
 
 
  

 
                  

 

 

 

 

 

 

Introduction: 

 

E-business environment:  
Key elements of the e-business environment: 

The internet has transformed the competitive environment for firms and requires managers to understand its 

distinctive attributes in order to build effective models and exploit the opportunities that its use presents. 

The internet economy works by a different set of rules from the traditional economy and managers of both 

traditional bricks-and-mortar firms and internet-based firms have had to face the challenge of either 

transforming their business model or building their business model around the key attributes that the 

internet exhibits. Lee (2001) outlines the main attributes of the internet that present both a challenge and an 

opportunity for businesses. These include: 

Economics of exchanging information 

Firms can take advantage of both richness and reach of information using the internet. The cost of sending 

additional units of information via the internet is practically zero and the reach is global. 

Connectivity and interactivity 

The number of people that have access to the internet is rising year on year on a global scale. Connectivity 

extends the reach of electronic communication and interactivity allows two-way communication in real-

time among parties to electronic communication. 

Network economies of scale 

The network effects are stronger in the internet economy. There are opportunities for achieving a critical 

mass of customers by accessing a wider customer base electronically at low cost. The marginal costs of 

sending information are close to zero so firms can achieve economies of scale by providing value-added 

products or services to customers cheaply, quickly and efficiently using the internet.  

Speed of change 

The internet has speeded up the transactions process and raised expectations of customers. Firms need to 

readjust their lead times, response times and distribution and delivery times in order to meet the exacting 

demands of customers, suppliers and partners across the supply chain in the internet economy. Firms who 

are able to meet or exceed these raised expectations can create a brand loyalty and, hence, a competitive 

advantage over rivals. 

Economics of abundance 

Information is a valuable asset in the internet economy. Revenue can be created by the dissemination of 

information based on its value to consumers (Rayport and Sviokla, 1995). Firms with exclusive rights to 

the ownership of valuable information can gain a good revenue stream through the production and 

protection (copyright) of such information. However, much of the information that drives the internet 

economy is widely available and ubiquitous. As noted previously, information can be reproduced and 

distributed at near zero marginal cost. This creates an abundance of information where the value can 

actually decline. These are termed ‗diseconomies of scale‘ and can occur when the consumer becomes so 

overwhelmed by the sheer volume of information available that the search costs of finding the information 

they want increase. 

Merchandise exchange 

The internet provides a mechanism for displaying a huge array of products and services without having to 

incur the costs of display that traditional stores incur. Search facilities can channel consumers to the exact 

types of products and services they are interested in and the website can offer additional services such as 

discount facilities, links to complementary products, product reviews, transactions, payments and delivery. 

Compared to traditional forms of shopping the internet offers much greater convenience at lower cost and 

potentially better service delivery. 

Prosumption 

E-commerce fundamentals: 

Introduction, The e-commerce environment, The e- commerce marketplace, Focus on portals, Location of 

trading in the marketplace, Commercial arrangement for transactions, Focus on auctions, Business 

models for e- commerce, Revenue models, Focus on internet start-up companies-the dot-coms. 



The internet can be used as a means of communicating with customers and enriching the relationship 

between buyer and seller. 

This can lead to customising or personalising products or services to match the requirements of individual 

customers. The internet facilitates the ability of customers to determine the design, development and 

production of products and services (Tapscott, 1996). 

Industrial context 

In the traditional economy value is created within industrial sectors, such as manufacturing or retailing. In 

the internet economy value generated in e-business communities transcends industrial sectors 

(Tapscott, 1999).. E-business models adopted by companies are designed to exploit the advantages that 

using the internet can bring. There are three types of channels through which e-business activity takes place. 

These are communications, transactions and distribution channels. 

Communications channel 

The efficient exchange of information between buyers and sellers is the most important advantage offered 

by the internet. The internet and the WWW in particular, has proved to be an effective medium for 

accessing, organising and communicating information. The key characteristics of the internet that improve 

the communications channel include: 

 The ability to store vast amounts of information; 

 The ease of access to information; 

 The scope for interactivity; 

 The ability to provide information on demand; 

 The improved visual presentation of material. 

The internet provides almost instant information and is available around the clock in any location. 

Customers benefit from quicker response times and access to a wider range of services provided by 

companies via their website. This, in turn, encourages interactivity between customers and sellers through 

several forms of communication including e-mail, mailing lists, newsgroups and chat rooms. 

Sellers can also adjust their marketing strategy in response to customer feedback. This feedback also helps 

sellers in developing new products, developing the application of existing products or offering personalized 

and customised products to individual customers. The process of relationship building is boosted and sellers 

can benefit from customer loyalty. 

Transactions channel 

The internet smoothes the whole transactions process between buyers and sellers, increases efficiency and 

can lower costs.  Transaction costs for customers are reduced because of the ease of access to market 

information on a wide range of products including, price, quality, availability and discounts. The time and 

effort expended searching for products and comparing prices is significantly reduced. Companies can also 

increase internal efficiency by using the internet to: reduce the amount of paperwork and administrative 

tasks associated with traditional forms of transacting; manage inventory and stock control; and reduce the 

procurement cycle time of inputs. 

Distribution channel 

Companies who produce digital products can use the internet as a distribution channel to offer instant 

supply at significantly reduced delivery cost. Products and services such as financial information, news, 

music, software, ticketing and reservations, and consultancy services are just some of the multitude of 

information-centered products that can be delivered quickly and cheaply to online customers. Figure below 

highlights the key advantages the internet offers in each of the channels. 
 
Channel functions    Advantages 

Communication    Improved product information 

Improved price information 
Constant availability 
Low cost of communication 
Interactive capability 
Information on demand 
Real-time inventory update 
Online technical support 
Quick response times 
Customised orders 
Post-sales service 
Communication across the supply chain 

Transaction     Ease of access to all internet users 

Low transaction costs 
Improved transaction processes 
Reduced administrative costs 
Improved procurement cycle times 
Improved inventory and stock control 
Low establishment costs 

Distribution    Instant delivery of digital products/services 
Low cost of delivery 
Distribution tracking capability for customers 



 
TYPES OF E-BUSINESS ENVIRONMENT: 
The micro environment 
Introduction 
The environment under which organization functions determines how it will conduct its business. 

Organizations have to constantly monitor and appraise the external business environment. 

Organizations have to make changes in its operations in accordance to the environment as to be 

profitable and effective. Therefore, understanding the business environment is important before 

developing any marketing strategy. 

Specific forces such as a market place, customers, organization, etc. which directly affects 

organization are referred to as micro-environment. 

The internet has made a direct impact on the micro-environment of the organization. 
Market Place 
The market place for an organization includes interaction between all the elements of the micro-

environment. There are five forces which impact organization in the marketplace. The impact of 

internet on the five forces is as follows: 

Bargaining Power of Customers: with the advent of the internet, customers have wider choices 

of products than before. The increase in competition has reduced the price level as customer 

demand more transparency in operations. Thus the bargaining power of customers has increased. 

Bargaining Power of Suppliers: again with wider choice due to the internet. The bargaining 

power of the supplier has gone down 

Threats of substitute: the internet has enabled quicker introduction of products and services. The 

organization must carefully observe the introduction of substitute in the market as to avoid losing 

market share. 

Barriers to entry: the internet has substantially reduced establishment costs, especially in the 

services industry. Therefore, organization has to carefully observe the movement of the new 

entrants in the market. 

Competition: the internet has started the trend of faster commoditization of products. Thus 

companies need to find new ways through which it can differentiate itself from competition. 
Customers 
An organization's success is dependent on strong customer base. Therefore, customer needs and 

requirements require a better understanding from the organization. A qualitative and quantitative 

analysis needs to be developed by the company to track consumer behavior and create more 

consumer insights. These consumer insights can be used by marketing groups to develop specific 

strategies. 

Companies are using demand analysis to understand and determine the potential of the new 

business proposition among customers. Companies also deploy qualitative analysis to understand 

perception of a consumer towards new products and services. 



After assessing demand and perception among consumer for the products and services, companies 

develop marketing communication to target specific potential customers and convert them to 

actual customers. This conversion marketing technique helps companies improve their customer 

base. 

Online sites track the way consumer navigates to reach particular destination or buying decision. 

This helps companies to design better websites. The internet search engines are the first stop for 

many consumers to begin searching for a particular product or service. Hence it is important to 

understand the phrases or sentence consumers are using to reach a particular product or service. 

Companies divide consumer into a particular group or segment based upon their demographics and 

psychographics. 
Online Buying Behavior 
It is very important for an organization to understand how the internet works in a multiple channel 

scenario. Thus, companies develop different models to understand online buying behavior. 

Companies have started creating personas which summarize the customer needs, requirements and 

environment based on their internet usage. Based on this persona, companies develop a customer 

scenario. This customer scenario is series of task or path taken to come at a desired buying 

decision. 

This customer scenario is part of the overall buying experience and it involves multiple channel 

partners. Therefore multi-channel strategies have to be built in assessing overall customer online 

buying behavior. 
Competitors 
Online business is dynamic in nature. Therefore, it is important for organizations to monitor usage 

of the internet by the competition. The internet is the new medium through which companies 

undertake the task for customer retention and acquisition. 

This dynamism has introduced new services and innovative marketing mix more frequently 

compared to traditional marketing techniques. Benchmarking also has become dynamic and cannot 

be considered one of, activity, but has to be continuous. 

The strategies of traditional competitor are well known. However, with the internet and 

globalization, new entrants are always posing a constant competition to the organization. 

Companies for benchmarking should analyze competitor‘s web site, identify the current trends and 

keep an eye on future trends. 
Suppliers 
Total customer satisfaction is the key in developing long and fruitful relationship with consumers. 

