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Technological advances have enabled a large spread of online retailers. Ecommerce business is challenging the nature of traditional foundation of trade,
therefore trade is on transition. The Internet allows consumers to compare and
examine online store offerings, regardless of place and time. Digitalization has
created new opportunities for creating customer value.
The growing trend towards online shopping world has taken place in a very short
period of time. Businesses, either use e-commerce as an additional operation, or
completely rely, on the Internet business opportunities. The aim of this Master`s
thesis is to define and evaluate key business model factors of two major ecommerce companies, Alibaba.com and Amazon.com. These key business model
factors have a positive effect on successful e-commerce business. In addition,
Alibaba.com and Amazon.com are compared with the help of these identified
factors. Moreover, e-commerce business factors provide opportunities to create
greater customer value regardless of the industry.
Customer value is the core of business and a competitive advantage. Customer
value is defined as a ratio between sacrifices and benefits. E-commerce companies
should effectively evaluate customer value, so they could customize their offerings
to meet better desired customer needs. Even though e-commerce business is a
relatively new phenomenon, it has been widely studied.
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capabilities have been achieved during the studies. Master of Science degree is like a
comprehensive driver´s license, after accomplishing individuals are able to begin to exploit and
apply learned tools and skills in practical work, by constantly updating new doctrines and
awareness.
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other student life experiences that have been unforgettable.
Although, the four years of academic life includes a lot of student events and academic freedom,
it has also taught me to be self-reliant, socially critical and developed my interaction skills.
Now I´m beginning a new phase in my life and convinced that technology and science student
spirit will always remain within me. In a certain way, the Latin word Excelsior reflects on my
philosophy and in my opinion it’s something everyone should now and then think about.

Vieremä 1. heinäkuuta 2015
Taneli Ripatti

V

TABLE OF CONTENTS
1

2

INTRODUCTION .................................................................................................................... 1
1.1

BACKGROUND ............................................................................................................................ 2

1.2

RESEARCH QUESTIONS AND LIMITATIONS ........................................................................................ 3

1.3

RESEARCH STRUCTURE AND STRATEGY............................................................................................ 4

1.4

EXECUTION OF THE THESIS ........................................................................................................... 5

E-COMMERCE BUSINESS IN STRATEGIC PERSPECTIVE............................................................. 7
2.1
2.1.1

E-COMMERCE IN A STRATEGICAL PERSPECTIVE ............................................................................... 11

2.3

E-COMMERCE BUSINESS MODEL .................................................................................................. 13

E-COMMERCE MARKETING ......................................................................................................... 18

3.1.1

National culture values and consumer behaviour ........................................................... 18

3.1.2

The CRM of e-commerce ................................................................................................. 22

3.1.3

Design of e-commerce web pages ................................................................................... 23

3.1.4

Social media in e-commerce marketing .......................................................................... 24

3.1.5

E-commerce develops company’s marketing strategy .................................................... 25

3.2

DYNAMIC PRICING AND PRICE DISCRIMINATION IN E-COMMERCE BUSINESS ........................................ 26

3.3

E-COMMERCE LOGISTICS MODELS................................................................................................ 27

3.3.1

Different solutions of distribution.................................................................................... 29

3.4

E-COMMERCE COOPETITION ....................................................................................................... 35

3.5

E-COMMERCE SECURITY............................................................................................................. 38

3.5.1

5

Business model creation .................................................................................................. 14

OPERATIONAL LEVEL SOLUTIONS IN E-COMMERCE BUSINESS .............................................. 18
3.1

4

Online retailers in international markets ........................................................................ 10

2.2

2.3.1
3

E-COMMERCE IN GENERAL ........................................................................................................... 7

Mobile shopping behavior ............................................................................................... 39

CUSTOMER VALUE IN THE E-COMMERCE BUSINESS ............................................................. 40
4.1

CUSTOMER BEHAVIOR IN THE CONSUMER MARKETS ....................................................................... 42

4.2

IMPORTANCE OF RELATIONSHIPS AND NETWORKS .......................................................................... 45

4.3

LITERATURE REVIEW SUMMARY................................................................................................... 46

METHODOLODY.................................................................................................................. 48
5.1

QUALITATIVE RESEARCH............................................................................................................. 48

5.2

SELECTION CRITERIA .................................................................................................................. 49

VI

6

5.3

INITIAL ASSUMPTIONS OF E-COMMERCE BUSINESS .......................................................................... 50

5.4

DATA COLLECTION .................................................................................................................... 51

KEY FACTORS IN E-COMMERCE BUSINESS ............................................................................ 53
6.1
6.1.1

Amazon.com business in numbers .................................................................................. 54

6.1.2

Amazon in strategic perspective...................................................................................... 55

6.1.3

Amazon.com in operational perspective ......................................................................... 58

6.1.4

Alibaba.com business in numbers ................................................................................... 62

6.1.5

Alibaba in strategic perspective ...................................................................................... 63

6.1.6

AliExpress.com in operational perspective ...................................................................... 66

6.2

BUSINESS MODEL IN E-COMMERCE BUSINESS ................................................................................ 69

6.3

STUDENTS´ BEHAVIOR RELATED TO E-COMMERCE BUSINESS ............................................................. 74

6.3.1
7

8

EVALUATION OF SELECTED COMPANIES ........................................................................................ 54

Student survey implementation and results .................................................................... 75

RESULTS AND KEY FINDINGS ............................................................................................... 86
7.1

RQ1, E-COMMERCE COMPANIES’ KEY SUCCESS FACTORS ................................................................. 86

7.2

RQ2, SUCCESS FACTORS UTILIZATION IN AMAZON.COM AND ALIBABA.COM BUSINESS ......................... 91

7.3

RQ3, GENERAL BUSINESS MODEL OF E-COMMERCE BUSINESS .......................................................... 93

7.4

BUSINESS BENEFITS AND COMPETITIVE ADVANTAGES OF E-COMMERCE .............................................. 95

7.5

ANALYSIS OF THE SURVEY ........................................................................................................... 95

7.6

E-COMMERCE BUSINESS IN FINLAND ............................................................................................ 96

CONCLUSIONS AND DISCUSSION ......................................................................................... 98
8.1

RELIABILITY AND VALIDITY ASSESSMENT ...................................................................................... 100

8.2

POSSIBLE RESEARCH QUESTIONS IN THE FUTURE........................................................................... 101

REFERENCES ............................................................................................................................. 103
APPENDIX................................................................................................................................. 114

VII

APPENDICES:
APPENDIX 1: Finland in comparison with China
APPENDIX 2: Russia in comparison with United States
APPENDIX 3: Finnish e-commerce companies comparison
APPENDIX 4: Business model canvas
APPENDIX 5: Top selling Internet items
APPENDIX 6: Online browsing and buying intentions
APPENDIX 7: Typical sales message from Amazon.com e-commerce
APPENDIX 8: Typical sales message from AliExpress.com e-commerce
APPENDIX 9: Implemented student survey

VIII

LIST OF FIGURES
Figure 1 Execution of the thesis ................................................................................................. 5
Figure 2 Three types of benefits that the e-business provides. (Gavusgil et al. 2012, 79) ........ 8
Figure 3 Consumer interests of e-stores (left) & retailers interests of e-stores (right) ............. 10
Figure 4 E-business strategy (Adapted Nemcova & Dvorak 2011) ......................................... 12
Figure 5 E-commerce acceptance model (Adapted Cheolho 2008) ......................................... 21
Figure 6 Differences between CRM and e-CRM (Adapted Pan & Lee 2003) ......................... 23
Figure 7 Supply chain stages (Chopra & Meindl 2010, 22) ..................................................... 28
Figure 8 Direct Delivery model (Adapted Chopra & Meindl 2010, 91) .................................. 30
Figure 9 Combination of deliveries model (Adapted Chopra & Meindl 2010, 94) ................. 32
Figure 10 Distribution storage model with carrier delivery (Adapted Chopra & Meindl 2010,
96) ............................................................................................................................................. 33
Figure 11 Creation of customer value (Anderson et al. 2009, 6) ............................................ 41
Figure 12 Top reasons to buy online (Adapted Business 2 community 2014) ........................ 71
Figure 13 Simplified e-commerce operator money flow.......................................................... 73
Figure 14 Question 2, e-commerce purchasing activity among students ................................. 75
Figure 15 Question 3. How expensive products and services students generally purchase from
online store ............................................................................................................................... 76
Figure 16 Question 5, most often acquired product and service categories ............................. 78
Figure 17 Question 8, most preferred delivery time ................................................................. 81
Figure 18 Question 13, importance of commitment in e-commerce user behavior ................. 84
Figure 19 A simplified form of e-commerce business model .................................................. 93
Figure 20 E-commerce business model framework ................................................................. 99

IX

LIST OF TABLES
Table 1 Research questions ........................................................................................................ 3
Table 2 Input-output structure of the study ................................................................................ 6
Table 3 Coopetition business model drivers (Ritala et al. 2014) ............................................. 36
Table 4 Assumptions of the research question one .................................................................. 50
Table 5 Assumptions related to students’ survey ..................................................................... 51
Table 6 Question 4, the percentage of salary, which is used for e-shops. ................................ 77
Table 7 Question 6, importance of functionality when choosing e-commerce ........................ 79
Table 8 Question 7, importance of comparability when choosing e-commerce ...................... 80
Table 9 Question 9, importance of free shipping and return when choosing e-commerce ...... 81
Table 10 Question 10, importance of mobile platform option when choosing e-commerce ... 82
Table 11 Question 11. Importance of security issues when choosing e-commerce ................. 83
Table 12 Question 12, Students´ POV e-commerce factors priority order .............................. 83

