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Topics:
• Introduction
• Electronic Data Interchange
• Advantages and Disadvantages of Electronic Markets
• Summary
• Exercise

Objectives
After this lecture the students will be able to:
• Understand What is “E Commerce”
• Describe various application areas of E Commerce
The availability of Internet has led to the development of
Ecommerce which is becoming very popular these days. So let’s
start our discussion on this very interesting field. Most of the
people think that E Commerce is just purchasing something on
the Internet but this is a misconception; let’s see what the reality
is.

A Brief History of E-Commerce
Electronic commerce applications started in the early 1970s, with
such innovations as electronic fund transfers (EFT). However,
the extent of the applications was limited to large corporations,
financial institutions, and a few daring small businesses. Then
came EDI, which expanded from financial transactions to other
transaction processing and enlarged the participating companies
from financial institutions to manufacturers,
retailers, services, and so on. Many other applications followed,
ranging from stock trading to travel reservation systems. Such
systems were described as telecommunication
applications and their strategic value was widely recognized. With
the commercialization of the Internet in the early 1990s and its
rapid growth to millions of potential customers, the term electronic
commerce was coined, and EC applications expanded rapidly. One
reason for the rapid expansion of the technology was the
development of networks, protocols, software, and specifications.
The other reason was the increase in competition
and other business pressures. From 1995 to 1999 we have
witnessed many innovative applications ranging from
advertisement to auctions and virtual reality experiences. Almost
every medium- and large-sized organization in the United States
already has a Web site. Many are very extensive; for example, in
1999 General Motors Corporation  offered 18,000 pages of
information that included 98,000 links to its products, services,
and dealers.

Definitions
Conducting business online. Selling goods, in the traditional sense,
is possible to do electronically because of certain software programs
that run the main functions of an e-commerce Web site, including
product display, online ordering, and inventory management. The

software resides on a commerce server and works in conjunction
with online payment systems to process payments. Since these
servers and data lines make up the backbone of the Internet, in a
broad sense, E-commerce means doing business over
interconnected networks.
Electronic commerce is an emerging model of new selling and
merchandising tools in which buyers are able to participate in all
phases of a purchase decision, while stepping through those
processes electronically rather than in a physical store or by phone
(with a physical catalog). The processes in electronic commerce
include enabling a customer to access product information, select
items to purchase, purchase items securely, and have the purchase
settled financially.
It is an emerging concept that describes the  process of buying and
selling or exchanging of products, services; and information via
computer networks including the Internet.
• From a communications perspective, EC is the delivery of

information, products/services, or payments over telephone
lines, computer networks, or any other electronic means.

•  From a business process perspective, EC is the application
of technology to-ward the automation of business
transactions and work flow.

•  From a service perspective, EC is a tool that addresses the
desire of firms, consumers, and management to cut service
costs while improving the quality of goods and increasing
the speed of service delivery.

•  From an online perspective, EC provides the capability of
buying and selling products and information on the Internet
and other online services.

The term commerce is viewed by some as transactions conducted
between business partners. Therefore, the term electronic commerce
seems to be fairly narrow to some people. Thus, many use the
term e-business. It refers to a broader definition of EC, not just
buying and selling but also servicing customers and collaborating
with business partners, and conducting electronic transactions
within an organization

Electronic Commerce
Electronic Commerce (e-Commerce) is a general concept covering
any form of business transaction or information exchange
executed using information and communication
technologies (ICTs). E-Commerce takes place between companies,
between companies and their customers, or between companies
and public administrations. Electronic Commerce includes
electronic trading of goods, services and electronic material.
E-Commerce systems include commercial transactions on the
Internet but their scope is much wider than this; they can be
classified by application type:
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Electronic Markets:
The principle function of an electronic market is to facilitate the
search for the required product or service. Airline booking systems
are an example of an electronic market.

Electronic Data Interchange (EDI):
EDI provides for the efficient transaction of recurrent trade
exchanges between commercial organizations. EDI is widely used
by, for example, large retail groups and vehicle assemblers when
trading with their suppliers.

