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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 mountains
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. The
route to e-business success is also not straightforward and similarly fraught with difficulties
of selecting the correct strategic direction and surviving in an increasingly harsh competitive
environment. Not all who follow the route survive. However, the competitive drivers to
follow this route, such as demand from customers and adoption by competitors, make this
journey essential. The rewards are evident from those adopters who identified the opportu-
nity early and steered their companies in the right direction.

But the journey to e-business can never be completed, because of the relentless evolution
in technology and new commercial approaches which exploit it. Smart e-businesses have an
agile approach which enables them to review and select the appropriate technologies at the
right time.

Flagship e-businesses with headquarters in California such as eBay and Google.com are
now leading global brands with turnovers of billions of dollars, yet this has happened less
than 300 years after the first modern settlers arrived.

This book is intended to equip current and future managers with some of the knowledge
and practical skills to help them navigate their organization towards e-business. It is your
guide to how all types of companies can prosper through e-business.

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

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

[ What is e-business management? J

Electronic
commerce
(e-commerce)

All electronically mediated
information exchanges
between an organization
and its external stake-
holders.

As we will see in Chapter 1, electronic business (e-business) is aimed at enhancing the com-
petitiveness of an organization by deploying innovative information and communications
technology throughout an organization and beyond, through links to partners and customers.
It does not simply involve using technology to automate existing processes, but should also
achieve process transformation by applying technology to help change these processes. To be
successful in managing e-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 inbound and outbound logistics. Organizations
also need to manage the change required by new processes and technology through what have
traditionally been support activities such as human resources management.
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Supply chain man-
agement (SCM)

The coordination of all
supply activities of an
organization from its
suppliers and partners to
its customers.

From this definition, it is apparent that e-business involves looking at how electronic
communications can be used to enhance all aspects of an organization’s supply chain man-
agement. It also involves optimizing an organization’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 e-business era also involves management of a network of interrelated
value chains or value networks.

( What is e-commerce management? W

Electronic
commerce
(e-commerce)

All electronically mediated
information exchanges
between an organization
and its external stake-
holders.

Value chain

A model for analysis of
how supply chain activi-
ties can add value to
products and services
delivered to the customer.

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

To this point we have exclusively used the term ‘e-business, but what of ‘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 I, what is most important is that they are applied
consistently within organizations so that employees and external stakeholders are clear
about how the organization can exploit electronic communications. The distinction made in
this book is to use ‘electronic commerce’ (e-commerce) to refer to all types of electronic
transactions between organizations and stakeholders whether they are financial transactions
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. ‘E-business’ is applied as a
broader term encompassing e-commerce but also including all electronic transactions
within an organization.

Management of e-commerce involves prioritizing 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
fulfilment, which also indicate failure of management.

( How is this book structured? W

Electronic business
(e-business)

All electronically mediated
information exchanges,
both within an organiz-
ation and with external
stakeholders supporting
the range of business
processes.

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

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

The overall structure of the book shown in Figure P.1 follows a logical sequence: introducing
e-business terms, concepts and history of development in Part I; reviewing alternative
strategic approaches and applications of e-business in Part 2; and how strategy can be
implemented in Part 3. Within this overall structure, differences in how electronic com-
munications 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.

Part 1: Introduction (Chapters 1-4)

Part 1 introduces e-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 e-business and e-commerce. Definition of the meaning and scope
of e-business and e-commerce. Introduction to business use of the Internet — what are the
benefits and barriers to adoption and how widely used is it?
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Figure P1 Structure of the book
N

o Chapter 2: E-commerce fundamentals. Introduction to new business models and marketplace
structures enabled by electronic communications.

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

e Chapter 4: E-environment. Describes the macro-environment of an organization that 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 e-business strategy and applications are
reviewed for the organization as a whole (Chapter 5) and with an emphasis on buy-side
e-commerce (Chapters 6 and 7) and sell-side e-commerce (Chapters 7 and 8).

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

o 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: E-marketing. A sell-side e-commerce perspective to e-business, reviewing
differences in marketing required through digital media. Structured around developing an
e-marketing plan.

e Chapter 9: Customer relationship management. Reviews marketing techniques that apply
e-commerce for acquiring and retaining customers.
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Part 3: Implementation (Chapters 10-12)

Management of e-business implementation is described in Part 3 of the book in which we exam-
ine practical management issues involved with creating and maintaining e-business solutions.

o Chapter 10: Change management. How to manage the organizational, human and technology
changes required in the move to e-business.

o 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.

o Chapter 12: Implementation and maintenance. How should e-commerce systems be managed
and monitored once they are live?

( Who should use this book? W

Students

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

o 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 business
studies, business administration and business management;

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

e undergraduates completing work placement involved with different aspects of e-business
such as managing an intranet or company web site;

e postgraduate students on specialist masters degrees in electronic commerce, electronic business or
e-marketing and generic MBA, Certificate in Management, Diploma in Management Studies
which involve modules or electives for electronic commerce and digital marketing.

What does the book offer to lecturers teaching these courses?

The book is intended to be a comprehensive guide to all aspects of deploying e-business and
e-commerce within an organization. The book builds on existing theories and concepts
and questions the validity of these models in the light of the differences between the Internet
and other media. The book references the emerging body of literature specific to e-business,
e-commerce and e-marketing. As such, it can be used across several modules. Lecturers will
find the book has a good range of case studies, activities and exercises to support their teach-
ing. 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 e-business and e-commerce
approaches to benefit their organization.

e Information systems managers who are developing and implementing e-business and
e-commerce strategies.
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Marketing managers responsible for defining an e-marketing strategy and implementing
and maintaining the company web site.

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

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 W

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

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

e Learning outcomes: a list describing what readers can learn through reading the chapter

and completing the activities.

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 Web Site.

e 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

Activities: short activities in the main text that develop concepts and understanding, often
by relating to student experience or through reference to web sites. Model answers are
provided to activities at the end of the chapter where applicable.

Case studies: real-world examples of issues facing companies that implement e-business.
Questions at the end of the case study highlight the main learning points from that case
study (see p. xx).

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

Box features: these explore a concept in more detail or give an example of a principle
discussed in the text.

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

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

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

Web links: where appropriate, web addresses are given for further information, particularly
those to update information.

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

At the end of each chapter

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

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

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

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

e 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.

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

At the end of the book

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

Learning techniques W

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 reflect-
ing on questions posed, answering questions and then comparing 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.

E Module guide W

The table below 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 man-
agement issues of e-business and e-commerce.

A fullset of PowerPoint slides and accompanying notes to assist lecturers in preparing lec-
tures is available on the lecturer’s side of the Companion Web Site.

E Enhancements for the fourth edition W

The effective chapter structure of previous editions has been retained, but many other
changes have been incorporated based on lecturer and student feedback. There are two main
new features. First, new case studies in boxes ‘Real-world e-business experiences — the E-
consultancy interview’ are introduced at the start of most chapters. These are interviews
with e-commerce managers at a range of UK, European and US-based organizations con-
cerning the strategies they have adopted and their approaches to strategy implementation.
Second, there are numbered boxes which explore a concept in more detail or give an ex-
ample of a principle discussed in the text. There are also three major new case studies to
enable learning from brands that will be well-known personally to students in different
countries: Dell, Facebook and Google. To help accommodate these, less reference is given to
the running ‘B2C and B2B Company’ case.



Preface XIX

The main updates for the fourth edition on a chapter-by-chapter basis are:

Chapter 1 starts with a look at the amazing innovation in business model that the web has
facilitated. The introduction to different e-commerce concepts now covers different Web 2.0
and Web 3.0 concepts in more detail including a new case study on the Facebook business
model.

Chapter 2 is structured around a new approach to online marketplace analysis for e-business
which can be used by students working on case studies or practitioners in business and is
described with new diagrams and links to information sources. Coverage of evaluation of
business and revenue models has been extended with a spreadsheet activity on a web ad
revenue model.

Chapter 3. The simple introduction has been removed with more detailed coverage on the
advantages and disadvantages of the Software as a Service (SaaS) model. The tools section
has been updated to include concept of Web 2.0 and atomization and widgets. Coverage
of mobile commerce and IPTV has been extended (these are also covered throughout the
book). Chapter 3 includes a new case study on Google technology and innovation.
Chapter 4. Increased focus on the adoption of different web services and social media rather
than Internet adoption. Legal implications for e-commerce in different countries and
regions have been updated. A section on green and environmental issues has been added.
Chapter 5. Incorporates the strategy models and latest research completed by Dave Chaffey
for Econsultancy on managing digital channels.

Chapter 6. Incorporates new research on SCM from PMP Research. There is new content
on the challenges of managing supply chains and the information supply chain concept.
Chapter 7. Update to content on adoption of B2B marketplaces.

Chapter 8. Management of customer acquisition, conversion and retention incorporated
into strategy process. Marketing mix section has been updated to include new content on
customer insight, long tail, tipping point and digital product options. There is a new case
study on how Dell varies its marketing mix.

Chapter 9. Increased depth on search engine marketing, e-mail marketing and social media.
Chapter 10. Scrum and agile methodologies introduced. Use of Web 2.0 for knowledge
management through a case study on Janssen Cilag.

Chapter 11. Section on user-centred design extended with additional commentary and mini
case studies. New section on common security threats and solutions for the e-business.
Chapter 12. Removed basic introduction to HTML and scripting languages as recommended
by reviewers. Introduced section on application frameworks and servers added. Updated
section on web analytics with new example of online retailer benchmarking.
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Table A In-depth case studies in E-Business and E-Commerce Management, 4th edition

Chapter

Case study

1

Introduction to e-business and

1.1

A short history of Facebook

e-commerce 1.2 North West Supplies extends its reach online
1.3 eBay - the world’s largest e-business
2 E-commerce fundamentals 2.1 The impact of B2B reverse auctions
2.2  Lastminute.com - an international dot-com survivor
2.3 Zopa launches a new lending model
3 E-business infrastructure 3.1  Innovation at Google
3.2 New architecture or just new hype?
4 E-environment 4.1 Next-generation broadband
4.2 The implications of globalization for consumer attitudes
4.3 How do industry analysts affect technology adoption?
5 E-business strategy 5.1 Capital One creates value through e-business
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 Tesco develops buy-side e-commerce system for supply chain
management
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 E-marketing 8.1 The e-volution of easyJet’s online revenue contribution
8.2 Dell gets closer to its customers online
8.3 The new Napster changes the music marketing mix
9 Customer relationship 9.1 Tesco.com increases product range and uses triggered
management communications to support CRM
10 Change management 10.1 Smoothing the workflow through business process management
10.2 Sharing knowledge at the BBC using Internet technologies
11 Analysis and design 11.1 Dabs.com refines its web store
11.2 Building an e-business fortress
12 Implementation and maintenance 12.1 Learning from Amazon'’s culture of metrics




Preface XXI

-
Table B Module guide

Week Lecture topic Seminar or tutorial topics Notes
1. LI.  Introduction to e-business and e-commerce Activity 1.1 Introduction Chapter 1
Case Study 1.1 NW Supplies Chapter 3
Case Study 1.2 eBay (technical
Debate 1.1 E-business vs IS introduction)
2 L2. E-commerce micro-environment Activity 2.1 Introduction Chapter 2
Case Study 2.2 Lastminute.com
Case Study 2.3 Zopa.com
Debate 2.1 Online intermediaries
8 L3. E-commerce macro-environment Activity 4.1 Introduction Chapters 3
Case Study 4.2 Globalization and 4
Debate 4.2 E-government
4 L4. E-business strategy: (a) Situation analysis and  Activity 5.2 B2C/B2B analysis Chapter 5
objective setting Case Study 5.1 Capital One
Debate 5.1 E-business
responsibility
5 L5. E-business strategy: (b) Strategy and tactics Activity 5.4 B2C/B2B strategies  Chapter 5
Case Study 5.2 Boo.com
Debate 5.2 Board-level
representation
6 L6. E-business applications: (a) Supply chain Activity 6.1 Introduction Chapter 6
management Case Study 6.1 Shell Chemical
Case Study 6.2 Tesco
Debate 6.1 Value chain
7 L7. E-business applications: (b) E-procurement Activity 7.1 Introduction Chapter 7
Case Study 7.1 Cambridge
Consultants
Case Study 7.2 Covisint
Debate 7.2 B2B exchanges
8 L8. E-business applications: (c) E-marketing Activity 8.2 Competitor Chapter 8
benchmarking
Case Study 8.1 easyJet
Case Study 8.2 The new Napster
Debate 8.1 E-marketing planning
9 L9. E-business applications: (d) E-CRM Activity 9.1 Introduction Chapter 9
Case Study 9.1 Tesco.com
Debate 9.1 Permission marketing
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Table B Continued

Debate 12.2

Standards control

Week Lecture topic Seminar or tutorial topics Notes
10. L10. Change management Activity 10.1 Introduction Chapter 10
Case Study 10.1 Smoothing the
workflow through
BPM
Case Study 10.2 Sharing knowledge
at the BBC
Debate 10.1 E-business function
11. L11. Evaluation and maintenance Activity 12.1 Introduction Chapter 12
Case Study 11.1 Dabs.com
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
1985 BSc, Imperial College, London punched cards
1988 PhD, University of Leeds Wrote PhD on mainframe
1989 Project Manager in software house developing First used PC
GIS for marketing planning
1990
1991 Software Engineering Manager for company Sent first e-mail
producing packaged and bespoke engineering
software
1994 Project Manager for customer-facing financial Started using World Wide Web
services systems
1995 Senior Lecturer, Business Information Systems, First ordered book online
Derbyshire Business School, University of Derby
1997 Delivering CIM Internet Marketing seminars Built first web site
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 Recognized 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 Blogging and RSS on www.davechaffey.com
published
2006 Third edition of E-Business and E-Commerce Participating in social networks such as Facebook and
Management published Linked-In
2008 Econsultancy Managing Digital Channels Using Twitter to stay up-to-date with technology
research report published innovation

This timeline supports Activity 3.2. This considers the diffusion of technological innovation
at home and in the workplace. 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 technology 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 succes-
sive generations become increasingly computer-literate?
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Introduction

Part 1 introduces e-business and e-commerce and their relevance to
businesses and consumers. It clarifies e-business terms and
concepts such as online business, revenue and technology models by
reviewing alternative applications through activities and case studies.
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After completing this chapter the reader should be able to:

e Define the meaning and scope of e-business and e-commerce
and their different elements

e Summarize the main reasons for adoption of e-commerce and
e-business and barriers that may restrict adoption

e Outline the ongoing business challenges of managing e-business
and e-commerce in an organization.

[asonensoes ]

The issues for managers raised in this chapter include:

e How do we explain the scope and implications of e-business and
e-commerce to staff?

e What is the full range of benefits of introducing e-business and
what are the risks?

e How do we evaluate our current e-business capabilities?

[ Links to other chapters j

The main related chapters are:

e Chapter 2 examines the principal e-commerce business and
marketplace models in more detail;

e Chapter 3 introduces the technical infrastructure of software and
hardware that companies must incorporate to achieve
e-commerce;

e Chapter 5 describes approaches to e-business strategy
introduced in Chapter 1.



4 Part 1 Introduction

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
communication links
between them that are
used to hold and
transport information
between the client PCs
and web servers.

World Wide Web
(www)

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

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

Organizations have now been applying technologies based on the Internet, World Wide Web
and wireless communications to transform their businesses for over 15 years since the cre-
ation of the first web site (http://info.cern.ch) by Sir Tim Berners-Lee in 1991. Deploying
these technologies has offered many opportunities for innovative e-businesses to be created
based on new approaches to business. 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 e-businesses.

For the author, e-business and e-commerce 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.
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Table 1.1

Timeline of web sites indicating innovation in business model or marketing communications
approach

Year Company / site Category of innovation and business model

Founded

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 e-mail
Viral marketing
(using e-mail 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 2

1999 MySpace (myspace.com) Social network

Formerly eUniverse Purchased by News Corp in 2005

2001 Wikipedia (wikipedia.com) Open encyclopedia

2002 Last.fm A UK-based Internet radio and music community web site,
founded in 2002. On 30 May 2007, CBS Interactive acquired
Last.fm for £140m (US$280m)

2003 Skype (skype.com) Peer-to-peer Internet telephony
VolIP - 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

2007 Joost (joost.com) Quiality video broadcast service
IPTV - Internet Protocol TV

?? The future ??

E Activity 1.1

Purpose

Innovative e-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 that have been created 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 new
e-business?

3 What do these sites 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 the electronic communications on traditional businesses J

Social network

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.

Virtual worlds

An electronic environment
which simulates
interactions between
online characters known
as avatars. Also known as
Massively Multiplayer
Online Roleplaying
Games (MMORPG).

Blog

Personal online diary,
journal or news source
compiled by one person,
an internal team or
external guest authors.
Postings are usually in
different categories.
Typically comments can
be added to each blog
posting to help create
interactivity and feedback.

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.

Mobile commerce
(m-commerce)
Electronic transactions
and communications
conducted using mobile
devices such as laptops,
PDAs and mobile phones,
and typically with a
wireless connection.

During the same period managers at established businesses have had to determine how to
apply new electronic communications technologies to transform their organisations. As we
will see later in this chapter, existing businesses have evolved their approaches to e-business
through a series of stages. Innovation in e-business is relentless, with the continuous intro-
duction of new technologies, new business models and new communications approaches. So
all organizations 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, current opportunities which
many businesses are reviewing the benefits, costs and risks of implementing include:

e the growth in popularity of social networks such as Bebo, Facebook (Case Study 1.1) and
MySpace, virtual worlds such as Habbo Hotel and Second Life, and blogs created by many
individuals and businesses;
rich media such as online video and interactive applications into their web sites;
selection of mobile commerce services which exploit the usage of mobile phones and other
portable wireless devices such as laptops around the world. The potential of mobile
commerce is evident from research by Wireless Intelligence (2008) which found that at the
end of 2007, globally there were 3 billion subscriber connections (representing half the
planet’s population) with penetration rates in developing countries such as India (21%) and
China (41%) showing the potential for future growth;

e using location-based tracking of goods and inventory as they are manufactured and
transported.

You can see that an organization’s capability to manage technology-enabled change is the
essence of successfully managing e-business. The pace of change and the opportunities for
new communications approaches make e-business and e-commerce an exciting area of busi-
ness to be involved in.

In E-Business and E-Commerce Management we will explore approaches managers can use
to assess the relevance of different e-business opportunities and then devise and implement
strategies to exploit these opportunities. We will also study how to manage more practical
risks such as delivering a satisfactory service quality, maintaining customer privacy and
managing security. We introduce some of the opportunities and risks later in this chapter.

In this chapter we start by introducing the scope of e-business and e-commerce. Then we
review the the main opportunities and risks of e-business together with the drivers and bar-
riers to adoption of e-business services. Finally, we will look at some of the organizational
challenges of managing e-business using the classic McKinsey 7S strategy framework.
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[ Real-world E-Business experiences The Econsultancy interview

Ted Speroni, Director, EMEA (Europe, Middle East and Asia), HP.com

Overview and main concepts covered

Ted Speroni heads the European operations of HP.com, as well as the tech giant’s regional
preferred online partner programme. This practitioner interview highlights some of the
challenges and opportunities for a traditional organization in managing e-commerce. It
also introduces some of the important online marketing communications techniques such
as search engine marketing, affiliate marketing, social media and widget marketing which
are described in Chapter 9.

The interview
Q. Can you briefly summarise your role at HP.com?

Ted Speroni, HP.com: | look after HP.com for the EMEA region. We have around 40
country websites throughout the region in something like 28 languages, so that’s my
responsibility. I’'m also responsible for all of our electronic content management across
Europe, which is where we intersect with the online retail community.

At HP, we have a clear strategy of making our products available wherever our
customers want to buy them - through high street shops, proximity resellers, online
retailers, e-resellers and direct through HP.

We only sell direct through HP.com in five countries in Europe — the UK, France,
Germany, Switzerland and Spain. So in most countries, we connect in with the
leading etailers. We get daily feeds from all of them on their product availability and
pricing, and we display them on HP.com. We then deep link into the shopping basket
on each etailer, so we’re generating leads for them.

It's just like an affiliate programme [a commission-based sales arrangement
covered in Chapter 9], but we don’t get a commission because it’s for our own prod-
ucts. We track the number and quality of leads we are sending each retailer and their
conversion rates. We have all the data on which products sell and which cross-sell.

It’s a pretty big programme — we have about 150 partners in Europe that are part of
it and we generate quite a considerable amount of leads and traffic for them. You have
to qualify to be part of it — there are certain criteria you have to meet.

Q. What are you doing at the moment to drive more traffic to these etailers?

Ted Speroni, HP.com: The first thing is the integrated marketing approach we have.
Search engine marketing (SEM) and search engine optimisation (SEO) are probably the
two biggest areas we are working on.

The fundamental principle is that we want to drive all that traffic to pages where we
give the customer choice. All the marketing traffic drives people to landing pages that
give people a choice about where to purchase the product.

Our investment in SEM is probably in line with the growth we see overall in the
industry. We’re also making quite heavy investments internally in SEO, because a much
higher percentage of our traffic comes from natural search and the conversion rate is
not that dissimilar to SEM.

Natural search is a big area of focus for us at the moment. With SEM, we always
get people to the right page, to specific landing pages. With natural search, we’re not
as convinced we’re always getting people to the correct page.
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For that, we’re analysing where the traffic is going from natural search results so
that we can give the customer choice on those pages, and also looking at how to make
sure people go to the pages they want to go to.

Q. Do you have any challenges in terms of funnelling search traffic - whether
natural or paid - through your site, rather than straight to etailers? Do you allow
brand bidding, for example?

Ted Speroni, HP.com: We are currently assessing what we will do in this area from
both a technical perspective and from a commercial perspective as part of our co-op
marketing programme with the channel. | would anticipate that we will do some limited
pilots as part of this assessment.

Q. How difficult is it to maintain communication with partners across multiple
channels?

Ted Speroni, HP.com: We’re pretty happy with the multi-channel approach we have
taken. Encompassing all the different ways customers want to buy products is the
most important thing.

We’ve struggled with that for a long time and we’re just trying to make each channel
as efficient as possible. We still have a way to go — I'm still working on a number of
projects to optimise the different channels.

One thing is the question of high street retailers and the question of integration of
inventory. When a customer wants to buy a specific camera they want to know whether
it is in stock today, and | don’t want the site to send them to the wrong place.

Q. How are you managing the syndication of your product content to your part-
ners in the programme? How challenging is that?

Ted Speroni, HP.com: My team syndicates out [electronically distributes] all the
content to our resellers. What this is all about is we want to control the HP brand in
relation to our products. We produce electronic content feeds in 28 languages of all the
product information — pictures, marketing messaging, specifications, everything.

Whenever a customer anywhere in Europe is seeing information about an HP
product, there’s a very high probability that that will be content we have created. The
picture is the picture we want people to see. We feel it's been very successful for us —
not only in terms of controlling our brand, but also in terms of cutting costs for our part-
ners. They don’t need to do content acquisition.

We’ll either syndicate the content via XML feeds, or sometimes the resellers are
buying the content through content aggregators. And this extends beyond simple
product information — we also syndicate out our recommended cross-sell products. If
you buy an HP printer, we have a list of recommended accessories.

This is a key thing — similar to what Dell have talked about in terms of increasing
average shopping basket. Our top priority partners are partners that sell complete HP
solutions, so this tool helps them sell complete HP solutions. Resellers can’t say they
don’t know which products sell well with others, because we are telling them.

| should also mention another component — we’re not just syndicating content, we
also syndicate a configurator for configuring PCs.

We feed all the data into the configurator about the different configurations you can
build. You as a customer configure the PC and the information goes into the shopping
basket of the retailer, as well as coming through to the HP factory so we can build the
configuration. We then match up the order when the retailer passes the order through
to us, and we ship it.

It goes beyond syndicating content — you’re syndicating widgets, real web apps
that can be integrated into websites.
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Q. How else are you looking to use widgets?

Ted Speroni, HP.com: Another area is product advisors. We have product advisors on
HP.com and we would like to syndicate them out. The principle behind this is that we
don’t want to provide a link on retailers’ websites to HP.com, we want to keep the
customers on their sites. As we move HP.com to a more modular, Web 2.0-type
approach, we’ll see which components we can syndicate out. We also have flash
demos so there’s an opportunity for resellers to have them on their website, although
the resellers do have to have some merchandising people that know about the prod-
ucts. Their sites also have to be Web 2.0-enabled.

Q. What are you doing in terms of social media and social shopping?

Ted Speroni, HP.com: We're starting to pilot some social tagging concepts on our
product pages, so that people can easily embed our product pages into different sites,
like Myspace profiles for example.

It’s at a very early stage but it's about the whole concept of exporting our stuff onto
the social networking sites, as opposed to trying to get people onto our sites. We
haven’t implemented it in Europe, but in the US we have started some pilots.

For a while now, we have also had RSS links on promotions from our site — we’ve had
some uptake of that, but it’s not a killer app | would say. We’re basically looking at how
we can help people who want to create content around our products, and facilitate that.

There’s a lot of HP content on YouTube - lots of people make videos about how to
make the new HP printer, for example. So our approach is ‘if people want to do this,
let’s help them and let’s benefit from it’. If we can get user generated linkage to our
products, it’s incredibly powerful.

Q. Have you looked at user generated reviews?

Ted Speroni, HP.com: We’re doing a pilot in the US with user generated reviews. We
haven’t started that yet in Europe — I’'m trying to work out a scaleable model with all the
language issues.

We have to have some quality control on the user reviews — we can’t depend
completely on community policing. We need some proactive moderation — since it’s on
our website, we can’t take risks with legal issues and so on.

You can say our products aren’t good but you have to use appropriate language.
Also, we don’t want you to be able to comment on our competitors’ products. You can
say what you want about our products but you can’t push competitors’ products.

We’ve been runnning this for about six months in the US and there’s been good
uptake, and we haven’t had big issues with appropriateness. In Europe, | am looking
to deploy something and looking into the multi-language issues.

Source: www.econsultancy.com/news-blog/newsletter/3200/interview-ted-speroni-director-emea-hp-

com.html. Econsultancy.com provides information, training and events on best practice in online marketing
and e-commerce management.

E What is the difference between e-commerce and e-business?

The rapid advancement of technology and its application to business has been accompanied by
a range of new terminology and jargon. The use of the term ‘electronic commerce’ has been sup-
plemented by additional terms such as e-business and e-marketing, and more specialist terms
such as e-CRM, e-tail 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
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offered to customers and the business benefits that are obtainable through e-business that are
important. However, labels are convenient in defining the scope of the changes we are looking to
make within an organization through using electronic communications. Managers need to
communicate the extent of changes they are proposing through introducing digital technologies
to employees, customers and partners. Complete Activities 1.1 and 1.2 to start unravelling the
different terms through looking at how General Electric, one of the world’s largest companies,
has embraced e-business.

.
[ Activity 1.2 What’s in a term — what do we call this ‘e-thing’?

visit the
www

Electronic
commerce
(e-commerce)

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

Purpose

To illustrate how different marketers perceive Internet marketing. There are a range of
terms used to describe Internet marketing — it is called different things by different people.
It is important that within companies and between agency and client there is clarity on the
scope of Internet marketing, so the next few sections explore alternative definitions.

Question

One simple, but revealing, method of assessing how commonly these terms are used,
is to use the Google syntax which returns the number of pages which contain a partic-
ular phrase in their body or title.

Type into Google the following phrases in double quotes or use intitle: ‘phrase’ for
these phrases and note the number of pages (at the top right of the results page):
Phrase
() ‘E-business’

(i) ‘E-commerce’

(iii) ‘Internet marketing’

(iv) ‘E-marketing’

(v) ‘Digital marketing’

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

E-commerce defined

Electronic commerce (e-commerce) is often thought simply to refer to buying and selling
using the Internet; people immediately think of consumer retail purchases from companies
such as Amazon. But e-commerce involves much more than electronically mediated finan-
cial transactions between organizations and customers. E-commerce should be considered
as all electronically mediated transactions between an organization and any third party it
deals with. By this definition, non-financial transactions such as customer requests for fur-
ther information would also be considered to be part of e-commerce. Kalakota and
Whinston (1997) refer to a range of different perspectives for e-commerce:

1 A communications perspective — the delivery of information, products or services or
payment 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.



Buy-side
e-commerce
E-commerce transactions
between a purchasing
organization and its
suppliers.

Sell-side
e-commerce
E-commerce transactions
between a supplier
organization and its
customers.
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The UK government also used a broad definition when explaining the scope of e-commerce
to industry:

E-commerce is the exchange of information across electronic networks, at any stage in
the supply chain, whether within an organization, between businesses, between busi-
nesses and consumers, or between the public and private sector, whether paid or unpaid.
(Cabinet Office, 1999)

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.

E-commerce is facilitated by a range of digital technologies that enable electronic communi-
cations. These technologies include Internet communications through web sites and e-mail as
well as other digital media such as wireless or mobile and media for delivering digital television
such as cable and satellite. We will explain the characteristics of these technologies and some of
the challenges in managing them in Chapter 3.

When evaluating the strategic impact of e-commerce on an organization, it is useful to
identify opportunities for buy-side and sell-side e-commerce transactions as depicted in Figure
1.2, since systems with different functionalities will need to be created in an organization to
accommodate transactions with buyers and with suppliers. Buy-side e-commerce refers to
transactions to procure resources needed by an organization from its suppliers. In Chapter 6,
Case Study 6.1 reviews how Shell has developed an e-business capability that enables buy-side
e-commerce for its customers. Sell-side e-commerce refers to transactions involved with
selling products to an organization’s customers. So e-commerce transactions between organi-
zations can be considered from two perspectives: sell-side from the perspective of the selling
organization and buy-side from the perspective of the buying organization.

