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Chap. 10
E-commerce:
Digital Markets,
Digital Goods —
Amazon vs. Walmart



Amazon vs. Walmart:

Which Giant Will Dominate E-commerce? (Chap. 10) (pp. 436-438)

1. What concepts in the chapter are illustrated in this case?

2. Analyze Amazon and Walmart.com using the value chain and
competitive forces models.

3. What are the management, organization, and technology factors
that have contributed to the success of both Wal-Mart and

Amazon?

4. Compare Wal-Mart's and Amazon's e-commerce
business models. Which is stronger? Explain your answer.

5. Where would you prefer to make your Internet purchases?
Amazon or Walmart.com? Why?

Source: Kenneth C. Laudon & Jane P. Laudon (2012), Management Information Systems: Managing the Digital Firm, Twelfth Edition, Pearson.
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Source: Kenneth C. Laudon & Jane P. Laudon (2012), Management Information Systems: Managing the Digital Firm, Twelfth Edition, Pearson.



THE GROWTH OF E-COMMERCE
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Source: Kenneth C. Laudon & Jane P. Laudon (2012), Management Information Systems: Managing the Digital Firm, Twelfth Edition, Pearson.



8 Unique Features of E-commerce

Ubiquity

Global reach
Universal standards
Richness
nteractivity
nformation density

Personalization/Customization

0 N o U s Wi

Social technology



Key concepts in e-commerce

* Digital markets reduce
— Information asymmetry
— Search costs
— Transaction costs
— Menu costs

* Digital markets enable
— Price discrimination
— Dynamic pricing
— Disintermediation



Key concepts in e-commerce

Digital goods
— Goods that can be delivered over a digital network

e E.g. Music tracks, video, software, newspapers, books

— Cost of producing first unit almost entire cost of
product: marginal cost of 2nd unit is about zero

— Costs of delivery over the Internet very low

— Marketing costs remain the same; pricing highly
variable

— Industries with digital goods are undergoing
revolutionary changes (publishers, record labels,
etc.)



THE BENEFITS OF DISINTERMEDIATION TO
THE CONSUMER

Cost per
Sweater

Manufacturer # Distributo #‘ Retailer I»@ $48.50
Manufacturer — Retailer I»@ $40.34

Manufacturer —© $20.45

Source: Kenneth C. Laudon & Jane P. Laudon (2012), Management Information Systems: Managing the Digital Firm, Twelfth Edition, Pearson.
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Types of E-commerce
. Business-to-consumer (B2C)

. Business-to-business (B2B)

. Consumer-to-consumer (C2C)

. Mobile commerce (m-commerce)
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Source

E-commerce
Business Models

Portal

E-tailer

Content Provider
Transaction Broker
Market Creator
Service Provider
Community Provider

: Kenneth C. Laudon & Jane P. Laudon (2012), Management Information Systems: Managing the Digital Firm, Twelfth Edition, Pearson.

14



E-commerce
Revenue Models

. Advertising

. Sales

. Subscription

. Free/Freemium
. Transaction Fee

. Affiliate

o U b W N -

Source: Kenneth C. Laudon & Jane P. Laudon (2012), Management Information Systems: Managing the Digital Firm, Twelfth Edition, Pearson.
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Understanding Business Model

Business Model
Revenue Model

Business Strategy

Business Strategy and
Information System Alignment

16



Business Model

Key Customer
Activities Relationships
Key Value Customer
Partners Proposition 3 Segments
Key Channels
Resources
9 Cost 5 Revenue
Structure Streams

Source: Alexander Osterwalder & Yves Pigneur, Business Model Generation: A Handbook for Visionaries, Game Changers, and Challengers, Wiley, 2010.
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Business

* “the activity of providing goods and services
involving financial, commercial and industrial
aspects.” (WordNet 2.0)



Model

* “asimplified description and representation of
a complex entity or process.” (WordNet 2.0)



Business Model

* A business model is a conceptual tool
containing a set of objects, concepts and their
relationships with the objective to express the
business logic of a specific firm.

