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chapter 7

electronic commerce:
the internet and online business

Learning Goal 1:  Discuss how the Internet provides new routes to business success.

Key Terms:

Internet (Net)
World Wide Web (Web)
Web site
Internet service provider (ISP)

Class Discussion Notes:

1. The Internet:  The key to business success

a. The Internet is a worldwide network of interconnected computers that lets anyone with access to a personal computer send and receive images and data anywhere.

b. The Internet began in 1969 as a Defense Department experiment.

c. Approximately 500 million people use the Internet.

d. Over half of all Americans are online and this percentage is expected to increase to over 70 percent within the next few years.

e. The World Wide Web

i. Is a collection of resources on the Internet that offers easy access to text, graphics, sound, and other multimedia resources.

ii. Web documents are organized into Web sites composed of electronic pages that integrate text, graphics, audio, and video elements.

iii. Browsers are software programs that help users navigate the Web to locate, retrieve, and display information.

iv. The Web is the most popular Internet resource—today there are almost 30 million registered domain names (such as http://boone.swlearning.com, the Web site for this text).

f. Online transactions generate hundreds of billions of dollars of revenue.

2. How the Internet works (Figure 7.1)

a. Note:  your students may already be quite Web-literate and all you may need to do is briefly review this section.

b. Internet service provider

i. An organization that provides access to the Internet (AOL is still the largest ISP).

ii. Most Internet users must have an ISP in order to access the Net.

c. Servers and clients

i. A server is a large, specialized computer that holds information and then provides it to a client on request.

ii. A client is another computer or device that relies on the resources of one or more servers for help with its own processing. 

Learning Goal 2:  Describe the increasing diversity of Internet users.

Class Discussion Notes:

1. Internet users worldwide

a. 40 percent of current Internet users live in the U.S.

b. Within the next few years, 3 out of 4 Internet users will live outside the U.S.

c. Aside from the U.S., the nations with the largest concentration of Internet users are China, the UK, and Germany.

2. Trends in Internet users

a. Women

i. Women make up more than half of Internet users in the U.S. and an estimated 45 percent of users worldwide.

ii. Female users are growing at a faster in Europe and Asia than they are in the U.S.

b. U.S. Internet users are still predominately white or Asian, but percentages of other ethnic group users are rising.

c. Net users tend to be more affluent and to attain higher education levels than the general population.

d. Seniors are the fastest-growing age group on the Internet.

e. Two-thirds of U.S. small businesses have integrated the Internet as a tool to help them run their businesses.

Learning Goal 3:  Summarize the Internet’s four functions and give examples of each.
Key Terms:

e-mail
electronic commerce (e-commerce)

Class Discussion Notes:

1. The Web’s four functions (Figure 7.3)

a. Communication

b. Information

c. Entertainment

d. E-commerce

2. Communication

a. The most popular Internet function.

b. E-mail

i. The most popular Internet function.

ii. E-mail outnumbers regular mail by about 10 to 1.

iii. A more recent adaptation of e-mail is instance messaging.

c. Other popular ways of communicating are chat rooms and bulletin boards.

d. Videoconferencing has also come to the Web.

e. Business use the Internet to communicate promotional messages.

3. Information

a. A vast amount of information is available online.

b. Newsgroups provide a forum for participants to share information on selected topics.

c. Portal sites—such as Yahoo!—are designed to be a user’s starting point when entering the Web.

d. Search engines are software that scans the Web to find sites that contain data requested by a users.

e. Some Web sites specialize in particular types of information (such as the UPS Web site that allows customers to track packages, schedule pick-ups, and order supplies).

f. Businesses turn to the Web to gather information about their rivals and to assess industry trends.

g. Companies also use the Internet, and interactive technology, to gather information about their customers (an example is the online survey).

h. Some guidelines to remember:

i. Know your source.

ii. Investigate information by checking more than one source.

iii. Don’t believe all the e-mail announcements forwarded to you (some contain computer viruses or objectionable material).

4. Entertainment

a. A wide variety of entertainment is available online.

b. The availability of free content, however, raises a number of ethical and business issues, including copyright issues.

5. E-commerce

a. Marketing products over the Internet by exchanging information between buyers and sellers.

b. One of the newer Web applications.

c. Customers can not only use the Web to learn about a company’s products, but also complete purchases.

d. A Web presence builds awareness of a company’s products and brands. 

Learning Goal 4:  List the major forms of business-to-business (B2B) and business-to-consumer (B2C) e-commerce.