E-business

Y

A

Buy-side
e-commerce

Sell-side
e-commerce

Internet and
extranet

Internet and
extranet

Key

Suppliers

Q Suppliers’ suppliers
Figure 1.2 The distinction between buy-side and sell-side e-commerce
/

Organizational processes
and functional units

A Intermediaries

O Customers
O Customers’ customers
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[ Activity 1.3 Understanding e-commerce and e-business

Purpose

To encourage discussion of what is understood by ‘e-commerce’ and ‘e-business’ and
their significance to managers.

Activity

Read the extract below and then answer the questions which follow. Although this is
now a dated example, it is still useful as a historic document showing the different
aspects of e-business that a business must address. In one of his last AGM speeches
for General Electric (Welch, 2001), Jack Welch made these comments about GE’s
adoption of e-business.

Like the Amazons of the world, we started out with what we call ‘e-Sell’, primarily
distributing our products on the Internet. Moving our traditional customers to the
Web for much more efficient transactions has been very successful. And in 2000 we
sold $8 billion in goods and services online, a number that’ll grow to $20 billion this
year, making this year-old institution one of the biggest, if not the biggest, e-Business
company in the world.

On what we call the ‘e-Buy’ side, we followed the same path, adopting many of
the dot.com ideas on auctions, having a global network of Six Sigma suppliers. The
concept of reverse auctions was right in the GE sweet spot and we wasted no time
in spreading the new technology across our businesses. We now run global auctions
daily — $6 billion worth last year, $12 billion this year, generating over $600 million in
savings for the company in 2001.

But the biggest breakthrough of all was what we call ‘e-Make’ and that didn’t
come from the dot.coms. They had little infrastructure and few processes. e-Make
came from learning what the Internet could do for internal processes and seeing the
enormous advantage Digitization can give a big old company that actually makes
things, particularly one with Six Sigma methodology already deeply entrenched in its
veins. By digitizing our processes from customer service to travel and living, we’ll
take over a billion dollars of cost out of our operations this year alone.

Last year | told you | believed e-Business was neither ‘old economy’ nor ‘new
economy’, but simply new technology. I’'m more sure of that today. If we needed
confirmation that this technology was made for us, we got it. GE was named last
year ‘e-Business of the Year’ by InternetWeek magazine and awarded the same title
last week by WORTH magazine.

Digitization is, in fact, a game changer for GE. And, with competition cutting back
because of the economy, this is the time for GE to widen the digital gap, to further
improve our competitive position. We will do that by increasing our spending on
information technology by 10% to 15% this year despite the weak economy.

Note: the Six Sigma concept of process quality improvement is described in more
detail at www.isixsigma.com, and reverse auctions are explored in Chapters 2 and 7.

Questions

1 Identify the different components of e-business described in this speech and
assess their relative impact on the organization.

2 Where do other ‘e’ terms such as e-CRM, e-marketing, e-logistics, e-procurement,
e-tail and e-government fit within this description?

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




Electronic business
(e-business)

All electronically
mediated information
exchanges, both within
an organization and with
external stakeholders
supporting the range of
business processes.

Information and
communication
technology (ICT
orIT)

The software applications,
computer hardware and
networks used to create
e-business systems.

Debate 1.1 W
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E-business defined

Given that Figure 1.2 depicts different types of e-commerce, what then is e-business? Let’s
start from the definition by IBM (www.ibm.com/e-business), which was one of the first
suppliers to use the term in 1997 to promote its services:

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

Today, IBM calls the e-business services it provides for its clients ‘on-demand’ web services,
as explained in Chapter 3.

You will find that the term ‘e-business’ is used in two main ways within organizations. The
first is as a concept which can be applied to strategy and operations. For example, ‘our organiz-
ation needs an improved e-business strategy (or e-business technology). Secondly, ‘e-business’ is
used as an adjective to describe businesses that mainly operate online, i.e. they have no physical
presence on the high streets and seek to minimize customer service and support through
enabling ‘web self-service), i.e. customers serve themselves before, during and after sales. In the
dot-com era e-businesses used to be known as ‘pureplays. Amazon (www.amazon.com) and
eBay (www.ebay.com, Case Study 1.3) are the world’s two biggest e-businesses.

In an international benchmarking study analysing the adoption of e-business in SMEs the
Department of Trade and Industry emphasizes the application of technology (information
and communications technologies (ICTs)) in the full range of business processes, but also
emphasizes how it involves innovation. DTT (2000) describes e-business as follows:

when a business has fully integrated information and communications technologies (ICTs)
into its operations, potentially redesigning its business processes around ICT or completely
reinventing its business model . . . e-business, is understood to be the integration of all
these activities with the internal processes of a business through ICT. (DTI, 2000)

Referring back to Figure 1.2, the key business processes referred to in the IBM and DTI defi-
nitions are the organizational 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

How new is the e-business concept?

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

e-commerce transactions with customers can also be considered to be key
business processes.

Figure 1.3 presents some alternative viewpoints of the relationship
between e-business and e-commerce. In Figure 1.3(a) there is a relatively
small overlap between e-commerce and e-business. From Figure 1.2 we
can reject Figure 1.3(a) since the overlap between buy-side and sell-side

Intranet

A private network within a
single company using
Internet standards to
enable employees to
access and share
information using web
publishing technology.

e-commerce is significant. Figure 1.3(b) seems to be more realistic, and
indeed many commentators seem to consider e-business and e-commerce to be synony-
mous. It can be argued, however, that Figure 1.3(c) is most realistic since e-commerce does
not refer to many of the transactions within a business, such as processing a purchasing
order, that are part of e-business.

So e-commerce can best be conceived of as a subset of e-business and this is the perspec-
tive we will use in this book. Since the interpretation in Figure 1.3(b) is equally valid, what is
important within any given company is that managers involved with the implementation of
e-commerce or e-business are agreed on the scope of what they are trying to achieve!

In Chapter 8 we go on to consider how e-marketing, a concept now used by many mar-
keting professionals, relates to the concepts of e-business and e-commerce.

Intranets and extranets

The majority of Internet services are available to any business or consumer that has access to
the Internet. However, many e-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 organization, this is an intranet as is shown in Figure 1.4.
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Electronic commerce (EC) has some degree
of overlap with electronic business (EB)

(@)

Electronic commerce is broadly
equivalent to electronic business

(b)

EB

Electronic commerce is a
subset of electronic business

(c)

. Three definitions of the relationship between e-commerce and
Figure 1.3 e-business
N
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Figure 1.4 The relationship between intranets, extranets and the Internet
N

In a survey of 275 managers responsible for an intranet featured in CIO (2002), the main
benefits mentioned by managers were:

1 Improved information sharing (customer service), 97%

2 Enhanced communications and information sharing (communications), 95%
3 Increased consistency of information (customer service), 94%

4 Increased accuracy of information (customer service), 93%



Extranet

A service provided
through Internet and web
technology delivered by
extending an intranet
beyond a company to
customers, suppliers and
collaborators.
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5 Reduced or eliminated processing, 93%
6 Easier organizational publishing, 92%.

It is apparent that benefits focus on information delivery, suggesting that management of infor-
mation quality is a key to successful use of intranets. Notice that cost saving is not referred to
directly in the list of benefits. Direct cost reduction can be achieved through reduced cost of
printing and indirectly though reduced staff time needed to access information. However,
intranets represent a substantial investment, so careful consideration of the return on investment
is required. David Viney, who has managed implementation of intranets at Pricewaterhouse-
Coopers, British Airways and Centrica PLC estimates that for a large implementation of more
than 10,000 staff, the cost could average £250 per user or seat (Viney, 2003). He suggests this cost
breaks down into four categories: software (content management systems), hardware (servers to
store content and applications), integration of information sources and applications and process
change (staff costs and opportunity costs associated within implementation). He also suggests
that if the portal project involves integration with ERP systems, this could add £150 per seat.

If access to an organization’s web services is extended to some others, but not everyone
beyond the organization, 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 such as books and DVDs online,
but also involves using Internet technologies to market services using a range of techniques
we will explore in Chapters 8 and 9. Not every product is suitable for sale online, so the way in
which a web site is used to market products will vary. It is useful to consider the four main
types of online presence for sell-side e-commerce, which each have different objectives and
are appropriate for different markets. Note that these are not clear-cut categories of web sites
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 organizations have different parts of the
site focusing on these functions of sales transactions, services, relationship-building, brand-
building and providing news and entertainment. The four main types of site are:

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 that prefer to purchase products
offline. These include retail sites, travel sites and online banking services.

2 Services-oriented relationship-building web sites. Provide information to stimulate
purchase and build relationships. Products are not typically available for purchase online.
Information is provided through the web site and e-newsletters to inform purchase decisions.
The main business contribution is through encouraging offline sales and generating enquiries
or leads from potential customers. Such sites also add value to existing customers by providing
them with detailed information to help support them in their lives at work or at home.

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 developing
an online experience of the brand. They are typical for low-value, high-volume fast-
moving consumer goods (FMCG brands) for consumers.

4 Portal, publisher or media sites. Provide information, news or entertainment about a range
of topics. ‘Portal’ refers to a gateway of information. This is information both on the site and
through links to other sites. Portals have a diversity of options for generating revenue,
including advertising, commission-based sales, sale of customer data (lists). Social networks
can also be considered to be in this category since they are often advertising-supported.

Complete Activity 1.4 to consider examples of these different types of sites.
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[ Activity 1.4

visit the
www

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,
e-mail, interactive TV and
wireless media in
conjunction with digital
data about customers’
characterstics and
behaviour.

Feed or RSS feed
Blog, news or other
content is published by
an XML standard and
syndicated for other sites
or read by users in RSS
reader services such as
Google Reader,
personalized home pages
or e-mail systems. RSS
stands for ‘really simple
syndication’.

-

Understanding e-commerce and e-business

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

Activity
Visit each of the sites below and then place them into one of the four categories of
online presence according to their primary focus:

1 Transactional e-commerce site.

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

4 Portal or media site.

You should also indicate their secondary focus in terms of these four site types.

Example sites

e Business site: Silicon (www.silicon.com)

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

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

e Management consultants such as PricewaterhouseCooper (www.pwcglobal.com)
and Accenture (www.accenture.com)

e Beverage manufacturers, e.g. Tango (www.tango.com), Guinness (www.guinness.com)

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

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

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

¢ Online retailer such as Amazon (www.amazon.com).

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

Digital marketing

Digital marketing, e-marketing or Internet marketing is yet another field you will hear of which
is closely related to e-commerce. ‘Digital marketing’ is a term increasingly used by specialist
e-marketing agencies, in recruitment of specialist staff and the new media trade publications
such as New Media Age (www.nma.co.uk) and Revolution (www.revolutionmagazine.com) to
refer to sell-side e-commerce. We cover digital marketing in more detail in Chapters 8 and 9.

To help explain the scope and approaches used for digital marketing the IDM

(www.theidm.com) has developed a more detailed explanation of digital marketing:

Digital marketing involves:

Applying these technologies which form online channels to market:
— Web, e-mail, 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 multi-channel 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 inte-
grated, targeted communications and online services that match their individual needs.
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Podcasts

Individuals and
organizations 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.

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 e-marketers use to build and develop relationships with customers including
PCs, PDAs, mobile phones, interactive digital TV and radio.

Different access platforms deliver content and enable interaction through a range of differ-
ent online communication tools or media channels. Some are well-established techniques
which will be familiar to you, like web sites, search engines, e-mail 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.

For example, 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 docu-
mented by Boyd and Ellison (2007) who describe social networking sites (SNS) as:

Social network

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.

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
connection, 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.

(O RSI (IG\VA MM A short history of Facebook

Context

This case is about a social network, Facebook. According
to its owners,

Facebook is a social utility that helps people com-
municate more efficiently with their friends, family and
coworkers. The company develops technologies that
facilitate the sharing of information 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.

The case illustrates some of the challenges for an owner
of a social network managing growth and decline in
usage. It also highlights the challenges for partners and
advertisers considering working with a social network.

The case is presented through key events during the
development of Facebook

Facebook launched and extended -
4 February 2004

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 under-
graduate 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.

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

Since 2004, Facebook has introduced other function-
ality to create the Facebook experience. Some of the
most significant of these include:

A wall for posting messages

News feeds

Messages

Posting of multiple photos and videos
Groups

Applications

Facebook or social ads.

Intellectual property dispute — September
2004 ongoing

There has been an ongoing dispute on ownership of
Facebook since another Harvard-originated social
networking site ‘HarvardConnection’, which later
changed its name to ConnectU, alleged in September

2004 that Zuckerberg had used their source code to D
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develop Facebook when they originally contracted him
to help in building their site.

It is also alleged that another system predated
Facebook. Aaron J. Greenspan, a Harvard student, in
2003 created a simple web service that he called
houseSYSTEM. It was used by several thousand
Harvard students for a variety of online college-related
tasks — six months before Facebook started and eight
months before ConnectU went online. Mark Zuckerberg
was briefly an early participant. No suit has been filed by
Greenspan, instead he has published a book about his
experience. This service later expanded to include any
university student, then high school students, and even-
tually to anyone aged 13 and over.

Brand identify established - 23 August 2005

In August, Facebook bought the domain name face-
book.com from the Aboutface Corporation for $200,000
and dropped ‘the’ from its name.

International expansion — 11 December
2005

Throughout 2005, Facebook extended its reach into
different types of colleges and by the end of 2005
included most small universities and junior colleges in
the United States, Canada and Mexico. It was also made
available in many universities in the UK and Ireland and
by December, Australia and New Zealand were added to
the Facebook network, bringing its size to more than
2000 colleges and over 25,000 high schools.

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 project on Facebook privacy.

Facebook receives $25 million in funding -
April 2006; Microsoft invests October 2007

In May 2005 Facebook received a $13 million cash infu-
sion from venture firm Accel Partners, followed in April
2006 by a further $25 million from a range of partners
including Greylock Partners, Meritech Capital Partners,
and investor Peter Thiel, the co-founder of PayPal.

Facebook spokesman Chris R. Hughes explained the
rationale for the investment when he said:

This investment supports our goal to build an industry-
leading company that will continue to grow and evolve
with our users. We’re committed to building the best
utility to enable people to share information with each
other in a secure and trusted environment.

Paul S. Madera, Meritech’s managing director, said his
firm was impressed by Facebook’s rapid growth and its
potential for further expansion in the coveted college-
age market. ‘They’ve been designated by their com-
munity as the chosen community portal,” Madera said.
‘This is a company that the entire venture community
would love to be a part of.’

In October 2007 Microsoft took a $240 million equity
stake in Facebook. This stake was based on a $15
billion valuation of Facebook. Under the terms of this
strategic alliance, Microsoft would be the exclusive
third-party advertising platform partner for Facebook,
and begin to sell advertising for Facebook internation-
ally in addition to the United States.

New feed functionality launched -
September 2006

New information feeds were launched in mid-2006 and
these show the challenges of balancing the benefit of
new functionality against disrupting existing 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
suggestions 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.

Categorizing friends into different types (Friends Lists —
December 2007) is one approach that has helped to
manage this.

Facebook Platform for applications
launched - 24 May 2007

The Facebook Platform provides an API (Application
Programming Interface) which enables software devel-
opers to create applications that interact with core
Facebook features.

The Facebook developers resource (http://developers.
facebook.com) explains there are three main components
used to build FB apps:



1 Interface (API). The Facebook API uses a REST-based
interface. This means that our Facebook method calls
are made over the Internet by sending HTTP GET or
POST requests to our REST server. With the API, you
can add social context to your application by utilizing
profile, friend, photo, and event data.

2 Query (FQL). Facebook Query Language, or FQL,
allows you to use an SQL-style interface to more
easily query the same data that you can access
through other Facebook APl methods.

3 Facebook Markup (FBML). FBML enables you to
build full Facebook Platform applications that deeply
integrate into a user’s Facebook experience. You can
hook into several Facebook integration points,
including the Profile, Profile Actions, Canvas, News
Feed and Mini-Feed.

By January 2008, over 18,000 applications had been
built on Facebook Platform with 140 new applications
added per day. More than 95% of Facebook members
have used at least one application built on Facebook
Platform.

According to the Facebook Applications Directory
(www.facebook.com/apps), listing, in February 2008,
the most popular FB applications were:

1 FunWall. Videos, photos, graffiti, greeting cards,
flash embeds and more! 2,254,075 daily active users

2 Who’s in your Top Friends? Add your Best Friends to
your profile! 1,956,803 daily active users

3 Super Wall. Share videos, pictures, graffiti and more
with your friends! 915,832 daily active users

4 Bumper Sticker. Stick your friends with funny
stickers! 891,230 daily active users

5 Friends For Sale! Buy and sell your friends as pets!
585,153 daily active users

6 Scrabulous. Play Scrabulous (Scrabble) within
Facebook. 632,372 daily active users

7 Texas Hold’Em Poker. Play Texas Hold’Em with your
FB friends. 557,671 daily active users

8 Movies. Compare your taste in movies with friends.
528,996 daily active users

9 Compare people. Find out who stands where in
various categories: cutest, sexiest, smartest and
many more. 428,432 daily active users

10 Are YOU Interested? FUN application to see who is

interested in YOU! 486,459 daily active users

Some applications have been accused of FB
Application Spam, i.e. ‘spamming’ users to request that
the application be installed.

Facebook Platform for mobile applications was
launched in October 2007, although many Facebook
users already interacted with their friends through
mobile phones.
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Facebook passes 30 million active users -
July 2007

Facebook active users passed 30 million according to
the Facebook blog in July 2007. Mashable (http:/
mashable.com/2007/07/10/facebook-users-2) reported
that this represented a doubling in the first half of 2007).

Data produced by querying the Facebook ad
targeting tool (www.facebook.com/ads) completed in
November 2007 by blogger PK. Francis suggests that
the majority of Facebook users in many countries are
female: http://midnightexcess.wordpress.com/2007/11/
23/facebook-member-stats-an-update.

In terms of user engagement metrics, Facebook
(www.facebook.com/press/info.php?statistics) shows
there are:

68 million active users
An average of 250,000 new registrations per day
since January 2007

e Sixth-most trafficked site in the United States
(comScore)
More than 65 billion page views per month
More than half of active users return daily
People spend an average of 20 minutes on the site
daily (comScore).

Advertisers assess reputational damage -
Summer 2007

In August 2007, the BBC announced that six major mainly
financial services firms (First Direct, Vodafone, Virgin
Media, the AA, Halifax and the Prudential) had withdrawn
advertisements from the networking web site Facebook,
after they appeared on a British National Party page.

At a similar time, bank HSBC was forced to respond
to groups set up on Facebook criticizing them for intro-
duction of new student banking charges (although not
until the case had been featured in the national media).

Facebook Ads launched - 7 November
2007

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 web site through Facebook Beacon.

At the time of the launch the Facebook blog made these
comments, which indicates the delicate balance in getting
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the balance right 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.’

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.

e You now have the option to share actions you take on
other sites with your friends on Facebook’ (these
were originally implemented as ‘social ads’ and were
based on a piece of technology known as ‘Beacon’
that tracks purchases or reviews made by Facebook
users on outside sites, then reports these purchases
to those users’ friends).

Commercial companies or more commonly not-for-profit
organizations (e.g. www.facebook.com/joinred) can also
create their own Facebook pages (currently free).
Facebook users can then express their support by
adding 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 which
then appear in their news feeds.

Privacy concerns sparked by ‘Beacon
technology’ — November 2007

Facebook received a lot of negative publicity on its new
advertising format related to the ‘Beacon’ tracking
system which Mark Zuckerberg was forced to respond
to on the Facebook blog (5 December 2007). He said:

About a month ago, we released a new feature called
Beacon to try to help people share information 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 release, 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 information 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.

New friends list functionality launched -
December 2007

A criticism leveled at Facebook has been the difficulty
in separating out personal friends and business
acquaintances.

In December 2007, Facebook launched a significant
new functionality called Friend Lists to enhance the user
experience. Friend Lists enables users to create named
groups of friends in particular categories, e.g. business
or personal and these private lists can be used to
message people, send group or event invitations, and to
filter updates from certain groups of friends.

December 2007/January 2008 - First drop
in numbers using Facebook and new data
centres to manage growth in users

Application spam has been considered one of the
possible causes to the drop in visitors to Facebook at the
beginning of 2008. The fall in visitors between December
2007 to January 2008 was its first drop since the website
first launched.

To put this in context, the Facebook blog reported at
the end of 2007, that nearly two million new users from
around the world sign up for Facebook each week. This
creates technical challenges — the blog reported that at
end of 2007 full capacity was reached in their California
data centres. They explained that in the past they had
handled this problem by purchasing a few dozen
servers, but this time they had run out of physical space
in our data centres for new machines. But now
Facebook assigns a user logging on to a relevant data
centre — users in Europe and the eastern half of the US



are connected direct to a new Virginia data centre when-
ever they’re browsing the site and not making any
changes otherwise users are connected to California.

Facebook expands internationally -
February 2008

Despite the hype generated amongst English speakers,
Facebook only announced the launch of a Spanish site
in February 2008 with local language versions planned
for Germany and France. It seems that Facebook will
inevitably follow the path taken by other social networks
such as MySpace in launching many local language

Chapter 1 Introduction to e-business and e-commerce 21

e

Questions

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

2 Complete a situation analysis for Facebook
focusing 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-

versions.

Sources: Facebook (www.facebook.com), Facebook press room
(www.facebook.com/press.php), Facebook blog

fied in Question 2, suggest approaches the
company could use to minimize these risks.

(http://blog.facebook.com), Wikipedia (2008)

Wikipedia (2008) Wikipedia Pages for Facebook
(http://en.wikipedia.org/wiki/Facebook) and Mark Zuckerberg
(http://en.wikipedia.org/wiki/Mark_Zuckerberg).

SMS (Short
Message Services)
The formal name for text
messaging.

Multi-channel
marketing

Customer
communications and
product distribution are
supported by a
combination of digital and
traditional channels at
different points in the
buying cycle

Multi-channel
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.

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

Mobile services adoption is increasing rapidly as users purchase the latest models. Table 1.2
shows how more advanced devices with improved functionality and download speed
encourage adoption of services. For example, the majority of iPhone users browse the
mobile web compared to a minority in the market for all handsets.

As an example, an online bank can potentially use many of these technologies to com-
municate with its customers according to the customers’ preferences — some prefer to use
the web, others mobile banking or SMS alerts, others wireless or interactive TV and others
traditional channels. Bank First Direct (www.firstdirect.com) which is part of the HSBC
banking group has a strategy of innovation and showcases its latest approaches in First
Direct Interactive (Figure 1.5). It uses SMS short codes as direct response from TV or print
advertising to integrate traditional and digital media channels and also uses SMS periodi-
cally to deliver relevant related product offers to customers.

Internet usage habits among smartphone subscribers, three-month
average ending May 2008, mobile phone subscribers in France, Germany
and the United Kingdom

Table 1.2

Percentage of subscribers

Internet service accessed via phone iPhone Smartphone* Market
Any news of information via browser 80.4 32.2 10.7
Accessed web search 56.6 18.3 5.0
Watched any mobile TV and/or video 32.0 14.6 7.4
Accessed a social networking site or blog 42.4 10.3 3.2
Listened to music on mobile phone 70.0 32.5 18.4
Used e-mail (work or personal) 69.5 25.6 7.6

*Smartphone defined as a device running the Windows, Palm or Symbian operating system
Source: comScore M:Metrics (2008)
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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.
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The second part of the definition of digital marketing shows that it should not be the tech-
nology that drives digital marketing, but the business returns from gaining new customers
and maintaining relationships with existing customers. It also emphasizes how digital mar-
keting 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 Inter-
net in supporting multi-channel marketing and multi-channel marketing strategy is
another recurring theme in this book and Chapters 2 and 5 in particular explain its role in
supporting different customer communications channels and distribution channels. 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 relationships. 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 summarizes 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
e-mail communications.

Web 2.0

Since 2004, the Web 2.0 concept has increased in prominence amongst web site owners and
developers. The main technologies and principles of Web 2.0 have been explained in an influ-
ential article by Tim O’Reilly (O’Reilly, 2005). Behind the label ‘Web 2.0’ lies a bewildering
range of interactive tools and social communications techniques like those we have just men-
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tioned such as blogs, podcasts and social networks which have engaged many web users. These
are aimed at increasing user participation and interaction on the web. With the widespread
adoption of high-speed broadband in many countries, rich media experiences are increasingly
used to engage customers with the hope they will have a viral effect, i.e. they will be discussed
online or offline and more people will become aware of or interact with the brand campaign.
Mini Case Study 1.1 gives an example of a viral campaign which helped sell products.

BlendTec uses rich media and viral marketing to grow awareness
and sales

Mini Case Study 1.1

This example shows how an engaging idea can be discussed initially online and then in traditional media to
help increase the awareness of a brand. On the WillltBlend campaign micro-site (www.willitblend.com, Figure
1.6) a blender designed for making smoothies has blended an iPhone, an iPod, golf balls, glow sticks and a
video camera and more. It’s only meant to make smoothies and milk shakes! As well as the micro-site for
the viral campaign, there is also a brand channel on YouTube (www.youtube.com/user/blendtec) where
different ads received several million views. There is also a blog (http://blog.blendtec.com) for new announce-
ments and providing information for journalists. The blender has also been extensively featured on traditional
media such as TV, newspapers, magazines and radio, showing that traditional media are important in
increasing awareness further after the initial impact.

The viral idea was developed by Blendtec employee George Wright who came up with the viral idea and
announced that in 2007 sales increased tremendously: ‘because we’re a smaller company, we were able to
put out something edgy and fun. In terms of the product you see on YouTube, our sales have gone up by
500 per cent.’
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Figure 1.6 Blendtec viral campaign micro-site (www.willitblend.com)
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Mashups

Web sites, pages or
widgets that combine the
content or functionality of
one web site 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.

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.

Part 1 Introduction

Web 2.0 also references methods of exchanging data between sites in standardized formats,
such as the feeds merchants use to supply shopping comparison sites with data about prod-
ucts offered and their prices. We include examples of Web 2.0 e-business applications
throughout the book and discuss them in more detail in Chapter 3.

(1)

(ii)

(iii)

(iv

(v)

(vi

(vi

(vi

The main characteristics of Web 2.0 are that it typically involves:

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
Typepad (www.typepad.com);
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;
Encouraging creation of user-generated content — blogs are the best example of this.
Another example is the collaborative encyclopedia Wikipedia (www.wikipedia.com);
) Enabling rating of content and online services — services such as delicious
(http://del.icio.us) and traceback comments on blogs support this. These services are
useful given the millions of blogs that are available — rating and tagging (categorizing)
content help indicate the relevance and quality of the content;
Ad funding of neutral sites — web services such as Google Mail/GMail™ and many blogs
are based on contextual advertising such as Google Adsense™ or Overture/Yahoo!
Content Match;
) Data exchange between sites through XML-based data standards. RSS is based on XML,
but has relatively little semantic markup to describe the content. An attempt by Google
to facilitate this which illustrates the principle of structured information exchange and
searching is Google Base™ (http://base.google.com). This allows users to upload data
about particular services such as training courses in a standardized format based on
XML. New classes of content can also be defined and mashups created;
i) 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);
ii) 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.

Figure 1.7 summarizes the evolution of digital and web-related technologies.

Box 1.1 discusses the emerging concept of Web 3.0.

-«

Web 3.0 concept
Next-generation web
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
perform complex tasks of
supplier selection.

Whither Web 3.0?

Since the Web 2.0 concept has been widely applied, it is natural that commentators
would try to evolve the concept to Web 3.0, although the term hasn’t been widely
applied to date. We can suggest that as web functionality evolves, these approaches
which could be deemed ‘Web 3.0’ will become more important:

e Web applications. Usage of web-based applications and services (like Google
word processor and spreadsheets) using the web in this way is sometimes termed
‘cloud computing’ where all that is really needed for many activities is a computer
with a web browser, with local software applications used less widely;

e Syndication. Increased incorporation of syndicated content and services from other
sites or a network into a site (using tools such as Yahoo! Pipes and XML exchange
between widgets). We refer to this concept as ‘atomization’ in Chapter 9;

e Streamed video or IPTV. Increased use of streamed video from existing TV
providers and user-generated content (as suggested by use of YouTube and IPTV
services such as Joost);




Supply chain
management (SCM)
The coordination of all
supply activities of an
organization 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.
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e Virtual worlds. Increased use of immersive virtual environments such as Second Life;

e Personal data integration. Increased exchange of data between social networks
fulfilling different needs (as indicated by the recent Google development of
OpenSocial);

e The semantic web. Increased use of semantic markup leading to the semantic web
envisioned by Tim Berners-Lee over 10 years ago. It seems semantic markup will
be needed to develop artificial intelligence applications which recommend content
and services to web users without their actively having to seek them and apply
their own judgement as to the best products and brands (e.g. an automated shop-
ping comparison service) (as suggested by the use of standardized data feeds
between shopping comparison sites and Google Base).

Supply chain management

When distinguishing between buy-side and sell-side e-commerce we are looking at different
aspects of managing an organization’s supply chain. Supply chain management (SCM) is
the coordination of all supply activities of an organization 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 bound-
aries of an organization and an external value chain where these activities are performed by
partners. Note that in the era of e-business a company will manage many interrelated value
chains, so in Chapter 6 we also consider the concept of a value network.

Semantics of Information Connections
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Value network
The links between an
organization and its
strategic and non-
strategic partners that
form its external value
chain.

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

Business-to-
business (B2B)
Commercial transactions
between an organization
and other organizations
(interorganizational
marketing).

