the impact of digital technologies on business.

Digital business

A

Y

Buy-side
e-commerce

Sell-side
e-commerce

extranet

Internet and

Intranet

Internet and
extranet

Key
Suppliers
Q Suppliers’ suppliers

m The distinction between buy-side and sell-side e-commerce

Organisational processes
and functional units

A Intermediaries

O Customers
O Customers’ customers




Social commerce

A subset of e-commerce
which encourages
participation and
interaction of customers
in rating, selecting and
buying products through
group buying. This
participation can occur on
an e-commerce site or on
third-party sites.

Digital business
(digital business)
How businesses apply
digital technology and
media to improve the
competitiveness of their
organisation through
optimising internal
processes with online and
traditional channels to
market and supply.

Intranet

A private network within
a single company using
Internet standards

to enable employees

to access and share
information using web
publishing technology.

Enterprise social
media software

Systems used inside
organisations to enable
real-time collaboration
between employees
and other stakeholders
such as customers and
suppliers to support
business processes
such as customer
service, supply chain
management and new
product development.
Collectively these tools
are sometimes referenced
as Enterprise 2.0.
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Figure 1.5 The relationship between intranets, extranets and the Internet

In Figure 1.4 the key digital business processes are the organisational processes or units in
the centre of the figure. They include research and development, marketing, manufacturing,
and inbound and outbound logistics. The buy-side e-commerce transactions with suppliers
and the sell-side e-commerce transactions with customers can also be considered to be key
digital business processes.

Intranets and extranets

The majority of Internet services are available to any business or consumer that has access
to the Internet. However, many digital business applications that access sensitive company
information require access to be limited to qualified individuals or partners. If information is
restricted to employees inside an organisation, this is an intranet, as is shown in Figure 1.5.

Today, the term intranet is still used, but software services similar to Twitter and Facebook
are being implemented within companies to achieve similar goals of information sharing and
collaboration. Mini case study 1.2 shows an example of one such enterprise social media
software tool, Yammer (Figure 1.6).

Mini Case Study 1.2

The Suncorp financial services group manages 25 brands in Australia and New Zealand spanning banking,
insurance, investment and superannuation. Suncorp has over 219,000 shareholders, over 16,000 employees
and around 7 million customers.

Suncorp has used enterprise social networking tool Yammer to help geographically dispersed people
and teams to connect, share, discuss and innovate. It has also helped Suncorp create a culture where col-
laboration is more natural by enabling people to interact online in an open, informal and transparent way.

Suncorp implement an internal social network
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Working Social Tour i coming to Tokyo on January 28! REGISTER NOW

The World Moves Fast.
Move Faster With Yammer.

Change is the new constant. Yammer is a private social network that helps you and your company stay on top of i
all. Yammar collaboration software and business applicatians allew you to get connected to the right people, share
information across teams and organize arsund projects 50 you can go further — faster

: Yammer Enterprise social media tool (www.yammer.com)
Figure 1.6 Source:
ource: www.yammer.com.

- )

Within a matter of months, Yammer membership grew from a handful of early adopters to over 1,700 users
and continues to grow.
Jeff Smith, Suncorp, the Chief Information Office of Yammer, explains the benefits as follows:

Yammer has enabled us to harness the wisdom of our people who are spread across multiple teams, geog-
raphies and brands to help achieve our purpose of delivering business solutions for competitive advantage.

Brian Robbins, Chief Marketing Office (CMO), added:

We recently signed up for Yammer and are seeing it spread virally among our employees. It is helping
us accelerate collaboration and internal communications across our 20,000 employees in 300 offices in
30 countries. We’re seeing all kinds of serendipitous connections across projects, cultures and time zones.

The benefits of applying a tool like Yammer to Suncorp can be summarised as:

e Increased informal knowledge flow across the organisation through microblogging.

e Overcome barriers to collaboration, providing instant connection for people, teams, informal networks,
communities of practice and other shared interest groups.

e Improved alignment between executives and employees by use of broadcast message to communicate
messages and quickly crowdsource to get ideas, suggestions and answers to questions.

e Helped stimulate greater sharing and discussion amongst common role groups, €.g. developers, architects
and testers.

Source: Adapted from Yammer (2010).




Extranet

A service provided
through Internet and web
technology delivered by
extending an intranet
beyond a company to
customers, suppliers and
collaborators.

Social network sites
(SNS)

A site that facilitates
peer-to-peer
communication within

a group or between
individuals through
providing facilities to
develop user-generated
content (UGC) and to
exchange messages
and comments between
different users.
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If access to an organisation’s web services is extended to some others, but not everyone
beyond the organisation, this is an extranet. Whenever you log on to an Internet service
such as that for an e-retailer or online news site, this is effectively an extranet arrangement,
although the term is most often used to mean a business-to-business application such as the
Shell SIMON capability described in Case Study 6.1 where certain customers or suppliers are
given shared access. We look at examples of intranets and extranets in Chapter 3, including
the Dell Premier extranet.

Different types of sell-side e-commerce

Sell-side e-commerce doesn’t only involve selling products online, but also involves using
digital technologies to market services using a range of techniques (which we will explore in
Chapters 8 and 9). Not every product is suitable for sale online, so the way in which a website is
used to market products will vary. It is useful to review these five main types of online presence
for sell-side e-commerce, each of which has different objectives and is appropriate for differ-
ent markets. These are not clear-cut website categories since any company may combine these
types, but with a change in emphasis according to the market they serve. As you review web-
sites, note how organisations have different parts of the site focussing on these five functions:

1 Transactional e-commerce sites. These enable purchase of products online. The main
business contribution of the site is through sale of these products. The sites also support
the business by providing information for consumers who prefer to purchase products
offline. These include retail sites, travel sites and online banking services.

2 Services-oriented relationship-building websites. Provide information to stimulate pur-
chase and build relationships, particularly where products are not suitable for sale online.
Information is provided through the website and e-newsletters to inform purchase deci-
sions. The main business contribution is through encouraging offline sales and generating
enquiries or leads from potential customers, known as lead generation.

3 Brand-building sites. Provide an experience to support the brand. Products are not typi-
cally available for online purchase. Their main focus is to support the brand by devel-
oping an online experience of the brand. They are typical for low-value, high-volume
fast-moving consumer goods (FMCG brands).

4 Publisher or media sites. Provide information, news or entertainment about a range of
topics. This is information both on the site and through links to other sites. Media sites
have a diversity of options for generating revenue, including advertising, commission-
based sales and sale of customer data (lists).

5 Social network sites (SNS). Social networks could be considered to be in the previous
category since they are often supported by advertising, but the influence of social net-
works such as Facebook, LinkedIn and Twitter on company and customer communica-
tions suggests they form a separate category.

Complete Activity 1.3 to consider examples of these different types of site.

‘ Activity 1.3 Understanding different types of online presence

Purpose
To help you assess how different types of online presence are used for marketing.

Activity
Review the popularity of the different site types in your country or globally. The recom-
mended information sources are:

e Similar Web (www.similarweb.com) or Compete (www.compete.com) site compari-
son services.
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Digital marketing
This has a similar
meaning to ‘electronic
marketing’ — both
describe the management
and execution of
marketing using
electronic media such
as the web, email, IP
TV and mobile media in
conjunction with digital
data about customers’
characteristics and
behaviour.

Visit each of the sites below and then indicate which of the five categories of online
presence are their primary and secondary focus:

1

2 Services-oriented relationship-building website.
3 Brand-building site.

4 Portal or media site.

5 Social network.

Example sites

Answers to activities can be found at www.pearsoned.co.uk/chaffey

The Hitwise Data Centers (e.g. www.hitwise.com/us/resources/data-center) available
for Australia, Canada, France, Hong Kong, Singapore, New Zealand, UK, and US.

Transactional e-commerce site.

Business media site: The Financial Times (www.ft.com) or Mashable (www.mash-
able.com)

Bank, e.g. HSBC (www.hsbc.com)

Lingerie manufacturer, e.g. Gossard (www.gossard.com)

Management consultants such as PricewaterhouseCoopers (www.pwc.co.uk) and
Accenture (www.accenture.com)

Beverage manufacturers, e.g. Bacardi.com (www.bacardi.com) and Guinness
(www.guinness.com)

Travel company, e.g. Thomas Cook (www.thomascook.com)

An end-product manufacturer such as Vauxhall (www.vauxhall.co.uk)

Consumer site, e.g. Yahoo! (www.yahoo.com)

Online retailer such as Amazon (wWww.amazon.com)

Digital marketing

Digital marketing, e-marketing or Internet marketing is yet another field that is closely
related to e-commerce. ‘Digital marketing’ is the term increasingly used which we use in this
book (and explore in more detail in Chapters 8 and 9).

To help explain the scope and approaches used for digital marketing the author developed

a more detailed definition with training organisation The IDM (www.theidm.com):

Digital marketing involves:

Applying these technologies which form online channels to market:
Web, email, databases, plus mobile/wireless and digital TV.
To achieve these objectives:

Support marketing activities aimed at achieving profitable acquisition and retention
of customers . . . within a multichannel buying process and customer lifecycle.

Through using these marketing tactics:

Recognising the strategic importance of digital technologies and developing a
planned approach to reach and migrate customers to online services through
e-communications and traditional communications. Retention is achieved through
improving our customer knowledge (of their profiles, behaviour, value and loyalty
drivers), then delivering integrated, targeted communications and online services
that match their individual needs.

Let’s now look at each part of this description in more detail. The first part of the descrip-
tion illustrates the range of access platforms and communications tools that form the online
channels which marketers use to build and develop relationships with customers.



Podcasts

Individuals and
organisations post online
media (audio and video)
which can be viewed in
the appropriate players
(including the iPod which
first sparked the growth in
this technique). The latest
podcast updates can be
automatically delivered by
really simple syndication.

Social network

A site facilitating
exchange of text, audio or
video content.
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Different access platforms deliver content and enable interaction through a range of dif-
ferent online communication tools or media channels. Some are well-established techniques
which will be familiar to you, like websites, search engines, email and text messaging. One of
the most exciting things about working in digital media is the introduction of new tools and
techniques which have to be assessed for their relevance to a particular marketing campaign.

Recent innovations (which we discuss further in Chapters 8 and 9) include blogs, feeds,
podcasts and social networks. The growth of social networks has been documented by
Boyd and Ellison (2007) who describe social networking sites as:

Web-based services that allow individuals to (1) construct a public or semi-public profile
within a bounded system, (2) articulate a list of other users with whom they share a con-
nection, and (3) view and traverse their list of connections and those made by others
within the system.

The interactive capabilities to post comments or other content and rate content are surpris-
ingly missing from this definition.

‘ AN ENele I Social network usage http://bit.ly/smartsocialstats

Social media accounts for a significant amount of online usage, particularly on mobile
devices. This update shows varying use in different countries.

Options for companies to reach their audience online

For companies to be successful in their digital communications they must decide how they
invest their time and budget in the sometimes bewildering range of online communications
tools. In Chapters 8 and 9 we review these tools in detail, but here is a summary of the main
options for investment options.

Owned, earned and paid media options

To help develop a strategy to reach and influence potential customers online it has become
commonplace today to refer to three main types of media channels marketers need to con-
sider (Figure 1.7):

1 Paid media. These are bought media where there is investment to pay for visitors, reach
or conversions through search, display advertising networks or affiliate marketing.
Offline, traditional media like print and TV advertising and direct mail remain important,
accounting for the majority of paid-media spend.

2 Earned media. Traditionally, earned media has been the name given to publicity gener-
ated through PR invested in targeting influencers to increase awareness about a brand.
Now earned media also includes word-of-mouth that can be stimulated through viral and
social media marketing and includes conversations in social networks, blogs and other
communities. It’s useful to think of earned media as developed through different types
of partners such as publishers, bloggers and other influencers, including customer advo-
cates. Another way of thinking about earned media is as different forms of conversations
between consumers and businesses occurring both online and offline.

3 Owned media. This is media owned by the brand. Online, this includes a company’s own
websites, blogs, email list, mobile apps or their social presence on Facebook, LinkedIn or
Twitter. Offline, owned media may include brochures or retail stores. It’s useful to think of
a company’s own presence as media in the sense that they are an alternative investment to
other media and they offer opportunities to promote products using similar ad or editorial
formats to other media. It emphasises the need for all organisations to become multichan-
nel publishers.
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Widget

A badge or button
incorporated into a site or
social network space by
its owner, with content or
services typically served
from another site making
widgets effectively a mini-
software application or
web service. Content can
be updated in real time
since the widget interacts
with the server each time
it loads.

Digital media
channels

Online communications
techniques used to
achieve goals of brand
awareness, familiarity,
favourability and to
influence purchase intent
by encouraging users of
digital media to visit a
website to engage with
the brand or product and
ultimately to purchase
online or offline through
traditional media channels
such as by phone or
in-store.

Pay-per-click (PPC)
search marketing
Refers to when a
company pays for text
ads to be displayed on
the search engine results
pages as a sponsored
link (typically above, to
the right of or below the
natural listings) when a
specific key phrase is
entered by the search
users. It is so called since
the marketer pays for
each time the hypertext
link in the ad is clicked
on. If alink is clicked
repeatedly, then this will
be detected by the search
engine as click fraud and
the marketer will not be
charged.

Search engine
optimisation (SEO)
A structured approach
used to increase the
position of a company
or its products in search
engine natural or organic
results listings (the main
body of the search
results page) for selected
keywords or phrases.

Advertising
Paid search
Display ads
Affiliate marketing
Digital signage

Paid

Paid
media
placements

/\

Atomisation
of content
into ads

Digital properties Partner networks

Website(s) Owned Publisher editorial
Blogs media Influencer outreach
Mobile apps Word-of-mouth

Social presence Social networks

Atomisation of conversations
through shared APIs
and social widgets

Figure 1.7 The three main options for online media investment

You can see in Figure 1.7 that there is overlap between the three different types of media.
It is important to note this, since achieving this overlap requires integration of campaigns,
resources and infrastructure. Content on a content hub or site can be broken down (atom-
ised) and shared between other media types through widgets powered by program and data
exchange APIs such as the Facebook API.

The six key types of digital media channels

There are many online communications techniques which marketers must review as part of
their digital business communications strategy or as part of planning an online marketing
campaign. To assist with planning, Chaffey and Smith (2012) recommend reviewing the six
main types of digital media channels for reaching audiences shown in Figure 1.8. Note that
offline communications should also be reviewed for their role in driving visitors to a com-
pany website or social network presence.

1 Search engine marketing. Placing messages on a search engine to encourage clickthrough
to a website when the user types a specific keyword phrase. Two key search marketing
techniques are: paid placements or sponsored links using pay-per-click, and placements
in the natural or organic listings using search engine optimisation (SEO).

2 Online PR. Maximising favourable mentions and interactions with a company’s brands,
products or websites using third-party sites such as social networks or blogs that are likely
to be visited by your target audience. It also includes responding to negative mentions and
conducting public relations via a site through a press centre or blog. It is closely related to
social media marketing.

3 Online partnerships. Creating and managing long-term arrangements to promote your online
services on third-party websites or through email communications. Different forms of partner-
ship include link building, affiliate marketing, aggregators such as price comparison sites like
MoneySuperMarket (www.moneysupermarket.com), online sponsorship and co-branding,
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2 Online PR
i ® Publisher outreach i i
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Pay-per-click (PPC) e Link-building
¢ Paid for inclusion feeds e Widget marketing

Offline communications % @ Offline communication

1 Advertising . 6 Direct mail
2 Personal selling Websng 7 Exhibitions
3 Sales promotion |:> i) el <j 8 Merchandising
4 PR presences 9 Packaging

5 Sponsorship & % 10 Word-of-mouth

6 Social media marketing
e Audience participation

¢ Managing social presence
e Viral campaigns

e Customer feedback

4 Interactive ads
¢ Site-specific media buys
e Ad networks
e Contra-deals
e Sponsorship
¢ Behavioural targeting

5 Opt-in e-mail
House list e-mails
Cold (rented list)
Co-branded
Ads in third party
e-newsletters

|:> Online communications |:> Offline communications
Figure 1.8 Digital and offline communications techniques

4 Interactive advertising. Use of online ads such as banners and rich media ads to achieve
brand awareness and encourage clickthrough to a target site.

5 Opt-in email marketing. Renting email lists or placing ads in third-party e-newsletters or
the use of an in-house list for customer activation and retention.

6 Social media marketing. Social media marketing is an important category of digital mar-
keting which involves encouraging customer communications on a company’s own site,
or a social presence such as Facebook or Twitter, or in specialist publisher sites, blogs and
forums. It can be applied as a traditional broadcast medium, for example companies can use
Facebook or Twitter to send messages to customers or partners who have opted in. However,
to take advantage of the benefits of social media it is important to participate in customer
conversations. These can be related to products, promotions or customer service and are
aimed at learning more about customers and providing support, so improving the way a
company is perceived. (In Chapter 9 we identify six main applications of social media.)

Mini case study 1.3 gives an illustration of how a small start-up business can use the combi-
nation of marketing tools illustrated in Figure 1.8.

Mini case study 1.3 Tatu uses paid, owned and earned media to expand its global reach

Start-up brand Tatu Couture designs and manufactures luxury British lingerie which is sold through stock-
ists in the UK, Paris and New York. Tatu Couture has a unique vision to push the boundaries of design and
innovation with its trend-setting luxury lingerie and designer body wear. All its goods are manufactured and
hand finished in the UK.
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Tatu Couture
Source: from www.tatucouture.com, Tatu Couture.

Overview and digital strategy

Agency Tonica supported Tatu Couture by creating a four-stage strategy to increase digital presence. In
addition to the stockist route, Tatu Couture was keen to increase its own direct sales, so it had two simple
objectives for the work — to increase visits to tatucouture.com and increase sales from the site. The steps to
develop the reach of the company are explained by the agency as:

Step 1 - Take Control

Like many small to medium-sized enterprises (SMEs), Tatu Couture had employed a web designer to cre-
ate their site, but were unfamiliar with some of the standard tools that could help them track success. In this
phase of work, we focussed on empowering Tatu Couture to take control so that they could cost-effectively
develop their site without spending budget on external resource:

e Suggesting Tatu Couture gain full account control of their Shopify website

e Assisting Tatu Couture in having Google Webmaster Tools access in order to access information about the
health of their site

e Setting up Google Analytics in order to track website performance.

Step 2 - Make the Most of your Contacts

In this phase, we were keen to ensure that Tatu Couture could conduct their own email campaigns using free
provider, Mailchimp. During this process we also consolidated their contact data into a new Tatu Couture
Mailchimp account, and set up a website ‘sign up’ so that new prospects could be captured.

Step 3 - Promote (for free when possible!)
In addition to the email campaigns, we identified several low-cost or no-cost promotion options:

e Google Merchant (aka Google Shopping/Google Product Search). In order to increase online presence
we were keen to feed Tatu Couture products into Google Shopping, particularly as this was still a free
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service in the UK (prior to March 2013). Luckily Shopify had a fairly easy integration option for this, so we
were able to activate the integration and add a few settings (such as Shipping) for products to be regularly
submitted.

e Google Places - a free local service which helps Tatu Couture stand out regionally.
e Google AdWords (pay-per-click advertising). Since the launch campaign, low-cost Google Adwords cam-

paigns have been used at key events in the calendar, continuing to lower the cost per click, increase click-
through rates and utilise the best-performing keywords. We have also used micro-geographic targeting in
Google AdWord campaigns as a proxy for income — for example, targeting South Kensington and Chelsea
postcodes.

Facebook. Tatu Couture is using this investment to reach the most likely recipients to purchase. The chal-
lenge in promoting a luxury product online is reaching an audience likely to purchase and this is where the
beauty of Facebook could help. By targeting Facebook profiles who already liked other luxury or designer
products, our Facebook campaign could reach a more tailored market than using Google alone. During the
campaign we were able to double Facebook likes for Tatu Couture. In the last three months, Facebook has

driven 16% of the traffic to the site.

Step 4 - Search Engine Optimisation

As well as suggesting search engine optimisation changes along the way, we suggested a more formal SEO
review as Step 4. Tatu Couture has begun to implement these SEO changes in an effort to drive more organic
traffic to the site. The changes included incorporating more keywords into the product descriptions in add-
ition to the unique Tatu Couture copy.

Source: Smart Insights (2013)

Multichannel and
omnichannel
marketing

Customer
communications and
product distribution

are supported by a
combination of digital
and traditional channels
at different points

in the buying cycle.
Omnichannel references
the importance of social
media and mobile-based
interactions in informing
purchase.

Multichannel
marketing strategy
Defines how different
marketing channels
should integrate and
support each other in
terms of their proposition
development and
communications based
on their relative merits
for the customer and the
company.

The second part of the definition of digital marketing shows that it should not be the
technology that drives digital marketing, but the business returns from gaining new custom-
ers and maintaining relationships with existing customers. It also emphasises how digital
marketing does not occur in isolation, but is most effective when it is integrated with other
communications channels such as phone, direct mail or face-to-face. The role of the Internet
in supporting multichannel and omnichannel marketing and multichannel marketing
strategy is another recurring theme in this book. (Chapters 2 and 5 in particular explain
its role in supporting different customer communications channels and distribution chan-
nels.) Online channels should also be used to support the whole buying process or customer
journey from pre-sale to sale to post-sale and further development of customer relation-
ships. This clarifies how different marketing channels should integrate and support each
other in terms of their proposition development and communications based on their relative
merits for the customer and the company.

The final part of the description summarises approaches to customer-centric marketing.
It shows how success online requires a planned approach to migrate existing customers to
online channels and acquire new customers by selecting the appropriate mix of e-communi-
cations and traditional communications. Gaining and keeping online customers needs to be
based on developing customer insight by researching their characteristics and behaviour,
what they value and what keeps them loyal, and then delivering tailored, relevant web and
email communications.

Web 2.0 and user-generated content

From 2004, the Web 2.0 concept increased in prominence amongst website owners and
developers. The main technologies and principles of Web 2.0 have been explained in an
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Customer journey
A description of modern
multichannel buyer
behaviour as consumers
use different media to
select suppliers, make
purchases and gain
customer support.

Customer-centric
marketing

An approach to marketing
based on detailed
knowledge of customer
behaviour within the
target audience which
seeks to fulfil the
individual needs and
wants of customers.

Customer insight
Knowledge about
customers’ needs,
characteristics,
preferences and
behaviours based on
analysis of qualitative
and quantitative data.
Specific insights can be
used to inform marketing
tactics directed at groups
of customers with shared
characteristics.

Web 2.0 concept

A collection of web
services that facilitate
interaction of web users
with sites to create user-
generated content and
encourage behaviours
such as community

or social network
participation, mashups,
content rating, use of
widgets and tagging.

Microformats

A simple set of formats
based on XHTML

for describing and
exchanging information
about objects including
product and travel
reviews, recipes and
event information.

Mashups

Websites, pages or
widgets that combine the
content or functionality
of one website or data
source with another to
create something offering
a different type of value
to web users from the
separate types of content
or functionality.

influential article by Tim O’Reilly (O’Reilly, 2005). Behind the label ‘Web 2.0’ lies a bewilder-
ing range of interactive tools and social communications techniques such as blogs, podcasts
and social networks which are still in use today.

Web 2.0 also references methods of exchanging data between sites in standardised for-
mats, such as the feeds that merchants use to supply shopping comparison sites with data
about products offered and their prices. The main characteristics of Web 2.0 that are still key
characteristics of successful online brands typically involves:

(i) Web services or interactive applications hosted on the web such as Flickr (www.flickr.
com), Google Maps™ (http://maps.google.com) or blogging services such as Blogger.
com or Wordpress (www.wordpress.com).

(ii) Supporting participation — many of the applications are based on altruistic principles
of community participation best represented by the most popular social networks such
as Bebo, MySpace and Facebook.

(iii) Encouraging creation of user-generated content - blogs are the best example of this.
Another example is the collaborative encyclopaedia Wikipedia (www.wikipedia.org).
(iv) Enabling rating of content and online services - for example social commerce on

e-retail sites.
(v)  Ad funding of neutral sites - web services such as Google GMail" and many blogs are
based on contextual advertising such as Google AdSense™.
Data exchange between sites through XML-based data standards. RSS is based on XML,
but has relatively little semantic mark-up to describe the content. Data can also be
exchanged through standard microformats such as hCalendar and hReview which are
used to incorporate data from other sites into the Google listings (see www.microfor-
mats.org for details). New classes of content can also be defined and mashups created.
Use of rich media or creation of rich Internet applications (RIA) which provide for a more
immersive, interactive experience. These may be integrated into web browsers or may be
separate applications like that downloaded for Second Life (www.secondlife.com).
(viii) Rapid application development using interactive technology approaches known as
‘Ajax’ (Asynchronous JavaScript and XML). The best-known Ajax implementation is
Google Maps which is responsive since it does not require refreshes to display maps.

(vi)

(vii)

Figure 1.10 summarises the evolution of digital and web-related technologies. Note that the
terms Web 2.0, 3.0 and 4.0 are not terms commonly used today, yet it’s useful to understand
the principles of Web 2.0 in particular since they are important to creating interactive, inte-
grated desktop and mobile experiences (as explained in Chapter 11). Many sites still don’t
have these characteristics.

Supply chain management

When distinguishing between buy-side and sell-side e-commerce we are looking at different
aspects of managing an organisation’s supply chain. Supply chain management (SCM) is
the coordination of all supply activities of an organisation from its suppliers and delivery
of products to its customers. (The opportunities for using e-commerce to streamline and
restructure the supply chain are described in more detail in Chapter 6.) The value chain is a
related concept that describes the different value-adding activities that connect a company’s
supply side with its demand side. We can identify an internal value chain within the bounda-
ries of an organisation and an external value chain where these activities are performed by
partners. Note that in the era of digital business a company will manage many interrelated
value chains, so we also consider the concept of a value network (see Chapter 6).

Business or consumer models of e-commerce transactions

It is now commonplace to describe e-commerce transactions between an organisation and
its stakeholders according to whether they are primarily with consumers (business-to-
consumer — B2C) or other businesses (business-to-business - B2B).
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Evolution of web technologies
Source: Adapted from Spivack (2009).

Y

Connections between people

Web 3.0 concept

A description of the web
around 2009 incorporating
high-speed connectivity,
complex cross-
community interactions,
full range of digital media
(text, voice, video) and

an intelligent or semantic
web where automated
applications can access
data from different

online services to assist
searchers to perform
complex tasks of supplier
selection.

Supply chain
management (SCM)
The coordination of all
supply activities of an
organisation from its
suppliers and partners to
its customers.

Value chain

A model for analysis

of how supply chain
activities can add value
to products and services
delivered to the customer.

Value network

The links between an
organisation and its
strategic and non-strategic
partners that form its
external value chain.

Figure 1.11 gives examples of different companies operating in the business-to-con-
sumer (B2C) and business-to-business (B2B) spheres. Often companies such as BP or Dell
Computer will have products that appeal to both consumers and businesses, so will have dif-
ferent parts of their site to appeal to these audiences.

Referring to the well-known online companies in Table 1.1 initially suggests that these com-
panies are mainly focussed on B2C markets. However, B2B communications are still important
for many of these companies since business transactions can drive revenue, as for example eBay
Business (http://business.ebay.com/), or the B2C service may need to be sustained through
advertising provided through B2B transactions; for example, Google’s revenue is largely based
on its B2B AdWords (http://adwords.google.com/) and advertising service, and advertising-
based revenue is also important to sites such as YouTube, MySpace and Facebook.

Figure 1.11 also presents two additional types of transaction, those where consumers transact
directly with other consumers (C2C) and where they initiate trading with companies (C2B). These
monikers are less widely used (e.g. Economist, 2000), but they do highlight significant differences
between Internet-based commerce and earlier forms of commerce. Consumer-to-consumer
interactions (also known as peer-to-peer or person-to-person, P2P) were relatively rare, but are
now very common in the form of social networks. Hoffman and Novak (1996) suggested that
C2C interactions are a key characteristic of the Internet that is important for companies to take
into account, but it is only in recent years with the growth of always-on broadband connections
and mobile access to the web that these have become so popular. P2P transactions are also the
main basis for some online business models for digital businesses such as Betfair (see Mini case
study 1.4) and eBay (www.ebay.com, see Case study 1.2) which are still run on a business basis,
and some blogs which are not run by companies but by individuals.

Finally, the diagram also includes government and public services organisations which
deliver online or e-government services. As well as the models shown in Figure 1.11, it has
also been suggested that employees should be considered as a separate type of consumer
through the use of intranets; this is referred to as employee-to-employee or E2E.
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To: Consumer of content/service

Business (organisation) Consumer or citizen

Part 1 Introduction

Consumer or citizen

From: Supplier of content/service
Business (organisation)

Government

Consumer-to-Consumer (C2C)

e eBay

e Peer-to-Peer (Skype)

® Blogs and communities

¢ Product recommendations

e Social networks: MySpace,
Bebo

Business-to-Consumer (B2C)

e Transactional: Amazon

¢ Relationship-building: BP

* Brand-building: Unilever

e Media owner — News Corp

e Comparison intermediary: Kelkoo,
Pricerunner

Government-to-Consumer (G2C)

¢ National government
transactional: Tax — inland
revenue

¢ National government information

e Local government services

Consumer-to-Business (C2B)

e Priceline

e Consumer-feedback,
communities or campaigns

Business-to-Business (B2B)

¢ Transactional: Euroffice

¢ Relationship-building: BP

e Media Owned: Emap business
publications

e B2B marketplaces: EC21

Government-to-Business (G2B)

e Government services and
transactions: tax

¢ Legal regulations

Consumer-to-Government (C2G)

e Feedback to government
through pressure group or
individual sites

Business-to-Government (B2G)

e Feedback to government
businesses and non-
governmental organisations

Government-to-Government (G2G)

¢ Inter-government services
* Exchange of information

Government

Summary and examples of transaction alternatives between businesses, consumers and
governmental organisations

Mini case study 1.4

Betfair provides a great example of the creation of a digital business with an innovative business model. It
holds licences to operate in the UK, US, Australia, Austria, Germany, ltaly and Malta with just under 50% of
all new registrations coming from outside the UK and Ireland. Its 2012 Annual Report notes that it has identi-
fied Italy and Spain as priority markets attractive in terms of scale, growth potential and regulatory outlook. It
is looking to achieve a top-three position in this market. In this year it had around 744,000 active customers
with average revenue per user (ARPU) of £360. Twenty-three per cent of customers made an overall profit in
the year. Commercial and marketing spend was £87.5 million representing 25% of revenue. Technology and
product development costs were £67.2 million.

Betfair is the world’s biggest online sports betting company and pioneered the first successful betting
exchange in 2000. Driven by cutting-edge technology, Betfair enables customers to choose their own odds
and bet even after the event has started. The company now processes over 6 million transactions a day from
its 3 million registered customers around the world (the 3 million mark was passed in 2010).

Betfair introduced a novel form of betting which replaces the typical role of the bookmaker such as
Ladbrokes or William Hill who provide fixed odds and take their own risk on the outcome. With Betfair, all
bets placed are with other Betfair customers rather than with Betfair, which has no risks on the outcome.
As with all forms of gambling, there is a risk of corruption ‘throwing the bet’; to reduce this risk Betfair has
a transparent approach where evidence of corruption may be shared with the governing body of a sport.

Betfair profits with C2C online gambling service
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Through providing an online service, there are additional aspects of its proposition:

e You can either place bets conventionally or request your own odds.
e You can choose the odds you want to play at.
e You can bet while the game is in play.

Betfair’s revenue model

Betfair charges a commission (typically 5%) on each player’s net winnings on a market. If a player loses,
there is no commission. There is a discount on commission; when you place more bets this rewards regular
punters.

Betfair’s growth

This outline history of Betfair shows how it has extended its product range and partnerships to support its
growth:

1

a b OODN

o

2000 - The Sporting Exchange Ltd launches Betfair.com from Russell Square, London. At launch, funds
were limited, so the company used ‘guerrilla marketing’ to promote it, such as a procession through
the City of London with coffins with banners ‘death of the bookmaker’ and fake demonstrations with
‘Betfair — unfair’ banners.

2001 - Betfair matches £1 million in seven days for the first time.

2002 - Betfair announces a merger with competitor Flutter and sponsorship of Fulham Football Club.
20083 - Betfair launches sites in German, Danish, Greek, Italian, Swedish, Norwegian, Finnish and Chinese.
2004 - Betfair launches Betfair poker, which today has 60,000 registered players. Betfair signs joint ven-
ture with Australia’s Publishing and Broadcasting Limited.

2005 - Betfair sponsors the Channel 4 Ashes Cricket coverage and records the highest-ever single
market turnover, matching £36 million on the Fifth Ashes Test Match alone! Betfair signs exclusive deal
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Figure 1.12 Betfair mobile proposition and activation (www.betfair.com)




with Yahoo! UK and Ireland to launch a simplified betting exchange as well as a co-branded betting

Betfair’s key performance indicators are suggested by an annual report for year ending 30 April 2007 when
it had an annual turnover in excess of £180 million with operating profit of £35 million based on 18 million
‘active player-days’, which is a key performance measure derived from the 433,000 active customers and
an average 9 player-days per month per active customer. International revenues grew most rapidly and
contributed 23% of exchange revenues compared with 18 per cent in the previous year.

By 2010 Betfair employed over 1,700 people globally. Its headquarters are in Hammersmith in West
London, while its international business is based in Malta. It also has large operational bases in the UK in
Stevenage and Australia in Tasmania and Melbourne, a software development hub in Romania and offices
in Los Angeles and San Francisco.

Technology challenges are indicated by the 6 million transactions a day processed, equating to 360 bets
a second. Using Oracle database technology, Betfair processes 99.9 per cent of bets in less than one

In April 2010 an iTunes app was released, with Betfair noting that their registered mobile users increased
40% in 2009 with a 50% increase in year-on-year mobile revenues.
Betfair's API allows customers or software developers to interact with, and develop applications linked to,
the Exchange directly, without the need to use its website. The first site to go live with an app cloud bet-
ting service was Manchester United’s official website, manutd.com.
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Mobile bets doubled between 2011 and 2012, to 44 million in total in 2012 based on apps and the mobile

site (Figure 1.12).

Source: Corporate site (www.betfaircorporate.com).

Business-to-
consumer (B2C)
Commercial transactions
between an organisation
and consumers.

Business-to-
business (B2B)
Commercial transactions
between an organisation
and other organisations
(inter-organisational
marketing).

Consumer-to-
business (C2B)
Consumers approach the
business with an offer.

E-government

The application of
e-commerce technologies
to government and public
services for citizens and
businesses.

E-government defined

E-government refers to the application of e-commerce technologies to government and
public services. In the same way that e-business can be understood as transactions with cus-
tomers (citizens), suppliers and internal communications, e-government covers a similar
range of applications:

o Citizens - facilities for dissemination of information and use of online services at local and
national levels. For example, at a local level you can find out when refuse is collected and
at national level it is possible to fill in tax returns.

o Suppliers — government departments have a vast network of suppliers. The potential ben-
efits (and pitfalls) of electronic supply chain management and e-procurement (described
in Chapters 6 and 7) are equally valid for government.

o Internal communications — this includes information collection and dissemination and
email and workflow systems for improving efficiency within government departments.

E-government is now viewed as important within government in many countries. The
European Union set up ‘12010 (European Information Society in 2010) whose aims included

providing an integrated approach to information society and audio-visual policies in the
EU, covering regulation, research, and deployment and promoting cultural diversity.
(eEurope, 2005)

[ Digital business opportunities J

Digital business has introduced new opportunities for small and large organisations to com-
pete in the global marketplace. As we observed at the start of this chapter, many commenta-
tors have noted that one of the biggest changes introduced by electronic communications is



Soft lock-in
Customers or suppliers
continue to use online
services because of the
switching costs.
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how approaches to transmitting and transforming information can be used for competitive
advantage. A significant commentary on the disruptive, transformational nature of elec-
tronic communications is provided in Box 1.1.

The Internet also provides significant opportunities for many businesses to build closer
relationships with their existing customers and suppliers online to help achieve customer
retention. Encouraging use of online, digital business services by customers and suppliers
can significantly reduce costs while providing a new, convenient channel for purchase and
customer service. Through providing high-quality online services, organisations can build
lasting relationships with their stakeholders. While it is sometimes said that ‘online, your
customers are only a mouse click away from your competitors’, this is a simplification, and
encouraging use of online services can help achieve ‘soft lock-in’. This means that a cus-
tomer or supplier continues to use a service since they find the service valuable, they have
invested time in learning the service or integrating it with their systems and there are some
costs in switching. Think of online services you use for different purposes. How often do you
switch between them? Of course, the ideal is that the service meets the needs of its users so
well and delivers value such that they are satisfied and do not consider switching.

(o

Evans and Wurster on the impact of disruptive Internet technologies

Evans and Wurster of Harvard argue in their classic 1997 paper ‘Strategy and the new
economics of information’ that there are three characteristics of information which,
when combined with disruptive Internet technologies, can have a major impact on a
marketplace. These characteristics of information are reach, richness and affiliation:

1 Reach. Conventionally, ‘reach’ refers to the potential number of customers a busi-
ness can interact with. The Internet enables reach to be increased nationally and
internationally at low cost through making content available via search engines.
‘Reach’ also refers to the number of different categories and products a consumer
interface (e.g. store, catalogue or website) can cover: witness the large range of
products available through digital businesses such as Amazon, eBay and Kelkoo.
com and existing companies such as easyJet.com and Tesco.com which have
used the web to extend their product range.

2 Richness. This is a characteristic of the information itself. The Internet enables
more detailed information about products, prices and availability to be made avail-
able. It also enables more interactivity and customisation to engage customers
and to provide more up-to-date information. But, Evans and Wurster also note that
richness is limited by bandwidth (the volume of information that can be transmitted
using a communications link in a given time), the accuracy or reliability of informa-
tion and its security.

3 Affiliation. This refers to the effectiveness of links with partners. In an online con-
text, an organisation which has the most and richest links with other compatible
organisations will be able to gain a larger reach and influence. Consider how digital
businesses such as eBay, Google and Yahoo! have successfully formed partner-
ships or acquired other companies to provide new diverse information services
such as social networking, mapping, voice communications and online photogra-
phy, to name just a few.

In markets such as car sales which have been transformed by the Internet, under-
standing how to improve reach, richness and affiliation is crucial. This is not because a
large proportion of people buy cars online, but rather the majority research online their
preferred make, model and supplier.
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Brochureware
Brochureware describes
a website to which a
company has migrated
its existing paper-based
promotional literature
without recognising the
differences required by
this medium.

Business adoption of digital technologies for e-commerce means that as managers, we
need to assess the impact of e-commerce and digital business on our marketplace and organ-
isation. What are the drivers of changed consumer and business behaviour? How should we
respond? How much do we need to invest? What are our priorities and how quickly do we
need to act? Answering these questions is an essential part of formulating a digital business
and digital marketing strategy (and is considered in more detail in Part 2). To answer these
questions, marketing research will need to be conducted (as described in Chapters 2 to 4) to
determine the current levels of adoption of the Internet for different activities amongst cus-
tomers and competitors in our market sector and in other sectors.

Drivers of digital technology adoption

Business adoption of e-commerce and digital business is driven by benefits to different parts
of the organisation. First and foremost, businesses are concerned about how the benefits of
digital business will impact on profitability or generating value to an organisation. The two
main ways in which this can be achieved are:

e Potential for increased revenue arising from increased reach to a larger customer base and
encouraging loyalty and repeat purchases amongst existing customers.

e Cost reduction achieved through delivering services electronically. Reductions include
staff costs, transport costs and costs of materials such as paper.

At an early point in digital technology adoption, a government report (DTI, 2000) identified
two main categories of drivers which remain relevant today for introducing new technology:

Cost/efficiency drivers

1 Increasing speed with which supplies can be obtained
2 Increasing speed with which goods can be dispatched
3 Reduced sales and purchasing costs

4 Reduced operating costs

Competitiveness drivers

5 Customer demand
6 Improving the range and quality of services offered
7 Avoiding losing market share to businesses already using e-commerce

More recently, in interviews with Australian businesses, Perrott (2005) identifies four key
areas driving performance: cost-benefit, competitive pressures, market advantage and value-
adding, i.e. improving customer satisfaction while building strong relationships.

When reviewing potential benefits, it is useful to identify both tangible benefits (for which
monetary savings or revenues can be identified) and intangible benefits (for which it is
more difficult to calculate cost savings). The types of potential benefits are summarised in
Table 1.2.

Doherty et al. (2003) researched the drivers and barriers to retailers’ adoption of Internet
technologies to determine the most important factors. Table 1.3 summarises the rank-
ing in importance for different degrees of Internet adoption from static brochureware (A),
through an active website containing product information (B) to a transactional site where
items can be purchased (C). You can see that the two most important factors which corre-
late with adoption are ‘Internet target segment’, i.e. customers in their market are typically
adopters of the Internet, and ‘Internet strategy’, i.e. a defined Internet strategy is in place.
This suggests, as would be expected, that companies that do not have a coherent Internet or
digital business strategy are less likely to use higher levels of Internet services. Many larger
organisations that have responded to the challenge of digital business have created a separate
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Table 1.2 Tangible and intangible benefits from e-commerce and digital business

Tangible benefits

Intangible benefits

¢ Increased sales from new sales leads giving rise to
increased revenue from:
— new customers, new markets
— existing customers (cross-selling)
e Marketing cost reductions from:
— reduced time in customer service
— online sales
— reduced printing and distribution costs of
marketing communications
e Supply chain cost reductions from:
— reduced levels of inventory
— shorter cycle time in ordering
¢ Administrative cost reductions from more efficient
routine business processes such as recruitment,
invoice payment and holiday authorisation

e Corporate image communication
¢ Enhancement of brand

* More rapid, more responsive marketing communications,

including PR

¢ Faster product development lifecycle enabling faster
response to market needs

* Improved customer service

e Learning for the future

* Meeting customer expectations to have a website

¢ |dentifying new partners, supporting existing partners

better

e Better management of marketing information and
customer information

¢ Feedback from customers on products

e-commerce plan and separate resources to implement it. This book covers what needs to go
into such a plan and the issues to consider when implementing it.

Case study 1.2 illustrates the benefits of setting up an online operation for an SME. It also
highlights some of the challenges of managing an online business and highlights the need for
continued investment to refine online services and the marketing needed to attract visitors

to the website.