Key Terms:

Business-to-business (B2B) e-commerce
Business-to-consumer (B2C) e-commerce

Class Discussion Notes:

1. Evolution of e-commerce

a. The first wave of e-commerce brought techniques such as charge card approval systems, point-of-sale terminals, and scanners.

b. Innovations that have promote e-commerce:

i. Encryption systems.

ii. Growing use of broadband.

iii. The emergence of specialized software firms and other service suppliers that provide expertise to firms wishing to get into e-commerce.

c. More than half of U.S. companies sell products online.

2. E-commerce and the not-for-profit sector

a. E-commerce has also affected governments and others in the not-for-profit sector.

b. Governments have set up Web sites at which citizens can register cars, pay taxes, or look for government jobs.

c. The Girl Scouts make use of the Internet to help with cookie sales.

3. Profiting from e-commerce

a. Of sites catering to business customers, around 36 percent are profitable, though most expect to be profitable within the next couple of years.

b. Web sites tailored to consumers are doing a bit better, about 40 percent are profitable.

c. Profitability is most common among online retailers and online finance companies.

i. Many have had success in attracting online customers to generate profits—not simply in cutting costs.

ii. Success has occurred in spite of an overall sluggish economy.

d. The potential of e-commerce is more than just increasing sales.  Companies establish an Internet presence to: 

i. Expand beyond geographical boundaries to reach new markets.

ii. Cut costs.

iii. Improve customer relationships.

4. Business-to-business e-commerce

a. Electronic data interchanges (EDI) were one of the earliest applications of technology to business transactions.

i. An EDI is a computer to computer exchange of invoices, purchase orders, price quotations, or other sales information between buyers and sellers.

ii. Use of EDI cuts paper flows, speeds the order cycle, and reduces errors.

iii. Wal-Mart was one of the first major companies to adopt EDI in the early 1990s.

b. B2B is the use of the Internet for business transactions between organizations.

i. The next technological leap beyond EDI.

ii. One-quarter of all B2B transactions take place on the Internet, or around $3 trillion (expected to increase to 40 percent by 2010).

iii. Number of U.S. businesses engaged in B2B e-commerce is expected to grow to over 90 percent by 2010 (currently around 40 percent).

c. Electronic exchanges

i. Web-based marketplaces that cater to a specific industry’s needs.

ii. FreeMarkets is an example of an electronic exchange (described in text).

d. Extranets and private exchanges

i. An extranet is a secure network used for e-commerce and accessible through the firm’s Web site only by authorized users (such as suppliers and customers).

ii. The next generation of extranets is the private exchange, a secure Web site at which a company and its suppliers share all types of data related to e-commerce.

5. Online shopping (B2C e-commerce)

a. Current state of online shopping.

i. Online retail sales have hit $50 billion (still only 3 percent of total retail sales).

ii. The top five categories are shown in Figure 7.5.

iii. The typical online shopper was male looking for videos and music CDs; today the typical shopper more often than not is female and apparel and clothing is the second largest category of products sold online.

iv. Travel and financial services are also popular online products.

b. Electronic storefronts

i. Major retailers have established electronic storefronts.

ii. These electronic storefronts supplement catalog and/or bricks-and-mortar operations.

c. Developing a safe online payment system

i. Concerns about the safety of online purchases is still an impediment to the growth of B2C e-commerce.

ii. Encryption is the process of encoding data for security purposes.

iii. Other options include electronic cash, electronic wallets, and smart cards (credit cards with an imbedded security chip).

iv. Most of your students probably have some experience with B2C e-commerce.  You might want to ask about their experiences and suggestions for improvement. 

Learning Goal 5:  Describe some of the challenges associated with Internet selling.
Key Term:

Firewall

Class Discussion Notes:

1. Privacy issues

a. Concerns worry that information about them will become available to others without their permission.

i. Many sites require passwords as a form of authentication.

ii. Electronic signatures have become a way to enter into legal contracts online.

b. Because of cookies, Web users leave electronic trails of personal information about their buying and viewing habits.

c. Most consumers want assurances that any information they provide won’t be sold to others without their permission.

i. Many Internet companies have signed on with Internet privacy organizations.

ii. TRUSTe is one such example.

iii. Prominently displaying a privacy policy is a good way to build customers’ trust.

iv. A policy, however, is only as good as the company implementing it.

d. The Children’s Online Privacy Protection Act (COPPA) requires that Web sites targeting children younger than 13 obtain “verifiable parental consent” before collecting any data that could be used to identify or contact users.

e. Companies are also concerned about the privacy of their data.

i. A firewall is an electronic barrier between a company’s internal network and the Internet that limits access into and out of the network.

ii. Some states may begin requiring companies to track and report any security breaches to their Web sites.