Consumer-to-
consumer (C2C)
Informational or financial
transactions between
consumers, but usually
mediated through a
business site.

Business or consumer models of e-commerce transactions

It is now commonplace to describe e-commerce transactions between an organization and
its stakeholders according to whether they are primarily with consumers (business-to-
consumer - B2C) or other businesses (business-to-business — B2B).

Figure 1.8 gives examples of different companies operating in the business-to-consumer
(B2C) and business-to-business (B2B) spheres. Often companies such as BP or Dell Com-
puter will have products that appeal to both consumers and businesses, so will have different
parts of their site to appeal to these audiences.

Referring to the well-known online companies in Table 1.1 initially suggests these companies
are mainly focused 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/) advertising service and advertising based
revenue is also important to sites such as YouTube, MySpace and Facebook.

Figure 1.8 also presents two additional types of transaction, those where consumers trans-
act directly with other consumers (C2C) and where they initiate trading with companies
(C2B). Note that the C2C and C2B 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-

From: Supplier of content/service

To: Consumer of content/service

Business (organization) Consumer or citizen

Government

Figure 1.8

Consumer or citizen

Business (organization)

Government

Consumer-to-Consumer (C2C)

e eBay

e Peer-to-Peer (Skype)

® Blogs and communities

e 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

re venue

¢ National government information

e | ocal 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

e Legal regulations

Consumer-to-Government (C2G)

® Feedback to government
through pressure group or
individual sites

Business-to-Government (B2G)

e Feedback to government
businesses and non-
go vernmental organizations

Government-to-Government (G2G)

e Inter-government services
e Exchange of information

Summary and examples of transaction alternatives between businesses, consumers and
governmental organizations
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Consumer-to- to-person, P2P) were relatively rare, but are now very common in the form of the social net-
business (C2B) works. Hoffman and Novak (1996) suggested that C2C interactions are a key characteristic
Consumers approach the .. . . .. .

business with an offer. 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 e-businesses such as Betfair (see Mini Case Study 1.2) 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 organizations which
deliver online or e-government services. As well as the models shown in Figure 1.8, it has
also been suggested that employees should be considered as a separate type of consumer
through the use of intranets which are referred to as employee-to-employee or E2E.

Mini Case Study 1.2 Betfair profits with C2C online gambling service

Online gaming has become incredibly popular, with eSuperbrands (2005) reporting that there are over 2,400
online gaming and gambling sites worldwide, generating over £12 billion in profit.

Betfair has 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.

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 whilst the game is in play.

Figure 1.9 shows the international offerings of Betfair. Note how well the proposition is explained.

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, the more bets you place, to encourage and
reward 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 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.

2003 - 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 venture

with Australia’s Publishing and Broadcasting Limited.

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

a L OON
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Figure 1.9 Betfair peer-to-peer gambling exchange
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7 Betfair reported that for the year ending 30 April 2007, it had 650 employees and 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 are growing most rapidly and contributed 23 per cent
of exchange revenues compared with 18 per cent in the previous year. Principal regions include Australia,
south-east Asia, continental Europe and the Nordic countries.

8 By 2007, 1,200 people worked for Betfair across the main offices in Hammersmith and Stevenage (UK),
Mosta (Malta) and Hobart (Australia) including 300 in IT alone.

9 Technology challenges are indicated by the 5 million transactions a day processed, equating to 300 bets a
second. Using Oracle database technology, Betfair processes 99.9 per cent of bets in less than one second.

[« |

Source: eSuperbrands (2005) and corporate site (www.betfaircorporate.com)

J
E-government defined

E-government E-government refers to the application of e-commerce technologies to government and
The application of public services. In the same way that e-business can be understood as transactions with cus-
e-commerce . e . . . . o e
technologies to tomers (citizens), suppliers and internal communications, e-government covers a similar
government and public range of applications:
services for citizens and
businesses. e 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.
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e Suppliers— government departments have a vast network of suppliers. The potential bene-
fits (and pitfalls) of electronic supply chain management and e-procurement described in
Chapters 6 and 7 are equally valid for government.

e Internal communications — this includes information collection and dissemination and
e-mail and workflow systems for improving efficiency within government departments.

E-government is now viewed as important within government in many countries. The Euro-
pean Union has set up ‘12010’ (European Information society in 2010) whose aims include

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)

E-business opportunities

i

E-business has introduced new opportunities for small and large organizations to compete
in the global marketplace. Many commentators have noted that one of the biggest changes
introduced by electronic communications is how approaches to transmitting and trans-
forming information can be used for competitive advantage. A significant commentary on
the disruptive, transformational nature of electronic communications is provided in Box 1.2.

[ Evans and Wurster on the impact of disruptive Internet technologies

Disruptive Internet
technologies

New Internet-based
communications
approaches which
change the way in which
information about
products is exchanged,
which impact the basis
for competition in a
marketplace.

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

3

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 web site) can cover: witness the large range of
products available through e-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.

Richness. This is a characteristic of the information itself. The Internet enables more
detailed information about products, prices and availability to be made available. It
also enables more interactivity and customization 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 communi-
cations link in a given time), the accuracy or reliability of information and its security.
Affiliation. This refers to the effectiveness of links with partners. In an online context,
an organization which has the most and richest links with other compatible organ-
izations will be able to gain a larger reach and influence. Consider how e-businesses
such as eBay, Google and Yahoo! have successfully formed partnerships or
acquired other companies to provide new diverse information services such as
social networking, mapping, voice communications and online photography, to
name just a few.

~
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Soft lock-in
Customers or suppliers
continue to use online
services because of the
switching costs.

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.

The Internet also provides significant opportunities for many businesses to build closer rela-
tionships with their existing customers and suppliers online to help achieve customer
retention. Encouraging use of online, e-business services by customers and suppliers can sig-
nificantly reduce costs while providing a new, convenient channel for purchase and
customer service. Through providing high-quality online services, organizations can build
lasting relationships with their stakeholders. While it is sometimes said that ‘online, your cus-
tomers 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 and they
have also invested a lot of time in learning the service or integrating it with their systems
and there are some costs in switching. Think of different 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.

[ Business adoption of digital technologies for e-commerce and e-business j

As managers, we need to assess the impact of e-commerce and e-business on our market-
place and organizations. 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 an
e-business and e-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
customers and competitors in our market sector and in other sectors.

Drivers of business Internet adoption

Business adoption of e-commerce and e-business is driven by benefits to different parts of
their organization. First and foremost, they are concerned how the benefits of e-business
will impact on profitability or generating value to an organization. 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 among existing customers.

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

At a relatively early point in e-business adoption, a government report (DTI, 2000) identi-
fied two main categories of drivers which remain relevant today:
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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 which are 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 summarized in

Table 1.3.
Tangible and intangible benefits from e-commerce and e-business
Tangible benefits Intangible benefits
® Increased sales from new sales leads giving e Corporate image communication
rise to increased revenue from: e Enhancement of brand
— new customers, new markets e More rapid, more responsive marketing
— existing customers (repeat-selling) communications including PR
— existing customers (cross-selling). e Faster product development lifecycle enabling faster
e Marketing cost reductions from: response to market needs
— reduced time in customer service * Improved customer service
— online sales e Learning for the future
— reduced printing and distribution costs of marketing e Meeting customer expectations to have a web site
communications. e |dentifying new partners, supporting existing partners
e Supply-chain cost reductions from: better
— reduced levels of inventory e Better management of marketing information and
— increased competition from suppliers customer information
— shorter cycle time in ordering. e Feedback from customers on products
e Administrative cost reductions from more efficient
routine business processes such as recruitment, invoice
payment and holiday authorization.

In Chapter 5 (Figure 5.12), an alternative information-based model of value creation is dis-
cussed in relation to financial services organization Capital One. This reviews new
opportunities for adding value, reducing costs, managing risks and creating a new reality
(transformation).
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Brochureware
Brochureware describes
a web site in which a
company has migrated its
existing paper-based
promotional literature on
to the Internet without
recognizing the
differences required by
this medium.

Summary of factors most important in encouraging Internet adoption
Table 1.4 :
amongst e-retailers

>
@
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Factor influencing adoption

Internet target segment

Internet strategy

Internet marketplace

Infrastructure and development capability
Internet communications

Internet cost opportunity

Market development opportunity
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Consumer preferences

A = Internet adoption (static web site), B = active web site, C = online sales (transactional site)
Based on a compilation from separate tables in Doherty et al. (2003)

An example of an analysis performed to identify the barriers and drivers for adoption of Inter-
net technologies for one market is that from Doherty et al. (2003). These authors researched
the drivers and barriers to retailers’ adoption to determine the most important factors. Table
1.4 summarizes the ranking in importance for different degrees of Internet adoption from
static brochureware, through an active web site containing product information (B) to a
transactional site where items can be purchased (C). You can see that the two most important
factors which correlate 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 e-business strategy are less likely to use higher levels of Internet services.
Many larger organizations that have responded to the challenge of e-business have created a
separate 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.

More recently, in Europe, research completed for the 12010 initiative monitored usage of
the Internet by business (European Commission, 2008) and it found that around 95% of
businesses in the majority of countries surveyed have Internet access although this figure
masks lower levels of access for SMEs (small and medium-sized enterprises) and particularly
micro-businesses (Figure 1.10).

Now read Case Study 1.2 which illustrates the benefits of setting up an online operation
for a small or medium enterprise (SME). It also highlights some of the challenges of manag-
ing an online business and highlights the need for continued investment to refine online
services and the marketing needed to attract visitors to the web site.



Chapter 1 Introduction to e-business and e-commerce 33

ICT use in enterprises 2005-2007 (EU average)

Access to the internet

Access to broadband

e-Banking

e-Gov: returning filled form

e-Business: Automatic linking of

internal processes

Employees using computers connected

to the internet

Having a LAN and Intranet or Extranet

Buying online

Website offering online catalogue

and prices

Selling online l

e-Business: Automatic linking with |

Source: European Commission, 2008.

Figure 1.10
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Usage of different e-business services in European countries.

North West Supplies (Figure 1.11) was launched as a busi-
ness in March 1999 when Andrew Camwell, a member of
the RAF Volunteer Reserve at the time, spotted a gap in
the UK market for mail-order supplies of military garments
to people active in the Volunteer Reserve and the Air
Cadet Force. Andrew, his wife Carys, and her sister Elaine
Hughes, started running a mail order business out of shop
premises in the village of Cemaes Bay.

The web store at www.northwestsupplies.co.uk has
been online since November 2002. As it can take several
months for a web site to be indexed by search engines,
NWS used pay-per-click advertising (PPC — see Chapter 9)

(O RS (16 A BN North West Supplies extends its reach online

as a method of very quickly increasing the web site’s pres-
ence in the major search engines. This marketing method
proved successful. The directors were pleasantly surprised
as they had previously been somewhat dubious about the
prospect of the Internet generating sales in their sector.
Within six months of running the web site, the company
had increased turnover by £20,000, but further advances
would incur a high advertising cost. Following an
eCommerce Review by Opportunity Wales, the company
decided to tackle the issues by implementing search
engine optimization (SEO - see Chapter 9) and a site
redesign which included:
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Improved graphic design - this was to be changed to
a more professional and up-to-date look.

Best, featured and latest products — the introduction of
a dynamic front page to entice customers to revisit the
site on a regular basis. The contents of this page would
feature the best sellers, and latest or featured products.
Reviews and ratings — to provide confidence to
consumers and allow some kind of interaction with
them, this would allow users to review products they
have purchased and give them a star rating.
Cross-selling — when customers view a product there
may be other products or categories that may be of
interest or complementary, hence there was a proposal
to allow staff to link products and categories so that
these would be displayed.

Segmentation — the site would be split into two
sections emphasizing the segmentation of product
lines into military wear and outdoor wear sectors,
thus being less confusing, and easier to use for the
respective users (see Figure 1.11 section labelled
‘Best, featured and latest products’).

Navigation by sub-categories — as the product range
had expanded, the additional pages created in each
category made it harder for customers to find specific
items or made them have to browse many pages
before finding a suitable product. The introduction of

sub-categories would provide a clear link to the areas
of interest and contain fewer pages to browse, thus
helping the customer to make a choice more easily and
more quickly. A new search tool and order tracking
were also seen as important parts of the online
customer experience (Chapter 8).

Benefits

The owners describe the benefits of the improvements
to the site as follows:

e [ncreased direct sales — ‘The new launch increased
sales and appealed to a broader audience — young
and old.” The annual turnover of the business has
increased from £250,000 to £350,000 and this is
mainly attributable to the new web site. The high-
profile launch aimed at existing customers, the
greater visibility in search engines, and the greater
usability of the site have all contributed to this.

e Improved promotion of the whole range of stock — ‘We
started selling stuff that we hadn’t sold before.” The
changes in navigation, particularly division into two
market segments (military and outdoors) and greater
use of sub-categories, meant that products were easier
to find and hence easier to buy, leading to increased
sales of products that had previously been slow sellers.



e New Customers — ‘We now send more items abroad.’

The better performance of the site in search engines
has led to an increase in orders from new customers
and from abroad. The company now has regular
sales to Canada, Australia, New Zealand and various
European states. 60% of orders are from new
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the design have raised confidence levels in visitors
and this has led to increased sales. But perhaps
more significantly, the professional image of the site
was a good boost to confidence for potential busi-
ness partners in the emerging business-to-business
division that started to trade as North Star Contracts.

customers — not bad for a business that initially set
up on the premise of a niche market for UK-based
cadet forces.

e Adding value to the brand — ‘New corporate clients
could look at our Web site and see we weren'’t fly-by-
night and that we meant business.’” Improvements to

Question

Discuss the new opportunities and risks that need to
be managed by North West Supplies with the
increased importance of its online channel to market.

E E-business risks and barriers to business adoption

Opportunities have to be balanced against the risks of introducing e-business services which
vary from strategic risks to practical risks. One of the main strategic risks is making the
wrong decision about e-business investments. In every business sector, some companies
have taken advantage of e-business and gained a competitive advantage. But others have
invested in e-business without achieving the hoped-for returns, either because the execution
of the plan was flawed, or simply because the planned approaches used for their market were
inappropriate. The impact of the Internet and technology varies by industry. As Andy Grove,
Chairman of Intel, one of the early adopters of e-business has noted, every organization
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.

As well as the strategic risks, there are also many practical risks to manage which, if
ignored, can lead to bad customer experiences and bad news stories which lead to damage to
the reputation of the company. In the section on e-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 experi-
ence which you will certainly be familiar with include:

e Web sites 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 e-mails 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 and the customer never returns.

e E-mail customer-service enquiries from the web site don’t reach the right person and
are ignored.

The perception of these risks may have limited adoption of e-business in many organizations
which is suggested by the data in Figure 1.10. This is particularly the case for small and
medium enterprises (SMEs). We study adoption levels and drivers in this type of business
further in Chapter 4.
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Debate 1.2

Limited SME adoption of e-business

‘Adoption of e-business by established
SMEs is generally less than that in
larger businesses. This is principally a
consequence of the negative attitude of
managing directors and CEOs to the
business benefits of information and
communication technology.’

N

~

/

Total cost of
ownership (TCO)
TCO refers to the total
cost for a company
operating a computer
system or other
investment. This includes
not only the purchase or
leasing cost, but also the
cost of all the services
needed to maintain the
system and support the
end-user.

Stage models

A DTI (2002) study evaluated some of the barriers to B2B e-commerce
(Figure 1.12) which remain valid today. You can see that reasons of cost
were the most important factors. This suggests the importance of man-
agers assessing e-business to develop a cost—benefit analysis that considers
both the initial investment costs and the ongoing costs that form the total
cost of ownership (TCO) against the value created from the tangible and
intangible benefits. The difficulties in implementation which we will
review later in this book such as the lack of the right resources or difficulty
in integrating systems are also indicated by the figure.

Evaluating an organization’s e-business capabilities

Assessment of an organization’s existing e-business capabilities is a starting point for the
future development of their e-business strategy. We will see in Chapter 5 how different forms
of stage models can be used to assess e-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 e-business-enabled. More detailed explanation and coverage of stage
models is given in Chapter 5.

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

Lack of time/resources
Lack of skills (staff)

Reluctance of staff

Set-up cost 32

Running costs 19

—_
N

1

Lack of knowledge

Difficulty intergrating IT systems
Not relevant to business

Lack of technology

Lack of board interest

Difficulty of changing processes
No benefits

Lack of skills (supplier/customer)
Security/protection concerns
Poor reliability

Reluctance of suppliers
Insufficient government guidance

Current bandwidth restrictions

Source: DTI (2002)
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Barriers to development of online technologies




Online value
proposition (OVP)

A statement of the
benefits of online services
reinforces the core
proposition and
differentiates from an
organization’s offline
offering and those of
competitors.
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Stage 6.
Site optimization

Stage 6. Supply
chain optimization

[

Stage 5.
Relationship building
Stage 4.
Online ordering

[

Stage 5.
Integrate databases

Stage 4.
Online ordering

/ C
Stage 3. / / Stage 3.
Interactive site Online catalogues
/ C
/ Stage 2. / / Stage 2. /
Brochureware site Stock availability

/ C

Stage 1. Stage 1.
E-mail marketing Review suppliers

/ /

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

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

Drivers of consumer Internet 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,
social networks and feeds. In Chapter 4, we see how such demand analysis is conducted in a
structured way. One example of demand analysis is popularity or adoption rates for differ-
ent online services. The range of different ways in which consumers use the Internet to
research or transact is shown in Figure 1.14. You can see that male and female usage of the
Internet for different activities is now very similar, but with downloading of different types
of digital content generally more popular amongst males.

We will see in Chapter 4 on strategy development for e-business how it is important 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 summarized by the ‘Six Cs, a simple mnemonic to show different types of customer value:

1 Content — In the mid-1990s it was often said that ‘content is king. Well, relevant rich
content 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
encourage product usage for FMCG brands.

2 Customization— In this case mass customization of content, whether received as web site pages
such as ‘Amazon recommends’ or e-mail alerts, and commonly known as ‘personalization’

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 showing a Christmas shopper battling
against a gale-swept street clutching several bags to reinforce the convenience message.
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Finding information about goods
or services

Sending/receiving e-mails

Using services related to travel and
accommodation

Internet banking

Obtaining information from public
authorities’ websites

Looking for information about education
training or courses

Other information search or online service

Seeking health-related information

Consulting the Internet with the purpose
of learning

Playing or downloading games, images,
films or music

Downloading official forms

Other communication (use of chat sites,

messenger, etc.)

Reading or downloading online news
magazines

Looking for a job or sending a

job application

Sending completed forms to public
authorities

Listening to web radios/watching web
television

Selling of goods or services (e.g. via
auctions)

Downloading software

Telephoning over the Internet/video
conferencing

Doing an online course (in any subject)

Figure 1.14
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5 Choice— The web gives a wider choice of products and suppliers than via conventional distri-
bution channels. The success of online intermediaries such as Kelkoo (www.kelkoo.com)
and Screentrade (www.screentrade.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 realize that online traders have 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 easyJet encouraged the limited
change behaviour required from phone booking to online booking by offering a £2.50
discount on online flight bookings.

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

Barriers to consumer Internet adoption

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
countries. 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 from this group needs to be taken into account
when forecasting future demand.

( Management responses to e-commerce and e-business W
. Z

A primary aim of this book is to consider the management issues when businesses look to
take advantage of the opportunities afforded by e-commerce and e-business. How should an
e-business strategy be developed? To what extent can we use existing business and IS strat-
egy models? What are the main changes that need to be made to the organization as part of
implementing the strategy? These issues are explored in more detail in Part 2. Before we can
develop e-business strategy a foundation is needed. This is provided in Part I of the book.

Part 1: Introduction

Part 1 describes the background to e-business as follows:

e Chapter 1: Introduction to e-business and e-commerce. Definition of the meaning and scope
of e-business and e-commerce. Introduction to business use of the Internet — what are the
benefits and barriers to adoption and how widely used is it?

e Chapter 2: E-commerce fundamentals. Introduction to new business models and market-
place structures enabled by electronic communications.

e Chapter 3: E-business infrastructure. Background on the hardware, software and telecom-
munications that need to be managed to achieve e-business.

e Chapter 4: E-environment. Describes the macro-environment of an organization that pres-
ents opportunities for and constraints on strategy and implementation.
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Part 2: Strategy and applications

In Part 2 of the book approaches to developing e-business strategy are covered by reviewing
how e-business strategy and applications should be developed for the organization as a
whole (Chapter 5) and with an emphasis on the buy-side (Chapters 6 and 7) and the sell-side
(Chapters 7 and 8).

o Chapter 5: E-business strategy. Approaches to developing e-business strategy. Differences
from traditional strategic approaches. Relation to IS strategy.

o 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 of adopting e-procurement.

o Chapter 8: E-marketing. A sell-side e-commerce perspective to e-business reviewing differ-
ences in marketing required through digital media.

e Chapter 9: Customer relationship management. Using e-commerce as part of acquiring,
retaining and extending the range of products sold to customers.

Here we introduce some of the strategy issues involved with e-business using the classic
McKinsey 7S strategy instrument (Waterman et al, 1980). This is summarized in diagram-
matic form in Figure 1.15 and in table form in Table 1.5 to highlight some aspects that need
to be managed when developing an e-business strategy and that are covered in this text
(Activity 1.5).

Strategy Systems

Superordinate'

; The McKinsey 7S framework
Flgure 1.15 Source: Adapted from Waterman et al. (1980)
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Table 1.5 The application of the 7S strategic framework to e-business and e-commerce management

Element of 7S model

Relevance to Internet marketing capability

Key issues

Strategy

Structure

Systems

Staff

Style

Skills

Superordinate goals

The contribution of e-business and
e-commerce in influencing and supporting
organizations’ strategy

The modification of organizational structure
to support e-business

The development of specific processes,
procedures or information systems to
support e-business

The breakdown of staff in terms of their
background, age and sex and characteristics
such as IT vs marketing, use of contractors/
consultants

Includes both the way in which key managers
behave in achieving the organization’s goals
and the cultural style of the organization as

a whole

Distinctive capabilities of key staff, but can
be interpreted as specific skill-sets of team
members

The guiding concepts of the organization
which are also part of shared values and
culture. The internal and external perception
of these goals may vary

Gaining appropriate budgets and
demonstrating/delivering value and ROI
(return on investment) from budgets. Annual
planning approach

Techniques for using e-commerce to impact
organization strategy

Techniques for aligning e-commerce
strategy with organizational and marketing
strategy

Integration of e-commerce/IT team with
other management, marketing (corporate
communications, brand marketing, direct
marketing) and operations staff

Use of cross-functional teams and steering
groups

Insourcing vs outsourcing
Managing/sharing customer and supply
chain information

Integration of the web into marketing
campaign planning

Managing content quality for different
audiences

Unified reporting of e-commerce
effectiveness

In-house vs external best-of-breed vs
external integrated technology solutions

Insourcing vs outsourcing

Achieving senior management
buy-in/involvement with digital marketing
Staff recruitment and retention

Virtual working

Staff development and training

Relates to role of the e-business team in
influencing strategy - is it dynamic and
influential or conservative and looking for
a voice?

Staff skills in specific areas: supplier
selection, project management, content
management, specific e-marketing
approaches (search engine marketing,
affiliate marketing, e-mail marketing, online
advertising) and supply chain management

Improving the perception of the importance
and effectiveness of the digital marketing
team amongst senior managers and staff it
works with (marketing generalists and IT)
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[ Activity 1.5 Applying the 7S framework to e-business initiatives

Purpose

visit the

www Question

To illustrate some of the key strategy issues of implementing e-business.

Take an organization you are familiar with and consider organizational changes that may
be required for each of the 7 Ss. Which factors do you feel are ignored by the 7 Ss?
Answers to activities can be found at www.pearsoned.co.uk/chaffey

Part 3: Implementation

E-business management is described in Part 3 of the book where we examine practical man-
agement issues involved with creating and implementing e-business solutions.

e Chapter 10: Change management. How to manage the organizational, human and tech-
nology change required in the move to e-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.

o Chapter 12: Implementation and maintenance. How should e-commerce systems be
managed and monitored once they are live?

To complete this chapter, read Case Study 1.3 for the background on the success factors
which have helped build one of the world’s biggest e-businesses.

This case summarizes the strategic approach used by
eBay to take advantage of increased consumer adoption
of the Internet. It summarizes its objectives, strategy and
proposition and some of the risks that need management.

Context

It's hard to believe that one of the most celebrated dot-
coms has now celebrated its tenth birthday. Pierre
Omidyar, a 28-year-old French-born software engineer
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.

Mission

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

At the time of writing eBay comprises three major
businesses:

ORI VA BN eBay — the world’s largest e-business

1 The eBay marketplaces (approximately 70% of net
revenues in 2007). The mission for the core eBay
business is to ‘create the world’s online market-
place’.The marketplace platforms include an average
of 100 million products for sale on each day! eBay’s
SEC filing notes some of the success factors for this
business for which eBay seeks to manage the func-
tionality, safety, ease-of-use and reliability of the
trading platform.

2 PayPal (approximately 25% of net revenues in
2007). The mission is to ‘create the new global stan-
dard for online payments’. This company was
acquired in 2003.

3 Skype Internet telephony (5% of net revenues in
2007). This company was acquired in 2005. eBay has
suffered an ‘impairment charge’ from valuing the
company too highly, but more recently it has started
to provide the service for MySpace users.

Advertising and other net revenues represented 4% of
total net revenues during 2007. This case focuses on the
best-known eBay business, the eBay marketplace.



Revenue model

The vast majority of eBay’s revenue is for the listing and
commission on completed sales. For PayPal purchases
an additional commission fee is charged. Margin on
each transaction is phenomenal since once the infra-
structure is built, incremental costs on each transaction
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
revenues and the strategy is that this should remain the
case. Advertising and other net revenues totalled $94.3
million in 2004 (just 3% of net revenue).

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. At the end of 2007,
there were over 532,000 online storefronts established
by users in locations around the world.

Software tools are provided, particularly for frequent
traders including Turbo Lister, Seller’s Assistant, Selling
Manager and Selling Manager Pro, which help automate
the selling process; the Shipping Calculator, Reporting
tools, etc. Today over sixty per cent of listings are facil-
itated by software, showing the value of automating
posting for frequent trading.

Fraud is a significant risk factor for eBay. 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.

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 There is
also a Safe Harbor data protection method and a stan-
dard purchase protection system.

According to the SEC filing, eBay summarizes the
core messages to define its proposition as follows:

For buyers:

Selection
Value
Convenience
Entertainment.
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In 2007, as part of the social media revolution eBay intro-
duced Neighbourhoods (http://neighborhoods.ebay.com)
where groups can discuss brands and products they
have a high involvement with.

For sellers:

e Access to broad markets

e Cost-effective marketing and distribution
e Access to large buyer base

e Good conversion rates.

In January 2008, eBay announced significant changes to
its marketplaces business in three major areas: fee struc-
ture, seller incentives and standards, and feedback. These
changes have been controversial with some sellers, but
are aimed at improving the quality of experience. Detailed
Seller Ratings (DSRs) enable sellers 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 shopping experiences, for example by
including more accurate 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.

Competition

Although there are now few direct competitors of online
auction services in many countries, there are many indirect
competitors. SEC (2008) describes competing channels as
including online and offline retailers, distributors, liquidators,
import and export companies, auctioneers, catalogue
and mail-order companies, classifieds, directories, search
engines, products of search engines, virtually all online and
offine commerce participants (consumer-to-consumer,
business-to-consumer and business-to-business) and
online and offline shopping channels and networks.

BBC (2005) reports that eBay is not complacent
about competition. It has already pulled out of Japan
due to competition from Yahoo! and within Asia and
China is also facing tough competition by Yahoo! which
has a portal with a broader range of services more likely
to attract subscribers.

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 at the hands of eBay.
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 chari-
ties 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 certain products within their range.
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Objectives and strategy

The overall eBay aims are to increase the gross
merchandise volume and net revenues from the eBay
Marketplace. More detailed objectives are defined to
achieve these aims, with strategies focusing 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 transac-
tions that are conducted by each active user on the
eBay Marketplace. eBay had approximately 83 million
active users at the end of 2007, compared to approx-
imately 82 million at the end of 2006. An active user is
defined as any user who bid on, bought, or listed an
item during the most recent 12-month period.

The focus on each of these three areas will vary according
to strategic priorities in particular local markets.

eBay Marketplace growth is also driven by defining
approaches to improve performance in these areas.
First, category growth is achieved by increasing the
number and size of categories within the marketplace,
for example: Antiques, Art, Books and Business &
Industrial. Second, formats for interaction. The tra-
ditional format is auction listings, but it has been refined
now to include the ‘Buy-Ilt-Now’ fixed price format.
Another format is the ‘Dutch Auction’ format, where a
seller can sell multiple identical items to the highest
bidders. eBay Stores was developed to enable sellers
with a wider range of products to showcase their prod-
ucts in a more traditional retail format. eBay says it is
constantly exploring new formats, often through acqui-
sition of other comapnies, 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 enables expansion into
the online housing and apartment rental category. In
2007, eBay acquired StubHub an online ticket market-
place, and it also owns comparison marketplace
Shopping.com. Finally, marketplace growth is achieved
through delivering specific sites localised for different
geographies as follows. You can see there is still poten-
tial for greater localisation, for example in parts of
Scandinavia, Eastern Europe and Asia.