Therefore, it becomes important for the organization to monitor supplier, as they do affect quality 

or experience for customers. 
Intermediaries 
Marketing intermediaries are companies which help the organization sell, promote and distribute 

products and services in the market. For internet marketing, there are online intermediary websites. 

These intermediary websites work as a platform between consumers and business suppliers. The 

online social networks also act as an intermediary. They provide a platform which facilitates 

collaboration and exchange between various individuals. 

The companies need to maintain constant watch on the internet environment. This will help 

organization respond to ever changing and evolving internet micro environment. 

 
The macro-environment  
Introduction 
An organization is often influenced by the environment they work under. There are several factors 

which influence such as customers, suppliers etc of the micro environment can be controlled to a 

certain extent by the organization. The nature of micro environment is very much dependent upon 

macro environmental factors. The macro environment consists of society, government, rules, and 

tax, politics, technology, economics etc. 

The macro environment will influence all the players operating in the market. Therefore, it does 

not imply that the organization should not be bothered with changes happening in the macro 

environment. Organizations need to constantly monitor changes happening in political and 

regulatory environment and make changes accordingly. 



Organizations which adapt to the changes happening in the macro environment can showcase this 

as a differentiation and have a competitive advantage. 
Social Factors 
Though the advent of the internet is a universal phenomenon, but the usage pattern is not the same. 

The level of the internet access and usage directly influence buying behavior of the consumer. The 

social perception of the internet directly influences its use. The typical perception of the internet 

can be classified as no perceived advantage, little or no trust in the internet, security risk, cost of 

usage and utility. 

The group of population around above classification are the ones who are not utilizing the internet, 

thus organization needs to factor them in demand analysis. 

The social impact of the internet cannot be undermined. It has greatly influenced our way of life 

and has brought many differences to the fore-front. The population with income and a certain 

degree of education is able to use the internet much easily compared to population with costly 

service or slower access. 

Developed countries are promoting the use of the internet and making efforts through social 

programs. Even people with special needs are able to use the internet to their advantage. 
Legal and ethical issues with internet usage 
There are certain types of behaviors which are tolerated and accepted by the society around the use 

of the internet. These generally accepted norms are referred to as ethical standards. 

Countries are developing ethics related laws advocating the correct use of the internet. Any 

organization should be aware of these laws and develop their marketing programs after taking 

them into consideration. 

Among internet users the biggest concerns come with privacy factor. Privacy is described as a 

moral right every individual, enjoys from intrusion in their personal affairs. The internet users have 

their online identity through which they perform a financial and personal transactions. Consumers 

are very much concerned for the protection of this online identity. 

Effective e-commerce requires an organization to protect contact information, consumer profile, 

and behavioral information etc all the time. Organizations should not share or use personal 

information without prior consumer consent. 

The other half of the legal and ethical issue concerns organization itself and its own protection 

against hacking or industrial espionage. 
Technological Factors 
The modern digital technology is disruptive in nature. It forces the organization to re-look at its 

strategies more often. The advent of the internet has seen the rise of online retailers, seriously 

hampering the function of neighborhood stores. 

The biggest challenge for today‘s organization is to access the current technological environment 

and figure which solution would be the best against the competition. Companies can adopt either 

of following three courses: 

 Cautious approach 

 Fast follower approach 

 First mover approach 

In addition to in-home fixed internet access, the newer addition to technology is the mobile 

connectivity. These mobile connectivity is through phones, internet enabled devices, digital TV 

and digital radio. With the availability of so many digital devices, a technology convergence is on 

the horizon. 

Like privacy, security is also a great concern for the organization as well as the internet users. A 

security fear prevents greater adoption of e-commerce facilities. 

Any security system should ensure and verify the following: 

 Authenticity of identity of users 

 Privacy and confidentiality of e-commerce the parties 

 Completeness of transaction 

 Un-interrupted continuity 
Economic Factors 
The overall economic prosperity of the country will determine the extent of e-commerce activities. 

Organizations will target developed economy for more internet based transaction as compared to a 

developing country. 



The globalization has encouraged the development of a single international market for trade and 

commerce. It has reduced the social and the cultural difference between countries. This has 

promoted culture of standardization of prices and reduction of intermediaries. 

Language and culture difference pose a special problem to smaller companies as they do not have 

enough financial resources to develop a regional specific e-commerce. 
Political Factors 
The political and the governing environment in the region or country is determined through ruling 

government, public opinion and pressure/consumer advocacy groups. 

The government needs to put a control in place as to monitor the development and usage of the 

internet. But as internet promotes global collaboration, government agencies across countries need 

to collaborate to ensure the safety of e-commerce. 

The countries are examining the current tax structure to ensure that e-commerce activities do not 

reduce tax collection of local government and agencies. 

Organizations need to monitor its macro environment and make necessary changes as to remain 

competitive and profitable. 

 
The e- commerce marketplace: 

Electronic marketplaces (e-marketplaces) are electronic exchanges where firms can register as buyers or 

sellers and undertake business activities using the internet. Typically, e-marketplaces attract firms from 

each element of an industry supply chain to enhance the efficiency of communications and to undertake 

transactions. There are many different types of e-marketplaces and each one operates a business model that 

suits the aims and objectives of the proprietor.  

Some may be set up as a business offering with an intermediary providing an added-value service such as 

payment systems. Others may operate on a cost-recovery basis by an industry third-party (industry 

associations are an example of this). There are a large number of services offered by e-marketplaces, 

including business directories, transaction services and electronic catalogues, for listing inventory of 

products and services.  

There are three main types of e-marketplaces: 

 Public exchanges: independently-operated B2B trading platforms for facilitating online transactions 

between trading partners. These are open to any business or group of businesses. 

 Consortium exchanges: an exchange owned and operated by a group of competing businesses who 

combine their buying power to gain group-wide savings on the supply of materials. 

 Private exchanges: an exchange owned and operated by a single firm to link its trading system 

directly to that of its suppliers. 

 

The key advantages offered by e-marketplaces include: 

 Much greater scope for firms to form trading partnerships; 

 Opportunities for lower costs associated with the negotiation and transactions of products and 

services through the use of automated systems; 

 Benefits from a more open and transparent pricing environment; 

 Opportunities presented by access to value-adding services using electronic systems; 

 Opportunities for access to global markets, particularly for small and medium sized enterprises 

(SMEs). 

E-marketplaces can be used by firms to acquire inputs, and sell outputs, electronically, thereby saving on 

search costs and transaction costs. Since most products bought and sold in the B2B marketplace require 

transportation, the exchange models invariably include automated multi-party transactions facilities. For 

example, a buyer of chemical products can acquire transport services simultaneously. 
E-marketplaces have been the catalyst for structural change in industries too. Previously fragmented 

industries now benefit from the network integration that e-marketplace exchanges have brought about. 

Examples include steel, chemicals, office supplies, flowers, plastics and electricity. The exchange of 

information and products has been greatly simplified by the development of industry-specific e-

marketplaces. Figure below illustrates this process.  
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Alongside online exchanges, most e-marketplaces also feature online catalogues and online auctions. In 

online catalogues, sellers provide a list of their products along with other relevant data relating to price, 

specifications, availability and delivery terms. Buyers can order via the website. The auction model is based 

on the successful B2C model so effectively developed by firms such as e-Bay. In the B2B market firms can 

auction off excess inventory to improve revenue and ease storage costs. Figure below illustrates the 

dynamic between buy-side and sell-side relationships in an e-marketplace exchange. 

 
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. 

 

 

 

 

 

 

 

The main elements of the online marketplace 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 intermediaries 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. 

 
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. 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. 

Through evaluating the type and volume of phrases used to search for products in a given market it is 

possible to calculate the total potential 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. 

 

3 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 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.  

 



4 Destination sites 

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

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

OVP or online value proposition which is a summary of the unique features of the site. The OVP is a key 

aspect to consider within planning – marketers should evaluate their OVPs against competitors‘ and think 

about how they can refine them to develop a unique online experience. 

 

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 below figure.  
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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 strategy. 

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! 
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2.6 

 
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 products 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 (‗Vauxhall Internet Price‘), an online sales support tool (‗Vauxhall Advisor‘) and an e-

mail newsletter. CIO (Chief Information Officer) (2002) reported that in November 2001, e-GM – 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 skeptics 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 converting into sales 
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 2.7 

 
 This pattern of the incorporation of e-business back into traditional structures is commonplace amongst the 

advanced adopters of e-business who have successfully 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 concept. 

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  ntermediary 

between purchaser and seller. This intermediary performs the price evaluation stage of fulfilment since its 

database has links updated from prices contained within the databases of different suppliers. Screentrade 

was purchased by Lloyds TSB, a traditional 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 supplier, is represented with the new intermediaries operating within your 

chosen market sector. This implies the need to integrate, using the Internet, databases containing price 

information with those of different intermediaries. Forming partnerships or setting up sponsorship with 

some intermediaries can give better online visibility compared to competitors. 

Second, it is important to monitor the prices of other suppliers within this sector (possibly by using the 

intermediary web site for this purpose). Third, it may be appropriate to create your own intermediary, for 

http://www.theaa.co.uk/


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 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. 

 

Focus on portals 
What is a Portal? 

A Web portal is a specially designed website that often serves as the single point of access for 

information. It can also be considered a library of personalized and categorized content. A Web 

portal helps in search navigation, personalization, notification and information integration, and 

often provides features like task management, collaboration, and business intelligence and 

application integration.  

Web portals are also known simply as portals.  