 Therefore we must consider which concepts
and relationships allow a simplified
description and representation of what value

is provided to customers, how this is done and
with which financial consequences.

Source: (Ostenwa Ider, Pigneur an d Tucci, 2005)
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Occurrences of the Term "Business Model"

in Scholarly Reviewed Journals

Year In Title In Abstract In Keywords in Full Text
2003 30 159 10 667
2002 22 109 2 617
2001 11 100 7 609
2000 16 67 1 491
1999 3 42 1 262
1998 1 19 0 128
1997 1 14 0 66
1996 0 14 0 57
1995 0 < 0 36
1994 0 2 0 18
1993 0 5 0 18
1992 0 2 0 15
1991 0 1 0 10
1990 0 < 0 7

Source: (Ostenwalder, Pigneur and Tucci, 2005)
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Business Model Concept Hierarchy

@ Business Model DEFINITION
Concept what is a business model?

§ META-MODEL
@ what elements belong into a business model?
™
D

@ Busan:_ss Model Busm$$ Model g TAXONOMY OF TYPES

ype ype 8 which business models resemble each other?

SUB-(META)-MODELS
what are the common characteristics?

(3) Business Model | [Business Model Business Model
2
2
B
k=
Dell Amazon eBay

REAL WOLRD COMPANY

Source: (Ostenwalder, Pigneur and Tucci, 2005)



authors outcome activity

EVOLUTION OF THE BUSINESS MODEL

define & classify
business models

definitions &
taxonomies

Rappa [2001]
Timmers [1998]

CONCEPT

list business
model
components

describe business
model elements

model business \_| apply business
model elements | model concept

"shopping list"
of components

components as
building blocks

Linder & Cantrell [2000] Afuah & Tucci [2001;

Magretta [2002]
Amit & Zott [2001]

2003]
Hamel [2000]
Weill & Vitale [2001]

reference models applications &
& ontologies conceptual tools

Gordijn [2002]
Osterwalder & Pigneur
[2002]

Source: (Ostenwalder, Pigneur and Tucci, 2005)



Business Model vs.
Business Process Model

 Business Model

— a view of the firm's logic for creating and
commercializing value

* Business process model

— how a business case is implemented in processes



Business Model vs.
Strategy

e Business Models

— a system that shows how the pieces of a business
fit together.

— an abstraction of a firm's strategy

* Strategy
— includes competition



Implementing Business Models

Implement

Design Finance
Business Model » Business Model
Management defines and Management works out a
designs a business financial structure for the
concept that responds to business model (e.g. internal

market circumstances funding, venture capital, stock

Source: (Ostenwalder, Pigneur and Tucci, 2005)

Business Model

The business model is
implemented into
business structure,
business processes and

26



The Business Model's Place in the Firm

Competitive

Forces
Legal
Environment
Business
Strategy
/(—V’V'\\
. Business }
Social
- Model
Environment /{
S— —\._.-/‘ -) \

Business
Organisation

ICT

Source: (Ostenwalder, Pigneur and Tucci, 2005)

Customer
Demand

Technological
Change
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Nine Business Model Building Blocks

Pillar

Product

Business Model
Building Block

Value Proposition

Description

Gives an overall view of a company's bundle of products
and services.

Customer Interface

Target Customer

Describes the segments of customers a company wants to
offer value to.

Distribution Channel

Describes the various means of the company to get in
touch with its customers.

Relationship

Explains the kind of links a company establishes between
itself and its different customer segments.

Infrastructure
Management

Value Configuration

Describes the arrangement of activities and resources.

Core Competency

Outlines the competencies necessary to execute the
company's business model.

Partner Network

Portrays the network of cooperative agreements with other
companies necessary to efficiently offer and commercialize
value.

Financial Aspects

Cost Structure

Sums up the monetary consequences of the means
employed in the business model.

