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Chapter 2:

E-commerce 

Business Models

Dr. N. Abdolvand

E-Business
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Learning outcomes

 After completing this chapter the reader should be able to:

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

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

 Evaluate the effectiveness of business and revenue models for online
businesses.

 Identify the main components of e-commerce business models.

 Describe the major B2C business models.

 Describe the major B2B business models.

 Understand key business concepts and strategies applicable to e-
commerce.
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E-commerce Business Models

Business model

 Set of planned activities designed to result in a profit in a marketplace

Business plan

 Describes a firm’s business model

E-commerce business model
 Uses/leverages unique qualities of Internet, Web and the mobile

platform.

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.
Copyright © 2016 Pearson Education, Ltd. Slide 1-8
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Eight Key Elements of a Business Model

Copyright © 2016 Pearson Education, Ltd. Slide 1-9
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1. Value Proposition

 “Why should the customer buy from you?”

Value proposition-products & services to offer

 Which products and or services will the company offer?

Successful e-commerce value propositions:

 Personalization/customization

 Reduction of product search, price discovery costs

 Facilitation of transactions by managing product delivery

Copyright © 2016 Pearson Education, Ltd. Slide 1-10

11Dr. N. Abdolvand

2. Revenue Model

“How will you earn money?”

 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?

Copyright © 2016 Pearson Education, Ltd. Slide 1-11
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2. Revenue Model

Major types of revenue models:

 Advertising revenue model: offers content, services/products.
Receives fees from advertisers (yahoo).

 Subscription revenue model: charges a subscription fees

 Freemium strategy

 Transaction fee revenue model: receives a transaction fee for
each successful transaction (ebay).

 Sales revenue model: selling goods, content or services to
customers.

 Affiliate revenue model: earns money by connecting companies
with potential customers by offering special deals to its members. Fees
for business referral.

Copyright © 2016 Pearson Education, Ltd. Slide 1-12
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3. Market Opportunity

 “What marketspace do you intend to serve and what is its
size?”

Market or audience

 Which audience will the company serve and target with its
communications?

 Within these categories are there particular audience segments that will
be targeted

 Marketspace: Area of actual or potential commercial value in which
company intends to operate

 Realistic market opportunity: Defined by revenue potential in each market
niche in which company hopes to compete

Market opportunity typically divided into smaller niches

Copyright © 2016 Pearson Education, Ltd. Slide 1-13
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4. Competitive Environment

 “Who else occupies your intended market space?”

Who are the direct and indirect competitors for the service and

which range of business models do they possess?

 Influenced by:

 Number and size of active competitors

 Each competitor’s market share

 Competitors’ profitability

 Competitors’ pricing

Copyright © 2016 Pearson Education, Ltd. Slide 1-14
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5. Competitive Advantage

 “ What special advantages does your firm bring to the
marketspace?”

 Is your product superior to or cheaper to produce than your
competitors’?

 Important concepts:

 Asymmetries

 First-mover advantage, complementary resources

 Unfair competitive advantage

 Leverage

 Perfect markets

Copyright © 2016 Pearson Education, Ltd. Slide 1-15
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5. Competitive Advantage

Copyright © 2016 Pearson Education, Ltd. Slide 1-16
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6. Market Strategy

 “How do you plan to promote your products or services to
attract your target audience?”

Marketing:

 Promoting company’s products/ services to potential customers.

 strategy

 Details how a company intends to enter market and attract customers

Best business concepts will fail if not properly marketed to
potential customers

Copyright © 2016 Pearson Education, Ltd. Slide 1-17
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7. Organizational Development

 “What types of organizational structures within the firm are
necessary to carry out the business plan?”

How will the organization be internally structured to create,
deliver and promote its service?

Describes how firm will organize work
 Typically, divided into functional departments

 As company grows, hiring moves from generalists to specialists

Copyright © 2016 Pearson Education, Ltd. Slide 1-18
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8. Management Team

 “What kind of backgrounds should the company’s leaders
have?”

What experience in similar markets and companies do the
managers have?