Web portals often provide a particular look and feel for organizations and enterprises, and also 

provide access control and procedures. They are accessible from multiple platforms like personal 

computers, smartphones and other electronic devices. Prominent features of a Web portal are data 

access, personal content, transactions, security, published content and search. It is capable of 

presenting information based on the user. It can also allow users to voluntarily personalize the 

information presented in the portal. There are two types of Web portals, namely, horizontal Web 

portals and vertical Web portals. The former target large communities of users, whereas the latter 

are more specific to the contents and objects. Web portals are also classified based on their types, 

such as market space portals, public Web portals, enterprise Web portals, knowledge portals, etc.  

A Web portal is capable of handling both structured and unstructured information. For users, it 

provides ease of navigation, and for enterprises it provides significant cost savings, improved 

productivity and a way to establish a long-lasting relationship with users. A Web portal can 

facilitate notification and multi-channel consistency. It enables universal login and provides 

integration if needed to other applications and systems. It is also capable of integrating and 

supporting a specific application type like e-commerce support, business intelligence or 

application service provider application.  

The Evolution of Portals 

Initially, the term portal was used to refer to well-known Internet search and navigation sites that provided a 

starting point for web consumers to explore and access information on the World Wide Web. 

The original portals were search engines. The initial value proposition was to offer a full text index of 

document content and a chance to take advantage of the hyperlinking capabilities built into the web 

protocols. 

Internet navigation sites, such as Yahoo!, Excite, Infoseek, AOL, MSN, Netscape Netcenter and Lycos, 

represented the next phase of portal development. The term "Internet portal" (or "web portal") began to be 

used to describe these mega-sites because many users used them as a "starting point" for their web surfing. 

The term "search engine" had become inadequate to describe the breadth of the offerings, although search 

and navigation are still pivotal to most people's online experience. Compared to the original Internet search 

engines, Internet portals offer a more structured, navigable interface. Browsing an organized hierarchy of 

categories developed by people (rather than computers) who scoured the Internet for relevant and useful 

Websites is more effective than issuing a keyword search against the entire Web. 

While these public Internet portals continue to flourish, the market for portal technology is increasingly 

focused on the better delivery of corporate information. Portal technology has significantly matured since 

the public search sites were first built, and has been used to build a diverse range of portal types, including 

specialized portals, enterprise portals, workspace portals, marketspace portals, knowledge portals etc.  



 

Definition of Today’s Portals 

Traditionally, a portal denotes a gate, a door, or entrance. In the context of the World Wide Web, it is the 

next logical step in the evolution to a digital culture. Web pages are not completely self-referential 

anymore, but allow for personalization, workflow, notification, knowledge management and groupware, 

infrastructure functionality, and integration of information and applications. The idea of a portal is to collect 

information from different sources and create a single point of access to information - a library of 

categorized and personalized content. It is very much the idea of a personalized filter into the web.  

Portals are often the first page the web browser loads when users get connected to the Web or that users 

tend to visit as an anchor site. They offer users a surplus value of service based on the features of classic 

search engines: a well trained concierge who knows where to search and find; a well-assorted newspaper 

kiosk that keeps the latest market information about the surfer‘s personal stocks ready; free communications 

possibilities like email or discussion boards. Thus, the traditional virtual roadhouses -the search engines- 

become feel-good entrance halls, a gateways to the internet, easy, one-stop embarkation points for the daily 

Web-surfing sessions. The hope behind the idea of a portal: surfer start their voyage into the web in a 

modern entrance hall, and preferably find their way back to the starting point without major difficulty.  

 

Portal Predicates at a glance 

What a portal does: 
 Enables universal login  

 Handles both structured and unstructured data  

 Facilitates multi-channel consistency  

 Facilitates messaging and notification  

 Automated tuning: pervasive content can be tuned based on personalization, location, browser, etc.  

 Integration to other systems 

Key features of portals: 
 Security  

 Access different data  

 Transactions  

 Search  

 Publish Content  

 Personal Content 

What a portal is not: 
 It is not just a Website (which is usually characterized by static information)  

 It is not just a personalized intranet  

 It is not just a personalized extranet  

 It is not just a personalized front end for business applications  

 It is not just groupware  

 It is not just a personalized knowledge management solution  

 It is not just a sophisticated search engine 

Instead, a portal is nothing less than just one personalizable, browser based user interface to all the 

components mentioned above. 

 

What are the Major Functions of Portals?  

According to the analyst and consulting company Ovum - as described in their study "Enterprise Portals: 

New Strategies for Information Delivery", 2000 - the ideal portal is based on eight functionality areas: 

 search and navigation  

 information integration (content management)  

 personalization  

 notification (push technology)  

 task management and workflow  

 collaboration and groupware  

 integration of applications and business intelligence  

 infrastructure functionality 

Although most of the functionality is not new, what is new is the idea that the business value of the whole is 

considerably more than the sum of its parts. Thus, a successful portal does not only consist of either a good 

collaboration support or a good integration of the information sources. Rather it consists of - just like a 

successful cooking recipe - a well-integrated mixture of the basic portal functionalities. 



 

Search and Navigation 

This functionality forms the basis for most of the successful public web portals meaning that a successful 

portal should support its users in an efficient search for contents. 

A portal should: 
 automatically present its users with the information appropriate to the user‘s role  

 suggest additional information to the user, and/or allow the user to voluntarily personalize the 

information presented by the portal  

 allow the user to search for information that was not previously known to be relevant to the user‘s 

role, but which may be available through the portal 

 

Information Integration 

A portal should warrant the integration of information from disparate sources. Moreover, the user should 

also be able to optimally use this information. There are several mechanisms for doing this. One such 

promising technique of innovative interfaces is the Unified Content API (Application Programming 

Interface) which speeds up the development of portal applications. The Unified Content API supports all 

current tools for developing web environments, such as JAVA, C++, ActiveX, Visual- and Non-Visual-Java 

Beans. 

 

Personalization 

Personalization is vital to the delivery of appropriate information to portal users: each user gets only the 

information which is specifically tailored to his/her needs. Personalization should be based on user roles, as 

well as user preferences.  

There are several types of personalization:  
 Personalization of navigation 

e.g. shortcuts to specific information, mostly known as bookmarks or favorites  

 Personalization of data/content 

e.g. which stocks do I want to see in my stock ticker  

 Personalization of layout 

e.g. what information appears where on the screen, in which format, color or size 

An important high-level distinction exists between:  
 Design personalization 

the initial appearance of the portal, which may be ‗pre-personalized‘ according to the user‘s role  

 Voluntary personalization 

where the user is offered a menu of personalization options to choose from  

 Involuntary personalization 

where the system itself unilaterally makes decisions for the user according to ‗guesses‘ about user 

preferences  

 

Notification 

Notification (push technology) is referred to as a system in which a user receives information automatically 

from a network server. Push technologies are designed to send information and software directly to a user‘s 

desktop without the user actively requesting it. Thus, the user has the opportunity to subscribe to active 

information sources (such as newsfeeds and periodically updated reports) and ask to be alerted when 

documents are updated. 

Task Management and Workflow 

Portals providing task management services can help users take part in and/or manage formally defined 

business processes.  

The workflow functionality allows the automation of business processes. Thus, as part of a workflow-

automated business process, a portal should be able to prompt its users when they have tasks to perform.  

 

Collaboration and Groupware 

Knowledge management and groupware ensure that the required information is stored in the right place and 

in the right mode. By this means the right persons are brought together with the right information. 

Groupware software assists in less formal collaboration than workflow tools. As with workflow automation, 

groupware increases the value delivered by many types of specialized portals; for example, it:  

 increases the attractiveness of business-to-consumer e-commerce portals  

 enables informal communication between suppliers and customers in business-to-business e-

commerce portals 



Supply chain portals are also dependent on collaboration support in order to help suppliers and their 

customers manage their relationships. Moreover, collaboration support is a key requirement for knowledge 

portals.  

 

Integration of Applications/Business Intelligence 

In addition to the already mentioned functionalities, a portal can integrate and support a specific application 

type, for example:  

 an application service provider (ASP) application  

 business intelligence (BI) functionality  

 support for e-commerce 

 

Infrastructure Functionality 

The infrastructure functionality constitutes the fundament for the work environment - the other 7 

functionalities mentioned above build up on this one. The runtime infrastructure associated with the portal 

will have a primary effect on manageability, scalability, security and availability.  

 

What is the Basic Architecture of Portals? 

If you bring to mind once again the eight functionalities of an ideal portal and then take a look at real 

portals, that is portal projects already put into action, you will probably notice some discrepancies: Some 

portals may attach importance to collaboration while others lay stress on notification, depending on the 

specific needs of the portal‘s clientele, but also on the technological capabilities of the portal‘s carrier. 

Most of today‘s portal solutions meet the requirements of only single functionalities, thus providing a 

partial solution for particular problem areas. This is exactly were the theoretical distinction between 

horizontal and vertical portals becomes crucial. 

 

Definition of Horizontal Portal 

Horizontal portals target the entire Internet community. These sites, often referred to as "megaportals", 

usually contain search engines and provide the ability for user to personalize the page by offering various 

channels (i.e. access to other information such as regional weather, stock quotes or news updates).  

Yahoo! and Lycos constitute megaportals. These portals are also gateways to contents and services of other 

offerors.  

 

Definition of Vertical Portal 

According to Gartner Group, vertical portals differ only in their more specific objects and contents from 

horizontal portals, the technology employed remains the same. 

Most of the times, vertical portals offer information and services customized to niche audiences about a 

particular area of interest. Vertical industry portals, known as vortals, are sites that provide a gateway to 

information related to a particular industry, such as, insurance, automobiles, etc.  