Table 1.3

Summary of factors most important in encouraging Internet adoption
amongst e-retailers

Factor influencing adoption
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A = Internet adoption (static website), B = active website, C = online sales (transactional site)
Based on a compilation from separate tables in Doherty et al. (2003)
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[ Risks and barriers to digital business adoption j

Debate 1.2

Opportunities have to be balanced against the risks of introducing digital business services,
which include strategic and practical risks. One of the main strategic risks is making the wrong
decision about digital business investments. In every business sector, some companies have
taken advantage of digital business and gained a competitive advantage. But others have
invested in digital business without achieving the hoped-for returns, either because the execu-
tion of the plan was flawed, or simply because the approaches were inappropriate. The impact
of the Internet and technology varies by industry. Andy Grove, Chairman of Intel, one of the
early adopters of digital business, noted that every organisation needs to ask whether, for them:

The Internet is a typhoon force, a ten times force, or is it a bit of wind? Or is it a force that
fundamentally alters our business? (Grove, 1996)

This statement still seems to encapsulate how managers must respond to different digital
technologies; the impact will vary through time from minor for some companies to signifi-
cant for others, and an appropriate response is required.

There are also many practical risks to manage which, if ignored, can lead to bad customer
experiences and bad news stories which damage the reputation of the company. In the sec-
tion on digital business opportunities, we reviewed the concept of soft lock-in; however, if
the customer experience of a service is very bad, they will stop using it, and switch to other
online options. Examples of poor online customer experience include:

o Websites that fail because of a spike in visitor traffic after a peak-hour TV advertising
campaign.

e Hackers penetrating the security of the system and stealing credit card details.

e A company emails customers without receiving their permission, so annoying customers
and potentially breaking privacy and data protection laws.

e Problems with fulfilment of goods ordered online, meaning customer
orders go missing or are delayed.

business

technology (ICT).’

‘Adoption of digital business by
established SMEs is generally less
than that in larger businesses. This

of information and communication

Limited SME adoption of digital e Email customer service enquiries from the website don’t reach the

right person and are ignored.

The perception of these risks may result in limited adoption of digital
business in many organisations, which is suggested by the data in

is principally a consequence of the Figure 1.11. This is particularly the case for SMEs. (We study adoption
negative attitude of managing directors levels and drivers in this type of business further in Chapter 4.)
e CITCE e e olslilzss (el Another approach to reviewing the strategy issues involved with

implementing digital business is the classic McKinsey 7S strategy instru-
ment (Waterman et al., 1980) which is summarised in Table 10.1.

Stage models

Used to review how
advanced a company is
in its use of information
and communications
technology (ICT) to
support different
processes.

Evaluating an organisation’s digital business capabilities

Assessment of an organisation’s existing digital business capabilities is a starting point for
the future development of their digital business strategy. We will see in Chapter 5 how differ-
ent forms of stage models can be used to assess digital business capability. An example of
a basic stage model reviewing capabilities for sell-side and buy-side e-commerce is shown in
Figure 1.13. This shows how companies will introduce more complex technologies and extend
the range of processes which are digital business-enabled. Stage 5 includes social commerce.

Drivers of consumer technology adoption

To determine investment in sell-side e-commerce, managers need to assess how to adopt
new services such as web, mobile and interactive TV and specific services such as blogs,
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Stage 6
Site optimisation

Stage 6 Supply
chain optimisation

C /
Stage 5
Relationship building

Stage 4
Online ordering

Stage 5
Integrate databases

Stage 4
Online ordering

Stage 3
Interactive site

Stage 3
Online catalogues

Stage 2
Brochureware site

Stage 2
Stock availability

Stage 1
Review suppliers

Stage 1
E-mail marketing

Sell-side e-commerce Buy-side e-commerce

Figure 1.13 A simple stage model for buy-side and sell-side e-commerce

social networks and feeds. (In Chapter 4, we see how such demand analysis is conducted in
a structured way.)

We will see (in Chapter 5 on strategy development for digital business) how it is impor-
tant that companies offering e-commerce services create a clear online value proposition
(OVP) to encourage customers to use their specific online services. Typical benefits of online
services are summarised by the ‘Six Cs’, a simple mnemonic to show different types of cus-
tomer value:

1 Content - In the mid-1990s it was often said that ‘content is king’. Well, relevant rich con-
tent is still king. This means more detailed, in-depth information to support the buying
process for transactional or relationship-building sites or branded experiences to encour-
age product usage for FMCG brands.

2 Customisation - In this case mass customisation of content, whether received as web-
site pages such as ‘Amazon recommends’ or email alerts, and commonly known as
‘personalisation’.

3 Community — The Internet liberates consumers to discuss anything they wish through
forums, chat-rooms and blog comments. (We will explore these techniques more in
Chapters 2 and 3.)

4 Convenience — This is the ability to select, purchase and in some cases use products from
your desktop at any time: the classic 24 x 7 x 365 availability of a service. Online usage of
products is, of course, restricted to digital products such as music or other data services.
Amazon has advertised offline using creative ads showing a Christmas shopper battling
against a gale-swept street clutching several bags to reinforce the convenience message.

5 Choice - The web gives a wider choice of products and suppliers than via conventional
distribution channels. The success of online intermediaries such as Kelkoo (www.kelkoo.
com) and Reevoo (www.reevoo.com) is evidence of this. Similarly, Tesco.com provides
Tesco with a platform to give consumers a wider choice of products (financial, travel,
white goods) with more detailed information than are physically available in-store.

6 Cost reduction — The Internet is widely perceived as a relatively low-cost place of purchase.
Often customers expect to get a good deal online as they realise that online traders have
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a lower cost-base as they have lower staff and distribution costs than a retailer that runs a
network of high-street stores. A simple price differential is a key approach to encouraging
usage of online services. In the late 1990s, low-cost airline easy]Jet encouraged the limited
change behaviour required to move from phone booking to online booking by offering a
£2.50 discount on online flight bookings.

Note that the 7Cs of Rayport and Jaworski (2003) provide a similar framework of Context,
Content, Community, Customisation, Communication, Connection and Commerce.

{ Barriers to consumer Internet adoption

J

An indication of some of the barriers to using the Internet, in particular for consumer pur-
chases, is clear from a survey (Booz Allen Hamilton, 2002) of perceptions in different coun-
tries. It noted that consumer barriers to adoption of the Internet included:

No perceived benefit
Lack of trust
Security problems
Lack of skills

Cost

This lack of demand for Internet services still present in every country needs to be taken into
account when forecasting future demand.

To complete this chapter, read Case study 1.2 for the background on the success factors
which have helped build one of the world’s biggest digital businesses.

This case summatrises the strategic approach used by
eBay to take advantage of increased consumer adoption
of the Internet. It summarises its objectives, strategy and
proposition and key risks that need management. You
will see that many of its success factors are similar to
those for smaller retailers.

Context

It’s hard to believe that one of the most celebrated dot-
coms has now been established nearly 20 years. Pierre
Omidyar, a 28-year-old French-born software engi-
neer living in California, coded the site while working
for another company, eventually launching the site for
business on Monday, 4 September 1995 with the more
direct name ‘Auction Web’. Legend reports that the site
attracted no visitors in its first 24 hours. The site became
eBay in 1997. By 2012, eBay had 112 million active
users globally, defined as users who have bid, bought
or listed an item during the preceding 12-month period,
with the total worth of goods sold on eBay $60 billion,
which is equivalent to $2,000 every second. Total rev-
enue was $8.7 billion.

Case Study 1.2 eBay - the world’s largest online business?

Mission

eBay describes its purpose as to ‘pioneer new commu-
nities around the world built on commerce, sustained by
trust, and inspired by opportunity’.

At the time of writing eBay comprises three major
businesses:

1 The eBay marketplaces (approximately 50% of net
revenues in 2012). Originally only offering auctions,
by 2012, the fixed-price listing format accounted
for approximately 66% of eBay’s gross merchan-
dise volume, or GMV, with the auction-style for-
mat accounting for the remaining 34% of GMV.
Marketplaces also include other sites like compari-
son site Shopping.com and StubHub (event tickets).
The mission for the core eBay business is to ‘cre-
ate the world’s online marketplace’. eBay has also
created vertical formats, such as Classifieds, Daily
Deals, Fashion, Motors (vehicles, parts and acces-
sories) and Electronics.

The marketplace platforms had more than 112 mil-
lion active users at the end of 2012, compared to
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100 million at the end of 2011. In 2012, nearly $13 bil-
lion was transacted on mobile platforms, more than
double the mobile commerce volume from the previ-
ous year, and expected to increase to $20 billion. In
2007, eBay’s SEC filing noted the success factors for
this business, for which eBay sought to manage the
functionality, safety, ease of use, and reliability of the
trading platform. In 2010 the strategic priorities had
changed to trust, value, selection and convenience.

2 PayPal (approximately 43% of net revenues in 2012).
The mission is to ‘create the new global standard
for online payments’. This company was acquired
in 2003 and is now a significant contributor to eBay
revenue, with the service incorporated in many other
e-commerce sites.

3 GSI (accounting for 7% of revenues in 2012) was
acquired by eBay in June 2011. GSI is a provider
of e-commerce and interactive marketing services,
including websites and fulfilment centres, to enter-
prise clients that include some of the world’s leading
brands and retailers covering merchandise catego-
ries including apparel, sporting goods, toys & baby,
health & beauty and home.

Revenue model

The vast majority of eBay’s revenue is for the listing of
and commission on completed sales. For PayPal pur-
chases an additional commission fee is charged. Margin
on each transaction is phenomenal, since once the
infrastructure is built, incremental costs on each trans-
action are tiny — all eBay is doing is transmitting bits and
bytes between buyers and sellers.

Advertising and other non-transaction net revenues
represent a relatively small proportion of total net rev-
enues and the strategy is that this should remain the
case. Marketing services and other revenues accounted
for an additional $2 billion in 2012.

Another part of the business, Skype Internet telephony,
was acquired in 2005 by eBay and sold to an investor group
in November 2009, with a 30% share retained by eBay.

Proposition

The eBay marketplace is well known for its core service
which enables sellers to list items for sale on an auction
or fixed-price basis, giving buyers the opportunity to bid
for and purchase items of interest.

Software tools are provided, particularly for frequent
traders, including Turbo Lister, Seller’s Assistant, Selling
Manager and Selling Manager Pro, which help auto-
mate the selling process, plus the Shipping Calculator,
Reporting tools, etc. Today, over 60% of listings are
facilitated by software, showing the value of automating
posting for frequent trading.

According to the SEC filing, eBay summarises the
core messages to define its proposition as follows:
For buyers:

Trust

Value
Selection
Convenience

In 2007, eBay introduced Neighborhoods (http://
neighborhoods.ebay.com), where groups can discuss
brands and products with which they have a high
involvement.

For sellers:

e Access to broad global markets
e Efficient marketing and distribution
e Opportunity to increase sales

In January 2008, eBay announced significant changes
to its marketplaces business in three major areas: fee
structure, seller incentives and standards, and feed-
back. These changes have been controversial with
some sellers, but are aimed at improving the quality of
experience. Detailed Seller Ratings (DSRs) enable sell-
ers to be reviewed in four areas: (1) item as described,
(2) communication, (3) delivery time and (4) postage
and packaging charges. This is part of a move to help
increase conversion rate by increasing positive shop-
ping experiences, for example by including more accu-
rate descriptions with better pictures and avoiding
excessive shipping charges. Power sellers with positive
DSRs will be featured more favourably in the search
results pages and will gain additional discounts.

Risk factors

Fraud is a significant risk factor for eBay. The BBC
(2005) reported that around 1 in 10,000 transactions
within the UK were fraudulent; 0.0001% is a small
percentage, but scaling this up across the number of
transactions, this is a significant volume. To counter
this, eBay has developed ‘Trust and Safety Programs’
which are particularly important to reassure customers
since online services are prone to fraud. For example,
the eBay feedback forum can help establish credentials
of sellers and buyers. Every registered user has a feed-
back profile that may contain compliments, criticisms
and/or other comments by users who have conducted
business with that user. The Feedback Forum requires
feedback to be related to specific transactions and Top
Seller status was introduced in 2010 to increase trust in
the service. There is also a Safe Harbor data protection
method and a standard purchase protection system.
The fees model that eBay uses is often changed and
this can cause problems with users, but the impact is



36 Part 1 Introduction

calculated such that it does not affect overall sales. In
their 2012 SEC filing eBay note:

We regularly announce changes to our Marketplaces
business intended to drive more sales and improve
seller efficiency and buyer experiences and trust.
Some of the changes that we have announced to
date have been controversial with, and led to dissat-
isfaction among, our sellers, and additional changes
that we announce in the future may also be negatively
received by some of our sellers. This may not only
impact the supply of items listed on our websites, but
because many sellers also buy from our sites, it may
adversely impact demand as well.

In common with other global platforms like Amazon,
Facebook and Google, eBay note the potential threat
of the shift to tablet and smartphone platforms, stating
that one risk factor is: ‘Our ability to manage the rapid
shift from online commerce and payments to mobile
and multichannel commerce and payments.’

There is also the common risk factors for online pure-
plays of retaining an active user base, attracting new
users and encouraging existing users to list items for
sale, especially when consumer spending is weak.

Competition

Although there are now few direct competitors of online
auction services in many countries, there are many
indirect competitors. eBay (2013) describes competing
channels as including online and offline retailers, distribu-
tors, liquidators, import and export companies, auction-
eers, catalogue and mail-order companies, classifieds,
directories, search engines, products of search engines,
virtually all online and offline commerce participants, and
online and offline shopping channels and networks.

In their SEC filing, eBay states that the principal com-
petitive factors for the Marketplaces business include
the following:

ability to attract, retain and engage buyers and sellers;
volume of transactions and price and selection of
goods;

trust in the seller and the transaction;

customer service; and

brand recognition.

Although eBay is one of the largest e-commerce busi-
nesses, these factors also need to be actively managed
by the smallest online e-retailer. For their online and
mobile competition, they describe additional competi-
tive factors, including:

e community cohesion, interaction and size;
e website or mobile application ease-of-use and
accessibility;

system reliability;

reliability of delivery and payment;
level of service fees; and

quality of search tools.

Before the advent of online auctions, competitors in the
collectables space included antique shops, car boot
sales and charity shops. Anecdotal evidence suggests
that all of these are now suffering. Some have taken the
attitude of ‘if you can’t beat ’em, join ’em’. Many smaller
traders who have previously run antique or car boot
sales are now eBayers. Even charities such as Oxfam
now have an eBay service where they sell high-value
items contributed by donors. Other retailers such as
Vodafone have used eBay as a means to distribute cer-
tain products within their range.

Objectives and strategy

The overall eBay aims are to increase the gross mer-
chandise volume and net revenues from the eBay
marketplace. More detailed objectives are defined to
achieve these aims, with strategies focussing on:

1 Acquisition — increasing the number of newly regis-
tered users on the eBay marketplace.

2 Activation — increasing the number of registered
users that become active bidders, buyers or sellers
on the eBay marketplace.

3 Activity — increasing the volume and value of trans-
actions that are conducted by each active user on
the eBay marketplace.

The focus on each of these three areas will vary accord-
ing to strategic priorities in particular local markets.
eBay marketplace growth was driven by defining
approaches to improve performance in these areas.
First, category growth was achieved by increasing the
number and size of categories within the marketplace,
for example Antiques, Art, Books, and Business and
Industrial. Second, formats for interaction. eBay Stores
was developed to enable sellers with a wider range of
products to showcase their products in a more tradi-
tional retail format, including the traditional ‘Buy-lt-Now’
fixed-price format. eBay has constantly explored new
formats, often through acquisition of other companies,
for example through the acquisition in 2004 of mobile.
de in Germany and Marktplaats.nl in the Netherlands, as
well as investment in craigslist, the US-based classified
ad format. Another acquisition is Rent.com, which ena-
bles expansion into the online housing and apartment
rental category. In 2007, eBay acquired StubHub, an
online ticket marketplace, and it also owns comparison
marketplace Shopping.com. Finally, marketplace growth
is achieved through delivering specific sites localised for
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different geographies as follows. You can see there is
still potential for greater localisation, for example in parts
of Scandinavia, Eastern Europe and Asia.

Localised eBay marketplaces:

e Australia e Germany e Netherlands
e Austria e Hong Kong e New Zealand
e Belgium e |[ndia e Philippines

e Canada e |[reland e United

e Singapore e Sweden Kingdom

e South Korea e Switzerland e United States
e Spain e |[taly

e France e Malaysia

In addition, eBay has a presence in Latin America

through its investment in MercadoL.ibre.

eBay’s growth strategy

In its SEC filing, success factors eBay believes are
important to enable it to compete in its market include:

ability to attract buyers and sellers;

volume of transactions and price and selection of
goods;

customer service; and

brand recognition.

This implies that eBay believes it has optimised these
factors, but its competitors still have opportunities for

1

selling.

improving performance in these areas which will make
the market more competitive. According to its 2010 SEC
filing: ‘Our growth strategy is focused on reinvesting in
our customers by improving the buyer experience and
seller economics by enhancing our products and ser-
vices, improving trust and safety and customer support,
extending our product offerings into new formats, cat-
egories and geographies, and implementing innovative
pricing and buyer retention strategies.’

Updates on eBay case study information

eBay company pages (http://pages.ebay.co.uk/

aboutebay.html)

eBay investor relations (http://investor.ebay.com/
index.cfm)

eBay SEC filings (http://investor.ebayinc.com/

financial_releases.cfm)
eBay Wikipedia page (http://en.wikipedia.org/wiki/
EBay)

Question

Assess how the characteristics of the digital media
and the Internet together with strategic decisions
taken by its management team have supported
eBay’s continued growth.

Electronic commerce traditionally refers to electronically mediated buying and

2 Sell-side e-commerce or digital marketing involves all electronic business trans-
actions between an organisation and its customers, while buy-side e-commerce
involves transactions between an organisation and its suppliers. Social commerce
encourages customers to interact to support sales goals.

3 ‘Digital business’ or e-business is a broader term, referring to how technology
can benefit all internal business processes and interactions with third parties. This
includes buy-side and sell-side e-commerce and the internal value chain.

4 Digital marketing involves investment in paid, owned and earned media across the
six key digital marketing media channels of search engine marketing, online PR
and social media, partnerships, display advertising, email marketing and viral mar-
keting. Inbound marketing describes the use of integrated content, social media
and search marketing to influence consumers as they select products, sometimes
referred to as the Zero Moment of Truth.

5 Web 2.0 is used to refer to web services that facilitate interaction of web users with
sites to create user-generated content and encourage behaviours such as community
or social network participation, mashups, content rating, use of widgets and tagging.

6 The main business drivers for introducing e-commerce and digital business are
opportunities for increased revenues and reducing costs, but many other benefits
can be identified that improve customer service and corporate image.
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7

Consumer adoption of the digital technology is limited by lack of imperative, cost
of access and security fears. Business adoption tends to be restricted by percep-
tions of cost, making return on investment difficult to quantify.

Introducing new technology is not all that is required for success in introducing
e-commerce and digital business. Clearly defined objectives, creating the right cul-
ture for change, mix of skills, partnerships and organisational structure are arguably
more important.

\ Exercises

Answers to these exercises are available online at www.pearsoned.co.uk/chaffey

Self-assessment questions

1
2
3

8

Distinguish between e-commerce and digital business.
Explain what is meant by buy-side and sell-side e-commerce.

Explain the scope and benefits of social media and social commerce to an organi-
sation of your choice.

Summarise the consumer and business adoption levels in your country. What seem
to be the main barriers to adoption?

Outline the reasons why a business may wish to adopt e-commerce.

What are the main differences between business-to-business and business-to-
consumer e-commerce?

Summarise the impact of the introduction of digital business on different aspects of
an organisation.

What is the relevance of intermediary or influencer sites to a B2C company?

Essay and discussion questions

1

Suggest how an organisation can evaluate the impact of digital technology on its
business. Is it a passing fad or does it have a significant impact?

Explain the concepts of social media and social commerce and how they can assist
organisations in reaching their objectives.

Similar benefits and barriers exist for the adoption of sell-side e-commerce for both
B2B and B2C organisations. Discuss.

Evaluate how social media marketing techniques can be applied within an organi-
sation and with its stakeholders.

The web presence of a company has similar aims regardless of the sector in which
the company operates.

Examination questions

Explain the relationship between the concepts of e-commerce and digital business.

Distinguish between buy-side and sell-side e-commerce and give an example of
the application of each.

Summarise three reasons why a company may wish to introduce e-commerce.

Describe three of the main barriers to adoption of e-commerce by consumers and
suggest how a company could counter these.
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5 Outline the internal changes a company may need to make when introducing digi-
tal business.

6 Summarise the benefits of applying social media marketing approaches to an
organisation.

7 Name three risks to a company that introduces buy-side e-commerce.
Name three risks to a company that introduces sell-side e-commerce.
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After completing this chapter the reader should be able to:

Complete an online marketplace analysis to assess competitor,
customer, and intermediary use of digital technologies and
media as part of strategy development

Identify the main business and marketplace models for electronic
communications and trading

Evaluate the effectiveness of business and revenue models for
online businesses, paticularly online start-up businesses
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The fundamentals of e-commerce imply these questions for
managers:

What are the implications of changes in marketplace structures
for how we trade with customers and other partners?

Which business models and revenue models should we consider
in order to exploit the Internet?

What will be the importance of online intermediaries and
marketplace hubs to our business and what actions should we
take to partner these intermediaries?

[ Links to other chapters }

The main related chapters are:

Chapter 3 explains the hardware and software infrastructure
enabling these new business models

Chapters 4 and 5 consider appropriate strategic responses to
these new models and paradigms

Chapter 6 explores new models of the value chain in more detail

e Chapter 7 explores the effect of new intermediaries and

marketplaces on procurement
Chapter 9 discusses models of online customer behaviour which
is another aspect of environment analysis
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Introduction

Online marketplace
Exchanges of information
and commercial
transactions between
consumers, businesses
and governments
completed through
different forms of online
presence such as search
engines, social networks,
comparison sites and
destination sites.

Path to purchase
The different sites,
channels, devices and
information sources that
consumers use to inform
their purchase decision
for a product or service.
Also known as conversion
pathways on a site.

Multiscreening

A term used to describe
simultaneous use of
devices such as digital TV
and tablets.

Destination site
Typically a retailer

or manufacturer

site with sales and

service information.
Intermediaries such

as media sites may be
destination sites for some.

Online
intermediaries
Websites which help
connect web users with
content they are seeking
on destination sites.
Includes new online
intermediaries such as
search engines and
shopping comparison
sites and traditional
brokers, directories and
newspaper and magazine
publishers that now have
an online presence.

In the first part of Chapter 2 we show how companies can review their presence in the online
marketplace to increase their visibility across different customer touchpoints The path to
purchase is now much complex since purchase decisions are influenced by many more
touchpoints today. For example, decisions are influenced when accessing social media sites
via desktop and mobile sites plus communications in traditional channels. Increasingly
multiple devices are used simultaneously, for example when using smartphones or tablets
while watching TV, the process known as multiscreening.

To determine the best way to influence purchasers requires careful consideration.
Businesses must collect and review insights that help them understand this behaviour and
then improve their visibility and communications on different channels to improve this.
Consider a B2B organisation. Traditionally it will have sold its products through a network
of distributors. With the advent of e-commerce, it now has the opportunity to bypass dis-
tributors and trade directly with customers via a destination website, and it also has the
opportunity to reach customers through new types of online sites such as blogs and B2B
marketplaces. Similarly, for B2C organisations such as an e-retail destination site there is
the opportunity to market its products through online intermediaries or influencers such
as search engines, price comparison sites, social networks, blogs and other publisher sites.
We will show you how different information sources can be used to assess customer usage of
different types of intermediary. We then look at how electronic communications have facili-
tated restructuring of the relationships between members of the electronic marketplace - a
key feature of e-commerce.

Business and revenue models for e-commerce

Electronic communications have also given rise to many exciting new business and rev-
enue models that we evaluate in the second part of this chapter. We will use the Business
Model Canvas which is an excellent framework for reviewing the business models for both
online start-up businesses and existing businesses who are developing new propositions.
Throughout this chapter we mainly consider the sell-side elements of e-commerce rather
than the digital business as a whole. (A review of the entire supply chain is completed in
Chapter 6.)

Our Digital business in Practice interview with Michael Welch of online start-up
Blackcircles.com gives an example of what a well-managed, customer-focussed online busi-
ness can deliver.

[ Online marketplace analysis

Situation analysis
Collection and review

of information about an
organisation’s external
environment and internal
processes and resources
in order to inform its
strategies.

Environmental
scanning and
analysis

The process of
continuously monitoring
the environment and
events and responding
accordingly.

Understanding the online elements of an organisation’s environment, which are shown
in Figure 2.1, is a key part of situation analysis for digital business strategy development.
There is also the need for a process to continually monitor the environment, which is often
referred to as environmental scanning.

Knowledge of the opportunities and threats presented by these marketplace changes is
essential to those involved in defining business, marketing and information systems strategy
(which we cover in Chapter 5). In this chapter we introduce a number of frameworks for
analysing the immediate marketplace of the micro-environment.

To inform e-commerce strategy, the most significant influences are those of the imme-
diate marketplace of the micro-environment that is shaped by the needs of customers and
how services are provided to them through competitors and intermediaries and via upstream
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suppliers. (In Chapter 4 we examine the issues of the broader e-commerce environment in
more detail using the SLEPT framework to examine Social, Legal, Economic, Political and
Technological issues.)

Macro-environment International
@ Economic factors
e Legal constraints
e Cultural factors

Micro-environment

Technology Society
e Innovation Organisation e Public opiniqn
e Trends o Moral constraints

e Ethical constraints

Country specific
e Economic factors
® Legal constraints
e Cultural factors

Key
O Suppliers Competitors A Intermediaries O Customers
Figure 2.1 The environment in which digital business services are provided

‘ Real-world Digital Business The Smart Insights interview

Michael Welch of Blackcircles.com on creating a new online business

Overview and concepts covered

Michael Welch created Blackcircles.com (Figure 2.2) as a new way for consumers to
buy tyres at competitive prices either over the Internet or on the telephone. From the
site, consumers can find the best deal from a network of over 1,400 local dealerships.

Blackcircles.com now has a turnover of £30 million and is growing rapidly, so we
thought it would be interesting to learn the approaches its founder, Michael Welch, has
used to grow and sustain the business.

Q. Which factors were important to the initial success of Blackcircles.com?

Michael Welch, Blackcircles.com: At the very beginning it was mainly about hard
work, determination and not ‘taking no for an answer’. If I’'m honest there was no real
difference between me and the next guy walking down the street — | just wanted it more.

A key factor in the company getting to where it is today, though, was also having a
strong USP (unique selling point). There were a couple of other companies around at
the same time with a similar USP and there are now countless smaller operations that
seem to have modelled their USP on ours.
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What We Do How We Work FAD's

L

. BlackCircles.com
Flgure 2.2 Source: Black Circles Ltd.

Providing a culture of excellent customer service is an obvious way to go; back
when you are a new company — at times - it is all you have. When brand awareness is
zero to slim, you have to work as hard as possible to show the customers at first use
that you — and in reality you are taking a gamble — that you give a damn and that their
gamble has paid off. | worked hard to make sure customers came first.

Q. Which marketing activities are important to your continued growth?

Michael Welch, Blackcircles.com: The base of our continued growth actually hasn’t
altered much from those early days. Customer satisfaction is still very much key, the
desire to make the company a success is there and our USP is just as strong as it was
back at the start of the last decade.

| suppose there has been a shift in that we were once the underdogs and now we
are leading the pack. Implementing new ideas and technologies has played a major
part in helping us to stay on top, i.e. making sure we are up to date with the best SEO
techniques, embracing the world of social media and continually trying to offer more
attractive services to our customers — the launch of car servicing being one such evo-
lution on the original ‘tyre retailer’ tag that Blackcircles.com started with.

Underneath all that, though the company is supported by a foundation of ‘getting
the basics right’.

Q. How do you manage and improve service quality?

Michael Welch, Blackcircles.com: It’s a vital ongoing process. The most obvious way
in which we check on the site’s service quality is through customer feedback. This has
been the backbone of many changes we’ve made over the years. Our customers are a
great resource and I’'m often surprised at the number of people | meet who don’t listen
to what their customers are saying to them - it’s free advice, why wouldn’t you take it?
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We recently placed Trustpilot on our website which is the online retail industry’s equiva-
lent of Trip Advisor. This shows independent customer reviews and an overall rating. This
is a further commitment from us and a great message to customers that we will be doing
everything possible to give them a great service. We are passionate about great service.

On top of listening to what our customers are saying we also actively take part in
user-testing. We’ve been working with a company recently which records anonymous
users (which you can define, i.e. British person in mid-30s who doesn’t often use the
Internet to shop) on our site.

Not only are we able to see what they are doing, but they also giving a narration of
their thoughts. Its early days but we’ve already discovered areas of the site that can be
improved due to this.

The newest form of testing we’re just beginning to get involved with is a heat-map-
style technology. Seeing where users are clicking and where they are not is great. It
makes you ask why certain areas of a page are receiving attention while the rest is
being ignored.

Q. How do you review the success of your site, which approaches do you use?

Michael Welch, Blackcircles.com: As far as I’'m concerned, if you don’t include web
analytics in your marketing plan, then quite simply, you don’t have a marketing plan.

Gone are the days when all website owners ever worried about was visitor numbers —
good riddance too as it means we don’t have to put up with those horrible ‘visitor
counters’ that you used to see bandied about everywhere.

Understanding not just how many visitors you have, but also how they are using
your site is invaluable. We actively check out this information on a regular basis. A
quick example would be: what percentage of our visitors search for tyres? From this,
what percentage then adds a set of tyres to their basket and then how many actually
end up on the payment confirmation page?

Looking at these stats we can see at what point in an order process people exit our
site. Then we ask ourselves what content is on each page, are there enough calls to
actions? Is there enough information? Is it easy to navigate? Could we add in new con-
tent to encourage people to buy? If we come up with a potential change that we believe
will help a page perform better, we then track to see the difference. If conversions go
up, great — but how can we improve it further? If they drop — back to the drawing board.

Not only do we see the importance on an ‘order process’-based analysis, but also
using it for certain technical aspects. For instance, customers with one browser end
up buying in greater percentages than those with a different browser. OK, so is there
a piece of code on a page that is affecting the customers’ experience? Or is it even a
demographic thing?

All this is just scratching the surface. Web analytics can answer so many questions
you didn’t even know you needed to ask. The trick is not getting overawed - it is too
easy to get lost in an ocean of statistics.

Q. Which new approaches in the marketplace are you reviewing currently?

Michael Welch, Blackcircles.com: The use of video is an interesting avenue that we
are keenly pursuing at the moment. Audio and visual are right up there in terms of brand
development and with the sheer number of opportunities available on the web online
videos have never been more exciting. We’'re still testing the water at the moment with a
new ‘Blackcircles.com TV’ channel on YouTube, but I’'m pleased with the results so far.

In a bit of a more traditional sense we are also enhancing our email campaigns.
However, I’m very wary of over saturating our customers with information that they
will just mark as spam. The key goal for us at the moment is engaging our customers
with the brand. Social media is playing a large role in this as well, as you would expect.
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Strategic agility
The capability to
innovate and so gain
competitive advantage
within a marketplace
by monitoring changes
within an organisation’s
marketplace and then
to efficiently evaluate
alternative strategies
and select, review and
implement appropriate
candidate strategies.

Strategic agility

The capacity to respond to these environmental opportunities and threats is commonly
referred to as strategic agility. Strategic agility is a concept strongly associated with
knowledge management theory and is based on developing a sound process for review-
ing marketplace opportunities and threats and then selecting the appropriate strategy
options.

Mini Case Study 2.1 The Marine Corps demonstrates strategic agility

Professor Donald N. Sull is an Associate Professor of Management Practice in the Strategy and International
Management faculty at the London Business School.

In the first video tutorial, ‘Fog of the Future’ on strategic agility (visit www.ft.com/multimedia and search for
‘London Business School’), he asserts that traditional management models of creating a long-term vision are
flawed since our knowledge of the future is always imperfect and marketplace conditions are changing con-
tinuously (Figure 2.3). Rather than being the captain of a ship surveying the far horizon, analogous with the top-
down model of strategy, the reality for managers is that their situation is more akin to that of a racing car driver
on a foggy day, constantly looking to take the right decisions based on the mass of information about their
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surroundings coming through the fog. He believes that having a clear long-term vision, particularly where it
isn’t based on environment analysis, isn’t practical in most industries. Instead he says that companies should
‘keep vision fuzzy but current priorities clear’.

In a second video tutorial, ‘Strategic Agility’, Sull explains the basis for strategic agility. He explains that
all knowledge of the future is based on uncertainty, but that managers must act now, so they need to put
in place US Marine Corps-style reconnaissance missions as an army would in order to make their battle
plans. He gives the example of Dell, explaining how they spend relatively little on research and develop-
ment, but are instead constantly probing the marketplace, trialling new ideas with multiple probes into the
approach. He stresses the importance of finding anomalies in the marketplace where it doesn’t appear as
expected and that these may represent learnings or opportunities. Detailed customer insights and busi-
ness performance are necessary to identify these anomalies. Finally, he makes the point of the need to
act rapidly to have scalability to ‘swarm the gap in the defences of the enemy’ where there is a strong

opportunity.

H W

end trial.

In a digital business context, we can see that strategic agility requires these characteristics and require-
ments for an organisation to be successful in its strategy development:

1 Efficient collection, dissemination and evaluation of different information sources from the micro- and
macro-environment.

2 Effective process for generating and reviewing the relevance of new strategies based on creating new value

for customers.

Efficient research into potential customer value against the business value generated.

Efficient implementation of prototypes of new functionality to deliver customer value.

5 Efficient measurement and review of results from prototypes to revise further to improve proposition or to

Click ecosystem
Describes the customer
behaviour or flow of
online visitors between
search engines, media
sites, other intermediaries
to an organisation and its
competitors.

Online market
ecosystem

describes the customer
behaviour or flow of
online visitors between
search engines, media
sites, other intermediaries
to an organisation and its
competitors.

A process for online marketplace analysis

Analysis of the online marketplace or ‘marketspace’ is a key part of developing a long-term
digital business plan or creating a shorter-term digital marketing campaign. Completing
a marketplace analysis helps to define the main types of online presence that are part
of a ‘click ecosystem’ which describes the customer journeys or flow of online visitors
between search engines, media sites and other intermediaries to an organisation and its
competitors. Prospects and customers in an online marketplace will naturally turn to
search engines to find products, services, brands and entertainment. Search engines act as
a distribution system which connects searchers to different intermediary sites for different
phrases, so the flow of visits between sites must be understood by the marketer in their
sector.

Major online players such as Facebook, Google and Salesforce have developed their own
infrastructure or online market ecosystem which connects websites through data exchange,
giving opportunities to enhance the customer experience and extend their reach and influ-
ence. For example, Facebook has developed the Facebook platform API to enable exchange
of data between websites and applications, including mobile apps. This enables other site
owners to incorporate information about consumer Facebook interactions into their own
websites and apps and share social objects across the Facebook ecosystem to extend their
reach. Google has developed its own ecosystem related to search marketing and mobile - the
Android ecosystem. As part of marketplace analysis, companies have to evaluate the relative
importance of these ecosystems and the resources they need to put into integrating their
online services with them, to create a plan.

Analysing the impact of different ecosystems on online consumer behaviour or customer
journeys is, today, as important as observing their physical behaviour in the real world.
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‘ Activity 2.1 Online ecosystems

Purpose

To explore the increasing importance of facilitating communications through online
platforms and service providers.

Activity

Discuss in a group, or make notes to identify, the main companies (e.g. Facebook) and
platforms (e.g. tablet devices) used by consumers that are important for companies to
review their presence on. Once you have identified the main company or service types,
group them together so that their overall importance can be reviewed.

Answers to activities can be found at www.pearsoned.co.uk/chaffey

Mini Case Study 2.2 Using real-time experience tracking (RET) to assess the impact
of omnichannel communications on customer touchpoints

Real-time experience tracking involves asking a consumer panel to send text messages on their cellphones
every time they see a message or reference to a given brand or one of its competitors over a period of a
week to a month, depending on the length of the purchase process. The structured four-character message
captures the brand, the touchpoint type (Saw a tweet about it? Saw it in a shop window?), how positive the
customer felt about the encounter, and how persuasive it was. Respondents add further detail online, and fill
in surveys at the start and end of the study to record brand attitude changes.

Examples of RET in action

RET can be used to assess how consumers perceive brands in different markets; for example, Unilever
could not understand why a campaign for Axe body spray wasn’t working in Italy when it was performing
well in Poland. In both countries, TV advertising was positively received. But whereas in Poland the ads
were followed by high-street touchpoints such as the ‘Axe Police’ — attractive women who would ‘arrest’
young men and spray them with Axe — such reminders close to potential purchase moments were missing
in Italy. RET can also diagnose how attitudes lead to the next step in the chain, as one major international
charity discovered. The charity, which relies on a large network of stores selling both second-hand and
new goods to raise both revenue and awareness, recently applied RET in an effort to understand why
direct donations (as opposed to store profits) to the charity were falling. The RET project revealed that
the in-store experience of customers was rather mixed; quite a few people felt that the stores were poorly
organised and deduced from this that the charity probably wasn’t very good at helping its beneficiaries
either.

RET can also help highlight the relative influence of channels, including those that are less easy to
track than online channels. In another example, PepsiCo used RET to fine-tune its re-launch of Gatorade
in Mexico, repositioning the brand around sports nutrition. They soon found that experiences in gyms and
parks (seeing posters or seeing other people drinking Gatorade, for instance) were twice as effective in shift-
ing brand attitudes as similar encounters elsewhere. They were able to quickly shift more ad and distribution
resources into these touchpoints and pass on what they learnt as Gatorade was re-launched in other Latin
American countries.

Source: MacDonald et al. (2012).
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Figure 2.4 An online marketplace map

The main elements of the online marketplace map presented in Figure 2.4 which should

be reviewed as part of the process of marketplace analysis are:

1 Customer segments

The marketplace analysis should identify and summarise different target segments for
an online business in order to then understand their online media consumption, buyer
behaviour and the type of content and experiences they will be looking for from interme-
diaries and your website. (We cover customer analysis further in Chapter 9.)

Search intermediaries

These are the main search engines in each country. Typically they are Google, Yahoo!,
Microsoft Live Search and Ask, but others are important in some markets such as
China (Baidu), Russia (Yandex) and South Korea (Naver). You can use audience panel
data from different providers indicated in Box 2.1 to find out their relative importance
in different countries. The Google Trends tool (Figure 2.5) is a free tool for assessing
site popularity and the searches used to find sites and how they vary seasonally, which
is useful for student assignments. The example in Figure 2.5 shows relative preference
for three social networks.
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Share of search
The audience share

of Internet searches
achieved by a particular
audience in a particular
market.

Aggregators

An alternative term for
price comparison sites.
Aggregators include
product, price and service
information, comparing
competitors within a
sector such as financial
services, retail or travel.
Their revenue models
commonly include affiliate
revenues (CPA), pay-per-
click advertising (CPC)
and display advertising
(CPM).

Affiliate

A company promoting

a merchant typically
through a commission-
based arrangement either
directly or through an
affiliate network.
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Choi and Varian (2009) note that Google Trends data on search volumes through
time is very useful for predicting levels of spending. They argue that ‘because Google
Trends data are practically available in real time, any statistical relationship between
actual sales and Google Trends can be exploited to produce more timely estimates of
consumer demand’.

Companies need to know which sites are effective in harnessing search traffic and
either partner with them or try to obtain a share of the search traffic using the search
engine marketing and affiliate marketing techniques explained in Chapter 9. Well-known,
trusted brands which have developed customer loyalty are in a good position to succeed
online since a common consumer behaviour is to go straight to the site through entering a
URL, a bookmark, email or searching for the brand or URL. Hitwise provides this type of
insight, as shown in Table 2.1. Through evaluating the type and volume of phrases used to
search for products in a given market it is possible to calculate the total potential oppor-
tunity and the current share of search terms for a company. ‘Share of search’ can be
determined from web analytics reports from the company site which indicate the precise
key phrases used by visitors to actually reach a site.

3 Intermediaries, influencers and media sites

Media sites and other intermediaries such as aggregators, affiliates and influencers such
as blogs are often successful in attracting visitors via search or direct since they are main-
stream brands. Companies need to assess potential online media and distribution part-
ners in the categories shown in Figure 2.4 such as:

(a) Mainstream news media sites or portals. Include traditional, e.g. FT.com or Times,
or pureplay e.g. Google news, an aggregator.

(b) Social networks, e.g. Facebook, Google+, Twitter and LinkedIn.

(c) Niche or vertical media sites, e.g. SmartInsights.com, SearchEngineLand.com,
ClickZ.com coveringB2B marketing.

(d) Price comparison sites (also known aggregators), e.g. Moneysupermarket, Kelkoo,
Shopping.com, uSwitch.

(e) Superaffiliates. Affiliates gain revenue from a merchant they refer traffic to using a
commission-based arrangement based on the proportion of sale or a fixed amount.
They are important in e-retail markets, accounting for tens of per cent of sales.
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Search terms
Search Term  Food retailers Volume of search relative Textiles clothing and Volume of search relative
to the top term footware to the top term

1 Top term Tesco 100 Shoes 100
2 ASDA 50 Boots 75
3 Tesco Direct 15 Dress 55
4 Morrisons 10 Clothes 45
5 Sainsbury’s 10 Next 40
6 Aldi 5 Dresses 35
7 Clubcard 5 Nike 35
8 George ASDA 5 River island 35
9 Ocado 5 Watches 35

10 Sainsbury 5 New look 30

Source: Chamberlin (2010).

Online value
proposition (OVP)

A statement of the
benefits of e-commerce
service that ideally
should not be available
in competitor offerings or
offline offerings.

(f) Niche affiliates, influencers or bloggers. These are often individuals, but they may
be important; for example, in the UK, Martin Lewis of Moneysavingexpert.com
receives millions of visits every month. Smaller affiliates and bloggers can be impor-
tant collectively.

Again, the relative importance of these site types can be assessed using the services sum-
marised in Box 2.1.

Destination sites

These are the sites that the marketer is trying to generate visitors to, whether these are
transactional sites, like retailers, financial services or travel companies or manufacturers
or brands. Figure 2.4 refers to OVP or online value proposition which is a summary of
the unique features of the site (see Chapters 4 and 8). The OVP is a key aspect to consider
within marketplace analysis — marketers should evaluate their OVPs against competitors’
as part of competitor analysis and think about how they can refine them to develop a
unique online experience. (Competitor analysis is also covered in Chapter 8.)

(oo

Unique visitors
Individual visitors to a

site measured through
cookies or IP addresses
on an individual computer.

Resources for analysing the online marketplace

There is a wealth of research about current Internet usage and future trends which
strategists can use to understand their marketplace. In Table 2.2, we summarise a
selection of free and paid-for services which can be used for online marketplace analy-
sis to assess the number of people searching for information and the popularity of dif-
ferent types of sites measured by the number of unique visitors.