Revenue Model

Describes the way a company makes money through a
variety of revenue flows.

Source: (Ostenwalder, Pigneur and Tucci, 2005)
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Domains Addressed in Business Models

Business model
ontology

Value
Proposition

Target Customer
Distribution
Channel
Customer
Relationship

Value
Configuration

Capability

Partnership

Cost Structure

Revenue Model

- Weill and Vitale Petrovic, Kittl et - Afuah and Tucci Tapscott, Ticoll Linder and
TELEFALG) 2001 al. oo ot 2003 et al. 2000 Cantrell 2000
Value
value proposition ;rrg‘t’ggi'gon' Value Model Value offering Customer Value value proposition
objective
Customer
Segments Market Segment | Scope
Customer
Channels R channel model
Customer commerce
relations model relationship
connected
. ' e3-value S commerce
Architecture Production Mode . activities, value b-webs
configuration configuration process model
Core
competencies, Resource Model capabilities
CSF
. sustainability
Architecture s o Actors (team-up b-webs
strategy)
Value exchange cost structure
Source of pricing, revenue pricing model,
Revenue Model s Revenue Model value exchange Trot e

Source: (Ostenwalder, Pigneur and Tucci, 2005)




Domains Addressed in Business Models
(cont.)

Business model
ontology

Value
Proposition

Target Customer

Distribution
Channel

Customer
Relationship

Value
Configuration

Capability

Partnership

Cost Structure

Revenue Model

Chesbrough and - )
2 Amit and Zott Applegate and Maitland and
Hamel 2000 Mahadevan 2000 ;looggnbloan Magretta 2002 2001 Collura 2001 Van de Kar 2002
Product/market e Value proposition What does the Transaction Product and ngg sition
7 T ’
scope customer value~ component Services offered B R ETI
Who is the Market
Market scope Market segment R opportunity Market segment
How can we
;l:m"(r)?te?lt]fi . deliver value at Marketing/sales
n s‘i)pht ’ an appropriate model
9 cost?
Relationship Brand and
dynamics reputation
— Structure of the Architectural -
Core processes Logistical stream s aieT configuration Operating model
Se courigt;jgzatlon and
competencies, ’
. management
strategic assets model)
Il Position in the Transaction _Compames
partners, ez T Partners involved in
coalitions P creating value
What is the
Cost structure underlying
economic vale?
How do we make
pricing structure Revenue stream money in this Begettitit% ﬂlr(r,n Revenue Model
R and stakeholders

Source: (Ostenwalder, Pigneur and Tucci, 2005)
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Planning, Changing and
Implementing Business Models

——TYT T TN ,..._(“-/Y\
4

Business . 5 plan, change. 3
%, Modet ba implement E Busnness

S S

o S /‘—
i » Time
tO tfuture
The management analyzes the current The new business model
business model's adequacy to environmental becomes a goal to achieve and
pressures and designs a new business model guides planning, change and

implementation

Source: (Ostenwalder, Pigneur and Tucci, 2005)
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Business Strategy and
Information Systems Alighment

he use of Information | ;55¢%5;__ﬂ;8u$nessg+_;ﬁfiwxr;it»3 support the company's
Systems to realize goals . \. Model / Systems /  business model and are

nities and ~— e e targeted on areas



Business and IT/IS Alighment

o Technology scope
VALUE proposition

. BUSINESS IT System
CUSTOMER interface |\ competencies
INFRASTRUCTURE BUSINESS T IT governance
management MODEL STRATEGY
Strategic strategy
L infrastructure
ORGANIZATION IS
INFRASTRUCTURE INFRASTRUCTURE :
Administrative _ Architecture
structure Function Prqcesses
Business processes integration Skills
Skills

Adapted from [Henderson and Venkatraman 1999]

Source: (Ostenwalder, Pigneur and Tucci, 2005)



Definition of Business Model

A business model
describes the rationale of
how an organization
creates, delivers, and captures
value.
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€Y Customer
Activities Relationships

Key Value Customer
Partners Preposition Segments

Key

Channels
Resources

Cost Revenue
Structure Streams

Source: http://nonlinearthinking.typepad.com/nonlinear thinking/2008/07/the-business-model-canvas.html
https://www.youtube.com/watch?v=QoA0zMTLP5s
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The 9 Building Blocks of

Business Model

=

Key s "3‘
Partners G})

Key '.-..*.:"
Activities 11\-
Key RS’
Resources [‘\‘}.