There are innumerable possibilities for establishing special vertical portals on the market. The numerous 

solutions can be divided into 3 major groups that partially overlap:  

 Corporate Portals: 
provide personalized access to selected information of a specific company  

 Commerce Portals: 
support business-to-business and business-to-consumer e-commerce  

 Pervasive Portals: 
support access via Pervasive Devices such as PDAs 

Particularly this type of vertical portal will have a great stake in the future. 



 

 
Common Architecture of Horizontal and Vertical Portal 
Yet, no matter what type of portal - they all should conform to a basic architecture. Vertical portals make 
only sense if they are not established independently, but as a particular occurrence of a common platform - 
that is the horizontal portal. This horizontal portal performs and fulfills all the functionalities of an ideal portal 
discussed above. 
The basic architecture of portals is depicted in figure 1. The middle part encompasses all the functionalities 
and services of an ideal portal, the horizontal portal. These functionalities should at least in part be fulfilled 
by any portal, no matter how narrow its focus. The bottom part - connectivity services - should be able to 
integrate any data type that comes into question. Finally, the upper area corresponds to the user interface 
which enables the presentation of all data and applications. 
Any portal meets the requirements of this 3-layer-architecture and any portal should meet the mentioned 
basic functionalities. However, despite this common feature, the market keeps ready a huge palette of 
various portals. One of the richest taxonomy of portals is the one provided by Ovum. 
 
What are the Major Portal Types? 
The analyst and consulting company Ovum has set up a detailed taxonomy of portal types, their 
hierarchical affiliations included. Figure 2 depicts Ovum’s hierarchy of portal types. Following you will find 
short descriptions of the major portal types. 
 
Specialized Portals 
Specialized portals are designed for a specific purpose. One such specialized portal is an ASP (Application 
Service Provider) portal that provides its customers with access to applications via an extranet or the 
Internet. 
 
Marketspace Portals 
Marketspace portals exist to support business-to-business or business-to-consumer e-commerce. 
Major functionalities: 

 software support for e-commerce transactions  
 ability to find and access rich information about the products on sale  
 ability to participate in discussion groups with other vendors and/or buyers 

 
Public Web Portals 
Public web portals exist to provide easy-to-use and attractive services to the public. 
Major functionalities: 

 extensive search and/or navigation system  
 great variety of service offerings  
 mega-sites used as "starting point" for the web surfing 



 
Enterprise Portals 
An enterprise portal (sometimes called a corporate portal) provides personalised access to an appropriate 
range of information about a particular company. 
Enterprise portals have become one of the hottest new technologies of the Internet. Initially called intranet 
portals - enterprise portals existing for the benefit of the company’s own employees, this set of technologies 
has developed to assist and provide access to a company’s business partners (suppliers, customers) as 
well. 
As opposed to public web portals, enterprise portals aim at providing a virtual workplace for each individual 
using them - executives, employees, suppliers, customers, third-party service providers. Rather than 
offering access to consumer goods, services, and information, enterprise portals are designed to give each 
individual using them access to all of the information, business applications, and services needed to 
perform their jobs. 
A company’s public Website itself is not automatically a corporate portal. It can become one if the Website 
provides personalization and navigation functionality, as many are beginning to do. 
More advanced enterprise portal solutions provide access via mobile devices, such as cell phones, PDA’s, 
handheld PC’s etc. facilitating on the road work, decision making, and business processes.  
 
Workspace Portals 
A workspace portal is a single, coherent, integrated portal that presents its users with all the information 
they need to carry out their jobs. 
According to Ovum, the workspace portal represents the radical vision of a portal providing the user 
interface people always wanted and never had: A user interface making available all the information 
necessary for an employee’s job role. The current alternatives to a workspace portal are specialized portals 
and/or the contemporary Windows desktop. Thus, the advantages workspace portals have to offer over 
these alternatives ought to be evident and convincing. 
A ‘complete’ enterprise portal - an enterprise portal that provides efficient personalization with the 
appropriate information - is a promising candidate for a workspace portal. 
 
Knowledge Portals 
Knowledge portals increase the effectiveness of knowledge workers by providing easy access to 
information that is necessary or helpful to them in one or more specific roles. 
Knowledge portals are not mere intranet portals since the former are supposed to provide extra functionality 
such as collaboration services, sophisticated information discovery services and a knowledge map.  
 
Who are the Major Portal Contenders? 
After all this more or less theoretical part of trying to find typologies and distinctions, one should not forget 
to inquire the portal landscape and to take a look at real portals. 
Following I have listed some links to exemplary real portals, so that you can make up your own mind about 
who offers the most extensive, sophisticated, and user-friendly functionalities. All of these sites offer core 
portal features: web searching, news, reference tools, communication capabilities, and personalization 
techniques. Though their specifics might differ, the portals look and feel quite similar. 
If you are looking for more in detail statistics and comparisons of web portals, there are many addresses on 
the web. The Open Directory Project holds an extensive list of portals (over 250 links) with short 
descriptions of their functionalities. Other in-depth statistics are provided by leading web traffic and usage 
measurement services such as Media Metrix, netScore, WebSideStory, Alexa, and Nielsen Netratings. 
 
What is the Future Trend? 
A great number of analysts’ reports inquire the future development of portals. One of the most popular 
reports is the hype cycle of emerging technologies for 2000 released by the Gartner Group. 
The hype cycle covers information such as which emerging technologies should early adopters be 
examining for competitive advantage and how technology planners should identify the technologies and 
applications that will generate maximum benefit for the organization. Technologies at the peak of inflated 
expectations in this hype cycle include wireless Web/WAP, ASPs, and Webtops. 
The Gartner Group expects the first portal euphoria to calm down within 2 years. Only by then will the 
broader market exactly know which specific portal functionalities are relevant and indispensable. 
Ovum, on the other hand, places the emphasis on the portal mix which is supposed to become the new GUI 
(Graphical User Interface) standard. According to Ovum, "by 2005, applications that cannot present 
themselves via a fully-functional portal interface will be universally rejected by IT users". 
What is for sure by now: No portal plan today can fail to take into account the boom in wireless devices and 
mobile computing.  
Best B2B Portals in India: 
These days you can find hundreds of B2B websites which provide a business platform where manufactures 
and suppliers promote their products. After analyzing these websites, I come up with the following 
websites, feeling best B2B websites in India. 



1. Alibaba.com: 
Launched in 1999, Alibaba.com is the leading platform for global wholesale trade. Alibaba.com brings you 
hundreds of millions of products in over 40 major categories, including consumer electronics, machinery 
and apparel. Buyers from 190+ countries and regions exchange millions of messages with suppliers every 
day. This is the largest B2B portal in the world; you can put 50 products on it for free. Enough products 
and companies on it. Compare to soldouteasy.com, its data not open to other search engines. Only 
customers of alibaba.com can get you products information. 
2. ExportersIndia.com: 
Is one of the leading B2B web portal in India offering complete business solution to manufactures, 
wholesale suppliers, importers, exporters, service providers and consumers all over world. 
ExportersIndia.com, which is launched in 1997, is the home for innumerous products and businesses 
across the globe and hence it serves as the ideal destination for everyone. 
3. IndiaMart.com:  
Created in India, IndiaMart.com is India's largest online B2B market place for Small & Medium size 
businesses, connecting global buyers with suppliers. Approximately 1.5 million suppliers registered in this 
portal and generating business from over 10 million buyers.  
4. IndiaTradeZone.com:  
IndiaTradeZone.Com is a B2B portal for exporters & importers to explore new markets and increase their 
international business in a simple, cost effective manner. Numerous businesses have benefited from their 
services over the past 16 years. More than 5 lakh companies from all over world have registered in this 
portal reaching to 2 lakh buyers. 3+ lakh products ranging across 2000 categories available. 
5. JimTrade.com: 
JimTrade integrated sourcing, marketing, and cataloging tools work together to provide the right 
information at the right time, and in the right format. JimTrade allow users to browse 1,50,000+ suppliers 
and products information by 21 industry categories and 20000+ product sub-categories, ranging from 
Agriculture to Industrial Supplies. 
6. Made-from-India.com:  
Made-from-india.com is One of the leading B2b portal & global marketplace of India, provides Trade 
Business Directory, Buying selling trade leads, Business offers for Manufactures, Importers, Exporters and 
Suppliers.  
7. TradeFord.com:   
Is one of the leading global B2B Market place for global Buyers, Suppliers and Manufacturers. It creates 
free company websites, showcase unlimited products and explore New Business opportunities. Products 
ranging from Agriculture to Toys, Transportation categories and sub-categories are available. 
8.TradeIndia.com:   
India's largest online B2B e-marketplace, offering online business directory and yellow pages of Indian & 
Foreign manufacturers, exporters, suppliers, importers & service providers. Launched in 1996, 
TradeIndia.com offers the Indian Business community a platform to promote themselves globally. It has 
huge number of company profiles and product catalogs under 2,215 different product categories and sub-
categories. Receiving 20.5 million hits per month. 
9.BusinessMartIndia.com: 
India based best B2B portal which provide best and affordable services to clients all over the world, offers 
wide benefits to the manufactures, suppliers, buyers, exporters as well as importers. 
10.PostOffer.com:  
Is a very good B2B market place and Promotion website to enhance the opportunity of Business 
throughout the internet. All types of business at different locations are available on this portal. Providing 
unique Multi-posting service that would enable you to submit your offer to over 10 well-known B2B 
websites in order to enhance the opportunity. 
 