E-consultancy (www.e-consultancy.com) provides a summary of much of the lat-
est research from these sources together with its own reports such as the Internet
Statistics compendium. The pages | curate on Smart Insights link to the latest sources
on online consumer behaviour which we introduced in Chapter 1 (www.smartinsights.
com/book-support).
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Table 2.2 Research tools for assessing your digital marketplace

Service

Usage

1 Google tools
Mainly included within their Adwords
service (http://adwords.google.com)

2 Alexa (www.alexa.com). Free tool, but not

based on a representative sample, see
also www.similarweb.com. The Google

Trends for Websites (http://trends.google.

com/websites, Figure 2.5) gives this
information using a larger sample size.

3 Hitwise (www.hitwise.com). Paid tool,
but free research available at http://
weblogs.hitwise.com and Data centres.

4 Nielsen (www.nielsen.com). Paid tool.
Free data on search engines and
intermediaries available from press-
release section.

5 ComScore www.comscore.com. Paid
tool. Free data on search engines and
intermediaries available from press-
release section.

6 Google Analytics

7 Forrester (www.forrester.com).
Paid research service. Some free
commentary and analysis within blogs
(http://blogs.forrester.com).

8 Smart Insights Digital Marketing
Statistics
(http://bit.ly/smartstatistics).

9 Internet or Interactive Advertising
Bureau (IAB) US: www.iab.net, UK: iab.

uk.net, Europe: www.iabeurope.eu (see
also www.eiaa.net).

10 Internet Media in Retail Group (IMRG)
www.imrg.org.

Google is one of the best sources of accurate
tools for marketplace analysis including:

e Placement tool (this Adwords tool shows
relative size and audience of publishers
in the Google programme)

e Google Trends - variation through time
of search volume by country — no sign-in
required

Keyword Planner — this tool available within
AdWords gives additional detail.

Free service owned by Amazon which
provides traffic ranking of individual sites
compared to all sites. Works best for sites
in top 100,000. Sample dependent on
users of the Alexa toolbar. Compete.com
provides another alternative.

Paid service available in some countries to
compare audience size and search and site
usage. Works through monitoring IP traffic
to different sites through ISPs.

Panel service based on at-home and
at-work users who have agreed to have
their web usage tracked by software. Top
rankings on-site give examples of most
popular sites in several countries.

A similar panel service to Netratings, but
focusing on the US and UK. A favoured
tool for media planners.

Free and paid-for services, which provide
insight into website audience behaviour.

Offers reports on Internet usage and best
practice in different vertical sectors such
as financial services, retail and travel. Free
research summaries available in press-
release section and on its Marketing blog
(http://blogs.forrester.com).

A regularly updated compilation of
statistics including the top 10
recommended statistics sources.

Research focussing on investment in
different digital media channels, in particular
display ads and search marketing.

The IMRG has compilations on online
e-commerce expenditure and most popular
retailers in the UK.
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[ Location of trading in the marketplace j

Electronic
marketplace

A virtual marketplace
such as the Internet in
which no direct contact
occurs between buyers
and sellers.

Disintermediation
The removal of
intermediaries such

as distributors or
brokers that formerly
linked a company to its
customers.

While traditional marketplaces have a physical location, an Internet-based market has no
physical presence - it is a virtual marketplace. Rayport and Sviokla (1996) used this distinc-
tion to coin a new term: electronic marketplace. This has implications for the way in which
the relationships between the different actors in the marketplace occur.

The new electronic marketplace has many alternative virtual locations where an organi-
sation needs to position itself to communicate and sell to its customers. Managers need to
understand the relative importance of different types of sites and consumer and business inter-
actions and information flows. In this section we will review how marketplace channel struc-
tures, the location of trading and multichannel marketing models can be assessed to inform
digital business strategy. Finally, we will review commercial arrangements for transactions.

Review of marketplace channel structures

Marketplace channel structures describe the way a manufacturer or organisation delivers
products and services to its customers. Typical channel structures between business and con-
sumer organisations are shown in Figure 2.6.

A distribution channel will consist of one or more intermediaries such as wholesal-
ers and retailers. The relationship between a company and its channel partners shown in
Figure 2.6 can be dramatically altered by the opportunities afforded by the Internet. This
occurs because the Internet offers a means of bypassing some of the channel partners. This
process is known as disintermediation or ‘cutting out the middleman’. For example, a music
company today can distribute digital tracks straight to sites such as iTunes and Napster, a
major change to their channel strategy which has led to the closure of many music stores.
Bands can even bypass retailers and sell direct; for example, in 2008 Radiohead released their
In Rainbows album direct from their site, allowing purchasers to name their own price!

Channel
partners
(organisation)

Channel
partners
(suppliers)

¢ N
—

Consumer

Organisation
customers

Key

<:> Business-to-consumer (B2C) transactions Business

customers

<:> Business-to-business (B2B) transactions

Q Suppliers A Intermediaries O Customers
Figure 2.6

B2B and B2C interactions between an organisation, its suppliers and its
customers
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Reintermediation
The creation of new
intermediaries between
customers and suppliers
providing services such
as supplier search and
product evaluation.

Debate 2.1

Figure 2.7 illustrates disintermediation in a graphical form for a simplified retail channel.
Further intermediaries such as additional distributors may occur in a business-to-business
market. Figure 2.7(a) shows the former position where a company marketed and sold its
products by ‘pushing’ them through a sales channel. Figure 2.7(b) and Figure 2.7(c) show
two different types of disintermediation in which the wholesaler (b) or the wholesaler and
retailer (c) are bypassed, allowing the producer to sell and promote direct to the consumer.
The benefits of disintermediation to the producer are clear - it is able to remove the sales and
infrastructure cost of selling through the channel. Benjamin and Weigand (1995) calculated
that, using the sale of quality shirts as an example, it is possible to make cost savings of 28 per
cent in the case of (b) and 62 per cent for case (c). Some of these cost savings can be passed
on to the customer in the form of cost reductions.

Although disintermediation has occurred, reintermediation is perhaps a more signifi-
cant phenomenon resulting from Internet-based communications. Figure 2.8 illustrates this
concept. Figure 2.8(a) shows the traditional situation in which many sales were through
brokers such as the Automobile Association (www.theaa.co.uk). With disintermediation
(Figure 2.8(b)) there was the opportunity to sell direct, initially via call centres as with
Direct Line (www.directline.co.uk) and then more recently by their transactional website.
Purchasers of products still needed assistance in the selection of products and this led to the
creation of new intermediaries, the process referred to as reintermediation (Figure 2.8(c)).

In the UK MoneySupermarket.com and Confused.com are examples of
a new intermediary providing a service for people to find online insurance

Countermediation

‘The advent of e-commerce means that
marketers cannot rely on the online
presence of existing intermediaries —
instead they must create their own
online intermediaries.’

at a competitive price. Esurance.com and Insurance.com are US examples.

What are the implications of reintermediation for the e-commerce
manager? First, it is necessary to make sure that your company, as a sup-
plier, is represented on the sites of relevant new intermediaries operat-
ing within your chosen market sector. This implies the need to integrate
databases containing price information with those of different interme-

Countermediation
Creation of a new
intermediary such as a
publisher or comparison
site by an established
company. May be a new
site or acquired through
purchase or partnering.

diaries. Forming partnerships or setting up sponsorship with some inter-
mediaries can give better online visibility compared to competitors. Second, it is important
to monitor the prices of other suppliers within this sector (possibly by using the intermediary
website). Third, it may be appropriate to create your own intermediary; for example, DIY
chain B&Q set up its own intermediary to help budding DIYers, but formerly positioned
separately from its owners. Such tactics to counter or take advantage of reintermediation are
sometimes known as countermediation. A further example is Opodo (www.opodo.com)
which was set up by nine European airlines, including Air France, BA, KLM and Lufthansa.

Producer »| Wholesaler > Retailer » Consumer
(a)

Producer — Wholesaler L Retailer » Consumer
(b)

Producer — Wholesaler Retailer L Consumer
(c)

Disintermediation of a consumer distribution channel showing (a) the
original situation, (b) disintermediation omitting the wholesaler, and
(c) disintermediation omitting both wholesaler and retailer

Figure 2.7




Customer journey
A description of modern
multichannel buyer
behaviour as consumers
use different media to
select suppliers, make
purchases and gain
customer support.

Multichannel
marketing strategy
Defines how different
marketing channels
should integrate and
support each other in
terms of their proposition
development and
communications based
on their relative merits
for the customer and the
company.
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Reintermediation

Figure 2.8 From original situation (a) to disintermediation (b) and reintermediation (c)

Location of trading in the marketplace

Another perspective on the configuration of the marketplace relates to the position of trad-
ing and relative strength between different players within the marketplace.

Berryman et al. (1998) created a useful framework for this, identifying three different
types of location. Seller-controlled sites are the main home page of the company and are
e-commerce enabled. Buyer-controlled sites are intermediaries that have been set up so that
the buyer initiates the market-making. In procurement posting, a purchaser specifies what
they wish to purchase, and a message is sent by email to suppliers registered on the system
and then offers are awaited. Aggregators involve a group of purchasers combining to pur-
chase a multiple order, thus reducing the purchase cost. Neutral sites are independent evalu-
ator intermediaries that enable price and product comparison.

The framework of Berryman et al. (1998) has been updated by McDonald and Wilson
(2002) who introduce two additional locations for purchase which are useful (Table 2.3).

We will see in Chapter 7 that the most successful procurement intermediaries are often
those which are not independent, but are seller-orientated or seller-controlled.

As noted in Chapter 1, Evans and Wurster (1999) have argued that there are three aspects
of navigation that are key to achieving competitive advantage online. These are Reach,
Richness and Affiliation.

The importance of multichannel marketplace models

Online purchasers typically use a combination of channels as they follow their customer
journeys. As they select products and interact with brands, they do not use the Internet in
isolation - they consume other media such as print, TV, direct mail and outdoor ads. It fol-
lows that an effective approach to using the Internet is as part of a multichannel marketing
strategy. This defines how different marketing channels should integrate and support each
other in terms of their proposition development and communications based on their relative
merits for the customer and the company.

Developing ‘channel chains’ to help us understand multichannel behaviour is a power-
tul technique recommended by McDonald and Wilson (2002) for analysing the changes
in a marketplace introduced by the Internet. A channel chain shows alternative customer
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Table 2.3 Different places for online representation

Place of purchase

Examples of sites

A Seller-controlled

B Seller-oriented

C Neutral

D Buyer-orientated

E Buyer-controlled

e \endor sites, i.e. home site of organisation selling products, e.g. www.dell.com

¢ Intermediaries controlled by third parties to the seller such as distributors and agents,
e.g. Opodo (www.opodo.com) represents the main air carriers

e |ntermediaries not controlled by buyer’s industry, e.g. Alibaba (www.alibaba.com)
e Product-specific search engines, e.g. CNET (www.cnet.co.uk/)

e Comparison sites, e.g. MoneySupermarket (www.moneysupermarket.com)

e Auction space, e.g. eBay (www.ebay.com)

e Intermediaries controlled by buyers, e.g. Covisint used to represent the major motor
manufacturers (www.covisint.com), although they now don’t use a single marketplace, but
each manufacturer uses the technology to access its suppliers direct

e Purchasing agents and aggregators

e \Website procurement posting on company’s own site, e.g. Deutsche Telekom Corporate
Procurement portal (www.einkauf.telekom.de), which controls part of the company’s
purchasing budget

Source: Adapted from McDonald and Wilson (2002).

journeys for customers with different channel preferences. It can be used to assess the cur-
rent and future performance of these different customer journeys. An example of a channel
chain is shown in Figure 2.9. A market map can show the flow of revenue between a manu-
facturer or service provider and its customers through intermediaries and new types of inter-
mediaries. Thomas and Sullivan (2005) give the example of a US multichannel retailer that
used cross-channel tracking of purchases through assigning each customer a unique iden-
tifier to calculate channel preferences, as follows: 63% bricks-and-mortar store only, 12.4%
Internet-only customers, 11.9% catalogue-only customers, 11.9% dual-channel customers
and 1% three-channel customers.

Offline journey Mixed-mode journey Online journey
Awareness | Local propert:
of agent b ; o ef 4 Word-of-mouth Search engine Search engine
| AN / |
Search and _ ; @ Estate agent’s @ Portal:
select agents © 1o agents site Rightmove
| I |
Negotiation At home At home Book online
| | |
Viewings ) .
ol Monthly letter Phone/e-mail E-mail/text
Figure 2.9 Example channel chain map for consumers selecting an estate agent to
sell their property
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Commercial arrangement for transactions

Markets can also be considered from another per-
spective — that of the type of commercial arrange-
ment that is used to agree a sale and price between | Innovative business models
the buyer and supplier. The main types of commer- | ‘The new business models associated
cial arrangement are shown in Table 2.4. with the dot-com era were, in fact,

Each of these commercial arrangements is simi- | XiSting models in an online context.
lar to traditional arrangements. Although the mech- Business models and revenue models

have not changed.

anism cannot be considered to have changed, the
relative importance of these different options has
changed with the Internet. Owing to the ability to publish new offers and prices rapidly, auc-
tion has become an important means of selling on the Internet. A turnover of several billion
dollars has been achieved by eBay from consumers offering items such as cars and antiques.

An example of a completely new commercial mechanism that has been made possible
through the web is provided by priceline.com (www.priceline.com). This travel site is char-
acterised by its unique and proprietary ‘Name Your Own Price™ buying service. Here, users
enter the price they wish to pay for airline tickets, hotel rooms or car hire together with their
credit card details. If priceline.com can match the user’s price and other terms with inven-
tory available from its participating suppliers, the deal will go ahead. The brand has also been
licensed in the UK and Asia.

Different types of online intermediary and influencers

As we showed through Figure 2.4, identifying different types of online intermediary as
potential partners to promote an online business is a key part of marketplace analysis. In this
section, we take a more in-depth look at the different types of intermediaries and the busi-
ness and revenue models they adopt.

Table 2.4 Commercial mechanisms and online transactions

Commercial (trading) mechanism Online transaction mechanism of Nunes et al. (2000)

1 Negotiated deal Example: can use similar Negotiation — bargaining between single seller and buyer.
mechanism to auction, as on Commerce One Continuous replenishment — ongoing fulfilment of orders
(www.commerceone.net) under pre-set terms

2 Brokered deal Example: intermediaries such as Achieved through online intermediaries offering auction and
Compare The Market (www.comparethemarket.com) pure markets online

3 Auction Examples: C2C: eBay (www.ebay.com); Seller auction — buyers’ bids determine final price of sellers’

B2B: Industry to Industry (http://business.ebay. offerings. Buyer auction — buyers request prices from multiple
co.uk/) sellers. Reverse — buyers post desired price for seller acceptance

4 Fixed-price sale Examples: all e-tailers Static call — online catalogue with fixed prices. Dynamic call —

online catalogue with continuously updated prices and features
Pure markets Example: electronic share dealing Spot - buyers’ and sellers’ bids clear instantly
Barter Examples: www.intagio.com and Barter — buyers and sellers exchange goods. According to the
www.bartercard.co.uk International Reciprocal Trade Association (www.irta.com),

barter trade was over $9 billion in 2002

Source: Adapted from The All-In-One-Market, Harvard Business Review, pp. 2-3 (Nunes, P., Kambil, A. and Wilson, D. 2000) © 2000 by
the Harvard Business School Publishing Corporation, all rights reserved.
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Portal

A website that acts as a
gateway to information
and services available on
the Internet by providing
search engines,
directories and other
services such as
personalised news or free
email.

Search engines,
spiders and robots
Automatic tools known
as ‘spiders’ or ‘robots’
index registered sites.
Users search this by
typing keywords and are
presented with a list of
pages.

Online business
model

A summary of how a
company will generate
a profit identifying its
core product or service
value proposition, target
customers in different
markets, position in

the competitive online
marketplace or value
chain and its projections
for revenue and costs.

Sarkar et al. (1996) identified many different types of new intermediaries (mainly from a
B2C perspective) which we can still recognise today:

Directories (such as Yahoo!, Excite).

Search engines (AltaVista, Infoseek).

Malls (BarclaySquare, Buckingham Gate).

Virtual resellers (own-inventory and sell-direct, e.g. Amazon, CDNow).

Financial intermediaries (offering digital cash and cheque payment services, such as
Paypal).

e Forums, fan clubs and user groups (referred to collectively as ‘virtual communities’).

e Evaluators (sites which perform review or comparison of services).

Riggins and Mitra (2007) have a more recent evaluation of alternative online market-
place players which we review in Chapter 7. A further type of intermediary is the virtual
marketplace or virtual trading community of the B2B marketplace. From the supplier’s
or manufacturer’s perspective they provide a new channel for selling their products. The
form of these marketplaces is considered in more detail in ‘Focus on B2B marketplaces’ in
Chapter 7.

Summary of the types of intermediary

Intermediaries vary in scope and the services they offer, so naturally terms have evolved to
describe the different types. The main types of intermediary you will identify as part of an
online marketplace analysis are shown in Table 2.5. It is useful, in particular for marketers,
to understand these typessince they act as a checklist for how their companies can be rep-
resented on the different types of intermediaries, online publishers and media owners once
known as portals, a term that has fallen from favour.

The importance of search engines

Search engines are a key type of intermediary for organisations marketing their services
online, since today they are the primary method of finding information about a company
and its products. Research compiled by Searchenginewatch (www.searchenginewatch.com)
shows that over 90% of web users state that they use search engines to find information
online. Their importance can also be seen from their audience sizes by applying the tools
in Table 2.2. We will show how search engines can be used for marketing in more detail in
Chapter 9. As part of marketplace analysis it is useful for companies to assess demand for
products and brand preferences in different countries using tools such as the Google Trends
(Figure 2.5) or the Google Keyword Planner. These show the volume of searches by consum-
ers related to clothes in the UK in a one-month period.

[ Business models for e-commerce j

Defining a clear online business model is essential for a new start-up online business to be
successful. But it’s also important for existing businesses thinking about options to refine
their business model or add new services to their offerings in the light of new opportunities
made possible by the Internet. The Business Model Canvas developed by Osterwald and
Pigneur (2010) is a valuable framework for summarising strategy for online businesses. It
was published as part of a co-creation project involving 470 practitioners from 45 countries.
It’s also available as an app and downloadable templates on the Business Model Generation
site (www.businessmodelgeneration.com).
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Table 2.5 Different types of online intermediary

Type of intermediary

Characteristics

Example

Access portal

Blog

Directory

Geographical (region,
country, local)

Horizontal or functional

portal

Marketplace or auction
site

Price comparison site
or aggregator

Publisher site

Search engine

Media type

Vertical intermediary

Associated with ISP or mobile
service provider

Content updated through time,
typically text-based, but can include
video or audio delivered by RSS
feeds (see Chapter 3 for details)

Listings of sites and businesses
details in categories

May be:
e horizontal
e vertical

Range of services: search engines,
directories, news, recruitment,
personal information management,
shopping, etc.

May be:

e horizontal

e vertical

e geographical

Compares products or services on
different criteria, including price

Main focus is on consumer or
business news or entertainment

Main focus is on search

May be:

e voice (audio podcasts)

e video (video webcasts)
Delivered by streaming media or
downloads of files

Covers a particular market or niche
audience, such as construction, with
news and other services

Orange (www.02.co.uk)
Sky (www.bskyb.com)

Blogger (www.blogger.com) hosts many blogs
Many company blogs are created using Wordpress
(www.wordpress.com)

Business.com (www.business.com), Yell (www.yell.com)

Google country versions
Yahoo! country and city versions
craigslist (www.craigslist.com)

Yahoo! (www.yahoo.com)

Microsoft MSN (www.msn.com)

Google (www.google.com) which for a long period just
focused on search

EC21(www.ec21.com)
eBay (www.ebay.com)

Kelkoo in Europe and Asia (www.kelkoo.com)
Epinions in US (www.epinions.com)

BBC (www.bbc.co.uk)
Guardian (www.guardian.co.uk)
Information Week (www.informationweek.com)

Google (www.google.com)

Ask (www.ask.com)

Baidu in China (www.baidu.com)
Naver in S. Korea (www.naver.com)

Audio podcasts, for example Odeo (www.odeo.com)
Video, for example YouTube (www.youtube.com)
Multimedia publisher, e.g. BBC (www.bbc.co.uk)

Construction Plus (www.constructionplus.co.uk)
Phaidon Atlas of Architecture (www.phaidonatlas.com)

The main sections of the canvas in a logical order to consider them are:

1 Value proposition. This is at the heart of what the business offers to its audiences and
is arguably most important to success.
2 Customer segments. Different target audiences to whom the value propositions will
appeal. In the Business Model Canvas the alternatives reccommended are mass market,
niche market, segmented (broken down further) or a range of diverse segments.
3 Customer relationships. The types of relationships that will be formed, for example
self-service, automated services, communities or more personal assistance. Co-creation

of content may be part of this.
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Channels. The methods by which the organisation’s services will be delivered and the
audiences reached.

Key partners. To exploit online and offline value networks, forming partnerships gives an
opportunity of expanding reach and taking advantage of existing organisations and online
influencers that have built an audience.

Activities. The main activities that need to be performed to deliver the value proposition
to develop revenue.

Resources. Different types of process and people to complete the activities to create and
deliver the value proposition.

Cost structure. Different cost-elements; these should be checked against activities and
resources. Costs are classically broken down into fixed and variable costs and economies
of scale.

Revenue stream. This is the method by which a business derives income. Common online
options are: ad revenue, subscription fees, sales of physical or virtual goods or affiliate-
based commission arrangements. Licensing and leasing are other alternatives.

An example of how these nine different elements of a business model can be applied is shown
in Figure 2.10.

It’s a great framework, but it’s always worth considering what the missing elements of

frameworks are. It’s arguably missing a method of specifying key performance indicators
(KPIs) for evaluating performance of the business model. I recommend adding these to the
relevant sections, in particular for revenue stream, cost structure and key activities. It also

Business model summary

KP: key partners

* Experts - sector
specialists

e Marketing agency and
freelancers

¢ Online Publishers
e.g. iMedia Connection

® Publishing/conference
organisers

 Industry influencers and
bloggers

¢ Trade organisations
e.g. www.theidm.com

C: Cost structure
Fixed costs
¢ Salary

¢ Hosting and software costs

Variable costs
* Content creation
¢ Agency marketing fees
¢ Advertising fees

Created for: Smartinsights.com
By: Dave Chaffey

Date: 1t May 2013
Version: 1.0

CS: Customer
segments

Businesses wanting to
improve their returns

CR: Customer
relationships

* Self-service

¢ Dedicated mentoring and

KA: Key activities
* Content creation
¢ Experience creation
e Service promotion

VP: Value proposition
* 1. Help businesses grow
value by improving cross
channel marketing

¢ Sales maximisation communications using i .
recommendations from . é%rjiig?i%n - blog posts from marketing
ebooks, courses and and forum
software Role:

© Support individual learning e Company owners
and development * Marketing managers
* Deliver specific consulting  Digital marketing
or training advice or managers
mentoring ¢ Consultants
KR: Key resources C: Channels Company type/sector

* Consultant

* Business type

* Agency

* B2B

* Ecommerce/retail
* Not-for-profit

¢ Content creation X2
* Development X2
* Marketing X1

¢ Search marketing

* Email marketing

e Partner arrangements
¢ Social media marketing
¢ Paid advertising

R€: Revenue stream

e Annual subscription to companies and individuals
e Individual product purchase

* Ad revenue

* Consulting and training (direct and affiliate)

e Licensed content revenue

Business Model Canvas example
Source: Smart Insights. With permission.

Figure 2.10
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doesn’t directly consider the impact of different forms of competitors. To help here, it’s also
useful to think through how the canvas would look for successful companies already active
in this market. (We will look further at how to define elements of the business model such as
value proposition and targeting in Chapters 5 and 8.)

A review of the different online business models made available through e-commerce is of
relevance to existing companies, but in particular, start-up companies and online interme-
diaries. Venkatram (2000) pointed out that existing businesses needed to use the Internet to
build on current business models, while at the same time experimenting with new business
models. New business models may be important to gain a competitive advantage over exist-
ing competitors, while at the same time heading off similar business models created by new
entrants. More commonly, they may simply offer a different revenue stream through adver-
tising or charging for services in a new way. For Internet start-ups the viability of a business
model and in particular their sources of revenue will be crucial to their success and funding
from venture capitalists. But what is a business model?

Regardless of the descriptors used, the important point is that as part of strategy develop-
ment, organisations should identify relevant partners and develop tactics for working with
them appropriately.

Finally, Michael Rappa, a professor at North Carolina State University, has a useful compi-
lation of examples of online business models in these and other categories in the link shown
at the end of the chapter. At a lower level, Rappa identifies utilities providers that provide
online services (such as the Internet service providers and hosting companies we discuss in
Chapter 3). Now complete Activity 2.2 to assess whether it is possible to simplify these busi-
ness models and read Case study 2.1 to see examples of new revenue models that can be used
by a forward-looking retailer.

Figure 2.11 suggests a different perspective for reviewing alternative business models.
There are three different perspectives from which a business model can be viewed. Any indi-
vidual organisation can operate in different categories, as the examples below show, but most
will focus on a single category for each perspective. Such a categorisation of business models
can be used as a tool for formulating digital business strategy. The three perspectives, with
examples, are:

1 Marketplace position perspective. The book publisher here is the manufacturer, Amazon
is a retailer and Yahoo! is both a retailer and a marketplace intermediary.

2 Revenue model perspective. The book publisher can use the web to sell direct while Yahoo!
and Amazon can take commission-based sales. Yahoo! also has advertising as a revenue
model.

3 Commercial arrangement perspective. All three companies offer fixed-price sales, but, in
its place as a marketplace intermediary, Yahoo! also offers alternatives.

[ Activity 2.2

Exploring business models

Purpose

To explore the different types of business model available on the web and suggest a
structure for evaluating business models.

Question

Identify overlap between the different business models identified by Timmers (1999).
Can you group the different business models into different types of services? Do you
think these business models operate in isolation?

Answers to activities can be found at www.pearsoned.co.uk/chaffey
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1 Marketplace position

2 Revenue model

3 Commercial model

Y
Manufacturer or Direct product Fixed-orice
primary service sales of salz
provider product or service
B B B A
Y Y
Reseller/retailer Subscription or Brokered or
(intermediary) rental of negotiated
service deal
A B
Y o Y
Commission-based
Marketplace/exchange sales Auction or
(intermediary) (affiliate, auction, spot
marketplace) A
Y Y
Media owner Advertising Bleclush 6r saniies
or publisher (banner ads, bundling
(intermediary) sponsorship)
Supply chain Sales of syndicated Loyalty-based
provider content or services pricing or
or integrator (for media owner) promotions
, Key
Not-for-profit
= 1
organisation x _ X?T:fz%n

B = Book publisher

Revenue models
Describe methods of
generating income for an
organisation.

Figure 2.11 Alternative perspectives on business models

Revenue models

Revenue models specifically describe different techniques for generation of income. For
existing companies, revenue models have mainly been based upon the income from sales of
products or services. This may be either for selling direct from the manufacturer or supplier
of the service or through an intermediary that will take a cut of the selling price. Both of these
revenue models are, of course, still crucial in online trading. There may, however, be options
for other methods of generating revenue; a manufacturer may be able to sell advertising
space or sell digital services that were not previously possible.

Online publisher and intermediary revenue models

For a publisher, there are many options for generating revenue online based around adver-
tising and fees for usage of online services. These options, particularly the first four in the
list below, can also be reviewed by other types of business such as price comparison sites,



CPM (cost-per-
thousand)

The cost to the advertiser
(or the revenue received
by the publisher) when an
ad is served 1,000 times.

CPC (cost-per-click)
The cost to the advertiser
(or the revenue received
by the publisher) of each
click of a link to a third-
party site.

CPA (cost-per-
acquisition)

The cost to the advertiser
(or the revenue received
by the publisher) for each
outcome such as a lead
or sale generated after a
click to a third-party site.

Digital rights
management (DRM)
The use of different
technologies to protect
the distribution of digital
services or content such
as software, music,
movies or other digital
data.
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aggregators, social networks and destination sites which can also carry advertising to supple-
ment revenue. The main types of online revenue model are:

1

6

7

CPM display advertising on-site. CPM stands for ‘cost-per-thousand’ where M denotes
‘mille’. This is the traditional method by which site owners charge a fee for advertising.
The site owner charges advertisers a rate card price (for example £50 CPM) according to
the number of times ads are served to site visitors. Ads may be served by the site own-
er’s own ad server or more commonly through a third-party ad network service such as
DoubleClick (which is owned by Google).

CPC advertising on-site (pay-per-click text ads). CPC stands for ‘cost-per-click’.
Advertisers are charged not simply for the number of times their ads are displayed, but
according to the number of times they are clicked upon. These are typically text ads served
by a search engine such as Google (www.google.com) on what is known as its content
network. Google has its Adsense (http://adsense.google.com) programme for publishers
which enables them to offer text- or image-based ads typically on a CPC basis, but option-
ally on a CPM basis. Typical costs per click can be surprisingly high, i.e. they are in the
range £0.10 to £4, but sometimes up to £20 for some categories such as ‘life insurance’.
The revenue for search engines and publishers from these sources can also be significant:
Google’s annual reports (http://investor.google.com) show that this is between a quarter
and a third of Google’s revenue.

Sponsorship of site sections or content types (typically fixed fee for a period). A
company can pay to advertise a site channel or section. For example, the bank HSBC
sponsors the Money section on the Orange broadband provider portal (www.orange.
co.uk). This type of deal is often struck for a fixed amount per year. It may also be
part of a reciprocal arrangement, sometimes known as a ‘contra-deal’ where neither
party pays.

Affiliate revenue (CPA, but could be CPC). Affiliate revenue is commission-based,
for example I display Amazon books on my site SmartInsights.com and receive around
5% of the cover price as a fee from Amazon. Such an arrangement is sometimes known
as cost-per-acquisition (CPA). Increasingly, this approach is replacing CPM or CPC
approaches where the advertiser has more negotiating power. For example, manufac-
turing company Unilever negotiates CPA deals with online publishers where it is paid
for every email address captured by a campaign rather than a traditional CPM deal.
However, it depends on the power of the publisher, who will often receive more revenue
overall for CPM deals. After all, the publisher cannot influence the quality of the ad crea-
tive or the incentivisation to click which will affect the clickthrough rate and so earnings
from the ad.

Transaction fee revenue. A company receives a fee for facilitating a transaction. Examples
include eBay and Paypal who charge a percentage of the transaction cost between buyer
and seller.

Subscription access to content or services. A range of documents can be accessed from a
publisher for a fixed period. These are often referred to as premium services on websites.
Pay-per-view access to documents. Here payment occurs for single access to a document,
video or music clip which can be downloaded. It may or may not be protected with a
password or digital rights management. I pay to access detailed best-practice guides on
Internet marketing from Marketing Sherpa (www.marketingsherpa.com).

Subscriber data access for email marketing. The data a site owner has about its
customers are also potentially valuable since it can send different forms of email to its
customers if they have given their permission that they are happy to receive email from
either the publisher or third parties. The site owner can charge for adverts placed in
its newsletter or can deliver a separate message on behalf of the advertiser (sometimes
known as ‘list rental’). A related approach is to conduct market research with the site
customers.
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Calculating revenue for an online business

Site owners can develop models (Figure 2.11) of potential revenue depending on the mix of
revenue-generating techniques from the four main revenue options they use on the site given
in the options above.

Consider the capacity of a site owner to maximise revenue or ‘monetise’ their site — which
factors will be important? The model will be based on assumptions about the level of traffic
and number of pages viewed plus the interaction with different types of ad unit. Their ability
to maximise revenue will be based on these factors which can be modelled in the spreadsheet
shown in Figure 2.12:

e Number and size of ad units. This is a delicate balance between the number of ad units
in each site section or page — too many obtrusive ad units may present a bad experience
for site users, too few will reduce revenue. Figure 2.12 has a parameter for the number
of ad units or containers in each ad revenue category. There is a tension with advertisers
who know that the awareness and response they generate from their ads is maximised
when they are as large as practical and in prominent placements. A more accurate revenue
model would develop revenue for different page types such as the home page and different
page categories, e.g. the money or travel sections.

e Capacity to sell advertising. Figure 2.12 also has a parameter for the percentage of ad
inventory sold in each category - for example, for the CPM ad display revenue only
40% of inventory may be sold. This is why you may see publisher sites with their own
‘house ads’ - it is a sign they have been unable to sell all their ad space. A benefit
of using the Google AdSense publisher programme is that inventory is commonly all
used.

o Fee levels negotiated for different advertising models. These will depend on the market com-
petition or demand for advertising space. For ‘pay-per-performance’ advertising options
such as the CPC and CPA models, it also depends on the response. In the first case, the site
owner only receives revenue when the ad is clicked upon and in the second case, the site
owner only receives revenue when the ad is clicked upon and a product is purchased on
the destination merchant site.

o Traffic volumes. More visitors equate to more opportunities to generate revenue through
serving more pages (which helps with CPM-based advertising) or more clicks to third-
party sites (which helps generate revenue from CPC and CPA deals).

o Visitor engagement. The longer visitors stay on a site (its ‘stickiness’), the more page
views that will accumulate, which again gives more opportunities for ad revenue. For a
destination site a typical number of page views per visit would be in the range 5 to 10,
but for a social network, media site or community the figure could be greater than 30.

Considering all of these approaches to revenue generation together, the site owner will seek
to use the best combination of these techniques to maximise the revenue. An illustration of
this approach is shown in Figure 2.12.

To assess how effective different pages or sites in their portfolio are at generating revenue
using these techniques, site owners will use two approaches. The first is eCPM, or effective
cost per thousand. This looks at the total the advertiser can charge (or cost to advertisers)
for each page or site. Through increasing the number of ad units on each page this value
will increase. The other alternative to assess page or site revenue-generating effectiveness is
revenue per click (RPC), also known as ‘earnings per click’ (EPC). Alternatively, revenue can
be calculated as ad revenue per 1,000 site visitors. This is particularly important for affiliate
marketers who make money through commission when their visitors click through to third-
party retail sites, and then purchase there.

Activity 2.3 explores some of the revenue models that are possible.
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Ad revenue option Measure Site
Pages served 100,000
CPM (Cost Per Thousand) £2
% Inventory served 40%
Avg. Clickthrough (CTR %) 0.10%
Display Ad units served per page 2
advertising (CPM) Clicks - CPM ads 80
Revenue - display ads £160
Earnings per 100 clicks (EPC) £200.0
eCPM - display ads £1.60
% Inventory served 100%
Avg. Clickthrough (CTR %) 0.30%
Fixed Ad units served 1 1
run-of-site Clicks — fixed 300
sponsorship Revenue - fixed sponsorship £3,000
Earnings per 100 clicks (EPC) £1,000.0
eCPM - fixed £30.00
% Inventory served 100%
Avg. Clickthrough (CTR %) 1.00%
Avg. Cost Per Click £0.30
Text ad Ad units served per page 1
advertising (CPC) Clicks - CPC ads 1,000
Revenue - CPC ads £300
Earnings per 100 clicks (EPC) £30.0
eCPM - CPC ads £3
% Inventory served 100%
Avg. Clickthrough (CTR %) 0.50%
Ad units served per page 1
Clicks - Affiliates 500
Affiliate Desination conversion rate (%) 3%
commission Average order value £100
Commission % 10%
Revenue - affiliates £150
Earnings per 100 clicks (EPC) £30.0
eCPM - affiliates £1.50
Clicks - total 1,880
Overall metrics Revenue - total £3,610
for site Earnings per 100 clicks (EPC) - total £192.02
eCPM - total £36.10

‘ Blue cells = input variables — vary these for ‘what-if’ analysis

’ Orange cells = Output variables (calculated — do not overtype) ‘

Example spreadsheet for calculating a site revenue model

Figure 2.12

Note: Available for download at http://www.smartinsights.com/
conversion-model-spreadsheets/




66 Part 1 Introduction

‘ Activity 2.3 Revenue models at online media sites

Purpose

To illustrate the range of revenue-generating opportunities for an online publisher. This
site looks at three alternative approaches for publishing, referencing three different
types of portal.

Question
Visit each of the sites in this category:

1 Summarise the revenue models which are used for each site by looking at the infor-
mation for advertisers and affiliates.

2 What are the advantages and disadvantages of the different revenue models for the
site audience and the site owner?

3 Given an equivalent audience, which of these sites do you think would generate the
most revenue? You could develop a simple spreadsheet model based on the fol-
lowing figures:

e Monthly site visitors: 100,000; 0.5% of these visitors click through to affiliate
sites where 2% go on to buy business reports or services at an average order
value of 100 CPM.

e Monthly page views: 1,000,000; average of three ads displayed for different
advertisers at 20 CPM (we are assuming all ad inventory is sold, which is rarely
true in reality).

e Subscribers to weekly newsletter: 50,000; each newsletter broadcast four times
per month has four advertisers each paying at a rate of 10 CPM.

Note: These are not actual figures for any of these sites.
The sites are:

e Marketing Profs (www.marketingprofs.com)
e Smart Insights (www.smartinsights.com)
e Marketing Sherpa (www.marketingsherpa.com).

Answers to activities can be found at www.pearsoned.co.uk/chaffey

{ Online start-up companies }

Dot-coms

Businesses whose main
trading presence is on the
Internet.

Clicks-only or
Internet pureplay
An organisation with
principally an online
presence.

Bricks and mortar
or multichannel
business

A traditional organisation
with limited online
presence.

To conclude the chapter, we review how to evaluate the potential of new Internet start-
ups. Many ‘dot-coms’ were launched in response to the opportunities of new business
and revenue models opened up by the Internet in the mid-to-late 1990s. We also con-
sider what lessons can be learnt from the dot-com failures. But Table 1.1 showed that
innovation and the growth of Internet pureplays did not end in 2000, but rather many
successful online companies such as digital publishers and social networks have devel-
oped since then.

An Internet ‘pureplay’ which only has an online representation is referred to as
‘clicks-only’ as opposed to a ‘bricks-and-mortar’ or multichannel business’. A pureplay
typically has no retail distribution network. It may have phone-based customer service, as is
the case with office supplier Euroffice (www.euroffice.co.uk), or not, as is the case with finan-
cial services provider Zopa (www.zopa.com), or it may offer phone service for more valuable
customers, as is the case with hardware provider dabs.com (www.dabs.com).



Churn rate

The proportion of
customers (typically
subscribers) that no
longer purchase a
company’s products
in a time period.
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Assessing online businesses

As with all new companies, it is difficult for investors to assess the long-term sustainability of start-
ups. There are a number of approaches that can be used to assess the success and sustainability of
these companies. There have been many examples where it has been suggested that dot-com com-
panies have been overvalued by investors who are keen to make a fast return from their invest-
ments. There were some clear anomalies if traditional companies are compared to dot-coms.

Valuing Internet start-ups

Desmet et al. (2000) apply traditional discounted cash flow techniques to assess the potential
value of Internet start-ups or dot-coms. They point out that traditional techniques do not work
well when profitability is negative, but revenues are growing rapidly. They suggest that for new
companies the critical factors to model when considering the future success of a company are:

1 The cost of acquiring a customer through marketing.

2 The contribution margin per customer (before acquisition cost).

3 The average annual revenues per year from customers and other revenues such as banner
advertising and affiliate revenues. These are often measured as ARPU or average revenue
per user, as reported for companies like Betfair, eBay and Facebook in Chapter 1.

4 The total number of customers.

5 The customer churn rate.

As would be expected intuitively, modelling using these variables indicates that for compa-
nies with a similar revenue per customer, contribution margin and advertising costs, it is the
churn rate that will govern their long-term success. To look at this another way, given the
high costs of customer acquisition for a new company, it is the ability to retain customers for
repeat purchases which governs the long-term success of companies. This then forces dot-
com retailers to compete on low prices with low margins to retain customers.

A structured evaluation of the success and sustainability of UK Internet start-ups has
been undertaken by management consultancy Bain and Company in conjunction with
Management Today magazine and was described in Gwyther (1999). Six criteria were used to
assess the companies as follows.

1 Concept
This describes the strength of the business model. It includes:

e potential to generate revenue including the size of the market targeted;

e superior ‘customer value’, in other words how well the value proposition of the service is
differentiated from that of competitors;

e first-mover advantage (less easy to achieve today).

2 Innovation

This criterion looks at another aspect of the business concept, which is the extent to which
the business model merely imitates existing real-world or online models. Note that imitation
is not necessarily a problem if it is applied to a different market or audience or if the experi-
ence is superior and positive word-of-mouth is generated.

3 Execution

A good business model does not, of course, guarantee success. If there are problems with
aspects of the implementation of the idea, then the start-up will fail. Aspects of execution that
can be seen to have failed for some companies are:

e Promotion - online or offline techniques are insufficient to attract sufficient visitors to
the site.
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Burn rate

The speed at which dot-
coms spent investors’
money.

e Performance, availability and security — some sites have been victims of their own suc-
cess and have not been able to deliver fast access to the sites or technical problems have
meant that the service is unavailable or insecure. Some sites have been unavailable despite
large-scale advertising campaigns due to delays in creating the website and its supporting
infrastructure.

e Fulfilment - the site itself may be effective, but customer service and consequently brand
image will be adversely affected if products are not despatched correctly or promptly.

4 Traffic

This criterion is measured in terms of the number of visitors, the number of pages they visit
and the number of transactions they make which control the online ad revenues. Page impres-
sions or visits are not necessarily an indication of success but are dependent on the business
model. After the viability of the business model, how it will be promoted is arguably the most
important aspect for a start-up. For most companies a critical volume of loyal, returning and
revenue-generating users of a service is required to repay the investment in these companies.
Promotion from zero base is difficult and costly if there is a need to reach a wide audience.
An important decision is the investment in promotion and how it is split between online and
offline techniques. Perhaps surprisingly, to reach the mass market, traditional advertising
was required to get the message about the service across clearly to the numbers required. For
example, Boo had major TV and newspaper campaigns which generated awareness and visits,
but didn’t translate to sufficient initial or repeat transactions. Some of the other start-up com-
panies such as lastminute.com and Zopa.com have been able to grow without the initial invest-
ment in advertising. These have grown more organically, helped by favourable word of mouth
and mentions in newspaper features supported by some traditional advertising. Promotion for
all these companies seems to indicate that the Internet medium is simply adding an additional
dimension to the communications mix and that traditional advertising is still required.

5 Financing

This describes the ability of the company to attract venture capital or other funding to help
execute the idea. It is particularly important given the cost of promoting these new concepts.

6 Profile

This is the ability of the company to generate favourable publicity and to create awareness
within its target market.

These six criteria can be compared with the other elements of business and revenue mod-
els which we discussed earlier in this chapter.

Examples of e-commerce failures

We can learn from examples of failure. They’re not written up that commonly since naturally
those involved don’t want to share their failures.