A strong management team:

 Can make the business model work

 Can give credibility to outside investors

 Has market-specific knowledge

 Has experience in implementing business plans

Copyright © 2016 Pearson Education, Ltd. Slide 1-19
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Marketspace

Marketspace: A marketplace in which sellers and buyers
exchange goods and services for money (or for other goods
and services), but do so electronically

22Dr. N. Abdolvand

Electronic Marketplaces

Three main functions of markets

 matching buyers and sellers

 facilitating the exchange of information, goods, services, and payments
associated with market transactions

 providing an institutional infrastructure, such as a legal and regulatory
framework, that enables the efficient functioning of the market
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Marketplace Channel Structure

 It describes the way a manufacture / supplier delivers products
and services to its customers

Fig. 2.5 and Fig 2.6 display variety of options

24Dr. N. Abdolvand

Figure 2.6 Disintermediation of a consumer distribution channel showing (a) the 

original situation, (b) disintermediation omitting the wholesaler, and

(c) disintermediation omitting both wholesaler and retailer
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Figure 2.5 B2B and B2C interactions between an organization, its suppliers and its 

customers
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Categorizing E-commerce

Business Models

No one correct way

Text categorizes according to:
 E-commerce sector (e.g., B2B and B2C)

 E-commerce technology (e.g., m-commerce)

Similar business models appear in more than one sector

Some companies use multiple business models (e.g., eBay)

Copyright © 2016 Pearson Education, Ltd. Slide 1-26
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B2C Business Models

E-tailer

Community provider (social network)

Content provider

Portal

Transaction broker

Market creator

Service provider

Copyright © 2016 Pearson Education, Ltd. Slide 1-28
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B2C Business Models

Copyright © 2016 Pearson Education, Ltd. Slide 1-29
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B2C Models: E-tailer

Online version of traditional retailer

Revenue model: Sales of goods

Variations:

 Virtual merchant

 Bricks-and-clicks

 Catalog merchant

 Manufacturer-direct

Low barriers to entry

Copyright © 2016 Pearson Education, Ltd. Slide 1-30
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B2C  Models: Community Provider

Provide online environment (social network) where people
with similar interests can transact, share content, communicate
and receive interest-related information.

 Examples: Facebook, LinkedIn, Twitter, Pinterest

Revenue models:

 Typically hybrid, combining advertising, subscriptions, sales,
transaction fees, and so on

Copyright © 2016 Pearson Education, Ltd. Slide 1-31
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B2C Models: Content Provider

Digital content on the Web:

 News, music, video, text, artwork

Revenue models:

 Use variety of models, including advertising, subscription; sales of
digital goods

Variations:

 Syndication

 Web aggregators

Copyright © 2016 Pearson Education, Ltd. Slide 1-32
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B2C Business Models: Portal

Search plus an integrated package of content and services

Revenue models:
 Advertising, referral fees, transaction fees, subscriptions for premium

services

Variations:

 Horizontal/general

 Vertical/specialized (vortal)

 Search

Copyright © 2016 Pearson Education, Ltd. Slide 1-33



10/9/2018

16

34Dr. N. Abdolvand

B2C Models: Transaction Broker

Process online transactions for consumers

 Primary value proposition—saving time and money

Revenue model:

 Transaction fees

 Industries using this model:
 Financial services

 Travel services

 Job placement services

Copyright © 2016 Pearson Education, Ltd. Slide 1-34
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B2C Models: Market Creator

Create digital environment where buyers and sellers can meet
and transact

 Examples: Priceline, eBay

Revenue model: Transaction fees, fees to merchants for access

Sharing economy (mesh economy): platforms that allow
people to sell services

 Examples: Uber, Airbnb

Copyright © 2016 Pearson Education, Ltd. Slide 1-35
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B2C Models: Service Provider

Online services

 Example: Google—Google Maps, Gmail, and so on

Value proposition

 Valuable, convenient, time-saving, low-cost alternatives to traditional
service providers

Revenue models:

 Sales of services, subscription fees, advertising, sales of marketing data

Copyright © 2016 Pearson Education, Ltd. Slide 1-36

37Dr. N. Abdolvand

Figure 2.8 Variations in the location and scale of trading on e-commerce sites
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Reinter-mediation

The creation of new intermediaries between customers and
suppliers, such as search engine, price comparator, etc. such as
http://www.esurance.com/, http://www.pricecanada.com/

Supplies need to

 Be represented with new intermediaries

 Monitor other suppliers via intermediaries

 Create own intermediaries

39Dr. N. Abdolvand

Figure 2.7 From original situation (a) to disintermediation (b) and reintermediation (c)
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Countermediation