Best B2C Portals in India: 
Flipkart - It is a reputed and one of the esteemed e-commerce platforms used simply all across the world. 
No matter, whether you are looking for electronics, appliances, anything related to men and women, baby 
and kids wear, home and furniture, books and more, it is the best platform to seek for. Introduced in year 
2007, it is one of the countryâ€™s leading and well known e-commerce platform offering more than 80 
million products covering about over 80 categories and segments. This pioneering e-commerce 
marketplace firm is been registered in Singapore and is headquartered in Karnataka, India. 

 Establishment – 2007 



 Website: www.flipkart.com 

Second place is grab by Fashionandyou.Fashionandyou was started in 2009 by Harish Bahl with a 

motto to cater eminent designer‘s collections under one roof. Over the years it become a prominent 

brand in fashion &apparel industry and numerous top notch merchandise are associated with it.  

 Website: www.fashionandyou.com 

Snapdeal is placed at third position in the list of top 10 e-commerce companies in India. Snapdeal 

was started by alumnus of IIT Delhi in 2010 and within 3 years capture huge share of Indian e-

commerce industry. Snapdeal has numerous product categories that include books, mobiles, 

electronic items, apparels etc. Initially it was started as discount coupon website but to capture 

growing ecommerce market Snapdeal has change their business model.  

 Establishment – 2010 

 Website: www.snapdeal.com 

Fouth place is acquired by Myntra. Myntra was established by IIT graduates in 2007 and has 

headquartered in Bangalore. Company works in niche market space of apparels and has tie up with 

prominent brands.  

 Establishment – 2007 

 Website – myntra.com 

Dealsandyou is placed at fifth placed. Dealsandyou is a deals website that brings discounted deals 

of numerous day to day products. Deals help consumers to get discount and also increase the sales 

of the sellers.  

 Website: www.dealsandyou.com 

HomeShop18 is an online venture of Network 18 Group. It is an ecommerce website that sells 

Mobiles, clothing, footwear, jewellery, beauty, books and toys. Numerous top brands like 

Samsung, Nokia, Canon, Nikon, Sony are associate with HomeShop18. 

HomeShop18 provides the facility to track the order and regularly send product dispatch status on 

mobile and inbox. Online payment option through credit/debit cards also available on website. To 

build healthy relationship with corporate, HomeShop18 offers heavy discount on corporate gifting 

& bulk deals.  

  Establishment – 2008  

  Website: www.homeshop18.com Yebhi.com is another well-known ecommerce company 

started in 2009 and within 4 years become the establish player in ecommerce industry. Yebhi was 

started as BigShoeBazaar.com and then changed its identity to Yebhi. After seen the potential in 

this company Nexus Venture Partners and N. R. Narayana Murthy‘s Catamaran Ventures invested 

40 crore in this company.  

 Establishment – 2010 

 Website: www.yebhi.com 
 
 
 
Location of trading in the marketplace: 
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 distinction 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, identifying three different types of location. Seller-

controlled sites are the main home page of the company and are e-commerce-enabled. Buyer-controlled 

sites are intermediaries which have been set up so that it is the buyer who initiates the market-making. This 

can occur through procurement 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 



 

Place of purchase    Examples of sites 

A. Seller-controlled  • Vendor sites, i.e. home site of organization selling products, e.g. www.dell.com 

B. Seller-oriented  • Intermediaries controlled by third parties to the seller such as distributors and agents, 

  e.g. Opodo (www.opodo.com) represents the main air carriers 

C. Neutral   • Intermediaries not controlled by buyer‘s industry, e.g. EC21 (www.ec21.com) 

• Product-specific search engines, e.g. CNET (www.computer.com) 

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

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

D. Buyer-oriented  • 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 

• Purchasing agents and aggregators 

E. Buyer-controlled  • Web-site procurement posting on company‘s own site, e.g. GE 

• Trading Process Network (www.gxs.com) 
 
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. 

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. 

D. 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 initiates the market making. 

 

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: 

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. Evans andWurster 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. 

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. 

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. 

Commercial arrangement for transactions: 

Market can also be considered from another prospective- that of the commercial arrangements that 

is used to agree a sale and price between the buyer and supplier (seller). The main types of 

commercial arrangements are as follows 

 Negotiated deal 

Negotiation: Bargaining between a single seller and a buyer,  

Continuous replenishment: Ongoing fulfillment of orders under pre-set terms 

e.g. www.commerceone.net 

 Brokered deal 

Achieved through online intermediaries offering auctions and pure markets online 

e.g. www.screentrade.co.uk 

 Auctions 

Seller‘s auction: Buyer‘s bid determine final price of seller‘s offerings 

Buyer‘s auction: Buyers requests prices from multiple sellers 

Reverse auction: Buyers post desired price for seller acceptance 

e.g. www.ebay.com 



 Fixed price sale 

Static call: online catalogue with fixed price 

Dynamic call: online catalogue with dynamic features 

e.g. all e-retailers (e-tailors) www.amazon.com 

 Pure markets 

Spot: Buyers and sellers bids clearly and instantly 

e.g. electronic share dealing 

 Barter 

Buyers and sellers exchange goods 

e.g. bartercard.co.uk 

 

Types of Electronic Payment Systems 
• Electronic payment systems are proliferating in banking, retail, health care, on-line markets, and even 

government—in fact, anywhere money needs to change hands. 

• Organizations are motivated by the need to deliver products and services more cost effectively and to 

provide a higher quality of service to customers. 

• The emerging electronic payment technology labeled electronic funds transfer (EFT). 

• EFT is defined as ―any transfer of funds initiated through an electronic terminal, telephonic 

instrument, or computer or magnetic tape so as to order, instruct, or authorize a financial institution 

EFT can be segmented into three broad categories: 

• Banking and financial payments 

– Large-scale or wholesale payments (e.g., bank-to-bank transfer) 

– Small-scale or retail payments (e.g., automated teller machines) 

– Home banking (e.g., bill payment) 

• Retailing payments 

– Credit Cards (e.g., VISA or MasterCard) 

– Private label credit/debit cards (e.g., J.C. Penney Card) 

– Charge Cards (e.g., American Express 

• On-line electronic commerce payments 

– 1. Token-based payment systems 

• Electronic cash (e.g., DigiCash) 

• Electronic checks (e.g., NetCheque) 

• Smart cards or debit cards (e.g., Mondex Electronic Currency Card)) 

– 2. Credit card-based payments systems 

• Encrypted Credit Cards (e.g., World Wide Web form-based encryption) 

• Third-party authorization numbers (e.g., First Virtual) 
 

 

• Electronic cash is a general term that describes the attempts of several companies to create value 

storage and exchange system that operates online in much the same way that government-issued 

currency operates in the physical world. 

• Concerns about electronic payment methods include: 

– Privacy 

– Security 

– Independence 

– Portability 

– Convenience 

Electronic Cash Storage 

• Two methods 

– On-line 

• Individual does not have possession personally of electronic cash 

• Trusted third party, e.g. e-banking, bank holds customers‘ cash accounts 

– Off-line 

• Customer holds cash on smart card or electronic wallet 

• Fraud and double spending require tamper-proof encryption 

 

Risks in Electronic Payment systems 



• Customer's risks 

– Stolen credentials or password 

– Dishonest merchant 

– Disputes over transaction 

– Inappropriate use of transaction details 

• Merchant‘s risk 

– Forged or copied instruments 

– Disputed charges 

– Insufficient funds in customer‘s account 

– Unauthorized redistribution of purchased items 

• Main issue: Secure payment scheme 

Designing Electronic Payment systems 

It includes several factors: 

• Privacy. A user expects to trust in a secure system; just as a telephone is a safe 

• Security. A secure system verifies the identity of two-party transactions through ―user 

authentication‖ & reserves flexibility to restrict information/services through access control 

• Intuitive interfaces. The payment interface must be as easy to use as a telephone. 

• Database integration. With home banking, for ex, a customer wants to play with all his accounts. 

• Brokers. A ―network banker‖-someone to broker goods & services, settle conflicts, & ‗inancial 

transactions electronically-must be in place 

• Pricing. One fundamental issue is how to price payment system services. For e.g., from cash to bank 

payments, from paper-based to e-cash. The problem is potential waste of resources. 

• Standards. Without standards, the welding of different payment users into different networks & 

different systems is impossible. 
 

SYSTEMS OF PAYMENTS 

Majorly, there are four business payment methods which include: 

1) Processes that use existing credit/debit card Models. 

2) Funds Transfer request to the Banks through existing ECS, EFT, SWIFT etc.. 

OR On-line debit /credit to respective accounts. 

3) Electronic Funds Transfer using Digital Check 

4) Electronic monetary alternatives (Digital ―Cash‖) 

 Electronic Wallets 

 Stored-Value (Smart) Card 

Let us see the details of them: 

 Credit card-based: if consumer want to purchase a product or service, they simply send their credit card 

details to the service provider involved and the credit card organization will handle this payment like 

any other. 

 Smart card: these are credit and debit cards and other card products enhanced with microprocessors 

capable of holding more information than the traditional magnetic stripe. The chip can store 

significantly greater amounts of data, estimated to be 80 times more than a magnetic stripe. Smart card 

are basically of two types: 

 Relationship based smart credit cards: this is an enhancement of existing card service and/or the 

addition of new service that a financial institution delivers to its customers via chip-based card or other 

service. These new services may include access to multiple financial accounts, value-added marketing 

programmes, or their information cardholders may want to store on their card. 

 Electronic Purses: these are wallet-sized smart cards embedded with programmable microchips that 

store sums of money for people to use instead of cash fro everything from buying food to paying 

subway fares. 

 Digital and electronic cash: Also called e-cash, these terms refer to any of several schemes that allow a 

person to pay for goods or services by transmitting a number from one computer to another. The 

number, just like those on a dollar bill, is issued by a bank and represents specified sums of real money. 