Localised eBay marketplaces:

e Australia e France o ltaly

e Austria e Germany e Malaysia

e Belgium e Hong Kong e Netherlands
e Canada e India e New Zealand
e China e [reland e Philippines

e Singapore e Sweden
e South Korea e Switzerland
e Spain e Taiwan

e United Kingdom
e United States

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

ability to attract buyers and sellers;

e volume of transactions and price and selection of
goods;
customer service; and

e brand recognition.

eBay stresses the importance of developing its ‘Value-
Added Tools and Services’ which are ‘pre-trade’ and
‘post-trade’ tools and services to enhance the user ex-
perience and to make trading faster, easier and safer.

It also notes that in the context of its competitors,
other factors it believes are important are:

community cohesion, interaction and size;
system reliability;

reliability of delivery and payment;

web site convenience and accessibility;
level of service fees; and

quality of search tools.

This implies that eBay believes it has optimized these
factors, but its competitors still have opportunities for
improving performance in these areas which will make
the market more competitive.

Risk management

The SEC filing lists the risks and challenges of conducting
business internationally as follows:

e regulatory requirements, including regulation of
auctioneering, professional selling, distance selling,
banking, and money transmitting;

e legal uncertainty regarding liability for the listings and
other content provided by users, including uncer-
tainty as a result of less Internet-friendly legal
systems, unique local laws, and lack of clear prece-
dent or applicable law;

e difficulties in integrating with local payment providers,
including banks, credit and debit card associations,
and electronic fund transfer systems;

e differing levels of retail distribution, shipping, and
communications infrastructures;

e different employee—employer relationships and the
existence of workers’ councils and labour unions;
difficulties in staffing and managing foreign operations;

e longer payment cycles, different accounting practices,
and greater problems in collecting accounts receivable;

e potentially adverse tax consequences, including
local taxation of fees or of transactions on web sites;

e higher telecommunications and Internet service
provider costs;



strong local competitors;

different and more stringent consumer protection,
data protection and other laws;

cultural ambivalence towards, or non-acceptance of,
online trading;

seasonal reductions in business activity;

expenses associated with localising products,
including offering customers the ability to transact
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laws and business practices that favour local
competitors or prohibit foreign ownership of certain
businesses;

profit repatriation restrictions, foreign currency
exchange restrictions, and exchange rate fluctuations;
volatility in a specific country’s or region’s political or
economic conditions; and

differing intellectual property laws and taxation laws.

business in the local currency;

Year ended Change Year ended Change Year ended
December 31, from December 31, from December 31,
2005 2005 to 2006 2006 2006 to 2007 2007
(in thousands, except per cent changes)

Net Revenues by Type:
Net transaction revenues
Marketplaces $ 3,402,301 24% $ 4,203,340 22% $ 5,135,363
Payments 1,001,915 40% 1,401,824 31% 1,838,539
Communications 24,809 677% 192,756 95% 376,715
Total net transaction revenues 4,429,025 31% 5,797,920 27% 7,350,617
Advertising and other net revenues 123,376 39% 171,821 87% 321,712
Total net revenues $ 4,552,401 31% $ 5,969,741 29% $ 7,672,329
Net Revenues by Segment:
Marketplaces $ 3,499,137 24% $ 4,334,290 24% $ 5,363,891
Payments 1,028,455 40% 1,440,530 34% 1,926,616
Communications 24,809 686% 194,921 96% 381,822
Total net revenues $ 4,552,401 31% $ 5,969,741 29% $ 7,672,329
Net Revenues by Geography:
us $ 2,471,273 26% $ 3,108,986 20% $ 3,742,670
International 2,081,128 37% 2,860,755 37% 3,929,659
Total net revenues $ 4,552,401 31% $ 5,969,741 29% $ 7,672,329

Year ended December 31,

2005 2006 2007
(in millions)

Supplemental Operating Data:

Marketplaces Segment(1):

Active users(2) 71.8 81.8 83.2
Number of listings(3) 1,876.8 2,365.3 2,340.5
Gross merchandise volume(4) $ 44,299 $ 52,474 $ 59,353
Payments Segment:

Active registered accounts(5) 41.3 49.4 57.3

Net total payment volume(6) $ 26,066 $ 35,800 $ 47,470
Communications Segment:
Registered users(7) 74.7 171.2 276.3

Notes on supplemental operating data.

1 Rent.com, Shopping.com and our classified websites are not included in these metrics.

2 All users, excluding users of Half.com, StubHub and Internet Auction Co., our Korean subsidiary, who bid on, bought, or listed an item
within the previous 12-month period. Users may register more than once and as a result may have more than one account.

3 Listings on eBay Marketplaces trading platforms during the period, regardless of whether the listing subsequently closed successfully.

4 Total value of all successfully closed items between users on eBay Marketplaces trading platforms during the period, regardless of
whether the buyer and seller actually consummated the transaction.

5 All registered accounts that successfully sent or received at least one payment or payment reversal through the PayPal system within
the previous 12-month period.

6 Total dollar volume of payments, net of payment reversals, successfully completed through the PayPal system during the period,
excluding the payment gateway business.

7 Cumulative number of unique user accounts, which includes users who may have registered via non-Skype based websites, as of the
end of the period. Users may register more than once and as a result may have more than one account.

Source: SEC (2008), BBC (2005)
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Results

eBay’s community of confirmed registered users has

Financial results are presented in the above tables.

grown from around 2 million at the end of 1998 to more Question

than 94 million at the end of 2003 and to more than 135
million at 31 December 2004. It is also useful to identify
active users who contribute revenue to the business as
a buyer or seller. eBay had 56 million active users at the

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.

end of 2004 who are defined as any user who has bid,
bought or listed an item during a prior 12-month period.

(Summry

-t

Electronic commerce traditionally refers to electronically mediated buying and selling.

Sell-side e-commerce or digital marketing involves all electronic business transac-
tions between an organization and its customers, while buy-side e-commerce
involves transactions between an organization and its suppliers.

‘Electronic 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.

The monetary value of e-commerce for business-to-business (B2B) transactions
greatly exceeds that for business-to-consumer transactions (B2C).

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

Consumer adoption of the Internet is limited by lack of imperative, cost of access
and security fears. Business adoption tends to be restricted by perceptions 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 business. Clearly defined objectives, creating the right culture
for change, mix of skills, partnerships and organizational structure are arguably
more important.

[ Exercises

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

Self-assessment questions

H> Lo nd 2

o

Distinguish between e-commerce and e-business.
Explain what is meant by buy-side and sell-side e-commerce.
Describe the different services that can be offered to customers via a web presence.

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

Ouitline 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?
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Summarize the impact of the introduction of e-business on different aspects of an
organization.

What is the relevance of intermediary sites such as Kelkoo (www.kelkoo.com) to
the B2C company?

Essay and discussion questions

1

Discuss the following question with reference to how an organization should react to
the Internet. ‘Is the Internet a typhoon force, a ten times force, or is it a bit of wind? Or
is it a force that fundamentally alters our business?’ (Andy Grove, Chairman of Intel).

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

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

‘In most countries the Internet will never be used by more than 50 per cent of the
population, so its impact on businesses will be limited.” Discuss.

‘Confusion over the meaning of the terms e-commerce and e-business will limit the
adoption of e-business in many businesses.’ Discuss.

Analyse Figure 1.4, commenting on:

e the overall percentage of sales for e-commerce predicted for 2004 across all
markets;

e the variation in percentage of sales for e-commerce predicted for 2004 in
different markets;

e the growth rates indicated over the four years of predictions;
the implications for the developing world.

Examination questions

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

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

Summarize 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.

Outline the internal changes a company may need to make when introducing
e-business.

Summarize the differences between adoption of Internet access for consumers
and businesses and give reasons for these differences.

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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Sites giving general information on market characteristics of the Internet:

ClickZ Experts (www.clickz.com/experts/) An excellent collection of articles on online
marketing communications. US-focused.

ClickZ Stats (www.clickz.com/stats/) The definitive source of news on Internet develop-
ments, and reports on company and consumer adoption of the Internet and characteristics
in Europe and worldwide. A searchable digest of most analyst reports.

DaveChaffey.com (www.davechaffey.com) A blog containing updates and articles on all
aspects of e-business and e-commerce structured according to the chapters in Dave Chaf-
fey’s books.
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Econsultancy.com (www.econsultancy.com) UK-focused portal with extensive supplier
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Centre for Digital Business @ MIT (http://ebusiness.mit.edu) Created by MIT Sloan
School of Management, contains summaries of over 50 research projects.

NetAcademy on Electronic Markets (www.electronicmarkets.org) Research compiled in
Electronic Markets — The International Journal of Electronic Commerce and Business Media.

Sloan Center for Internet Retailing (http://ecommerce.vanderbilt.edu) Originally founded
in 1994 as Project 2000 by Tom Novak and Donna Hoffman at School of Management,
Vanderbilt University, to study marketing implications of the Internet. Useful links/papers.

E-commerce Times (wWww.ecommercetimes.com) has ‘daily news e-business news and
analysis’.

New Media Age (www.newmediazero.com) is a weekly new media magazine, with partial
content online.
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media — mainly sell-side e-commerce. Fully archived on site.

Australian Government Information Management Office (www.agimo.gov.au) Formerly
the Australian National Office for the Information Economy.

Business.gov.sg (www.business.gov.sg) Singapore government portal for encouragement
of e-business.

New Zealand Government E-Commerce (www.ecommerce.govt.nz) Information on
e-commerce policy and initiatives.

UK CIO Council (www.cio.gov.uk) The UK government now has a Chief Information Office
tasked with managing e-government for ‘ensuring that IT supports the business transfor-
mation of Government itself so that we can provide better, more efficient, public services.

US Office of Electronic Government and Technology (www.estrategy.gov) US agency
facilitating e-government in the USA.

UK Office of Government Commerce (www.ogc.gov.uk) Information on e-government
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After completing this chapter the reader should be able to:

e Complete an online marketplace analysis to assess competitor,
customer, and intermediary use of the Internet as part of strategy
development

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

e Evaluate the effectiveness of business and revenue models for
online businesses

[ Management issues }

The fundamentals of e-commerce imply these questions for
managers:

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

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

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

[ Links to other chapters }

The main related chapters are:

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

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

e 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;

e Chapter 9 discusses models of online customer behaviour which
is another aspect of environment analysis.
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[ Introduction

)

Disruptive
technologies

New technologies that
prompt businesses to
reappraise their strategic
approaches.

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
Web sites which help
connect web users with
content they are seeking
on destination sites.
Include 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.

Electronic communications are disruptive technologies that have caused major changes in
industry structure, marketplace structure and business models. Consider a B2B organization.
Traditionally it has sold its products through a network of distributors. With the advent of
e-commerce it now has the opportunity to bypass distributors and trade directly with cus-
tomers via a destination web site, and it also has the opportunity to reach customers through
new B2B marketplaces. Similarly, for B2C organizations such as an e-retail destination site
there is the opportunity to market its products through online intermediaries such as search
engines, price comparison sites, social networks, blogs and other publisher sites.

Organizations that monitor, understand and respond appropriately to changes in their
online marketplace have the greatest opportunities to use digital technologies to compete
effectively. Understanding the online elements of an organization’s environment as illus-
trated in Figure 2.1 is a key part of situation analysis for e-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.
In this chapter we introduce a number of frameworks for analysing the immediate market-
place of the micro-environment. 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.

Technology
e Innovation
e Trends

Macro-environment

International
@ Economic factors
e Legal constraints
e Cultural factors

Micro-environment

Ot

Society
e Public opinion
e Moral constraints
e Ethical constraints

Organization

<L)

Country specific
e Economic factors
® Legal constraints
e Cultural factors

Key
Suppliers
Figure 2.1 The environment in which e-business services are provided

Competitors

A Intermediaries

O Customers




Situation analysis
Collection and review of
information about an
organization’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.
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The chapter starts by considering the different participants and constraints in the
e-commerce environment. I will show you how different information sources can be used to
assess customer usage of different types of intermediaries. We then look at how electronic com-
munications have facilitated restructuring of the relationships between members of the
electronic marketplace — a key feature of e-commerce. Electronic communications have also
given rise to many exciting new business and revenue models such as the companies introduced
in Table 1.1 and we investigate how the potential of these can be assessed. Throughout this
chapter we mainly consider the sell-side elements of e-commerce rather than the e-business as a
whole. This approach has been chosen since the focus is mainly on how an organization can
restructure relationships on the downstream side of its supply chain. A review of the entire
supply chain is completed in Chapter 6. To conclude the chapter, we evaluate the success factors
for Internet-only businesses known as ‘pureplays’ such as those shown in Table 1.1.

The Real-world e-business experiences case studies show the importance of new online
intermediaries for an existing company within the financial services sector.

[ ST=E1RIoTq (o i SR STV SR G LI [I-L9  The Econsultancy interview

1. MORE TH>N'’s Roberto Hortal Munoz on comparison sites

Overview and main concepts covered

Roberto Hortal Munoz is the head of e-business at insurance company MORE TH>N.
The importance of online intermediaries and social networks in the marketplace of an
organization are reviewed in this interview. In the interview he explains his brand’s use
of comparison sites amid growing concerns in the sector over their value to brands.
We also dig into the challenge of sales attribution across different channels and the
company’s various efforts around online communities.

Q. Is the intense competition between comparison sites delivering value to
insurance providers?

Roberto Hortal, MORE TH>N: Certainly, some insurance providers are getting value
from the explosive adoption of price comparison sites. Price comparison sites change
the rules of the market quite significantly, bringing scalability into the equation.

Previously an insurer’s reach was more or less proportional to their marketing budget.
Now, we can all reach the same amount of people just by taking part in the aggregator
market. Those insurance providers that adapt quickest to the implications that a scalable
market brings will certainly extract a lot of value from this new ecosystem.

| think financial services brands could do worse than looking back to what has
happened in travel in the past few years: a wave of disintermediation [explained later
in this chapter] spawned a myriad of direct brands across the value chain, in turn
creating an ideally fragmented marketplace for aggregators to thrive in.

Some direct brands have been very successful in that environment — doing a bit of
aggregating themselves to fend off the intermediaries — while others have become util-
ities and drastically dialled down their direct distribution to cut costs and focus on their
core competencies.

The question is: What are the options that open up to insurance providers, and who
will have the courage, skills and flexibility to seize on them first?

Q. What effect are comparison sites having on your Return on Investment from
paid search on Google, as well as other advertising costs?

Roberto Hortal, MORE TH>N: Seen purely from a customer acquisition perspective
and ignoring the deeper implications for the insurance market, | believe price compar-
ison sites actually help reduce overall acquisition costs.
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Their revenue model remains a fairly basic CPA-based one [cost per action — explained
in Chapter 9], typically charging flat or near-flat fees on conversion only so costs remain
predictable. After Google changed the rules about brand protection, | haven’t actually
seen many aggregators buying branded keywords, at least not the brands of those
insurers in their panel, so they are not having such an impact there either.

Where they do massively impact costs is in generic keywords. Words like ‘car insur-
ance’ have become prohibitive for all but the deepest-pocketed direct insurers. These
words tend to be typically low converting so the impact on actual sales or direct Rol is
not big.

The missed opportunity from not being able to effectively use those keywords as
part of your brand activity is more difficult to ascertain and easy to underestimate.

Aggregators have made the drive to find a better value attribution model to replace
today’s ‘last click takes all’ more urgent. Until such time, and purely from the perspec-
tive of generating sales, comparison sites don’t seem to be significantly increasing our
marketing costs.

Q. Could you see more insurance providers taking the Direct Line approach to
comparison sites?

Roberto Hortal, MORE TH>N: | can certainly see some scenarios where direct
insurers may decide to pursue similar policies. | can even think of some where this may
be a very successful move for a strong direct financial services brand.

However, | would caution anyone thinking about going down that route to stop to
think for a minute about the reasons behind aggregators’ wild success, and the lessons
that need to be learned from it.

Customers have loudly voted with their clicks for a channel that brings convenience to
them and helps them make a choice on the basis of what the vast majority of them
consider to be the key decision points: choice and price. Anyone looking to buck the trend
and go against consumers’ clearly stated expectations would do so at their own peril.

Q. Is the rise of price comparison sites impacting premiums or levels of insur-
ance coverage?

Roberto Hortal, MORE TH>N: Financial services is a very strongly regulated market-
place. Consumers can be sure that, whatever the market pressures, regulation ensures
cover levels and premiums are reasonable and appropriate.

| have seen some companies launching basic cover products to more effectively
compete on the aggregators. | haven't seen reliable adoption figures for those prod-
ucts so | wouldn’t be able to tell whether these are really being adopted by consumers
or are they just adding noise to an already deafening marketplace. This is not some-
thing MORE TH>N is doing.

In terms of premiums, price comparison is making providers’ pricing a lot more
transparent, and may be driving some to lower their premiums to better compete in the
marketplace. Again, | can’t say this is something particularly impacting on MORE TH>N
premiums, as we are fully aware of the need to grow a sustainable business over the
long term.

Q. How do cashback sites compare to comparison sites in terms of effectiveness?

Roberto Hortal, MORE TH>N: Cashback sites share just two characteristics with
price comparison sites: they are consumers’ favorites and they offer us a predictable
marketing cost model based on CPA which makes it easy to work with them. That’s
really where the similarities end, as far as I’'m concerned.

For consumers, cashbacks provide none of the convenience that aggregators do.
For merchants, cashbacks firmly root the market back to nonscalable territory. They
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provide no real extra reach — at least nothing compared with aggregators’ ability to
display an insurer’s prices to all its visitors.

From that point of view, cashbacks are just glorified online directories, so basic in fact
that they need to incentivise people to visit them and give away listings’ impressions to
merchants in order to generate business. Cashbacks are important because they have
found the single proposition that consumers value over convenience; hard cash.

| see cashbacks as competing with, rather than complementing, comparison sites.
Savvy consumers are already making comparisons on the aggregators, then heading
off to Quidco to make the purchase. This behaviour threatens the long-term sustain-
ability of the price comparison sites in their current incarnation, as well as opening the
door to interesting opportunities for cooperation and cross-pollination among them.

What is most interesting to me is the social media potential of cashback sites.
Cashback sites work with their customers purely on trust. This trust is generated via tools
(such as merchant ratings, discussion forums, blogs, etc) that allow users to weed out
the bad merchants and promote the good ones. An active community of users poten-
tially recommending your brand to their mates for immediate purchase? Who wouldn’t
want a piece of that?

Q. How are retention rates working out for customers referred from comparison
sites, affiliates, search, cashback sites etc?

Roberto Hortal, MORE TH>N: It's been widely reported that retention rates for
customers from channels which prime price over value are lower than average. It’s not
just the channels themselves; the barrage of insurance advertising people are constantly
under is helping educate people about the potential savings to be had by churning.

From my point of view, lower retention rates are largely a long-term trend of our own
making. Car insurance, much like mobile phones, is largely a saturated market and
companies grow their books primarily by taking others’ customers.

Aggregators and cashbacks have certainly accelerated this trend and making it
even more urgent for the industry to find a way to reinvent itself so that either this long-
term trend is reversed (by aggressively rewarding loyalty, perhaps) or the industry
adapts to provide the shorter-term products people seem to prefer these days.

What proportion of your sales is being generated through the web, and can you
break that down by channel (eg affiliates, comparison sites etc)?

| am not able to give a precise figure. However | will say that eBusiness (that’s
what we call the aggregate of Direct Web and Aggregators at MORE TH>N) is our
main sales channel.

People have clearly adopted the internet as their preferred option when it comes
not just to research, but also to purchase of general insurance, and we’re clearly seeing
this ourselves.

Q. How does online acquisition compare to offline in terms of cost?

Roberto Hortal, MORE TH>N: While individual channels’ Cost Per Sale vary, and it
could be claimed that online channels tend to carry a lower ‘last click’ CPS, the truth
is that offline spend contributes massively to creating awareness and driving searches,
direct visits, affiliate clicks, etc.

| am not convinced that talk about ‘online costs’ and ‘offline costs’ contributes
much. | prefer to spend my energy trying to find a good model to split each sale’s
attributed value proportionally to every single activity that, over time, contributed to this
individual customer finally making a decision to purchase our product.
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Q. Are there still a lot of consumers out there that research online but convert
offline?

Roberto Hortal, MORE TH>N: I'm not seeing a lot of those cases anymore. People
did display that behaviour years ago but most are now familiar and comfortable with
the internet as a distribution channel. People are also aware of the many ways in which
merchants, payment providers and regulators protect their online transactions. Indeed,
it seems to me I’'m better protected when shopping online — from disreputable
merchants — than offline.

We do see consumers doing research on price comparison sites, then visiting direct
and getting a quote before they eventually buy. That figure is made up of early adopters
and is rapidly decreasing as well, on the back of familiarity, trust and changes by the
price comparison sites which mean that prices displayed are more accurate and less
likely to change now.

Q. Are you doing anything to move away from the last click wins [attribution of
sale to the last referrer to a site discussed in Chapter 9] model?

Roberto Hortal, MORE TH>N: As I've already mentioned a couple of times, this is a
priority for me. | believe finding such a model could be a huge competitive advantage
for a marketer. We’re working hard internally and with our agencies to develop and test
various approaches to a much more complex way to attribute sales to the ‘marketing
value chain’, with some success so far although we’re still well into the journey.

Q. Are you looking at other forms of online marketing like viral?

Roberto Hortal, MORE TH>N: I’'m always looking at opportunities to do things differ-
ently. We did an interesting thing with viral last Christmas where we bridged online and
the real world. Our Personal Customer Managers emailed customers to let them know
of our Christmas opening hours and included, as a little present, a papercraft model of
our MORE TH>N wood people, the ones featured in our ad campaign.

The models could be printed, folded and glued into Christmas decorations. We had
quite a few downloads and I’'m sure we made a few people smile. Some may have even
decided to stay with us.

Q. Can you talk a bit about Living, your green social network; the reasons for its
launch and the challenges of execution?

Roberto Hortal, MORE TH>N: Living is our main social networking activity. We’re not
new to social networking by any means - we've been successfully running
PetHealthcare.co.uk, a community and forum for Pet owners, for a number of years.

In the spirit of MORE TH>N, We Do More, last year we started looking for more
opportunities for MORE TH>N to enable conversations around other topics of interest
to our potential customers.

We commissioned iCrossing, our SEO [Search Engine Optimization, explained in
Chapter 9] partner, to use its Network Sense methodology to map the networks of
topics and conversations where our product, brand or site featured as part of the
discussion. This work identified a gap that we could step in to fill - we couldn’t find a
neutral, authoritative, trusted and consumer-friendly space to discuss practical issues
around how to live greener daily lives.

If it was to succeed, the site had to be genuine: countless companies have tried
and failed to infiltrate the social space (remember Zuzzid?) when the only workable
approach is to contribute and share freely. To be genuine useful. To really participate.

So we set it up using the tools that most bloggers use (Wordpress and plugins),
gave it an independent voice (the writers, all professionals, are completely independent
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e N
from MORE TH>N and have complete editorial control), freed the content by using a
non-restrictive Creative Commons licence throughout the site and allowed it to
become part of the fabric of social networking by providing countless ways to share,
bookmark, recommend, rate and comment.

We also made sure the site was easy to use, accessible and effective at interacting
with search engines. And of course we give it daily in-depth, engaging, original content
so our audience will always find a new topic to add to their online conversations.

We launched the site just a couple of weeks before the big flood events last year.
When the floods hit we published an article on how to best prevent flood damage and
make a successful claim. It shot up to position one on Google for the search ‘flood
advice’. Even now, over a year later, it sits comfortably at position three, just below the
entries from the environment agency and direct.gov.

The site is clearly delivering its stated goals of being eminently useful and creating
long-term engagement with the brand. It’s constantly developing as a result of user
feedback, broadening the topics covered and providing the types of content and serv-
ices its increasingly numerous audience find useful. It is really taking on a life of its own.

And all the while, it is delivering a branded experience to the thousands of people
who decide to spend the time of the day in conversation with MORE TH>N.

Source: Econsultancy (2008) Q&A: MORE TH>N’s Roberto Hortal Munoz on comparison sites, 8 August.
www.Econsultancy.com/news-blog/366073/g-a-more-th-n-s-roberto-hortal-munoz-on-comparison-sites.html
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Strategic agility

The capability to innovate
and so gain competitive
advantage within a
marketplace by
monitoring changes
within an organization’s
marketplace and then to
efficiently evaluate
alternative strategies and
then select, review and
implement appropriate
candidate strategies.

All organizations operate within an environment that influences the way in which they con-
duct business. Strategy development should be strongly influenced by considering the
environment the business operates in, as illustrated in Figure 2.1. To inform e-commerce
strategy, the most significant influences are those of the immediate 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 suppliers. Wider influ-
ences are provided by local and international economic conditions and legislation together
with whatever business practices are acceptable to society. Finally, technological innovations
are vital in providing opportunities to provide superior services to competitors or through
changing the shape of the marketplace.

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 knowl-
edge management theory and is based on developing a sound process for reviewing
marketplace opportunities and threats and then selecting the appropriate strategy options. See
Mini Case Study 2.1 for an excellent video introduction to the principles of strategic agility.
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P
Mini Case Study 2.1 The Marine Corps demonstrates strategic agility

Professor Donald N. Sull is an Associate Professor of Management Practice on the Strategy and International
Management faculty at the London Business School.
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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
continuously. 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
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’. He gives the example of the failure of Microsoft to respond
sufficiently fast to the growth of the Internet.

In a second video tutorial, ‘Strategic Agility’, he 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 development, 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 these may repre-
sent learnings or opportunities. Detailed customer insights and business performance are necessary to iden-
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tify 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.

In an e-business context, we can see that strategic agility requires these characteristics and requirements
for an organization to be successful in its strategy development:

e 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.

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

4. 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 end trial.

Now complete Activity 2.1 to review the importance of these environmental influences.

E Activity 2.1 Why are environmental influences important?

Purpose

To emphasize the importance of monitoring and acting on a range of environmental
influences.

Activity

For each of the environmental influences shown in Figure 2.1, give examples of why it
is important to monitor and respond in an e-business context.

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

Online marketplace analysis

Analysis of the online marketplace or ‘marketspace’ is a key part of developing a long-term
e-business plan or creating a shorter-term digital marketing campaign. Completing a mar-
ketplace analysis helps to define the main types of online presence that are part of a ‘click
ecosystem’ which describes the consumer behaviour (Chapter 9) or flow of online visitors
between search engines, media sites and other intermediaries to an organization 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 distri-
bution 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.

To help understand and summarize the online linkages between online businesses and
traffic flows it is worthwhile to produce an online marketplace map as shown in Figure 2.3.
This shows the relative importance of different online intermediaries in the marketplace and
the flow of clicks between your different customer segments, your company site(s) and dif-
ferent competitors via the intermediaries.
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The main elements of the online marketplace map presented in Figure 2.3 are:

1 Customer segments.
The marketplace analysis should identify and summarize 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 inter-
mediaries and your web site.

2 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 2.4) 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.



Share of search
The audience share of
Internet searches
achieved by a particular
audience in a particular
market.
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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
or from a bookmark or e-mail. Alternatively they may search 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 calcu-
late the total potential opportunity 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 from
different search engines.
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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
direct or through an
affiliate network.

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.

-

Top 10 generic and branded search terms sending traffic to a Hitwise
custom category of the top 25 flower websites in the UK over the four
weeks ending 1 March 2007

Table 2.1

Branded term popularity Generic term popularity

1 interflora flowers

2 flying flowers mothers day flowers

3 tesco flower delivery

4 interflora uk mothers day

5 tesco flowers flowers delivered

6 next flowers mothers day gifts

7 flowers by post florists

8 next flowers for mothers day
g asda valentines flowers

0

=

asda flowers send flowers

Source: Hitwise press release: UK Internet visits to flower web sites at highest-ever peak in February, London,
6 March 2008

Intermediaries and media sites.

Media sites and other intermediaries such as aggregators and affiliates are often successful

in attracting visitors via search or direct since they are mainstream brands. Companies

need to assess potential online media and distribution partners in the categories shown in

Figure 2.2 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. Niche or vertical media sites, e.g. E-consultancy, ClickZ.com in B2B.

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

d. 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 percent of sales.

e. Niche affiliates 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 important collectively.

Again, the relative importance of these site types can be assessed using the services

summarized in Box 2.1.

Destination sites

These are the sites that the marketer is trying to generate visitors to, whether these are trans-

actional sites, like retailers, financial services or travel companies or manufacturers or brands.

Figure 2.3 refers to OVP or online value proposition which is a summary of the unique

features of the site which are described in more detail in Chapters 4 and 8. The OVP is a key

aspect to consider within planning — marketers should evaluate their OVPs against competi-
tors’ and think about how they can refine them to develop a unique online experience.
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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 summarize a selec-
tion of free and paid for services which can be used for online marketplace analysis.
These resources can be used to assess the number of people searching for information
and the popularity of different types of sites measured by the number of unique visitors.

E-consultancy (www.e-consultancy.com) provides a summary of many of the latest
research from these sources together with its own reports such as the Internet
Statistics compendium.

Table 2.2 Research tools for assessing your e-marketplace

Service

Usage

1. Alexa (www.alexa.com). Free tool, see
also www.compete.com. The new Google
Trends for Websites
(http://trends.google.com/websites,
Figure 2.4) gives this information using a
larger sample size.

2. Hitwise (www.hitwise.com). Paid tool,
but free research available at
http://weblogs.hitwise.com.

3. Netratings (www.netratings.com). Paid
tool. Free data on search engines and
intermediaries available from press release
section.

4. Comscore (Wwww.comscore.com).
Paid tool. Free data on search engines
and intermediaries available from press
release section.

5. ABCE Database (www.abce.org.uk)
Free tool. (Choose ABCE Database.)

6. Search keyphrase analysis tools.
Compilation available from
www.davechaffey.com/seo-keyword-tools.

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

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.