Boo.com is an interesting case of the potential and pitfalls of an e-commerce start-up and
criteria for success, or one could say of how not to do it’. The boo.com site was launched
in November 1999 following two significant delays in launching and in January 2000 it was
reported that 100 of its 400 employees had been made redundant due to disappointing initial
revenues of about £60,000 in the Christmas period. Boo faced a high ‘burn rate’ because
of the imbalance between promotion and site development costs and revenues. As a con-
sequence, it appeared to change its strategy by offering discounts of up to 40 per cent on
fashions from the previous season. Closure followed in mid-2000 and the boo.com brand
was purchased by an American entrepreneur who still continues to use the brand. (Boo.com
features as a case study in Chapter 5.) Investors provided a reported £74 million in capital.
This enthusiasm is partly based on the experience of two of the founders in creating bokus.
com, a relatively successful online bookseller.



This case is about a specialist travel and education com-
pany, focussing on its online TEFL (Teaching English as
a Foreign Language) courses. The case illustrates the
importance of marketplace analysis.

i-to-i background

i-to-i (www.i-to-i.com) is an international organisa-
tion with offices in the UK, USA, Ireland and Australia.
Twenty thousand people have selected i-to-i as they
travel on ventures to support 500 worthwhile pro-
jects on five continents and it has also trained a fur-
ther 80,000 people as TEFL teachers. This service is
offered through the main site and also through a spe-
cialist online TEFL site (www.onlinetefl.com) on which
this case focusses.

The history of i-to-i

The founder of i-to-i, Deirdre Bounds, was inspired to
create the company following a career break which took
her to teach English in Japan, China and Greece and
drive a backpackers’ bus in Sydney. The company ini-
tially started through creating TEFL courses, eventually
leading to organising volunteer projects.

Since 2003 the company has supported the i-to-i
Foundation, a registered charity committed to provid-
ing funds to the most needy community and ecological
projects in the i-to-i family. In 2007, i-to-i became part of
the TUI travel group.

Proposition
The main features of the i-to-i TEFL proposition are:

e [nternational accreditation: i-to-i is externally accred-
ited by the ODLQC in order to ensure that its courses
are rigorously monitored and always meet the high-
est industry standards.

e World-class reputation: i-to-i has four offices
worldwide and it has over 12 years’ experience
teaching TEFL.

e Partnership: i-to-i is preferred TEFL course provider
for STA Travel, Opodo and Lonely Planet.

e Complete student support: Students receive advice
on how to get work abroad, how best to prepare for
their time away and up to the minute advice on cur-
rent job opportunities.

e Highly experienced tutors: All i-to-i tutors have at
least three years’ overseas teaching experience.
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Case Study 2.1 i-to-i — a global marketplace for a start-up company

This proposition is backed up by ‘the i-to-i TEFL
Promise’:

1  We will beat any equivalent and cheaper course by
150%.

2 If you’re not entirely satisfied after the first seven
days, we’ll give you a full refund.

3 Our experience, our high academic standards and
the quality of our courses mean that i-to-i TEFL cer-
tificates are recognised by thousands of language
schools worldwide.

Additionally, i-to-i can offer to help students find TEFL
jobs abroad.

Audience segmentation
The main segmentation used by i-to-i is geographic:

UK

North America

Europe

Australia and New Zealand
Rest-of-world (same as UK)

Different brochures are also available for each geo-
graphical area.

Information is also collected on an optional basis
about prospects’ age and status, although these are not
used for targeting emails. Status categories are:

Student
Employed
Self-employed
Career break
Unemployed
Retired

Since optional information is restricted to certain lead
tools it is not used to target emails. For weekend TEFL
courses, postcode/city is used to target courses to
prospects.

Competitors

Some of the main competitors for online TEFL courses
based in the UK and Australia include:

e www.cactustefl.com
e www.teflonline.com
e www.eslbase.com

In the US, competitors who also operate in the UK and
other countries include:
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e www.teflcorp.com/
e |TTP (International Tefl-Tesol-Online) www.tefl-tesol-
online.com

Media mix

i-to-i uses a combination of these digital media chan-
nels to drive visits, leads and sales:

e Pay per click (PPC) (mainly Google AdWords)

Social media marketing using Facebook, Twitter and
i-to-i’'s own traveller community

Natural search

Affiliate marketing

Display advertising

Email marketing

Conversion process

Detailed content to help visitors decide on purchasing a
course is available on the site. This includes module out-
lines and FAQs. Specific landing pages have not been
used to convert visitors from paid search or affiliates,
for example. Instead, the destination page for visitors
from referring sites is the main category page for the
product preference indicated by the search performed
(for example, online TEFL).

A number of engagement devices are used to gener-
ate leads, including brochures, ‘TEFL tasters’, an email
guide and campaign promotions such as winning a
course.

Such leads are followed up through a series of wel-
come emails. Results are monitored, but emails are not
proactively followed up on. There is no phone follow-up
of leads due to the relative low value of the products,
but site visitors are encouraged to ring or set up a call-
back which often leads to higher conversion rates.

Source: Smart Insights (2012) i-to-i case study. Written by Dave
Chaffey and Dan Bosomworth with agreement from the company.

Marketplace challenges
The main marketplace challenges faced by i-to-i are:

1 Increasing its presence and conversion effectiveness
in a competitive market in different geographies:

(@) i-to-i has good exposure in the UK, its primary
market, but operates in a cluttered marketplace
with price being the main differentiator (prod-
ucts are similar and some competitors are just
as established etc.).

(b) Research suggests that there is good opportu-
nity within the US, but exposure is more limited
because of the cost of pay-per-click advertising
and because presence in natural search favours
the US.

(c) Rest-of-world sales (outside of UK, USA,
Canada, Ireland/Europe, Australia, New
Zealand) are increasing and this is believed to
be a growing market. i-to-i seeks to penetrate
these markets, but in a cost-effective way that
will not distract attention from main markets.

2 Increasing demand through reaching and educat-
ing those considering travel who are not aware of
TEFL courses and the opportunities they unlock.
For example, many will look for casual work in other
countries, e.g. in bars or in agriculture, but will be
unaware of TEFL.

Questions

1 Select one country that i-to-i operates in and sum-
marise the main types of sites and businesses
involved using a marketplace map (Figure 2.4).

2 Review the different factors that i-to-i will need
to review to gauge the commercial effectiveness
of its online presence in different geographic
markets.

Mini case study 2.3 gives a more recent example an e-retail failure with serious

consequences.

Why dot-coms failed

At the end of Chapter 5 we review the reasons for failed digital business strategies and, in
Case study 5.3, we examine the reasons for one of the most spectacular dot-com failures -
Boo.com. We will see that in many cases it was a case of an unsound business strategy, or
ideas before their time. Many of the dot-coms were founded on innovative ideas which
required a large shift in consumer behaviour. A rigorous demand analysis would have shown
that, at the time, there were relatively few Internet users, with the majority on dial-up con-
nections, so there wasn’t the demand for these services. We see in the Boo.com example that
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Mini Case Study 2.3 Ecomum fails to control its revenue model

Ecomom was a small start-up Internet retail company selling earth friendly mum and maternity products
including food, toys, apparel, and other baby related items. With headquarters in Las Vegas and San
Francisco and a third-party fulfilment in Los Angeles, any volume could be shipped within 24 hours. Founded
in 2007, by 2011 it had turnover of just over $1 million, but a further round of investment of $12 million was
required further growth, but at what cost?

Business Insider (2013) describes the story of the eventual failure of the company in 2013. With hindsight
it’s difficult to understand investment in the company, but perhaps this was buoyed by the success story of
Tony Hsieh building Las Vegas-based Zappos into an online shoe and retail business that Amazon acquired
for $1.2 billion. Of course, investors require growth and Ecomum did achieve revenues of nearly $4 million
in 2013. But investors also require a return on their investment and, as you’ll read, the way growth was
achieved was far from profitable.

Philip Prentiss, who joined the company in 2011 as financial controller, was the first dedicated finance
person. As with many start-ups, payroll, tax and accounts are outsourced to third-party bookkeepers. Many
company failures are not written up because employees don’t want to share the story of failure. But in a
candid summary of his time at the failed company, Prentiss (2013) describes the reasons, starting with the
lack of financial prudence. Describing Ecomom CEO Jody Sherman, he says:

He was not a numbers guy. | would bring the financial statements to Jody who would glance at them so
cursorily and wave me away with ‘no one can understand this without extensive analysis’. Critically, he did
not understand margin. At the end of December when things were getting truly desperate, he said to me
‘Phil, just bring me a forecast that shows how much we need to sell to break even.’ He did not understand,
after three years of negative margin, that increased sales resulted in increased losses.

In this open letter describing the failure of the company Prentiss shows how the financial presenta-
tion format hid a contribution margin of —48% which he identified when he joined the company. In other
words, for every additional $60 average order shipped the variable cost was $89 and the company lost $29.
This situation was caused by heavy discounting, with common use of 50% discounts on daily deal sites
like Groupon. To make matters worse, although discounts were meant to be one time only, the company
couldn’t limit them by customer, so every discounted order had a 50% reduction regardless of whether they
were from a new company or an existing company. The company sales manager was paid based on sales
achieved before discounting. At the same time, there were no premium lines or own-label items where mar-
gin could have been better. In addition, this is a fiercely competitive growing sector with established retail
brands such as Whole Foods or general retailers such as Amazon selling similar goods.

By mid-Autumn 2012, a $860K loss for the previous quarter was the result of the discounting strategy.
Prentiss notes that no substantive changes were made to the business strategy and, starting from $4.8 mil-
lion capital raised in August for the five months through 31 December, the company lost $1.1 million after
variable cost, spent $1.7 million more on overhead and locked up another $1.2 million in inventory, leaving
less than $1 million in the bank.

Sadly, the company closed early in 2013 and shortly afterwards, the CEO, Jody Sherman, took his own life.

In the unsentimental way of business, Ecomom’s domain and customer list were purchased by a com-
petitor and the website was planned for reopening later in 2013 with this more than unfortunate legacy.

But the lasting legacy of the company and its founder may be how it has highlighted the pressure of run-
ning a start-up. Business Insider quotes Dave McClure, an investor in Ecomom and the entrepreneur behind
investment firm 500 Startups, who says:

Oh Jesus, [founding a company] can suck. | can remember facing extremely ‘dark days’ as an entrepre-
neur. | went through layoffs, co-founder battles, and wife battles, and not for much gain. It was a hell of a
lot of work for not a hell of a lot of return. Then there are days when you sit in a corner and cry. You can’t
really do anything else. You don’t have a social life. You don'’t really want to interact with family and friends
because there’s just not much context for them. Your world revolves around your startup and it’s all about
trying to survive and not look like an idiot in front of employees.
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there were also failings in implementation, with technology infrastructure resulting in ser-
vices that were simply too slow and the consequent poor experience leading to sales conver-
sion rates and returning customer rates that were too low for a sustainable business.

Remember, though, that many companies that identified a niche and carefully controlled
their growth did survive, so we finish the chapter on a more positive note with this case study
of Firebox.com.

Mini Case Study 2.4 Firebox.com survives the dot-com boom and bust

Firebox.com (Figure 2.13) opened its virtual doors in 1998 as hotbox.co.uk, an Internet retailer which was
founded by university flatmates Michael Smith and Tom Boardman. Initially operating out of Cardiff, the
company saw rapid initial growth due to the success of the founders’ invention, the Shot Glass Chess Set.
In the summer of 1999 the company moved to London and re-launched as Firebox.com.

eSuperbrands (2005) described Firebox products as ‘unique, unusual and quirky products from around
the world’. Examples include unusual gadgets and gifts, such as retro gaming lamps, DIY food and drink
kits, and, of course, VW Campervan tents. With many traditional retailers and other niche players operating
in this sector now, Firebox positions itself as being one of the first outlets for innovative products. Firebox
makes use of the collaborative nature of the web with C2C interactions where Firebox.com customers
describe their experiences with products by submitting reviews. Customers are also encouraged to send in
photos and videos of them in action via social media channels.

Initially a ‘pureplay’ Internet-only business, Firebox is now a multichannel retailer, providing a mail-order
service via its catalogue and corporate products (including sales promotion and staff incentives for Yahoo!,
Oracle, Five, Siemens and Santander plus wholesale and trade suppliers). The trade suppliers then distribute
products to other online and offline e-retailers.
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Firebox received £500,000 of investment from New Media Spark, with further funding from private inves-
tors. Sales grew 156% a year from £262,000 in 2000 to £4.4 million in 2003 and £8 million in 2004 from
175,000 orders. In the same vyear, it received 4.5 million page impressions and 680,000 monthly unique
visitors, according to the Nielsen//Netratings panel (eSuperbrands, 2005). Firebox.com became profitable in
2001.

One of the reasons for the success of Firebox is the way it has embraced traditional channels to market.
Silicon.com (2004) reports that head of PR Charlie Morgan explained: ‘In a marketplace that was fast becom-
ing cluttered there was a strong need to both expand the customer base and ensure that Firebox itself grew
as a brand. By building in a programme of catalogue drops, Firebox aimed to recruit many new customers
who had not thought of the Internet as a purchasing medium, increase turnover and of course grow the
brand.’

In 2009, the company reported that the Firebox.com website attracted nearly 10 million visits in 2009 and
served 48 million page impressions according to Google Analytics. The email newsletter is sent twice a week
to over 700,000 recipients while over 1 million copies of the catalogue are circulated annually. In 2010, the
revenue of the business was £14.4 million. By continuing to look for a niche in the market and playing to
its strengths, the company has continued to be a profitable, growing, independently owned company. In
2013 the company continued trading with a mobile responsive site. (See Chapter 11 for more details on this
approach.)

Source: Company website, About Us, eSuperbrands (2005) and Silicon.com (2004). With thanks to www.firebox.com.

-

[“summary

The constantly changing digital business environment should be monitored by all
organisations in order to be able to respond to changes in social, legal, economic,
political and technological factors together with changes in the immediate market-
place that occur through changes in customer requirements and competitors’ and
intermediaries’ offerings.

2 The online marketplace involves transactions between organisations and consum-
ers (B2C) and other businesses (B2B). Consumer-to-consumer (C2C) and con-
sumer-to-business categories (C2B) can also be identified.

3 The Internet can cause disintermediation within the marketplace as an organisa-
tion’s channel partners such as wholesalers or retailers are bypassed. Alternatively,
the Internet can cause reintermediation as new intermediaries with a different pur-
pose are formed to help bring buyers and sellers together in a virtual marketplace
or marketspace. Evaluation of the implications of these changes and implementa-
tion of alternative countermediation strategies are important to strategy.

4 Trading in the marketplace can be sell-side (seller-controlled), buy-side (buyer-
controlled) or at a neutral marketplace.

5 A business model is a summary of how a company will generate revenue identify-
ing its product offering, value-added services, revenue sources and target custom-
ers. Exploiting the range of business models made available through the Internet is
important to both existing companies and start-ups.

6 The Internet may also offer opportunities for new revenue models such as commis-
sion on affiliate referrals to other sites or banner advertising.

7 The opportunities for new commercial arrangements for transactions include nego-
tiated deals, brokered deals, auctions, fixed-price sales and pure spot markets,
and barters should also be considered.

8 The success of Internet start-up companies is critically dependent on their busi-
ness and revenue models and traditional management practice.
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‘ Exercises Answers to these exercises are available online at www.pearsoned.co.uk/chaffey

Self-assessment questions

1 Outline the main options for trading between businesses and consumers.

2 Explain the concepts of disintermediation and reintermediation with reference to
a particular industry; what are the implications for a company operating in this
industry?

3 Describe the three main alternative locations for trading within the electronic
marketplace.

4 What are the main types of commercial transactions that can occur through the
Internet or in traditional commerce?

5 Digital business involves re-evaluating value chain activities. What types of changes
can be introduced to the value chain through digital business?

6 List the different business models identified by Timmers (1999).
7 Describe some alternative revenue models for a website from a magazine publisher.

8 Draw a diagram summarising the different types of online marketplace.

Essay and discussion questions
1 ‘Disintermediation and reintermediation occur simultaneously within any given
market.” Discuss.

2 For an organisation you are familiar with, examine the alternative business and
revenue models afforded by the Internet and assess the options for the type and
location of e-commerce transitions.

3 For a manufacturer or retailer of your choice, analyse the balance between partner-
ing with portals and providing equivalent services from your website.

4 Contrast the market potential for B2B and B2C auctions.

5 Select an intermediary site and assess how well it makes use of the range of busi-
ness models and revenue models available to it through the Internet.

Examination questions

1 Explain disintermediation and reintermediation using examples.

2 Describe three different revenue models for a portal such as Yahoo!

3 What is meant by buy-side, sell-side and marketplace-based e-commerce?
4 What are the different mechanisms for online auctions?

5 Describe two alternative approaches for using digital business to change a com-
pany’s value chain.

6 Explain what a business model is and relate it to an Internet pureplay of your
choice.

7 Outline the elements of the digital business environment for an organisation and
explain its relevance to the organisation.

8 Give three different transaction types that an industry marketplace could offer to
facilitate trade between buyers and suppliers.
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@ [ Web links j

These sources are listed at the end of Chapter 4 and examples given in that chapter.

FastCompany (www.fastcompany.com) Also covers the development of business models
with a US focus.

Ghost sites (www.disobey.com/ghostsites) Steve Baldwin’s compilation of failed e-busi-
nesses, including the Museum of E-failure!

Paid Content (www.paidcontent.org) Covers the development of revenue models for
publishers.

Mohansawhney.com (www.mohansawhney.com) Papers from e-business specialist, Mohanbir
Sawhney of Kellogg School of Management, Northwestern University, Evanston, IL, USA.

Michael Rappa’s Business Models page (http://digitalenterprise.org/models/models.html)
Michael Rappa is a professor at North Carolina State University.

Dave Chaffey’s Smart Insights (www.smartinsights.com) Discussion on business models
and spreadsheets for modelling publishing and e-commerce revenue.
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After completing this chapter the reader should be able to:

e Outline the range of hardware and software technologies used to
build a digital business infrastructure within an organisation and
with its partners

o Review the management actions needed to maintain service
quality for users of digital platforms

[omoomeimes

The issues for managers raised in this chapter include:

e What are the practical risks to the organisation of failure to
manage the e-commerce infrastructure adequately?

e How should we evaluate alternative models of delivering web
services?

[ Links to other chapters j

This chapter is an introduction to Internet hardware and software
technologies. It gives the technical background to Chapters 1 and

2 and to Parts 2 and 3. Its focus is on understanding the technology
used but it also gives an introduction to how it needs to be
managed. The main chapters that cover management of the digital
business infrastructure are:

e Chapter 10, Change management

e Chapter 11, Analysis and design (including architecture design)

e Chapter 12, Implementation and maintenance - this focuses on
the issues in selecting the software used for publishing content
such as content management systems and blogs



78 Part 1 Introduct

ion

[ Introduction

J

Digital business
infrastructure

The architecture of
hardware, software,
content and data used
to deliver e-business
services to employees,
customers and partners.

Defining an adequate technology infrastructure is vital to all start-up online businesses and
existing companies making the transformation to digital business. The infrastructure and
support of different types of digital platforms directly affect the quality of service experienced
by users of the systems in terms of speed and responsiveness. The range of digital services
provided also determines the capability of an organisation to compete through differentiat-
ing itself in the marketplace. Mcafee and Brynjolfsson (2008) suggest that to use digital tech-
nology to compete, the mantra for the CEO should be:

Deploy, innovate, and propagate: First, deploy a consistent technology platform. Then sepa-
rate yourself from the pack by coming up with better ways of working. Finally, use the platform
to propagate these business innovations widely and reliably. In this regard, deploying IT serves
two distinct roles — as a catalyst for innovative ideas and as an engine for delivering them.

Digital business infrastructure refers to the combination of hardware such as servers and
client desktop computers and mobile devices, the network used to link this hardware and
the software applications used to deliver services to workers within the business and also
to its partners and customers. Infrastructure also includes the architecture of the networks,
hardware and software and where it is located. Finally, infrastructure can also be considered
to include the methods for publishing data and documents accessed through applications.
A key decision with managing this infrastructure is which elements are located within the
company and which are managed externally.

Through being aware of potential infrastructure problems, managers of an organisation
can work with their partners to ensure that a good level of service is delivered to everyone,
internal and external, who is using the e-business infrastructure. To highlight some of the
problems that may occur if the infrastructure is not managed correctly, complete Activity 3.1.

[ Activity 3.1

Infrastructure risk assessment

Purpose

To indicate potential problems to customers, partners and staff of the e-business if
technical infrastructure is not managed adequately.

Activity

Make a list of the potential technology problems faced by customers of an online
retailer. Consider problems faced by users of digital business applications which are
either internal or external to the organisation. Base your answer on problems you have
experienced on a website that can be related to network, hardware and software fail-
ures or problems with data quality.

Answers to activities can be found at www.pearsoned.co.uk/chaffey

In this chapter we focus on the management decisions involved with creating an effective
technology infrastructure rather than explaining the technology in detail. We explained the
technology such as TCP/IP/XML and XML in more detail in previous editions, when it was less
familiar to readers. In this edition, the technology introduction is covered through references
to other sources and online material taken from other editions. Research and feedback from
users of the book have shown that this knowledge usually exists from other courses, modules
or from work, so there is little value in duplicating it. Instead, there is a demand to learn more
about the management issues of deploying the technology, summarised in Table 3.1.

The interview on Magiq gives an example of how integration of a service into a website
can help deliver better results for a business.
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Table 3.1 Key management issues of digital business infrastructure

Main issue Detail Where covered?

Which digital access platforms Mobile platforms such as tablets and We introduce the key types of

should we support? smartphones are rapidly increasing in consumer access platforms and data
importance, so the right investment exchange options, and the opportunities
decisions need to be taken here. Other  of mobile marketing at the start of the
data exchange methods between chapter.

services such as feeds and APIs also
need to be considered.

Setup and selection of services Many managers are involved in A section on setup of customer-
for a new digital service. managing the introduction of a new facing digital service addresses these
service where they have to select a management decisions, including
platform, suppliers and models for domain selection, use of hosting
access and data storage. providers and cloud services.
How do we achieve quality of Requirements are: business fit, security, Section on ISPs in this chapter,
service in digital services? speed, availability and level of errors Chapter 11 on design, Chapter 12 on
implementation
Where do we host applications? Internal or external sourcing and hosting Management issues in creating a new
via web services customer-facing digital service in this
chapter
Application integration Integration of digital business solutions  Section on technology options and
with: standards for supply chain management
— legacy systems in Chapter 6

— partner systems
— B2B exchanges and intermediaries

How do we publish and manage How are content and data updated so Web content management, blogs and

content and data quality? that they are up to date, accurate, easy  feeds are introduced in this chapter and
to find and easy to interpret? in more detail in Chapters 11 and 12
How do we manage employee Staff can potentially waste time using the Covered in Chapter 11 in ‘Focus on
access to the Internet? Internet or can act illegally Security design for digital business’
How do we secure data? Content and data can be deleted in error Safeguards are described in Chapter 11

or maliciously

‘ Real-world Digital Business Creating dynamic personalisation software

Q. Give some examples of how Magiq is being used and the benefits it offers

Two of our clients are using Magiq in quite different ways:

Hotel Reservation Service (HRS) is using Magiq to build customer databases from
the interactions of the visitors on its website. Magiq records how users interact with
the site and logs key information about their behaviour. This includes information about
their physical location (town/country), their organisation, any search terms they have
used (in reaching the site), other information which helps to characterise their interest
(e.g. if they have registered for a newsletter, requested additional information etc.), and
it also particularly looks for email addresses that they have entered into the site.
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Magig makes this information available in two forms:

1 as real-time profile information, so that HRS can write Triggers to present specific
pieces of content for certain types of user. So for example, if a customer has indi-
cated that they are an SME or procurement manager, then the Trigger can ensure
that information relevant to them is injected into the pages presented. By using the
Magiq historic customer profile Magiq ensures that the right information is provided
on each visit, even if the user does not re-identify themselves.

2 as customer lists. Magiq provides lists of people who are being very active (indi-
cating that they may be ‘ready to buy’) and would benefit from a call from HRS’s
sales teams, and it also provides lists of people who look ready to defect (because
they were regular users, but have stopped arriving). These lists are downloaded by
HRS’s sales and customer support teams to help them target their activities and
communications to the right people with the right message. Because Magiq pro-
vides all the contact information for each visitor (which the visitors provided to the
website), together with the data that identifies the customer segment they are in,
this communication can be very accurate.

FBTO was one of Magiq’s early beta customers. It is an insurance company, and
used Magiq’s data to personalise the home page for different segments of users. The
company identified four stages of engagement in the brand, from users showing an
interest in a specific product, to users who had purchased a specific product. For each
segment and for each product group FBTO created a small banner which provided
specific information for users in that segment on the product group of interest.

By making this simple change, FBTO increased its conversion rates by 15%.

It also used the data to allow its call centre to contact people who looked to be on
the point of buying, but had not made their purchase online. Targeting calls in this way
produced a campaign that resulted in a sale to one in every three people called.

Q. What are the differences to other similar tools or the well-known Amazon
personalisation?

Today, there are behavioural targeting tools that display content on the basis of cur-
rent behaviour, but we are unaware of any solution that builds and maintains long-term
customer behaviour records for every individual visitor, and lets the site owner use that
combination of long-term and real-time behaviour to personalise their communications
and web page content.

Also, all other approaches to personalisation or recommendation require the site
owner to undertake significant tagging activities to collect the data needed, and to
add tags to allow content to be added. Magiq by contrast is effectively tag-free, only
requiring the inclusion of a static script file into the pages of the site. This can be done
via a one-time change to the content management system or can even be done via the
web servers or load balancers for the site.

This has several implications. Firstly, deployment of the solution is almost instan-
taneous, and secondly, a static/flat site or a site or application which the customer is
unable to change can be turned into a site with dynamic content and rich media con-
tent using Magiq very simply. Moreover, the marketing team can change the content,
personalisation rules and content types instantly via Magiq’s simple interface.

In actuality, Magiq brings exactly the levels of personalisation and creativity that
Amazon has implemented, without needing to spend the millions of pounds in custom
development and technology that they had to utilise to implement their solution. In our
view, Magiq is really Amazon personalisation in a box!
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Privacy issues of personalisation and behavioural targeting

Q. How is the privacy of the user protected and how are possible concerns
addressed?

Magiqg only uses the data that the users voluntarily enter into the site and link this to
location and organisation data derived from their IP addresses . . . . So it’s like the
message you hear when calling a call centre that says ‘this call is being recorded for
the purpose of customer service quality improvement’.

Figure 3.1 shows an example of some of the information collected by Maqiq.

Magiqg’s contracts also require the site owner to disclose the fact that they are col-
lecting data and the purposes for which they will be used, as we believe openness with
the visitors is very important.

Magiq’s solution also goes to considerable lengths to manage the privacy and
security of personal information being collected. For example, all data Magiq collects
from the user is encrypted as it is captured, so the transmission of any data is more
secure than the data normally passed from the browser to the website. We also pro-
vide opt-out functions for the user, allowing people to manage their own data collec-
tion and privacy decisions.

Lastly, unlike most ‘on-demand’ services which are ‘multi-tenant’, each Magiq cus-
tomer has his or her own cloud instance - this means that each site’s data is in a sepa-
rate system and the site owner has exclusive access and rights to the data collected.

SOLUTIONS PRODUCT RESOURCES ABOUTUS CONTACT US

“ 2 MAGID ...

Magiq’s view of you!

This page shows you some of what Maglg already knows about this session, you and your history,
‘We have made some of the information easy to read, but the XML section is E:l interpreted
by our experts when you want to start doing visttar segmentation.

Figure 3.1 én exgmple of some of the data collected by Magiq
ource: www.magiqg.com.
N
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Moreover, Magiq subscribers can decide if they would prefer their instance to be
located in the EU or USA, thus easing data management and privacy compliance.

Q. Which criteria should someone selecting a vendor of personalisation technol-
ogy consider?

Clearly this will involve the factors affecting the return on investment and cost of own-
ership on one side and functional issues on the other.

Magiq aims to provide top-notch ROI by reducing deployment costs (via the tag-
free deployment) and minimising operating costs by using the latest cloud-computing
technology and by allowing users complete control over their expenditure with a simple
traffic-banded rate. At the same time it is attempting to provide maximum return by pro-
viding usable/actionable data on the individual users and their interests, and by allowing
one-to-one real-time personalisation (as opposed to the suck-it-and-see approaches
provided by MVT tools and ‘herd-behaviour’ approaches of product recommendation
solutions).

From a functional perspective, each business needs to understand the functions
it wants to implement to maximise the effectiveness of its online marketing and com-
munications. This will vary from business to business. Magiq’s range of simple-to-use
apps attempts to provide powerful personalisation, optimisation and CRM solutions on
normal PC and mobile platforms. Other solutions focus on features like product recom-
mendations and simple AB testing which are functions not provided by Magiq today.

Also, the roadmap of a supplier is important as investment in solutions in this area
tends to be quite long-term (especially as the value and quality of customer data avail-
able grow). So it is important to choose suppliers with long-term commitment to the
market, and a vision for the future.

So, for example, Magiq provides a good platform based on individual customer
data, and we plan to extend the family of apps to embrace other applications like email
campaigns, dynamic pricing, cross-channel data integration etc., and also extend it to
embrace Flash, Flex and stand-alone apps created with Adobe AIR.

Q. How would you recommend that a business assesses the value of a tool like
Magiq? Which KPIs should be reviewed?

Magiq is focussed on the implementation side of online marketing. While it records
all the activity it has undertaken, it does not undertake the analytics part of the pro-
cess, as most users already have web analytics or customer analytics and reporting
tools which we expect users to use to analyse the effectiveness of the campaigns and
activities that Magiq implements.

The actual KPIs that should be measured and tracked are clearly customer spe-
cific. So for a transactional site these might be focussed on revenue and on conversion
rate. For non-transactional sites other metrics are important. Some customers will
choose to focus on the visitor retention and engagement factors (duration of engage-
ment, time on site, visit frequency and latency etc.), others will want to analyse the
customer data provided by Prospect and Retain to assess the value of the audience
that they have in monetary or other ways.

Source: Smart Insights (2010).

Supporting the growing range of digital business technology
platforms

If you think of the options to reach and interact with customers or partners online, these
interactions have traditionally been via desktop software and browsers. The desktop access
platform has been dominant for years and remains so for now, but with mobile Internet access
predicted to exceed desktop Internet access by 2014 or 2015, a range of mobile platforms will



Mobile marketing
Marketing to encourage
consumer engagement
when they’re using mobile
phones (particularly
smartphones) or tablet
devices.

Location-based
marketing

Location or proximity-
based marketing is
mobile marketing based
on the GPS built into
phones or based on
interaction with other
local digital devices.
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become available. Combining with these hardware platforms, there are also different software
platforms which marketers can use to reach and interact with their audience through content
marketing or advertising, so let’s look at the range of options that are available:

Desktop, laptop and notebook platforms

1 Desktop browser-based platform. This is traditional web access through the consum-
er’s browser of choice, whether Internet Explorer, Google Chrome or Safari.

2 Desktop apps. We don’t see this platform talked about much, but with the launch of
Apple Lion many Apple users are accessing paid and free apps from their desktop too, via
the Apple App Store. This gives opportunities for brands to engage via these platforms.

3 Email platforms. While email isn’t traditionally considered as a platform, it does offer a
separate option from browser and app-based options to communicate with prospects or cli-
ents, whether through editorial or advertising, and email is still widely used for marketing.

4 Feed-based and API data exchange platforms. Many users still consume data through
RSS feeds, and Twitter and Facebook status updates can be considered a form of feed or
stream where ads can be inserted.

5 Video-marketing platforms. Streamed video is often delivered through the other plat-
forms mentioned above, particularly through browsers and plug-ins, but it represents a
separate platform. Television channels delivered through streaming over the Internet,
known as IPTV, are related to this platform.

It could be argued that the major social networks, Facebook, LinkedIn and Twitter, also pro-
vide a form of platform, but these really exist across all of these technology platforms so they
haven’t been identified separately.

Mobile phone and tablet platforms

Mobile device use has already transformed the way consumers access online content and
services for entertainment, socialising and purchase decisions. The options on mobile hard-
ware platforms are similar in many ways to the desktop. Since they can be used in different
locations there are many new opportunities to engage consumers through mobile market-
ing and location-based marketing. (We cover the design challenges of creating mobile
experiences in Chapter 11 where options for responsive web design are reviewed.) Table 3.2
introduces some of these challenges.

‘ Trends update RY/[eIeJ{ERIEETe[:)

Mobile usage was forecast to overtake desktop usage in 2014. Find out the latest
statistics on mobile and app usage at: http://bit.ly/smartmobilestats.

The main mobile platforms are:

6 Mobile operating system and browser. There are mobile browsers which are closely
integrated with the operating system.

7 Mobile-based apps. Apps are proprietary to the mobile operating system, whether Apple
iOS, Google Android, RIM or Windows. A big decision is whether to deliver content and
experience through a browser and/or a specific app which provides an improved experience.

With the growth in mobile platform usage by consumers it becomes important to assess
whether companies are gaining similar levels of business from consumers using mobile plat-
forms as from desktop platforms. Table 3.3 shows how companies can assess this using the
approach to strategy development from Chapter 5.

The benefits that mobile or wireless connections offer to their users are ubiquity (can be accessed
from anywhere), reachability (their users can be reached when not in their normal location) and
convenience (it is not necessary to have access to a power supply or fixed-line connection). They
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Table 3.2 Five common challenges of creating a mobile web presence

Challenge

Issue

Solution

One site or two?
Mobile app

Right content

Ux

Personalisation

Promotion

Should you transcode (‘screen-scrape’) your
main website into a standard mobile template
to create a separate site, or optimise your site
for mobile? Are mobile apps necessary?

Agree on a clearly defined content plan
(news& info, entertainment, mobile
commerce).

Smaller screen size and lack of keyboard
make easy, simple navigation critical.

Personalised content maximises page views,
extends dwell time, attracts repeat visits.

Mobile users want to find you quickly and
easily on the mobile Internet.

Create one site, hosted on one URL, fed by
one CMS rather than building a separate site,
which requires duplicated content updates.
If there is a business case for mobile apps in
terms of more revenue from apps compared
to mobile sites, these need to be created

for the main app stores, or native apps can
be created (such as the FT.com example in
Chapter 11).

Offer content which mobile users want

to access on their handsets: maps, info,
shopping, social networking and coupons are
the most popular mobile Internet activities.

Use simple navigation; vertical not horizontal
navigation. Icons are easier to access than
text links, and appear more ‘app-like’.

Build in behavioural, location and time-based
components. (See responsive design section
in Chapter 11.)

Use all media channels to drive traffic; use
trackable links to detect which ones evaluate
channel efficiency.

Source: Smart Insights (2013).

Mini Case Study 3.1 Location-based marketing

If you’re thinking that location-based marketing is just for corporates with large budgets, the likes of Starbucks
and McDonald’s, then think again. ClickZ (2010) has reported how AJ Bombers, a speciality burger bar in
Milwaukee, attributed a sale increase of 110% to Foursquare. It has 1,400 people on its Foursquare page
who have checked in 6,000 times. The mayor gets a free burger, and currently that’s ‘Amy’, who has had to
check in 40 times in the last 60 days at the one-location establishment in order to achieve the distinction.

Engagement is also increased through people who add a tip to the restaurant’s Foursquare page, getting
rewarded with a free cookie when they show it to a waiter or cashier.

The sales increase figure is based on a single campaign which saw 161 check-ins on 28 February, a
110% sales increase when compared to a normal Sunday. Joe Sorge, owner of the restaurant, promoted
an AJ Bombers-branded ‘Swarm Badge’ event to his Foursquare-using regulars. Such a custom badge is
awarded to users who check in at a location where at least 50 other users are simultaneously checked in.

The restaurant owner advised that success involves implementing Foursquare as a regular part of

operations:

Our staff encourages the use and engagement of Foursquare by virtue of our Foursquare specials being
very prominent throughout our business. It encourages our customers to ask questions of our staff.
Education of that staff is the key.
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Table 3.3 Examples of objectives and strategies to achieve them for mobile platforms

Objectives

Substantiation (informed
by situation analysis or
insight, for example)

Strategies to achieve
goals

Key performance
indicators (critical
success factors)

1. Reach objectives.
Deliver 2 million mobile
site visitors in year.

2. Act objectives.
4% add-to-basket visit
conversion rate from
mobile.

3. Convert objectives.
Mobile AOV = £35
Mobile visit to sale
conversion = 2%

4. Engagement objectives.

Customer satisfaction
ratings of mobile
experience at 80%

of online.

Reviews placed and
repeat-customer
conversion at 80% of
offline rates.

Extrapolation of current
growth in mobile segments
on current site plus +25%
increment from promotion in
other digital channels.

This conversion rate is
around two-thirds of desktop
site conversion. Consistent
with reported industry
examples.

This conversion rate is
around two-thirds of desktop
site conversion. Consistent
with reported industry
examples.

It is expected with the new
mobile site that satisfaction
ratings and repeat purchase
percentages will be slightly
lower, but this is unknown.
We need to check thatemails
are still successful in
generating reviews.

Start investment in Google
AdWords for mobile and
mobile display networks.
Use device detection to
access mobile site.
Promotion in-store.

Develop mobile site-specific
search.
Mobile site merchandising.

Initial implementation of
mobile checkout. This will be
optimised in future years.

Combination of strategies:
Email and mobile messaging
specific to mobile site
purchasers.

Mobile couponing.

Clickthrough rates from
mobile-specific campaigns
and impression share
delivered by AdWords.

Mobile site search % and
add-to-basket rates.
Promo clickthrough rates.

Microstep conversion
within checkout process.
Registration process for
new customers.

% of reviews.

Source: Smart Insights (2013) mobile marketing framework.

also provide security - each user can be authenticated since each wireless device has a unique
identification code; their location can be used to tailor content; and they provide a degree of
privacy compared with a desktop PC. An additional advantage is that of instant access or being
always-on; here there is no need to dial up a wireless connection. Table 3.4 provides a summary of
the mobile or wireless Internet access proposition. There are considerable advantages in compari-
son to PC-based Internet access, but it is still limited by the display limitations.

Other hardware platforms

Apart from desktop and mobile access, there are a host of other and growing platforms
through which to communicate with customers. For example:

1 Gaming platforms. Whether it’s a Playstation, Nintendo or Xbox variety of gaming
machine, there are increasing options to reach gamers through ads or placements within
games, for example in-game ads.

2 Indoor and outdoor kiosk-type apps. For example, interactive kiosks and augmented
reality options to communicate with consumers.

3 Interactive signage. The modern version of signage, which is closely related to kiosk
apps, may incorporate different methods such as touch-screen, Bluetooth or QR codes to
encourage interactive.
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Table 3.4 Summary of mobile or wireless Internet access consumer proposition

Element of proposition

Evaluation

No fixed location

Instant access/
convenience

Personalisation

Security

The user is freed from the need to access via the desktop, making
access possible when commuting, for example

Location-based services Mobiles can be used to give geographically based services, e.g. an

offer in a particular shopping centre. Future mobiles will have global
positioning services integrated

The latest General Packet Radio Service (GPRS) and 3G services are
always-on, avoiding the need for lengthy connection

Privacy Mobiles are more private than desktop access, making them more

suitable for social use or for certain activities such as an alert service
when looking for a new job

As with PC access, personal information and services can be
requested by the user, although these often need to be set up via PC
access

In the future, mobiles may become a form of wallet, but thefts of
mobiles make this a source of concern

(oo

Mobile apps

A software application
that is designed for use
on a mobile phone,
typically downloaded
from an App store. iPhone
apps are best known,

but all smartphones
support the use of apps
which can provide

users with information,
entertainment or location-
based services such as
mapping.

Taking the mobile app vs site decision

Mobile apps are a highly significant development in mobile communications, indeed
all digital communications, since they highlight a change in the method of delivering
interactive services and content via mobile phones. Until the advent of apps, popular-
ised by Apple iPhone, the web browser had been seen by most people as the main
model for delivering content via mobile phones.

The key questions to ask are:

1 Are apps a strategic priority for us? The goal of apps for most organisations will

be to increase awareness and sales or, for publishers, revenue from advertising
or subscriptions. For many companies, this won’t be a priority because they will
have to put budget into higher-priority areas such as improving the experience of a
desktop or mobile site using responsive design or in their social network presence.
Owing to the volume of users reached through these other platforms, incremen-
tal improvements here are likely to give better returns. But the figures presented
above show the potential benefits of apps to marketers in reaching audiences and
potentially in selling apps, although the latter will be generally limited to publishers
or specialist software developers. For these types of organisation, apps are likely
to be a priority.

Do we build our own app and/or leverage existing apps? Creating an app is
only one of the marketing options — advertising and sponsorship options may be
a more cost-effective method to build reach and awareness of a brand. A good
example of sponsorship fit is the Canon sponsorship of the excellent Guardian
Eyewitness photography app. There are also options of new iAds from Apple and
Google Adsense mobile display networks.
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3 Free or paid apps? Retailers will generally offer free apps offering choice and
convenience in return for loyalty. Brands offering entertainment will probably also
go the free route to increase customer engagement. But for publishers or software
houses, a freemium approach of free app showcasing the service and paid app for
improved features or content is the standard approach.

4 Which category of application to target? As you would expect, accessing social
networks and music via apps is popular.

5 How to best promote mobile apps? The options for marketing apps were also
researched by Nielsen, which found that the most popular methods of app discov-
ery are:

Searching the appstore

Recommendations from friends and family

Mention on device or network carrier page

Email promotion

Offline mention in TV and print

6 How to refine apps in line with feedback. The success of apps is very dependent
on feedback in the appstores and the need to fix bugs and add enhancements to
compete shows the need for an ongoing development cycle with frequent updates.
A whole new area of app analytics and new solutions will no doubt develop, but a
challenge with apps, similar to that of Flash apps before them, is that measurement
functionality needs to be specified in advance. Careful review of hurdle rates for
the percentage of the user base who are using the app or its different functions is
going to be a KPI here.

Augmented reality

Augmented reality Augmented reality (AR) is an exciting concept which can help companies improve their
(AR) customer experience. It is best explained through examples:

Blends real-world

digital data captured 1 Glasses Direct created its ‘Video Mirror’ app which enabled site visitors to model pairs of
typically with a digital . .

camera in a webcam glasses using their webcam.

or mobile phone to 2 BMW used AR within a campaign launching their Z4 model on a ‘virtual’ test drive

create a browser-based
|
digital representation or around the desk!

experience mimicking 3 Layar demonstrated an estate agent application using the camera on a mobile phone
that of the real world. while overlaying property information in a similar form to Google Street View.

Mini-case study 3.2 gives a futuristic example.