Value
Proposition

Customer )
Relationships /
Channels r 7

Customer
Segments

Cost
Structure

Revenue
Streams
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The 9 Building Blocks of
Business Model

Customer Segments

Channels

evenue Streams
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1. Customer Segments

Defines the different groups of people or organizations
an enterprise aims to reach and serve

b\ﬁ\l

38



2. Value Propositions

Describes the bundle of products and services that create
value for a specific Customer Segment

SR

\

Source: Alexander Osterwalder & Yves Pigneur, Business Model Generation: A Handbook for Visionaries, Game Changers, and Challengers, Wiley, 2010. 39



3. Channels

Describes how a company communicates with and reaches
its Customer Segments to deliver a Value Proposition

Source: Alexander Osterwalder & Yves Pigneur, Business Model Generation: A Handbook for Visionaries, Game Changers, and Challengers, Wiley, 2010. 40



4. Customer Relationships

Describes the types of relationships a company establishes
with specific Customer Segments

41



5. Revenue Streams

Represents the cash a company generates from each
Customer Segment (costs must be subtracted from
revenues to create earnings)

Source: Alexander Osterwalder & Yves Pigneur, Business Model Generation: A Handbook for Visionaries, Game Changers, and Challengers, Wiley, 2010. 42



6. Key Resources

Describes the most important assets required to make a
business model work

Source: Alexander Osterwalder & Yves Pigneur, Business Model Generation: A Handbook for Visionaries, Game Changers, and Challengers, Wiley, 2010. 43



7. Key Activities

Describes the most important things a company must do to
make its business model work

Source: Alexander Osterwalder & Yves Pigneur, Business Model Generation: A Handbook for Visionaries, Game Changers, and Challengers, Wiley, 2010. 44



8. Key Partnerships

Describes the network of suppliers and partners that make
the business model work

Source: Alexander Osterwalder & Yves Pigneur, Business Model Generation: A Handbook for Visionaries, Game Changers, and Challengers, Wiley, 2010. 45



9. Cost Structure

Describes all costs incurred to operate a business model

Source: Alexander Osterwalder & Yves Pigneur, Business Model Generation: A Handbook for Visionaries, Game Changers, and Challengers, Wiley, 2010. 46



The 9 Building Blocks of
Business Model

1. Customer Segments
— An organization serves one or several Customer Segments.
2. Value Propositions

— |t seeks to solve customer problems and satisfy customer
needs with value propositions.

3. Channels

— Value propositions are delivered to customers through
communication, distribution, and sales Channels.

4. Customer Relationships

— Customer relationships are established and maintained
with each Customer Segment.



The 9 Building Blocks of
Business Model

5. Revenue Streams

— Revenue streams result from value propositions successfully
offered to customers.

6. Key Resources

— Key resources are the assets required to offer and deliver the
previously described elements...

7. Key Activities
— ...by performing a number of Key Activities.
8. Key Partnerships

— Some activities are outsourced and some resources are
acquired outside the enterprise.

9. Cost Structure
— The business model elements result in the cost structure.



Business Model

Key Customer
Activities Relationships
Key Value Customer
Partners Proposition 3 Segments
Key Channels
Resources
9 Cost 5 Revenue
Structure Streams

Source: Alexander Osterwalder & Yves Pigneur, Business Model Generation: A Handbook for Visionaries, Game Changers, and Challengers, Wiley, 2010.
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Business Model Generation
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Business Model Generation
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Community
The book is co-created with practitioners
from around the world who feel owner-

Production and Logistics Differentiation

Anything beyond content creation An entirely different format business
is outsourced to readdy avadable modéd, and story for the book makes it
sarvice providers stand out in a crowded market

ship thanks to attribution as contributing
co-authors

Buyers

Paying customers are not only readers,
but co-creators and companies that want
customized books for their employees
and dients.