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 gives 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.

The Audit Bureau of Circulation (Electronic)
gives free access to its database of portals
(not destination sites) that have agreed to
have their sites audited to prove traffic vol-
umes to advertisers.

Tools such as the Google Keyword tool and
Google Traffic Estimator can be used to
assess the popularity of brands and their
products reflected by the volume of search
terms typed into Google and other search
engines. The Yahoo! Site Explorer can be
used to assess links between sites.

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).
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7
Service Usage
8. Gartner (www.gartner.com) Another research service, in this case
focusing on technology adoption. See also
Jupiter Research (www.jupiterresearch.com)
which often has good reports on e-mail
marketing best practice.
9. Internet or Interactive Advertising Research focusing on investment in different
Bureau (IAB) US: www.iab.net, digital media channels, in particular display
UK: www.iab.uk.net, ads and search marketing.
Europe: www.iabeurope.eu
(see also www.eiaa.net)
10. Internet Media in Retail Group The IMRG has compilations on online
(IMRG) (www.imrg.org) e-commerce expenditure and most popular
retailers in the UK.
- J
J

Marketplace channel structures describe the way a manufacturer or selling organization
delivers products and services to its customers. Typical channel structures between business
and consumer organizations are shown in Figure 2.5.

A distribution channel will consist of one or more intermediaries such as wholesalers and
retailers. For example, a music company is unlikely to distribute its CDs directly to retailers,
but will use wholesalers who have a large warehouse of titles which are then distributed to
individual branches according to demand. Of course, today they can distribute digital tracks
straight to online retailers such as iTunes and Napster, a major change to their channel strat-
egy. 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!

e N

Channel
partners
(organization)

Channel
partners
(suppliers)

¢ N
>

Consumer

Organization
customers

Key

Business
customers

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

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

Q Suppliers A Intermediaries O Customers
- B2B and B2C interactions between an organization, its suppliers and its
Figure 2.5 customers
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Disintermediation
The removal of
intermediaries such as
distributors or brokers
that formerly linked a
company to its
customers.
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Producer »  Wholesaler > Retailer » Consumer

Producer J Wholesaler L Retailer » Consumer
Producer J Wholesaler Retailer L Consumer

. Disintermediation of a consumer distribution channel showing
Figure 2.6 (a) the original situation, (b) disintermediation omitting the wholesaler, and
(c) disintermediation omitting both wholesaler and retailer

(a)

(b)

(c)

The relationship between a company and its channel partners shown in Figure 2.5 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’.

Figure 2.6 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 2.6(a) shows the former position where a company marketed and sold its prod-
ucts by ‘pushing’ them through a sales channel. Figures 2.6(b) and (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) calculate 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.

Vauxhall (www.vauxhall.co.uk), the UK part of General Motors, provides a good example
of the response to the opportunities provided by new electronic channels. The initial aims
for this web site were not limited to online sales generation. Indeed, a wholesale replacement
of dealerships was not envisaged. Additional aims included raising the profile and branding
awareness of Vauxhall and lead generation for dealerships (such as brochure and test drive
requests). To achieve these aims online approaches used include differential pricing (‘Vaux-
hall Internet Price’), an online sales support tool (‘Vauxhall Advisor’) and an e-mail
newsletter. CIO (Chief Information Officer) (2002) reported that in November 2001, eGM —a
group created in 1999 to manage e-business projects and processes throughout General
Motors — was dismantled and rolled back into GM’s traditional business units. While scep-
tics may point to this as evidence of disappointing results from e-business, the article reports
that GM executives, including CEO Rick Wagoner and CIO’s Ralph Szygenda, say the
changes at eGM are not indicative of a wholesale retreat from e-business:

The intent from the beginning was to create a separate function for two to three years to
drive [e-business capabilities] across GM. The dismantling of the eGM group is seen as a
sign of success, with e-business now an integral part of the company’s fabric.

GM managers also point to the role of the Internet in generating leads for dealer sales. In
September 2001, the GM BuyPower US web site has delivered an average of more than 2,000
leads to dealers per day with 20 per cent of dealer leads generated through BuyPower con-
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Reintermediation
The creation of new
intermediaries between
customers and suppliers
providing services such
as supplier search and
product evaluation.
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Figure 2.7 From original situation (a) to disintermediation (b) and reintermediation (c)
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verting into sales. This pattern of the incorporation of e-business back into traditional
structures is commonplace amongst the advanced adopters of e-business who have success-
tully integrated e-business into their organizations.

Although disintermediation has occurred, reintermediation is perhaps a more significant
phenomenon resulting from Internet-based communications. Figure 2.7 illustrates this con-
cept. Let us take the example of car insurance in the UK market. In Figure 2.7(a) we
commence with the traditional situation in which many sales were through brokers such as
the Automobile Association (www.theaa.co.uk). With disintermediation (Figure 2.7(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 web site. 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 2.7(c)).

In the UK Screentrade (www.screentrade.com) and Confused (www.confused.com) are
examples of a new entrant broker providing a service for people to find online insurance at a
competitive price. Esurance.com and Insurance.com are US examples. Reintermediation
removes this inefficiency by placing an intermediary between purchaser and seller. This
intermediary performs the price evaluation stage of fulfilment since its

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.’

database has links updated from prices contained within the databases of
different suppliers. Screentrade was purchased by Lloyds TSB, a tra-
ditional financial services provider, but is still positioned as independent
from its parent.

What are the implications of reintermediation for the e-commerce
manager? First, it is necessary to make sure that your company, as a sup-

Countermediation
Creation of a new
intermediary by an
established company.

plier, is represented with the new intermediaries operating within your
chosen market sector. This implies the need to integrate, using the Internet, databases contain-
ing price information with those of different intermediaries. Forming partnerships or setting
up sponsorship with some intermediaries can give better online visibility compared to com-
petitors. Second, it is important to monitor the prices of other suppliers within this sector
(possibly by using the intermediary web site for this purpose). Third, it may be appropriate to
create your own intermediary, for example DIY chain B&Q has set up its own intermediary to
help budding DIYers, but it is positioned separately from its owners. Such tactics to counter or
take advantage of reintermediation are sometimes known as countermediation. Screentrade
is another example of countermediation, except that here the strategy of Lloyds TSB was to use
the lower-risk approach of purchasing an existing online intermediary rather than creating its
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own intermediary. A further example is Opodo (www.opodo.com) which has been set up by
nine European airlines including Air France, BA, KLM and Lufthansa. Such collaboration
would have been inconceivable just a short time ago.

( Location of trading in the marketplace W

Electronic
marketplace

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

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 marketspace has many alternative virtual locations where an organization
needs to position itself to communicate and sell to its customers. Thus one tactical marketing
question is: ‘What representation do we have on the Internet?” One aspect of representation that
needs to be considered is the different types of marketplace location which indicate the balance
of power in a relationship. Berryman et al. (1998) identified a useful framework for this, identi-
fying 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 which have
been set up so that it is the buyer who initiates the market-making. This can occur through pro-
curement posting where a purchaser specifies what they wish to purchase, it is sent by e-mail to
suppliers registered on the system and then offers are awaited. Aggregators involve a group of
purchasers combining to purchase a multiple order, thus reducing the purchase cost. Neutral
sites are independent evaluator 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).

(4 ™
Table 2.3 Different places for online representation

Place of purchase

Examples of sites

A. Seller-controlled
B. Seller-oriented

C. Neutral

D. Buyer-oriented

E. Buyer-controlled

e \lendor sites, i.e. home site of organization 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

¢ Intermediaries not controlled by buyer’s industry, e.g. EC21 (www.ec21.com)
¢ Product-specific search engines, e.g. CNET (www.computer.com)

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

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

¢ 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

¢ Web-site procurement posting on company’s own site, e.g. GE
e Trading Process Network (www.gxs.com)

Source: Adapted from McDonald and Wilson (2002)

A Seller-controlled sites are those that are the main site of the supplier company and are
e-commerce-enabled.

B Seller-oriented sites are controlled by third parties, but represent the seller rather than
providing a full range of options.
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C Neutral sites are independent evaluator intermediaries that enable price and product

comparison and will result in the purchase being fulfilled on the target site.

Buyer-oriented sites are controlled by third parties on behalf of the buyer.

E Buyer-controlled sites usually involve either procurement posting on buyer-company sites
or those of intermediaries that have been set up in such a way that it is the buyer who initi-
ates the market making.

O

We will see in Chapter 7 that the most successful intermediaries such as Covisint are those
which are not independent, but are seller-oriented or seller-controlled.

Evans and Wurster (1999) have argued that there are three aspects of navigation that are
key to achieving competitive advantage online. These should be considered when selecting
intermediaries. The three aspects are:

e Reach. Evans and Wurster say: ‘It [reach] means, simply, how many customers a business
can connect with and how many products it can offer to those customers.” Reach can be
increased by moving from a single site to representation with a large number of different
intermediaries. Allen and Fjermestad (2001) suggest that niche suppliers can readily reach
a much wider market due to search-engine marketing (Chapter 8). Evans and Wurster also
suggest reach refers to the range of products and services that can be offered since this will
increase the number of people the company can appeal to.

e Richness. This is the depth or detail of information which is both collected about the
customer and provided to the customer. The latter is related to the richness of product
information and how well it can be personalized to be relevant to the individual needs.

e Affiliation. This refers to whose interest the selling organization represents — consumers or
suppliers —and stresses the importance of forming the right partnerships. This particularly
applies to retailers. The authors suggest that successful online retailers will provide
customers who provide them with the richest information on comparing competitive
products. They suggests this tilts the balance in favour of the customer.

It is also useful to consider the scale of e-commerce when evaluating the long-term potential
of an e-commerce site and in particular business-to-business marketplaces or exchanges
(Chapter 7, p. 400). Has the facility been set up by a single supplier or by multiple suppliers?
Can it support many customers or is it available to a limited number of customers? Such
questions need to be asked by companies developing an e-business strategy since it will
govern who it is best to partner, both for procurement and for sales. Such questions are
answered from a strategic perspective in later chapters. Figure 2.8 shows three alternatives
across the continuum of trading for trading within the electronic marketspace.
The options can be summarized as follows:

e Sell-side at supplier’s site (typically one supplier to many customers). Examples: most
e-tailers such as Amazon (www.amazon.com) or Dell (www.dell.com).

e Sell-side at distribution portal (some suppliers to many customers).

e Buy-side at buyer’s site (many (or some) suppliers to a single customer). Examples: first to
set this up was General Electric Trading Post Network, now the GE subsidiary Global
eXchange Services (www.gxs.com).

e Buy-side at procurement portal (many suppliers to selected customers).

e Neutral exchanges, marketplaces or hubs (many suppliers to many customers). Examples:
VertMarkets (www.vertmarkets.com) and Global Composite (www.globalcomposites.com).

Markets can also be considered from another perspective — that of the type of commercial
arrangement that is used to agree a sale and price between the buyer and supplier. The main
types of commercial arrangements are shown in Table 2.4.

It can be seen from Table 2.4 that each of these commercial arrangements is similar to
traditional arrangements. Although the mechanism cannot be considered to have changed,
the relative importance of these different options has changed with the Internet. Owing to
the ability to rapidly publish new offers and prices, auction has become an important means
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Figure 2.8 Variations in the location and scale of trading on e-commerce sites
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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
mechanism to auction as on Commerce One
(www.commerceone.net)

2 Brokered deal Example: intermediaries such as
Screentrade (www.screentrade.co.uk)

3 Auction Examples: C2C: eBay (www.ebay.com) B2B:
Industry to Industry (http://business.ebay.co.uk/)

4 Fixed-price sale Examples: all e-tailers
5 Pure markets Example: electronic share dealing

Barter Examples: www.intagio.com and
www.bartercard.co.uk

Negotiation — bargaining between single seller and buyer.
Continuous replenishment — ongoing fulfilment of orders
under pre-set terms

Achieved through online intermediaries offering auction and
pure markets online

Seller auction — buyers’ bids determine final price of sellers’
offerings. Buyer auction — buyers request prices from multiple
sellers. Reverse — buyers post desired price for seller acceptance

Static call — online catalogue with fixed prices. Dynamic call —
online catalogue with continuously updated prices and features

Spot — buyers’ and sellers’ bids clear instantly

Barter — buyers and sellers exchange goods. According to the
International Reciprocal Trade Association (www.irta.com)
barter trade was over $9 billion in 2002

Source: Adapted and reprinted by permission of Harvard Business Review from table on pp. 2-3 from ‘The all-in-one-market’, by Nunes, P,
Kambil, A. and Wilson, D., in Harvard Business Review, May-June, 2000. Copyright © 2000 by the Harvard Business School Publishing

Corporation, all rights reserved
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Debate 2.2 W

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. Many airlines have successfully tri-
alled auctions to sell seats remaining on an aircraft just before a flight,

have not changed.’

Innovative business models

‘The new business models associated
with the dot-com era were, in fact,
existing models in an online context.
Business models and revenue models

and this has led to the site www.lastminute.com which can broker or link
to such offers.

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 characterized by its unique and
proprietary ‘Name Your Own Price™ buying service. Here, users enter

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

Multi-channel
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 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 inventory available from its participating suppliers, the deal will go ahead. The
brand has also been licensed overseas. In the UK, priceline.com has three core services: air-
line tickets, hotels and car hire, and a similar service has been launched in Asia (Figure 2.9).

The importance of multi-channel marketplace models

In the previous section we discussed new types of online channels and intermediaries, but it
needs to be stressed that in many categories, purchasers use a combination of channels. As
consumers 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. These media are still very important for marketers to communicate
with customers who still spend the majority of their waking hours in the real world rather
than the virtual world. It follows that an effective approach to using the Internet is as part of
a multi-channel marketing strategy. This defines how different marketing channels should
integrate and support each other in terms of their proposition development and communi-
cations based on their relative merits for the customer and the company. The multi-channel
approach is also a common theme throughout this book and we return to it in Chapter 4.
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Infomediary

A business whose main
source of revenue derives
from capturing consumer
information and
developing detailed
profiles of individual
customers for use by
third parties.
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Figure 2.10 sell their property

Developing ‘channel chains’ which help us understand multi-channel behaviour is a power-
ful technique recommended by McDonald and Wilson (2002) for analysing the changes in a
marketplace introduced by the Internet. A channel chain shows different customer journeys
for customers with different channel preferences. It can be used to assess the current and
future performance of these different customer journeys. An example of a channel chain is
shown in Figure 2.10. A market map can be used to show the flow of revenue between a
manufacturer or service provider and its customers through traditional intermediaries and
new types of intermediaries. For example, Thomas and Sullivan (2005) give the example of a
US multi-channel retailer that used cross-channel tracking of purchases through assigning
each customer a unique identifier to calculate channel preferences as follow: 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. This shows the future
potential for further growth and suggests that different strategies need to be developed to
appeal to each group.

Different types of online intermediary

As we showed through Figure 2.3, identifying different types of online intermediary as
potential partners to promote an e-business is a key part of marketplace analysis. In this sec-
tion, we take a more in-depth look at the different types of intermediaries and the business
and revenue models they adopt.

Sarkar et al. (1996) identified many different types of new intermediaries (mainly from a
B2C perspective) which they refer to using the dated term ‘cybermediaries’. Hagel and Ray-
port (1997) use ‘infomediary’ specifically to refer to sale of customer information. See Box 2.2
for further information on this concept and the related concept of the metamediary.



72 Part 1 Introduction

«=xe

Metamediaries
Intermediaries providing
information to assist with
selection and discussion
about different products
and services.

Infomediaries and metamediaries

Infomediaries which have developed in response to the online marketplace include:

e Online audience panel or research providers selling information of online audience
behaviour and media consumption such as Comscore, Hitwise and Nielsen Netratings
listed in Table 2.2.

e E-mail list brokers who obtain permission to e-mail consumers or businesses, for
example TMN Group plc (www.tmnplc.com) holds over 8 million e-mail addresses
of UK consumers and businesses.

e Advertising networks such as DoubleClick (www.doubleclick.com) or Google AdWords
(http://adwords.google.com) which through relationships with publishers offer adver-
tising services which are based partly on audience behaviour in responding to ads.

Another term you may hear associated with intermediaries, is ‘metamediary’. This is an
important class of intermediary that bring buyers and sellers together, providing inde-
pendent information. The prefix ‘meta’ is from the Greek term meaning ‘adjacent or with’
and can be thought of as information an intermediary can provide about a product or
service to assist with product selection. Metacritic (www.metacritic.com, Figure 2.11)
provides reviews of music and movies from traditional publications and community
reviewers and adds value by ranking them in order — an essential site! It is an ad-funded
Internet start-up which was purchased by CNET Networks, also known for their compar-
ison sites about electronic products and their shareware service (www.download.com).

Price comparison sites can be considered to be a type of metamediary although
how truly independent they are will depend on their advertising and editorial policies!

/~ Movie Reviews, Music Reviews, TV Show Reviews, Game Res IS, o x|
ﬂ 1K IC—'::-_:;—: P~
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Metacritic (www.metacritic.com)
Source: CBS Interactive.

Figure 2.11
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Some of the main new intermediaries identified by Sarkar et al. (1996) were:

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
Digicash).

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

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

Timmers (1999) identified other sites which we will review later for their alternative revenue
models. It is useful to review how the role of online intermediaries has changed since this
time to evaluate the importance of different types of intermediaries today in reaching and
influencing an audience. General directories are now less important and have mainly
merged with search engines since search is now the preferred form of access through the
search engines that have risen to the top of the pile, namely Google, Yahoo! and Microsoft
Live. However, traditional directory owners such as the Yellow Pages (www.yell.com) and
many small-scale directories of sites still exist in vertical sectors which give opportunities for
visibility to be reviewed by companies.

Online shopping malls, which were online equivalents of the offline phenomenon, did not
prove effective since there was no consumer benefit in visiting a shopping mall retailer when
you could go direct to the retailer’s web site. Instead, sites in the evaluator category such as
the price comparison search engines we considered earlier in this chapter such as Kelkoo and
Pricerunner have become important destinations since they enable a choice of many suppli-
ers across many categories based on price. E-retailers such as Amazon have remained
important, but many such as CDNow have failed since they could not balance the expendi-
ture on customer acquisition with the need to retain customers. These have been replaced by
new e-retailers such as CDWow (www.cdwow.com) and Play.com (www.play.com). Many of
the forms of digital currency such as Digicash and E-cash did not prove popular. Instead,
PayPal (www.paypal.com) became popular and was purchased by eBay (www.ebay.com, see
Case Study 1.3). The C2C virtual communities category described by Sarkar et al. has proved
to be where many online users spend the most time, with specialist forums and chatrooms
and the major social networks such as Bebo, Facebook and MySpace. For the younger age
group, HabboHotel (www.habbohotel.com) has proved popular in many countries.

A more recent trend in consumer intermediaries is the growth of cashback sites. An inter-
esting initiative blending search, comparison sites and cashback launched by Microsoft in 2008
is shown in Mini Case Study 2.2 on a new Microsoft cashback initiative in their Live Search.
This is a typical powerplay between intermediaries which digital communications facilitates.

Mini Case Study 2.2 Microsoft combines cashback with product comparison in their Live
' search engine

Microsoft introduced their Live search cashback (http://search.live.com/cashback) on 21 May 2008. It was
initially limited to US citizens.

Microsoft’s value proposition is evident from their cashback search FAQ which include the positioning
statement:

We want to earn your loyalty and reward it with cashback savings for your everyday online shopping. We
are ‘The Search That Pays You Back!

Strictly speaking, it isn’t a ‘get paid to search’ service as some of the headlines at the time suggested, but instead
consumers are paid a cashback sum after purchasing through one of Microsoft’s participating merchants.
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The amount of cashback is set by the merchants — so it varies. For example, an iPod Touch varied from 2
to 6% at launch - that’s a saving of $7-25 on a $300+ product. You can see that Microsoft’s strategy is to
take audience away from both the comparison and the cashback sites by aggregating both services!
Microsoft also adds a revenue stream since merchants will pay Microsoft for each sale as part of an affiliate
scheme and Microsoft passes on the fee to each purchaser. Microsoft needs to take care of possible
conflicts with the comparison sites which will invest a lot on advertising through the Microsoft site.

J

Portal

A web site that acts as a
gateway to information
and services available

on the Internet by
providing search engines,
directories and other
services such as
personalized news or
free e-mail.

A further type of intermediary is the virtual marketplace or virtual trading community.
These are of vital importance in the B2B marketplace. From the supplier’s or manufacturer’s
perspective they provide a new channel for selling their products. If the marketplace is set up
by major players in an industry such as the Covisint marketplace originally created by Ford,
GM and DaimlerChrysler (www.covisint.com) it will probably be essential to trade with key
customers via this method, since this will be a prerequisite for trading with the customer.
From the viewpoint of the B2B customer procuring supplies, the virtual marketplace offers
the opportunity for lower prices as pricing becomes more transparent, giving rise to greater
price competition. The form of these marketplaces is considered in more detail in Focus on
electronic B2B marketplaces in Chapter 7.

Portals

The concept of the portal evolved to reflect the range of services offered by some online
intermediaries. The term ‘portal’ originated with reference to sites that were the default
home pages of users. In other words, when users started their web browser, the first page
they saw was their personal home page. When users use a newly installed browser it will be
set up so that the home page is that of the company that produces it. In the case of Microsoft
this is usually www.msn.com (the Microsoft Network) and for broadband provider Orange
in Europe it is www.orange.com.

Types of intermediaries

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 terms since they act as a checklist for how their companies can be repre-
sented on the different types of intermediaries.

Table 2.6 shows the relative importance of different types of intermediaries according to
an online audience panel measurement company. It is apparent that there is similarity in the
top search engines, portals, social networks and media owners in the different regions. Com-
score publishes data on other European, Asian and Latin American countries at
www.comscore.com/press. In the UK, US properties dominate.
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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:

® 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

L]

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

Blogger (www.blogger.com) hosts many
blogs

Many company blogs are created using
Typepad or Movable Type
(www.movabletype.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)
ITWeek (www.itweek.co.uk)

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)

Chem Industry (www.chemindustry.com)
Barbour Index for B2B resources
(www.barbour-index.com)

Econsultancy (www.econsultancy.com)
Focuses on e-business resources
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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.

Directories or
catalogues
Structured listings of
registered sites in
different categories.

P
Table 2.6 Comparispp of top 20 web properties between the UK and US ranked in
order of visits in June 2008.
UK us
1 Google sites Google sites
2 Microsoft sites Yahoo! sites
3 eBay Microsoft sites
4 Yahoo! sites AOL LLC
5 BBC sites Fox Interactive Media
6 AOLLLC eBay
7  Facebook.com Amazon sites
8  Wikipedia sites Wikipedia sites
9  Ask Network Ask Network
10  Amazon sites Apple Inc.
11 Fox Interactive Media Viacom Digital
12 Daily Mail Group Turner Network
13  Apple Inc. New York Times Digital
14  Lycos Europe Sites Glam Media
15  CNET Networks FACEBOOK.COM
16  Tesco Stores Weather Channel, The
17  Home Retail Group CNET Networks
18 Yellow Book Network craigslist, inc.
19  Sky sites Wal-Mart
20  News International Superpages.com Network
21 Expedia Inc Disney Online
22 Moneysupermarket.com Financial Group Adobe sites
23  Gorilla Nation Time Warner — Excluding AOL
24 Viacom Digital Gorilla Nation
25  Orange Telecommunications sites Verizon Communications Corporation
Source: Comscore (20082, b) UK and European companies marked in bold

-

The importance of search engines

Search engines are a key type of intermediary for organizations 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 per cent of web users state that they use search engines to find infor-
mation online. Their importance can also be seen from their audience size in Table 2.2.
Search engines also offer a directory of different web sites. We see how search engines work
in more detail in Chapter 9 and also how companies can market themselves on the search
engines through search engine optimization and paid search marketing. For marketplace
analysis it is useful for companies to assess demand for products and brand preferences in
different countries using tools such as the Google Keyword Tool (Figure 2.12) which shows
the volume of searches by consumers related to clothes in the UK in a one-month period.
CPC is the cost per click charged to advertisers. Google uses this tool to encourage advertis-
ers to use its Adwords advertising service.
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Figure 2.12

Business models for e-commerce W

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.

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 intermedi-
aries. Venkatram (2000) points out that existing businesses need 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 funding from venture
capitalists. But what is a business model? Timmers (1999) defines a ‘business model’ as:

An architecture for product, service and information flows, including a description of the
various business actors and their roles; and a description of the potential benefits for the
various business actors; and a description of the sources of revenue.

The business model for e-commerce requires consideration of a company and its position in
which relate to structure of the micro-environment shown in Figure 2.1. Investors will
require eight key elements of the business model to be defined which will summarize the
organization’s e-business strategy:
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Value proposition. Which products and or services will the company offer? This is supple-
mented by the added value defined using the online value proposition described in Chapter 5
under the six headings of Content, Customization, Community, Convenience, Choice and
Cost Reduction.

Market or audience. Which audience will the company serve and target with its com-
munications? For example, business-to-business, business-to-consumer or not-for-profit?
Within these categories are there particular audience segments that will be targeted. The
scope of geographical markets such as countries, regions or towns need to be defined. A
communications plan as described in Chapters 8 and 9 will detail how the audience will be
reached and influenced using online communications on other sites and offline com-
munications such as advertising and public relations.

Revenue models and cost base. What are the specific revenue models that will generate
different income streams? What are the main costs of the business forming its budget?
How are these forecast to change through time?

Competitive environment. Who are the direct and indirect competitors for the service
and which range of business models do they possess?

Value chain and marketplace positioning. How is the company and its services positioned
in the value chain between customers and suppliers and in comparison with direct and
indirect competitors?

Representation in the physical and virtual world. What is its relative representation in the
physical and virtual world, e.g. high-street presence, online only, intermediary, mixture?
How will the company influence its audience through the buying process through multi-
channel marketing? For example, how important will be personal interactions such as
phone and chat which attract high service costs, but often have higher conversion rates?
Organizational structure. How will the organization be internally structured to create,
deliver and promote its service (this is covered in Chapter 10)? How will it partner with
other companies to provide services, for example through outsourcing?

Management. What experience in similar markets and companies do the managers have?
What is their profile which can be helpful to attract publicity?

Timmers (1999) identifies no less than eleven different types of business model that can be
facilitated by the web. These are described mainly in terms of their revenue models and
value chain or marketplace positioning. You will notice that many of these are in common
with the intermediary types identified by Sarkar which we reviewed earlier in the chapter:

HODN =
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E-shop — marketing of a company or shop via the web;

E-procurement — electronic tendering and procurement of goods and services;

E-malls — a collection of e-shops such as Indigo Square (www.indigosquare.com);
E-auctions — eBay (www.ebay.com) is the best-known example and offers both B2B and
B2C offerings;

Virtual communities — these can be B2C communities such as the major social networks
or B2B communities such as built around trade publishers; these are important for their
potential in e-marketing and are described in the section on virtual communities in
Chapter 9;

Collaboration platforms — these enable collaboration between businesses or individuals,
e.g. E-groups, now part of Yahoo! (www.yahoo.com) services;

Third-party marketplaces — marketplaces are described in Focus on electronic B2B market-
places in Chapter 7,

Value-chain integrators — offer a range of services across the value chain;

Value-chain service providers — specialize in providing functions for a specific part of the
value chain, such as the logistics company UPS (www.ups.com);

Information brokerage — provide information for consumers and businesses, often to
assist in making the buying decision or for business operations or leisure;

Trust and other services — examples of trust services include Internet Shopping is Safe
(ISIS) (www.imrg.org/isis) or TRUSTe (www.truste.org) which authenticate the quality
of service provided by companies trading on the web.
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Pant and Ravichandran (2001) have also produced a similar list of business models. Publishers
are a major type of business model that is not clearly represented in the Timmers categories.
We examine the revenue models for these in the next section.

Riggins and Mitra (2007) have a more recent evaluation of alternative online marketplace
players which we review in Chapter 7. Regardless of the descriptors used, the important
point is that as part of strategy development, organizations 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 business
models and read Case Study 2.1 to see examples of new revenue models that can be used by a
forward-looking retailer.

[ Activity 2.2 Exploring business models

visit the
www

Revenue models
Describe methods of
generating income for an
organization.

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

Figure 2.13 suggests a different perspective for reviewing alternative business models. There
are three different perspectives from which a business model can be viewed. Any individual
organization can operate in different categories, as the examples below show, but most will
focus on a single category for each perspective. Such a categorization of business models can
be used as a tool for formulating e-business strategy (Chapter 5, p. 295). The three perspec-
tives, 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 (p. 80). The book publisher can use the web to sell direct and
Yahoo! and Amazon can take commission-based sales. Yahoo! also has advertising as a
revenue model.

3 Commercial arrangement perspective (p. 69). All three companies offer fixed-price sales,
but, in its place as a marketplace intermediary, Yahoo! also offers alternatives.

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; perhaps a manufacturer may be able to
sell advertising space or sell digital services that were not previously possible.
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CPM (cost per
thousand)

The cost to the advertiser
(or the revenue received
by the publisher) when an
ad is served 1000 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.

e N\
1. Marketplace position 2. Revenue model 3. Commercial model
Y
Manufacturer or Direct product ) .
. . Fixed-price
primary service sales of
. . sale
provider product or service
B B B A
Y Y
Reseller/retailer Subscription or Bl e
(intermediary) rental of e
service deal
A B
Y . Y Y
Commission-based
Marketplace/exchange sales Auction or
(intermediary) (affiliate, auction, spot
marketplace) A
Y Y
Media owner Advertising Product or service
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
organiaation Y = Yahoo!
9 A = Amazon
B = Book publisher
Figure 2.13 Alternative perspectives on business models

Online publisher and intermediary revenue models

For a publisher, there are many options for generating revenue online based around advertising
and fees for usage of the online service. These options, particularly the first four in the list below,
can also be reviewed by other types of business such as price comparison sites, aggregators,
social networks and destination sites which can also carry advertising to supplement revenue.
The main types of online revenue model are:

1 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 such as FT.com charges advertisers a rate card price (for example €50 CPM)
according to the number of times ad are served to site visitors. Ads may be served by the
site owner’s own ad server or more commonly through a third-party ad network service
such as DoubleClick (which is owned by Google).