Mini Case Study 3.2 Tesco Homeplus opens subway virtual store in South Korea

In South Korea, Tesco Home plus has significantly fewer stores than the market leader E-mart. Based on
research which showed that many Koreans tend to shop in stores near their homes for convenience, Tesco
trialled a virtual store to reach these shoppers.

Virtual displays were implemented in a similar way to actual stores — from the display to merchandise,
but with smartphone QR code readers used to shop and after checkout the goods are delivered to the cus-
tomer’s home (Figure 3.2).
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Tesco: Homeplus Subway Virtual Store (Movie)

',_" Majed AlSaeed - 270 videos 1,896,856

O subscrive 526 5652 125

. Tesco virtual store
Flgure 3.2 Source: adapted from South Korea subway virtual store, http://www.tescoplc.com/index.
asp?pageid=69&mediacategory=27, Tesco PLC.

[ Digital business infrastructure components J

Figure 3.3 summarises how the different components of digital business architecture relate
to each other. The different components can be conceived of as layers with defined inter-
faces between each layer. The different layers can best be understood in relation to a typical
task performed by a user of a digital business system. For example, an employee who needs
to book a holiday will access a specific human resources application or program that has
been created to enable the holiday to be booked (Level I in Figure 3.3). This application will
enable a holiday request to be entered and will forward the application to the employee’s
manager and the human resources department for approval. To access the application, the
employee will use a web browser such as Microsoft Internet Explorer, Mozilla Firefox or
Google Chrome using an operating system such as Microsoft Windows or Apple OS X
(Level II). This systems software will then request transfer of the information about the
holiday request across a network or transport layer (Level III). The information will then
be stored in computer memory (RAM) or in long-term magnetic storage on a web server
(Level IV). The information itself, which makes up the web pages or content viewed by the
employee, and the data about their holiday request are shown as a separate layer (Level V in
Figure 3.3), although it could be argued that this is the first or second level in an e-business
architecture.
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Examples

|
Digital business
services — applications
layer

CRM, supply chain
management, data mining,
content management systems

Web browser and server software and
standards, networking software and
database management systems

1l
Systems software layer

1
Transport or
network layer

Physical network and
transport standards (TCP/IP)

v Permanent magnetic storage on web
Storage/physical servers or optical backup or temporary
layer storage in memory (RAM)

Web content for intranet,

\'} .
extranet and Internet sites,
Content and , .
customers’ data, transaction
data layer

data, clickstream data

Figure 3.3 A five-layer model of digital business infrastructure

Kampas (2000) describes an alternative five-level infrastructure model of what he refers to

as ‘the information system function chain’:

1

2

Storage/physical. Memory and disk hardware components (equivalent to Level IV in
Figure 3.3).

Processing. Computation and logic provided by the processor (processing occurs at
Levels I and II).

Infrastructure. This refers to the human and external interfaces and also the network,
referred to as ‘extrastructure’. (This is Level III, although the human or external inter-
faces are not shown there.)

Application/content. This is the data processed by the application into information.
(This is Level V.)

Intelligence. Additional computer-based logic that transforms information to knowl-
edge (Level I).

Each of these elements of infrastructure presents separate management issues which we will
consider separately.

{ A short introduction to Internet technology }

Client-server

The client-server
architecture consists of
client computers, such as
PCs, sharing resources
such as a database stored
on more powerful server
computers.

As

you will know, the Internet enables communication between millions of connected com-

puters worldwide, but how does the seamless transfer of data happen? Requests for informa-
tion are transmitted from client computers and mobile devices whose users request services
from server computers that hold information and host business applications that deliver the
services in response to requests. Thus, the Internet is a large-scale client-server system.

Figure 3.4 shows how the client computers within homes and businesses are connected to

the Internet via local Internet service providers (ISPs) which, in turn, are linked to larger
ISPs with connection to the major national and international infrastructure or backbones
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Internet service
provider (ISP)

A provider providing
home or business users
with a connection to
access the Internet. They
can also host web-based
applications.

Backbones
High-speed
communications links
used to enable Internet
communications
across a country and
internationally.

Access by:

phone line

or cable
Access by:
leased line or
phone line

Home PC Business
(client) email or
web server

Business PCs
(clients)

Physical and network infrastructure components of the Internet (Levels
IV and lll in Figure 3.3)

Figure 3.4

which are managed by commercial organisations. These high-speed links can be thought of
as the motorways on the ‘information superhighway’, while the links provided from ISPs to
consumers are equivalent to slow country roads.

Globally, many submarine cables form the backbone between countries, and these cables
are susceptible to damage. For example, in January 2008 a ship’s anchor severed a cable in the
Mediterranean, resulting in a dramatic slowdown in Internet access for people in India, Sri
Lanka, Pakistan and the Middle East!

[ Management issues in creating a new customer-facing digital service J

In this section we consider some of the issues that managers introducing new services need
to be aware of, including:

e Domain name selection
e Selection of hosting services, including cloud providers
e Selection of additional SaaS (Software as a Service) platforms.

Domain name selection

We start with this relatively simple decision, since there is some basic terminology that
managers need to be aware of. Companies typically have many digital services located on



Uniform (universal)
resource locator
(URL)

A web address used to
locate a web page on a
web server.

URL strategy

A defined approach to
forming URLs, including
the use of capitalisation,
hyphenation and sub-
domains for different
brands and different
locations. This has
implications for promoting
a website offline through
promotional or vanity
URLs, search engine
optimisation and
findability.

A clean URL which fits
many of these aims is
http://www.domain.com/
folder-name/document-
name. Care must be
taken with capitalisation
since Linux servers parse
capitals differently from
lower-case letters.
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different domains, particularly for companies with different domains for different countries.
The domain name refers to the address of the web server and is usually selected to be the
same as the name of the company, and the extension will indicate its type. The extension is
commonly known as the generic top-level domain (gTLD). Common gTLDs are:

(i) .com represents an international or American company such as www.travelocity.com.
(ii) .org is for not-for-profit organisations (e.g. www.greenpeace.org).

(iii) .mobi - introduced in 2006 for sites configured for mobile phones.

(iv) .netis a network provider such as www.demon.net.

There are also specific country-code top-level domains (ccTLDs):

(v) .co.uk represents a company based in the UK such as www.thomascook.co.uk.

(vi) .au, .ca, .de, .es, .fi, .fr, .it, .nl, etc. represent other countries (the co.uk syntax is an
anomaly!).

(vii) .ac.uk is a UK-based university or other higher education institution (e.g. www.
cranfield.ac.uk).

(viii) .org.uk is for a not-for-profit organisation focussing on a single country (e.g. www.
mencap.org.uk).

The ‘filename.html’ part of the web address refers to an individual web page, for example
‘products.html’ for a web page summarising a company’s products.

It is important that companies define a URL strategy which will help customers or part-
ners find relevant parts of the site containing references to specific products or campaigns
when printed in offline communications such as adverts or brochures.

Uniform resource locators (URLS)

The technical name for web address is uniform (or universal) resource locator (URL). URLs
can be thought of as a standard method of addressing, similar to postcodes or zipcodes, that
make it straightforward to find the name of a domain or a document on the domain.

In larger businesses, particularly those with many sites, it’s important to develop a URL
strategy so that there is a consistent way of labelling online services and resources.

There is further terminology associated with a URL which will often be required when
discussing site implementation or digital marketing campaigns, as shown in Box 3.2.

-

What’s in a URL?

A great example of different URL components is provided by Google engineer Matt
Cutts (Cutts, 2007). He gives this example:
http://video.google.co.uk:80/videoplay?docid=-7246927612831078230&hl=en#00
h02m30s
Here are some of the components of the URL:

The protocol is http. Other protocols include https, ftp, etc.

The host or hostname is video.google.co.uk.

The subdomain is video.

The domain name is google.co.uk.

The top-level domain or TLD is uk (also known as gTLD). The uk domain is also
referred to as a country-code top-level domain or ccTLD. For google.com, the TLD
would be com.

e The second-level domain (SLD) is co.uk.
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Domain name
registration

The process of reserving
a unique web address
that can be used to refer
to the company website.

e The port is 80, which is the default port for web servers (not usually used in URLs
when it is the default, although all web servers broadcast on ports).

e The path is /videoplay. Path typically refers to a file or location on the web server, e.g.
/directory/file.html.

e The URL parameter is docid and its value is -7246927612831078230. These are
often called the ‘name, value’ pair. URLs often have lots of parameters. Parameters
start with a question mark (?) and are separated with an ampersand (&).

e The anchor or fragment is ‘#00h02m30s’.

Domain name registration

Most companies own several domains, for different product lines or countries or for specific
marketing campaigns. Domain name disputes can arise when an individual or company has
registered a domain name which another company claims they have the right to. This is
sometimes referred to as ‘cybersquatting’.

Managers or agencies responsible for websites need to check that domain names are
automatically renewed by the hosting company (as most are today). For example, the .co.uk
domain must be renewed every two years. Companies that don’t manage this process poten-
tially risk losing their domain name since another company could potentially register it if the
domain name lapsed.

Mini case study 3.3 shows one example of the value of domains and the need to protect
them (which we examine in more detail in Chapter 4).

including

Mini Case Study 3.3 How much is a domain worth?

One of the highest values attached to a domain in Europe was paid in 2008 when the website cruise.co.uk
paid the German travel company NeesReisen £560,000 for the rival name cruises.co.uk. Guardian (2008)
reported the new owner of cruises.co.uk as saying that he hopes to use the new domain differently — by turn-
ing the site into an online intermediary or community for cruising enthusiasts while its existing cruise.co.uk
will concentrate on offering the best deals for voyages. Explaining the valuation,cruise.co.uk’s managing
director, Seamus Conlon, said:

‘Cruises’ is consistently ranked first on Google, with ‘cruise’ just behind. We wanted the top positions so
that when Internet users are searching for cruise deals, reviews or news we are the first port of call.

In the US, the record domain values are higher than when they were exchanged in the late 1990s,

e Sex.com for $12m
e Business.com for $7.5m
e Beer.com for $7m in 1999.

Managing hardware and systems software infrastructure

Management of the technology infrastructure requires decisions on Layers II, III and IV in
Figure 3.3.



Digital business
applications
infrastructure
Applications that provide
access to services and
information inside and
beyond an organisation.

Enterprise resource
planning (ERP)
applications

Software providing
integrated functions for
major business functions
such as production,
distribution, sales, finance
and human resources
management.
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Layer Il - Systems software

The key management decision is standardisation throughout the organisation.
Standardisation leads to reduced numbers of contacts for support and maintenance and can
reduce purchase prices through multi-user licences. Systems software choices occur for the
client, server and network. On client computers, the decision will be which browser soft-
ware to standardise on. Standardised plug-ins should be installed across the organisation.
The systems software for the client will also be decided on; this will probably be a variant
of Microsoft Windows, but open-source alternatives such as Linux may also be considered.
When considering systems software for the server, it should be remembered that there may
be many servers in the global organisation, both for the Internet and intranets. Using stand-
ardised web-server software such as Apache will help maintenance. Networking software will
also be decided on.

Managing digital business applications infrastructure

Management of the digital business applications infrastructure concerns delivering the
right applications to all users of digital business services. The issue involved is one that has
long been a concern of IS managers, namely to deliver access to integrated applications and
data that are available across the whole company. Traditionally businesses have developed
applications silos or islands of information, as depicted in Figure 3.5(a). These silos may
develop at three different levels: (1) there may be different technology architectures used in
different functional areas, (2) there will also be different applications and separate databases
in different areas, and (3) processes or activities followed in the different functional areas
may also be different.

Applications silos are often a result of decentralisation or poorly controlled investment
in information systems, with different departmental managers selecting different systems
from different vendors. This is inefficient in that it will often cost more to purchase appli-
cations from separate vendors, and also it will be more costly to support and upgrade.
Such a fragmented approach stifles decision-making and leads to isolation between func-
tional units. For example, if customers phone a B2B company for the status of a bespoke
item they have ordered, the person in customer support may have access to their personal
details but not the status of their job, which is stored on a separate information system
in the manufacturing unit. Problems can also occur at tactical and strategic levels. For
example, if a company is trying to analyse the financial contribution of customers, perhaps
to calculate lifetime values, some information about customers’ purchases may be stored
in a marketing information system, while the payments data will be stored in a separate
system within the finance department. It may prove difficult or impossible to reconcile
these different data sets.

To avoid the problems of a fragmented applications infrastructure, companies attempted
throughout the 1990s to achieve the more integrated position shown in Figure 3.5(b). Many
companies turned to enterprise resource planning (ERP) vendors such as SAP, Baan,
PeopleSoft and Oracle.

The approach of integrating different applications through ERP is entirely consistent with
the principle of digital business, since digital business applications must facilitate the inte-
gration of the whole supply chain and value chain. It is noteworthy that many of the ERP
vendors such as SAP have repositioned themselves as suppliers of digital business solutions!
The difficulty for those managing digital business infrastructure is that there is not, and
probably never can be, a single solution of components from a single supplier. For example,
to gain competitive edge, companies may need to turn to solutions from innovators who, for
example, support new channels such as WAP, or provide knowledge management solutions
or sales management solutions. If these are not available from their favoured current sup-
plier, do they wait until these components become available or do they attempt to integrate
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Procurement and logistics

Finance Marketing

(@) Fragmented applications infrastructure, (b) integrated applications

infrastructure
Source: Adapted from Hasselbring (2000).

new software into the application? Thus managers are faced with a precarious balancing act

Debate 3.1

Best-of-breed vs single-source
systems

Selecting ‘best-of-breed’ applications
from multiple system vendors for different
digital business applications such as
enterprise resource planning, customer
relationship management, transactional
e-commerce and supply chain
management is a better approach for an
effective digital business infrastructure
than using a single-vendor solution.

between standardisation or core product and integrating innovative systems where appli-

cable. Figure 3.6 illustrates this dilemma. It shows how different types of
applications tend to have strengths in different areas.

ERP systems were originally focussed on achieving integration at the
operational level of an organisation. Solutions for other applications such
as business intelligence in the form of data warehousing and data min-
ing tended to focus on tactical decision-making based on accessing the
operational data from within ERP systems. Knowledge management soft-
ware (Chapter 10) also tends to cut across different levels of management.
Figure 3.7 shows only some types of applications, but it shows the trial
of strength between the monolithic ERP applications and more specialist
applications looking to provide the same functionality.
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Figure 3.6 Differing use of applications at levels of management within companies

Management issues

Service quality of client-side

Client applications applications

External applications hosting?

Applications integration Integration with partner systems
with partners and intermediaries Quality of extra/Internet connections
through ISP

Management of external network (extra/Internet)

Platforms for applications

C development, content management
Applications Data
and database management
development management
Quality of server-side applications,
e.g. services, performance,
availability, interface
Applications LEEEEY
server applications Integration of digital business and
and data legacy systems
Web Corporate Control applications to monitor
server database server service levels

Quality of staff access to Internet
and intranet services

Figure 3.7 Elements of digital business infrastructure that require management

Figure 3.7 summarises some of these management issues and is based on the layered
architecture introduced at the start of this section.

Management of internal network (intranet)
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Focus on

Web services, SaaS, cloud computing and service-oriented
architecture (SOA)

Web services
Business applications
and software services are
provided through Internet
and web protocols

with the application
managed on a separate
server from where it is
accessed through a web
browser on an end-user’s
computer.

Infrastructure as a
Service (laaS)
Hardware used to provide
support for end-user
applications is outsourced
and paid for according

to level of usage. The
hardware infrastructure
used includes servers and
networks.

PaaS (Platform as a
Service)

Provision of software
services for application
design, development,
data storage, testing
and hosting together
with messaging tools
for collaboration on the
development project.

‘Web services’ or ‘Software as a Service (SaaS)’ refers to a highly significant model for man-
aging software and data within the digital business age. The web services model involves
managing and performing all types of business processes and activities through accessing
web-based services rather than running a traditional executable application on the processor
of your local computer.

Benefits of web services or SaaS

Saa$ are usually paid for on a subscription basis, so can potentially be switched on and
off or payments paid according to usage, hence they are also known as ‘on demand’. The
main business benefit of these systems is that installation and maintenance costs are
effectively outsourced. Cost savings are made on both the server and client sides, since
the server software and databases are hosted externally and client applications software is
usually delivered through a web browser or a simple application that is downloaded via
the web.

In research conducted in the US and Canada by Computer Economics (2006), 91% of
companies showed a first-year return on investment (ROI) from SaaS. Of these, 57% of
the total had economic benefits which exceeded the SaaS costs and 37% broke even in year
one. The same survey showed that in 80% of cases, the total cost of ownership (TCO) came
in either on budget or lower. There would be few cases of traditional applications where
these figures can be equalled. Read Mini case study 3.4 for details on the benefits of a SaaS
implementation and how the concept of service usage can also be applied to hardware
infrastructure.

Mini Case Study 3.4 How Intel benefits from SaaS, laaS and PaaS!

CIO (2010) describes how Intel built an intranet for its research and development group. lts aims were to
reduce the cost of operations by making more use of existing infrastructure and making users of comput-
ing services aware of the cost of their utilisation. Das Kamhout, the project lead, explained the benefits as
follows:

Overall, this represents a dramatic change in mindset. On-demand self-service allows IT to get out of the
way of the business so we can up-level IT and be a strategic business partner. And with transparent costs,
departments across Intel now know what they’re costing and what they’re consuming.

This approach to server utilisation is known as laaS (Infrastructure as a Service). Through reduced infra-
structure spending and avoiding building new data centre facilities, the company expected to save nearly
$200 million. This was achieved through improving its server utilisation rate from 59% in the first half of
2006 to 80% in 2010.

The technical teams within Intel also applied the PaaS (Platform as a Service) concept as part of the
initiative. The platform referred to is the specific type of SaaS for developing new software and hardware as
part of a systems development project.

Source: Adapted from CIO (2010).




Multi-tenancy SaaS
A single instance of a
web service is used

by different customers
(tenants) run on a single
server or load-balanced
across multiple servers.
Customers are effectively
sharing processor, disk
usage and bandwidth
with other customers.

Single-tenancy SaaS
A single instance of

an application (and/or
database) is maintained
for all customers (tenants)
who have dedicated
resources of processor,
disk usage and
bandwidth. The single
instance may be load-
balanced over multiple
servers for improved
performance.
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Application programming interfaces (APIs)

Traditionally, organisations have sought to keep proprietary information within their
tirewalls for security reasons and to protect their intellectual property. But in the Internet
era, this strategy may limit opportunities to add value to their services or share informa-
tion via other online companies and their web services to increase their potential reach.
Here are some examples from retail, publishing and software companies where APIs,
sometimes known as the ‘Programmable Web’, have been used to help gain competitive
advantage:

e Amazon Web Services (http://aws.amazon.com). One example of AWS allows affiliates,
developers and website publishers to use Amazon Product Discovery which enables other
sites to incorporate data about Amazon products and pricing.

e Facebook and Twitter use their APIs to help other sites embed social content into their
sites.

o The Guardian Newspaper Open Platform (www.guardian.co.uk/open-platform) enables
sharing of content and statistics from The Guardian.

e Google APIs exist for a number of its services, most notably Google Maps which, accord-
ing to this directory (www.programmableweb.com/apis/directory), is one of the most
popular mashups created through an API. The Google Analytics API has enabled many
businesses and third-party application developers to visualise web performance data in a
more tailored way.

e Kayak is an aggregator which allows third-party sites to integrate kayak.com searches and
results into their website, desktop application or mobile phone application.

Challenges of deploying SaaS

Although the cost reduction arguments of Saa$ are persuasive, what are the disadvantages
of this approach? (The pros and cons are similar to the ‘make or buy’ decision discussed in
Chapter 12.) SaaS will obviously have less capability for tailoring to exact business needs than
a bespoke system.

The most obvious disadvantage of using Saa$ is dependence on a third party to deliver
services over the web, which has these potential problems:

e Downtime or poor availability if the network connection or server hosting the application
or server fails.

e Lower performance than a local database. You know from using Gmail or Hotmail that
although responsive, they cannot be as responsive as using a local email package like
Outlook.

e Reduce data security since traditionally data would be backed up locally by in-house IT
staff (ideally also oft-site). Since failures in the system are inevitable, companies using Saa$S
need to be clear how back-up and restores are managed and the support that is available
for handling problems, which is defined within the service level agreement (SLA).

e Data protection - since customer data may be stored in a different location it is essential
that it is sufficiently secure and consistent with the data protection and privacy laws dis-
cussed in Chapter 4.

These potential problems need to be evaluated on a case-by-case basis when selecting
Saa$ providers. Disaster recovery procedures are particularly important since many Saa$S
applications such as customer relationship management and supply chain management are
mission-critical. Managers need to question service levels since often services are delivered
to multiple customers from a single server in a multi-tenancy arrangement rather than a
single-tenancy arrangement. This is similar to the situation with the shared server or dedi-
cated server we discussed earlier for web hosting. An example of this in practice is shown in
Box 3.3.
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Is my SaaS single-tenancy or multi-tenancy?

Utility computing

IT resources and in
particular software and
hardware are utilised on
a pay-per-use basis and
are managed externally
as ‘managed services’.

Applications service
provider

A provider of business
applications such

as email, workflow

or groupware or any
business application on
a server remote from

the user. A service often
offered by ISPs.

Cloud computing
The use of distributed
storage and processing
on servers connected
by the Internet, typically
provided as software
or data storage as a
subscription service
provided by other
companies.

Smoothspan (2007) has estimated the level of multi-tenancy for different web services,
which is also dependent on the number of seats or users per server. He estimates that
in 2006 Salesforce was running 40 Dell PowerEdge servers with 6,700 customers (ten-
ants) and 134,000 seats. This is equivalent to 168 tenants per server, and 3,350 seats
per server! Although this figure suggests the disadvantage of multi-tenancy, he also
estimates that there is a 16:1 cost advantage of multi-tenant over single tenant.

An example of a consumer SaaS, word processing, would involve visiting a website which
hosts the application rather than running a word processor such as Microsoft Word on your
local computer through starting “‘Word.exe’. The best-known consumer service for online
word processing and spreadsheet use is Google Docs (http://docs.google.com) which was
launched following the purchase in 2006 by Google of start-up Writely (www.writely.com).
Google Docs also enables users to view and edit documents offline, through Google Gears, an
open-source browser extension. ‘Microsoft Office Live’ is a similar initiative from Microsoft.

Google Apps enables organisations to manage many of their activities. The basic service is
free, with the Premier Edition, which includes more storage space and security, being $50 per
user account per year.

A related concept to web services is utility computing. Utility computing involves treat-
ing all aspects of IT as a commodity service such as water, gas or electricity where payment
is according to usage. A subscription is usually charged per month according to the number
of features, number of users, volume of data storage or bandwidth consumed. Discounts
will be given for longer-term contracts. This includes not only software which may be used
on a pay-per-use basis, but also using hardware, for example for hosting. An earlier term is
‘applications service providers’ (ASP).

Figure 3.8 shows one of the largest Saa$ or utility providers, Salesforce.com, where cus-
tomers pay on a per user per month basis according to the facilities used. The service is
delivered from the Salesforce.com servers to over 50,000 customers in 15 local languages.
Salesforce has added new services through acquisition of other Saa$ providers. For example,
to create its Marketing Cloud application it acquired social media monitoring tool Radian6 in
March 2011for $326 million, advertising service Buddy Media in May 2012 for US$689 mil-
lion and email marketing service ExactTarget in June 2013 for US$2.5 billion.

Cloud computing

In descriptions of web services you will often hear, confusingly, that they access ‘the cloud’,
or you may come across the term ‘cloud computing’. The cloud referred to is the combina-
tion of networking and data storage hardware and software hosted externally to a company,
typically shared between many separate or ‘distributed” servers accessed via the Internet. So,
for example, Google Docs will be stored somewhere ‘in the cloud’ without any knowledge of
where it is or how it is managed since Google stores data on many servers. Of course you can
access the document from any location. But there are issues to consider about data stored and
served from the cloud: ‘Is it secure, is it backed up, is it always available?’ The size of Google’s
cloud is indicated by Pandia (2007), which estimated that Google had over 1 million servers
running the open-source Linux software. No more recent official figures are available, but
Google has been open about individual data centres. In March 2009, it purchased the Summa
Mill from Finnish paper company Stora Enso and converted the 60-year-old paper mill into
a data centre after investing an initial €200 million. More than 2,000 individuals working for
50 companies (mostly Finnish and from the local area) contributed to the project. One of the
server rooms is featured in Figure 3.9.
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Figure 3.8

Examples of cloud computing web services

Think of examples of web services that you or businesses use, and you will soon see how
important they are for both personal and business applications. Examples include:

e web mail readers;
e e-commerce account and purchasing management facilities such as Amazon.com;

Server room at Google’s Summa Mill data centre

Flgure 3.9 Source: Connie Zhou/Google, AlamyCelebrity / Alamy.
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many services from Google such as Google Maps, GMail, Picasa and Google Analytics;
customer relationship management applications from Salesforce.com and Siebel/Oracle;
supply chain management solutions from SAP and Oracle;

social media services such as Facebook, Twitter, Instagram, Google+, Pinterest, Tumblr
and LinkedIn.

From the point of view of managing IT infrastructure these changes are dramatic, since
traditionally companies have employed their own information systems support staff to man-
age different types of business applications such as email. Costs associated with upgrad-
ing and configuring new software on users’ client computers and servers are dramatically
decreased.

As seen in Mini case study 3.5, many smaller businesses and start-ups use cloud comput-
ing services to provide web-based services at a relatively low cost with the flexibility to meet
short-term (high-demand spikes) or longer growth in demand for their services.

Mini Case Study 3.5 Amazon Web Services supports start-ups through their growth

View the examples at Amazon Web Services (AWS) (http://aws.amazon.com/solutions/case-studies) to gain
an idea of the services used by start-up businesses. Here are some examples:

e Application hosting: 99designs’ massive design marketplace has received over 3.1 million unique design
submissions from over 53,000 designers around the world and runs entirely on AWS.

e Back-up and storage: ElephantDrive turns to Amazon S3 to store client data, expanding their total amount
of storage by nearly 20% each week while avoiding increased capital expenses.

e Content delivery: HyperStratus teams with the Silicon Valley Education Foundation to support AWS cloud-
based content management serving 13,000 teachers in the Silicon Valley area.

e E-commerce: The Talk Market uses Amazon Flexible Payments Service to power its credit card processing
pipeline.

e ERP: Singapore-based Electra is an IT service provider specialising in implementing and running SAP
systems for customers across Southeast Asia. Electra uses Amazon Web Services (AWS) to provide cus-
tomers with a flexible, highly available SAP cloud environment that costs 22% less than on-premises
infrastructure.

e High-performance computing: Harvard’s Laboratory for Personalized Medicine (LPM) uses customised
Oracle AMIs on Amazon EC2 to run genetic testing models and simulations.

e News: Social news site reddit, based in San Francisco, provides an online platform, reddit.com, to post
and vote on content. By running on AWS, reddit can scale its platform to support 4 billion page views per
month, and was able to quickly double server capacity in minutes for President Obama’s live Q&A session
in 2012.

e On-demand workforce: Using Amazon Mechanical Turk, Channel Intelligence was able to leverage human
intelligence around the globe and decrease task-specific costs by 85%.

e Media streaming: Netflix, a leading online subscription service for watching movies and TV programs, has
grown its streaming video business to millions of users globally. By using AWS, Netflix can quickly deploy
thousands of servers and terabytes of storage within minutes.

e Social media: HootSuite is a Web and social media dashboard that helps users spread messages, organise
conversations, and track results across multiple social networks such as Twitter, Facebook and LinkedIn.
Social updates from 2 million users are reliably and securely transmitted around the world by utilising
Amazon Elastic Compute Cloud (Amazon EC2), Amazon CloudFront and Amazon Route 53.

e Web hosting: Online mobile commerce provider Gumiyo runs a complete production environment with
Amazon Web Services, including web servers, database servers and load balancers.
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[ Activity 3.2

Virtualisation

The indirect provision

of technology services
through another resource
(abstraction). Essentially
one computer is using its
processing and storage
capacity to do the work of
another.

Opportunities for using web services by a B2B company

Purpose

To highlight the advantages and disadvantages of the web services approach.

Question
Develop a balanced case for the managing director explaining the web services
approach and summarising its advantages and disadvantages.

Answers to activities can be found at www.pearsoned.co.uk/chaffey

Virtualisation

Virtualisation is another approach to managing IT resource more effectively. However, it is
mainly deployed within an organisation. VMware was one of the forerunners, offering virtu-
alisation services which it explains as follows (VMware, 2008):

The VMware approach to virtualization inserts a thin layer of software directly on the com-
puter hardware or on a host operating system. This software layer creates virtual machines
and contains a virtual machine monitor or ‘hypervisor’ that allocates hardware resources
dynamically and transparently so that multiple operating systems can run concurrently on
a single physical computer without even knowing it.

However, virtualizing a single physical computer is just the beginning. VMware offers
a robust virtualization platform that can scale across hundreds of interconnected physical
computers and storage devices to form an entire virtual infrastructure.

It goes on to explain that virtualisation essentially lets one computer do the job of multiple

computers, by sharing the resources of a single computer across multiple environments.
Virtual servers and virtual desktops let you host multiple operating systems and multiple
applications.

So virtualisation has these benefits:

Lower hardware costs through consolidation of servers (see Mini case study 3.6).

Lower maintenance and support costs.

Lower energy costs.

Scalability to add more resource more easily.

Standardised, peronalised desktops can be accessed from any location, so users are not
tied to an individual physical computer.

Improved business continuity.

Mini case study 3.6 gives an example of these benefits.

Mini Case Study 3.6 Virtualisation cuts costs and improves service

The Association of Teachers and Lecturers (ATL) is using virtualisation not only to cut hardware costs, but
also to recover quickly from systems failures and maintain business continuity. The ATL is an independent,
registered trade union and professional association representing approximately 160,000 teachers, lecturers
and support staff in maintained and independent nurseries, schools, sixth forms, and tertiary and further
education colleges in the UK.

Ann Raimondo, head of information technology at ATL, is responsible for managing the IT infrastruc-
ture for the ever-expanding organisation, including deploying equipment, IT support and training for its
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150 employees. In addition to offices in London, Belfast and Cardiff, the ATL has a large volunteer base of
remote workers throughout the UK who require IT systems and support. In her role, Raimondo was faced
with the following challenges:

Fifty per cent of the available server storage space was not utilised.

Seventy-two per cent of the storage space purchased was not being used.

Storage space could not be reallocated to other systems in need of additional storage.

Data were physically bound to a server, so if corruption occurred to the operating system or applications,
the data on physical drives could not be reattached easily to another server and would need to be restored
from back-up.

The implementation resulted in the following benefits:

Server consolidation. ATL consolidated from 22 servers to 11, reducing hardware requirements and costs
by 50 per cent.

Flexibility and responsiveness. Prior to bringing in ESX Server, deploying a new server would require
approximately three weeks for sourcing, ordering and implementing hardware. With VMware virtual infra-
structure, this same process takes less than one hour.

Lowered the cost of disaster recovery. The hardware independence of VMware virtual infrastructure helps
mitigate failures caused by hardware and enables recovery from a disaster in a matter of minutes, matching

Source: VMware (2007).

and improving on user downtime expectations.

Service-oriented
architecture

A service-oriented
architecture is a
collection of services
that communicate with
each other as part of

a distributed systems
architecture comprising
different services.

Service-oriented architecture (SOA)

The technical architecture used to build web services is formally known as a ‘service-
oriented architecture’. This is an arrangement of software processes or agents which com-
municate with each other to deliver the business requirements.

The main role of a service within SOA is to provide functionality. This is provided by
three characteristics:

1 An interface with the service which is platform-independent (not dependent on a particu-
lar type of software or hardware). The interface is accessible through applications devel-
opment approaches such as Microsoft.Net or Java and accessed through protocols such as
SOAP (Simple Object Access Protocol) which is used for XML-formatted messages.

2 The service can be dynamically located and invoked. One service can query for the exist-
ence of another service through a service directory — for example an e-commerce service
could query for the existence of a credit card authorisation service.

3 The service is self-contained. That is, the service cannot be influenced by other services;
rather it will return a required result to a request from another service, but will not
change state. Within web services, messages and data are typically exchanged between
services using XML.

The examples of web services all imply a user interacting with the web service. But with
the correct business rules and models to follow, there is no need for human intervention and
different applications and databases can communicate with each other in real time. A web
service such as Kelkoo.com exchanges information with all participating merchants through
XML using an SOA. The concept of the semantic web mentioned above and business appli-
cations of web services such as CRM, SCM and ebXML are also based on an SOA approach.

Selecting hosting providers

While it is possible for companies to manage their own services by setting up web servers
within their own company offices, or to use their ISP, it is common practice to use a specialist
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hosting provider to manage this service. For example, Rackspace (www.rackspace.com), is
one of the largest providers of managed servers and cloud services for corporate businesses.
According to their site, they have delivered enterprise-level hosting services to businesses of
all sizes and kinds around the world since 1998 and had grown to serve more than 205,000
customers by 2014. They were rated a leader in hosting by analysts Gartner (2013) who
reviewed the capabilities of different hosting providers.

Managing service quality when selecting Internet service
and cloud hosting providers

Service providers who provide access to the Internet are usually referred to as ‘ISPs’ or
‘Internet service providers’. ISPs may also host the websites which publish a company’s web-
site content. But many organisations will turn to a separate hosting provider to manage the
company’s website and other digital business services accessed by customers and partners
such as extranets, so it is important to select an appropriate hosting provider.

ISP connection methods

Figure 3.4 shows the way in which companies or home users connect to the Internet. The
diagram is greatly simplified in that there are several tiers of ISPs. A user may connect to
one ISP which will then transfer the request to another ISP which is connected to the main
Internet backbone.

High-speed broadband is now the dominant home access method rather than the previ-
ously popular dial-up connection.

However, companies should remember that there are significant numbers of Internet
users who have the slower dial-up access. Ofcom (2010) reported that the proportion of
individuals with access to broadband services in the UK is 71% (fixed broadband 65% and
mobile broadband 15%).

Broadband commonly uses a technology known as ADSL or asymmetric digital sub-
scriber line, which means that the traditional phone line can be used for digital data trans-
fer. It is asymmetric since download speeds are typically higher than upload speeds. Small
and medium businesses can also benefit from faster continuous access than was previously
possible.

The higher speeds available through broadband together with a continuous always-on
connection have already transformed use of the Internet. Information access is more rapid
and it becomes more practical to access richer content such as digital video.

Issues in management of ISP and hosting relationships

The primary issue for businesses in managing ISPs and hosting providers is to ensure a satis-
factory service quality at a reasonable price. As the customers and partners of organisations
become more dependent on their web services, it is important that downtime be minimised.
But severe problems of downtime can occur, as shown in Box 3.4, and the consequences of
these need to be avoided or managed.

Speed of access

A site or digital business service fails if it fails to deliver an acceptable download speed for
users. In the broadband world this is still important as digital business applications become
more complex and sites integrate rich media. But what is acceptable?

Research supported by Akamai (2006) suggested that content needs to load within 4 sec-
onds, otherwise site experience suffers. The research also showed, however, that high prod-
uct price and shipping costs and problems with shipping were considered more important
than speed. However, for sites perceived to have poor performance, many shoppers said they
would not be likely to visit the site again (64%) or buy from the e-retailer (62%).
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In 2010 Google introduced speed as a signal into its ranking algorithm, effectively penalis-
ing slower sites by positioning them lower in its listings. The announcement suggested that
this would only affect 1% of sites (Google, 2010). The announcement also summarised more
recent research from Akamai which suggested that less than 2 seconds was now an accept-
able download speed for e-commerce site users. With Google taking page download speed
into account when ranking some particularly slow sites, it’s worth comparing your ‘page
weight’ or bloat compared to other sites. The average page size is 320 Kb according to this
compilation: http://code.google.com/speed/articles/web-metrics.html.

‘ How long before you become impatient?

Dedicated server
Server contains only
content and applications
for a single company.

Usability specialist Jakob Nielsen noted (Nielsen, 1994) that the basic advice for
response times for human—computer interaction has been about the same for 30 years.
He describes these requirements for response:

e 0.1 second is about the limit for having the user feel that the system is reacting
instantaneously, meaning that no special feedback is necessary except to display
the result.

e 1.0 second is about the limit for the user’s flow of thought to stay uninterrupted,
even though the user will notice the delay. Normally, no special feedback is neces-
sary during delays of more than 0.1 but less than 1.0 second, but the user does lose
the feeling of operating directly on the data.

e 10 seconds is about the limit for keeping the user’s attention focussed on the dia-
logue. For longer delays, users will want to perform other tasks while waiting for
the computer to finish, so they should be given feedback indicating when the com-
puter expects to be done. Feedback during the delay is especially important if the
response time is likely to be highly variable, since users will then not know what to
expect.

Speed of access to services is determined by both the speed of the server and the speed of
the network connection to the server. The speed of the site governs how fast the response
is to a request for information from the end-user. This will be dependent on the speed of
the server machine on which the website is hosted and how quickly the server processes the
information. If there are only a small number of users accessing information on the server,
then there will not be a noticeable delay on requests for pages. If, however, there are thou-
sands of users requesting information at the same time then there may be a delay and it is
important that the combination of web server software and hardware can cope. Web server
software will not greatly affect the speed at which requests are answered. The speed of the
server is mainly controlled by the amount of primary storage (for example, 1024 Mb RAM
is faster than 512 Mb RAM) and the speed of the magnetic storage (hard disk). Many of the
search-engine websites now store all their index data in RAM since this is faster than reading
data from the hard disk. Companies will pay ISPs according to the capabilities of the server.

An important aspect of hosting selection is whether the server is dedicated or shared
(co-located). Clearly, if content on a server is shared with other sites hosted on the same
server then performance and downtime will be affected by demand loads on these other sites.
But a dedicated server package can cost 5 to 10 times the amount of a shared plan, so many
small and medium businesses are better advised to adopt a shared plan, but take steps to
minimise the risks with other sites going down.

For high-traffic sites, servers may be located across several computers with many pro-
cessors to spread the demand load. New distributed methods of hosting content, summa-
rised by Spinrad (1999), have been introduced to improve the speed of serving web pages for
very large corporate sites by distributing content on servers around the globe, and the most
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widely used service is Akamai (www.akamai.com). These are used by companies such as
Yahoo!, Apple and other ‘hot-spot’ sites likely to receive many hits.

The speed is also governed by the speed of the network connection, commonly referred
to as the network ‘bandwidth’. The bandwidth of a website’s connection to the Internet and
the bandwidth of the customer’s connection to the Internet will affect the speed with which
web pages and associated graphics load. The term is so called because of the width of range of
electromagnetic frequencies an analogue or digital signal occupies for a given transmission
medium.

As described in Box 3.5, bandwidth gives an indication of the speed at which data can be
transferred from a web server along a particular medium such as a network cable or phone
line. In simple terms bandwidth can be thought of as the size of a pipe along which informa-
tion flows. The higher the bandwidth, the greater the diameter of the pipe, and the faster
information is delivered to the user. Many ISPs have bandwidth caps, even on ‘unlimited’
Internet access plans, for users who consume high volumes of bandwidth.

‘ Bandwidth measures

Bandwidth measures are in bits per second where one character or digit, such as the
number ‘1’, would be equivalent to 8 bits. So a modem operating at 57,600 bits per
second (57.6 kbps) will transfer information at 7,200 characters per second (57,600 +
8). When selecting an ISP or hosting provider it is important to consider the bandwidth
of the connection between the ISP and the Internet. Choices may be:

e ISDN - 56 kbps up to 128 kbps

e Frame relay — 56 kbps up to a T1 communications channel (1.55 Mbps)

e Dedicated point-to-point — 56 kbps up to T3 (45 Mbps): connected to the Internet
backbone.

kbps is one kilobit per second or 1,000 bps (a2 modem operates at up to 56.6 kbps)
Mbps is one megabit per second or 1,000,000 bps (company networks operate at
10 or more Mbps)
Gbps is one gigabit per second or 1,000,000,000 bps (fibre-optic or satellite links
operate at Gbps).

A major factor for a company to consider when choosing an ISP is whether the server is
dedicated to one company or whether content from several companies is located on the same
server. A dedicated server is best, but it will attract a premium price.

Availability

The availability of a website is an indication of how easy it is for a user to connect to it. In
theory this figure should be 100 per cent, but sometimes, for technical reasons such as fail-
ures in the server hardware or upgrades to software, the figure can drop substantially below
this. Box 3.6 illustrates some of the potential problems and how companies can evaluate and
address them.

‘ Preventing wobbly shopping carts

The extent of the problem of e-commerce service levels was indicated by The
Register (2004) in an article titled ‘Wobbly shopping carts blight UK e-commerce’. The
research showed that failure of transactions once customers have decided to buy is
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Service level
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A contractual
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standards a contractor
must meet.

often a problem. As the article said, ‘UK E-commerce sites are slapping customers in
the face, rather than shaking them by the hand. Turning consumers away once they
have made a decision to buy is commercial suicide.” The research showed this level
of problems:

e 20% of shopping carts did not function for 12 hours a month or more.

e 75% failed the standard service level availability of 99.9% uptime.

e 80% performed inconsistently with widely varying response times, time-outs and
errors — leaving customers at best wondering what to do next and at worst unable
to complete their purchases.

Similarly, SciVisum, a web-testing specialist, found that three-quarters of Internet
marketing campaigns are impacted by website failures, with 14% of failures so severe
that they prevented the campaign meeting its objectives. The company surveyed
marketing professionals from 100 UK-based organisations across the retail, financial,
travel and online gaming sectors. More than a third of failures were rated as ‘serious
to severe’, with many customers complaining or unable to complete web transactions.
These are often seen by marketers as technology issues which are owned by others
in the business, but marketers need to ask the right questions. The SciVisum (2005)
research showed that nearly two-thirds of marketing professionals did not know how
many users making transactions their websites could support, despite an average
transaction value of £50 to £100, so they were not able to factor this into campaign
plans. Thirty-seven per cent could not put a monetary value on losses caused by cus-
tomers abandoning web transactions. A quarter of organisations experienced website
overloads and crashes as a direct result of a lack of communication between the two
departments.

SciVisum recommends that companies do the following:

1 Define the peak visitor throughput requirements for each customer journey on the
site. For example, the site should be able to support at the same time: approxi-
mately ten checkout journeys per second, thirty add-to-basket journeys per sec-
ond, five registration journeys per second, two check-my-order-status journeys per
second.

2 Service-level agreement. More detailed technical requirements need to be agreed
for each of the transaction stages. Home-page delivery time and server uptime are
insufficiently detailed.

3 Set up a monitoring programme that measures and reports on the agreed journeys
24/7.

Service level agreements

To ensure the best speed and availability a company should check the service level agree-
ments (SLAs) carefully when outsourcing website hosting services. The SLA will define
confirmed standards of availability and performance measured in terms of the latency or
network delay when information is passed from one point to the next. The SLA also includes
notification to the customer detailing when the web service becomes unavailable with rea-
sons why and estimates of when the service will be restored.