 Creation of a new intermediary by an established company

 Example:

 B&Q www.diy.com

 Opodo www.opodo.com

 Boots www.wellbeing.com www.handbag.com

 Ford, Daimler (www.covisint.com)

 Partnering with existing intermediary – Mortgage broker
Charcol and Freeserve

41Dr. N. Abdolvand

B2B Business Models

Net marketplaces

 E-distributor

 E-procurement

 Exchange

 Industry consortium

Private industrial network

Copyright © 2016 Pearson Education, Ltd. Slide 1-41
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B2B Business Models

Copyright © 2016 Pearson Education, Ltd. Slide 1-42
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B2B Models: E-distributor

 supplies products and services directly to individual businesses

Version of retail and wholesale store, MRO goods, and
indirect goods

Owned by one company seeking to serve many customers

Revenue model: Sales of goods

Example: MacMaster, Grainger

Copyright © 2016 Pearson Education, Ltd. Slide 1-43
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E-distributors

Figure 12.10, Page 777

Copyright © 2014 Pearson Education, Inc. Publishing as Prentice Hall
Slide 12-45
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B2B Models: E-procurement

Creates and sell access to digital markets where participants
transact for indirect goods

 B2B service providers, SaaS and PaaS providers

Connect hundreds of suppliers of indirect goods

Firms pay fees to join market

Long-term contractual purchasing of indirect goods

Revenue model:

 Service fees, supply-chain management, fulfillment services

Example: Ariba

Copyright © 2016 Pearson Education, Ltd. Slide 1-46
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E-procurement Net Marketplaces

Figure 12.11, Page 779

Copyright © 2014 Pearson Education, Inc. Publishing as Prentice Hall Slide 12-48
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B2B Models: Exchanges

 Independently owned vertical digital marketplace for direct
inputs

Connect hundreds to thousands of suppliers and buyers in
dynamic, real-time environment

Variety of pricing models

Revenue model: Transaction, commission fees

Create powerful competition between suppliers

Tend to force suppliers into powerful price competition;
number of exchanges has dropped dramatically

Copyright © 2016 Pearson Education, Ltd. Slide 1-49
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Exchanges

Figure 12.12, Page 780

Copyright © 2014 Pearson Education, Inc. Publishing as Prentice Hall Slide 12-51
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Classification of B2B Exchanges

Direct Indirect (MRO)

Systematic

Sourcing

Spot

Sourcing

(1)

Vertical

Distributors

(3)

Vertical

Exchanges

(2)

Horizontal

Distributors

(4)

Horizontal

Exchanges

employease.com

Methods: Matching,

dynamic pricing

plastics.com

epapertrade.com

Methods: Aggregation,

fixed/negotiated prices

mro.com

Methods: Aggregation,

fixed/negotiated prices

Isteelasia.com

Chemconnect.com

Methods: Matching, 

dynamic pricing



10/9/2018

24

53Dr. N. Abdolvand

B2B  Models: Industry Consortia

 Industry-owned vertical digital marketplace that serve specific
industries

Emphasize long-term contractual purchasing, stable
relationships, creation of data standards

More successful than exchanges
 Sponsored by powerful industry players

 Strengthen traditional purchasing behavior

Can force suppliers to use consortia’s networks

Revenue model: Transaction, commission fees

Example: SupplyOn

Copyright © 2016 Pearson Education, Ltd. Slide 1-53
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Industry Consortia

Figure 12.13, Page 782

Copyright © 2014 Pearson Education, Inc. Publishing as Prentice Hall Slide 12-55
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Private Industrial Networks

Digital network used to coordinate among firms engaged in
business together

The network is owned by a single large purchasing firm.

Participation is by invitation only to trusted long-term
suppliers of direct inputs.

Typically evolve out of company’s internal enterprise system

Example: Walmart’s network for suppliers

Cost absorbed by network owner and recovered through
production and distribution efficiencies

Copyright © 2016 Pearson Education, Ltd. Slide 1-56
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Trading Location

 Trading can be done on seller-controlled site, buyer-controlled
side, or neutral third-party site

 P. 67, Table 2.3 and P. 69 Fig. 2.8 present various options
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