2. Internet fraud

a. The FBI reports online auctions as the number one source of fraud.

i. Auction fraud ranges from merchandise that does not match the description the bidder was given to products that were purchased but never delivered.

ii. eBay—the world’s largest Internet auction company—has taken steps recently to reduce fraud.

b. Investment scams are the second most common online crime.

c. Fraud hurts Internet merchants as much as customers; Internet firms need to work harder to improve the image of the Internet as a safe place to conduct business.

3. Other impediments to e-commerce

a. Traffic jams caused by system overload.

b. Poor Web site design and service.

c. Unreliable delivery and returns.

d. Lack of retail experience.

e. Competition and disagreements among buyers and sellers.

i. Manufacturers using their Web sites to sell directly to customers can hurt their relationships with traditional partners.

ii. Pricing is another potential area of conflict.

f. Protection of intellectual property (the controversy over music downloads and the recording industry’s attempts to stop the practice could be discussed here). 

Learning Goal 6:  List the steps involved in developing successful Web sites.

Class Discussion Notes:

1. Developing successful Web sites

a. Figure 7.8 lists some of the important questions to consider in developing a Web site.

b. It’s easier to build a bad Web site than a good one.

c. Planning and preparation

i. What is the company’s goal for its Web site.

ii. Objectives for the Web site also determine the scope of its development.

iii. Another key decision is whether to create and maintain a site in-house or to contract with outside experts.

d. Naming a Web site

i. A domain name should reflect the company and its products and be easy to remember.

ii. However, a company shouldn’t spend too much time choosing a domain name, neglecting other aspects of its business (remember Furniture.com).

e. Content and connections

i. Content is one of the most important factors in determining whether visitors return to a site.

ii. Available resources should be relevant to viewers, easy to access and understand, updated regularly, and written or displayed in a compelling, entertaining way.

iii. Companies can have their own dedicated Web servers or contract to place their Web sites on servers at ISPs or other host companies.

2. Costs and maintenance

a. A Web site that can handle e-commerce will cost at least $10,000.

b. A Web site needs to stay current.

Learning Goal 7:  Identify methods for measuring Web effectiveness.
Key Terms:

Click-through rate
Conversion rate

Class Discussion Notes:

1. Gauging the return from a Web site

a. Measuring the effectiveness of a Web site is tricky and the appropriate process often depends on the purpose of the site.

b. Figure 7.10 lists several measures of Web site effectiveness.

c. Revenue is not a major Web site objective for many companies.

i. Only about 15 percent of large companies use their Web sites to generate revenue.

ii. The rest use them to showcase their products and offer information about their organizations.

2. Some measures of Web site effectiveness

a. Click-through rates

i. The percentage of people presented with a Web banner who click on it.

ii. Used be advertisers to measure the success of their ads.

iii. The average click-through rate is around .5%, much lower than other forms of advertising.

b. Conversion rate

i. The percentage of visitors to a Web site who make a purchase.

ii. A conversion rate of 3% to 5% is average today.

iii. A company can use its advertising cost, site traffic, and conversion rate data to find out the cost to win each customer.

iv. Businesses are trying to improve conversion rates by ensuring their sites download quickly, are easy to use, and deliver on promises.

Learning Goal 8:  Explain how global opportunities result from technological advances.

Class Discussion Notes:

1. The global environment of e-commerce

a. Internet users live on every continent.

b. Worldwide, people spend well over $600 million per year online.

c. The Internet creates an enormous pool of potential customers.

i. Companies can market their goods and services internationally and locate distribution sources and trading partners abroad.

ii. Customers can search for products at their convenience.

iii. Many companies divide their Web sites internationally (a good example to illustrate how companies divide their Web sites is the Michelin Web site, www.michelin.com). 

d. Language barriers

i. Three out of four Web sites are in English.

ii. This has slowed the adoption of the Internet to non-English speaking countries.

iii. Other international differences are important as well.

e. E-commerce can heighten competition

i. In the virtual global marketplace, rivals can cross the oceans to enter your market.

ii. Many manufacturers use the Internet to search through online catalogs for the lowest prices.

iii. Local firms can no longer assume that they will get the business of other local firms.

f. The Internet is a valuable way to expand a company’s reach, especially for small businesses.
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