X

LIST OF ABBREVIATIONS
E-commerce

– Electronic commerce

ICT

– Information and communication technologies

IT

– Information technology

Coopetition

– collaboration between competing firms

HCI

– human – computer interaction

CRM

– customer relationship management

SIN

– Social insurance number

ERP

– Enterprise resource planning

MRP

– Manufacturing requirement planning

NYOP

– Name your own price

Tweets

– Limited 140 characters messages in Twitter

PU

– Perceived usefulness

PEOU

– Perceived ease of use

PDI

– Power distance index

IDV

– Individualism

MAS

– Masculinity

UAI

– Uncertainty avoidance

LTO

– Long-term orientation

WWW

– World Wide Web

BOM

– Bill of material

B2B

– Business to business

B2C

– Business to consumer

DBE

– Digital business ecosystem

3PL

– Third party logistic

OCR

– Omni channel retailing

FAQ

– Frequently asked questions

SSL

– Secure sockets layer

1

1

INTRODUCTION

Advances and development in information and communication technologies (ICT) have
enabled big changes in electronic commerce (e-commerce) business. Transformation from
commerce to e-commerce has affected and changed companies’ organization structure. Even
though online retailers are facing remarkably explosive growth, there are major challenges on
the horizon. (Winter 2011) This master`s thesis approaches the key success factors of two
world`s leading international electronic commerce companies Amazon.com and Alibaba.com.
Amazon.com is a pioneer in its business market. The company was founded by Jeffrey Bezos
in 1995. (Amazon.com 2015) Alibaba.com is a bit younger company, but definitely as
significant as the first mentioned. Alibaba group was founded by 18 people led by Jack Ma in
1999. (Alibaba.com 2015)
Online stores and retails have rapidly taken place of the consumer markets of traditional retail
stores since the beginning of the Internet revolution. Retail stores are moving towards major
changes. It is clear that retail store success is no longer all about physical stores. Online shops
and electronic commerce’s enables customers and consumers to buy goods or services directly
from a seller securely over the Internet, using a web browser. This growth generates naturally
many difficulties of how to transfer offline retail store oriented business to a more Internet and
web oriented electronic business. Usually products and services need to change to better match
the electronic commerce markets. (Aanen 2015)
The Internet revolution is still going on and will continue its rapid growth also in the future. It
will play increasing role in our society and the amount of information will grow exponentially.
It is estimated that the amount of information roughly doubles its size every five years. (Zhang
2008) E-commerce operators should target its offerings more and more specifically in the
future. As Aanen (2015) has clearly noticed, Internet must develop towards a more structured,
intuitive and useful, as well as contain more meaningful information. This information data
should be standardized in order to be clearly understood by both humans and computers.
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1.1

Background

Transactions, trading and exchange of products between people has always happened roughly
face to face in store or via orders, until the invention of the Internet. World Wide Web (WWW)
was first published in early 1990s and after that companies´ business has changed tremendously.
(Dholakia et al. 2002, 1) E-commerce concept began to take shape gradually when companies
began using online channels as a way to sell offerings. This revolutionary invention means that
regardless of location or time, consumer can make purchases easily online by using the Internet.
(Okonkwo 2010, 19) Online retailing occurs in both business to business (B2B) and business
to consumer (B2C) market areas, but currently the greatest occurance in e-commerce business
happens in B2C market. (Kamari et al. 2012, 126) E-commerce is the cutting edge of today’s
business life. (Ali et al. 2012)
“E-commerce is the cutting edge of today’s business life.
(Ali et al. 2012)”

The amount of information in the Internet is growing by accelerating speed. According to
Heineman (2010), nowadays online retail has taken the role of a so-called meta-business that
begun in 1995, when Amazon.com was founded. Traditional meta-business could contain for
example teleshopping, catalogue retail and ambulant retail. In the meanwhile, Internet is
transforming with high goals and growth into a new mass market area. E-commerce has
experienced constant changes in the beginning of the early years and is still facing them. Mainly
this kind of high level of e-commerce business evolution was enabled by active customers.
Satisfied customers are usually voluntary and active to give feedback, friend recommendations
and public product ratings, as well as the cultivation of social interactions and social
communities on the Internet. Both positive and negative purchase experiences are exchanged
and shared in an unstructured manner on the Web. And also in the time of social networking all
comments and feedbacks are dispersed at lightning speed. (Heineman 2010) Continuous
communication and customer management improves the suppliers and the customer's business
and creates sustainable economic, technical and social business relationship between
organizations. (Kotler 2009, 13) Eventually the customer will make the purchasing decision
based on which product or service will offer the highest value in relation to the sacrifices (Kotler
2003, 60).
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1.2

Research questions and limitations

Table 1 presents research questions of this master`s thesis. This work aims to eventually
respond to the following three research questions. It is essential to find the key success factors
that e-commerce business requires to function effectively in the Internet market. With the help
of these discovered and identified key factors, major e-commerce companies, Alibaba.com and
Amazon.com, will be evaluated. The third research question concentrates in business models
of the e-commerce companies. The purpose is to create a business model, which is a rough
generalization of the e-commerce business environment. Moreover, this study also tries to
determine university student’s behavior and opinions in relation to online shopping.
Table 1 Research questions

Research question
RQ 1.

What are the major e-commerce companies’ key success factors to keep earning
logic profitable?

RQ 2.

How efficiently major e-commerce companies Alibaba.com and Amazon.com can
utilize identified success factors?

RQ 3.

What kind of general business model can be created of e-commerce business?

This master`s thesis is limited to study how online retail (e-commerce) companies can achieve
competitive advantage in international markets. To be able to understand the function of the
occurring e-commerce business model, it is vital to review the literature around the subject.
Reports are progressing from general issues into more specific questions, about how ecommerce companies can keep earning logic profitable. This work focuses mainly on ecommerce business to consumer markets (B2C). Businesses to business (B2B) markets are not
in the main focus. Information is gathered from several sources. Articles are collected from
various databases and the publication dates are mostly from the year 2005 or newer. Further
information and main theories are gathered from traditional and popular market economy book
sources. Furthermore, findings have been analyzed under the supervision of the professor Juha
Väätänen.
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1.3

Research structure and strategy

This report is divided roughly in two big sections that are literature review and qualitative
methods implemented research area. In the literature review part, e-commerce business is
discussed from the point of view of consumers and suppliers, alias business to consumer (B2C)
markets. Following is described a more detailed research structure with its various phases.
In chapter one, introduction is presented. In the introductory paragraph is explained the
background of e-commerce business, the research questions, limitations and finally the
structure of the report and research strategy. Moreover the first section gives the general image
of e-commerce business that is more accurately discussed in this master´s thesis.
In chapter two, e-commerce business is presented from a strategic perspective. At first, ecommerce operations and its functionality is described and study proceeds from the general
theory to a more accurate interpretation and more specific area of electronic commerce world.
That is followed by a presentation of online retailer’s activities in the international markets. In
addition chapter two explains what kind of strategies major e-commerce companies are
complying with and how precisely such business models can be created.
In chapter three, operational level solutions in e-commerce business are presented. This
chapter introduces five most important key success factors of electronic business that are clearly
recognizable in the prevailing literature at the moment. This part presents also how e-commerce
business affects in both consumer and business markets and what kind of customer value
advantages it enables and creates.
In chapter four is discussed how the customer value affects the e-commerce business. At first,
customer behaviour in business to consumer markets is presented and followed by the
importance of relationships and networks in the e-commerce business.
In chapter five is methodology section located. There is described in more detail the meaning
of the qualitative research method and the implementation of the student survey. Moreover used
criteria, assumptions and data collection procedures are presented. The chapter's main purpose
is to introduce the used research methods.
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In chapter six is presented a comparison between the two major e-commerce companies. Both
companies are firstly presented on a general level. In the comparison step, financial sources are
from Marketline and other operational level comparisons have been carried out with the help
of this thesis e-commerce business comparative model.
In chapter seven and eight, results and key findings are discussed and compared with the
current online shopping activities happening in the online market. Additionally, in the
conclusion and discussions chapter, all discussed chapters and results are sealed in a clear
summary. Finally, in the end of the chapter, the successfulness and validity of the study and
needed studies in the future are inspected.
1.4

Execution of the thesis

The execution of this master´s thesis is presented below in the figure 1. Progress of the project
is divided into seven separate phases. Firstly, everything began with subject conception and
initiation phase, which was directly followed by subject definition and planning. Third phase
was gathering the material and writing the literature review that required a huge amount of
dedication and commitment to the topic. When mentioned strategy and operational level key
factors had been found, it was possible to start the evaluation of major e-commerce companies.
The second to last phase considered reports results and analyzing the key findings. Final phase
was finishing the master´s thesis. The total length of this project is about half a year and this is
the final report that is published in accordance with the Lappeenranta University of Technology
general practices.

Subject
conception
and
initiation

Subject
definition
and
planning

Gathering
the material
and writing
the literature
review

Evaluation of
ecommerce´s

Preparation
and
implement
ation of the
survey

Figure 1 Execution of the thesis

Results and
analysis
phase

Finishing
the thesis
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Execution of this thesis is presented so that the various phases of this process would be easier
to understand. Partially, different phases of this project were overlapping, due to the smooth
progress of this thesis. Collected survey data and its analysis have been carried out with the
help of Webropol survey tool and demonstrating graphs are drawn by Microsoft Excel.
Furthermore, in the table 2 is presented the input-output structure of the report. In that table can
be seen more detailed descriptions and contributions in the various phases of the thesis. The
left column presents the input factor in each case, which is closely related to the process column
in the middle. Whereas, the right side shows the results of each row.
Table 2 Input-output structure of the study

Input

Research problems (3)
Theoretical backround
General concept
Strategy issues
Business model theory

Process

Objectives and limitations
1. Introduction

2. E-commerce business in
strategic perspective

commerce business

in e-commerce business

Customer value

4. Customer value in the e-

components

commerce business

Assumptions

5. Methodology

Marketline data

6. Major factors comparison

Empirical research

in e-commerce business

Primary data (survey)
Secondary data (chapter 6.)
Findings from this report

Research questions
Structure & Limitations

Trends and fashion of e- 3. Operational level solutions

Criteria’s, data collection

Output

7. Results and key findings

E-commerce in general
E-commerce strategy
Business model
Key factors currently
Customer behavior
Evaluation

of

Customer

Relationship, customer value
Research strategy

Key findings
Key earning factors
Students behavior

8. Conclusions and

Further research questions

discussions

Validity, reliability
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2

E-COMMERCE BUSINESS IN STRATEGIC PERSPECTIVE

Chapter two presents e-commerce companies corporate strategic perspective and key benefits
that can be achieved. The beginning of this chapter gives an overview of what kind of business
e-commerce is, and how the Internet and development of technology has made high growth
possible in the online field. The most important success factors might be flexibility in
communications and marketing, and moreover much improved customer specific services.
Second part focuses on e-commerce business strategic perspective and presenting the key
competitive factors. When a company has considered these issues precisely in their business
point of view, it can operate competitively and successfully. Third part presents theory of
business model, so that the company’s business can be understood and improved even further
with the help of nine business model pillars.
2.1