One of the key features of digital cash is that it‘s anonymous and reusable, just like real cash. This is a 

key difference between e-cash and credit card transactions over the Internet. 

 Electronic checks: currently being tested by Cybercash, electronic checking system such as Paynow 

take money from users‘ checking accounts to pay utility and phone bills. 

 Electronic wallet: this is a payment scheme, such as a Cybercash‘s Internet Wallet, that stores your 

credit card number on your hard drive in an encrypted form. You can then make purchases at web sites 

that support that particular electronic wallet. When you go to a participating online store, you click a 



Pay button to initiate a credit card payment via a secure transaction enabled by the electronic wallet 

company‘s server. The major browser vendors have struck deals to include electronic wallet technology 

in their products. 

 Micropayments: Transaction in amount between 25 cents and $10, typically made in order to download 

or access graphics, games and information are known as micropayments. Pay-as-you-go micropayment 

was supposed to revolutionize the world of e-commerce. 

 

 

Focus on auctions: 

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. 

3 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 a number of 

interested parties; an example is the broadband spectrumlicences for 3G telecoms 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 business- 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: 

 rationalize suppliers in a particular spending category; 

 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 auction 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 purchasing by 80 per cent (Covisint, 2002). 

 

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 marketplace 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. 

 

There are various types of online auctions. The following are the most prominent ones: 

 

1.Chinese Auction: 

The other name of Chinese auction is tricky tray and pick-a-price. It is usually held at charity or fund 

raising events. The bidders buy tickets and the chance of winning is proportional to the number of tickets 

purchased. The origin of Chinese bidding is still ambiguous.  

 

2.Dutch Auction: 

In this type of bidding, the auctioneer declares a high price for the product or service and subsequently, it is 

lowered depending on whether the participants are willing to pay the pre determined amount. 

 

3.Sealed-bid first price auction: 

In this type of bidding, all the bidders simultaneously submit their bidding amount. Know bidder knows the 

bidding amount of his/her competitor. The one who bids the highest amount gets the product/service.  

 

4.Sealed-bid second-price auction: 

Also known as Vickery auction. It is exactly similar to sealed bid first price auction, except that the highest 

bidder pays the second highest amount and not the highest bid. This is the bidding system used by eBay. 

 

5.All-pay auction: 

In this auction type all the bidders have to pay their bidding amount irrespective of the fact that they have 

won or not.  

 

6.English Auction: 

This is the most common auction type round the globe. In this type of auction, a reserve price is fixed for 

the goods and the customers offer larger and larger bid. Finally, the product is sold to the highest bidder. 

English auction is the most common auction type in the US and most of the online auction sites use the 

English auction type. The biggest disadvantage of the English auction, which makes it a little unpopular is 

something known as "winner's curse". English auctions are often complicated and most interesting because 

of strategies like snipping and proxy bidding. 

 

Business models for e- commerce: 

A business model can be defined as the organisation of product, service and information flows, and the 

sources of revenues and benefits for suppliers and customers. An e-business model is the adaptation of an 

organisation‘s business model to the internet economy. A business model is adopted by an organisation as a 

framework for maximising value in this new economy. Through use of a business model, an organisation 

can identify where and how in its value chain it can create added value and profit. A business model also 

enables a firm to analyse its environment more effectively and thereby exploit the potential of its markets; 

better understand its customers; and raise entry barriers for rivals. E-business models utilize the benefits of 

electronic communications to achieve these valueadding processes. The internet has increased the number 

and combination of possible business models that link consumers, public and private organisations, and 

government bodies. Figure 3.5 is a framework summarising the main e-business markets around which 

business models are constructed. The channels relevant to the discussion in this chapter are highlighted in 

bold. 

There are many examples of business models designed for the internet. There is a wide range of 

sophistication associated with business models, some are complex and require collaboration between 

partners, whereas others are easily set up and operated by few people. 

E-business models have also had varying levels of commercial success. 

Some have been spectacular success stories, such as the auction site model operated by e-Bay, and others 

have been spectacularly unsuccessful, such as online fashion retailer boo.com. E-business models can be 

linked to e-business markets. Some may be operated across different markets, (e.g. e-auctions can be 

undertaken in B2C, B2B or C2C markets), whilst others are aimed at one specific e-business sector (e-

procurement in the B2B market). The e-business models relating to e-business markets can be summarised 

as: 



 Business-to-Consumer (B2C): e-shops, e-malls, e-auctions, buyer aggregators, infomediaries, 

classifieds, portaling, manufacturer model, subscription; 

 Business-to-Business (B2B): e-auctions, infomediaries, e-procurement, e-distribution, portaling, e-

marketing, trading communities, third-party marketplaces, collaboration platforms, value chain 

integrators, value chain service providers, affiliates; 

 Consumer-to-Consumer (C2C): e-auctions, virtual communities. 

 

     Fig: 3.5 Government Business Consumer 
    

Government G2G G2B G2C 
 (Co-ordination) (Information) (Information) 
    

Business B2G B2B B2C 
 (Procurement) (e-business) (e-commerce) 
    

Consumer C2G C2B C2C 
 (Tax compliance) (Compare price) (Auctions) 
    

 

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 intermediaries. 

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 existing 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 advertising 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. Investors will require eight key elements of the business model to be 

defined which will summarize the organization‘s e-business strategy: 

1. Value proposition. Which products and or services will the company offer? This is supplemented by the 

added value defined using the online value proposition under the six headings of Content, Customization, 

Community, Convenience, Choice and Cost Reduction. 

2. Market or audience. Which audience will the company serve and target with its communications? 

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.  

3 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? 

4 Competitive environment. Who are the direct and indirect competitors for the service and which range 

of business models do they possess? 

5 Value chain andmarketplace 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? 

6 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? 

7 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? 

8 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: 

1 E-shop – marketing of a company or shop via the web; 

2 E-procurement – electronic tendering and procurement of goods and services; 

3 E-malls – a collection of e-shops such as Indigo Square (www.indigosquare.com); 

4 E-auctions – eBay (www.ebay.com) is the best-known example and offers both B2B and B2C offerings; 

5 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  

6 Collaboration platforms – these enable collaboration between businesses or individuals, 

e.g. E-groups, now part of Yahoo! (www.yahoo.com) services; 

7 Third-party marketplaces –  

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

9 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); 

10 Information brokerage – provide information for consumers and businesses, often to assist in making 

the buying decision or for business operations or leisure; 

11 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. 

.  

Types of e-business models 

Storefront Model 

The storefront model is what many people think of when they hear the word ―e-business.‖ 

By providing a combination of transaction processing, security, online payment and information storage, 

the storefront model enables merchants to sell their products online. This model is a basic form of e-

commerce in which buyers and sellers interact directly. 

To conduct storefront e-commerce, merchants must organize online product catalogs, take orders through 

their Web sites, accept payments securely, send merchandise to customers and manage customer data (such 

as customer profiles). They must also market their sites to potential customers through various media. 

Examples include www.gap.com, www.restaurant.com, www.walmart.com, www.barnesandnoble.com and 

more. 

Shopping-Cart Technology 

One of the most commonly used e-commerce enablers is the shopping cart. This order-processing 

technology allows customers to accumulate items they wish to buy as they browse an e-business Web site. 

(See the Amazon.com feature.) Support for the shopping cart is provided by a product catalog, which 

resides on the merchant server in the form of a database. The merchant server is the data storage and 

management system employed by the merchant. Often, a network of computers performs all the functions 

necessary to run a Web site. A database is a section of the merchant server designed to store and report on 

large amounts of information. 

For example, a database for an online clothing retailer would typically include such product specifications 

as item description, size, availability, shipping information, stock level and onorder information. Databases 

also store customer information, including names, addresses, credit-card data and past purchases. The 

Amazon.com feature contains further information regarding these technologies and their implementations. 

Most Web sites that conduct e-business over the Internet today use shopping-cart technology, including 

www.eddiebauer.com®, www.kbtoys.com, www.niketown.com, www.sears.com and www.jcrew.com. 

Auction Model 

The Web offers a wide variety of auction sites, as well as sites that search auction sites to pinpoint the 

lowest prices on available items. Usually, auction sites act as forums through which Internet users can 

assume the role of either seller or bidder. Sellers can post items they wish to sell, the minimum prices they 

require to sell the items and deadlines to close the auctions. Some sites allow users to provide additional 

information, such as a photograph or a description of an item‘s condition. Bidders may search the site for 

items they are seeking, view the current bidding activity and place bids—usually in designated increments. 

Some sites automate the bidding process by allowing bidders to submit the maximum prices they will pay 

for auction items. On such sites, an electronic system continues bidding for a bidder until the bidder wins 

the auction or the auction surpasses the bidder‘s maximum bid price. One of the most popular auction sites 

http://www.gap.com/
http://www.jcrew.com/


on the Web today is eBay (www.ebay.com). (Auction technology is explained in more depth in the eBay 

feature.) 

The reverse-auction model allows buyers to set prices that sellers compete to match, or even beat. One 

example of a reverse-auction site is priceline.com, which is a popular site for purchasing airline tickets and 

making travel reservations. Usually, Priceline can process buyers‘ bids within one hour. A faster bidding 

option is available to sellers who are willing to set reserve prices. Although a reserve price is the lowest 

price that a seller will accept, the seller can set a reserve price that is higher than the minimum bid. If no 

bids meet the reserve price, the auction is unsuccessful.  