Security

Security is another important issue in service quality. How to control security was referred to
in the earlier section on firewalls and is considered in detail in ‘Focus on Security design for
digital business’ (Chapter 11, p. 572).
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[ Managing internal digital communications through intranets and extranets j

Total cost of
ownership (TCO)
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In Chapter 1, we introduced the concept of intranets and extranets.

Intranet applications

Intranets are used extensively for supporting sell-side e-commerce from within the mar-
keting function. They are also used to support core supply chain management activities as
described in the next section on extranets. Today, they are typically deployed as web-based
services supplemented by messages and alerts delivered by email or when users login to a
company network. A marketing intranet has the following advantages:

e Reduced product life cycles — as information on product development and marketing
campaigns is rationalised we can get products to market faster.

e Reduced costs through higher productivity, and savings on hard copy.

e Better customer service — responsive and personalised support with staff accessing cus-
tomers over the web.

e Distribution of information through remote offices nationally or globally.

Intranets are also used for internal marketing communications since they can include:

o Staff phone directories.

o Stafft procedures or quality manuals.

e Information for agents such as product specifications, current list and discounted prices,
competitor information, factory schedules and stocking levels, all of which normally have
to be updated frequently and can be costly.

o Staft bulletin or newsletter.

e Training courses.

Intranets can be used for much more than publishing information, as shown in Box 3.7.
Web browsers also provide an access platform for business applications which were tradi-
tionally accessed using separate software programs. This can help reduce the total cost of
ownership (TCO) of delivering and managing information systems. Applications delivered
through a web-based intranet or extranet can be cheaper to maintain since no installation is
required on the end-user’s PC, upgrades are easier and there are fewer problems with users
reconfiguring software. Applications include tools for workgroups to collaborate on projects,
self-service human resources (e.g. to book a holiday or arrange a job review), financial mod-
elling tools and a vehicle-build tracking system. Traditional information such as competitive
intelligence, company news and manufacturing quality statistics can also be shared.

‘ Twelve ways to use your intranet to cut your costs

This guidance is from the Intranet Benchmarking Forum (IBF), the world’s leading
intranet and portal benchmarking group.

1 Build bridges with internal customers. Intranet initiatives are driven from the
business units that will benefit. They say: ‘Where intranets are achieving costsav-
ings, the impetus often comes from business units or functions, not the central
intranet team. From HR and finance to manufacturing units and customer service
operations, it is these business areas that are best placed to identify inefficient pro-
cesses and practices in their area, and then approach the intranet team for help.’

2 Research users’ needs. This is, of course, a prerequisite of any success-
ful information systems project. The IBF advise: ‘The leaders in the field carry
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out research with the aim of building a picture, for each of their main employee
groups, of their working patterns, the processes they follow and where the frus-
trations, blockages and inefficiencies lie, as well as finding out in detail about
how they currently use the intranet and where they think it could help them work
more efficiently.’

Implement or expand self-service. On re-engineering processes to enable self-
service, the IBF say: ‘The most significant way intranets cut costs for organisations
is by enabling administrative processes to be reengineered — particularly in the HR
area — and migrated online via the intranet. This can make processes far more cost-
efficient (and effective) for the organisation and individual users’. They give the
example of how the British Airways intranet has achieved some impressive results
following its re-launch as a self-service intranet:

e 100 per cent of internal recruitment is now carried out on the intranet

100 per cent of staff travel is booked on the intranet

33 per cent of staff training is delivered through the intranet

80 per cent of employees update their contact details on the intranet

The most popular self-service application has been the relatively simple e-Pay
tool where employees access their payslip. This alone delivered BA savings of
£90,000 per year.

Target further design, print and distribution savings. Reduction in physical and
distribution costs through moving towards a ‘paperless office’.

Improve usability. Making it quicker to find information through improving informa-
tion architecture and ‘findability’, i.e. better browsing and searching functionality.
Revamp HR content. As indicated by the examples given above, improvements to
HR functionality often give the biggest benefits to the employees and the business.
Create content for customer-facing staff. The example is given of the UK-based
insurance group Prudential which has used its intranet to provide content and
tools that help contact centre staff respond rapidly to telephone, email and postal
enquiries from customers.

Create internal helpdesk content. Costs of internal helpdesks, for example for IT,
HR or Finance, can be delivered more efficiently via the intranet. The IBF suggests
it costs about £8 to £10 to respond to each request for help by telephone, and
about £5 to do so by email.

Enhance the employee directory. The IBF say: ‘A good people search can be a
killer app: many intranet experts agree that, more than anything else, staff want to
use the intranet to get in touch with one another.’

Put senior leaders online. Intranets make it easier and more cost-effective for
senior leaders to communicate their ideas and ‘walk the virtual floor’ — for example
through blogs that allow staff to comment on posts, or through a regular online
webcast or chat Q&A sessions.

Leverage online meetings. This is web conferencing which, although not directly
enabled by the intranet, should facilitate collaboration.

Measure savings. The IBF state that: ‘Few organisations have made progress in
measuring the cost savings they can attribute to the intranet, or even to parts of it.’
This is partly because it is difficult to measure cause and effect. But the study does
give some examples:

e Ford estimates that online training delivered via its portal will drive down training
costs to an average of $0.21 per class, down from $300-$2,500 per class.

e Cisco cut the cost of processing employee expense reports from $50.69 with
the previous forms-based system to $1.90 three years later. Total corporate
savings by that third year were $7m. The average elapsed time for processing
each expense report dropped from 21 to 4 days.
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e BT’s implementation of e-procurement encompassed 95 per cent of all its
goods - including desktop computing, stationery, clothing, travel and agency
staff — so reduced the average purchasing transaction cost from £56 to
£40 inside a year. Another example is the introduction of an online room book-
ing service some years ago. For a total development cost of £150,000, the ser-
vice initially reduced direct costs by about £450,000 p.a. The cost savings were
achieved through the near elimination of a call centre that previously handled
the bookings.

Source: Adapted from Member Briefing Paper, August, 2008 Published by the Intranet Benchmarking Forum
www.ibforum.com, Digital Workplace Group.

In addition to these ‘classical’ uses of intranets, intranet developer Odyssey (www.
odyssey-i.com) identifies some less common intranet applications:

1 Employee incentive scheme. Companies reward the best employees according to anon-
ymous voting by their peers. At the end of each quarter, prizes such as DVD players and
televisions are awarded.

2 Text messaging. A distribution company keeps in touch with its sales staff and driv-
ers through enabling staff to contact colleagues who are ‘on the road’” using SMS text
messaging.

3 Holiday booking. A workflow system forwards holiday requests to the relevant manager
and informs the applicant automatically. Team managers can also check on the intranet
to see when people within their group have booked holidays.

4 Resource booking. Viewing and making bookings of meeting rooms is another simple
application that can save time.

5 News screen. Displaying the company’s latest news and most recent achievements on a
dedicated screen can give a focal point to a waiting room or foyer area.

6 Integrated external resources. Route planning, mapping or traffic news sites can be
integrated into the intranet to save time for staff. One example of this is a housing
authority that stores its list of properties on the intranet. Each house has a link to a
mapping site (e.g. Multimap www.multimap.com), which will display the location of the
property based on its postcode.

Intranets need to include a suitable technology to enable staff to create and manage their own
content. Content management system (CMS) features are built into intranet and extranet
systems to achieve this (see Chapter 12). For example, Microsoft Sharepoint Server is com-
monly used for intranet management (http://sharepoint.microsoft.com).

The management challenges of implementing and maintaining an intranet (see Intranet
Journal, 2009) are similar to those of an extranet. In the next section, we examine five key
management issues of extranets.

Extranet applications

Although an extranet may sound complex, from a user point of view it is straightforward.
If you have bought a book or CD online and have been issued with a username and pass-
word to access your account, then you have used an extranet. This is a consumer extranet.
Extranets are also used to provide online services which are restricted to business custom-
ers. If you visit the Ifazone (www.ifazone.com) extranet of financial services company
Standard Life, which is designed for the independent financial advisers who sell its prod-
ucts, you will see that the website has only three initial options - log-in, register and demon-
strations. The Ifazone extranet is vital to Standard Life since 90 per cent of business is now
introduced through this source. This usage of the term ‘extranet’, referring to electronic
business-to-business communications, is most typical (see, for example, Vlosky et al., 2000).
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Hannon (1998) concurs, and also notes the relationship of extranets with intranets, describ-
ing an extranet as

any network connected to another network for the purpose of sharing information and
data. An extranet is created when two businesses connect their respective intranets for
business communication and transactions.

Dell Premier is an example of a business customer extranet for a large corporation. You can
read how Dell positions the benefits in Mini case study 3.7. The system helps Dell encourage
customer loyalty since once integration occurs customers are less likely to change suppliers
due to switching costs. It is an example of ‘soft lock-in’ (which we introduced in Chapter 1).
Dell also encourages consumers to make suggestions about new products through its
IdeaStorm (www.ideastorm.com) service for which customers have to be registered to add
comments, so could be considered as a form of extranet although Dell Premier is a better
example since it shows how a service can be provided continuously.

Mini Case Study 3.7 Dell Premier customer extranet provides digital business services

Dell provides Premier.Dell.com (formerly Premier Pages) for its business customers. This is how Dell
describes the service to customers:

Your unique Premier.Dell.com site offers a customized and dedicated interface tailored to your organiza-
tion’s specific technology needs and standards.

e Easy Ordering — A custom online store ensures access to your products at your price.
e Easy Tracking — View real-time order status, online invoices and purchase history details.
e Easy Control — Custom access groups define what users can see and do within Premier.

It explains how Premier.Dell.com can be used for e-procurement as follows:

Dell integrates a customized Premier catalog with your Enterprise Resource Planning (ERP) system to give
you more control over your purchasing process and to help ensure accurate and efficient transactions.

Aligning with your Procurement System — Dell can integrate with a variety of ERP applications, includ-
ing: Ariba, Commerce One, Lawson, Oracle Purchasing, SAP, SciQuest and more.

Dramatic Savings — E-Procurement integration can reduce purchasing overhead and order processing
time. Consolidating purchase records into one system streamlines administration, while electronic invoic-
ing and payment save employee processing time.

The Solution for You - Return your shopping contents to your ERP system electronically as Dell’s inte-
grated platform is designed to help improve efficiencies and order accuracy, while reducing product
delivery times.

Source: http://premier.dell.com.

Vlosky et al. (2000) refer to these business benefits of an extranet:

1 Information sharing in secure environment. Information needed to support business
through a range of business partners can be shared using an extranet. Vlosky et al. (2000)
give the example of advertising agency Saatchi using an extranet to allow their advertis-
ers to access draft advertising material during a project. Information for suppliers is
often shared by providing a log-in to a database which shows demand for products.

2 Cost reduction. Operating processes can be made more efficient through an extranet.
The example given by these authors is Merisel, a $3.5 billion computer hardware reseller
reducing its order processing costs by 70%. Such cost reductions are achieved by reducing
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the number of people involved in placing orders and the need to rekey information from
paper documents.

3 Order processing and distribution. The authors refer to an ‘electronic integration
effect’. For example, an extranet can connect a retailer’s point of sales terminals to a sup-
plier’s delivery system, ensuring prompt replenishment of goods sold. This potentially
means fewer lost sales because of out-of-stock items and a lower inventory holding is
needed.

4 Customer service. Improving levels of service is one of the main benefits of the Premier.
Dell.com extranet described above, although it also has the other benefits listed above.
Distributors or agents of companies can also find information such as customised pric-
ing or advertising materials. For example, 3M provides open web access to individual
customers to find information about its office products such as Post-it notes and trans-
parent films (www.3m.com/uk/office), but it also offers an extranet for distributors such
as Spicers (www.spicers.net) and Euroffice (www.euroffice.co.uk).

Many of the management issues involved with managing extranets are similar to those
for intranets. These are five key questions that need to be asked when reviewing an existing
extranet or when creating a new extranet:

1 Are the levels of usage sufficient? Extranets require a substantial investment, so efforts
need to be made to encourage usage since we are asking the users of the service to change
their behaviour. It is in the organisation’s interest to encourage usage, to achieve a return
on their investment and achieve the cost efficiencies intended.

2 Is it effective and efficient? Controls must be put in place to assess how well it is
working and improve its performance. Return on investment should be assessed. For
example, visitor levels can be measured for different types of audiences and the level of
usage for accessing different types of information can be assessed. The direct and indi-
rect cost savings achieved through each extranet transaction can be calculated to help
assess effectiveness. For example, 3M, manufacturer of many products including office
products such as Post-it notes, has an extranet to connect to the office supply retailers
(see www.3m.com/uk/easy). Retailers download the latest price lists and promotional
information such as product pictures. Each digital download represents a significant
saving in comparison to shipping physical items to the retailer.

3 Who has ownership of the extranet? Functions with an interest in an extranet include
IT (technical infrastructure), Finance (setting payments and exchanging purchase orders
and invoices), Marketing (providing marketing materials and sales data to distributors
or providing services to customers) and Operations Management (exchanging informa-
tion about inventory). Clearly the needs of these different parties must be resolved and
management controls established.

4 What are the levels of service quality? Since an extranet will become a vital part of an
organisation’s operating process, a problem with the speed or availability of the extranet
could cause loss of a lot of money; it is arguably more important than the public-facing
Internet site.

5 Is the quality of the information adequate? The most important attributes of infor-
mation quality are that it is up to date and accurate. Vlosky et al. (2000) point out the
importance of liability if information is inaccurate or the extranet crashes.

It will be seen in Chapter 6 that extranets are used extensively to support supply chain
management as resources are ordered from suppliers and transformed into products and
services delivered to customers. At Marshall Industries, for example, when a new customer
order is received across the extranet it automatically triggers a scheduling order for the ware-
house (transferred by intranet), an order acknowledgement for the customer and a shipping
status when the order is shipped (Mougayer, 1998). To enable different applications on the
intranet to communicate, middleware is used by systems integrators to create links between
organisational applications or between different members of a supply chain. For example,
within a supply chain management system, middleware will translate requests from external
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systems such as a sales order so they are understood by internal systems (relevant fields are
updated in the database) and then it will trigger follow-up events to fulfil the order.

Middleware is now also referred to as enterprise application integration (EAI) (Internet
World, 1999). Such applications include a sales-order processing system and a warehousing
system. It now also includes software programs from different organisations.

A final example of the use of an extranet on a global basis is that of Mecalux (www.mecalux.
com). Mecalux, based in Barcelona, is involved in the design, manufacture and assembly of
storage systems. Since it was formed in 1996, the company has expanded and has offices in
Argentina, Germany, the UK, France, Portugal, Singapore and Mexico. One of the challenges
of this expansion was to improve communications between its representatives around the
world and to supply them with the information needed to improve customer service. The
management team wanted to create a paperless company where information flows freely in
all locations around the world. This makes it easier for the engineers to have the informa-
tion necessary to respond to any customer’s requirements. The extranet created to solve this
problem has, for example, enabled representatives in Singapore to tap into data held on the
server in Spain to check the availability of the product and get it to a local customer in the
shortest possible timeframe. The solution also permits technicians and engineers to collabo-
rate on ideas and work together on future designs from anywhere in the world.

Encouraging use of intranets and extranets

Intranets and extranets often represent a change to existing methods of working for business
people, so encouraging usage is often a challenge. They may be launched to a great fanfare,
but, if their content is neglected, their usage will dwindle. Common warning signs identified
in the KM Column (2002) are:

o Staff usage of the intranet is low, and not growing.

e The majority of content is out of date, incomplete or inaccurate.

e The intranet is very inconsistent in appearance, particularly across sections managed by
different groups.

e Almost all information on the intranet is reference material, not news or recent updates.

e Most sections of the intranet are used solely to publicise the existence of the business
groups within the organisation.

To explore solutions to limited usage of intranets and extranets, complete Activity 3.3.

[ Activity 3.3

Overcoming limited use of intranets and extranets in a B2B company

Purpose

To illustrate solutions to limited usage of intranets and extranets.

Activity

A B2B company has found that after an initial surge of interest in its intranet and
extranet, usage has declined dramatically. Many of the warning signs mentioned in the
KM Column (2002) article listed above are evident. Suggest ways in which the digital
business manager could achieve the following aims:

1 Increase usage.

2 Produce more dynamic content.

3 Encourage more clients to order (extranet).

Answers to activities can be found at www.pearsoned.co.uk/chaffey
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enables phone calls to be
made over the Internet.
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IPTV (Internet TV)

The growth in popularity of IPTV or ‘Internet TV’, where TV and video are streamed via
broadband across the Internet, is one of the most exciting developments in recent years. In
2007, services offering streamed viewing of hundreds of channels from providers such as the
Europe-based Joost and the US service Hulu (www.hulu.com) launched, and there are many
competitors such as Babelgum, Vuze and Veoh. IPTV is sometimes referred to as non-linear
TV or on-demand broadcasting.

IPTV is also used to deliver standard channels available on satellite. Then there is also the
IPTV option of digital TV downloaded before playback, as is possible with many traditional
broadcasters such as the BBC, Sky or ITV using peer-to-peer distribution, where many users
download and share small chunks of the programme. Who pays for the large bandwidth
required by IPTV is an ongoing debate, covered in the next section on net neutrality.

It will be essential for marketers and ad agencies to learn how to exploit IPTV in order to
reach online audiences

Voice over IP (VolP)

Voice over IP (VolP) can be used for transmitting voice over a LAN or on a wider scale. You
will remember that IP stands for Internet Protocol and so VoIP enables phone calls to be
made over the Internet. IP enables a single network to handle all types of communications
needs of an organisation, i.e. data, voice and multimedia. VoIP (pronounced ‘voyp’) is proving
increasingly popular for reducing the cost of making phone calls within an office and between
offices, particularly internationally. IOD (2005) estimates that after initial investment, the
cost of managing a converged VoIP communications system could be 50 per cent lower than
managing separate voice and data systems. In the longer term, major telecommunications
companies such as AT&T and BT will replace their existing voice networks with IP networks.
Other benefits include:

Click-to-call - users click the number they want from an on-screen directory.

Call forwarding and conferencing to people at other locations.

Unified messaging. Emails, voicemails and faxes are all integrated into a single inbox.
Hot-desking - calls are routed to staff wherever they log in — on-site or off-site.

Cost control - review and allocation of costs between different businesses is more transparent.

Several options are available:

1 Peer-to-peer. The best-known peer-to-peer solution is Skype which offers free calls or
video-conferencing between Internet-connected PCs that are enabled with a headset
(sometimes called ‘softphones’). A service called SkypeOut enables calls to landlines
or mobile phones at a reduced cost compared to traditional billing. This service is only
really suited to smaller businesses, but could be used in larger businesses for some staff
who call abroad frequently to bypass the central system.

2 Hosted service. A company makes use of a large centralised IP-based system shared
between many companies. This potentially reduces costs, but some companies might be
concerned about outsourcing their entire phone directory.

3 Complete replacement of all telephone systems. This is potentially costly and disrup-
tive in the short term, but new companies or relocating companies may find this the
most cost-effective solution.

4 Upgrading existing telephone systems to use VoIP. Typically, the best compromise for
existing companies.

Widgets

Widgets are tools made available on a website or on a user’s desktop. They either provide
some functionality, like a calculator, or they provide real-time information, for example on
news or weather.
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Site owners can encourage partners to place them on their sites and this will help educate
people about your brand, possibly generate backlinks for SEO purposes (Chapter 9) and also
engage with a brand when they’re not on the brand owner’s site. Widgets offer partner sites
the opportunity to add value to their visitors through the gadget functionality or content, or
to add to their brand through association with you (co-branding).

The main types of widget are:

1 Web widgets. Web widgets have been used for a long time as part of affiliate marketing,
but they are getting more sophisticated, enabling searches on a site, real-time price
updates or even streaming video.

2 Google gadgets. Different content can be incorporated onto a personalised Google
‘iGoogle’ home page.

3 Desktop and operating system gadgets. Microsoft Windows makes it easier to create
and enable subscription to these widgets and place them into sidebars.

4 Social media widgets. These encourage site visitors to subscribe to RSS or to bookmark
the page on their favourite social media site such as Delicious, Digg or Technorati.

5 Facebook applications. Facebook has opened up its API (application programming
interface) to enable developers to create small interactive programs that users can add to
their space to personalise it.

[ Web presentation and data exchange standards J

Content

The design, text and
graphical information
that forms a web page.
Good content is the key
to attracting customers
to a website and retaining
their interest or achieving
repeat visits.

The information, graphics and interactive elements that make up the web pages of a site
are collectively referred to as content. Different standards exist for text, graphics and
multimedia.

Examples of XML applications

One widely adopted XML application is the Dublin Core Metadata Initiative (DCMI) (www.
dublincore.org), so called since the steering group first met in Dublin, Ohio, in 1995, which
has been active in defining different forms of metadata to support information access across
the Internet. An important part of this initiative is in defining a standard method of refer-
encing web documents and other media resources. If widely adopted this would make it
much more efficient to search for a document produced by a particular author in a particular
language in a particular date range. Up to now, it has mainly been applied within content
management systems to assist in knowledge management for data on intranets and extranets
rather than on the public Internet.

The significance of XML is indicated by its use for facilitating supply chain management.
For example, Microsoft’s BizTalk server (www.microsoft.com/biztalk) for B2B applica-
tion integration is based on XML. Since this is a proprietary standard, an open standard
‘RosettaNet’ (www.rosettanet.org) was created by a consortium of many of the world’s lead-
ing information technology, electronic components and semiconductor manufacturing
companies such as Intel, Sony and Nokia. BizTalk server enables different enterprise applica-
tions such as SAP and JDEdwards to exchange information as part of improved supply chain
management. Microsoft summarises the benefits of BizTalk as:

Reduced ‘time to value’, i.e. development time and cost of application integration.

Easy integration with virtually any application or technology.

Scalability to any size of application.

Support for industry standards such as EDI, XML and Simple Object Access Protocol
(SOAP).

5 Reliable document delivery including ‘once-only’ delivery of documents, comprehensive
document tracking, and logging and support for failover (automatic recovery of docu-
ments from a back-up system).

A ON =
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Interrelated content
including data with
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supplied by the user.
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»

Secure document exchange - this is not an integral feature of XML but has been built
into this application.

Automation for complex business processes.

Management and monitoring of business processes.

Automated trading partner management.

Reduced complexity in development.

o © O~

Another widely adopted application of XML is ebXML (www.ebxml.org). This stand-
ard has been coordinated by Oasis (www.oasis-open.org) which is an international
not-for-profit consortium for promoting Internet standards. The original project was
intended to define business exchange using five standards:

business processes

core data components
collaboration protocol agreements
messaging

registries and repositories.

Oasis defines three types of transaction that form business processes:

1 Business transaction. A single business transaction between two partners, such as plac-
ing an order or shipping an order.

2 Binary collaboration. A sequence of these business transactions, performed between
two partners, each performing one role.

3 Multi-party collaboration. A series of binary collaborations composed of a collection of
business partners.

One application developed using ebXML enables different accounting packages to com-
municate with online order processing systems. This new standard has been recognised by
85% of the accounting industry, the World Wide Web Consortium and the United Nations.
Over 120 national and international accounting software vendors have confirmed that they
are developing interfaces. Exchequer Software Ltd (www.exchequer.com) is the first com-
pany to embed this new technology in its products, which means it receives orders via email
directly into its own accounting system. This has resulted in a reduction of 30% in processing
costs and a sales increase of 40%. The digital business module of the accounting software can
be used to provide a remotely hosted e-commerce shopping cart system with regular updates
of stock details, pricing matrices, account information and transactional data, such as out-
standing orders and invoices.

Governments are also using XML to standardise data transfer between departments.

Semantic web standards

The semantic web is a concept promoted by Tim Berners-Lee and the World Wide Web
Consortium (www.w3.org) to improve upon the capabilities of the current World Wide
Web. Semantics is the study of the meaning of words and linguistic expressions. For
example, the word ‘father’ has the semantic elements male, human and parent and ‘girl’ has
the elements female, human and young. The semantic web is about how to define mean-
ing for the content of the web to make it easier to locate relevant information and services
rapidly. As mentioned above, finding information on a particular topic through search-
ing the web is inexact since there isn’t a standard way of describing the content of web
pages. The semantic web describes the use of metadata through standards such as XML,
RDF and the Dublin Core to help users find web resources more readily. Another benefit of
the semantic web is that it will enable data exchange between software agents running on
different server or client computers.

Agents are software programs created to assist humans in performing tasks. In this con-
text they automatically gather information from the Internet or exchange data with other
agents based on parameters supplied by the user.
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Microformats

A simple set of formats
based on XHTML

for describing and
exchanging information
about objects, including
product and travel
reviews, recipes and
event information.

The applications of the semantic web are best illustrated through examples. Berners-Lee
et al. (2001) give the example of a patient seeking medical treatment for a particular condi-
tion. They envisage a patient having a personal software agent (effectively a search engine)
which is used to find the best source of treatment. The patient’s agent will interact with the
doctor’s agent which will describe the symptoms and search pages from different health-
care providers which detail their services. The patient’s agent will then give them the differ-
ent treatment options in terms of cost, effectiveness, waiting time and location. Similarly,
a personal agent could be used to find the best flight or a business agent could be used to
participate in a reverse auction.

Although the concept of the semantic web has been established for over 10 years, there
have been relatively few commercial applications, suggesting the difficulty of implementa-
tion together with the lack of demand since the search engines perform well in returning
relevant information. The World Wide Web Consortium (www.w3c.org) has compiled some
examples which it updates at www.w3.0rg/2001/sw/sweo/public/UseCases/.

Microformats

Microformats are a practical example of the way the semantic web will develop. Data can
be exchanged through standard microformats such as hCalendar and hReview which are
used to incorporate data from other sites into the Google listings (see www.microformats.org
for details). You can see examples of microformats which Google has incorporated as star
ratings from sites it has indexed if you perform a search on movies, hotels or popular
products.

[m Internet governance }

Internet governance

Control of the operation
and use of the Internet.

(In Chapter 4 we will look briefly at how governments promote and control, through laws,
the use of the Internet in their jurisdiction.) In this section, we look at the growth of the
Internet as a global phenomenon and how the standards described in the previous section
were devised. The Internet is quite different from all previous communication media since it
is much less easy for governments to control and shape its development. Think of print, TV,
phone and radio and you can see that governments can exercise a fair degree of control on
what they find acceptable.

Esther Dyson (1998) has been influential in advising on the impact of the Internet on
society; she describes Internet governance as the control put in place to manage the growth
of the Internet and its usage. The global nature of the Internet makes it less practical for a
government to control cyberspace. Dyson says:

Now, with the advent of the Net, we are privatizing government in a new way — not only in
the traditional sense of selling things off to the private sector, but by allowing organizations
independent of traditional governments to take on certain ‘government’ regulatory roles.
These new international regulatory agencies will perform former government functions in
counterpoint to increasingly global large companies and also to individuals and smaller
private organizations who can operate globally over the Net.

Dyson (1998) describes different layers of jurisdiction. These are:

1 Physical space comprising individual countries in which their own laws such as those
governing taxation, privacy, and trading and advertising standards hold.
2 ISPs - the connection between the physical and virtual worlds.

There are number of established non-profit-making organisations that control different
aspects of the Internet. These are sometimes called ‘supra-governmental’ organisations since
their control is above government level.
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The principle of provision
of equal access to
different Internet services
by telecommunications
service providers.
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The net neutrality principle

Net (or network) neutrality is based on the organic way in which the Internet grew during
the 1980s and 1990s. The principle enshrines equal access to the Internet and the web which
is threatened by two different forces. First, and the most common context for net neutral-
ity, is the desire by some telecommunications companies and ISPs to offer tiered access to
particular Internet services. The wish of the ISPs is to potentially offer a different quality of
service, i.e. speed, to consumers based on the fee paid by the upstream content provider. So
potentially ISPs could charge companies such as TV channels more because they stream con-
tent such as video content which has high bandwidth requirements.

Concerns over tiered access to services appear strongest in the United States where two
proposed Bills to help achieve neutrality, the 2006 Internet Freedom and Nondiscrimination
Act and the 2006 Communications Opportunity, Promotion and Enhancement Act, did not
become law. The ISPs were strong lobbyists against these Bills and subsequently it has been
alleged that provider Comcast has discriminated against users accessing peer-to-peer traffic
from BitTorrent (ArsTechnica, 2007). In European countries such as the UK, ISPs offer dif-
ferent levels of access at different bandwidths.

The second and less widely applied, but equally concerning, concept of net neutrality is
the wish by some governments or other bodies to block access to certain services or content.
For example, the government in China limits access to certain types of content in what has
been glibly called ‘“The Great Firewall of China’ (Wired, 2007), which describes the develop-
ment of the Golden Shield which is intended to monitor, filter and block sensitive online
content. More recently Google has been criticised for censoring its search results in China for
certain terms such as “Tiananmen Square’. In 2009/2010 Google considered withdrawing its
business from China.

[ oo0

Ofcom on net neutrality in Europe and the United States

Ofcom is the regulator of the Internet in the UK. Its position on net neutrality has a clear
description of the potential need for governance on this issue.

The concept of net neutrality
The issue of net neutrality concerns whether and where there should be a principle
of non-discrimination regarding different forms of internet traffic carried across net-
works.

The communications sector is entering a period where there is rapidly increas-
ing traffic on the internet, such as video and peer-to-peer applications (for example,
games and VoIP services). This rapid increase in traffic is generating substantial
congestion in some parts of the internet. Moreover many of these applications are
time-sensitive and are far less tolerant of delay than, say, email or web browsing.

To respond to these new applications and their associated demands, service pro-
viders are developing a range of business models that facilitate the prioritisation of
different types of traffic. This is enabled by improvements in network technology
that are allowing greater identification of internet packets associated with different
applications, which can then be prioritised, accordingly.

Ofcom goes on to explain the arguments for and against net neutrality and the current
position in Europe.

Arguments for and against net neutrality
Proponents of net neutrality argue that it is fundamental to the protection of con-
sumer choice and innovation on the internet, and advocates in the US have cited
the First Amendment to the constitution, arguing that net neutrality is necessary to
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ensure freedom of speech. Some large internet application and content companies
tend to be advocates of net neutrality, alongside some consumer rights groups.

Opponents to net neutrality argue that they should be able to offer different quali-
ties of service, both in order to recover their infrastructure investment costs and to
enable quality of service guarantees to improve the consumer experience for ser-
vices such as VoIP or video streaming. In the United States, cable and incumbent
telecom operators have also claimed that the First Amendment supports opposition
to net neutrality, arguing that they cannot be compelled to promote speech with
which they disagree.

Differences between the European Union and United States
A contrasting set of circumstances exists in the European Union, compared to the
United States. Specifically, the net neutrality debate was triggered in the United
States by the deregulation of wholesale access services, including access to the
internet. In the EU there are obligations to offer unbundled local loops and bit-
stream access and these continue to be seen as key tools in addressing competi-
tion problems.

As part of its proposals to amend the existing EU regulatory framework, the Eu-
ropean Commission has proposed a range of measures to ensure that consumers
have access to lawful content including proposals to ensure that consumers are
made aware of changes to the terms of service offered by their communications
provider and the ability to switch contracts with penalty. In addition, the Commission
proposed to empower national regulators with the ability to impose minimum quality
of service obligations on communications providers subject to a set of standards
agreed at European level.

Source: from The International Communications Market 2007. Report published December 2007, www.ofcom.
org.uk/research/cm/icmr07/overview/landscape, Ofcom copyright 2006-11.

The Internet Corporation for Assigned Names and Numbers (ICANN, www.
icann.org)

The Internet Corporation for Assigned Names and Numbers (ICANN) is the non-profit
body formed for domain name and IP address allocation and management. These were pre-
viously controlled through US government contract by IANA (Internet Assigned Numbers
Authority) and other entities.

According to the ICANN Fact Sheet (http://archive.icann.org/en/cctlds/
icann-and-the-global-internet-25feb03.pdf):

In the past, many of the essential technical coordination functions of the Internet were
handled on an ad hoc basis by US government contractors and grantees, and a wide
network of volunteers. This informal structure represented the spirit and culture of the
research community in which the Internet was developed. However, the growing interna-
tional and commercial importance of the Internet has necessitated the creation of a tech-
nical management and policy development body that is more formalized in structure, more
transparent, more accountable, and more fully reflective of the diversity of the world’s
Internet communities.

The independence of such bodies raises several questions, such as who funds them and
who they answer to — are they regulated? Incredibly, in 2002 ICANN had just 14 staff and a
19-member volunteer board of directors chaired by Dr Vinton Cerf, who many consider as
‘father of the Internet’. Funding is through the fees charged for domain registration by com-
mercial companies. The policy statements on the sites suggest that ICANN policy is influ-
enced by various stakeholders, but the main control is an independent review body of ten.
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The Internet Society (www.isoc.org)

The Internet Society (ISOC) is a professional membership society formed in 1992. It sum-
marises its aims as

To provide leadership in addressing issues that confront the future of the Internet, and is the
organization home for the groups responsible for Internet infrastructure standards, including
the Internet Engineering Task Force (IETF) and the Internet Architecture Board (IAB).

A key aspect of the society’s mission statement (www.internetsociety.org/who-we-are/
mission) is:

To assure the open development, evolution and use of the Internet for the benefit of
people throughout the world.

Although it focuses on technical issues of standards and protocols, it is also conscious of how
these will affect global society.

The Internet Engineering Task Force (IETF, www.ietf.org)

This is one of the main technical bodies. It is an international community of network design-
ers, operators, vendors and researchers concerned with the development of the Internet’s
architecture and its transport protocols such as IP. Significant subgroups are the Internet
Architecture Board, a technical advisory group of ISOC with a wide range of responsibilities,
and the Internet Engineering Steering Group, which is responsible for overseeing the activi-
ties of the IETF and the Internet standards process.

The World Wide Web Consortium (www.w3.0rg)

This organisation is responsible for web standards. Its director is Tim Berners-Lee. Today, it
focuses on improving publishing standards such as HTML and XML. The consortium also
aims to promote accessibility to the web for those with disabilities, for instance.

Telecommunications Information Networking Architecture Consortium
(TINA-C, www.tinac.com/)

This consortium takes a higher-level view of how applications communicate over communi-
cations networks. It does not define detailed standards. Its principles are based on an object-
oriented approach to enable easier integration of systems. In its terms:

The purpose of these principles is to insure interoperability, portability and reusability of
software components and independence from specific technologies, and to share the
burden of creating and managing a complex system among different business stakehold-
ers, such as consumers, service providers, and connectivity providers.

Although it has been established since the 1990s, it has had limited success in establishing
solutions which are branded as “TINA-compliant’.

How can companies influence or take control of Internet standards?

It can be argued that companies seek control of the Internet to gain competitive advantage.
For example, Microsoft used what have been judged as anti-competitive tactics to gain a
large market share for its browser, Internet Explorer. In a five-year period, it achieved over
75% market share, which has given it advantages in other areas of e-commerce such as adver-
tising revenue through its portal MSN (www.msn.com) and retail through its sites such as
travel site Expedia (www.expedia.com). Microsoft has also sought to control standards such
as HTML and has introduced rival standards or variants of other standards.

The existence of global Internet standards bodies arguably means that it is less likely that
one company can develop proprietary standards, although Microsoft has been successfully
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Open-source
software

Is developed
collaboratively,

independent of a vendor,

by a community of
software developers and
users.

using this approach for many years. Today, companies such as Microsoft have to lobby
independent organisations to have their input into standards such as XML. Businesses can
protect their interests in the Internet by lobbying these organisations or governments, or
subscribing as members and having employees involved with development of standards
Many remain worried about the future control of the Internet by companies; the “‘World
of Ends’ campaign (www.worldofends.com) illustrates some of the problems where control
can limit consumer choice and stifle innovation. But the future of the Internet is assured
because the three core principles espoused in the World of Ends document remain true:

e No one owns it.
e Everyone can use it.
e Anyone can improve it.

Open-source software

The selection of open-source software to support digital business applications is a significant
decision for anyone managing technology infrastructure for a company. Open-source software
is now significant in many categories relevant to digital business, including operating systems,
browsers, web servers, office applications and content management systems (including blogs).
The Open Source Organisation (www.opensource.org) explains its benefits as follows:

The basic idea behind open source is very simple: When programmers can read, redis-
tribute, and modify the source code for a piece of software, the software evolves. People
improve it, people adapt it, people fix bugs. And this can happen at a speed that, if one is
used to the slow pace of conventional software development, seems astonishing.

We in the open source community have learned that this rapid evolutionary process
produces better software than the traditional closed model, in which only a very few pro-
grammers can see the source and everybody else must blindly use an opaque block of bits.

Table 3.5 summarises some of the main advantages and disadvantages of open-source
software. To gain an appreciation of the issues faced by a technical manager pondering the
open-source dilemma, complete Activity 3.4.

Table 3.5 Three advantages and three disadvantages of open-source software

Advantages of open-source software Counter-argument

1  Effectively free to purchase Cost of migration from existing systems may be high and will

include costs of disruption and staff training

2  Lower cost of maintenance since upgrades are free There is not a specific counter-argument for this, but see the

disadvantages below

3 Increased flexibility Organisations with the resources can tailor the code. Frequent

patches occur through collaborative development

Disadvantages of open-source software Counter-argument

1 Has less functionality than commercial software Simplicity leads to ease of use and fewer errors. Many

functions not used by the majority of users

2  More likely to contain bugs compared to Evidence does not seem to suggest this is the case. The
commercial software since not tested commercially modular design needed by collaborative development enables

problems to be isolated and resolved

3  Poor quality of support Organisations with the resource can fix problems themselves since

they have access to the code. Companies such as IBM, SuSe and
RedHat do offer support for Linux for a fee. Finding skilled staff for
emerging open-source technologies can be difficult
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‘- Selecting open-source software

Purpose

This activity looks at a common issue facing technical managers: should they adopt
standard software promoted by the largest companies or open-source software or
cheaper software from other vendors?

Questions

1 For the different alternatives facing a technical manager below, assess:
(@) Which is most popular (research figures).
(b) The benefits and disadvantages of the Microsoft solution against the alternatives.

2 Make recommendations, with justifications, of which you would choose for a small—
medium or large organisation.

A Operating system: Microsoft/Windows XP/Server or Linux (open-source) for
server and desktop clients.

B Browser: Internet Explorer browser or rivals such as Mozilla Firefox or Google
Chrome which is part based on open-source.

C Programming language for dynamic e-commerce applications: Microsoft.Net or
independent languages/solutions such as the LAMP combination (Linux operating
system, Apache server software plus the MySQL open-source database and
scripting languages such as PHP, Perl or Python).

Answers to activities can be found at www.pearsoned.co.uk/chaffey

Case Study 3.1 Innovation at Google

Context Further details on the culture and ethics of Google
are available at www.google.com/intl/en/corporate/ten-
things.html.

Putting users first is reflected in three key commit-
ments in the Google SEC filing:

In addition to being the largest search engine on Earth,
mediating the searches of tens of billions of searches
daily, Google is a great example of continuous inno-
vation in its digital services. All involved in managing
digital business should follow Google to see the latest 1 We will do our best to provide the most relevant
approaches its trialling. and useful search results possible, independent
of financial incentives. Our search results will be
objective and we will not accept payment for inclu-
sion or ranking in them.

Google’s mission is encapsulated in the statement ‘to 2 We will do our best to provide the most relevant

Google’s mission

organize the world’s information. . . and make it uni- and useful advertising. Advertisements should not
versally accessible and useful.” Google explains that be an annoying interruption. If any element on a
it believes that the most effective, and ultimately the search result page is influenced by payment to us,
most profitable, way to accomplish its mission is to we will make it clear to our users.
put the needs of its users first. Offering a high-quality =~ 3 We will never stop working to improve our user
user experience has led to strong word-of-mouth experience, our search technology and other
promotion and strong traffic growth. important areas of information organization.
Notable tenets of the Google philosophy are: In the investor relations SEC filing, the company

) explains ‘How we provide value to our users’:
e Focus on the user and all else will follow.

e |t’s best to do one thing really, really well. We serve our users by developing products that
e You can make money without doing evil. quickly and easily find, create, organize, and share
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information. We place a premium on products that
matter to many people and have the potential to
improve their lives.

Some of the key benefits which are explained are:
Comprehensiveness and relevance; Objectivity; Global
access; Ease of use; Pertinent, useful commercial informa-
tion; Multiple access platforms; and Improving the web.

The range of established Google services is well
known and is listed at http://www.google.com/options/.

Google’s commitment to innovation is indicated by
these more recent services:

e Google TV (announced 2010) as part of a partnership
agreement with Sony

e Nexus One Phone using the Google Android mobile
operating system launched in January 2010 (www.
google.com/phone)

e Google Mobile advertising (although Google has
offered text ads for some time, the 2009 acquisition
of AdMob enables improvements in sophistication of
this approach)

e Google Chrome OS (a lightweight operating system
announced in 2009 and targeted initially at Netbooks)
and then Google’s own Chromebook notebook in 2009.

e Google Chrome (a browser announced as a beta in
2008 and a full product for Windows in 2009)

e Google Glass. A current project to develop wearable
technology.

For 2009, Google spent around 12% of its revenue in
research and development, an increase from less than 10%
in 2005, a larger amount than sales and marketing (8.4%).

Google revenue models

Google AdWords, the auction-based advertising pro-
gramme that enables advertisers, is the main source of
revenue. Advertisers pay on a ‘pay-per-click’ cost basis
within the search engines and within other services such
as Gmail, but with cost-per-thousand payment options
available on Google Networks members’ websites.
Google has introduced classified-style ad programmes
for other media, including:

e Google Audio Ads (ads are placed in radio
programmes)
Google Print Ads
Google TV Ads
Google Promoted Video Ads within YouTube, user-
initiated click-to-play video ads.

So, Google’s revenues are critically dependent on
how many searches it achieves in different countries
on desktop and mobile devices and the proportion of
searchers who interact with Google’s ads. Research by
comScore (2008) suggests around 25% of searches

result in an ad click where sponsored search results are
included (around 50% of searches). Of course Google is
also looking to increase the number of advertisers and
invests heavily in this through trade communications to
marketers. Increased competition to advertise against a
search term will result in increased bid amounts and so
increased revenue for Google.

In 2013, according to Google’s investors relation site
around a third of Google’s revenue was from the Google
Display Network of content partners, including those who
subscribe to the Google Adsense programme. It updated
its ad targeting to use an approach called ‘Enhanced cam-
paigns’ where revenue from mobile devices was improved.

Risk factors

Some of the main risk factors that Google declares
include:

1 New technologies could block Google ads.
Ad-blocking technology could, in the future,
adversely affect Google’s results, although there has
not been widespread adoption of these approaches.