E-commerce in general

E-commerce business is selling or buying of services and goods, and transmitting data or funds
via electronic network. The mainly used electronic network channel is Internet. E-commerce
business can easily be compared with the sale by mail business, which is a much older concept.
Both of these business operations are acting in general accordance with the same regulations
and laws. Also exceptions can be found, for instance some e-commerce operators may sell
electronic newspapers, magazines or books without the right to return. Benefits of the ecommerce business are around the clock availability, wider selection of products and services
and fast international accessibility. The disadvantages on the other hand may be limited
customer service, long delivery time and that customers are not able to touch, try on or see a
product before purchase decision. Because the trading is done online, security issues must be
taken carefully into account. E-commerce business has evolved over the years and it will
develop even further in the future. (Techtarget 2015)
Internet and the information technology (IT) are transforming global business by allowing firms
to make e-commerce online and to including e-business capabilities for activities such as
managing and sourcing customer relations. E-business assists globalization of the firm by
beating for example time zones and geography difficulties. Nowadays, it is possible to build a
global company from scratch. Also the company’s size, small or medium, plays no difference.
(Gavusgil et al. 2012, 79) A successful e-commerce company requires integrated operations,
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combining marketing, customer service, online store management, information technology,
logistics and financial services. (Petre et al. 2006)

3. Improves
the flow of
information

1. Increases
productivity
& Reduces
costs

2. Creates
customer value
& New sales
opportunities

Figure 2 Three types of benefits that the e-business provides. (Gavusgil et al. 2012, 79)

As it is shown in the figure 2, Gavusgil et al. (2012) three main benefits provided by e-business
are taken well in consideration. First, when a company is acting increasingly in online business,
the value-chain will change dramatically. Its online integration and coordination of production,
distribution channels and after-sale services will reduce costs worldwide and at the same time
improve productivity. Secondly, Internet uncovers new opportunities and creates better value
for existing customers. Online business could also launch a whole new entrepreneurial
initiatives and technological innovations. Thirdly, virtual online world facilitates and also
knowledge and informational flow from company to all over the world, ables to interact faster,
more secure and cheaper with suppliers, customers and partners. In general, management can
react instantly by making changes in the tactics. Because of Internets great potential, the
company should take into account changes in operational- and strategical level. Also, the whole
organization and management needs to adjust to the changes (Gavusgil et al 2012).
Various projects in companies and in different industries have increased the importance of value
creation. The importance of these different projects and solutions will increase in international
business. The solution has been is used to define a wide range of concepts, but the dominant
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view today means that the solution is a complex combination of products and services to fit the
customer's needs. (Jalkala et al. 2010) However, it is very difficult to verify the customer's
actual need from the suppliers point of view, and thus a large part of the solutions offered by
the suppliers do not bring the most efficient outcome to the customer. (Tuli et al. 2007)
Customers and suppliers are developing a definitive solution to a very different point of view
and interests. In the end, both customers and suppliers are aiming to achieve a situation where
the supplier has created a competitive solution for the products and services to the customer's
core business needs. (Ulaga & Reinartz 2011)
Especially in the future, product-oriented companies are increasingly shaping their operations
towards a more solution oriented business, instead of product selling. (Storbacka 2011) The
solution supplier should be able to offer its customers a combination of product and service,
creating new customer benefits and additional services. (Ulaga 2011) Creation process between
the customer and supplier is often very complex and the parties may have contradictory
objectives. This process involves a number of different network actors. Already existing
business networks should be modified according to solution business model. The whole
corporation should change its strategy towards a more solution based action. Including
purchase, sale, research and development departments should move towards a common goal.
(Storbacka 2011)
As Prahalad & Hamel (1990) mentioned in their article, company’s core competences can
roughly divide into three traits. Those traits from a company’s point of view are: It is hard for
the competitors to imitate company’s core competences, it makes a contribution to notice
customer benefits and it has strength to rule over a wide variety of markets. Core competences
must be known very precisely so that the company can develop competitive strategy.
Nowadays, only a few companies have proven to be able to invent new markets, quickly enter
new markets and shift their patterns towards customer needs. Some of the most innovative and
high technology companies can create irresistible functionality in their products or, even better
creating products or services that customers will need but have not been able to even hope or
imagine. (Prahalad & Hamel 1990) Major e-commerce companies such as Alibaba.com and
Amazon.com, desire this kind of business, because they have high levels of key resources and
key activities around the globe.
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2.1.1 Online retailers in international markets
Online business in global world has experienced and will experience significant growth. The
leading e-commerce actor, eBay, is attracting almost 70 million buyers and sellers in a typical
month. EBay’s main business idea is to offer auction software to its customers. On the other
hand, Amazon.com uses retailing as its main business idea. Nowadays, Amazon.com is one of
the leading online retailers with a monthly 40 million visitors. Amazon.com was founded in
1994, just a year before eBay and today their earning logic is partly different that it was
originally. At the beginning, Amazon.com just sold books, but then it spread into larger markets
and now it sells almost everything. It is probably safe to say, that nowadays big global ecommerce companies, such as Amazon.com and Alibaba, resemble online versions of vast
department stores. The most popular online products are toys, computer games, clothing’s and
jewelry. (Cavusgil et al. 2012)

3. Save
time

1.
Compare
products

2. Compare
prices

3.
Possibility
to test

1. Laws &
Restrictions

2. Selling is
cheaper

Figure 3 Consumer interests of e-stores (left) & retailers interests of e-stores (right)

Online business creates advantages to both parties, retailers and consumers. As it is easy to
realize from the figure 3, consumers can compare a wide range of products and prices much
easier and more convenient than when visiting in a typical shop. This will also save time. From
a retail company’s point of view, online business creates also many advantages (figure 3).
Online business stores are instantly born global, so companies can apply laws and restrictions
that are less restrictive. Online stores can save in selling, because they don’t need to hire as
much sales personnel. It is also quite common that companies launch products and services first
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in the Internet and then offer already popular proven products in their traditional stores.
(Cavusgil et al. 2012)
“For example eBay`s shoppers buy: “a soccer jersey every five minutes in Britain,
A bottle of wine every three minutes in France, a garden gnome every six
Minutes in Germany, and a skincare product every 30 seconds in China
Cavusgil et al. 2012.”

One of the most difficult questions in e-commerce business is the challenge of electronic
payment. Also, international e-commerce companies need to adapt their businesses to
correspond local conditions. In general, western countries have accepted online payment
systems, such as PayPal, but in Asia common payment system is very hard to establish. Asian
regulations order that the payments can’t be carried out via Internet. Moreover, Asians are also
unwilling to buy used products. (Cavusgil et al. 2012)
It is prognosticated that more and more Asians will embrace the online trading culture. For
example, China has already over 90 million Internet users and it is forecasted that within a few
years China will overtake United States with the number of Internet users. Alibaba.com ecommerce was founded in 1999 in China. Markets are huge, but a large and fundamental
problem is the lack of IT infrastructure. The success of global e-commerce companies depends
a lot on how the Internet access will evolve. (Cavusgil et al. 2012)
2.2

E-commerce in a strategical perspective

Advancement of information technology (IT) has made e-commerce business more possible
and economical than ever before. Global companies have changed their business practices by
increasingly relying on all the potential that e-commerce can bring and. Organizations have also
developed strategies to utilize technology and expand their customer base. E-commerce
implementation helps to deliver company´s products or services to the market more easily and
also maintain a much richer and broader business network. (Saleh 2013)
Every company should have key resources and key activities in order to be successful. Ecommerce companies cannot discuss face-to-face with their customers, but rather communicate
virtually. Today’s rapidly advanced technologies have enabled creation of new business
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strategies. E-commerce companies and its organizations need to utilize the various tools that
technology has offered, in order to stay competitive. (Nemcova & Dvorak 2011) Recent studies
have shown that web presence or low price are not anymore key determinants of success, but
high quality webpage is. A company needs a constantly evolving strategy that includes
company’s missions and visions (Rababah et al. 2011)

Strenghts

Risks

Business
objectives

Opportunities

EBusiness
Strategy

Partners

Threats

Competition

Weaknesses

Figure 4 E-business strategy (Adapted Nemcova & Dvorak 2011)

Despite the great potential and simplicity of e-commerce, online companies need to develop
strategies and objectives towards a more pleasant shopping experience. According to Nemcova
and Dvorak (2011), e-commerce business strategy consist of eight factors, shown in the above
figure 4. In the e-commerce business, flexible marketing and communication, as well as low
installation costs and particular productivity are essentially linked as advantages and
opportunities. E-commerce companies need to concentrate on rapidly changing markets, by
training employees and keeping information quality on a high level. Also customers’
requirements have increased, desiring even more reduced shopping time, finding better
products or services and enhancing delivery issues. Online retail companies need to monitor
price levels and customer satisfaction continually to offer competitive and flexible offerings in order
to grow their businesses. (Nemcova & Dvorak 2011)

13

E-commerce is no longer an option, but a clear necessity for the success of a business
organization. (Ali et al. 2012) Impacts of the e-commerce are significant. Organizations require
recalibration, redesigning and restructuring of key organizational dimensions. E-commerce
business creates more horizontally structured companies organizations, including some
eliminated and redesigned job assignments. These challenging changes require flexibility
amongst management and workers. Flexibility of the whole organization has risen in many
studies for a really important factor, when e-commerce business has been successful in dynamic
business environments. (Ali et al. 2012)
2.3