Most sellers who set reserve prices at priceline com receive a series of bids within one hour of their initial 

posting. However, successful bids on items with reserve prices are binding, meaning that the buyer and 

seller must commit. Auction sites usually receive a commission on each sale. When an auction is complete, 

the seller and the winning bidder are notified, and they decide on methods of payment and delivery. Most 

auction sites do not usually involve themselves in payment or delivery, though eBay purchased PayPal to 

handle its electronic payments  

The auction model is also employed by business-to-business (B2B) Web sites. The buyers and the sellers 

in these auctions are companies. Companies use online auctions to sell excess inventory and to access new, 

price-sensitive customers. Three examples of B2B auction sites are www.ubid.com, DoveBid, Inc. 

(www.dovebid.com) and WorldCall Exchange (www.worldcallexchange.com). 

Portal Model 

Portal sites offer visitors the chance to find almost anything they are looking for in one place. They often 

provide news, sports and weather information, as well as the ability to search the Web. When most people 

hear the word ―portal,‖ they think of search engines. 

Search engines are horizontal portals, or portals that aggregate information on a broad range of topics. 

Other portals are more specific, offering a great deal of information pertaining to a single area of interest; 

such portals are called vertical portals. 

Online shopping is a popular feature of many major portals. Sites such as About.com®, altavista.com and 

Yahoo.com® provide shopping pages that link users to thousands of sites carrying a variety of products. 

Portals that link consumers to online merchants, online shopping malls and auction sites provide several 

advantages. These portals help users collect information on products and services, thus facilitating 

comparison shopping. Portals also allow users to browse independently owned storefronts—a capability 

that some online shopping malls fail to provide. 

For example, Yahoo! permits users to browse a variety of sites while maintaining the convenience of paying 

through their Yahoo! account. 

Name-Your-Price Model 

The name-your-price business model empowers customers by allowing them to state the price they are 

willing to pay for products and services. Many e-businesses that offer this service have formed partnerships 

with leaders of various industries, such as travel, lending and retail. The online business passes each 

customer‘s price request to an appropriate industry partner, who decides whether to sell the product or 

service to the customer at the stated price. A customer whose price is rejected can offer another price. 

However, if a price is accepted, the customer is obligated to make the purchase. For example, Priceline.com 

allows users to submit prices they are willing to pay for airline tickets. However, before the request is 

submitted, users must enter their purchasing information, so that if their price is accepted by one of 

Priceline.com‘s affiliate airlines, the user is required to purchase the ticket. On average, the user receives an 

e-mail response within one hour indicating whether the request is accepted or denied. If no affiliates are 

willing to offer an airline ticket to a user‘s destination for the specified price, the user can change the price 

and resubmit the bid. 

Many e-businesses use intelligent agents (e.g., shopping bots) to enhance their Web sites. Intelligent 

agents are programs that search, arrange and analyze large amounts of data. Shopping bots can scour data 

contained within a single database or search the entire Web to find products and prices. 

Comparison-Pricing Model 

The comparison-pricing model allows customers to poll various merchants in search of the lowest price 

for a desired product or service. Comparison-pricing sites often generate revenue from partnerships with 

merchants. For example, Travelocity.com allows users to search multiple carriers and merchants for the best 

prices on airfares, hotels, rental cars, and other products. Other examples of Web sites that offer these 

services include www.shopping.com, www.pricewatch.com and www.froogle.com (see the Froogle 

feature). Although such sites can be convenient, users should be careful when employing these services, 

because they might not be getting the best prices available on the Web. 

Some services promote the products of merchants with which they have partnerships. 

Bartering Model 

http://www.worldcallexchange.com/


Another popular e-business model is bartering, or the offering of one item in exchange for another. 

ITEX.com (formerly Ubarter.com™) allows individuals and companies to trade products through its site. At 

the site, traders make initial offers with the intention of bartering until they reach final agreements with 

buyers. 

To conduct most transactions using this business model on the Web, potential customers send their pricing 

preferences to the merchant, who evaluates the offers. Final agreements often involve a combination of 

bartering and monetary payment. 

 

 

Brokerages 

Brokers are intermediaries who bring together buyers and sellers for transactions purposes. There are 

several forms of brokerage models and they are operated across all e-business markets. In a simple buy/sell 

fulfilment model, revenue is gained by the brokerage through charging a fee for each transaction completed. 

In a market exchange model the broker charges the seller a fee based on the value of the sale. Brokerages 

take on many forms of e-business models. 

As noted previously, the e-marketplace model is one of the most prominent in the B2B market, but there are 

many types of e-business  models based on brokerage and they involve all types of e-business markets. The 

ones discussed here include e-shops, e-malls, e-auctions, trading communities, distributors, virtual 

communities and buyer aggregators and classifieds. 

E-shops 

Websites are designed to promote the firm and the products or services it sells. However, most e-businesses 

have gone beyond the basic marketing and promoting of their products and services via their website to 

incorporate facilities for transactions. E-shops provide firms with a channel of communication to customers 

and provide valuable information about what products and services are sought by customers. E-shops can 

also be a first step to competing in global markets since the cost of entry is small and there are economies of 

scale to be gained from extending the market reach. 

For consumers, e-shops provide a quick, efficient and convenient route to accessing information on 

products and services and undertaking transactions. Repeat business opens up the possibility of 

customisation and personalisation of products and services as the relationship builds between customer and 

seller. E-shops are ubiquitous on the internet and cover a huge range of products and services. Some of the 

many examples of e-shops include: nurserygoods (www.nurserygoods.com) who specialise in baby clothes 

and accessories; empiredirect (www.empiredirect.co.uk) who specialise in electrical products; onevillage 

(www.onevillage.com) an online shop for home accessories; and spoilt4choice (www.spoilt4choice.co.uk) 

an online shop for the buying and delivery of gifts. 

 

E-malls 

An electronic mall is a collection of e-shops. Normally, the e-shops that comprise the e-mall have some 

commonality between them. This may include the types of products or services offered, the type of payment 

system used or a common market segment targeted. 

The benefits sought by firms operating in e-malls stem mainly from supporting activities such as 

advertising, additional services or supporting technologies. Customers benefit from the ease of access to a 

number of e-shops in the same business category. Increasingly, brokers who organise e-malls are adding 

services that facilitate transactions, tracking down orders, billing and invoicing of customers. 

Firms who combine these services with organising e-malls are termed ‗metamediaries‘. 

E-malls have been set up by firms who have traditionally inhabited the bricks-and-mortar trading 

environment but who seek to expand their online services. Examples include giant department stores 

such as Bloomingdales, Costco and K-Mart in the USA. Search engines such as AltaVista have also been 

active in setting up e-malls in partnership with a large number of retailers. The e-mall run by AltaVista is 

called ‗shopping.com‘ (www.shopping.com). Another firm that has created a successful e-mall is iQVC. 

The company has built upon its experience of offering products and services via interactive 

television and linked their business to the internet to create an e-mall where shoppers can browse for a huge 

array of product and service categories. 

E-auctions 

The internet is an ideal medium for the exchange of information about products and services. Electronic 

auctions provide a channel of communication through which the bidding process for products and services 

can take place between competing buyers. E-businesses gain income from the technology platform that 

facilitates the bidding process, from a percentage of the transaction fees and from advertising on the 

website. Consumers benefit from ease of access to a large amount of information on a wide range of 

products, low transactions costs and efficiency in the transacting process. E-auctions exist in several e-

business markets. For example, businesses can auction excess to stock to either consumers (B2C) or other 



businesses (B2B) and consumers can use auction websites to trade products and services between each 

other (C2C). 

Some auction sites are industry-specific such as eutilia (www.eutilia.com), a European utility marketplace 

that auctions components in the energy sector. Others focus attention on the consumer market such as 

onsale.com (www.onsale.com) who specialise in auctions for computer software, hardware, components 

and digital products. 

Reverse auctions are another way of generating revenue for firms. Here, buyers make a final bid for a 

product or service and the broker seeks fulfilment. The revenue generated by the broker comes from 

the difference between the final bid and the fulfilment price and an administration fee. 

Trading communities 

Sometimes referred to as a ‗vertical web community‘, trading communities provide a source of information 

and communication that is necessary for e-business activity to take place in a particular industry. 

The participants in the industry form a trading community where specific information is accessible to 

members in buyers‘ guides, directories of products, lists of suppliers as well as up-to-date industry news, 

articles and job listings. Members pay a subscription to the developers and operators of trading community 

sites. 

VerticalNet.com (www.verticalnet.com) were pioneers of the trading community concept by providing sites 

for B2B exchanges of information. 

Virtual communities 

Customers are attracted to websites because of the added value they offer. Specialist websites appeal to 

customers with a particular interest. The shared interest of customers provides the basis for virtual 

communities to emerge. This is a community of customers who share a common interest and use the 

internet to communicate with each other. Amazon.com provides websites for the exchange of information 

on a wide range of subjects relating to their portfolio of products and services. Virtual communities benefit 

from network externalities whereby the more people who join and contribute to the community the greater 

the benefits that accrue, but without any additional cost to participants. 

Buyer aggregator model 

The buyer aggregator brings together large numbers of individual buyers so that they can gain the types of 

savings that are usually the privilege of large volume buyers. Mercata (www.mercata.com) was the first 

American company to receive a patent for group buying over the internet (Business Wire, 2000). As a 

group, buyers can potentially wield more economic power and gain discounts on large volume sales from 

sellers. Brokers who organise the collective bargaining of buyers in this way gain revenue by charging the 

seller a percentage of each sale made to the group of buyers. However, this e-business model has had 

limited success because most firms have been unable to deliver unique value to customers (Cook, 2001). 

The group-buying websites have generally been unable to achieve the volume of transactions that is needed 

to generate the low price proposition that drives the e-business model. Mercata, the first-movers as buyer 

aggregators, failed to sustain initial customer interest and folded after only two years because of a fatal flaw 

in their business model – the inability to achieve a critical mass of customers (Kauffman and Wang, 2002). 