2 Litigation and confidence loss through click
fraud. Click fraud can be a problem when competi-
tors click on a link, but this is typically small-scale.
A larger problem for is structured click fraud where
site owners on the Google content network seeks
to make additional advertising feeds.

3 Index spammers could harm the integrity of
Google’s web search results. This could damage
Google’s reputation and cause its users to be dis-
satisfied with products and services.

Google says:

There is an ongoing and increasing effort by ‘index
spammers’ to develop ways to manipulate our web
search results. For example, because our web search
technology ranks a web page’s relevance based in
part on the importance of the web sites that link to
it, people have attempted to link a group of web sites
together to manipulate web search results.

You can find updates on this case study by searching
at Smartlnsights.com for ‘Google marketing updates’.

Web video explanation: www.google.com/howgoogle
works/. (Further information on how Google works is
available in Chapter 9 in the section on search engine
marketing.)

Question

Explain how Google generates revenue and
exploits innovation in digital technology to identify
future revenue growth. You should also consider
the risk factors for future revenue generation.
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‘ Summary 1 Businesses need to provide a range a digital business infrastructure that can sup-

port users on a range of desktop and mobile platforms and is flexible enough to
change with different business demands.

2 Mobile platform decisions involve selection of which mobile operating systems to
target, provision of mobile-based services and whether additional apps are required.

3 A five-layer model for managing digital business infrastructure is reviewed where
Level | is the applications layer, Il is the systems software layer, Il is the transport
layer, IV is the storage or physical layer and V is the content or data layer.

4 Integrating different web services using Cloud Computing can enable business soft-
ware functions to be added with limited bespoke development.

5 Software as a Service (SaaS) providers are increasingly important as businesses
look to reduce infrastructure costs and improve service delivery through external
hosting of applications and data outside an organisation.

‘ Exercises Self-assessment questions
1

What is the difference between the Internet and the World Wide Web?

2 Describe the two main functions of an Internet service provider (ISP). How do they
differ from applications service providers?

3 Distinguish between intranets, extranets and the Internet.

4 Describe the standards involved when a web page is served from a web server to a
user’s web browser.

5 What are the management issues involved with enabling staff access to a website?
Explain the following terms: HTML, HTTP, XML, FTP.

7 What is the difference between static web content written in HTML and dynamic
content developed using a scripting language such as JavaScript?

8 What software and hardware are required to access the Internet from home?

Essay and discussion questions
1 ‘Without the development of the World Wide Web by Tim Berners-Lee, the Internet
is unlikely to have become a commercial medium.’ Discuss.

2 ‘In the future the distinction between intranets, extranets and the Internet for mar-
keting purposes is likely to disappear.’ Discuss.

3 Discuss the merits and disadvantages of locating company digital business ser-
vices inside a company, in comparison with outsourcing to an ISP or ASP.

4 You are consultant to a small retailer interested in setting up a transactional e-com-
merce site. Create a summary guide for the company about the stages that are
necessary in the creation of a website and the management issues involved.

Examination questions
1 You have been tasked with arranging Internet access for other employees in your
company. Summarise the hardware and software needed.

2 How would you explain to a friend what they need to purchase to access the World
Wide Web using the Internet? Explain the hardware and software needed.

3 Explain the term ‘electronic data interchange’. Is it still relevant to companies?
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4 Describe how the following tools would be used by a company hosting a website:
HTML, FTP, RSS.

5 The existence of standards such as HTML and HTTP has been vital to the success
and increased use of the World Wide Web. Explain why.

6 What benefits to a business-to-business company does the XML standard offer
beyond those of HTML?

7 Explain why the digital business coordinator of a company might investigate the
use of applications service providers.

8 Explain the differences between intranet, extranet and the Internet from a digital
business perspective.
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After completing this chapter the reader should be able to:

Identify the different elements of an organisation macro-
environment that impact on an organisation’s digital business
and digital marketing strategy

Assess the impact of legal, privacy and ethical constraints or
opportunities on a company

Assess the role of macro-economic factors such as economics,
governmental digital business policies, taxation and legal
constraints

T

The issues for managers raised in this chapter include:

What are the constraints such as legal issues which should be
taken into account when developing and implementing a digital
business strategy?

How can trust and privacy be assured for the customer while
seeking to achieve marketing objectives of customer acquisition
and retention?

Assessment of the business relevance of technological
innovation

[ Links to other chapters }

The main related chapters are:

Chapter 2 Marketplace analysis for e-commerce — introduces the
different elements of the online marketplace

The strategic approaches outlined in Part 2 (Chapters 5, 6 and 8)
require consideration of the constraints placed on strategy by a
companies environment



128 Part1 Introduction

[ Introduction

J

Table 4.1 presents the main marketplace or macro-environmental factors and the micro-
environmental factors that directly affect an organisation.

In Chapter 2 we introduced the importance of monitoring changes in the online market-
place or micro-environment and how they impact on an organisation. In this chapter we
concentrate on the role of the macro-environmental forces using the widely used SLEPT
framework. Often, these factors are known as the PEST factors, but we use SLEPT since it is
useful to stress the importance of the law in influencing Internet marketing practices. The
SLEPT factors are:

e Social factors - these include the influence of consumer perceptions in determining usage
of the Internet for different activities.

e Legal and ethical factors — determine the method by which products can be promoted and
sold online. Governments, on behalf of society, seek to safeguard individuals’ rights to
privacy.

e Economic factors - variations in economic performance in different countries and regions
affect spending patterns and international trade.

e DPolitical - national governments and transnational organisations have an important role
in determining the future adoption and control of the Internet and the rules by which it is
governed.

e Technological factors - changes in technology offer new opportunities to the way prod-
ucts can be marketed.

For each factor we look at new issues raised for managers responsible for e-commerce
trading.

Now complete Activity 4.1 to reflect on the most important macro-environmental factors
that have to be considered by the digital business manager. When completing a review it’s
important not to give all influences equal weighting, but instead focus on the ones that mat-
ter most in the current environment, such as legislation and technology innovation.

The issues identified in Activity 4.1 and others such as economic and competitive pres-
sures tend to change rapidly, particularly dynamic factors associated with advances in
technology.

An indication of the challenge of assessing the macro-environment factors is presented in
Figure 4.1. This figure of the ‘waves of change’ shows how fluctuations in the characteristics
of different aspects of the environment vary at different rates through time. Managers have

Table 4.1 Factors in the macro- and micro-environment of an organisation

Macro-environment Micro-environment (digital marketplace)
Social The organisation

Legal, ethical and taxation lts customers

Economic Its suppliers

Political Its competitors

Technological Intermediaries

Competitive The public at large
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E Activity 4.1

Introduction to social, legal and ethical issues

Environmental
scanning

The process of
continuously monitoring
the environment and
events and responding
accordingly.

List all the social, legal and ethical issues that the manager of a sell-side e-commerce
website needs to consider to avoid damaging relationships with users of his or her site
or which may leave the company facing prosecution. You can base your answer on
current issues which may concern you, your friends or your family when accessing a
website.

Answers to activities can be found at www.pearsoned.co.uk/chaffey

to constantly scan the environment and assess which changes are relevant to their sphere
of influence. Changes in social culture and particularly pop culture tend to be very rapid.
Introduction of new technologies and changes in their popularity tend to be frequent, too.
Governmental and legal changes tend to happen over longer timescales but new laws can be
introduced relatively fast. The trick for managers is to identify those factors that are critical
to competitiveness and service delivery and monitor these. The technological and legal fac-
tors are most important to managing e-commerce, so we focus on these.

Since the law is one of the most important issues for the e-commerce manager to address,
the six most important legal issues for managers are introduced in Table 4.2. Each of these
is covered in more detail later in the chapter. Organisations that either do not monitor these
environmental factors or do not respond to them adequately will not remain competitive
and may fail. The process of monitoring the environment is usually referred to as environ-
mental scanning. This often occurs as an ad hoc process, but if there is no reporting mecha-
nism then some major changes may not be apparent to managers. Environmental analysis is
required to evaluate information and respond accordingly.

Social /\/\/\/\/\/\/\/\/

Technology /\/\/\/\/\/\
Commerce /\/\/\/\/\
coenment -/~ N_ " N N \

Infrastructure: \/\/\/
road, railways
The natural /\/
environment

Figure 4.1 ‘Waves of change’ - different timescales for change in the environment
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Table 4.2 Significant laws which control digital marketing

Legal issue

Digital marketing activities affected

1 Data protection and privacy law

2 Disability and discrimination law

3 Brand and trademark protection

4 Intellectual property rights

5 Contract law

6 Online advertising law

7 Social media

4]
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Collection, storage, usage and deletion of personal information directly
through data capture on forms and indirectly through tracking behaviour
through web analytics

Email marketing and SMS mobile marketing

Use of viral marketing to encourage transmission of marketing messages
between consumers

Use of cookies and other techniques for personalising content and tracking
on-site

Use of cookies for tracking between sites, for example for advertising
networks and company site using ‘behavioural ad targeting’

Use of customer information from social networks

Use of digital assets installed on a user’s PC for marketing purposes, e.g.
toolbars or other downloadable utilities sometimes referred to as ‘malware’

Accessibility of content such as images for the visually impaired within
different digital environments:

M Website

M Email marketing

M Mobile marketing

M PTV

Accessibility affecting other forms of disability including hearing difficulties
and motor impairment

Use of trademarks and brand names within:

M Domain names

M Content on site (for search engine optimisation)

M Paid search advertising campaigns (e.g. Google AdWords)
Representation of a brand on third-party sites, including partners, publishers
and social networks

Defamation of employees

Protection of digital assets such as text content, images, audio and sounds
through digital rights management (DRM)

Validity of electronic contracts relevant to:

M Cancellations

M Returns

M Errors in pricing

Distance-selling law

International taxation issues where the e-commerce service provider is under
a different tax regime from the purchaser

Similar issues to traditional media

Representation of offer

Causing offence (e.g. viral marketing)

Misrepresenting a company by posting a recommendation although the
employee works for the company

Defamation — libel against other social network users

Privacy of customer information in social media

Intellectual property — ownership of customer information in social media
Promotions and competitions within social media sites
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{ Social and legal factors }

Behavioural ad
targeting

Advertisers target ads

at a visitor as they move
within or between sites
dependent on their
viewing particular sites

or types of content that
indicate their preferences.

Malware

Malicious software
or toolbar, typically
downloaded via the
Internet, which acts
as a ‘trojan horse’ by
executing unwanted
activities such as
keylogging of user
passwords or viruses
which may collect email
addresses.

The social and cultural impacts of the Internet are important from an e-commerce perspec-
tive since they govern demand for Internet services and propensity to purchase online and
use different types of e-commerce services. For example, in Figures 1.11 and 1.15 respec-
tively, we saw how businesses and consumers have adopted different online services.
Complete Activity 4.2 to start to review some of the social issues associated with the Internet.

Factors governing e-commerce service adoption

It is useful for digital business managers to understand the different factors that affect how
many people actively use the Internet, so that action can be taken to overcome some of these
barriers. For example, marketing communications can be used to reduce fears about the
value proposition, ease of use and security. Chaffey et al. (2009) suggest that the following
factors are important in governing adoption of any e-commerce service:

1 Cost of access. This is certainly a barrier for those who do not already own a home computer.
The other main costs are the cost of using an ISP to connect to the Internet and the cost of
using the media to connect. Free access would certainly increase adoption and usage.

[ Activity 4.2

Understanding enablers and barriers to consumer adoption

Purpose

To identify reasons why businesses or consumers may be encouraged online

or may resist. visit the
www

Activity

Access a recent survey of attitudes to the Internet in your country. In particular, you

should concentrate on reasons why customers have used the Internet or have not

used the Internet at all. Figure 4.2 gives an example for 27 countries in the EU27 in

Europe. Note that different activities such as posting updates to social media vary

significantly by age, although we see the Internet as ubiquitous.

It’s not practical to present the latest data from all countries, so please access
the latest data using this compilation of 10 key research resources about the Internet
and technology adoption which we have prepared at www.smartinsights.com/
digital-marketing-statistics.

Questions

1 Summarise and explain the reasons for the levels of usage of the medium for differ-
ent activities.

2 What are the main enablers and barriers to higher levels of adoption of these differ-
ent activities and which actions should organisations take to increase adoption?

Alternatively, devise an ad hoc survey to investigate attitudes to, and use of, the Internet
using friends, family or classmates as respondents. Example questions might include
the following: What have you bought online? If nothing, why not? How many hours do
you spend online each month? How many emails do you receive or send? What stops
you using the Internet more? What aspects of the Internet are you concerned about?

Answers to activities can be found at www.pearsoned.co.uk/chaffey
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Sending/receiving emails

Posting messages to social media

Telephone or video calls over internet

Listening to webradios or watching

web television

Playing or downloading games, images, films

or music
Playing networked games with others

Uploading self-created content to websites

Creating websites or blogs

1

Finding information about goods or services

1

1

Reading online news, newspapers

1

]
[]16-24 years
]

Internet banking

] [ 25-54 years

Use of services related to travel

- []55-74 years

Making an appointment with practitioner

0

10 20 30 40 50 60 70 80 90 100

i Applications of using the Internet
Figure 4.2 Source: EuroStat (2012).

2 Value proposition. Customers need to perceive a need to be online — what can the
Internet offer that other media cannot? Examples of value propositions include access to

more supplier information and possibly lower prices.

3 Ease of use. This includes the ease of first connecting to the Internet using the ISP and the

ease of using the web once connected.

4 Security. While this is only, in reality, a problem for those who shop online, the percep-
tion may be that if you are connected to the Internet then your personal details may not be

secure. It will probably take many years for this fear to diminish.

5 Fear of the unknown. Many will simply have a general fear of the technology and the new
media, which is not surprising since much of the news about the Internet will concern

pornography, fraud and privacy infringements.

The extent of adoption also varies significantly by country - see, for example, EuroStat (2012)
where the percentage of individuals who use the Internet daily varies between 30% and 80%

across the EU27, showing the value in targeting countries for online investment carefully.

These barriers to access and usage of the web still remain, and governments are concerned
about ‘social exclusion’ where some sectors of society have lower levels of access and oppor-
tunity. As expected, there is a strong correlation between Internet use and PC penetration.
Countries such as Sweden have encouraged home use most actively through government

initiatives. This appears to exert more influence than reduction in cost of access.

Understanding users’ access requirements

To fully understand online customer propensity to use online service we also need to con-
sider the user’s access location, access device and ‘webographics’. “Webographics’ is a term

coined by Grossnickle and Raskin (2001), which includes:

e Usage location (from home or work)

e Access device (browser and computer platform including mobile devices)




Online buyer
behaviour

An assessment of how
consumers and business
people use the Internet
in combination with
other communications
channels when selecting
and buying products and
services.

Psychographic
segmentation

A breakdown of
customers according to
different characteristics.
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Connection speed — broadband versus dial-up connections
ISP

Experience level

Usage type

Usage level.

Competition in the marketplace amongst broadband providers has caused a great increase
in the Internet access options available for consumers and small businesses.

Consumers influenced by using the online channel

To help develop effective online services, we need to understand customers’ online buyer
behaviour and motivation (this topic is considered in more depth in Chapter 9, p. 400).
Finding information about goods and services is a common online activity, as shown by
Figure 4.2, but each organisation needs to capture data about online influence in the buy-
ing process for their own market. Managers also need to understand how different types of
media, intermediary and influencer sites introduced in Chapter 2 influence consumers; for
example, are blogs, social networks or traditional media sites more trusted?

There is also a wide variation in influence and type of information sought according to
type of product, so it is important to assess the role of the web in supporting buying decisions
for a particular market. Understanding the potential reach of a website and its role in influ-
encing purchase is clearly important in setting digital marketing budgets. Figure 4.3 shows
the variation in number of information sources by sector and Figure 4.4 shows the impact of
different forms of online purchase.

Motivation for use of online services

Marketers can also develop psychographic segmentations which help explain motivation.
Specialised psychodemographic profiles have been developed for web users. See Box 4.1 for
an example of this type of segmentation applied to responsiveness to online advertising.
Which profile do you fit?

The revised Web Motivation Inventory (WMI) identified by Rodgers et al. (2007) is a use-
ful framework for understanding different motivations for using the web. The four motives
which cut across cultures are: research (information acquisition), communication (socialisa-
tion), surfing (entertainment) and shopping, and these are broken down further below.

1 Community
e Get to know other people
e Participate in an online chat
e Join a group.
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Figure 4.3 Variation in number of sources on information used to inform buying decision by sector
. Source: Google Shopper Sciences (2011).
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Saw ads on TV
Received mail at home from a brand manufacturer
Saw an ad in a newspaper
Read newspaper articles
Read magazine articles
Saw ads in a magazine
Read an email received from a brand
Noticed ads online
Received mail at home from a retailer
Watched a TV program that featured the product
Saw an ad on an outdoor billboard
ST T T T Searched online with a search engine
Talked with friends / family about the product
Comparison shopped products online
Sought information from a brand/manufacturer website
Read product reviews online
Sought information from a retailer website
Read comments following an article online
R Became a friend/follower/“linked” a brand [ 18% _ _ _ _ _ __ _________________.
Looked at the product package in the store
Read brochure about the product in the store L
Talked with a salesperson in the store F | 33%
Looked at signage/display about the product in the store
Talked with a customer service rep on the phone 20%
Tried a sample in the product in a store 19%

37%

Stimulus

: The influence of different information sources on purchase. ZMOT = Zero Moment of Truth
Figure 4.4 (before visiting store), FMOT = First Moment of Truth (in-store)
Source: Google Shopper Sciences (2011).

‘ Psychographic segmentation for transactional e-commerce

Digital marketing agency Digitas (2007) developed this segmentation to represent dif-
ferent attitudes to online advertising (OLA) and usage of different online services.

1 Casual user (20%) — To the casual user, the Internet is a fun and entertaining way
to spend time. Generally, the casual user visits the same small set of sites on a
regular basis and does not engage other users online. The oldest of the segments
with an average age of 55, this is the segment most likely to subscribe to a daily
newspaper, to find value in weekly newspaper circulars, and believe that compa-
nies should never send them email.

2 Task-based user (24%) — The task-based user believes that technology is moving
too fast and sees Internet usage specifically as a chore. Non-responsive to OLA,
this segment is also most likely to feel the need for assistance when using the
Internet. Their online behaviours focus on completing a specific task such as online
banking or making travel arrangements.

3 Researcher (16%) — The research segment enjoys being online and conducts
online research prior to making offline purchases. They consider themselves to
be trendsetters. However, they do not transact online. OLA is a trusted source of
information and enables them to learn about new products and services.

4 Emerging user (19%) — This segment is the traditional ‘sweet spot’ for online adver-
tisers. The segment is the most responsive to OLA, and they conduct research
online as well as transact online.
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5 Established user (17%) — The established segment consists of e-commerce veter-
ans who nurture and develop online relationships. They consider themselves to be
trendsetters but do not pay attention to online advertising. Rather, they rely on peer

reviews to gain information on products and services.

6 Next Gen user (5%) — The youngest and most affluent of all the segments, the Next
Gen segment grew up online and consider their mobile phone a natural extension
of their Internet experience. Members of this segment enjoy being online and are

the most likely to contribute via social networking tools.

10

11

Entertainment

e Amuse myself

e Entertain myself

e Find information to entertain myself.

Product trial

e Try on the latest fashions
e Experience a product

e Try out a product.

Information

e Do research

e Get information I need

e Search for information I need.

Transaction

e Make a purchase

e Buy things

e Purchase a product I've heard about.
Game

e Play online games
e Entertain myself with Internet games

e Play online games with individuals from other countries.

Survey

e Take a survey on a topic I care about
e Fill out an online survey

e Give my opinion on a survey.

Downloads

e Download music

e Listen to music

e Watch online videos.

Interaction

e Connect with my friends

e Communicate with others

e Instant message others I know.

Search
e Get answers to specific questions
e Find information I can trust.

Exploration

e Find interesting web pages
e Explore new sites

e Surf for fun.
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12 News
e Read about current events and news
e Read entertainment news.

Web advertisers and site owners can use this framework to review the suitability of facilities
to meet these needs.

Purchased online

Increasing numbers of consumers are now purchasing online. Figure 4.2 shows that initially
Internet users may restrict themselves to searching for information or using email. As their
confidence grows, their use of the Internet for purchase is likely to increase. This is often
coupled with the use of broadband. For this reason, there is still good potential for e-retail
sales, even if the percentage of the population with access to the Internet plateaus.

You can see from Figure 4.5 that Internet users take longer to become confident to pur-
chase more expensive and more complex products. Figure 4.5 shows that the result is a dra-
matic difference in online consumer behaviour for products according to their price and
complexity. For some products such as travel and cinema and theatre tickets, the majority
buy online, while fewer people purchase clothes and insurance online. However, there is now
less difference between the products than there was two or three years ago. Figure 4.5 suggests
that the way companies should use digital technologies for marketing their products will vary
markedly according to product type. In some, such as cars and complex financial products
such as mortgages, the main role of online marketing will be to support research, while for
standardised products there will be a dual role in supporting research and enabling purchase.

Bart et al. (2005) have developed a widely referenced conceptual model that links website
and consumer characteristics, online trust, and behaviour. We have summarised the eight
main drivers of trust from the study in Figure 9.5 in the section on buyer behaviour.

Business demand for digital business services

The B2B market is more complex than B2C in that variation in demand will occur according
to different types of organisation and people within the buying unit in the organisation. This
analysis is also important as part of the segmentation of different groups within a B2B target
market. We need to profile business demand according to:

Email Research Post to Sell at auction | Favoured
offline a forum information
Search purchases Download source
engines | e.g.travel, car | Buy at auction software
Frequent
Surfing Make small More frequent Visit high-
low-involvement | higher-value government | involvement
purchase purchases sites purchases

= Fast: simple search

S L

= or decisions .

‘g Medium: research
5 for complex

= decisions

>

o)

S

<

Slow: technically
complex or
financially risky

Time

Figure 4.5 Development of experience in Internet usage




Ethical standards
Practice or behaviour
which is morally

acceptable to society.
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1 Variation in organisation characteristics
e Size of company (employees or turnover)
e Industry sector and products
e Organisation type (private, public, government, not-for-profit)
e Division
e Country and region.

2 Individual role

Role and responsibility from job title, function or number of staft managed
Role in buying decision (purchasing influence)

Department

Product interest

Demographics: age, sex and possibly social group.

B2B profiles
We can profile business users of the Internet in a similar way to consumers by assessing:

1 The percentage of companies with access. In the business-to-business market, Internet
access levels are higher than for business-to-consumer. Understanding access for differ-
ent members of the organisational buying unit amongst their customers is also important
for marketers. Although the Internet seems to be used by many companies, it doesn’t
necessarily reach the right people in the buying unit.

2 Influenced online. In B2B marketing, the high level of access is consistent with a high
level of using the Internet to identify suppliers. As for consumer e-commerce, the Internet
is important in identifying online suppliers rather than completing the transaction online.
This is particularly the case in the larger companies.

3 Purchase online. This shows the importance of understanding differences in the environ-
ment for e-commerce in different countries.

In summary, to estimate online revenue contribution to determine the amount of invest-
ment in digital business we need to research the number of connected customers, the
percentage whose offline purchase is influenced online and the number who buy online.

Adoption of digital business by businesses

The European Commission reviewed adoption of the digital business services across Europe
(EuroStat, 2013), shown in Figure 4.6. It can be seen, perhaps surprisingly, that although
most companies now have Internet access, other digital business services such as offering a
website or using ERP or CRM are not used so widely, particularly in small business. This cer-
tainly shows the opportunities remaining from individuals; indeed, the report states a need
for more trained ICT specialists to assist businesses.

Figure 4.7 gives a summary of these barriers. You can see that the lack of relevance or
need for e-commerce is the largest barrier, but organisational governance issues are also
important.

Daniel et al. (2002) researched digital business adoption in UK SMEs and noted four clus-
ters: (1) developers, which were actively developing services, but were limited at the time of
research; (2) communicators, which use email to communicate internally and with custom-
ers and suppliers; (3) web presence; (4) transactors.

The luxury of sufficient resources to focus on planning and implementing an Internet
strategy isn’t open to many small businesses and is likely to explain why they have not been
such enthusiastic adopters of digital business.

Privacy and trust in e-commerce

Ethical standards are personal or business practices or behaviour generally considered
acceptable by society.
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100~ 95 99 100 93 o8 Small [l Medium Large
EU27 95% 86
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EU27 22% EU27 23% EU27 26%
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Internet access Website Sharing Use of Enterprise Business Use of
information Resource processes Customer
electronically Planning linked to those of Relationship
within the enterprise (ERP) suppliers/  Management (CRM)
customers
(Supply Chain
Management)

Figure 4.6 Enterprises adopting technologies for digital business, by size class, EU27, 2012
. Source: EuroStat (2013).

Ethical issues and the associated laws constitute an important consideration of the Internet

business environment for marketers. Privacy of consumers is a key ethical issue that affects

all

types of organisation regardless of whether they have a transactional e-commerce service.

(For example, we saw in Case study 1.1 that Facebook has encountered resistance from its
users for its approach to managing their information.)

Products or services not
suitable for e-commerce

Customers do not want
to buy via e-commerce

Need to reorganise business
processes for e-commerce

Technical issues
implementing e-commerce

Problems related to logistics

Security concerns (related to
payments or transactions)

Uncertainty about
legal framework

Language problems related to
international e-commerce

electronic sales in the past

Adverse experiences with
1

I I I I J
0% 10% 20% 30% 40% 50% 60%

[ ] % of enterprises (simple average between 14 countries)

. Barriers to adoption of e-commerce services of European countries
Flgure 4.7 Source: European Commission (2010): http://ec.europa.eu/information_society/digital-
agenda/documents/edcr.pdf. No longer available.




Privacy

A moral right of
individuals to avoid
intrusion into their
personal affairs.

Identity theft

The misappropriation of
the identity of another
person without their
knowledge or consent.
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A further ethical issue for which laws have been enacted in many countries is providing
an accessible level of Internet services for disabled users. Other laws have been developed for
managing commerce and distance-selling online. In many cases, the laws governing e-com-
merce are in their infancy and lag behind the applications of technology.

Privacy legislation

Privacy refers to a moral right of individuals to avoid intrusion into their personal affairs by
third parties. Privacy of personal data such as our identities, likes and dislikes is a major con-
cern to consumers, particularly with the dramatic increase in identity theft. This is clearly a
major concern for many consumers when using e-commerce services since they believe that
their privacy and identity may be compromised. This is not unfounded, as Box 4.2 shows.

While identity theft is traumatic, in the majority of cases the victim will eventually be able
to regain any lost funds through their financial services providers.

Why personal data are valuable for digital business

While there is much natural concern amongst consumers about their online privacy, infor-
mation about these consumers is very useful to marketers. Through understanding their
customers’ needs, characteristics and behaviours it is possible to create more personalised,

‘ Types of identity fraud

Table 4.3 illustrates different types of identity fraud. The data show that it’s still a grow-
ing problem with a 20% increase in impersonation between 2009 and 2010.

Table 4.3 Identity fraud categories in the UK

Fraud Type 2011 2012 % Change
Identity Fraud — Total 113,259 123,589 +9.1%
Application Fraud - Total 43,263 39,868 —7.8%
False Insurance Claim 396 279 —29.5%
Facility Takeover Fraud 25,070 38,428 +53.3%
Asset Conversion 532 337 —36.7%
Misuse of Facility 53,996 45,824 -15.1%
Victims of Impersonation 96,611 112,179 +16.1%
Victims of Takeover 25,250 38,686 +53.2%

See more at: www.cifas.org.uk/fraudtrendstwentytwelve#sthash.gmmvYOIJ.dpuf

Notes:
Identity fraud cases include cases of false identity and identity theft.

Application fraud/false insurance claim relates to applications or claims with material falsehood (lies)
or false supporting documentation where the name has not been identified as false.

Facility takeover fraud occurs where a person (the ‘facility hijacker’) unlawfully obtains access

to details of the ‘victim of takeover’, namely an existing account holder or policy holder (or of an
account or policy of a genuine customer or policy holder) and fraudulently operates the account or
policy for their own (or someone else’s) benefit.

Asset conversion relates to the sale of assets subject to a credit agreement where the lender retained
ownership of the asset (for example a car or a lorry).

Misuse of facility is where an account, policy or other facility is used fraudulently.

Source: CIFAS (2013).
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targeted communications, which help increase sales. How should marketers respond to this
dilemma? An obvious step is to ensure that marketing activities are consistent with the latest
data protection and privacy laws. However, different interpretations of the law are possible
and since these are new laws they have not been tested in court. As a result, companies have
to take their own business decision based on the business benefits of applying particular mar-
keting practices, against the financial and reputational risks of less strict compliance.

What are the main information types used by the Internet marketer which are governed

by ethics and legislation? The information needs are:

1

2

Contact information. This is the name, postal address, email address and, for B2B com-
panies, website address.

Profile information. This is information about a customer’s characteristics that can be
used for segmentation. They include age, sex and social group for consumers, and com-
pany characteristics and individual role for business customers. (The specific types of
information and how they are used is referenced in Chapters 2 and 6.) Research by Ward
et al. (2005) found that consumers in Australia were willing to give non-financial data if
there is an appropriate incentive.

Platform usage information. Through web analytics systems it is possible to collect
information on type of computer, browser and screen resolution used by site users (see
Chapter 7).

Behavioural information (on a single site). This is purchase history, but also includes
the whole buying process. Web analytics (Chapter 12) can be used to assess the web and
email content accessed by individuals.

Behavioural information (across multiple sites). This can show how a user accesses
multiple sites and responds to ads across sites. Typically these data are collected and used
using an anonymous profile based on cookie or IP addresses which is not related to an
individual. Complete Activity 4.3 to find out more about behavioural targeting and form
an opinion of whether it should be regulated more.

[ Activity 4.3

Attitudes to behavioural ad targeting

Imagine you are a web user who has just found out about behavioural targeting.

Use the information sources provided by the industry to form an opinion. Discuss
with others studying your course whether you believe behavioural ad targeting should
be banned (as has been proposed in some countries) or whether it is acceptable.

Suggested information sources:

e Internet Advertising Bureau guide to behavioural advertising and privacy (www.you-
ronlinechoices.comy/). If you take a look at this page you will see the number of ad
networks that users can potentially you can be targeted on. How many are you
targeted by and how do you feel about it? See www.youronlinechoices.com/uk/
your-ad-choices.

e Digital Analytics Association (www.digitalanalyticsassociation.org/?page=privacy).
A trade association of online tracking vendors.

e Google ‘Interest-based advertising’: How it works (www.google.com/ads/prefer-
ences/html/about.html), which explains the process and benefits as follows:

Many websites, such as news sites and blogs, use Google’s AdSense program (‘a
network of publishers using advertising through Google’) to show ads on their sites.
It’s our goal to make these ads as relevant as possible for you. While we often show
you ads based on the content of the page you are viewing, we also developed new




Notification

The process whereby
companies register

with the data protection
registrar to inform about
their data holdings.
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technology that shows some ads based on interest categories that you might find
useful. The following example explains this new technology step by step:

Mary’s favourite hobby is gardening. With Google’s interest-based advertising
technology, Mary will see more relevant gardening ads because she visits many gar-
dening websites. Here’s how that works: When Mary visits websites that display ads
provided by Google’s AdSense program, Google stores a number in her browser
(using a ‘cookie’) to remember her visits. That number could look like this: 114411.
Because many of the websites that Mary visits are related to gardening, Google puts
her number (114411) in the ‘gardening enthusiast’ interest category.

As a result, Google will show more gardening ads to Mary (based on her browser)
as she browses websites that use AdSense.

Answers to activities can be found at www.pearsoned.co.uk/chaffey

Table 4.4 summarises how these different types of customer information are collected and
used. The main issue to be considered by the marketer is disclosure of the types of informa-
tion collection and tracking data used. The first two types of information in the table are
usually readily explained through a privacy statement at the point of data collection, which
is usually a legal requirement. However, with the other types of information, users would
only know they were being tracked if they have cookie monitoring software installed or if
they seek out the privacy statement of a publisher which offers advertising.

Ethical issues concerned with personal information ownership have been summarised by
Mason (1986) into four areas:

Privacy — what information is held about the individual?

Accuracy - is it correct?

Property — who owns it and how can ownership be transferred?

Accessibility — who is allowed to access this information, and under which conditions?

Fletcher (2001) provides an alternative perspective, raising these issues of concern for both
the individual and the marketer:

e Transparency — who is collecting what information and how do they disclose the collec-
tion of data and how it will be used?

e Security — how is information protected once it has been collected by a company?

e Liability - who is responsible if data are abused?

All of these issues arise in the next section, which reviews actions marketers should take to
achieve privacy and trust.

Data protection legislation is enacted to protect the individual, to protect their privacy
and to prevent misuse of their personal data. Indeed, the first article of the European Union
directive 95/46/EC (see http://ec.europa.eu/justice_home/fsj/privacy/) specifically refers to
personal data. It says:

Member states shall protect the fundamental rights and freedoms of natural persons [i.e.
a named individual at home or at work], and in particular their right to privacy with respect
to the processing of personal data.

In the UK, the enactment of the European legislation is the Data Protection Act 1984,
1998 (DPA). It is managed by the ‘Information Commissioner’ and summarised at www.
ico.gov.uk. This law is typical of what has evolved in many countries to help protect personal
information. Any company that holds personal data on computers or on file about custom-
ers or employees must be registered with the data protection registrar (although there are
some exceptions which may exclude small businesses). This process is known as notification.
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Table 4.4 Types of information collected online and related technologies

Type of information

Approach and technology used to capture and use
information

1 Contact information e Online forms — online forms linked to customer database

2 Profile information, including personal information e Online registration forms collect data on social networks

3 Access platform usage e \Web analytics system - identification of computer type,

4 Behavioural information on a single site e Purchase histories are stored in the sales order database.

5 Behavioural information across multiple sites e Third-party cookies used for assessing visits from different

e Cookies — are used to remember a specific person on
subsequent visits

and retail sites

e Cookies can be used to assign a person to a particular
segment by linking the cookie to a customer database
record and then offering content consistent with their
segment

operating system and screen characteristics based on http
attributes of visitors

Web analytics store details of IP addresses against
clickstreams of the sequence of web pages visited

e Web beacons in email marketing — a single-pixel GIF is used
to assess whether a reader had opened an email

e First-party cookies are also used for monitoring visitor
behaviour during a site visit and on subsequent visits

e Malware can collect additional information such as
passwords

sources such as online advertising networks or affiliate
networks (Chapter 9)

e Search engines such as Google use cookies to track
advertising through its AdWords pay-per-click program

e Services such as Hitwise (www.experian.com/hitwise/)
monitor IP traffic to assess site usage of customer groups
within a product category

Personal data

Any information about
an individual stored by
companies concerning
their customers or
employees.

Data controller
Each company must
have a defined person
responsible for data
protection.

Data subject

The legal term to refer to
the individual whose data
are held.

The guidelines on the eight data protection principles are produced by legal requirements
of the 1998 UK Data Protection Act. These principles state that personal data should be:

1 Fairly and lawfully processed.

In full: “Personal data shall be processed fairly and lawfully and, in particular, shall not be
processed unless — at least one of the conditions in Schedule 2 is met; and in the case of sensi-
tive personal data, at least one of the conditions in Schedule 3 is also met.’

The Information Commissioner has produced a ‘fair processing code” which suggests
how an organisation needs to achieve ‘“fair and lawful processing’. This requires:

e Appointment of a data controller who has defined responsibility for data protection
within a company.

e Clear details in communications such as on a website or direct mail of how a ‘data
subject’ can contact the data controller or a representative.

e Before data processing ‘the data subject has given his consent’ or the processing must
be necessary either for a ‘contract to which the data subject is a party’ (for example as
part of a sale of a product) or because it is required by other laws.
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e Sensitive personal data require particular care,

- the racial or ethnic origin of the data subject;

- political opinions;

- religious beliefs or other beliefs of a similar nature;

- membership of a trade union;

- physical or mental health or condition;

- sexual life;

- the commission or alleged commission or proceedings of any offence.
e No other laws must be broken in processing the data.

2 Processed for limited purposes.

In full: “Personal data shall be obtained only for one or more specified and lawful pur-
poses, and shall not be further processed in any manner incompatible with that purpose
or those purposes.’

This implies that the organisation must make it clear why and how the data will be pro-
cessed at the point of collection. Figure 4.8 suggests some of the issues that should be con-
sidered when a data subject is informed of how the data will be used. Important issues are:

e Whether future communications will be sent to the individual (explicit consent is
required for this in online channels).

e Whether the data will be passed on to third parties (again explicit consent is required).

e How long the data will be kept.

3 Adequate, relevant and not excessive.

In full: ‘Personal data shall be adequate, relevant and not excessive in relation to the pur-
pose or purposes for which they are processed.”

This specifies that the minimum necessary amount of data is requested for processing.
There is difficulty in reconciling this provision between the needs of the individual and
the needs of the company. The more details that an organisation has about a customer,

Do | understand?
e the purpose

e likely consequences
o future use

...of my given data

O

O
o
‘Data subject’ J®, ‘Data controller’ [ ]
i.e. prospect Individual in organisation
t;r-customer responsible for
personal data
’ 1 Obtain ‘personal data’
4 Modify and ‘ ,
delete data 2 Store ‘personal data

3 Disseminate and use
‘personal data’
Figure 4.8 Information flows that need to be understood for compliance with data
protection legislation
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4
5
6
Subject access
request
A request by a data
subject to view personal
data from an organisation.
7

the better they can understand that customer and so develop products and marketing
communications specific to that customer.

Accurate.

In full: ‘Personal data shall be accurate and, where necessary, kept up to date.’

It is clearly also in the interest of an organisation in an ongoing relationship with a
partner that the data are kept accurate and up to date. Inaccurate data are defined in the
guidelines as: ‘incorrect or misleading as to any matter of fact’.

The guidelines go on to discuss the importance of keeping information up to date. This
is only necessary where there is an ongoing relationship and the rights of the individual
may be affected if they are not up to date.

Not kept longer than necessary.

In full: ‘Personal data processed for any purpose or purposes shall not be kept for longer than
is necessary for that purpose or those purposes.’

The guidelines state: ‘To comply with this Principle, data controllers will need to review
their personal data regularly and to delete the information which is no longer required for
their purposes.

It might be in a company’s interests to ‘clean data’ so that records that are not relevant
are archived or deleted. However, there is the possibility that the customer may still buy
again, in which case the information would be useful. For example, a car manufacturer
could justifiably hold data for several years.

If a relationship between the organisation and the data subject ends, then data should
be deleted. This will be clear in some instances; for example, when an employee leaves a
company their personal data should be deleted.

Processed in accordance with the data subject’s rights.

In full: ‘Personal data shall be processed in accordance with the rights of data subjects under
this Act.’

One aspect of the data subject’s rights is the option to request a copy of their personal
data from an organisation for payment of a small fee such as £10 or £30; this is known as a
‘subject access request’. This includes all information on paper files and on computer.

Other aspects of a data subject’s rights are designed to prevent or control processing
which:

e causes damage or distress (for example, repeatedly sending mailshots to someone who
has died);

e is used for direct marketing (for example, in the UK consumers can subscribe to the
mail, email or telephone preference service to avoid unsolicited mailings, emails or
phone calls). This invaluable service is provided by the Direct Marketing Association
(www.dmaconsumers.org). Organisations must check against these ‘exclusion lists’
before contacting you.

e is used for automatic decision taking - automated credit checks, for example, may
result in unjust decisions on taking a loan.

Secure.

In full: ‘Appropriate technical and organisational measures shall be taken against unau-
thorised or unlawful processing of personal data and against accidental loss or destruction
of, or damage to, personal data.’

(Techniques for managing data security are discussed in Chapter 11.)

Of course, the cost of security measures will vary according to the level of security
required. The Act allows for this through this provision:

(i) Taking into account the state of technological development at any time and the cost of
implementing any measures, the measures must ensure a level of security appropriate to:
(a) the harm that might result from a breach of security; and (b) the nature of the data to



Spam

Unsolicited email
(usually bulk-mailed and
untargeted).

Cold list

Data about individuals
that are rented or sold by
a third party.

House list

Data about existing
customers used to market
products to encourage
future purchase.
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be protected. (ii) The data controller must take reasonable steps to ensure the reliability
of staff having access to the personal data.

8 Not transferred to countries without adequate protection.

In full: ‘Personal data shall not be transferred to a country or territory outside the European
Economic Area, unless that country or territory ensures an adequate level of protection of
the rights and freedoms of data subjects in relation to the processing of personal data.’

Transfer of data beyond Europe is likely for multinational companies. This principle
prevents export of data to countries that do not have sound data processing laws. If the
transfer is required in concluding a sale or contract or if the data subject agrees to it,
then transfer is legal. Data transfer with the US is possible through companies registered
through the Safe Harbor scheme (www.export.gov/safeharbor).

Anti-spam legislation

Laws have been enacted in different countries to protect individual privacy and with the
intention of reducing spam or unsolicited commercial email (UCE). Spammers rely on
sending out millions of emails in the hope that even if there is only a 0.01% response they
may make some money, if not get rich.

Anti-spam laws do not mean that email cannot be used as a marketing tool. As explained
below, permission-based email marketing based on consent or opt-in by customers and the
option to unsubscribe or opt out is the key to successful email marketing.

Before starting an email dialogue with customers, according to law in Europe, America
and many countries in the Asia—Pacific region, companies must ask customers to provide
their email address and then give them the option of ‘opting into’ further communications.

Legal opt-in email addresses and customer profile information are available for purchase
or rental from a database traditionally known by marketers as a ‘cold list’. Your name will
also potentially be stored on an opt-in house list where you have given your consent to be
contacted by a company you have purchased from or its partners.

Regulations on privacy and electronic communications

While the Data Protection Directive 95 + 46 and Data Protection Act afford a reasonable
level of protection for consumers, they were quickly superseded by advances in technology
and the rapid growth in spam. As a result, in 2002 the European Union passed the 2002 +
58/EC Directive on Privacy and Electronic Communications’ to complement previous data
protection law (see Box 4.3). This Act applies specifically to electronic communications such
as email and the monitoring of websites using technologies such as cookies.