E-commerce business model

The international business field has never been changing faster. Companies need to adapt and
stay transformable to keep their business profitable. New technologies and possibilities of the
Internet are the main drivers towards a change. Usually, the easiest way to solve current
dominated trends in the market field is intelligence and active discussion with the customers,
employees and other stakeholders. Nowadays, it is very hard to find just the right piece of
business information via the Internet. (Zikmund et al. 2013) E-commerce system is improving
and developing company’s infrastructures and traditional operations. Following points will
explain further the innovative business model of e-commerce.
1. Changes in the supply chain and trading model. Buying by visiting a physical store or
buying by calling will be changed after constructing an e-commerce customer database.
Customers can check product availability information from the webpage and the sales
companies (e-commerce) can utilize the web users buying behavior and maneuvers to
customize their offerings towards more attractive. (Yin Ou & Perng 2014)
2. Changing the traditional purchasing model. Every retailing company needs to
understand consumer’s requirements. Requirements are the same regardless of the sales
channel, but negotiation might be easier and the final price may become lower in the
online store. Integrated information structures will alleviate “bullwhip effect” and
therefore even encourage the synergy of the supply chain. (Yin Ou & Perng 2014)
3. Change of the managing model. In the managerial level, the whole organization must
understand and work to reach common objectives. Well working information systems
like ERP platforms help to establish bill of material (BOM) and manufacturing
requirement planning (MRP). (Yin Ou & Perng 2014)
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E-commerce business has become popular and gained its status in a short period of time.
Competition between e-commerce companies has created demand to understand mechanisms
and business models about how successful organizations can gain a competitive advantage in
the Internet market. Amazon.com has created several new earning logics and been very
innovative in its business field. For example, Amazon.com has demonstrated that new supply
chain solutions are creating value to its customers. From the beginning, Hotmail and Netscape
offered their Internet services free of charge. Some of the pioneer companies have been
destroyed because of their unprofitable business model, while the other companies have learned
from the mistakes made by others and become stronger. E-commerce companies utilize
different business models depending on which model is the most suitable in the specific market
area and structure. (Mahadevan 2000)
Most recently, an emerging trend in e-commerce business is coopetition between two or more
online retailing companies, within the same value chain position. This business model takes
into account the core companies transactions with its external constituents. With the help of
cooperation with competing firms, e-commerce companies can create revolutionary strategies
for value creation, value capture and value delivery. Coopetition based business model can be
hard to manage, but when succeeded, it provides increased innovativeness and profitability.
(Ritala et al. 2014) A more detailed coopetition concept is presented in the next section (2.6).
2.3.1 Business model creation
E-commerce companies need to understand their business operations comprehensively, so that
they can operate effectively enough. Osterwalder and Pigneur (2010) have created a model,
where the company's business is divided in nine different parts. With the help of this model,
knowledge development is possible. This well-known business model canvas describes the
rationale of how an organization creates, delivers and captures value. Original Osterwalder´s
(2010) business model canvas is presented in the appendix 4.
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1. Customer segments
At first, companies try to reach and serve different groups of people and organizations. Without
customers, companies cannot survive very long. Companies have segmented (divided)
customers in different groups, depending on their common interest and common behaviors.
Companies can also make the decision, which segments they are going to serve and witch not.
Companies may deliver value to the mass markets, where are different customer segments or
in contrast, delivery can be targeted to the niche market where customer segments are highly
specialized.
2. Value propositions
The value proposition is the main reason, why customers select just a specific company to
partner with. Company solves with its value proposition customers problems or satisfies
customers needs. Every customer segment requires different value propositions from the
company. In e-commerce business service´s brand, newness and status factors play an important
role in the value proposition. On the other hand, however, the most important factor in online
shopping is the price. Similar value offerings at lower price are a common way to satisfy the
needs of a price sensitive segment of customers.
3. Channels
Channels part means, how a company can communicate and reach its selected customer
segments to deliver its value proposition. Channels main functions are (1) raise customer’s
awareness about company´s products and services, (2) help customer´s to evaluate value
propositions, (3) allow customers to purchase specific services or products, (4) deliver the
desired value proposition to customer and (5) provide to customer post-purchase support.
Company needs to find the right balance between these functions, so that the profitability would
be as high as possible.
4. Customer relationships
This part describes types of relationships between a company and specific customer segments.
Relationships can be maintained either by personal connections or by totally automated
methods. Following motivations are drivers to customer relationships: (1) customer acquisition.
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(2) customer retention and (3) sales boosting (upselling). Usually, a company emphasizes in
decision making, how hard it is to maintain certain customer segment, how costly it is, and how
this specific customer segment is integrated with the rest of company’s business model or
strategy.
5. Revenue streams
Revenue stream block of this Osterwalder (2010) business model canvas represents all the
revenues that a company can achieve when all the customer segments are combined. Each
customer segments have their own revenue stream consisting of fixed prices, bargaining, market
dependent and yield management etc. For instance, Amazon.com asset is being well-known for
a company that sells books and music online. Other revenue streams come for example from
renting, leasing, usage fees and licensing.
6. Key Resources
Key resources are eventually making this business model work. The resources allow a company
to make value proposition, reach customer segments and earn revenue. Every company needs
key resources to survive. Key resources can be physical, financial, intellectual or human. The
company doesn’t have to own them, but they can buy or rent them from other key business
partners. Amazon.com or Alibaba.com heavily rely on physical resources, which are often
capital intensive. Both e-commerce companies have extensive IT, warehouse and logistic
infrastructure.
7. Key activities
Key activities are the most important block affecting the entire company’s operations. With the
help of key activities, company can create value propositions by using key resources. For
software maker Microsoft, key activities include software development and for e-commerce
companies superior trading in the Internet. Key activities can be categorized (1) production in
manufacturing companies, (2) problem solving, consultancies, hospitals and other service
organizations, with continuous training and knowledge management (McKinsey) and (3)
Platform/Network, where company´s key activity is formed in a platform shape. For example
credit company Visa. Customers need to use this specific platform to make transactions.
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8. Key partnerships
Partnerships are like networks between suppliers. Companies are using partnerships to reduce
risks and acquire resources. Partnerships are divided into four different categories: (1) Strategic
alliances between non-competitors (2) Coopetition, collaboration with rivals. Described in
section 2.6, (3) Joint ventures to develop and create new business and finally (4) relationships
between buyer-supplier to assure reliable supplies. Osterwalder and Pigneur (2010) have also
mentioned three motivations for creating partnerships. Optimization and economies of scale are
the first motivation aspects. Companies are sharing their infrastructure and reducing costs by
cooperating. Secondly, reduction of risks and uncertainty. Uncertainty is a serious matter in
competitive environment. For instance, Blu-ray disc was together implemented project by
world´s leading consumer electronics, personal computer and media manufacturers. Thirdly,
acquisition of particular resources and activities. There are only a few or none companies that
own all the resources and activities to perform alone. They prefer to give others the development
of a particular area and focus themselves on their core competencies.
9. Cost structure
Cost structure explains all costs that occur in the company’s business model. Maintaining
customer relationships, generating revenues and delivering value, form a large part of the
expenditures. Company’s cost structure can be calculated after defining key resources, key
activities and key partnerships. Naturally, all costs should be minimized in every business
model. Moreover, there are two classes of business model cost structure. (1) Cost driven
business model tries to minimize costs by using low price value proposition, extensive
outsourcing and maximum automation. For example airlines operate in this way. (2) Value
driven companies are less concerned about its costs and focus on value creation. For example
luxury hotels, with exclusive services are in this category. (Osterwalder & Pigneur 2010)
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3

OPERATIONAL LEVEL SOLUTIONS IN E-COMMERCE BUSINESS

This chapter presents main operational solutions that have risen up in the literature. Important
operations in traditional business are marketing, supply chain, business relations and pricing
decisions. On the other hand, e-commerce business differs from the traditional retail and
additionally, operations such as security and coopetition, are unique for this kind of business.
3.1

E-commerce marketing

As it is mentioned already before in this thesis, two major trends can be characterized in the
modern e-commerce business field, firstly advancement of technologies in e-commerce
business and secondly rapid global internationalization and expansion of companies. This first
super trend has led to completely new options for exporters to access new markets and enhance
their efficiency in terms of receiving customer orders and handling inquiries. Literature has also
shown that Internet and e-commerce business influences marketing strategies. These new
possibilities have influenced the company´s exporting performance. (Gregory et al. 2007)
According to Cavusgil & Zou (1994), research in export marketing has recognized that the key
determinants of a company’s export performance are its export marketing strategies. Moreover,
cultural adaptations of Web and e-commerce sites are likely to improve the effectiveness of
companies’ marketing strategies (Capece et al. 2013).
3.1.1 National culture values and consumer behaviour
Internet and the whole e-business field gives opportunities to learn about customer’s behavior.
This knowledge is a critical factor for organization´s success. This know-how is a source of
competitive advantage and value creation. (Alturki & Fayyoumi 2014) It is important to
remember that e-commerce companies work in many different market areas at the same time
and despite of the massive expansion of e-commerce, national cultures play nonetheless a
significant role in affecting online customers´ behaviors. The national cultures impact and effect
on e-commerce is still slightly studied. Nationalities and countries are at different stages in ecommercialization, and it is going to change e-commerce business in the future. (Capece et al.
2013) In addition, e-commerce business is not only an advantage of developed countries, but
its research has been based only on advanced countries so far. (Cheolho 2008)
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Major e-commerce companies are operating globally and the power to manage
multiculturalities has to be considered as a strategic asset that companies can rely on and under
the circumstances turn online tourists into frequent buyers. It is also mentioned that it is
important to consider cultural peculiarities more generally when e-commerce companies are
designing their e-commerce sites. In a certain culture, people are a homogeneous group of
consumers with similar preferences and behaviours. This leads companies to develop mass
marketing strategies. It has also been noticed that the Internet has provided a huge amount of
accessible information and ease for the customers to self-select the data that they need to suit
their tastes. Due to these factors, e-commerce companies are able to exploit technical, cultural
and social potentialities only, if they recognize and take into account buyers’ cultural
particularities. (Capece et al. 2013)
It is important to understand in the online business how different countries and cultures work,
even though e-commerce business works generally in the Internet. That’s why PESTEL –
analyze tool was created, allowing to predict and evaluate the internationalization and its
challenges. In addition, PESTEL analysis provides companies with the opportunity to look at
the potential future situations and their consequences. PESTEL analysis key weakness is that it
can only be used for qualitative analyses. The PESTEL tool is divided into the following
different aspects:
•

Political environment: The role of governments and states. For example, restrictions,
and public support for companies

•

Economic environment: The macro economical environment, such as economic growth,
the trend in prices and exchange rates

•

Social environment: the environment in which cultural and demographic change, such
as the aging of population and the increasing exchange of students

•

Technological environment: The company’s occurring outside of technological
innovation, such as the Internet, nanotechnology and energy-efficient motors

•

Environmental factors: Environmental friendly, “green”, pollution

•

The legal environment: the limitations imposed by laws and obligations, such as safety
and competition law
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Hoftedes (1984) cultural dimensions are often used when desired to find out customer
behaviour in e-commerce business. There are five work-related cultural dimensions along how
countries differ from each other. The following dimensions are:
•

Power distance index (PDI): This dimension means that Individuals in a society that
exhibit a high degree of power distance adopt hierarchies where everybody has a
position without the requirement for justification.