Internet Commerce
The Internet (and similar network facilities) can be used for
advertising goods and services and transacting one-off deals.
Internet commerce has application for both business-to-business
and business to consumer transactions.
Fig 1.1 : The three categories of E Commerce

The Scope of Electronic Commerce
Electronic Commerce (e-Commerce) is a term popularized by the
advent of commercial services on the Internet. Internet e-
Commerce is however, only one part of the overall sphere of
e-Commerce. The commercial use of the Internet is perhaps typified
by once-off sales to consumers. Other types of transactions use
other technologies. Electronic Markets (EMs) are in use in a number
of trade segments with an emphasis on
search facilities and Electronic Data Interchange (EDI) is used for
regular and standardized transactions between organizations. The
mainstream of e-Commerce consists of these three areas; these
are represented as a diagram in Figure 1.1 and outlined in a little
more detail below.

Electronic Markets
An electronic market is the use of information and
communications technology to present a range of offerings

available in a market segment so that the purchaser can compare
the prices (and other attributes) of the offerings and make a
purchase decision. The usual example of an electronic market is an
airline booking system.

Electronic Data Interchange (EDI)
EDI provides a standardized system for coding trade transactions
so that they can be communicated directly from one computer
system to another without the need for printed
orders and invoices and the delays and errors implicit in paper
handling. EDI is used by organizations that make a large number
of regular transactions. One sector where EDI is
extensively used is the large supermarket chains, which use EDI
for transactions with their suppliers.

Internet Commerce
Information and communications technologies can also be used
to advertise and make once-off sales of a wide range of goods
and services. This type of e-Commerce is typified by the
commercial use of the Internet. The Internet can, for example, be
used for the purchase of books that are then delivered by post or
the booking of tickets that can be picked up by the clients when
they arrive at the event. It is to be noted that the Internet is not the
only technology used for this type of service and this is not the
only use of the Internet in e-Commerce.

Usage of Electronic Markets
Electronic markets are exampled by the airline booking systems.
Electronic markets are also used in the financial and commodity
markets and again the dealing is done via intermediaries; to buy
stocks and shares a member of the public uses the services of a
stockbroker. Arguably the use of electronic markets has served
the customer well. With the assistance of a good travel agent the
airline customer can be informed of all the flights available for an
intended journey and then select, on the basis of price,
convenience,loyalty scheme, etc. the flight that they wish to book.
Let’s discuss the advantages and disadvantages of each of
these areas.

Advantages and Disadvantages of
Electronic Markets
The advantages of an electronic market to the customer are self-
evident.Using an airline booking system, for example, there is a
screen that shows all the flights from (say) New York to Los
Angeles and the consumer can make an informed choice without
having to spend time and effort finding out which airlines fly that
route and then contacting each of the airlines to obtain flight
times, price and availability details. Once a flight is selected the
system facilitates the booking of that flight, paying the fare and
printing the ticket.
For the seller the advantages are less evident. The seller that is the
most competitive may do well, the electronic market makes available
information on their product and the advantage of that offering
should be apparent. Less competitive suppliers are likely to be
forced into price. Reductions and the competitive effect may force
all suppliers to cut prices, possibly below the level at which it is
possible to make a profit (as in the case on
some air transport routes).



© Copy Right: Rai University
3.231/3A.231/3B.231 3

E-C
O

M
M

ER
C

E

Fig 1.2: Basic transactions in EDI
The above figure shows the basic transactions which take place
between two business organizations. Let’s see the benefits when
these transactions are not taking manually but through computer
systems and that is known as EDI.

The Benefits of EDI
EDI can bring a number of advantages to the organizations that
use it. It should save considerable time on the exchange of business
transactions and has the potential for considerable savings in costs.
EDI can be simply used to replace paper transactions with
electronic transactions – this is the normal route taken in the initial
installation of EDI. The full advantage of EDI is only realized
when business practices are restructured to make full use of the
potential of EDI; when EDI is used as an enabling technology to
change the way the business operates–just-in-time (JIT)
manufacture and quick response supply being prime examples of
where EDI is used as an enabling technology to gain competitive
advantage.