2 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



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.
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which enables them to offer text- or image-based ads typically on a CPC basis, but option-
ally on a CPM basis. Microsoft and Yahoo! have similar, but much smaller networks.
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’ which have a high value
to the advertiser. 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 spon-
sors 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.

A fixed-fee sponsorship approach was famously used in 2005 by Alex Tew, a 21-year-old

considering going to university in the UK who earned $1,000,000 in 4 months when he set
up his Million Dollar Homepage (www.milliondollarhomepage.com). His page (Figure
2.14) was divided into 100-pixel blocks (each measuring 10 by 10 pixels) of which there
are 10,000, giving 1,000,000 pixels in total. Alex spent £50 on buying the domain name
www.milliondollarhomepage.com and a basic web-hosting package. He designed the site
himself but it began as a blank page.
Affiliate revenue (CPA, but could be CPC). Affiliate revenue is commission-based, for
example I display Amazon books on my site DaveChaffey.com (www.davechaffey.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,
in 2005 the manufacturing company Unilever negotiated CPA deals with online publishers
where it paid for every e-mail 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 creative or the incentivization to click which will affect the clickthrough rate on the ad
and so earnings from the ad.

Figure 2.14 Alex Tew’s Million Dollar Home Page (www.milliondollarhomepage.com)
S /
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5
6
7
Digital rights
management (DRM)
The use of different 8
technologies to protect
the distribution of digital

services or content such
as software, music,
movies or other digital
data.

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 period of a month or typically a year. These are often referred to as
premium services on web sites. For example, I subscribe to the FT (www.ft.com) for access
to the digital technology section for around €80 per year.

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 pass-
word 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 e-mail marketing. The data a site owner has about its customers
are also potentially valuable since it can send different forms of e-mail to its customers if
they have given their permission that they are happy to receive e-mail from either the
publisher or third parties. The site owner can charge for adverts placed in its newletter 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.

Now complete Activity 2.3 to review alternative revenue sources for an online intermediary.

[ Activity 2.3

visit the
www

Portal services and revenue models — the Yahoo! example

Purpose

To illustrate the range and depth of services available at leading portals and how this
contributes to revenue models.

Background

Yahoo! has arguably the widest range of services of any portal and it has been
successful in growing revenue and achieving profitability despite tough competition
from Google and MSN. You can see the success of the Yahoo! revenue models from
its financial results. At the time of writing the fourth edition, the future of Yahoo! as an
independent company was in doubt, but revenues, for full year 2007 were $6,969
million, an 8 per cent increase compared to $6,426 million for 2006.

Question

Visit the Yahoo! site relevant to your country (from www.yahoo.com) and identify the
range of services offered. Which are pure services, and which are basically providing
information from other sources? You can update on the level of revenue from these
services at the Yahoo! Investor Relations portal (http://yahoo.client.shareholder.com).

Tip
To answer this question you may find it useful to refer to Figure 2.13 where different
business and revenue models are summarized.

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

Calculating revenue for an online business

Site owners can develop models (Figure 2.13) 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.
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Consider the capacity of a site owner to maximize revenue or ‘monetize’ 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 abil-
ity to maximize revenue will be based on these factors which can be modelled in the
spreadsheet shown in Figure 2.15:

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 2.15 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 maximized when they
are as large as practical and in prominent placements. Many online newspaper sites such as
the New York Times (www.nytimes.com) or London Times (www.timesonline.co.uk) will
tend to display ads to the top and right of the screen where they will not interfere too much
with reading the articles. 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 of a newspaper.

e Capacity to sell advertising. Figure 2.15 also has a parameter for the percentage of ad inven-
tory 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 such as FT.com 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.

e Fee levels negotiated for different advertising models. These will depend on the market
competition or demand for advertising space from advertisers. 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).

e 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 maximize the revenue. An illustration of
this approach is shown in Figure 2.15.

To assess how effective different pages or sites in their portfolio are at generating revenue
using these techniques, they 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. This is why you will see some sites which are cluttered with ads. The other alterna-
tive to assess page or site revenue-generating effectiveness is revenue per click (RPC), which
is also known as ‘earnings per click’ (EPC). Alternatively, revenue can be calculated as ad rev-
enue 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 such
as Amazon, and then purchase there.

Activity 2.4 explores some of the revenue models that are possible.
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Figure 2.15

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. Available for
download at www.davechaffey.com/Spreadsheets
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[ Activity 2.4

visit the
www

(S

Revenue models at e-business portals

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. You should:

1 Summarize the revenue models which are used for each site by looking at the

information 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

following 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;

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 Econsultancy (www.econsultancy.com), Figure 2.16.
e Marketing Sherpa (www.marketingsherpa.com).
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Figure 2.16 Econsultancy (www.econsultancy.com)
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Answers to activities can be found at www.pearsoned.co.uk/chaffey
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[ Auction business models W

Offer

A commitment by a
trader to sell under
certain conditions.

Bid

A commitment by a
trader to purchase under
certain conditions.

With the success of eBay (www.ebay.com), auctions have been highlighted as one of the new
business models for the Internet. But how do auctions work, what infrastructure is required
and what is the potential for B2B auctions? In this section we will address some of these issues.
Auctions involve determination of the basis for product or service exchange between a
buyer and seller according to particular trading rules that help select the best match between
the buyer and seller from a number of participants.
Klein (1997) identifies different roles for auction:

1 Price discovery — an example of price discovery is in the traditional consumer auction
involving bidding for antiques. Antiques do not have standardized prices, but the auction
can help establish a realistic market price through a gathering of buyers.

2 Efficient allocation mechanism — the sale of items that are difficult to distribute through

traditional channels falls into this category. Examples include ‘damaged inventory’ that has

a limited shelf life or is only available at a particular time such as aircraft flight or theatre

tickets. Lastminute.com (www.lastminute.com) has specialized in disposal of this type of

inventory in Europe, not always by means of auctions.

Distribution mechanism — as a means of attracting particular audiences.

4 Coordination mechanism — here the auction is used to coordinate the sale of a product to
anumber of interested parties; an example is the broadband spectrum licences for 3G tele-
coms in the UK (www.spectrumauctions.gov.uk).

(]

To understand auctions it is important to distinguish between offers and bids. An offer is a
commitment for a trader to sell under certain conditions such as a minimum price. A bid is
made by a trader to buy under certain conditions such as a commitment to purchase at a
particular price.

There are many potential combinations of the sequence of bids and offers and these
have been described by Reck (1997). Despite the combinations two main types of auction
can be identified:

1 Forward, upward or English auction (initiated by seller). These are the types of auctions
available on consumer sites such as eBay. For these auctions, the seller sets the rules and
the timing, and then invites potential bidders. Increasing bids are placed within a certain
time limit and the highest bid will succeed provided the reserve (minimum) price is
exceeded. The forward auction can also potentially be used to perform price discovery in
a market.

2 Reverse, downward or Dutch auction (initiated by buyer). These are more common on busi-
ness-to-business marketplaces. For these auctions, the buyer sets the rules and the timing.
Here, the buyer places a request for tender or quotation (RFQ) and many suppliers
compete, decreasing the price, with the supplier whom the buyer selects getting the
contract. This will not necessarily be the lowest price since other factors such as quality and
capability to deliver will be taken into account. Companies may use reverse auctions to:

e rationalize suppliers in a particular spending category;
e source new components in an area they are unfamiliar with.

Some marketplaces also offer a basic exchange where buyers and sellers can offer and bid,
but without the constraints of an auction. The scale of some auctions is shown by the auc-
tion activity of large manufacturers such as DaimlerChrysler. Through 2001 there were over
512 online auction bidding events processed for DaimlerChrysler on vendor-supported
portal Covisint (www.covisint.com) amounting to approximately €10 billion, that is, a third
of their total procurement volume. In May 2001, DaimlerChrysler staged the largest online
bidding event ever, with an order volume of €3.5 billion in just four days. As well as savings
in material purchasing prices, DaimlerChrysler also reduced throughput times in purchas-
ing by 80 per cent (Covisint, 2002).
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Note that Covisint (www.covisint.com) is no longer a marketplace, rather it is a neutral
supplier of technology owned by Compuware. The original vision of a neutral B2B market-
place has not transpired. Instead, each manufacturer or company requiring B2B services
uses e-business technology to source materials. So the e-business messaging technology has
proved successful, but the B2B auction marketplace model has not. In 2006, Covisint
technogies had 266,000 users in more than 30,000 companies in 96 countries. Although it
doesn’t now exist as a single marketplace, many manufacturers still use this technology for
procurement. For example, in January 2006, GM announced that it was going to continue
using Covisint for links with its 18,000 worldwide suppliers.

Emiliani (2001) reviews the implications of B2B reverse auctions in detail and Case Study 2.1
shows how auctions can be used in a B2B context.

ORI\ The impact of B2B reverse auctions

This case explains the process of a reverse auction and
the types of products suitable for purchase by this
method. The benefits of reverse auctions are explored
through many examples from different sectors including
purchases by government departments.

A dozen people sit in a room staring at the projection
of a computer screen on the wall.

For 20 minutes or so nothing much happens. ‘It’s a
little like watching paint dry’, says Steve Dempsey,
government partner with the consulting firm Accenture.

But suddenly someone miles away, linked via the
internet, makes a bid. A pale blue dot registers at the top
of the screen. Soon others follow, different colours repre-
senting different companies. An e-auction, aimed at
cutting the price the public sector pays for anything from
paper to computer equipment to air freight, is under way.

Reverse auctions — where companies bid their way
down to the lowest price at which they are prepared to
supply — are a commonplace tool in parts of the private
sector. Operating a little like eBay in reverse, they are a
way for buyers to negotiate, online, with suppliers to
source a range of goods — those whose quality and
nature can be defined with absolute clarity.

Accenture has run more than 1,500 such auctions in
the private sector in businesses as diverse as the oil and
chemical industries, industrial equipment, marketing
and foodstuffs. More than 125 different commodities
have been bought and sold this way, including fork lift
trucks, coffee, foil, fuel, filters, pallets, pipes and struc-
tural steel. Auctions have also included services, such
as temporary staff and contracts for earth removal.

The approach has now come to the public sector and
has been greeted with enthusiasm by the Office for
Government Commerce, which is charged with lopping
£1bn off the government’s £13bn civil procurement bill
over three years.

‘E-auctions are not suitable for everything’, Mr
Dempsey says. The product has to be a commodity —

one where the purchaser can specify precisely what
standards the desired good or service has to meet. It
could not, for example, be used to buy in the services of
lawyers or consultants, or something where the
purchaser has to design the service or innovate. But
about a third of all commodities are suitable for auction,
Mr Dempsey says. For the government, that may mean
hundreds of millions of pounds’ worth of goods a year.

The auctions it has conducted in the private sector
have produced average savings of 17 per cent on the
historic price of previous contracts, Accenture claims.

In the public sector, only the Driver and Vehicle
Licensing Agency, Royal Mail and the Police Information
Technology Organization have used the reverse auction
approach — buying computer supplies and security water-
marked paper, for example. The four auctions, however,
have each produced savings of between 22 per cent and
25 per cent on the previous contract.

The reason, Mr Dempsey argues, is twofold: the field
of suppliers can be widened from those who traditionally
do business with government; and the auction takes
place in real time, increasing the competition on suppliers
to find their lowest price.

The process works by the purchaser spelling out
precisely what is needed, advertising the requirement
and then drawing up an approved list of those who can
meet it. Potentially, Mr Dempsey says, that opens up the
market to small and medium-sized companies that
might not normally see the government as a customer.
The parameters of the auction are then set, the suppliers
trained — and battle commences. Usually auctions are
set to last 30 minutes but are extended for 10 minutes
each time a bid comes in during the last five minutes. An
average auction runs for about 90 minutes, although
some have lasted for several hours.

‘You can really feel the tension and excitement’, Mr
Dempsey says. A company may, for example, have
excess stocks of what the government needs. Or it may
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have a hole in its production run, or a sales target that the
contract fills. ‘It creates real time, dynamic competition
between suppliers’, he says. ‘It’s a real marketplace.” The
DVLA, for example, saved more than £200,000 buying
several tons of watermarked paper. It is now working on
a similar e-auction for millions of the envelopes it uses
every year. The Royal Mail, having saved £550,000 on its
first two e-auctions, is in the process of buying more than
£20m of air freight space to shift air mails.

Paul Cattroll of the DVLA says the reaction of
suppliers is mixed. Some feel that it has forced them to
reduce their profit margins. ‘But it is an opportunity for
the government to get better value for money for the
taxpayer’, he says.

Despite the need to prepare the auction carefully,
Accenture argues that the process can prove quicker
than traditional procurement, while cutting the adminis-
trative cost for both purchaser and provider.

E-auctions have been slow to take off in the public
sector because there was a question mark over whether
they breached European Union procurement rules.

Another barrier is that government contracts tend to run
for many years.

But over time e-auctions could become common-
place. The DVLA and Royal Mail, having tried them on a
pilot basis, both plan to use them again. And the Office
of Government Commerce, happy they now fit within EU
procurement rules, is encouraging other government
departments to use them.

Source: A bid to save money for the government. By Nicholas Timmins.
Financial Times, 29 January 2003.

P
Questions

1 Summarize the operation of a B2B reverse auction
from both the buyer’s and seller’s perspective.

2 Which types of products are suitable for purchase
by reverse auction?

3 Explain the benefits of reverse auction to
purchasers.

4 What are the implications to selling companies
of the reverse auction?

Internet start-up companies W

Dot-coms
Businesses whose main
trading presence is on
the Internet.

Bricks and mortar
A traditional organization
with limited online
presence.

‘Clicks and mortar’
A business combining
an online and offline
presence.

Clicks only or
Internet pureplay
An organization with
principally an 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 rev-
enue models opened up by the Internet in the mid-to-late 1990s. We also consider 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 developed since then.

From ‘bricks and mortar’ to ‘clicks and mortar’

These expressions were introduced in 1999/2000 to refer to traditional ‘bricks and mortar’
enterprises with a physical presence, but limited Internet presence. In the UK, an example of
a ‘bricks and mortar’ store would be the bookseller Waterstones (www.waterstones.co.uk),
which when it ventured online would become ‘clicks and mortar’. Significantly, in 2001
Waterstones decided it was most cost-effective to manage the Internet channel through a
partnership with Amazon (www.amazon.co.uk). In 2006 it reversed this decision and set up
its own independent site once more. As mentioned above, some virtual merchants such as
Amazon that need to operate warehouses and shops to sustain growth have also become
‘clicks and mortar’ companies. An Internet ‘pureplay’ which only has an online representa-
tion is referred to as ‘clicks only’. A pureplay typically has no retail distribution network.
They 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 financial services provider Zopa
(www.zopa.com), or may offer phone service for more valuable customers, as is the case with
hardware provider dabs.com (www.dabs.com).



Burn rate

The speed at which dot-
coms spent investors’
money.

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 e-businesses

Internet pureplay companies are often perceived as dynamic and successful owing to the
rapid increase in visitors to sites, or sales, or due to initial valuations on stock markets. In
reality, it is difficult to assess the success of these companies since despite positive indications
in terms of sales or audience, the companies have often not been profitable. Consider the
three major socal networks: Bebo, Facebook or MySpace — none of these was profitable at the
time of writing the fourth edition.

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 conse-
quence, 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, as you can see
on www.boo.com. Boo.com features as a case study in Chapter 5.

Boo.com sold upmarket clothing brands such as North Face, Paul Smith and Helly
Hansen. Its founders were all under 30 and included Kajsa Leander, an ex-model. 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.

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 sus-
tainability of these companies. There have been many examples where it has been suggested
that dot-com companies have been overvalued by investors who are keen to make a fast return
from their investments. There were some clear anomalies if traditional companies are com-
pared to dot-coms. You can read more about the fate of lastminute.com in Case Study 2.2.

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.

4 The total number of customers.

5 The customer churn rate.

As would be expected intuitively, modelling using these variables indicates that for companies
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.



90

Part 1 Introduction

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;

e performance, availability and security — some sites have been victims of their own success 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 adver-
tising campaigns due to delays in creating the web site 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 dispatched 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
impressions 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 gener-
ated awareness and visits, but didn’t translate to sufficient initial or repeat transactions.
Some of the other start-up companies such as lastminute.com and Zopa.com have been able
to grow without the initial investment 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

Chapter 2 E-commerce fundamentals 91

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 model
which we discussed earlier in this chapter.

This case illustrates the fortunes of lastminute.com, a
start-up which used the Internet to introduce an innovative
service. The case describes the service and its growth.
Success factors in achieving growth and threats to growth
throughout the history of the company are described.
lastminute.com was a European innovation, since at
launch, no equivalent site existed in the USA. lts busi-
ness model is based on commission from selling
‘distressed inventories’ which will have no value if they
are not sold immediately. This includes hotel rooms,
airline and theatre tickets. In the first half of 2005, the
breakdown of product sales (total transaction value on
which lastminute gain commission) was as follows:

Hotels £96 million

Holidays £163 million

Flights £158 million

Car hire £71 million

Non-travel, e.g. theatre tickets £24 million
Total £512 million

lastminute explain TTV as follows: Total transaction
value (‘TTV’) does not represent statutory turnover.
Where lastminute.com acts as agent or cash collector,
TTV represents the price at which products or services
have been sold across the Group’s various platforms. In
other cases, for example the reservation of restaurant
tables, a flat fee is earned, irrespective of the value of
products or services provided. In such cases TTV repre-
sents the flat fee commission earned. Where last-
minute.com acts as principal, TTV represents the price
at which goods or services are sold across the Group’s
various platforms.

Turnover for H1 2005 was £222 million with gross
profit of £83 million. For the Group as a whole, the
number of active customers increased in the half year to
1.69 million compared with 0.99 million in the first half of
2004 (71 per cent growth). There were over 10 million
e-mail subscribers and 7 million cumulative customers,
although not all were active customers. Active customers
purchased 3.6 million items in the half-year, an increase
of 49 per cent over the previous year. This gives an
average order value of £142 (512 divided by 3.6).

O LIRS (1)  |astminute.com — an international dot-com survivor

Although the turnover and gross profit of last-
minute.com did improve until the point of takeover, it did
not achieve profitability in all markets (it did in the UK for
its travel business). It did make great steps in reducing
its customer acquisition costs which were £7.30 prior to
takeover (£5.69 in the UK) in its final financial report as
an independent company. Note ‘customer acquisition
costs’ are calculated in the financial report as all external
media spend divided by the number of unique
customers. This is effectively media spend per customer,
not customer acquisition costs. Since this figure includes
repeat customers it would be expected that this number
would fall naturally in more mature markets.

In 2005, lastminute had relationships with 13,600
suppliers including Lufthansa, Air France, Alitalia, bmi
british midland, United Airlines, Virgin Atlantic Airways,
Starwood Hotels and Resorts Worldwide, The Savoy
Group, Sol Melia, Six Continents, JMC, Disneyland Paris,
Kempinski Hotels, English National Ballet, The Royal Albert
Hall, The Way Ahead Box Office and Conran Restaurants.

In terms of its brand, lastminute says:

lastminute.com seeks to differentiate itself by gener-
ating some of the lowest prices for many travel and
entertainment deals, and by packaging and delivering
products and services, such as restaurant reservations,
entertainment tickets and gifts, in convenient, novel and
distinctive ways. It also aims to inspire its customers to
try something different. Since 1998 the company
believes that it has developed a distinctive brand, which
communicates spontaneity and a sense of adventure,
attracting a loyal community of registered subscribers.

At 30 September 2001, there were over 4 million regis-
tered subscribers, with a total transaction value on the
site of £124 million. Of these subscribers, there have
only been 536,000 customers since inception. However,
lastminute.com is working hard at increasing the
conversion rate of new subscribers to customers. This
increased from 5.5% to 13.9% between 2000 and 2001.
The preferences of users for the type of service required
are held on a database and then matched against the
offers of suppliers to the site. The choice of suppliers is
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one of the key differences between an intermediary site
such as this and one hosted by a single supplier or
travel agency. Enhancements in 2001, to help increase
conversion rate included:

9 times faster image download time;
completely redesigned home page and navigation;

e smarter search capability including a mapping search
tool to find restaurants, hotels and entertainment
options in your local area;

e 200% product supply increase with over 100,000
offers available at any given time;

e new ‘MySpace’ category with personalized offers
and e-mail alerts;

e new ‘Staying In’ category with food and in-home
entertainment delivery options.

The company was founded by Brent Hoberman, 31, and
Martha Lane-Fox, 27, both Oxford graduates. Hoberman
suggested the idea in 1996 while working at Spectrum, a
company specializing in new media strategies. At the
time, Lane-Fox said that the idea was too complex and
would need thousands of suppliers to be effective.
Hoberman and Lane-Fox raised £600,000 to get the
company going and achieved many high-profile backers
such as France Telecom, Deutsche Telecom, Sony Music
Entertainment, the British Airports Authority and Intel
and venture capital company Arts Alliance Advisers. One
problem was the domain name which had been regis-
tered by a Sardinian businessman. Both founders were
adamant that their site had to be called this and the
Sardinian was happy to sell it for several hundred thou-
sand pounds. This can be compared to the owner of
Jungle.com, a Californian who sold it for £235,000 to the
site’s founder.

The company hoped to use the money from flotation
to increase access to the service by offering access to
its service by WAP mobile and has signed deals with BT
Cellnet and Orange to help achieve this. Other site
improvements will also be made — Lane-Fox has been
quoted as saying ‘We’ve spent a lot of money improving
the back-end, but we want to do more with the front-
end.” The improvements to the ‘back-end’ have been
necessary to avoid problems with customer service.
Writing in Computer Weekly, 2 March 2000, Anne
Hyland reported that several customers had money
deducted from their account without purchasing any
products from the site. For example, Charlotte Brett, a
London customer has had £50 deducted from her
account on three occasions in January and February
2000. The money was recredited to her account, but Ms

Brett was quoted as saying ‘I am a very angry customer;
in my experience they have failed on the three key areas
of technology, customer service and Internet capability’.
Brent Hoberman said the problems were caused by its
third-party credit-authority firm.

What of the future threats and opportunities for the
company? In a Guardian interview with Jamie Doward
on 27 February 2000 Lane-Fox was asked about the
threat of a major ticket site setting up its own site. Lane-
Fox dismissed this possibility: ‘Companies can’t do it on
their own web site because they fear cannibalization’,
and she says of first-mover advantage: ‘you still have to
set the company up and we’re starting to get critical
mass in Europe’. lastminute.com have opened offices in
London, Paris, Munich and Stockholm to help achieve
this. Towards the end of 2001, nine European airlines
including Air France, BA, KLM and Lufthansa responded
to lastminute.com with the launch of Opodo (which
stands for OPportunities tO DO (www.opodo.com) which
has been set up by nine European airlines. By April
2002, Opodo had become the third most important
travel site in the UK, but it appears that the last-
minute.com brand is now well established and it is
unlikely to be displaced.

To help counter this competition, lastminute.com
completed 14 acquisitions between 2003 and 2005,
lastminute.com now owns and operates online
brands including holidayautos.com, travelprice.com,
degriftour.com, travel-select.com, traveldless.co.uk,
eXhilaration.co.uk, medhotels. com, first-option.co.uk,
gemstonetravel.com, onlinetravel.com and lastminute.de.

2005: The end of lastminute.com as an
independent organization

In July 2005, lastminute.com was purchased by Sabre
Holdings Corporation (www.sabre-holdings.com/investor),
best known as the world’s largest electronic global distri-
bution system (GDS), connecting travel agents and travel
suppliers with travellers and also the owner of online travel
service Travelocity (www.travelocity.com). It was acquired
for £577 million, including gross debt of approximately
£79 million and estimated cash at bank of £72 million.

Lastminute is now an international e-business with
separate web sites for the UK, Ireland, France, Belgium,
the Netherlands, Germany, Italy, Spain, Sweden, Australia,
New Zealand, Japan, USA, Norway and Denmark.

Source: lastminute.com Investors Relations web site (http://cws.
huginonline.com/L/131840/last_index.html)
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Questions rate and total transaction value). How do they
relate to each other?

3 Explain the relative success of lastminute.com and
Thomson Travel using the six criteria listed above.

4 What action do you consider the founders of the
company should take to ensure the future success
of lastminute.com?

1 Explain the business and revenue model for
lastminute.com and assess the potential for
profitability.

2 Summarize the measures which are used to
assess the effectiveness of an e-business such as
lastminute.com (such as subscribers, conversion

The dot-com bubble bursts

The media played a key role in the dot-com story. Initially the media helped produce
stratospheric prices for dot-coms by tempting investors with instant gains when companies
went through IPOs (independendent public offerings). The media could then also report on
the newsworthy spectacle of the failure of many of these businesses. As failure of more and
more dot-coms was reported this also impacted on the share prices of the more successful
dot-coms such as Yahoo! and even other technology stocks. Popular analogies for the dot-
com collapse are the bursting of the South Sea Company’s bubble in 1720 and the wilting of
the fortunes invested in tulips in the 17th century.

Why dot-coms failed

At the end of Chapter 5 we review the reasons for failed e-business strategies and, in Case
Study 5.3, 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 connections, so
there wasn’t the demand for these services. We see in the Boo.com example that there were
also failings in implementation, with technology infrastructure resulting in services that
were simply too slow with the poor experience leading to sales conversion rates and return-
ing customer rates that were too low for a sustainable business.

Remember, though, that many companies that identified a niche and carefully con-
trolled their growth did survive, of which ‘boys’ toys site’ Firebox (Mini Case Study 2.3) is a
great example.

Mini Case Study 2.3 Firebox.com survives the dot-com boom and bust

Firebox.com (Figure 2.17) 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 relaunched as Firebox.com.

eSuperbrands (2005) describes Firebox products as ‘unique, unusual and quirky products from around
the world’. Examples include glowing alarm clocks, light sabres, duct tape wallets and, of course, lava
lamps. 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
and even send in photos and videos of them in action!
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Initially a ‘pureplay’ Internet-only business, Firebox is now a multi-channel retailer, providing a mail-order service
via its catalogue, corporate products (sales promotion and staff incentives for Yahoo!, Oracle, Five, Siemens and
Abbey and wholesale and trade suppliers) who distribute niche products to other online and offline e-retailers.

Firebox received £500,000 of investment from New Media Spark, with further funding from private
investors. Sales have grown 156% a year from £262,000 in 2000 to £4.4m in 2003 and £8 million in 2004 from
175,000 orders. In the same year, it received 4.5 million page impressions and 680,000 monthly unique visi-
tors, 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:

® Internet

In a market place that was fast becoming 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.

At Christmas 2003, Firebox.com sent out more than 1 million catalogues, resulting in 10,000 new customers
which the company regards as an impressive return, since several hundred thousand of these catalogues
were sent to already-existing customers. During a three-month promotion the catalogues drove more than
£600,000-worth of sales.

Source: Company web site, About Us, eSuperbrands (2005) and Silicon.com (2004). With thanks to www.firebox.com
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The impact of the dot-com phenomenon on traditional
organizations

The failure of so many dot-coms has accounted for much adverse publicity in the media and
e-commerce and e-business were perhaps perceived by some as a fad. However, for every
story about dot-com failure there is perhaps an untold story of e-business success. In the
background, traditional companies have continued to adopt new technologies. The changes
made by existing business are aptly summed up by David Weymouth, Barclays Bank chief
information officer, who says (Simons, 2000):

There is no merit in becoming a dot-com business. Within five years successful busi-
nesses will have embraced and deployed at real-scale across the whole enterprise the
processes and technologies that we now know as dot-com.

What then is the legacy of the dot-com phenomenon? What can we learn from the dot-com
successes and failures? We look at the strategic reasons for many of the dot-com failures in
Chapter 4 and Case Study 5.3 on Boo.com highlights many of the classic problems of dot-
com businesses.

The following guidelines can be suggested for managers developing e-commerce strategy
for their own companies:

1 Explore new business and revenue models.

2 Perform continuous scanning of the marketplace and respond rapidly.

3 Set up partner networks to use the expertise and reputation of specialists.

4 Remember that the real world is still important for product promotion and fulfilment.
5 Carefully examine the payback and return on investment of new approaches.

As a conclusion to this chapter, consider Case Study 2.3 which highlights the issues faced by
a new e-business launched in 2005.

O LIRS (1o \VIE  Zopa launches a new lending model

This case shows how it is still possible to develop radical
new online business models. It shows how an online
business can be launched without large-scale expendi-
ture on advertising and how it needs to be well targeted
at its intended audience.

Context

It might be thought that innovation in business models
was left behind in the dot-com era, but still fledgling
businesses are launching new online services. Zopa is
an interesting example of a pureplay social or peer-to-
peer lending service launched in March 2005 with US
and ltalian sites launching in 2007 and a Japanese site
planned for 2008.

Zopa is an online service which enables borrowers
and lenders to bypass the big high-street banks. Since
launch in March 2005, £20 million in unsecured personal
loans have been arranged at Zopa in the UK. There are
over 150,000 UK members and 200,000 worldwide. Zopa
is an example of a consumer-to-consumer (peer-to-peer)
exchange intermediary. It illustrates the challenges and

opportunities of launching a new business online, espe-
cially a business with a new business model.