•

Individualism (IDV): The degree to which individuals are integrated into groups. People
are expected to stand up for themselves and choose their own affiliations and
relationships.

•

Masculinity (MAS): The degree, where society emphasizes traditional masculine values
such as competitiveness and achievements. Also values like ambition and power are
connected to masculinity.

•

Uncertainty avoidance (UAI): It reflects on how much society is ready to cope with
anxiety by minimizing uncertainty. These uncertainties are reduced by small
improvements, step by step planning. Rules, laws and regulations are slowly renewable,
but usually will promote the development of society.

•

Long-term orientation (LTO): Societies focus on savings and capacity for adaptation in
the long term.

As it is mentioned before, a culture is the element that distinguishes the members of a group
from another. Different cultures have different preferences, attitudes and values. Therefore, it
is crucial for e-commerce companies to understand how culture elements affect consumer´s
behaviour in various Internet market areas. Many studies have shown that perceived reputation
and size of the Internet store is generally combined with the factor of trust. (Cheolho (2008)
Cheolho has created a model that measures the effects of national culture on consumer ecommerce acceptance, with the aid of the above presented Hoftedes (1984) dimensions.
However, Cheolho (2008) added in his research two another variables, which are perceived
usefulness (PU) and Perceived ease of use (PEOU). These additional variables are important,
because according to Gefen and Karahanna (2003), research results PU, PEOU and trust are
together the key drivers of e-commerce acceptance.

21

Perceived
Usefulness
MAS

Perceived
Intention to Use

Ease of Use
LTO

UAI

Trust

IDV
PDI

Figure 5 E-commerce acceptance model (Adapted Cheolho 2008)

Consumer acceptance model of Cheolho (2008) (figure 5) is useful as well in advanced
countries’ as in developing countries. PU, PEOU and trust are the most significant factors in
both advanced and developed countries. Other major factor is how uncertainty avoidance
(UAI), is the most influential national culture value affecting consumer e-commerce
acceptance. In a culture with a high UAI, people might decrease online shopping. These
countries with high UAI (Russia) need to help consumers to feel safe in the e-commerce
environment by using feedback- and real time support services and credit guarantees. Thirdly,
LTO, long term orientated cultures, increases the impact of trust and thus increases the
possibility to use e-commerce. China is a good example of LTO culture, from where ecommerce company Alibaba.com originates. In this kind of culture, trust is not only an
important factor in relationship and network context, but also important in acceptance of ecommerce business. Moreover in China, customers feel trust and relationships more important
than PU or PEOU in using online shopping. Next cultural dimensions are PDI and IDV, which
did not have a large effect on intention and trust to use e-commerce. It seems that in PDI
cultures, people experience online shopping as an authoritarian value. (Cheolho 2008) At the
end of this master´s thesis is presented Hofstedes centre (2015) analytics as a graphs, where
cultural differences can be found and compared with each other. In the newest version Hofstede
used a sixth dimension, indulgence. The higher ratio culture gets in indulgence, the better,
enjoying and optimistic life they live. Compared countries are Finland in comparison with
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China, and Russia in comparison with the United States. The graphs can be found in the
appendix 1 and 2.
3.1.2 The CRM of e-commerce
It is essential to recognize and take into account customer relationship management (CRM) in
e-commerce business. From the e-commerce CRM point of view, maintaining or establishing
the best possible relationship with valuable customers, is a good way to achieve a high level of
competitiveness in the online markets. Moreover, Internet is full of potential suppliers and that
has created a threat of substitutes. Furthermore, because of that threat, many e-commerce
companies have switched the focus from customer orientated business to a more price
discounting orientations. This is the result of developed customer behaviour, where they browse
numerous pages to find the cheapest product. There are even websites that provide users price
comparison search services. (Chan et al. 2007)
To enhance profitability, e-commerce companies need to provide dynamic pricing and
appropriate bargaining strategies to keep customers loyal and staying in the online store. With
the help of CRM, an e-commerce company can create dynamic pricing mechanism and thus
encourage the customer to stay at the shop instead of searching for a lower price somewhere
else. All actions in the end aim to increase visitors’ purchasing inclination. (Chan et al. 2007)

With a high potential of e-commerce CRM, key earning logic could be created. Building the
required CRM software quickly is challenging and costly. If the desired result is achieved, CRM
application may create a huge amount of value to an e-commerce company. For example, gather
together customers contact history, user profile, transaction history and account history. This is
used to create effective channels for example within campaign management, where companies
have to reach just the right customers. In this example, communication device could be direct
mails, calls or messages. (Pan & Lee 2003)
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Figure 6 Differences between CRM and e-CRM (Adapted Pan & Lee 2003)

E-commerce business can achieve better understanding of the customers’ behaviour by using
e-CRM approach. In the figure 6 is presented comparison between traditional CRM and eCRM. There are some differences to benefit e-CRM. One of the biggest advantages is
integrating the e-CRM application to the company’s enterprise resource planning (ERP)
system. When the company's different systems are seamlessly working together, company´s
information sharing improves and profitability accurse. When an e-commerce company is
gathering data, it can achieve clicking streams and contents information. In addition, it receives
traditional transaction history and product and customer information. Secondly, in the customer
analysis phase, normal trading (in the shop) does not allow the collection of customer behaviour
information. Whereas, e-commerce sites allow data collection from its users purchase intentions
and navigation on the website. Finally e-commerce business allows real time operations and
responses at any place, restricted only by the availability of the Internet connection. For
example, it is faster to response to the supply and demand fluctuations. (Pan & Lee 2003)
3.1.3 Design of e-commerce web pages
Competition is intensifying in the growing Internet market. This is why online retailers will
look for new opportunities to increase the range of offerings and acquire more online customers.
Many online stores are providing quite similar functionalities and identical products, services
or information. With the help of the Internet, customers can easily compare offerings, without
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spending too much time or resources. E-commerce companies must therefore generate new
competences to attract and retain customers and maintain or increase sales. (Deng & Poole
2012) Bucy (2000) demonstrates that people are choosing instead of efficiency, emotional
preferences, such as pleasure or enjoyment. Because of this, e-commerce websites have been
modified to meet more customers' needs by shifting focus from usability to more user
experience design. Aesthetics has been shown to elicit a positive affective response and to
improve overall usability of information systems (Deng & Poole 2012).
“Aesthetics has been shown to elicit a positive affective response and to
improve overall usability of information systems (Deng & Poole 2012).”
E-commerce sites design is an important factor to influence visitor’s satisfaction on the website.
A successful design contributes to prosperity of the e-commerce website and leads to desirable
user behaviour, such as exploring a larger variety of products, spending more time browsing
and enhancing the probability of purchasing. Moreover, e-commerce companies need to
understand timing aspect. Deng and Poole (2012) noted in their study that customers may be
more practical or functionally motivated on weekdays and more entertaining or enjoyable
oriented on weekends and holidays. Furthermore, within the same day, consumers are more
practical oriented in the mornings compared to evenings. E-commerce companies can utilize
this knowledge on building their web pages. For example customer with practical orientation
(Utilitarian behaviour) web pages could be clearer and more diverse. Whereas more liberal
oriented customers (Hedonistic behaviour) sites could be more stylised and entertaining. (Deng
& Poole 2012) The different customer segments and their different interests and behaviour in
online markets should also not be forgotten. For example, students may perceive a web page to
be of lower complexity and higher order than the other segments of general population, due to
their extensive experience with online shopping and web browsing (Deng & Poole 2012).
Customer behavior in the consumer markets is explained better in the following chapters.
3.1.4 Social media in e-commerce marketing
The 21st century is revolutionized by social media. Social media has remarkably risen to be one
of the biggest e-commerce marketing places exceeding all expectations. This social media is
widely available on numerous devices and majority of those are mobile devices. Social
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networking sites such as Facebook and Twitter are open any time connecting people around the
globe instantly. Because of benefits of such as message, media and news exchange, social media
has brought new opportunities to the marketers. Social media affects nowadays personal lives
as well as the whole business life. By many different available channels, marketers can reach
customers better than ever before. (Alturki & Fayyoumi 2014)

Several companies have recently started to use social media as a market place. Social media
gives extensive possibilities for e-commerce companies, for example supporting the creation of
a brand and using it as a marketing research channel. Customers usually experience and face
marketing as advertising in the Internet. Website banners are a good example of marketing in
the social media. Twitter was launched in 2006. It is an information sharing tool where customer
can use limited 140 characters messages (tweets) to share data. Combination of hyperlinks,
retweets and hashtags promote positive messages and that’s why Twitter can be considered as
an effective platform for marketing and public relations (Alturki & Fayyoumi 2014).
Based on Alturki and Fayyoumi (2014) study, Google AdWords is the best marketing channel
for an e-commerce company, according to all studied variables. With the help of Google
AdWords, factors such as visits and orders are completed. Those factors received the highest
ratings.
“Twitter can be considered an effective platform for marketing
and public relations (Alturki & Fayyoumi 2014).”