\_\ AN

KP

NING PLATFORM
AMAZON.COM

3RD PARTY LOGISTICS
COMPANY

PHEHISHERS

THE MOVEMENT (DESIGN)

KA

CONTENT
PRODUCTION

HUB MANAGEMENT

GUERILLA MARKETING AND
WORD-OF-MOUTH

TOGISTICSAND

R\ &

BLOG AND VISIBILITY ON
THE WEB

BUSINESS MODEL HUB
POWERFUL METHODOLOGY

vp\ 7

/CR\

CS

BUSINESSMODELHUB
.COM

BUSINESS MODEL EVENT,

Vi P ICAL, AN AMSTERDAM
nmlﬁmn:aunnooxo VISIONARIES, GAME
FOR BUSINESS MODEL C"cu‘r‘_“_%sé:.’;"
INNOVATORS
CO-CREATION OF A ENTREPRENEURS,
POTENTIAL BESTSELLER > EXECUTIVES,
(Y CONSULTANTS,
PERSONALIZED BOOKS FOR v ACADEMICS
MPANIES AND THEIR AL
= = L COMPANIES

CUSTOMERS

WORD-OF-MOUTH

1) BUSINESSMODEL~
GENERATION.COM

2) AMAZON.COM
3) BOOK STORES

PUBLISHERS

L

.L_.

C$g/

DESIGN
CONTENT PRODUCTION
PRINTING
DISTRIBUTION

HUB MEMBERSHIP FEES

ADVANCE & POST-PUBLICATION SALES
FREE GIVE AWAY CANVAS SECTION
FEES FOR CUSTOMIZED VERSIONS
ROYALTIES FROM PUBLISHERS

THE CANVAS OF

Reach

BUSINESS MODEL

GENERATION

A mix of divect and indirect Channdls and
aphased approach optimizes reach and
margins. The story of the boak lends itself
well to vival marketing ond word-of-
mouth promotion

Revenues

The book was fimanced through advanced
soles and fees paid by co-creators.
Additional revenues come from custom-
zed versions for companies and their
dients

92



Web 2.0: Social Networking and
the Wisdom of Crowds

Most popular Web 2.0 service: social networking

— Social networking sites sell banner ads, user preference
information, and music, videos and e-books

Social shopping sites
— Swap shopping ideas with friends (Kaboodle, ThisNext)
Wisdom of crowds/crowdsourcing

— Large numbers of people can make better decisions about
topics and products than a single person

Prediction markets:

— Peer-to-peer betting markets on specific outcomes
(elections, sales figures, designs for new products)



E-commerce marketing

Internet provides marketers with new ways of
identifying and communicating with
customers

Long tail marketing: Ability to reach a large
audience inexpensively

Behavioral targeting: Tracking online behavior
of individuals on thousands of Web sites

Advertising formats include search engine
marketing, display ads, rich media, and e-mail



WEB SITE VISITOR TRACKING

The shopper clicks on the home page. The store can tell that the
shopper arrived from the Yahoo! portal at 2:30 PM (which might
help determine staffing for customer service centers) and how
long she lingered on the home page (which might indicate
trouble navigating the site).

The shopper clicks on blouses, clicks to select a woman’s white
blouse, then clicks to view the same item in pink. The shopper
clicks to select this item in a size 10 in pink and clicks to place
it in her shopping cart. This information can help the store
determine which sizes and colors are most popular.

From the shopping cart page, the shopper clicks to close the
browser to leave the Web site without purchasing the blouse.
This action could indicate the shopper changed her mind or that
she had a problem with the Web site’s checkout and payment
process. Such behavior might signal that the Web site was not
well designed.