Zopa stands for ‘zone of possible agreement’ which
is a term from business theory. It refers to the overlap
between one person’s bottom line (the lowest they’re
prepared to receive for something they are offering) and
another person’s top line (the most they’re prepared to
pay for something). In practice, this approach underpins
negotiations about the majority of types of products
and services.

The business model

The exchange provides a matching facility between
people who want to borrow with people who want to
lend. Significantly, each lender’'s money is parcelled out
between at least 50 borrowers. Zopa revenue is based
on charging borrowers 1 per cent of their loan as a fee,
and from commission on any repayment protection
insurance that the borrower selects. At the time of
launch, Zopa estimated it needs to gain just a 0.2 per
cent share of the UK loan market to break even, which
it could achieve within 18 months of launch.
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In 2007, listings were launched (http://uk.zopa.com/
ZopaWeb/Listings/) where loans can be requested by
individuals in a similar way to eBay listings.

The main benefit for borrowers is that they can borrow
relatively cheaply over shorter periods for small amounts.
This is the reverse of banks, where if you borrow more
and for longer it gets cheaper. The service will also appeal
to borrowers who have difficulty gaining credit ratings
from traditional financial services providers.

For lenders, higher returns are possible than through
traditional savings accounts if there are no bad debts.
These are in the range of 20 to 30% higher than putting
money in a deposit account, but of course, there is the
risk of bad debt. Lenders choose the minimum interest
rate that they are prepared to accept after bad debt has
been taken into account for different markets within
Zopa. Borrowers are placed in different risk categories
with different interest rates according to their credit
histories (using the same Equifax-based credit ratings
as used by the banks) and lenders can decide which
balance of risk against return they require.

Borrowers who fail to pay are pursued through the
same mechanism as banks use and also get a black
mark against their credit histories. But, for the lender,
their investment is not protected by any compensation
scheme, unless they have been defrauded.
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The Financial Times reported that banks don’t
currently see Zopa as a threat to their high-street busi-
ness. One financial analyst said Zopa was ‘one of these
things that could catch on but probably won't’.

Zopa does not have a contact centre. According to
its web site, enquiries to Zopa are restricted to e-mail in
order to keep its costs down. However, there is a service
promise of answering e-mails within 3 hours during
working hours.

Although the service was launched initially in the UK
in 2005, Financial Times (2005) reported that Zopa has
20 countries where people want to set up franchises.
Other countries include China, New Zealand, India and
some South American countries.

The peer-to-peer lending marketplace now has
several providers. For example, the social lending site
Kiva allows lenders to give to a specific entrepreneur in
a poor or developing world country. In the US, Prosper
(www.prosper.com) has over 600,000 members and uses
a loan listing model.

About the founders

The three founders of Zopa are chief executive Richard
Duvall, chief financial officer James Alexander and David
Nicholson, inventor of the concept and business architect.
All were involved with Egg, with Richard Duvall creating



the online bank for Prudential in 1998. Mr Alexander had
been strategy director at Egg after joining in 2000, and
previously had written the business plan for Smile, another
online bank owned by the Co-operative Bank. The
founders were also joined by Sarah Matthews from Egg
who was Egg’s brand development director.

Target market

The idea for the business was developed from market
research that showed there was a potential market of
‘freeformers’ to be tapped.

Freeformers are typically not in standard employ-
ment, rather they are self-employed or complete work
that is project-based or freelance. Examples include
consultants and entrepreneurs. Consequently, their
incomes and lifestyles may be irregular, although they
may still be assessed as creditworthy. According to
James Alexander, ‘they’re people who are not under-
stood by banks, which value stability in people’s lives
and income over everything else’. Institute of Directors
(IOD) (2005) reported that the research showed that
freeformers had ‘much less of a spending model of
money and much more of an asset model’.

Surprisingly, the research indicated a large number of
freeformers. New Media Age reported Duvall as esti-
mating that in the UK there may be around 6 million
freeformers (of a population of around 60 million). Duvall
is quoted as saying: ‘it’'s a group that’s growing really
quickly. | think in 10 or 15 years time most people will
work this way. It’s happening right across the developed
world. We’ve been doing some research in the US and
we think there are some 30 or 40 million people there
with these attitudes and behaviours.’

Some of the directors see themselves as freeformers:
they have multiple interests and do not only work for
Zopa; James Alexander works for one day a week in a
charity and Sarah Matthews works just 3 days a week for
Zopa. You can see example personas of typical
borrowers and lenders on the web site: www.zopa.com/
ZopaWeb/public/how/zopamembers.shtml.

From reviewing the customer base, lenders and
borrowers are often united by a desire to distance them-
selves from conventional institutions. James Alexander
says: ‘| spend a lot of time talking to members and have
found enormous goodwill towards the idea, which is
really like lending to family members or within a com-
munity.” But he also says that some of the lenders are
simply entrepreneurs who have the funds, understand
portfolio diversification and risk and are lending on Zopa
alongside other investments.

Chapter 2 E-commerce fundamentals 97

Business status

The Financial Times (2005) reported that Zopa had just
300 members at launch, but within 4 months it had
26,000 members. According to James Alexander, around
35 per cent are lenders, who between them have £3m of
capital waiting to be distributed. The company has not,
to date, revealed how much has been lent, but average
loans have been between £2,000 and £5,000.
Moneyfacts.co.uk isn’t showing any current accounts
with more than 5 per cent interest, but Zopa is a riskier
product, so you'd expect better rates. Unlike a deposit
account, it’s not covered by any compensation schemes.

Marketing communications

The launch of Zopa has been quite different from Egg
and other dot-coms at the turn of the millennium. Many
companies at that time invested large amounts in offline
media such as TV and print to rapidly grow awareness
and to explain their proposition to customers.

Instead, Zopa has followed a different communi-
cations strategy, which has relied on word of mouth and
PR with some online marketing activities where the cost
of customer acquisition can be controlled. The launch of
such a model and the history of its founders makes it
relatively easy to have major pieces about the item in
relevant newspapers and magazines such as The
Guardian, The Financial Times, The Economist and the
Institute of Directors house magazine, which its target
audience may read. Around launch, 10D (2005) reports
that Duvall’s PR agency, Sputnik, achieved 200 million
opportunities for the new company to be read about. Of
course, not all coverage is favourable: many of the
articles explored the risk of lending and the viability of
the start-up. However, others have pointed out that the
rates for the best-rated ‘A category’ borrowers are
better than any commercial loan offered by a bank and
for lenders, rates are better than any savings account.
The main online marketing activities that Zopa uses are
search engine marketing and affiliate marketing. In 2007
Zopa created its own Facebook application ‘People Like
You’, which lets Facebookers compare their personality
with other people’s. Zopa communicates with its audi-
ence in an informal way through its blogs
(http://blog.zopa.com).

Funding

Zopa initially received funding from two private equity
groups, Munich-based Wellington Partners and
Benchmark Capital of the US. Although the model was
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unique within financial services, its appeal was [

increased by the well-publicized success of other peer- Question
to-peer Internet services such as Betfair, the gambling Imagine you are a member of the team at the
web site, and eBay, the auction site. investors reviewing the viability of the Zopa busi-

Sources: Financial Times (2005), New Media Age (2005), Institute of M- (?n which C”terlla would you assess th? future
Directors (2005), Zopa web site (www.zopa.com) and blog potential of the business and the returns in your
http://blog zopa.com. investment based on Zopa’s position in the market-
place and its internal capabilities?

-t

The constantly changing e-business environment should be monitored by all
organizations 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.

[“Summery

2 The e-business marketplace involves transactions between organizations and
consumers (B2C) and other businesses (B2B). Consumer-to-consumer (C2C) and
consumer-to-business categories (C2B) can also be identified.

3 The Internet can cause disintermediation within the marketplace as an organization’s
channel partners such as wholesalers or retailers are bypassed. Alternatively, the
Internet can cause reintermediation as new intermediaries with a different purpose
are formed to help bring buyers and sellers together in a virtual marketplace or
marketspace. Evaluation of the implications of these changes and implementation of
alternative countermediation strategies is 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 identifying
its product offering, value-added services, revenue sources and target customers.
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 dot-com or Internet start-up companies is critically dependent on
their business 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 E-business involves re-evaluating value chain activities. What types of changes can
be introduced to the value chain through e-business?

List the different business models identified by Timmers (1999).
Describe some alternative revenue models for a web site from a magazine publisher.
Draw a diagram summarizing the different types of online marketplace.

Essay and discussion questions
1 ‘Disintermediation and reintermediation occur simultaneously within any given
market.’ Discuss.

2 For an organization 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 partnering
with portals and providing equivalent services from your web site.

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

Explain disintermediation and reintermediation using examples.

Describe three different revenue models for a portal such as Yahoo!.

What is meant by buy-side, sell-side and marketplace-based e-commerce?
What are the different mechanisms for online auctions?

a b ON =

Describe two alternative approaches for using e-business to change a company’s
value chain.

(]

Explain what a business model is and relate it to an Internet pureplay of your choice.

7 Ouitline the elements of the e-business environment for an organization and explain
its relevance to the organization.

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 W

Adoption of Internet and online services

These sources are listed at the end of Chapter 4 and examples given in that chapter.

Business model development

Business 2 http://money.cnn.com/magazines/business2 Also covers the development of
business models with a US focus.

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 pub-
lishers.

Paid Content UK (www.paidcontent.co.uk) Covers developments in start-up companies
within the UK.
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Commentators on online business models

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.
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After completing this chapter the reader should be able to:

e Outline the hardware and software technologies used to build an
e-business infrastructure within an organization and with its
partners

e Qutline the hardware and software requirements necessary
to enable employee access to the Internet and hosting of
e-commerce services.

[ Management issues }

The issues for managers raised in this chapter include:

e \What are the practical risks to the organization of failure to
manage the e-commerce infrastructure adequately?

e How should staff access to the Internet be managed?

e How should we evaluate the relevance of web services and open
source software?

[ Links to other chapters }

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. lts 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
e-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.
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[ Introduction

)

E-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 companies adopting e-business.
The infrastructure directly affects the quality of service experienced by users of the systems in
terms of speed and responsiveness. The e-business services provided through a standardized
infrastructure also determine the capability of an organization to compete through differenti-
ating itself in the marketplace. Mcafee and Brynjolfsson (2008) suggest that to use digital
technology to support competition the mantra for the CEO should be:

‘Deploy, innovate, and propagate’: First, deploy a consistent technology platform. Then
separate 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.

E-business infrastructure refers to the combination of hardware such as servers and client
PCs in an organization, the network used to link this hardware and the software applications
used to deliver services to workers within the e-business and also to its partners and cus-
tomers. 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 e-business applications. A key decision
with managing this infrastructure is which elements are located within the company and
which are managed externally as third-party managed applications, data servers and networks.

It is also important that the e-business infrastructure and the process of reviewing new
technology investments be flexible enough to support changes required by the business to
compete effectively. For example, for the media there are many new technologies being
developed which were described from 2005 onwards as Web 2.0 and IPTV (television deliv-
ered over the broadband Internet). We will look at these approaches later in this chapter, but
for now look at the implications in the Real-world e-business experiences interview and
consider the implications for the newspaper publishing industry. In a speech to the Ameri-
can Society of Newspaper Editors in April 2005, Rupert Murdoch of News Corporation said:

Scarcely a day goes by without some claim that new technologies are fast writing
newsprint’s obituary. Yet, as an industry, many of us have been remarkably, unaccountably
complacent. Certainly, | didn’t do as much as | should have after all the excitement of the
late 1990s. | suspect many of you in this room did the same, quietly hoping that this thing
called the digital revolution would just limp along.

Well it hasn’t ... it won’t .... And it’s a fast developing reality we should grasp as a huge
opportunity to improve our journalism and expand our reach. (News Corporation, 2005)

We refer above to an adequate e-business infrastructure, but what does this mean? For the
manager in the e-business, this is a key question. While it is important to be able to under-
stand some of the technical jargon and concepts when talking to third-party suppliers of
hardware, software and services, what is of crucial importance is to be aware of some of the
limitations (and also the business potential) of the infrastructure. Through being aware of
these problems, managers of an organization can work with their partners to ensure 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. It illustrates how companies should think about
risks and solutions to these risks.



Chapter 3 E-business infrastructure 105
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[ 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. You should consider problems faced by users of e-business applications which
are either internal or external to the organization. Base your answer on problems you
have experienced on a web site that can be related to network, hardware and software
failures or problems with data quality.
Answers to activities can be found at www.pearsoned.co.uk/chaffey
/

E-business infrastructure components

Figure 3.1 summarizes how the different components of e-business architecture which need
to be managed relate to each other. The different components can be conceived of as differ-
ent layers with defined interfaces between each layer. The different layers can best be
understood in relation to a typical task performed by a user of an e-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 3.1). This application will enable a holiday request to be entered and will forward the
application to their manager and human resources department for approval. To access the
application, the employee will use a web browser such as Microsoft Internet Explorer,

Examples

1
E-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

[}
Systems software layer

111
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 3.1 A five-layer model of e-business infrastructure
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Morzilla Firefox or Google Chrome using an operating system such as Microsoft Windows
XP or Apple OS X (Level II in Figure 3.1). This systems software will then request transfer of
the information about the holiday request across a network or transport layer (Level III in
Figure 3.1). The information will then be stored in computer memory (RAM) or in long-
term magnetic storage on a web server (Level IV in Figure 3.1). 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 3.1), although it could be argued that
this is the first or second level in an e-business architecture.

Kampas (2000) describes an alternative five-level infrastructure model of what he refers
to as ‘the information system function chain’:

1 Storage/physical. Memory and disk hardware components (equivalent to Level IV in
Figure 3.1).

2 Processing. Computation and logic provided by the processor (processing occurs at Levels
I and I in Figure 3.1).

3 Infrastructure. This refers to the human and external interfaces and also the network,
referred to as ‘extrastructure’ (This is Level III in Figure 3.1, although the human or
external interfaces are not shown there.)

4 Application/content. This is the data processed by the application into information. (This
is Level V in Figure 3.1.)

5 Intelligence. Additional computer-based logic that transforms information to knowledge.
(This is also part of the application layer I in Figure 3.1.)

Each of these elements of infrastructure presents separate management issues which we will
consider separately. In this chapter, infrastructure management issues are introduced, while
more detailed discussion of management solutions is presented in Chapters 10, 11 and 12.
We start our coverage of e-business infrastructure by considering the technical infrastruc-
ture for the Internet, extranets, intranets and the World Wide Web which are Levels IT and
IIT in Figure 3.1.

We then look at how these facilities work by reviewing the standards that are used to
enable electronic communications, including communications standards such as TCP/IP
and EDI and publishing standards such as HTML and XML.

In the second part of the chapter, some management issues of hosting e-business services
are then reviewed, specifically management of Level I applications and services by external
parties and how to manage staff access to the Internet. Finally, we focus on how new access
platforms such as mobile phones and interactive digital TV will change the way the Internet
is used in the future (Level II in Figure 3.1).

We return to some issues of e-business infrastructure management later in this book.
Table 3.1 provides a summary of the main issues facing businesses and where they are cov-
ered in this chapter and later in the book.
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(4 O\
Table 3.1 Key management issues of e-business infrastructure
Main issue Detail Where covered?
Which type of e-business applications For example, supply chain Chapter 5 sections on e-business
do we develop? management, e-procurement, secure  services and stage models
online ordering, customer relationship  Chapters 7, 8 and 9 on specific
management e-business applications
Which technologies do we use? For example, e-mail, web-based This chapter introduces different
ordering vs EDI technologies at different levels of
Figure 3.1
Chapter 4 discusses adoption of new
technologies
How do we achieve quality of service  Requirements are: business fit, Section on ISPs in this chapter
in applications? security, speed, availability and errors  Chapter 11 on design
Chapter 12 on implementation
Where do we host applications? Internal or external sourcing and Focus on ASPs section in this chapter
hosting? Managing partnerships section in
Chapter 7 on SCM
Application integration Integration of e-business solutions Section on integrating information
with: systems into supply chain management
- legacy systems in Chapter 6
— partner systems
— B2B exchanges and intermediaries
Which access platforms do we Mobile access, interactive digital TV, Focus on access devices in this section
support? e.g. CGl, Perl, Cold Fusion, ActiveX in Chapter 12
Which development technologies and
standards do we use?
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, feeds are introduced in this chapter and
easy to find and easy to interpret? in more detail in Chapters 11 and 12
How do we manage employee access Staff can potentially waste time using  Covered in Chapter 11 in Focus on
to the Internet? the Internet or can act illegally e-business security
How do we secure data? Content and data can be deleted in Safeguards are described in Chapter 11
error or maliciously
J

Real-world E-Business experiences The Econsultancy interview
o

Context

Random House’s Ros Lawler on widgets, virtual worlds and Web 2.0

This interview describes how a book publisher has to assess new technology options for
digital for their relevance to be incorporated into the infrastructure of their web site. It
incorporates the concept of atomization or the distribution of site features on other parts
of the web based on components such as widgets that are integrated into their site.

Q. Where can you reach readers online nowadays? What are the key trends in
their online behaviour?

Ros Lawler, Random House: Where can’t you reach readers online would be an easier
question to answer!
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There are many well established sites for regular readers, such as LoveReading and
publisher sites, and countless more for fans of specific genres and authors. Librarything,
Shelfari and GoodReads are established social networks based on sharing book collec-
tions, reviews and recommendations.

Facebook now has over 100 applications relating to books, and over 28,000 users
have installed the iRead application. That’s not to mention all the excellent sites created
for and by younger readers.

In addition to reaching this broad category of ‘readers’, the internet opens up the
ability to introduce people to books according to their interest by connecting with them
via topical sites and communities.

Be it parenting, cooking, travelling, celebrities or fly fishing, there’s an opportunity
to reach people who may never go into a high street bookshop.

Q. Can you give us a rundown of your social media strategy thus far and plans
for the future?

Ros Lawler, Random House: Over the past 18 months we’ve experimented with a
wide range of activity on social networks — promotions on Bebo, fan clubs on Facebook,
author pages on MySpace, competitions on YouTube, and creating a community for
young fans of Jacqueline Wilson to name a few.

We’re currently running a competition on Flickr to design a cover for the book
‘Crowdsourcing’ (search for ‘coversourcing’ on Flickr to see the entries).

Through this activity (and a certain amount of trial and error!) we’ve developed
excellent skills and knowledge across our marketing teams, which we will continue to
fine-tune. We’ll be building on the relationships and ideas we’ve established and
continue to look for new ones.

In March, we are launching the Random House Widgets, a small digital version of
the book which users can flick through to recreate the book shop experience.

They will be available to grab from our site or from online retailers, and will allow
anyone to host the widget of their favourite book on their site or blog. Over time, this
will massively increase the reach of our books and develop the long tail of sales.

We also have some exciting plans for developing our communities of authors
and readers.

Q. You’ve been pretty active in Second Life. How effective a marketing channel
has it proved, both in terms of sales and branding?

Ros Lawler, Random House: Our Second Life activity is not intended to be a branding
exercise for Random House. The intention is to reach different communities of readers
and writers, and provide a space within which to experiment.

We’ve been very pleased with some of the results, particularly in the area of
non-fiction.

Q. Is scepticism about marketing in virtual worlds justified?

Ros Lawler, Random House: In some cases, yes. Stories of well known brands
spending large sums of money on campaigns which have been rejected or destroyed
by virtual communities have been widely reported.

In virtual worlds and social networks it’s more a case of giving ideas, content and
tools to the community and seeing what happens, than imposing a pre-planned
marketing campaign.

This can be a very daunting prospect for companies who are used to keeping a
tight control of their product or brand.




Internet

The Internet refers to the
physical network that
links computers across
the globe. It consists of
the infrastructure of
network servers and
communication links
between them that are
used to hold and
transport information
between the client
computers and web
servers.

Client/server

The client/server
architecture consists of
client computers, such as
PCs, sharing resources
such as a database
stored on a more
powerful server computer.
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Q. How do you measure ROI in Second Life?

Ros Lawler, Random House: If you were to measure it purely on books sold from
direct links in Second Life, it would come out as a poor investment.

However, if you measure it in terms of reaching opinion-formers and as a publicity
tool it can show real returns.

For example, a number of our regular visitors write for SL newspapers or influential
blogs and their reporting of our events has an incredibly wide reach.

The event we ran for Richard Dawkins’ ‘The God Delusion’ (at which God famously
put in an appearance) gained coverage in six UK newspapers.

The point of being there is to maintain a dialogue with the community so as virtual
worlds develop we’re a part of the action, and not playing catch up.

Q. Are you planning any further Second Life projects in the near future?

Ros Lawler, Random House: Our island on Second Life hosts regular meetings for
readers and writers, alongside book launches and competitions.

For example, this month you could attend a book group to discuss ‘Atonement’,
hone your writing skills with the writers group, watch a live interview with Sophie Kinsella
or pick up some audio book samplers in our Valentine’s promotion. You can find more
details of events on the blog.

Q. What proportion of books do you now develop digital content for?

Ros Lawler, Random House: To date we’ve been restricted by marketing budgets,
and so primarily focus on creating digital content for lead front list titles. This includes
mini-sites, podcasts, games and so on.

The launch of our widgets will mean we can easily create digital content for every
book, past and present.

Q. How big a contribution to sales do you expect from digital content versus
e-commerce sales of print products?

Ros Lawler, Random House: A Nielson Online survey recently found that books are
the ‘most popular online buy’, as 41% of internet users had bought books online.

As sales of digital content are so new they are yet to show up on surveys of this
size. However, downloads of audiobooks have increased by over 200% in the past
year and the arrival of Kindle and the Sony Reader will have a dramatic effect on the
sales of ebooks.

The landscape could be very different in 5 years time.

www.econsultancy.com/news-blog/newsletter/3674/random-house-s-ros-lawler-on-widgets-and-web-2-0.html

~

( Internet technology

)

J

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
information are transmitted from client computers and mobile devices whose users request
services to 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.
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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.

Hosting provider

A service provider that
manages the server used
to host an organization
web site and its
connection to the Internet
backbones.
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T ’ ‘The Internet’ .

Global
ISPs

Access by:
phone line
or cable

Access by:
leased line or
phone line

Home PC Business
(client) e-mail or
web server

Business PCs
(clients)

Physical and network infrastructure components of the Internet (Levels IV
and Il in Figure 3.1)

Figure 3.2

Figure 3.2 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
which are managed by commercial organizations such as AT&T, UUNET and Verizon. In the
UK, at the London Internet Exchange in the Docklands area of east London, a facility exists
to connect multiple backbones of the major ISPs within the UK onto a single high-speed
link out of the UK into Europe and to the world. 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, there are many submarine cables which form the backbone between countries,
which 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.

Hosting of web sites and e-business services

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 special-
ist hosting provider to manage this service. For example, Rackspace (Figure 3.3) describe
itself as ‘Europe’s fastest growing hosting company’. Since 2001 Rackspace has been hosting
and supporting mission critical web sites, Internet applications, e-mail servers, security and
storage services for over 4,000 customers. Rackspace also has US offices.
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Figure 3.3 Example hosting provider Rackspace (www.rackspace.com)

We will return to the issues of selecting and managing a hosting provider later in this chapter.

The Internet timeline

The Internet is only the latest of a series of developments in the way that the human race has
used technology to disseminate information. Kampas (2000) identifies ten stages that are
part of five ‘megawaves’ of change. The first six stages are summarized in Table 3.2. It is evi-
dent that many of the major advances in the use of information have happened within the
last hundred years. This indicates that the difficulty of managing technological change is
likely to continue. Kampas goes on to speculate on the impact of access to lower-cost,
higher-bandwidth technologies.
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-

1957
1959
1961
1963
1965
1967
1969
1971
1973
1975
1977
1979
1981
1983
1985
1987
1989
1991
1993
1995
1997
1999
2001
2003
2005

1958 US responds with ARPA when USSR launches Sputnik

1961 First paper on packet network switching theory

1966 First ARPANET plan

1969 Node 1: UCLA (30 August, hooked up 2 September),
4 nodes by December

1973 First international connections: University College, London and
Royal Radar Establishment (Norway). First e-mail

1976 Elizabeth I, Queen of the United Kingdom sends an e-mail

1982 TCP/IP protocol standard adopted, first definition of Internet

1984 Domain Name System (DNS) introduced
1985 Symbolics.com becomes first registered dot-com

1987 NFSNet backbone developed, upgraded to Tl in 1988

1988 Early worm virus affects 6,000 of 60,000 nodes, IRC developed

1989 Countries connected to NFSNet include: Argentina, Austria, Belgium,
Brazil, Chile, Greece, India, Ireland, Korea, Spain and Switzerland

1991 World Wide Web released by CERN

1992 Surfing the Internet term coined

1993 WWW proliferates at a 341,634% annual growth rate of service traffic

1994 First malls, virtual bank, online pizza and SPAM

1995 Netscape floats and browser wars ensue

1997 Web sites pass 1 million

99 Internet accessible by mobile phone

ion indexed web pages on > 20 million web sites

2006 Widespread use of blogs, RSS and podcasts

0

T T T T T T T T T
100 200 300 400 500 600 700 800 900
Hosts (millions)

Figure 3.4 Timeline of major developments in the use of the web

1000
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(e a
Table 3.2 Six stages of advances in the dissemination of information

1452 to 1946

3  Automation: Electric power and switching technologies
1946 to 1978 (vacuum tubes and transistors)

4 Mass interaction: Microprocessor and personal computer
1978 to 1985

5 Infrastructuralization: Local- and wide-area networks, graphical
1985 to 1993 user interfaces

6 Mass communication: Internet, World Wide Web, Java
1993 to ¢.2010

Stage Enabling technology Killer applications* and impact

1  Documentation: Written language and the development of Taxes, laws and accounting giving rise to the
3500 BC to AD 1452 clay tablets in Mesopotamia development of civilization and commerce

2  Mass publication: The Gutenburg press of movable metal type Demand for religious and scientific texts

resulting in scientific advances and
ideological conflicts

Code breaking and scientific calculations.
Start of information age

Spreadsheets and word processing

E-mail and enterprise resource planning

Mass information access for communications
and purchasing

*Very useful applications which will encourage adoption of a technology.

permission conveyed through Copyright Clearance Center, Inc.

Source: Adapted and republished with permission of CRC Press LLC from table on pp. 8-22 from ‘Road map to the e-revolution’, by
Kampas, P, in Information Systems Management Journal, Spring 2000, Auerbach Publications, Copyright © 2000 by CRC Press LLC;

[ Activity 3.2 The development of the Internet

Purpose

Questions
Referring to Figure 3.4:

business tool.

differ for future generations.

To highlight reasons for the development of the Internet as a vital enabler for business.

1 Give reasons why the Internet took a long time to develop into today’s essential

2 Develop your own timeline of significant events on the Internet. A key source is the
Hobbes Internet timeline (www.zakon.org/robert/internet/timeline/) or that of Gillies
and Cailliau (2000). See the author’s timeline (p. xxiii). See also the Focus on new
access devices section (p. 177). You may want to speculate on how timelines will

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

The history and origin of the Internet as a business tool is surprising since it has taken a rel-
atively long time to become an essential part of business. It started life at the end of the
1960s as the ARPAnet research and defence network in the USA which linked servers used
by key military and academic collaborators. It was established as a network that would be
reliable even if some of the links were broken. This was achieved since data and messages
sent between users were broken up into smaller packets and could follow different routes.
Read Gillies and Cailliau (2000) for a detailed description of the history of the Internet.
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Although the Internet was subsequently extended worldwide and was used extensively by
academic and defence communities, it has only recently been catapulted into mainstream
business and consumer use. Activity 3.2 examines this relatively slow development.

It is the advent of the World Wide Web, which was invented by Tim Berners-Lee of CERN to
help share research easily, that is responsible for the massive growth in business use of the Inter-
net. (See Berners-Lee (1999) for a description of the invention of the web.) The World Wide
Web provides a publishing medium which makes it easy to publish and read information using
a web browser and also to link to related information. (See section Web Technology p. 124.)

Just how big is the Internet?

In Chapter 4, we will see that, according to the ClickZ compilations (www.clickz.com/stats/),
there are over one billion Internet users worldwide; but how big is the infrastructure they
are accessing? One measure is the number of web servers. Netcraft has regularly surveyed the
servers since 1995 to give a picture of the growth of the Internet through time (Figure 3.5).
The first survey it ran, launched in 1995, found only 18,957 sites, but by August 2008, there
were 176 million! Note that Netcraft measures registered domains or Internet IP addresses
(explained later in this chapter). Some of these domains may not be active with regularly
updated content, as the chart shows.

Another way at looking at the scale of the Internet is to look at the number of pages
indexed by search engines.

Google Indexes 1 trillion URLs equivalent to 50,000 times larger than the US road network

A good indication of the size of the web is the number of pages indexed by Google. The first
index by Google in 1998 found 26 million pages (Figure 1.1).

Google doesn’t index every page since many pages are duplicates or ‘web spam’ used to
mislead the search engine and its users in the rankings. However, the number of pages vis-
ited by its main crawler or robot GoogleBot reached over 1 trillion in 2008 according to
Google (2008). That’s 1,000,000,000,000 pages!
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Figure 3.5 Source: Netcraft web Server Survey.

http://news.netcraft.com/archives/web_server_survey.html. Netcraft.
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In their blog posting Google engineers explain:

Google downloads the web continuously, collecting updated page information and re-
processing the entire web-link graph several times per day. This graph of one trillion URLs
is similar to a map made up of one trillion intersections. So multiple times every day, we
do the computational equivalent of fully exploring every intersection of every road in the
United States. Except it’d be a map about 50,000 times as big as the US, with 50,000
times as many roads and intersections.