3.1.5 E-commerce develops company’s marketing strategy
The emergence of electronic business technology has had a great effect on companies export
marketing. However, there is a limited know-how, about how e-commerce business affects
export marketing strategy. (Gregory et al. 2007) According to Ussahawanitchakit (2012) study
in Thai, rapidly risen e-commerce business, information technology competency, information
richness and marketing effectiveness have become significant factors in driving and explaining
the competitive advantage. In Gregory et al. (2007) study, the Internet business strategy is
divided into two separate sections: internal and external e-commerce drivers. Internal part
includes e-commerce assets and product online transferability while the external part includes
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demand for e-commerce and infrastructure of e-commerce market. Internal driver directly rises
company´s degree of promotion adaptation, enhances distribution efficiencies and
communication, and furthermore improves price competitiveness to export ventures. External
drivers include dynamic elements of export marketing strategy and relationships between
environmental factors. (Gregory et al. 2007)
3.2

Dynamic pricing and price discrimination in e-commerce business

The huge expansion of online business has contributed to the fact that the pricing opportunities
have increased allowing many new retail practices. Especially efficient data handling via
Internet has made it possible to explore variety of pricing actions that have not been possible
before. (Garbarino & Maxwell 2010) Information technology (IT) has given ability to analyze
and track customer’s behaviour, preferences and true willingness to pay. All this data is
gathered by customers browsing behaviour. (Hinz et al. 2011) By new technologies, it is
possible to create own pricing mechanisms for each user. This is called dynamic pricing, which
means that an e-commerce company may set prices by estimating buyer´s willingness to pay.
This is an effective way to segment customers and boost e-commerce business tremendously.
On the other hand, Internet has brought ease of comparability, and because of this customers
quickly find that pricing is unfair. (Hinz et al. 2011) Discriminatory pricing is part of a strategy,
where prices vary over time, consumers or circumstances. Customer can be divided into two
broad categories, that is called third degree discrimination; less price sensitive customer group
and more price sensitive customer group. (Garbarino & Maxwell 2010)

A pioneer online commerce company Amazon.com has tried demand-based pricing technology
and noticed that customers were opposed to this approach. (Garbarino & Maxwell 2010) When
price discrimination is observed, it is often in the context of customer outrage about unfair
pricing (Hinz et al. 2011). Baye and Morgan (2002) demonstrated in their model that companies
cannot price discriminate customers who use various price comparison websites and who do
not. Such portals can be seen as a threat to the dynamic pricing in the online business.
Name your own price (NYOP) mechanism is a one pricing practice. It is popular especially
amongst online auction companies such EBay. The purpose of this method is that the buyer
places an offer and the seller has the power to either approve or reject the offer. If the original
offer is rejected by the seller, customer can update its offer continuously until both parties
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objectives are equivalent. This NYOP mechanism allows an extension, where many buyers are
able to participate in the purchasing process. E-commerce companies may also set “buy it now”
price, in which case the customer does not have to start the price negotiation. Anyhow, the seller
sets the starting price, what below it doesn’t need to sell. (Hinz et al. 2011)
If a company can find an effective way to influence the client's interest, it can also personalize
pricing using coupons, promotional pricing, customized banner ads or pop-up windows. This
prizing practice is called first degree price discrimination and enables to capture the entire
surplus of a customer. Companies should make those operations with a great care, without
breaking existing social norms. If those mentioned norms are violated, the company may lose
its reputation. Moreover, it needs to face the threat of decreased perceived fairness and trust or
increased punishment intentions. (Garbarino & Maxwell 2010) According to studies, there are
several cases where the removal of the browsing history or cookies has a significant impact to
the offered price. Also, different user accounts may offer different prices for the same products.
All in all, usefulness of the profit maximization via dynamic price is limited and very
complicated. E-commerce companies are continually searching ways to reduce the potential for
negative responses. And social norms understanding are a vital part to predict consumer
behaviour and response in practicing dynamic pricing. (Garbarino & Maxwell 2010) With the
help of successful pricing, customer´s satisfaction is increased in short term, but it is very rarely
studied whether customer satisfaction changes in long term. (Hinz et al. 2011) The success of
online business has shown that consumers have embraced a number of these pricing
innovations. Some of these techniques will succeed and some fail. (Garbarino & Maxwell
2010)
3.3

E-commerce logistics models

In this chapter is represented what a supply chain means in general and how an e-commerce
business can achieve key advantages by using efficient logistic decisions and models. Various
issues need to be considered as planning, designing and operating supply chain. Different
supply chains have different objectives and many of various stages. Logistic solutions are
dynamic and involves constant flow of information between different supply chain stages.
(Chopra 2010, 20)
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Figure 7 Supply chain stages (Chopra & Meindl 2010, 22)

As in the simplified figure 7, supply chain can be divided in five different parts and companies
may have several different supply chains depending on customer needs and the roles between
different chain stages. The relationships between each stage are important and those
connections are the combination of product, information and funds flow. (Chopra & Meindl
2010, 23)
The main goal and objective of every supply chain and logistic decision is to maximize the
overall value of profitability. Even though a supply chain could be highly sophisticated and a
complex solution for the company's business needs, only one source of revenue is the customer.
(Chopra 2010, 20) All logistic decisions made, need to follow company´s main strategy and
goal. Also different functions in a company need to execute corporation strategy in common
and all operations need to support supply chain decisions. (Chopra & Meindl 2013, 33)
Electronic business markets consists of pure e-commerce companies and traditional retailers,
who have connected traditional sale and e-commerce sale together in their business. Ecommerce business will never completely replace normal sale, but it offers a more efficient
channel for sales. (Xing & Grant 2006, 279) Internet offers entirely new distribution channels for
goods, for example, Amazon.com has developed an extensive product distribution network
(Swaminathan & Tayur 2003, 1397).

In recent years, there are several trends that e-commerce companies need to face e.g. reaching
customers through different sales channels, new common payment alternatives, ordering and
delivery issues, as well as allowing product returns. Every e-commerce company needs to solve
their relevant key factors influencing the customer buying behavior. (Brusch & Stuber 2013)
One of the biggest challenge for e-commerce companies is related to their logistic decisions.
Increasing competition and efficiently working supply chain will deliver value to the company
and to the end-customer. The latest trends in the supply chain appear to be payment transactions
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alternatives by mobile platforms and ease of product return. Moreover, consumers are willing
to get the delivery on the same day as they have made the order (same day delivery). (Anderson
et al. 2009, Bonifield et al. 2010, Mollenkopf et al. 2007, Petersen & Kumar 2009)
According to Brusch and Stuber (2013) study, majority of the buyers’ don´t need same day
delivery, but rather two or three days delivery time is more expected and keep most of the
buyers satisfied. However, the study noted that the customer group with the rapid delivery will
increase its share in the coming years. (Brusch & Stuber 2013)
Purchasing via e-commerce companies is linked with great expectations of sustainability, cost
efficiency and new products or services. Internet allows faster and better possibility to respond
on fluctuations in demand. This more flexible approach is only possible in such way that the
supply chain and logistic decision making needs re-arrangements. (Erber et al. 2001)
3.3.1 Different solutions of distribution
Distribution is an important part of supply chain. As it is mentioned and presented in the figure
2, the whole supply chain consists of following levels: supplier of original products,
manufacturer, distributor or wholesaler, retailer and end-customer. From distributor to endcustomer relationship is called physical distribution. In the simplest distribution design the
product is sold directly from the producer to the customer. Other design includes stocks from
where the product is delivered to the customer. Most complex distribution design contains a
number of production facilities, warehouses, retailers and end-customers. (Ross 1996, 75-78)
In the classic distribution model, the manufacturer stores the products centralized in a logistic
centre, from where the products will be sent to retail shops after the orders have arrived. This
model is widely used, for example, in the brewing industry, but its use has declined because of
other distribution model alternatives. (Rushton et al. 2010, 51 - 55)
•

Manufacturer storage with direct shipping

Direct delivery model is a very traditional way to manage the delivery process. As it is presented
in the figure 8, this model contains two different roles between merchant and manufacturer.
Delivery process will follow the traditional formula, in which the dealer receives the order from
the customer and forwards it out to the producer, who is responsible for the delivery of the
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goods to the end-customer. (Skjøtt - Larsen et al. 2007, 157) Risks of the stock and delivery of
the product is entirely the responsibility of the producer. (Swaminathan & Tayur 2003, 1398)

Factory

Factory

Factory

sds E-commerce
Flow of goods

retailer

Flow of information
Customer

Customer

Figure 8 Direct Delivery model (Adapted Chopra & Meindl 2010, 91)

This model differs from the traditional model because of its communication method. Instead of
the normal merchant, a dealer company is now an e-commerce operator. E-commerce
companies don’t need any stocks, because they work only by sharing communication from
customer to the producer. (Skjøtt - Larsen et al. 2007, 157) This model allows producers to keep
warehouse work efficient by centralizing functions. Same producer can operate with various
different e-commerce companies and utilize their demand information, which can be used to
maintain a high product availability at lower inventory levels. Especially, if the companies are
delivering valuable products, centralization is economically most profitable. The simplicity of
the supply chain also reduces costs. (Chopra & Meindl 2010, 91-92)
In direct delivery model manufacturing company utilizes subcontracting from transport
companies. Manufacturing company need to be able to provide different sized shipments.
Usually purchases via Internet are individual delivery and costly to deliver. Sometimes,
however, the producer must also be able to manage such orders, which include more products.
These products is important to have in stock, because customer does not want the delivery in
separate packages and at different times. (Khouja 2001, 116) This model also allows to keep a
very large range of products in centralized stock, because the product range does not restrict
the e-commerce company´s shelf space. (Chopra & Meindl 2010, 92-93)
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After the purchasing decision is made between end-customer and e-commerce company
responsibility moves completely to the manufacturer. E-commerce company may lose control
of the end-customer after the purchase information is transmitted to the manufacturer data base.
(Skjøtt-Larsen et al. 2007, 157)
•