Source: Kenneth C. Laudon & Jane P. Laudon (2012), Management Information Systems: Managing the Digital Firm, Twelfth Edition, Pearson.
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WEB SITE PERSONALIZATION

T

Based on your portfolio
and recent market trends, here are
some recommendations.

Source: Kenneth C. Laudon & Jane P. Laudon (2012), Management Information Systems: Managing the Digital Firm, Twelfth Edition, Pearson.
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HOW AN ADVERTISING NETWORK
SUCH AS DOUBLECLICK WORKS

MERCHANT SITE ADVERTISING NETWORK
DoubleClick.Net
User
. Merchant server connects . Ad server reads cookie; Database

7 to DoubleClick ad server checks database for profile

@ .

. Ad server selects
and serves an

appropriate
banner ad <’ :lnetwgrk |
based on ember

profile

s@

@ Consumer
requests Web
page from ad
network
member site

@ DoubleClick follows consumer from
site to site through use of Web bugs

CONSUMER

Source: Kenneth C. Laudon & Jane P. Laudon (2012), Management Information Systems: Managing the Digital Firm, Twelfth Edition, Pearson.



ELECTRONIC DATA INTERCHANGE
(EDI)

Shipping data

A
Y

Supplier Payment data Firm

Systems o Systems
Production/inventory

requirements

A
\

Continuous replenishment

Source: Kenneth C. Laudon & Jane P. Laudon (2012), Management Information Systems: Managing the Digital Firm, Twelfth Edition, Pearson.



A PRIVATE INDUSTRIAL NETWORK

Suppliers Distributors

Source: Kenneth C. Laudon & Jane P. Laudon (2012), Management Information Systems: Managing the Digital Firm, Twelfth Edition, Pearson.



Revenue (billions $)

CONSOLIDATED MOBILE
COMMERCE REVENUES

Source: Kenneth C. Laudon & Jane P. Laudon (2012), Management Information Systems: Managing the Digital Firm, Twelfth Edition, Pearson.
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CHOICES IN BUILDING AND
HOSTING WEB SITES

BUILDING THE SITE

In-house Outsource
COMPLETELY IN-HOUSE MIXED RESPONSIBILITY
In-house Build: In Build: Out
Host: In Host: In
HOSTING

THE SITE
MIXED RESPONSIBILITY COMPLETELY OUTSOURCED
Outsource Build: In Build: Out
Host: Out Host: Out

Source: Kenneth C. Laudon & Jane P. Laudon (2012), Management Information Systems: Managing the Digital Firm, Twelfth Edition, Pearson. 61



COMPONENTS OF
A WEB SITE BUDGET

Content design
and development

System 15%

maintenance
35%

T

Hardware
10%

Software
8%

Telecommunications

System 10%

development
22%

Source: Kenneth C. Laudon & Jane P. Laudon (2012), Management Information Systems: Managing the Digital Firm, Twelfth Edition, Pearson.
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Case Study: Tata Consulting Services
Knowledge Management and Collaboration
at Tata Consulting Services (Chap. 11)

. Analyze the knowledge management efforts at Tata Consulting
Services (TCS) using the knowledge management value chain model.
Which tools or activities were used for managing tacit knowledge and
which ones are used for explicit knowledge?

. Describe the growth of knowledge management systems at TCS? How
have these systems helped TCS in its business?

. Describe the collaboration tools used at TCS? What benefits did TCS
reap from these tools?

. How did Web 2.0 tools help TCS manage knowledge and collaboration
among its employees?

. How do you think KM tools have changed some key operational
processes at TCS, such as bidding for new projects, project
development and implementation, customer service, and so on?

Source: Kenneth C. Laudon & Jane P. Laudon (2012), Management Information Systems: Managing the Digital Firm, Twelfth Edition, Pearson.
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(Case Study for Information Management)
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