Classifieds 

Online classified advertisements run on the same principles as newspaper classifieds. Content providers list 

items for sale by sellers and purchases wanted by buyers. Revenue is gained by listing charges and is 

collected whether or not a transaction takes place. 

Infomediaries 

Infomediaries specialise in gathering valuable information about customers and selling it on to third parties. 

These third parties analyse the data and use it to support marketing campaigns. 

The simplest form of gathering data is through requiring users to register for access to free-to-view content 

sites. This facilitates the monitoring of user‘s site viewing patterns and the data generated can then be used 

for a more targeted marketing campaign. Infomediaries may offer incentives to customers to divulge 

information about their profile and buying habits. These may take the form of free software or hardware or 

free internet access for a specified time period. 

Infomediaries also serve consumers by offering a range of services including specific information about 

websites in a market segment and price comparisons. Infomediaries also operate recommendation sites 

where users exchange information regarding the quality of products or services. Some infomediaries 

integrate the recommendation site into a web browser. The infomediary can then monitor users‘ habits and, 

therefore, increase the relevance of its recommendations to the user‘s needs whilst adding value to the data 

it then sells on to third parties. 

E-procurement 

The internet provides the mechanism for businesses to procure the raw materials they need to create outputs 

and to help run their businesses efficiently. E-procurement is the management of all procurement activities 

via electronic means. Business models based on e-procurement seek efficiency in accessing information on 



suppliers, availability, price, quality and delivery times as well as cost savings by collaborating with 

partners to pool their buying power and secure best value deals. E-procurement infomediaries specialize in 

providing up-to-date and real-time information on all aspects of the supply of materials to businesses. 

Car manufacturer Ford developed an online B2B exchange that specialises in e-procurement of supplies for 

a consortium of US car manufacturers that includes Ford, Daimler-Chrysler and GM. 

This e-procurement infomediary, called ‗Covisint‘, provides information on the many thousands of 

potential suppliers of component parts for the car industry and uses the huge purchasing power of the 

consortium to gain best value deals. The supply costs to the members of the consortium are significantly 

lower compared to the fragmented and competitive arrangements that existed under traditional procurement 

systems. 

Distribution model 

The distributor model brings together product manufacturers with high volume (e.g. wholesalers) and retail 

buyers. Buyers benefit from gaining access to catalogues of manufactured goods and the broker acts as 

intermediary between distributors and their trading partners. 

The value to buyers is in the increased efficiency in bringing products to market and the reduction in 

procurement costs. The buyer can reduce transaction costs by comparing prices between distributors and 

finding the best deals available. 

The e-distribution model helps distributors to achieve efficiency savings by managing large volumes of 

customers, automating orders, communicating with partners and facilitating value-adding services such as 

order tracking through each point in the supply chain. 

An example of a firm specialising in e-distribution is wipro.com (www.wipro.com) who use the internet to 

provide fully integrated e-business-enabled solutions that help to unify the information flows across all the 

major distribution processes including sales and marketing automation, customer service, warehouse 

logistics, purchasing and inventory management, and finance. 

 

 

 

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 
Manufacturer or primary service provider 

 

Reseller/retailer (intermediary) 

 

Marketplace/exchange (intermediary) 

 

Media owner or publisher (intermediary) 

 

Supply chain provider or integrator 

 

Not-for-profit organization 

Direct product sales of product or service 

 

Subscription or rental of service 

 

Commission-based sales (affiliate, 

auction, marketplace) 

Advertising (banner ads, sponsorship) 

 

Sales of syndicated content or services 

(for media owner) 

Fixed-price sale 

 

Brokered or negotiated deal 

 

Auction or spot 

 

Product or service bundling 

 

Loyalty-based pricing or promotions 

E-BUSINESS REVENUE MODELS 
Experts have identified following revenue models on the web: 

Web Catalogue Revenue Model 
Though the goal of an e-business can be to reduce cost or improve customer service, however, the primary 

aim of most e-commerce sites is to generate revenue and earn profit. This is the most simple and common 

type of e-business model for generating revenue. This model would use electronic catalogue and shopping 

cart providing access to customers throughout the world. Businesses using this type of a model include 

online sellers of computers, electronic items, books, music, videos, toys, flowers, gifts, clothes etc. Payment 

received from customers is the source of earning revenue. 

Digital Content Revenue Model 
Web serves as a very efficient distribution mechanism of content. Therefore, one finds many e-businesses 

that offer different types of information services such as legal information, corporate information, 

government information, news and resources for academic libraries etc. These services can be customized 

by an e-business for different firm sizes depending upon their needs and usage pattern. Normally, a 

customer has to subscribe to such services by paying certain amount as subscription fee. This fee becomes 

the main source of generating revenue for the e-business. Instead of subscription fee, a credit card charge 



option can be made available for infrequent users. Online journals, newspapers, libraries fall under this 

category. Note that E-publishing eliminates high costs of paper printing and delivery of digital content is 

much quicker. 

Advertising-Supported Revenue Model 
In this model service/information is provided free of any charge to certain audience and the advertising 

revenue is sufficient to support the operation of the business and its cost. For example, Yahoo portal 

provides useful information and a search engine free of cost, but earns revenue through advertisements on 

its portal web site to bear the operational cost. 

Advertising-Subscription Mixed Revenue Model 
In this type, subscribers pay a fee and accept some level of advertising. Thus an e-business can earn its 

revenue from both the sources, that is, through subscription and advertisements. On web sites that use this 

model, normally, the subscribers are subjected to much less advertising than they are on advertising-

supported sites. For instance, in case of certain online newspapers, a customer has to pay subscription fee 

for certain services/information whereas some services are free of charge as they are supported by 

advertising. 

Fee-for-Transaction Revenue Model 
There are businesses offering services for which they charge a fee based on the number or size of 

transactions they process. The business provides information to the customers which is required to complete 

a transaction and revenue is purely earned on that basis. For example, online travel agents receive a fee for 

facilitating a transaction that includes the making of travel arrangement for their clients, as well as, advising 

them about lodging, transportation etc. Stock brokerage firms also use this model as they charge their 

customers a commission for each transaction of stocks/shares executed through them. 

Fee-for-Service Revenue Model 
This model does not relate to services provided by agents or brokers to complete a transaction (the above 

case). Rather, the fee is charged on the basis of value of some service rendered. Professional services 

provided online by lawyers, doctors, accountants etc. relate to this type of revenue model. E-businesses that 

provide online entertainment and online games are also the examples of this type. In case of online games, 

visitors pay to the business either by buying and installing game software on their computers or by paying a 

subscription fee for playing online for a limited time. This earns revenue for the business. 

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). 

 CPC advertising on site (pay-per-click text ads). CPC stands for ‗cost per click‘. 

Advertisers are charged not simply for the number of times their ads are displayed, but according to the 

number of times they are clicked upon. These are typically text ads served by a search engine such as 

Google (www.google.com) on what is known as its content network. Google has its Adsense 

(http://adsense.google.com) programme for publishers which enables them to offer text- or image-based ads 

typically on a CPC basis, but optionally 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 sponsors theMoney 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 (Figure2.14) 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 

http://www.davechaffey.com/


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 

CPMdeal. 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.  

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 password or digital rights 

management. I pay to access detailed best-practice guides on Internet marketing from Marketing Sherpa 

(www.marketingsherpa.com). 

Subscriber data access for e-mailmarketing. 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. 

 

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. 

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 ability to maximize revenue will be based on these 

factors which can be modelled in the spreadsheet shown in Figure 2.15: 

 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 

fromtheir ads ismaximized 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. 

 Capacity to sell advertising. Figure 2.15 also has a parameter for the percentage of ad inventory sold in 

each category – for example, for the CPM ad display revenue only 40% of inventory may be sold. This 

is why you may see publisher sites 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. 

 Fee levels negotiated for different advertising models. These will depend on the market competition or 

demand for advertising space from advertisers. For ‗pay-perperformance‘ 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. 

 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). 

 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 alternative 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 revenue per 1,000 site visitors. This is particularly important for affiliate marketers who 

make money through commission when their visitors click through to third-party retail sites such as 

Amazon, and then purchase there. 

 

Focus on internet start-up companies-the dot-coms  

To conclude the chapter, we review how to evaluate the potential of new Internet start-ups. 

Many ‗dot-coms‘ were launched in response to the opportunities of new business and revenue models 

opened up by the Internet in the mid-to-late 1990s. We also 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 representation 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). 

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- Burn rate 

The speed at which dotcoms spent investors  money.‘ because of the imbalance between promotion and site 

development costs and revenues. As a consequence, 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 sustainability 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 compared 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 

http://www.waterstones.co.uk/
http://www.dabs.com/


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.( The proportion of customers (typically subscribers) that no longer purchase a 

company‘s products in a time period.) 

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 dotcom retailers to compete on low prices with low margins to retain 

customers. 

A structured evaluation of the success and sustainability of UK Internet start-ups has been undertaken by 

management consultancy Bain and Company in conjunction with Management Today magazine and was 

described in Gwyther (1999). Six criteria were used to assess the companies as follows. 

1 Concept 

This describes the strength of the business model. It includes: 

 potential to generate revenue including the size of the market targeted; 

 ‗superior customer value‘, in other words how well the value proposition of the service is differentiated 

from that of competitors; 

 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 experience 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: 

 promotion – online or offline techniques are insufficient to attract sufficient visitors to the site; 

 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 advertising campaigns 

due to delays in creating the web site and its supporting infrastructure; 

 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 generated 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 

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 

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 businesses 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 dotcom 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. 

 

 