The direct advantages of EDI include

Shortened Ordering Time
Paper orders have to be printed, enveloped and sent out by the
customer’s post room, passed through the postal service, received
by the supplier’s post room, and input to the supplier’s order
processing system. To achieve all this, reliably, in under three days
would be to do very well. EDI orders are sent straight into the
network and the only delay is how often the supplier retrieves
messages from the system. Orders can be in the supplier’s system
within a day, or if there is urgency the messages can be retrieved
more frequency, for example every hour.

Cost Cutting
The use of EDI can cut costs. These include the costs of stationery
and postage but these will probably be fully matched by the costs
of running the EDI service. The principle saving from the use of
EDI is the potential to save staff costs. The obvious example of
this is that if the orders are directly input to the system there is no
need for an order entry clerk. Note also that seasonal peak, staff
holidays, etc. no longer create a backlog in the order entry area. The
cost saving need to be offset against the system development and
network casts.

Elimination of Errors
Keying any information into a computer system is a source of
errors and keying paper orders into the order processing system is
no exception. EDI eliminates this source of errors. On the down
side, there is no order entry clerk who might have spotted errors

made by the customer – the customer will get what the customer
asked for.

Fast Response
With paper orders it would be several days before the customer
was informed of any supply difficulty, such as the product is out
of stock. With alternative product to be ordered or an alternative
supplier to be used.

Accurate Invoicing
Just like orders, invoices can be sent electronically. EDI invoices
have similar advantages to EDI orders in saved time and avoided
errors. However, the major advantage in EDI invoices is that they
can be automatically matched against the original order and cleared
for payment without the sort of queries that arise when paper
invoices are matched to orders.

EDI Payment
Payment can also be made by EDI. The EDI payment system can
also generate an EDI payment advice that can be electronically
matched against the relevant invoices, again avoiding query and
delay.

Indirect advantages of the use of EDI can
be:
Reduced Stock Holding
The ability to order regularly and quickly reduces the amount of
goods that need to be kept in a store room or warehouse at the
shop or the factory. For many JIT manufacture and quick response
supply systems stockholding is eliminated altogether with goods
being delivered only as they are needed. Reduced stock holding
cuts the cost of warehousing, the double handling goods (into
store and then out again onto the factory or shop) and the capital
requirement to pay for the goods that are just sitting in store.

Cash Flow
Speeding up the trade cycle by getting invoices out quickly, and
directly matched to the corresponding orders and deliveries, can
and should speed up payments and hence improve cash flow.
Elimination of most invoice queries can be particularly significant
in reducing delays in payments.

Business Opportunities
There is a steady increase in the number of customers, particularly
large, powerful customers, that will only trade with suppliers that
do business via EDI. Supermarkets and vehicle assemblers are
prime examples. Being ready and able to trade electronically can be
an advantage when competing for new business.

Customer Lock-in
An established EDI system should be of considerable advantage
to both customer and supplier. Switching to a new supplier
requires that the electronic trading system and trading relationship
be redeveloped, a problem to be avoided if a switch of supplier is
not essential.
To gain these advantages EDI has to be seen as an investment
there are costs upfront and the payback is longer term. The costs is
the set up of the EDI system (hardware, software and network)
and the time required to establish agreements with trading partners.
The savings only start when there is a significant volume of
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business transacted using EDI, a point that is called the ‘critical
mass’ in the jargon of EDI.

Summary:
• Electronic Commerce (e-Commerce) is a general concept

covering any form of business transaction or information
exchange executed using information and communication
technologies (ICTs).

•  E-Commerce takes place between companies, between
companies and their customers, or between companies and
public administrations.

•  Electronic Commerce includes electronic trading of goods,
services and electronic material.

•  An electronic market is the use of information and
communications technology to present a range of offerings
available in a market segment so that the purchaser can
compare the prices (and other attributes) of the offerings
and make a purchase decision.

• EDI provides a standardized system for coding trade
transactions so that they can be communicated directly from
one computer system to another without the need for
printed orders and invoices and the delays and errors implicit
in paper handling.

• Information and communications technologies can also be
used to advertise and make once-off sales of a wide range of
goods and services. This type of e-Commerce is typified by
the commercial use of the Internet.

Exercise:
1. What is eCommerce?
2. What so you understand by EDI?
3. Explain electronic market.

Notes