Worldwide regulations on privacy and electronic communications

In the USA, there is a privacy initiative aimed at education of consumers and business
(www.ftc.gov/privacy), but legislation is limited other than for email marketing. In January
2004, a new federal law known as the CAN-SPAM Act (www.ftc.gov/spam) was intro-
duced to assist in the control of unsolicited email. CAN-SPAM stands for ‘Controlling the
Assault of Non-Solicited Pornography and Marketing’ (an ironic juxtaposition between
pornography and marketing). The Act requires unsolicited commercial email messages to
be labelled (though not by a standard method) and to include opt-out instructions and the
sender’s physical address. It prohibits the use of deceptive subject lines and false headers
in such messages.
Anti-spam legislation in other countries can be accessed:

Australia enacted a spam Act in 2003 (www.privacy.gov.au)

Canada has a privacy Act (www.privcom.gc.ca)

New Zealand Privacy Commissioner (www.privacy.org.nz)

Summary of all countries (www.privacyinternational.org and www.spamlaws.com).
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While such laws are clearly in consumers’ interests, some companies see the practice as
restrictive. In 2002, ten companies, including IBM, Oracle and VeriSign, who referred to
themselves as the ‘Global Privacy Alliance (GPA)’, lobbied the EU saying that it put too
much emphasis on the protection of individuals’ privacy, and not enough on ensuring the
free flow of information between companies! More positively, the Online Privacy Alliance
(www.privacyalliance.org) is a ‘group of more than 30 global corporations and associations
who have come together to introduce and promote business-wide actions that create an
environment of trust and foster the protection of individuals’ privacy online’.

‘ UK and European email marketing law

Privacy and
Electronic
Communications
Regulations Act

A law intended to
control the distribution
of email and other online
communications.

Opt-in

A customer proactively
agrees or consents

to receive further
communications.

Permission
marketing

Customers agree (opt
in) to be involved in an
organisation’s marketing
activities, usually as a
result of an incentive.

As an example of European privacy law which covers use of email, SMS and cookies
for marketing, we review the implications for managers of the UK enactment of 2002 +
58/EC Directive on Privacy and Electronic Communications. We will contrast this with
the law in other European countries.

This came into force in the UK on 11 December 2003 as the Privacy and Electronic
Communications Regulations (PECR) Act (update in force from 2012). Consumer
marketers in the UK also need to heed the Code of Advertising Practice from the
Advertising Standards Agency (ASA CAP code, www.cap.org.uk/Advertising-Codes.
aspx). This has broadly similar aims and places similar restrictions on marketers to the
PECR law.

The PECR law is a surprisingly accessible and common-sense document — many
marketers will be practising similar principles already. Clauses 22 to 24 are the main
clauses relevant to email communications. The PECR law:

1 Applies to consumer marketing using email or SMS text messages. 22(1)
applies to ‘individual subscribers’, which currently means consumers, although the
Information Commissioner has stated that this may be reviewed in future to include
business subscribers as is the case in countries such as Italy and Germany.

Although this sounds like great news for business-to-business (B2B) market-
ers, it could be dangerous. The Advertising Standards Agency found against a B2B
organisation which had unwittingly emailed consumers from what they believed was
a list of B2B customers.

2 Is an ‘opt-in’ regime. The law applies to ‘unsolicited communications’ (22(1)) and
was introduced with a view to reducing spam, although its impact will be limited on
spammers beyond Europe. The recipient must have ‘previously notified the sender
that he consents’ (22(2)) or has proactively agreed to receive commercial email. This
is opt-in. Opt-in can be achieved online or offline through asking people whether
they want to receive email. Online this is often done through a tick box. In fact, the
PECR law does not mandate a tick box option (except for receiving communica-
tions from third parties) provided consent is clearly indicated, such as by pressing a
button.

The approach required by the law has
been used by many organisations for some
time, as sending unsolicited emails was
thought to be unethical and also not in the

How far should opt-in go?
‘Companies should always use an opt

in privacy policy for best interests of the company because of the
(a) emailing prospects and customers risk of annoying customers. In fact, the law
(b) monitoring website visitors using conforms to an established approach known

site analysis software as ‘permission marketing’, a term coined

(c) identifying customer behaviour

i o, by US commentator Seth Godin (1999) (see
using cookies.

Chapter 9, p. 395).”




Opt-out

A customer declines the
offer to receive further
information.

Cookies

Small text files stored on
an end-user’s computer
to enable websites to
identify them.

Persistent cookies
Cookies that remain

on the computer after

a visitor session has
ended. Used to recognise
returning visitors.
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3 Requires an opt-out option in all communications. An opt-out or method of
‘unsubscribing’ is required so that the recipient does not receive future communica-
tions. In a database this means that a ‘do not email’ field must be created. A ‘simple
means of refusing’ future communications is required both when the details were
first collected and in each subsequent communication.

4 Does not apply to existing customers when marketing similar products. This
common-sense clause (22(3)(a)) states that previous opt-in is not required if the
contact details were obtained during the course of the sale or negotiations for the
sale of a product or service. This is sometimes known as the ‘soft or implied opt-in
exception’. This clause is interpreted differently in different European countries,
with seven countries, Italy, Denmark, Germany, Austria, Greece, Finland and Spain,
not including it. Marketers managing campaigns across Europe need to take the
differences into account.

Clause 22(3)(b) adds that when marketing to existing customers the marketer
may market ‘similar products and services only’. Case law will help in clarifying
this.

5 Contact details must be provided. It is not sufficient to send an email with a sim-
ple sign-off from ‘The marketing team’ or ‘Web team’. The law requires a name,
address or phone number to whom a recipient can complain.

6 The ‘from’ identification of the sender must be clear. Spammers aim to
disguise the email originator. The law says that the identity of the person who
sends the communication must not be ‘disguised or concealed’ and that a valid
address to which to ‘send a request that such communications cease’ should be
provided.

7 Applies to direct marketing communications. The communications that
the legislation refers to are for ‘direct marketing’. This suggests that other com-
munications involved with customer service, such as an email about a monthly
phone statement, are not covered, so the opt-out choice may not be required
here.

8 Restricts the use of cookies. Some privacy campaigners consider that the user’s
privacy is invaded by planting cookies or electronic tags on the end-user’s com-
puter. The concept of the cookie and its associated law is not straightforward, so it
warrants separate discussion (see Box 4.4).

(o

Session cookies

Cookies used to manage
a single visitor session.

First-party cookies
Served by the site you are
currently using — typical
for e-commerce sites.

Third-party cookies
Served by another site to
the one you are viewing -
typical for portals where
an ad network will track
remotely or where the
web analytics software
places a cookie.

Understanding cookies

A ‘cookie’ is a data file placed on your computer that identifies the individual computer.

Types of cookies
The main cookie types are:

e Persistent cookies — these stay on a user’s computer between multiple sessions
and are most valuable for marketers to identify repeat visits to sites.

e Temporary or session cookies — single session — useful for tracking within pages
of a session such as on an e-commerce site.

e First-party cookies — served by the site you are currently using — typical for
e-commerce sites. These can be persistent or session cookies.

e Third-party cookies — served by another site to the one you are viewing — typical
for portals where an ad network will track remotely or where the web analytics soft-
ware places a cookie. These are typically persistent cookies.
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Cookies are stored as individual text files in a directory on a personal computer. There
is usually one file per website. For example: dave_chaffey@british-airways.txt contains
encoded information as follows:

FLT_VIS'K:bapzRnGdxBYUU'D:Jul-25-1999" british-airways.
com/0 425259904 293574 26 1170747936 29284034*

The information is essentially just an identification number and a date of the last visit,
although other information can be stored.

Cookies are specific to a particular browser and computer, so if a user connects
from a different computer or starts using a different browser, the website will not iden-
tify him or her as a similar user.

Browser suppliers are keen to protect users’ online privacy as part of their value
proposition. 2008 saw the launch of Internet Explorer 8 and its InPrivate feature and
Google Chrome with its Incognito mode. These are intended for temporary use for a
session where someone is browsing sites they don’t want others in the family or office
to know about. They won’t delete previous cookies, but new permanent cookies won’t
be created in these situations.

What are cookies used for?
Common marketing applications of cookies include:

A Personalising a site for an individual. Cookies are used to identify individual users
and retrieve their preferences from a database.

For example, | subscribe to the Econsultancy service www.econsultancy.com;
each time | return | do not have to log in because it remembers my previous visit.
Many sites feature a ‘Remember Me’ option which implies using a cookie to remem-
ber a returning visitor. Retailers such as Amazon can use cookies to recognise
returning visitors and recommend related items. This approach generally has bene-
fits for both the individual (it is a hassle to sign in again and relevant content can be
delivered) and the company (tailored marketing messages can be delivered).

B Online ordering systems. This enables a site such as Tesco.com to track what is in
your basket as you order different products.

C Tracking within a site. Web analytics software such as Webtrends (www.webtrends.
com) relies on persistent cookies to find the proportion of repeat visitors to a web-
site. Webtrends and other tools increasingly use first-party cookies since they are
more accurate and less likely to be blocked.

D Tracking across sites. Advertising networks use cookies to track the number of
times a particular computer user has been shown a particular banner advertise-
ment; they can also track adverts served on sites across an ad network.

Affiliate networks and pay-per-click ad networks such as Google Adwords will also
use cookies to track through from a click on a third-party site to a sale or lead being
generated on a destination or merchant site. These approaches tend to use third-party
cookies. For example, if conversion tracking is enabled in Google Adwords, Google
sets a cookie when a user clicks through on an ad. If this user buys the product, then
the purchase confirmation page will include script code supplied by Google to make
a check for a cookie placed by Google. If there is a match, the sale is attributed to
Adwords. An alternative approach is that different online campaigns have different
tracking parameters or codes within the links through to the destination site and when
the user arrives on a site from a particular source this is identified and a cookie is set.
When purchase confirmation occurs, this can then be attributed back to the original
source and the particular referrer.

Owing to the large investments now made in pay-per-click and affiliate market-
ing, this is the area of most concern for marketers since the tracking can become



Privacy statement
Information on a website
explaining how and why
an individual’s data are
collected, processed and
stored.

Viral marketing

In an online context,
‘Forward to a friend’
email used to transmit
a promotional message
from one person

to another. ‘Online
word-of-mouth.’
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inaccurate. However, sale should still occur even if the cookies are blocked or deleted,
so the main consequence is that the ROI of online advertising or pay-per-click market-
ing may look lower than expected. In affiliate marketing, this phenomenon may benefit
the marketer in that payment may not need to be made to the third party if a cookie
has been deleted (or blocked) between the time of original clickthrough and sale.

Privacy issues with cookie use

The problem for Internet marketers is that, despite these important applications,
blocking by browsers or security software and deletion by users has increased
dramatically.

Many distrust cookies since they indicate that ‘big brother’ is monitoring your
actions. Others fear that their personal details or credit card details may be accessed
by other websites. This is very unlikely since all that cookies contain is a short identi-
fier or number that is used to link you to your record in a database. In most cases, the
worst that someone who gets access to your cookies can do is to find out which sites
you have been visiting.

Legal constraints on cookies

The PECR law, particularly its update in May 2012, gives companies guidance on their

use of cookies. The original 2003 law states: ‘a person shall not use an electronic com-

munications network to store information, or to gain access to information stored, in the

terminal equipment of a subscriber or user unless the following requirements are met’.
The requirements are:

(@) the user is provided with clear and comprehensive information about the purposes
of the storage of, or access to, that information; and

(b) the user is given the opportunity to refuse the storage of, or access to, that
information.

suggests that it is important that there is a clear privacy statement and (b) suggests
that explicit opt-in to cookies is required — this is what we now see on many sites fol-
lowing the implementation of the law in 2013. In other words, on the first visit to the
site, a box has to be ticked to agree to the use of cookies. This was thought by many
commentators to be a curious provision since this facility is already available in the
web browser.

Viral email marketing

One widespread business practice that is not covered explicitly in the PECR law is ‘viral
marketing’ (as discussed in Chapter 3 and reviewed in Chapter 9, p. 435).

Several initiatives are being taken by industry groups to reassure web users about threats
to their personal information. The first of these is TRUSTe (www.truste.org), sponsored by
IBM and with sites validated by PricewaterhouseCoopers and KPMG. The validators will
audit the site to check each site’s privacy statement to see whether it is valid. For example, a
privacy statement will describe:

how a site collects information;

how the information is used;

who the information is shared with;

how users can access and correct information;

how users can decide to deactivate themselves from the site or withhold information from
third parties.

A UK accreditation initiative aimed at reassurance formerly coordinated by the Internet
Media in Retail Group is ISIS, a trade group for e-retailers (Internet Shopping Is Safe)
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Domain name

The domain name refers
to the name of the web
server and it is usually
selected to be the same
as the name of the
company.

(www.imrg.org/ISIS). Another initiative, aimed at education, is GetSafeOnline (www.get-
safeonline.org), which is a site created by government and business to educate consumers to
help them understand and manage their online privacy and security.

Government initiatives will also define best practice in this area and may introduce laws
to ensure guidelines are followed.

We conclude this section on privacy legislation with a checklist summary of the practical
steps that are required to audit a company’s compliance with data protection and privacy
legislation. Companies should:

1 Follow privacy and consumer protection guidelines and laws in all local markets. Use
local privacy and security certification where available.

2 Inform the user, before asking for information:

e who the company is;
e what personal data are collected, processed and stored;
e what is the purpose of collection.

3 Ask for consent for collecting sensitive personal data, and it is good practice to ask before
collecting any type of data.

4 Reassure customers by providing clear and effective privacy statements and explaining
the purpose of data collection.

5 Let individuals know when ‘cookies’ or other covert software is used to collect informa-
tion about them.

6 Never collect or retain personal data unless it is strictly necessary for the organisation’s
purposes. If extra information is required for marketing purposes, this should be made
clear and the provision of such information should be optional.

7 Amend incorrect data when informed and tell others. Enable correction on-site.

8 Only use data for marketing (by the company, or third parties) when a user has been
informed that this is the case and has agreed to this. (This is opt-in.)

9 Provide the option for customers to stop receiving information. (This is opt-out.)

10 Use appropriate security technology to protect the customer information on your site.

Other e-commerce legislation

Sparrow (2000) identified eight areas of law which need to concern online marketers.
Although laws have been refined since that time, this is still a useful framework.

1 Marketing your e-commerce business

Sparrow used this category to refer to purchasing a domain name for a website, but other
legal constraints now also fall under this category.

A Domain name registration

Most companies are likely to own several domains, perhaps for different product lines, coun-
tries or for specific marketing campaigns. Domain name disputes can arise when an indi-
vidual or company has registered a domain name which another company claims they have
the right to (see Chapter 3).

A related issue is brand and trademark protection. Online brand reputation management
and alerting software tools offer real-time alerts when comments or mentions about a brand
are posted online. Some basic tools are available including:

e Googlealert (www.googlealert.com) and GigaAlerts Google Alerts (www.googlealert.
com) which will alert companies when any new pages appear that contain a search phrase
such as your company or brand names.

e Copyscape (www.copyscape.com) is used for locating duplicates of content that may
arise from plagiarism. Blog Pulse (www.blogpulse.com) gives trends and listings of any
phrase (see example in Figure 4.9) and individual postings can be viewed.



Pay-per-click (PPC)
search marketing

A company pays for text
adverts to be displayed
on the search engine
results pages when a
specific key phrase is
entered. The marketer
pays for each time the link
in the ad is clicked on.

Accessibility
legislation

Legislation intended to
protect users of websites
with disabilities, including
visual disability.
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B Using competitor names and trademarks in meta-tags (for search engine
optimisation)

Meta-tags are used to market websites by enabling them to appear more prominently in
search engines as part of search engine optimisation (SEO) (see Chapter 9). Some companies
have tried putting a competitor company name within the meta-tags. Case law has found
against companies that have used this approach. Privacy law for email marketing was consid-
ered in the previous section.

C Using competitor names and trademarks in pay-per-click advertising

A similar approach can potentially be used in pay-per-click search marketing (see
Chapter 9) to advertise on competitors’ names and trademarks. For example, if a search user
types ‘Dell laptop’, can an advertiser bid to place an ad offering an ‘HP laptop’? There is less
case law in this area and differing findings have occurred in the US and France.

D Accessibility law

Laws relating to discriminating against disabled users who may find it more difficult to use
websites because of audio, visual or motor impairment are known as accessibility legislation.
This is often contained within disability and discrimination Acts. In the UK, the relevant Act
is the Disability and Discrimination Act 1995.

Web accessibility refers to enabling all users of a website to interact with it regardless of dis-
abilities they may have or the web browser or platform they are using. The visually impaired
or blind are the main audience that designing an accessible website can help. (Coverage of
the requirements that accessibility places on web design are covered in Chapter 7.)

Internet standards organisations such as the World Wide Web Consortium have been
active in promoting guidelines for web accessibility (www.w3.org/WAI). This site describes
such common accessibility problems as:

images without alternative text; lack of alternative text for imagemap hot-spots; mislead-
ing use of structural elements on pages; uncaptioned audio or undescribed video; lack of
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alternative information for users who cannot access frames or scripts; tables that are dif-
ficult to decypher when linearized; or sites with poor color contrast.

A tool provided to assess the WWW standards is BOBBY (www.cast.org/learningtools/
Bobby/index.html).

In 2000, Bruce Maguire, a blind Internet user who uses a refreshable Braille display,
brought a case against the Sydney Organising Committee for the Olympic Games. Maguire
successfully demonstrated deficiencies in the site which prevented him using it adequately,
which were not successfully remedied. He was protected under the 1992 Australian Disability
Discrimination Act and the defendant was ordered to pay AU$20,000. This was the first case
brought in the world, and it showed organisations in all countries that they could be guilty of
discrimination if they did not audit their sites against accessibility guidelines. Discrimination
Acts are now being amended in many countries to specifically refer to online discrimination.

2 Forming an electronic contract (contract law and distance-selling law)

We will look at two aspects of forming an electronic contract: the country of origin principle
and distance-selling laws.

Country of origin principle

The contract formed between a buyer and a seller on a website will be subject to the laws
of a particular country. In Europe, many such laws are specified at the regional (European
Union) level, but are interpreted differently in different countries. This raises the issue of the
jurisdiction in which law applies - is it that for the buyer or the seller (merchant)? In 2002,
attempts were made by the EU to adopt the ‘country of origin principle’, where the law for the
contract will be that where the merchant is located. The Out-Law site produced by lawyers
Pinsent Mason gives more information on jurisdiction (www.out-law.com/page-479).

Distance-selling law

Sparrow (2000) advises different forms of disclaimers to protect the retailer. For example, if
a retailer made an error with the price or the product details were in error, then the retailer
is not bound to honour a contract, since it was only displaying the products as ‘an invitation
to treat’, not a fixed offer.

One e-retailer offered televisions for £2.99 due to an error in pricing a £299 product.
Numerous purchases were made, but the e-retailer claimed that a contract had not been
established simply by accepting the online order, although the customers did not see it that
way! Unfortunately, no legal precedent was established since the case did not come to trial.

Disclaimers can also be used to limit liability if the website service causes a problem
for the user, such as a financial loss resulting from an action based on erroneous content.
Furthermore, Sparrow suggests that terms and conditions should be developed to refer to
issues such as timing of delivery and damage or loss of goods.

The distance-selling directive also has a bearing on e-commerce contracts in the European
Union. It was originally developed to protect people using mail-order (by post or phone).
The main requirements are that e-commerce sites must contain easily accessible content
which clearly states:

()  The company’s identity, including address.

(i)  The main features of the goods or services.

(iii)  Price information, including tax and, if appropriate, delivery costs.

(iv) The period for which the offer or price remains valid.

(v) Payment, delivery and fulfilment performance arrangements.

(vi) Right of the consumer to withdraw, i.e. cancellation terms.

(vij) The minimum duration of the contract and whether the contract for the supply of
products or services is to be permanent or recurrent, if appropriate.

(viii) Whether an equivalent product or service might be substituted, and confirmation as to
whether the seller pays the return costs in this event.



Intellectual property
rights (IPR)
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word or phrase that
distinguishes your
company. The mark can
be registered as plain or
designed text, artwork or
a combination.
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After the contract has been entered into, the supplier is required to provide written confirm-
ation of the information provided. An email confirmation is now legally binding provided
both parties have agreed that email is an acceptable form for the contract. It is always advis-
able to obtain an electronic signature to confirm that both parties have agreed the contract,
and this is especially valuable in the event of a dispute. The default position for services is
that there is no cancellation right once services begin.

The Out-Law site also gives information on distance selling (www.out-law.com/page-430).

3 Making and accepting payment

For transactional e-commerce sites, the relevant laws are those referring to liability between
a credit card issuer, the merchant and the buyer. Merchants need to be aware of their liability
for different situations such as the customer making a fraudulent transaction.

4 Authenticating contracts concluded over the Internet

‘Authentication’ refers to establishing the identity of the purchaser. For example, to help
prove a credit card owner is the valid owner, many sites now ask for a three-digit authentica-
tion code. This helps reduce the risk of someone who has, for instance, found a credit card
number using it to buy fraudulently. Using digital signatures is another method of helping to
prove the identity of purchasers (and merchants).

5 Email risks

One of the main risks with email is infringing an individual’s privacy. Specific laws have been
developed in many countries to reduce the volume of spam, as explained in the previous sec-
tion on privacy.

A further issue with email is defamation, where someone makes a statement that is
potentially damaging to an individual or a company. In 2000, a statement was made on
the Norwich Union Healthcare internal email system in England which falsely alleged
that rival company WPA was under investigation and that regulators had forced it to
stop accepting new business. The posting was published on the internal email system, but
it was not contained and became more widespread. WPA sued for libel and the case was
settled out of court when Norwich Union paid £415,000 to WPA. Such cases are relatively
rare.

6 Protecting intellectual property (IP)

Intellectual property rights (IPR) protect designs, ideas and inventions and include content
and services developed for e-commerce sites. Copyright law is designed to protect authors,
producers, broadcasters and performers through ensuring that they see some returns from
their works every time they are experienced. The European Directive of Copyright (2001 +
29/EC) came into force in many countries in 2003; it covers new technologies and approaches
such as streaming a broadcast via the Internet.

IP can be misappropriated in two senses online.

First, an organisation’s IP may be misappropriated: it is relatively easy to copy web content
and republish it on another site. Reputation management services can be used to assess how
an organisation’s content, logos and trademarks are being used on other websites. Tools
such as Copyscape (www.copyscape.com) can be used to identify infringement of content
where it is ‘scraped’ off other sites using ‘screenscrapers’.

Secondly, an organisation may misappropriate content inadvertently. Some employ-
ees may infringe copyright if they are not aware of the law. Additionally, some methods of
designing transactional websites have been patented. For example, Amazon has patented its
‘One-click’ purchasing option.
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7 Advertising on the Internet

Advertising standards that are enforced by independent agencies such as the UK’s Advertising
Standards Authority Code also apply in the Internet environment. They are traditionally less
strongly policed, leading to more ‘edgy’ creative executions online which are intended to
have a viral effect.

The Out-Law site gives more information (www.out-law.com/page-5604).

8 Data protection

Data protection has been referred to in depth in the previous section.

[ Environmental and green issues related to Internet usage J

The future state of our planet is a widely held social concern. Technology is generally seen as
detrimental to the environment, but there are some arguments that e-commerce and digital
communications can have environmental benefits. Companies can sometimes also make
cost savings while positioning themselves as environmentally concerned - see Box 4.6.

Potentially, online shopping can also have environment benefits. Imagine a situation where
we no longer travelled to the shops, and 100% of items were efficiently delivered to us at home
or at work. This would reduce traffic considerably! Although this situation is inconceivable,
online shopping is growing considerably and it may be having an impact. Research by the
Internet Media in Retail Group (www.imrg.org) shows the growing importance of e-commerce
in the UK where over 10% of retail sales are now online. In 2007 IMRG launched a Go Green,
Go Online campaign where it identified six reasons why it believes e-commerce is green:

1 Fewer vehicle-miles. Shopping is the most frequent reason for car travel in the UK,
accounting for 20% of all trips, and for 12% of mileage. A study by the Swiss online grocer
LeShop.ch calculated that each time a customer decides to buy online rather than go shop-
ping by car, 3.5 kg of CO2 emissions are saved.

2 Lower inventory requirements. The trend towards pre-selling online - i.e. taking orders
for products before they are built, as implemented by Dell - avoids the production of
obsolete goods that have to be disposed of if they don’t sell, with associated wastage in
energy and natural resources.

3 Fewer printed materials. Online e-newsletters and brochures replace their physical
equivalent so saving paper and distribution costs.

4 Less packaging. Although theoretically there is less need for fancy packaging if an item is
sold online, this argument is less convincing, since most items like software or electronic
items still come in packaging. At least those billions of music tracks downloaded don’t
require any packaging or plastic.

5 Less waste. Across the whole supply chain of procurement, manufacturing and distribu-
tion the Internet can help reduce product and distribution cycles. Some even claim that
auction services like eBay and Amazon Marketplace can promote recycling and reuse.

6 Dematerialisation. Better known as ‘digitisation’, this is the availability of products like
software, music and video in digital form.

If companies trading online can explain these benefits to their customers effectively, as HSBC
has done, then this can benefit these online channels.

But how much could e-shopping reduce greenhouse gas emissions? A study by Finnish
researchers Siikavirta et al. (2003), limited to e-grocery shopping, has suggested that it is
theoretically possible to reduce the greenhouse gas emissions generated by grocery shopping
by 18% to 87% compared with the situation in which household members go to the store.
The researchers estimated that this would lead to a reduction of all Finland’s greenhouse gas
emissions by as much as 1%, but in reality the figure is much lower since only 10% of grocery
shopping trips are online.
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E Box 4.6 HSBC customers plant virtual forest

HSBC has committed to improving the environment since it became a climate-neutral
company globally in November 2005. Through the use of green technologies and
emission-offset trading, HSBC counteracts all CO, emissions generated by its building
operations and corporate travel. In 2006, 35% of operations in North America were
offset by investments in Renewable Energy Certificates from wind power alone.
Another aspect of HSBC green policy is its online banking service, where it encour-
ages paperless billing. For example, in the UK in 2007, over 400,000 customers
switched from paper statements to online delivery, creating a virtual tree each time
(Figure 4.10), and for every 20 virtual trees, HSBC promised to plant a real one.
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Cairns (2005) has completed a study for the UK which shows the importance of gro-
cery shopping - she estimates that car travel for food and other household items represents
about 40% of all UK shopping trips by car, and about 5% of all car use. She considers that
a direct substitution of car trips by van trips could reduce vehicle-km by 70% or more. A
broader study by Ahmed and Sharma (2006) used value chain analysis to assess the role of
the Internet in changing the amount of energy and materials consumed by businesses for

[ Taxation

each part of the supply chain. However, no estimates of savings are made.

How to change tax laws to reflect globalisation through the Internet is a problem that many
governments have grappled with. The fear is that the Internet may cause significant reduc-
tions in tax revenues to national or local governments if existing laws do not cover changes
in purchasing patterns. Basu (2007) notes that around a third of government taxation
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revenue is from domestic consumption tax, with revenue from import taxation around 17%.
Governments are clearly keen that this revenue is protected.

Government revenue is normally protected since, taking the UK as an example, when
goods are imported from a non-EU territory, an excise duty is charged at the same rate as
VAT. While this can be levied for physical goods imported by air and sea, it is less easy to
administer for services. Here agreements have to be reached with individual suppliers.

In Europe, the use of online betting in lower-tax areas such as Gibraltar has resulted in
lower revenues to governments in the countries where consumers would have formerly paid
gaming tax to the government via a betting shop. Large UK bookmakers such as William Hill
and Victor Chandler are offering Internet-based betting from ‘offshore’ locations. Retailers
have set up retail operations on Jersey to sell items such as DVDs and CDs which cost less than
an £18 Low Value Consignment Relief threshold, so no VAT or excise duty needs to be paid.

This trend has been dubbed LOCI or ‘location-optimised commerce on the Internet’ by
Mougayer (1998).

Since the Internet supports the global marketplace it could be argued that it makes little
sense to introduce tariffs on goods and services delivered over the Internet. Such instru-
ments would, in any case, be impossible to apply to products delivered electronically. This
position is currently that of the USA. In the document ‘A Framework for Global Electronic
Commerce’, President Clinton stated that:

The United States will advocate in the World Trade Organization (WTO) and other appro-
priate international fora that the Internet be declared a tariff-free zone.

Tax jurisdiction

Tax jurisdiction determines which country gets tax income from a transaction. Under the
pre-electronic commerce system of international tax treaties, the right to tax was divided
between the country where the enterprise that receives the income is resident (‘residence
country’) and that from which the enterprise derives that income (‘source country’). In 2002,
the EU enacted two laws (Council Directive 2002 + 38/EC and Council Regulation (EC)
792 + 2002) on how value added tax (VAT) was to be charged and collected for electronic
services. These were in accordance with the principles agreed within the framework of the
Organisation for Economic Co-operation and Development (OECD) at a 1998 conference
in Ottawa. These principles establish that the rules for consumption taxes (such as VAT)
should result in taxation in the jurisdiction where consumption takes place (the country of
origin principle referred to above). These laws helped to make European countries more
competitive in e-commerce.

The OECD also agreed that a simplified online registration scheme, as now adopted by the
European Council, is the only viable option today for applying taxes to e-commerce sales by
non-resident traders. The tax principles are as follows in the UK interpretation of this law
implemented in 2003 for these electronic services:

supply of websites or web-hosting services;

downloaded software (including updates of software);

downloaded images, text or information, including making databases available;
digitised books or other electronic publications;

downloaded music, films or games;

electronic auctions; or

Internet service packages.

The UK VAT rules are as follows:

o if the supplier (residence) and the customer (source) are both in the UK, VAT will be
chargeable;

e exports to private customers in the EU will attract either UK VAT or local VAT;

e exports outside the EU will be zero-rated (but tax may be levied on imports);
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e imports into the UK from the EU or beyond will attract local VAT, or UK import tax
when received through customs (for which overseas suppliers need to register);

e services attract VAT according to where the supplier is located. This is different from
products and causes anomalies if online services are created. This law has since been
reviewed.

Freedom-restrictive legislation

Although governments enact legislation in order to protect consumer privacy on the Internet,
some individuals and organisations believe that legislation may also be too restrictive. In the
UK, a new Telecommunications Act and Regulation of Investigatory Powers Act (RIP) took
several years to enact since it involved giving security forces the ability to monitor all com-
munications passing through ISPs. This was fiercely contested due to cost burdens placed on
infrastructure providers and in particular ISPs, and of course many citizens and employees
were not happy about being monitored either!

Freedom House (www.freedomhouse.org) is a human rights organisation created to
reduce censorship. It notes in a report (Freedom House, 2000) that governments in many
countries, both developed and developing, are increasingly censoring online content. Only
69 of the countries studied have completely free media, while 51 have partly free media and
66 countries suffer heavy government censorship. Censorship methods include implement-
ing licensing and regulation laws, applying existing print and broadcast restrictions to the
Internet, filtering content and direct censoring after dissemination. In Asia and the Middle
East, governments frequently cite protection of morality and local values as reasons for cen-
sorship. Even the US government tried to control access to certain Internet sites with the
Communications Decency Act in 1996, but this was unsuccessful. Refer to Activity 4.4 to
discuss these issues.

[ Activity 4.4

Government and company monitoring of electronic communications

Purpose

To examine the degree to which governments and organisations should monitor elec-
tronic communications.

Activity
Write down the arguments for and against each of these statements, debate individu-
ally or as a group to come to a consensus:

1 ‘This house believes that organisations have no right to monitor employees’ use
of email or the web.” Use Moreover (www.moreover.com) to research recent cases
where employees have been dismissed for accessing or sending emails or web con-
tent that is deemed unsuitable. Is this just used as an excuse for dismissing staff?

2 ‘This house believes that governments have no right to monitor all Internet-based
communications passing through ISPs.” Use Moreover (www.moreover.com) to
research action taken by the government of your country to monitor and control
Internet communications.

What action do you think managers should take with regard to monitoring employee
access? Should laws be set at a national level or should action be taken by individual
companies?

Answers to activities can be found at www.pearsoned.co.uk/chaffey
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Economic and competitive factors

Electronic economy
(e-economy)

The dynamic system

of interactions

between a nation’s
citizens, businesses

and government that
capitalise upon online
technology to achieve a
social or economic good.

The economic health and competitive environment in different countries will determine
their e-commerce potential. Managers developing e-commerce strategies in multinational
companies will initially target the countries that are most developed in the use of the technol-
ogy. A comprehensive framework for assessing an ‘e-economy’ has been developed by Booz
Allen Hamilton (2002). The report authors define the e-economy as:

the dynamic system of interactions between a nation’s citizens, the businesses and gov-
ernment that capitalise upon online technology to achieve a social or economic good.

The framework is based upon four layers of environment, readiness, uptake and use, and
impact, and three major stakeholder groups: citizens, businesses and government, as shown
in Figure 4.11.

A review of how different governments have tried to improve the health of their e-econo-
mies is presented later in this chapter.

Knowledge of different economic conditions is also part of budgeting for revenue from
different countries. In China there is regulation of foreign ownership of Internet portals and
ISPs which could hamper development.

The trend towards globalisation can arguably insulate a company to some extent from
fluctuations in regional markets, but is, of course, no protection from a global recession.

THE e-ECONOMY

ENVIRONMENT

MARKET

o Level of IT skills

e Supporting industries
e Climate for innovation
* Cost of access
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* Level of political leadership
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POLITICAL
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* Measures of barriers to
uptake (awareness, trust,
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A framework describing the e-economy
Source: from International E-Economy: Benchmarking the World’s Most Effective Policy for the E-Economy, report
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(BoozAllen Hamilton, 2002), Crown Copyright material is reproduced with permission under the terms of the Click-Use




Globalisation

The increase of
international trading and
shared social and cultural
values.

Localisation

Tailoring of web-site
information for individual
countries or regions.
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Managers can also study e-commerce in leading countries to help predict future e-commerce
trends in their own country.

Globalisation refers to the move towards international trading in a single global market-
place and also to blurring of social and cultural differences between countries. (We saw in
Chapter 1 that for both SMEs and larger organisations, electronic communications give the
opportunity for increasing the reach of the company to achieve sales around the world.)

Quelch and Klein (1996) point out some of the obvious consequences for organisations
that wish to compete in the global marketplace; they say a company must have:

o a 24-hour order-taking and customer service response capability;

o regulatory and customs-handling experience to ship internationally;

o in-depth understanding of foreign marketing environments to assess the advantages of its
own products and services.

Language and cultural understanding may also present a problem and an SME is unlikely
to possess the resources to develop a multi-language version of its site or employ staff with
sufficient language skills. Similarly, Quelch and Klein (1996) note that the growth of the use
of the Internet for business will accelerate the trend of English becoming the lingua franca
of commerce. Tailoring e-commerce services for individual countries or regions is referred
to as localisation. A website may need to support customers from a range of countries with:

o different product needs;
e language differences;
e cultural differences.

The importance of localisation is highlighted by a report by Common Sense Advisory (2002).
According to them, for many US Fortune 500 firms, non-US revenue — or what they refer to
as ‘xenorevenue’ — accounts for 20 to more than 50% of their global income. A similar situa-
tion is likely to exist for non-US multinational organisations.

It may be necessary to vary:

The language that content is provided in.

Tone and style of copy.

Site design - certain colours or images may be unsuitable or less effective in some countries.
Range of product offerings.

Product pricing.

Promotional offers used to encourage acquisition of customer email address (see Chapter
9). This may be affected by local data protection, taxation and trading laws.

e Local contact points.

Localisation will address all these issues. In order to be effective, a website often needs more
than translation, since different promotion concepts may be needed for different countries.
For example, Durex (www.durex.com) localises content for many countries since language
and the way in which sexual issues can be discussed vary greatly. 3M (www.3m.com), how-
ever, only localises content in local language for some countries such as France, Germany
and Spain. For large multinational companies, localisation is a significant strategic issue for
e-commerce. The decision on the level of localisation will need to be taken on a regional or
country basis to prioritise different countries according to the size of the market and the
importance of having localisation.
Singh and Pereira (2005) provide an evaluation framework for the level of localisation:

1 Standardised websites (notlocalised). A single site serves all customer segments (domes-
tic and international).

2 Semi-localised websites. A single site serves all customers; however, there will be contact
information about foreign subsidiaries available for international customers.

3 Localised websites. Country-specific websites with language translation for international
customers, wherever relevant.
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4 Highly localised websites. Country-specific websites with language translation; they
also include other localisation efforts in terms of time, date, postcode, currency formats, etc.

5 Culturally customised websites. Websites reflecting complete ‘immersion’ in the culture
of target customer segments.

Deciding on the degree of localisation is a difficult challenge for managers, since while it has
been established that local preferences are significant, it is often difficult to balance costs
against the likely increase or conversion rate. In a survey published in Multilingual (2008),
88% of managers at multinational companies stated that localisation is a key issue, with 76%
of them saying that it is important specifically for international customer satisfaction. Yet,
over half of these respondents also admitted that they allocate only between 1% and 5% of
their overall budget for localisation.

An indication of the importance of localisation in different cultures has been completed
by Nitish et al. (2006) for the German, Indian and Chinese cultures, assessing localised web-
sites in terms not only of content, but of cultural values such as collectivism, individualism,
uncertainty avoidance and masculinity. The survey suggests that without cultural adapta-
tion, confidence or flow falls, so resulting in lower purchase intent.

A further aspect of localisation to be considered is search engine optimisation (SEO, see
Chapter 9), since sites which have local language versions will be listed more prominently
by local versions of the search engines. Many specialist companies have been created to help
manage these content localisation issues for companies, for example agency Web Certain
maintains a forum advising on localisation (www.multilingual-seo.com).

One example of the effect of localisation on conversion rates is provided by MySpace CEO
Mike Katz, who stated in NMA (2008) that: ‘All the 27 sites are localised, we don’t believe that
one size fits all. We know that from the first day we localise in any language, we triple our sign-
ups on original users.” In 2008, 45 million of the 130 million MySpace users were outside the
US; new sites were planned for Russia, India, Poland and Korea, each requiring a local version.

To explore the implications of globalisation for consumer-orientated companies, refer to

Case study 4.1.

The article starts by discussing anti-globalisation. It then
explores the implications of variations in the character-
istics of different cultures on businesses providing ser-
vices to them. At the end of the article, research about
attitudes to globalisation is summarised, along with its
implications for businesses trading internationally.

Globalisation, or maybe more specifically, anti-
globalisation issues, are never far from the headlines,
whether it’s coverage of the latest anti-WTO demon-
stration or news that McDonald’s has replaced Ronald
McDonald in France with Asterix — in a move to ‘appease
anti-globalisation protesters’.

But what does globalisation actually mean?
Stemming from the application of free market princi-
ples it has manifested the belief that the world is small
and that consumers are becoming more and more alike,
thus allowing companies to use the same advertising
and marketing across regions and countries. Such a
doctrine has enabled companies to act global and think

Case Study 4.1 The implications of globalisation for consumer attitudes

global, much to the distaste of the anti-globalisation
lobbies. Indeed, in 1985 it was Friends of the Earth that
coined the slogan ‘think global, act local’ in its desire to
counter such global forces — particularly with regard to
environmental issues.

However, such ‘glocalisation’ [global localisa-
tion] makes a lot of sense for multinational compa-
nies operating today and planning new market entry,
for a number of reasons. Firstly, the term globalisation
for many Europeans is virtually synonymous with that
of ‘Americanisation’. For some this has negative con-
notations of materialism, loss of native culture and the
encroachment of the English language. At its extreme,
it drives many of the anti-globalisation activists. Thus
there is real risk that companies will damage their brand
and reputation if they don’t recognise the importance of
localisation when considering market entry.

Secondly, consumers are as different as they are
similar — local and regional cultures have a profound
effect in shaping consumer demand. These differences



are potentially more interesting than the similarities, in
that they can allow product and service differentiation
as well as new approaches to segmentation and mar-
keting communications. To take advantage of such
opportunities, businesses have to have a clear insight
into how and why consumers in one market may differ
from ones in another.

Feelings of anti-Americanisation are a strong under-
current in Europe. Businesses have to plan how to coun-
ter such a groundswell of feeling if planning on entering
new markets — given that some 50% of Europeans
believe that ‘our society is too Americanised’ and such
an attitude has increased over the past 10 years. While
the degree of agreement varies within Europe (e.g. 67%
of Spaniards agreeing with the statement, as compared
with 44% of Brits), it is a significant influence of cus-
tomer behaviour. To compound matters, multinational
companies are the least trusted of 27 entities when
European consumers have been asked to state which
they trust to be honest and fair.

As a result, not only have we seen an increase in con-
sumer activism (such as anti-WTO protests, growth of
the slow food movement in Europe etc.), but also we
have seen global brands coming under threat from
emergent local brands which are gaining in currency.
We would expect this to continue. This is not to say that
there is no room for global brands! Many global brands
have successfully tapped into local culture and tastes
and recognised the need to either modify the product/
service completely or change different elements of the
offer and how it is ultimately marketed. Thus companies
expanding into new geographic markets have to ensure
that their strategies are based on a real understanding
of regional and local markets.

Globalisation is not making the world a smaller,
homogeneous place. While this presents many oppor-
tunities for businesses, it also implies a need for a clear
understanding of what shapes consumer needs and
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desires in the different nations. Not surprising perhaps
that many businesses found the notion of a ‘globalised’
world compelling, given the significant implications for
researching a multitude of different markets in terms of
time and money budgets. Similarly, it is easy to under-
stand the temptation of taking well-established national
stereotypes and assuming that they are representative
of the truth.

Recent attitudinal studies in Europe and the US
undertaken by the Henley Centre show the complex-
ity of attempting to categorise consumers on a broad
scale. Let’s take an example. At one level, results
show that all consumers take pride in their family, so
a global advertising campaign using the ‘family’ as a
theme may feel like safe territory. To some extent it
is. Dig down a bit deeper, however, and you find that
different people define ‘family’ in very different ways,
so what people take pride in will be subtly different.
At a country level, many more differences expose
themselves.

Businesses wanting to broaden their geographic
reach have to consider at a strategic level what level
of understanding of consumer needs they require.
Generalisations are important and are a good place to
start, but it is critical to then delve further — national
stereotypes are too simplistic. Differences, rather than
similarities, have to be considered, and interrogated in
terms of how these will impact customer needs.

Source: The Henley Centre.

Question

Based on this article and your experiences, debate
the statement: ‘Site localisation is essential for each
country for an e-commerce offering to be success-
ful in that country.’

The implications of e-commerce for international B2B trading

Hamill and Gregory (1997) highlight the strategic implications of e-commerce for interna-
tional business-to-business trading. They note that there will be increasing standardisation
of prices across borders as businesses become more aware of price differentials. Secondly,
they predict that the importance of traditional intermediaries such as agents and distributors
will be reduced by Internet-enabled direct marketing and sales.

Larger organisations typically already compete in the global marketplace, or have the finan-
cial resources to achieve this. But what about the smaller organisation? Most governments are
encouraging SMEs to use electronic commerce to tap into the international market. Hamill and
Gregory (1997) identify the barriers to SME internationalisation shown in Table 4.5. Complete
Activity 4.5 to look at the actions that can be taken to overcome these barriers.
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