Google no longer publishes the number of pages indexed on its home page, perhaps due to
accusations that it is ‘evil big brother’; however, it is generally reckoned to exceed 10 billion.

(ORI (AR  Innovation at Google

Context Google Image Search

Google Book Search

Google Scholar

Google Base. Lets content owners submit content
that they want to share on Google web sites.

e Google Webmaster Tools. Provides information to
webmasters to help them enhance their understanding
of how their web sites interact with the Google search
engine. Content owners can submit sitemaps and
geotargeting information through Google Webmaster
Tools to improve search quality.

Google Co-op and Custom Search. Tailored version
of the search engine.

Google Video and YouTube

Google Docs. Edit documents, spreadsheets, and
presentations from anywhere using a browser.
Google Calendar

Gmail

Google Reader. Google Reader is a free service that

In addition to being the largest search engine on planet
Earth, mediating the searches of tens of billions of
searches daily, Google is an innovator. All online
marketers should follow Google to see the latest
approaches it is trialling.

Google’s Mission

Google’s mission is encapsulated in the statement ‘to
organize the world’s information ... and make it univer-
sally accessible and useful’. Google explains that it g
believes that the most effective, and ultimately the most
profitable, way to accomplish its mission is to put the
needs of its users first. Offering a high-quality user
experience has led to strong word-of-mouth promotion
and strong traffic growth.

Putting users first is reflected in three key commit-
ments illustrated in the Google SEC filing:

1 We will do our best to provide the most relevant
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.

2 We will do our best to provide the most relevant
and useful advertising. Advertisements should not
be an annoying interruption. If any element on a
search result page is influenced by payment to us,
we will make it clear to our users.

3 We will never stop working to improve our user
experience, our search technology and other
important areas of information organization.

The range of Google services is well known:

Google Web Search

Movie, Music and Weather Information

News, Finance, Maps, Image, Book and Groups
Information

lets users subscribe to feeds and receive updates from
multiple web sites in a single interface. Google Reader
also allows users to share content with others, and
function with many types of media and reading-styles.
Orkut — a social network

Blogger. Blogger is a web-based publishing tool that
lets web users publish blogs.

Google Desktop. Search own local content.

Picasa. Picasa is a free service that allows users to
view, manage and share their photos.

Google GEO - Google Maps, Earth and Local
Google Checkout provides a single login for buying
online. On 1 February 2008, Google began charging
merchants who use Google Checkout 2% of the
transaction amount plus $0.20 per transaction to the
extent these fees exceed 10 times the amount they
spend on AdWords advertising.

Google Mobile, Maps, Mobile, Blogger and Gmail are
all available on mobile devices.
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For 2007, Google spent around 12.8% of its revenue in
research and development, an increase from less than
10% in 2005.

Google revenue models

Google generated approximately 99% of its revenues in
2007 from its advertisers with the remainder from its
enterprise search products where companies can install
search technology through products such as the Google
Appliance and Google Mini.

Google AdWords, the auction-based advertising
programme 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’ web sites.
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 Video Ads, user-initiated click-to-play video

ads.

So, Google’s revenues are critically dependent on how
many searches it achieves in different countries 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.

International revenues accounted for approximately
48% of total revenues in 2007, and more than half of
user traffic came from outside the US. In 2007, 15% of
ad revenue was from the UK alone.

35% of Google’s revenue is from the Network of
content partners who subscribe to the Google Adsense
programme. From the inception of the Google Network in
2002 through the first quarter of 2004, the growth in
advertising revenues from our Google Network members’

Intranets and extranets

web sites exceeded that from Google’s own web sites,
which had a negative impact on its operating margins.

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 ad blocking 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 Google to manage 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 dissat-
isfied with our 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.’

At 31 December 2007, Google had 16,805 employees,
consisting of 5,788 in research and development, 6,647
in sales and marketing, 2,844 in general and administra-
tive and 1,526 in operations. All of Google’s employees
are also equityholders, with significant collective
employee ownership. As a result, many employees are
highly motivated to make the company more successful.
Google’s engineers are encouraged to spend up to 10%
of their time identifying new approaches.

Further reading: Bala and Davenport (2008)

You can find updates on this case study by searching at
DaveChaffey.com for ‘Google Marketing updates’.

Question

Explain how Google generates revenue and iden-
tify future levels of revenue given some of the risk
factors are for future revenue generation.

In Chapter 1, illustrated by Figure 1.4, we introduced the concept of intranets and extranets.



Total cost of
ownership (TCO)
The sum of all cost
elements of managing
information systems for
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maintenance.
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Intranet applications

Intranets are used extensively for supporting sell-side e-commerce from within the marketing
function. They are also used to support core supply-chain management activities as described
in the next section on extranets. A marketing intranet has the following advantages:

e Reduced product lifecycles — as information on product development and marketing
campaigns is rationalized we can get products to market faster.

e Reduced costs through higher productivity, and savings on hard copy.

e Better customer service — responsive and personalized support with staff accessing customers
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 the
following types of information:

e Staff phone directories;

e Staff 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;

e Staff bulletin or newsletter;

e Training courses.

Intranets can be used for much more than publishing information, as shown in Box 3.1.
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 on their PC. For example, at Chrysler Corporation the Dashboard
intranet aims to increase the productivity of 40,000 employees by simplifying information
access while reducing TCO. Applications include tools for workgroups to collaborate on
projects, self-service human resources (e.g. to book a holiday or arrange a job review), finan-
cial modelling tools and a vehicle-build tracking system. More traditional information is
available to competitive intelligence, company news and manufacturing quality statistics.

-
[ 12 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. The IBF recommend that intranet initiatives
are driven from the business units that will benefit. They say: ‘Where intranets are
achieving cost-savings, 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 iden-
tify inefficient processes 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 successful infor-
mation systems project. The IBF advise: ‘The leaders in the field carry 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 frustrations, 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.’
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3 Implement or expand self-service. Re-engineering process to enable self-service is
‘The most significant way intranets cut costs for organisations is by enabling admin-
istrative processes to be reengineered — particularly in the HR area — and migrated
online via the intranet. This can make processes far more cost-efficient (and effec-
tive) 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.

4 Target further design, print and distribution savings. Reduction in physical and
distribution costs through moving towards a ‘paperless office’.

5 Improve usability. Making it quicker to find information through improving information
architecture and ‘findability’, i.e. better browsing and searching functionality.

6 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.

7 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 to telephone, e-mail and postal enquiries
from customers. It allows advisers to search the information there quickly, including
by product code which is then integrated with the Prudential CRM system

8 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 e-mail.

9 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.’

10 Put senior leaders online. This is costly in geographically dispersed organizations.

But intranets make it easier and more cost-effective for senior leaders to communi-
cate 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.

11 Leverage online meetings. This is web conferencing which although not directly

enabled by the intranet, should facilitate web conferencing.

12 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.

e BT’s implementation of e-procurement enabled 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.
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Content
management
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e A
Another example is the introduction of an online room booking service some
years ago. For a total development cost of £150,000, the service 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 IBF (2008)

In addition to these ‘classical’ uses of intranets, intranet developer Odyssey (www.odyssey-i.com)
identifies some less common intranet applications which involve internal communications:

1 Employee incentive scheme. Companies reward the best employees according to anony-
mous 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 drivers 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
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).

The management challenges of implementing and maintaining an intranet are similar to
those of an extranet. In the next section, we examine five key management issues of
extranets. Each of these issues also applies to intranets.

A suitable technology is also required to enable staff to manage their own content. For
large sites, it is not practical for all changes to web content to be sent through to a webmas-
ter to update the pages. Think about a large site such as the BBC site (www.bbc.co.uk) which
has over 80 million pages indexed in Google (according to the Advanced Search syntax
‘site:zwww.bbc.co.uk’ which returns all pages in Google’s main index from the site). Many of
these pages are news stories which must be updated in real time. The only practical method
is to provide journalists and other content providers with access to a system which allows
them to add and edit web pages. Such a system is known as a content management system
(CMS). As explained in more detail in Chapter 12, a CMS is a means of managing the updat-
ing and publication of information on any web site, whether intranet, extranet or Internet.

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 password
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 customers.
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 products, you will
see that the web site only has three initial options — log-in, register and demonstrations. The
Ifazone extranet is vital to Standard Life since 90 per cent of business is now introduced
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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). Hannon
(1998) concurs, and also notes the relationship of extranets with intranets, describing 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 the mini case study. The system helps Dell encourage
customer loyalty to Dell 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 3.1 Dell Premier customer extranet provides e-business services

Dell provides Premier Dell.com (formerly Premier Pages) for its business customers. This is how Dell describes
the service to customers:

Premier.Dell.com is a secure, customizable procurement and support site designed to save your organization
time and money through all phases of I/T product ownership.

e FEasy Ordering — A custom online store ensures access to your products at your price.
e FEasy Tracking — View real-time order status, online invoices and purchase history details.
e FEasy Control - Custom access groups define what users can see and do within Premier.

It explains how Dell Premier 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, including:
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 invoicing
and payment save employee processing time.

The Solution for You — Return your shopping contents to your ERP system electronically as Dell’s integrated
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 advertisers
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.
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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
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 supplier’s delivery
system, ensuring prompt replenishment of goods sold. This potentially means less 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 customized pricing
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, but as with a
public-facing web site, 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 organization’s interest to
encourage usage, to achieve a return on their investment and achieve the cost savings and
efficiencies intended. Take the example of the Standard Life Ifazone referred to above.
Many financial advisers may be comfortable with their existing way of selling products
using the phone and post. Education will be needed to explain the benefits of the extranet
and incentives such as increased commission may also be used.

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, visi-
tors 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 indirect cost
savings achieved through each extranet transaction can be calculated to help assess effec-
tiveness. 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 infor-
mation 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 information
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 organ-
ization’s operating process, a problem with the speed or availability of the extranet could cause
loss of a lot of moneys; it is arguably more important than the public-facing Internet site.

5 Is the quality of the information adequate? The most important attributes of information
quality is 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 man-
agement 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
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received across the extranet it automatically triggers a scheduling order for the warehouse
(transferred by intranet), an order acknowledgement for the customer and a shipping status
when the order is shipped (Mougayer, 1998). To enable different applications within a com-
pany such as a sales ordering system and an inventory control system to interoperate with
each other and databases in other companies, requires an internal company intranet to be
created that can then communicate across an extranet with applications on another com-
pany intranet. To enable different applications on the intranet to communicate, middleware
is used by systems integrators to create links between organizational applications or between
different members of a supply chain. For example, within a supply chain management
system, middleware will translate requests from external 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.

This middleware technology that is used to connect together different business applica-
tions and their underlying databases across extranets 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 organizations.

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, from the simple slotted angle rack to sophisticated self-
supporting warehouses. 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 decided they wanted to create a paperless company where
information flows freely in all locations around the world. This makes it easier for the en-
gineers to have the information 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
the specifications (such as measurements and price) to a local customer in the shortest
possible timeframe. The solution also permits technicians and engineers to collaborate on
ideas and work together on future designs from anywhere in the world.

Firewalls

Firewalls are necessary when creating an intranet or extranet to ensure that outside access to
confidential information does not occur. Firewalls are usually created as software mounted on
a separate server at the point where the company is connected to the Internet. Firewall soft-
ware can then be configured to only accept links from trusted domains representing other
offices in the company. A firewall has implications for e-marketing since staff accessing a web
site from work may not be able to access some content such as graphics plug-ins.

The use of firewalls within the infrastructure of a company is illustrated in Figure 3.6. It is
evident that multiple firewalls are used to protect information on the company. The infor-
mation made available to third parties over the Internet and extranet is partitioned by
another firewall using what is referred to as the ‘demilitarized zone’ (DMZ). Corporate data
on the intranet are then mounted on other servers inside the company.

The design of security measures for e-business is reviewed in the Focus on security design
(Chapter 11, p. 652).

Encouraging use of intranets and extranets

Although intranets and extranets have many benefits for the business, they often represent a
change to existing methods of working for business people. As such, encouraging their usage
is often a challenge. In many ways, this challenge is similar to encouraging customers to use
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open-access web sites. A common issue with intranets is that 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:

e 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 publicize the existence of the business groups
within the organization.

To explore solutions to limited usage of intranets and extranets, complete Activity 3.3.
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.
[ 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 (2002) article listed above are evident. The e-business manager wants to achieve
these 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

N
( Web technology W
World Wide Web The World Wide Web, or ‘web’ for short, has proved so successful since it provides a stan-
(WWW)

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

Hyperlink

A method of moving
between one web site
page and another,
indicated to the user by
an image or text
highlighted by underlining
and/or a different colour.

Browser plug-in

An add-on program to a
web browser, providing
extra functionality such
as animation.

Browser extensions
The capability of a
browser to add new
services through new
add-ons or plug-ins or
customizing through
different visual themes,
particularly used in
Mozilla Firefox browser.

dard method for exchanging and publishing information on the Internet. The main
standard document format is HTML (Hypertext Markup Language, Chapter 12), which can
be thought of as similar to a word-processing format such as that used for Microsoft Word
documents. This standard has been widely adopted since:

e it offers hyperlinks which allow users to move readily from one document or web site to
another — the process known as ‘surfing’;

e HTML supports a wide range of formatting, making documents easy to read on different
access devices.

It is the combination of web browsers and HTML that has proved so successful in establish-
ing widespread business use of the Internet. The use of these tools provides a range of
benefits including:

e [t is easy to use since navigation between documents is enabled by clicking on hyperlinks
or images. This soon becomes a very intuitive way of navigation which is similar across all
web sites and applications;

e Interactivity is supported by web forms which enable discussions through social networks
and purchase on e-commerce sites;

e It can provide a graphical environment supporting multimedia which is popular with
users and gives a visual medium for advertising;

e The standardization of tools and growth in demand means information can be exchanged
with many businesses and consumers;

e Flexibility in the style of designs and tailoring them for using on different access devices
from desktop computers to wireless devices;

e Browser capabilities are extensible through the use of browser plug-ins, extensions and
toolbars which enable users to access standard services.

Browser extensions and toolbars can be useful for site owners to add value through new
functionality and encourage continued usage of their services. Think of examples such as
the Google Toolbar (http://toolbar.google.com) and the Facebook toolbar for Firefox. Gadgets
within Windows Vista (http://vista.gallery.microsoft.com/) provides similar opportunities.
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Browsers such as Mozilla
Firefox or Microsoft
Internet Explorer provide
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Store and present the
web pages accessed by
web browsers.

Static web page

A page on the web server
that is invariant.

Dynamically created
web page

A page that is created in
real time, often with refer-
ence to a database query,
in response to a user
request.

Web application
frameworks

A standard programming
framework based on
reusable library functions
for creating dynamic web
sites through a program-
ming language.

Web application
server

A collection of software
processes which is
accessed by a standard
programming interface
(API) of a web
application framework to
serve dynamic website
functionality in response
to requests received from
browsers. They are
designed to manage
multiple requests from
multiple users and will
provide load-balancing to
support high volumes of
usage.

Transaction log files
A web-server file that
records all page requests.

Web analytics
system

Information on visitor
volumes, sources and
pages visited are
analysed through web
analytics systems.
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Web browsers and servers

Web browsers are software such as Microsoft Internet Explorer and Mozilla Firefox which
we use to access the information on the WWW that is stored on web servers.

Web servers are used to store, manage and supply the information on the WWW. The
main web browsers are Microsoft Internet Explorer and Mozilla Firefox with the Apple
Safari browser and Google Chrome having relatively small market share. Browsers display
the text and graphics accessed from web sites and provide the interactions.

Figure 3.7 indicates the process by which web browsers communicate with web servers. A
request from the client PC is executed when the user types in a web address, clicks on a
hyperlink or fills in an online form such as a search. This request is then sent to the ISP and
routed across the Internet to the destination server using the mechanism described in the
section on protocols in networking standards, below. The server then returns the requested
web page if it is a static (fixed) web page, or, if it requires reference to a database, such as a
request for product information, it will pass the query on to a database server and will then
return this to the customer as a dynamically created web page.

Dynamic web sites with e-commerce facilities are not created simply using static HTML;
instead they are implemented through additional functions defined in a web application
framework which use standard programming conventions or application programming
interfaces (APIs) in combination with data storage to achieve different tasks such as simply
adding a user to a system or rendering the different page elements of a site. They provide
standard functions in libraries to make it quicker to develop functionality than starting from
lower-level coding. Functions in the web application framework are executed by a web
application server which comprises software processes running on the server which accepts
and actions requests via the principal web server software (e.g. Apache or Microsoft Infor-
mation Server). We give examples of different web application frameworks and servers in
Chapter 12.

Information on each page request is stored in a transaction log file or web analytics
system which records the page requested, potential errors and the time it was made and the
source of the referral or originating site. The data collection method has significant manage-
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ment implications since it enables analysis of the performance of e-business systems. This
information can be analysed to assess the success of the web site, as explained in Chapter 12
(p. 711). The box on transaction log files gives some background information on transaction
log files and the type of information they contain that managers of a site can act on if they
have the correct processes in place.

Inside transaction log files — why hits stands for ‘how idiots track success’

Figure 3.8 shows the detail recorded within a transaction log file. This shows the level
of work that web servers have to do. This server extract is from DaveChaffey.com
which uses the open-source Apache server to serve content. This example shows 10
requests received over a period of 5 seconds. Each line represents a GET request from
a web browser for a file on the server. For each page, there are multiple lines or hits
since each image or an embedded reference to a script or stylesheet in the page is
downloaded separately. In Chapter 12 we show how hits should not be used as a
measure for success since it is more useful to know the number of unique visitors and
page views — the number of pages they access. So now if you hear site owners talking
about ‘hits’ to their site they are looking to inflate the numbers or they don’t understand
the technology!

< dchaffey@web4:~/ Iogsf apache

Figure 3.8 Transaction log file example

Looking at individual lines shows the information collected available from each trans-
action:



Chapter 3 E-business infrastructure 127

92.236.80.105 — — [08/Sep/2008:17:48:15 -0500] "GET /Internet-
Marketing/C8-Communications/E-tools/Online-PR/what-is-
atomisation-web-2-0/ HTTP/1.1" 200 76137
"http://www.google.co.uk/search?hl=en&client=firefox-
a&ris=org.mozilla%3Aen-
GB%3Aofficial&hs=hBc&qg=atomised+marketing&btnG=Search&meta="
"Mozilla/5.0 (Windows; U; Windows NT 5.1; en-GB; rv:1.8.1.14)
Gecko/20080404 Firefox/2.0.0.14"

Here are the elements of the HTTP request step-by-step:

1 [P address requesting the page. 92.236.80.105. This can be used to determine the
location of the computer or IP assigned address accessing the page. In this example,

a reverse DNS lookup service tells us that is a UK address for IP Blue Yonder.

2 Date/time stamp for transaction. [08/Sep/2008:17:48:15 -0500]. This enables
site owners to see visitors returning to the site (usually in combination with cookies).
3 Page request. "GET /Internet-Marketing/C8-Communications/E-tools/

OnTline-PR/what-is-atomization-web-2-0/". This is the particular file

requested from the server. Subsequently other page components such as images

will be downloaded.
4 Response status code on server. 200. Important status codes include:

e 200 OK, the standard response for successful HTTP requests.

e 307 Moved Permanently, most commonly used to tell the browser or user agent
that the page has moved forever and future requests should be to the new address
— for example when an old site structure is migrated to a new site structure.

e 302 Found (Moved temporarily), used for temporary redirection.

e 304 Not Modified, indicating the page or file hasn’t been modified since last
requested by the browser. This saves bandwidth and reprocessing on both the
server and client.

e 404 Not Found, this is a significant code since it shows where the requested
resource could not be found. Managers should ensure that these are monitored
so that errors such as links pointing to an invalid address are corrected. Special
pages should also be constructed to explain to users what has happened.

e 500 Internal Server Error, this and other server errors show the server cannot
respond due to an error, for example with the content management system.

5 Referring site. "http://www.google.co.uk/search?hl=en&client=firefox-
a&rls=org.mozilla%3Aen—

GB%3Aofficial&hs=hBc&g=atomized+marketing&btnG=Search&meta="

In this example, this shows us the visit has been referred from Google UK and the
search term ‘atomized marketing’ that the searcher was seeking. You can see this is
very useful information for marketers trying to determine why visitors are accessing
their site.

6 User agent. "Mozi11a/5.0 (Windows; U; Windows NT 5.1; en-GB; rv:1.8.
1.14) Gecko/20080404 Firefox/2.0.0.14". This is a software or browsing device
that is used to make the request which is useful for site designers, in this case version
2.0.0.14 of the Mozilla browser. Other significant user agents include search robots
such as Googlebot/2.1  (+http://www.google.com/bot.html) and feed
readers, for example "Feedfetcher-Google; (+http://www.google.com/
feedfetcher.html).
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Cross-browser
compatibility is the
capability of a site to
render and deliver
interactivity correctly in
different versions of web
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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 usually shortened to
‘feed’, e.g. news feed or
sports feed.

Introduction

Transaction logs also contain information on errors which should be assessed to determine
problems with a service. The most important status codes are summarized in the box on
transaction log files (Box 3.2).

The main management implication for changes in browser usage is ensuring sites have
appropriate browser compatibility. An example of a tool for designers to test compatibility is
shown in Figure 3.9. We discuss this issue further in Chapter 11 in the context of web design.
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Figure 3.9 Browsershots (www.browsershots.org) — a service for testing cross-
: browser compatibility

Internet-access software applications

==

Opver its lifetime, many software tools have been developed to help find,
send and receive information across the Internet. Web browsers used to

Web 2.0

3

“paradigm shift”.

‘Web 2.0 is simply a new label for a
range of web technologies and
consumer behaviours that have existed
since the 1990s. They don’t represent a

access the World Wide Web are the latest of these applications. These
tools are summarized in Table 3.3. In this section we will briefly discuss
how to assess the relevance and challenges of managing the most signifi-
cant of these tools in today’s organization. The other tools have either
been superseded by the use of the World Wide Web or are of less rele-

vance from a business perspective.

Web 2.0

In recent years, many tools have been developed which exploit the interactivity and extensi-
bility capabilities of the web. These Web 2.0 services were introduced in Chapter 1 and
described in the influential article by Tim O’Reilly (O’Reilly, 2005). We will discuss some of
the technologies behind Web 2.0 later in this section.
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Table 3.3 Applications of different Internet tools

Internet tool

Summary

Blogs

Electronic mail or e-mail

Feeds

FTP file transfer

Gophers, Archie and WAIS

Instant Messaging (IM) and
Internet Relay Chat (IRC)

IPTV

Usenet newsgroups

Secure Shell (SSH) and Telnet

Peer-to-peer file sharing
Podcasting
Voice over Internet Protocol

(VoIP)
Widget

World Wide Web

Web-based publishing of regularly updated information in an online diary-type format
using tools such as Blogger.com, Typepad or WordPress.

Sending messages or documents, such as news about a new product or sales
promotion between individuals is a key Internet capability. In a 2007 report on global
e-mail volume, IDC predicted that a staggering 97 billion e-mails would be sent daily
in 2007, over 40 billion of which were spam (which we discuss in Chapter 4).

Really Simple Syndication (RSS) is a well-known XML-based content distribution
format commonly used for syndicating and accessing blog information. Standard XML
feed formats are also used by merchants updating price comparison sites.

The File Transfer Protocol is used as a standard for moving files across the Internet.
Commonly used to upload HTML and other files to web servers. FTP is still used for
e-business applications such as downloading files such as product price lists or
specifications.

These tools were important before the advent of the web for storing and searching
documents on the Internet. They have largely been superseded by the web and
search engines

These are synchronous communications tools for text-based ‘chat’ between different
users who are logged on at the same time. IM, from providers such as Yahoo and
MSN and Twitter (described in Mini Case Study 3.4), has largely replaced IRC and pro-
vides opportunities for advertising to users.

Digital TV channels are made available via broadband Internet either as streamed live
broadcasts or as archived broadcasts of TV programmes. This is discussed towards
the end of this chapter.

Forums to discuss a particular topic such as a sport, hobby or business area.
Traditionally accessed by special newsreader software, but now typically accessed via
a web browser from http://groups.google.com.

These allow remote command-line access to computer systems. SSH is a more
secure replacement for Telnet. For example, a retailer could check to see whether an
item was in stock in a warehouse using SSH.

Peer-to-peer file-sharing technology used to enable sharing of large audio and video
files in BitTorrent or approaches such as Kontiki.

A method of downloading and playing audio or video clips (webcasts), targeting
portable devices such as the iPod or MP3 players or fixed devices.

Technology for digitally transmitting voice over a LAN or Internet.

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.

Widely used for publishing information and running business applications over the
Internet accessed through web browsers.

Blog

An online diary or news
source prepared by an

individual or a group of

people. From ‘web log’.

Blogs and blogging

‘Blogs’ (web logs) give an easy method of regularly publishing web pages which are best
described as online journals, diaries or news or events listings. Many blogs provide com-
mentary or news on a particular subject; others function as more personal online diaries. A
typical blog combines text, images, and links to other blogs, web pages, and other media
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related to its topic. The capability for readers to leave comments in an interactive format is
an important part of many blogs. Feedback (traceback) comments from other sites are also
sometimes incorporated. Frequency can be hourly, daily, weekly or less frequently, but sev-

eral updates daily is typical.

An example of a useful blog which can keep marketing professionals up-to-date about
e-business developments is the E-consultancy blog (Figure 3.10). Another example, with
articles summarizing the latest development in digital marketing structured according to the
chapters of a book, is Davechaffey.com (www.davechaffey.com). Business blogs are created
by people within an organization. They can be useful in showing the expertise of those
within the organization, but need to be carefully controlled to avoid releasing damaging
information. An example of a business blog used to showcase the expertise of its analysts is
the Jupiter Research Analyst Weblogs (http://weblogs.jupiterresearch.com). Technology com-
pany Sun Microsystems has several hundreds of bloggers and has a policy to control them to

make positive comments.

Services to enable blogging

There are many free services which enable anyone to blog (for example www.blogger.com
which was purchased by Google in 2003). Blogs were traditionally accessed through online
tools (e.g. www.bloglines.com, www.blogpulse.com) or software readers (www.rssreader.com)

but were incorporated into mainstream software in 2005-6.

The main tools, which are free or paid-for online services, to create blogs for individual

or companies, in approximate order of popularity are:
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Tagging

Users or web page
creators categorize
content on a site through
adding descriptive terms.
A common approach in
blog posts.

Folksonomy

A contraction of ‘folk-
taxonomy’, a method of
classifying content based
on tagging that has no
hierarchy, i.e. without
parent—child relationships)

Inbound e-mail
E-mail received from
outside the organization
such as customer and
supplier enquiries.
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1 Movable Type (www.movabletype.org) from Six Apart is a download for management on
your servers. Paid service.

2 Typepad (www.typepad.com), also from Six Apart who also offer this as an online service
like most of those below, which is easier for smaller businesses. Paid service.

3 Blogger (www.blogger.com), purchased by Google some time ago — the best free option?

4 Wordpress (www.wordpress.com) — open-source alternative. Highly configurable. Used by
many personal bloggers.

5 Other open-source CMSs more often used for corporate sites, e.g. Plone, Drupal and Mambo
or corporate content management systems such as Microsoft Office SharePoint server (see
Chapter 12 for discussion of the management issues).

The blogging format enables the content on a web site to be delivered in different ways. For
example, the E-consultancy blog (Figure 3.10) has a lot of rich content related to Internet
marketing which can be delivered in different ways:

e By topic (in categories or topics to browse) — example, online PR category;

e By tag (more detailed topics — each article will be tagged with several tags to help them
appear in searches) — example, ‘blogs and blogging’ tag;

e By author (features from different columnists who can be internal or external) — example,
guest column from Andrew Girdwood on SEO;

e By time (all posts broken down by the different methods above are in reverse date order).
This shows the importance of having a search feature on the blog for readers to find
specifics — this is usually a standard feature.

These features are useful from a usability viewpoint since they help visitors locate what is
most relevant to them.

Tagging and folksonomies

A defining characteristic of Web 2.0 closely related to blogs is ‘tagging’” whereby users add their
own meta-data to content they produce, consume and share. On Flickr (www.flickr.com) and
Del.icio.us (del.icio.us) for example, any user can attach tags to digital media items (files, book-
marks, images). The aggregation of tags creates an organic, free-form, ‘bottom-up’ taxonomy.
The information architect Thomas van der Wal coined the term or ‘folksonomy’ derived from
the idea of a ‘folk-taxonomy’ (Fitzgerald, 2006). Folksonomies are flat (that is, they have no
hierarchy, and show no parent—child relationships) and, critically, are completely uncontrolled.
A key implication of their lack of structure is that they do not support functions such as drill-
down searching and cross-referencing. A key implication of their ‘anything goes’ approach is
the potential for highly idiosyncratic classifications. The growth of folksonomies has generated
a great deal of discussion regarding their potential to interfere with ‘official’ taxonomies and
thus to generate ‘search noise’. However, there is also much discussion of the potential for folk-
sonomies to coexist with and complement the ‘official’ taxonomies (Johnston, 2008).

Electronic mail or e-mail

E-mail is now an essential business communication tool and is also widely used for personal
use. The popularity of e-mail as a communication tool has resulted in billions of messages
being sent each day. For the individual, managing these communications in their e-mail
inbox is rapidly becoming impossible! For the information services manager and indeed any
business manager, there are four main controls that need to 