Combination of deliveries model, with direct shipping

This model is an improved version from previous direct delivery model. In the figure 9 is shown
in simplicity how the model works. Distribution channel works as before but the difference is
that the products are not being sent directly to the customer. After the products have been sent
from manufacturing plant they are moved to the distribution centre. In the distribution centre
products are combined together before final delivery to the end-customer. (Chopra & Meindl
2010, 94) Distribution centre do not have own storage, but rather this centre combines
deliveries from different suppliers into a single customer delivery. (Ala-Ruisku et al. 2003, 67)
For example, a customer is buying a home computer which consists of several different
components. Those numerous components come at different times and from different suppliers
to the distribution centre. In the end, the computer is assembled in the distribution centre and
delivered as a single order to the customer. (Chopra & Meindl 2010, 94)
Like in the direct delivery model, inventory centralization and delays creates great benefits.
(Chopra & Meindl 2010, 94) Deliveries combination effectively reduces storage costs, and
improves customers received delivery rate. The disadvantage of this model is that handling of
the deliveries is much more difficult and more expensive because of the increased combinations
of deliveries. Handling becomes more complex because the number of suppliers increases.
(Ala-Ruisku et al. 2006, 67) All in all, in this model the end-customer may suffer slightly
lengthened delivery times, but the customer satisfaction increases when the already assembled
end product arrives. As in direct delivery model, product returns may be difficult to arrange,
because the products or parts of the end-product have been purchased from different
manufacturers.
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Figure 9 Combination of deliveries model (Adapted Chopra & Meindl 2010, 94)

•

Distribution storage with last-mile delivery

Metaphorically “last-mile” – model distributor or reseller delivers packages by themselves from
the stock to the customer, instead of using the external transportation company. Because the
company is not using subcontractors, the number of warehouses needs to increase and the
location should be close to customers. The company makes personally deliveries, and they have
a limited range to operate. In this last-mile model inventory levels must be higher than in other
distribution models, because of diversified distribution network demand uncertainty is greater.
From the cost point of view, the last mile delivery is a very expensive option. This model is
most profitable to use with products that are in high demand. Moreover, product processing is
costly, because the distributor or dealer has to make everything by itself. (Chopra & Meindl
2010, 98)
The biggest problem between customer and shipment is timing, because customers are not
willing to pay for deliveries made in minute detail. On the other hand, they also do not want to
wait for the arrival of the order at home for long periods of time. The company need to select
the most important factor between customer conveniences, cost of distribution and delivery
safety. (Fernie & Sparks 2009, 223-224) All in all, this model keeps customer experience on a
high level and orders response time very short. (Chopra & Meindl 2010, 98)
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•

Distribution Storage Model with carrier delivery

This model is highly important and much used among several e-commerce companies. Storage
is now not held by manufacturers, but by e-commerce retailers. Transportation from
intermediate warehouses to the end customer is usually carried out by a carrier. For example,
Amazon.com has used this model and at the same time utilized direct deliveries from the
manufacturer. (Chopra & Meindl 2010, 95 - 96) These two types of delivery models Amazon
uses as a source of competitive advantage and calls it as a hybrid distribution model. (SkjøttLarsen et al. 2007, 157) This model is presented in the following figure number 10.
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Factory
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Customer
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Figure 10 Distribution storage model with carrier delivery (Adapted Chopra & Meindl 2010, 96)

Compared with the direct delivery model, this model requires e-commerce company or its
subsidiary, much higher inventory levels. These levels are worthwhile to keep, if the products
have relatively high demand. Less frequently ordered products are not cost worthy to keep in
own warehouses, but can be ordered for exact needs. (Chopra & Meindl 2010, 96) Amazon.com
is following this kind of logic, where it acquires a lot of books from publishers to its warehouse
and can take advantage of economies of scale. (Skjøtt-Larsen et al. 2007, 157).
Transportation costs are lower for distribution storage than manufacturer storage, because
transfers can be fully made by trucks, to achieve cost-effectiveness. Because of distribution
storage, products are closer to the consumer, in comparison with the direct delivery model.
Direct delivery is more economical when the production is sold directly to the customer. This
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reduces handling costs, but requires high and stable demand on sold items. Distribution storage
model with carrier delivery increases handling and storage space costs especially in the
distribution center. (Chopra & Meindl 2010, 96)
This model is more sophisticated compared to the direct delivery model, because it doesn´t lose
control of the end-customer after the purchase. Even if the model needs more infrastructure and
more comprehensive technological know-how, e-commerce companies usually have this kind
of knowledge very well managed because of their own business logic. From the customer's
point of view, this model is also better, because they are able to follow their orders more easily.
E-commerce company provides visibility about how the order is progressing from the
distribution centre towards the customer. (Chopra & Meindl 2010, 96) Visibility between the
distributor warehouse and manufacturer can be achieved at much lower cost than real-time
visibility between the customer and manufacturer (Chopra & Meindl 2010, 96). With the help
of information it is possible to increase supply chain transparency. Also the data collection has
increased the importance of logistics and supply chain-related operations. (Fernie & Sparks
2009, 33).
Ideally located warehouses or e-commerce company´s distribution centres are closer to the
customers, compared to manufacturing stocks. Because of this, e-commerce companies can on
average achieve faster response time, which means reduced time from order to delivery. Rarely
sold products are an exception. They are sold directly from the factory. Warehouse distribution
model is generally more pleasant to the customer, as all ordered products come together in same
delivery. Also whole order process is easier to follow and in case of dissatisfaction, the endcustomer can return the order in one place, even if the order consists from parts of a number of
producers. (Chopra & Meindl 2010, 96 - 97)
There is not yet any clear trend discernible regarding the effects of electronic trade on transport
services. Transportation operations by e-commerce still need to evolve towards a more
economical solution. (Erber et al. 2001) Rapid exchange and growth of information has enabled
and created new software’s and applications to increase economic efficiency. (Erber et al. 2001)
The presently achieved technologies have for example enabled delivery speed that most buyers
find satisfying. (Brusch & Stuber 2013)
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3.4

E-commerce coopetition

Nowadays companies’ core competences are operating a much more important role than ever
before. They try to focus more and more on their core business and separate or externalize other
operations and activities to subcontractors or other business partners. Companies are engaging
in collaborative networks and relationships in order to improve value creation. The results of
cooperation cannot be achieved when operating alone. (Ritala & Tidström 2014) Collaboration
among competing firms is possible and it is called coopetition, which is a relatively recently
created concept that lacks of wide research. Word “coopetition” consists of the words
competition and cooperation. Disadvantages of this kind of cooperation can be noted that
companies need to share for example their business competences, distribution channels,
marketing knowledge and innovation know-how. On the other hand the company can and will
have to share its risks and costs. The reasons that drive this direction to change corporate
strategies are clear; companies can over time achieve better competitiveness by reducing the
costs of production, distribution and marketing. (Ritala et al. 2014)

Actually the term “coopetition” began to form from the traditional game-theory concept of
economics. Originally, game theorists try to solve and understand problems related to strategic
behaviour of firms. In game theory, companies are often seen as rivals, where competition is a
zero sum game and cooperation is positive. Studies have identified two enablers of coopetitive
behavior. First, competitors are complementing each other in marketing and technology issues.
Secondly, companies are starting to develop products together utilizing cooperation and after
the product is finished to launch, companies turn to compete with each other. This means that
competing companies create high value offering at the beginning of collaboration and after that,
participants of the network divides the market by their mutual competition. The network is
always heterogeneous and because of that, coopetition can be implemented at various levels.
Nevertheless, it has been found that coopetition increases the performance of companies.
(Pathak et al. 2014)
There are currently several drivers to coopetition based e-commerce business. Ritala et al.
(2014) presents four broad types of generic drivers, which are major contributors towards a
coopetition based business model. These following categories are not mutually exclusive, but
for clarification, they are presented separately in the table 3.
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Table 3 Coopetition business model drivers (Ritala et al. 2014)

1. Increasing the size of current markets
2. Creating new markets
3. Efficiency in resource utilization
4. Improving the firms´competitive position

As a result of coopetition, network companies can benefit from the increasing market size. As
the competing companies are operating in the same market field, cooperation increases the
value for all the competitors involved. In order to achieve market growth, competing firms have
to have common interests and goals. There have been found two distinct elements when
coopetitive firms act in increasing market. Firstly, even though companies are providing similar
offerings to the same customers, they can still utilize different capabilities and resources to help
the entire network. For example, some e-commerce companies may have very strong marketing
capabilities, whereas the others are strong in supply chain issues. By combining these resources,
networks can build a more profitable business model. Secondly, cooperation between network
companies creates synergies that may appear for example in supplementary- or complementary
resources. (Ritala et al. 2014)
Coopetition between companies may also create whole new markets where to operate. This
understandable driver is enabled when collaboration creates completely new value, providing
new market creation. For example, major e-commerce companies are operating globally in the
same market, and this tight competition creates an opportunity to radical innovations and
recognizing new markets where to expand their offerings. Moreover, in the same ICT sector,
where high growth may happen, individual companies cannot provide a large product portfolio
themselves, but with the help of cooperation it can offer competitive product combinations from
the customer point of view. (Ritala et al. 2014)
As it is mentioned before, companies can share their risks and costs in coopetition business
model. This third driver is named efficiency in resource utilization, where it is focused primary
on the cost reduction and quality assurance using current procedures. In other words, this
coopetition driver focuses on productivity, where either is produced more with the same
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resources or utilized fewer resources while producing the same output. Economies of scale is
obviously related to this third driver. (Ritala et al. 2014)
The last coopetition driver is connected with the improvement of the company´s
competitiveness. Every company and network has their certain ecosystem and environment
where they work. Nowadays, networking is gaining its popularity also in the e-commerce
business and in various collaborations. Joint ventures and alliances have become more and more
common. Therefore, there has become competition between one or several networks. (Ritala et
al. 2014) This is a reflection of superior resource access and thus increased bargaining power.
Also coopetition can increase the competitiveness of the firms participating at the expense of
other industry actors (Ritala et al. 2014).
Coopetition between companies has focused on the most high-tech industries, where significant
investments are needed. Especially, research and development (R&D) is extremely expensive
operation and companies are looking for business cooperation related with the development of
new innovations. For example, steel, semiconductors and pharmaceutical industries have used
this coopetition in their strategies for a sometime. Also capital intensive manufacturing sectors,
such as automobile and aerospace industries have taken it in their activities. (Pathak et al. 2014)
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3.5

E-commerce security

E-commerce activities in the United- States were growing faster than total economic activities
(Zhao & Zhao 2012). IT has made a numerous resources on the Internet instantly accessible to
users. E-commercialization is changing many companies’ business practices. In this kind of
business, where company is operating via Internet, transaction security is vital. (Saleh 2013)
In recent years, the share of e-commerce business has risen in the major economic sectors as
service industries, merchant wholesalers, manufacturing industries and retailers. Because of the
constantly growing e-commerce business, it has also brought a lot of undesired factors. Most
of the e-commerce operators are quite new and may not take into account security issues of the
Internet business. Cyber-attacks and privacy violations have increased and have become more
efficient, which sets these individuals at high risk of being victims of personal-identity and
credit-card thefts. From the e-commerce company’s point of view, security is highly important
issue of the whole business. Cyber-attacks have weakened or even shut downed the e-commerce
companies operations entirely by damaging issues like website defacement, denial of service,
data breach and price manipulation. (Zhao & Zhao 2012)
Identity theft means that some other party is without permission and in criminal purposes using
user’s identity rights. E-commerce companies should consider carefully security issues, in order
to avoid user data (passwords, user names, social insurance number (SIN), banking information
etc.) falling into the wrong hands. Identity theft techniques can range from very sophisticated
gestures, where a pretender adopts somebody else’s identity to access assets. In some cases the
victims of identity theft may experience difficulty in restoring their name or obtaining credit.
Usually problems are caused by several different computer viruses that affect computer systems
worldwide. Denial of service attacks can be so strong that they even threaten government’s
Web sites. This demonstrates how important the security of the Internet is. In some instances,
attacks focused on the sensitive customer material or data, and occasionally substantial damage
between user/company relations has been done. Overall, various spywares and malwares have
caused frustration and inconvenience for millions of Internet users and this has increased
concerns about the trustworthiness of the Internet. (Saleh 2013) According to recent Forrester
Research, e-commerce covers approximately 53 percent of all purchases by 2014. This shows
positive growth, but when you put it into perspective based on the Internet's overall growth
potential, it's only a 10 percent annual increase (Mulpuru & Hult 2010).
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As Saleh (2013) has noticed as a research result, weak authorization and authentication is a
major E-commerce security risk for customers. This study also showed that consumers can be
roughly divided into two parts: customers who use online stores at regular intervals and
customers who do not feel online purchasing reliable enough no matter how secured it may be.
Trust is essential factor between customer and e-commerce company relationship. In ecommerce business, trust is being tested if it involves some security uncertainty. Different virus
and malware possibilities exist when operating online, increased security can be used as one of
the key advantages in e-commerce business. (Saleh 2013)
3.5.1 Mobile shopping behavior
Even though purchases via mobile platforms aren’t generally made, according to many studies
the use of mobile phones in the shopping process has increased. Especially in the modern smart
phones with highly sophisticated functions purchasing has become more common. Thanks to
ever increasing creation of massive amounts of information (big data), companies can be aware
of the consumer’s behaviour in their e-commerce sites. (Goes 2014; Holmes et al. 2012) With
the help of this knowledge, it has been found that customers are still not purchasing via mobile
platforms but are checking prices, gathering product information, comparing products or
reading user reviews. Moreover, it is known that these activities are made in motion. This
understanding of customer behaviour is critical for marketers, retailers and consumer
researchers for a successful development and management of mobile trade. It has also been
noticed that smartphones have the chance to completely renew the shopping experience. This
has enabled to influence consumers attitudes and behaviours in the e-commerce environment.
E-commerce companies need to create sites to recognize mobile user and to provide appropriate
service for the current platform. Also, product portfolio should be customized to meet the
mobile customers. (Holmes et al. 2012)
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4

CUSTOMER VALUE IN THE E-COMMERCE BUSINESS

Section four presents customer value in e-commerce business. Generally, customer value is
formed in the same way as in the traditional trade, except for a few e-commerce extra
possibilities. This section discusses the creation of customer value from the perspective of
several authorities, customer behavior in the consumer markets and the importance of business
relationships and networks. Finally, all the discussed issues of the literature review are
combined as a short summary.
Next are presented definitions and examples of what customer value means. Then Anderson et
al. (2009) theory meaning is explained in the figure 11, simplistically consisting of economical,
social, service and technological benefits.
”Customer value is the potential customer evaluation between the products benefits and costs”
(Kotler 2003).
”The value, is customers overall assessment from what has been sacrificed, and what has been
achieved” (Zeithaml 1988, 14).
”Customer value is the customer experienced and evaluated preferences of the product
characteristics, performance and the use of the consequences, that facilitate or complicate to
achieve customer objectives in end-use” (Woodruff 1997, 142).
”Customer value consists financial, technical, service and social benefits, which the customer
receives in return for the payment. The value can be treated in terms of money, for example
euro per piece or euro per hour. Offer consists of two parts, the value and price” (Anderson et
al. 2009, 6).
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Figure 11 Creation of customer value (Anderson et al. 2009, 6)

Every product creates value for the customer. There are many ways to define value and it has
been defined and redefined several times over the years. The most relevant factors in customer
behavior and choosing the offer are the experience of the price, quality and value. However,
quality and value are difficult concepts that are often muddled up with high quality and luxury.
According to Zeithaml (1998), customers define value following: (1) value is low price, (2)
value is whatever the customer wants from the product, (3) value is quality, that customer
perceives with the paid price, and (4) value is what the customer has to give for what he/she
gets in return. Some of these definitions are anyway short and the buyer’s decision is
combination of these four different factors. Creation of customer value according to Anderson
et al. 2009 is presented in the figure 11.
By Zeithamlin (1988) and Ulagan (2001) definition “customer value” is customer’s total
estimation about products pros and cons. Pros varies according to customers. For some pros
represent large amount, for another’s, they present high quality or suitability. The cons variate
just like pros, it can be consumed money, time or trouble. For some clients monetary sacrifice
is the most important factor, while others can spend hours collecting coupons, reading the
advertisements and traveling from store to store after the best bargains. This customer group
then tries to optimize the financial sacrifice as low as possible. Customer’s sacrifices increase
in the same proportion with the purchase price. Monetary sacrifices increase simultaneously
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with sacrificed time and effort. It is clear that the purchasing a drink is not the same as buying
a car. Quality and value are both abstract concepts, but those issues are different. First,
customers are heterogeneous, so the offerings value varies between customers, but the offerings
quality is same to the all. (Babin 1994) Secondly, the value includes exchange between benefits
and sacrifices, while in quality-factor does not contain this. (Zeithaml 1988, 14)
4.1

Customer behavior in the consumer markets

Consumer experience in e-commerce environment consists of the interaction with the website.
The whole purchasing transaction is the sum of product delivery, post-sales support and
received benefits that the product or service offers. It is also essential to keep clients loyal
towards the e-commerce company and identify values which are the most important in customer
relations. (Petre et al. 2006)
In the consumer markets consumer purchase behavior can be roughly defined as the two main
types of practical purchase and enjoyable purchase. Consumer buying behavior differs clearly
between these two types. Utilitarian behavior means that consumer underlines its purchase
decisions practicality and utility of the product. It means that the consumer purchases are made
purely reason by certain demand. Common example of utilitarian product buying behavior is
acquisition of groceries. (Babin 1994)
Hedonistic buying behavior means that consumer aims to buy more enjoyable. It involves a lot
of individual preferences and subjective experiences that are satisfying to the customer. The
purchasing situation can be fun or entertaining, as well as customers can experience it very
pleasant. Sometimes, the product and its features may be secondary factors. Hedonistic and
utilitarian purchasing behavior, however, never exclude the other, but rather allows the other
activities. (Babin 1994)
When the purchase has been made consumer can feel joy of happiness and pleasure and feelings
of satisfaction. Also, a wide range of negative emotions are possible, if the offerings
performance was disappointing or it did not meet expectations. Consumer feels functionality as
an added value, if the product has solved a specific problem or dilemma. (Prior 2013)
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Conditional value means that the consumer chooses a product based on its reputation even if a
similar substitute is available. Cognitive value indicates to the consumer almost the same as the
conditional value. However, cognitive value focuses more on the product's ability to arouse the
curiosity of the consumer. These features are in addition to the novelty value of the product and
the ability to satisfy the customer's product knowledge. (Prior 2013) Hollensen (2010, 393)
have pointed that product or service is the most important part of the company`s business and
that offering should eventually met the customer´s needs.
The more intense the service of the offers is, the harder it is for customers to compare the quality
or carrying capacity of the service. Therefor the customer has a greater risk while choosing the
services. (Zeithaml 1981) Reporters try to decrease customer’s risk before purchase decision
by creating a service image. These service images are harder to measure, because they are
intangible value. The customer measures service quality through five different concepts that
according to Zeithaml et al. (2009) are confidence for the service, input resolution, reliability,
empathy and materiality. On the consumer markets, customer experiences trust and quality
during the customer service, if for example the employees manage to appear trustworthy,
competent and act according to good operation models. The client may experience the service
as pleasant and efficient regardless if the product isn’t top quality. In other words good quality
service compensates products quality issues. (Gronroos 1996) Satisfaction is one of the biggest
factors between customers and suppliers trade. The supplier must recognize customers’
demands that produce satisfaction through four main points. These main points regarding to
Jones (1995) are:

-

The products or services main function expected by customer and what the competitors
offer

-

Basic customer support service that makes service or product more efficient and easier
to use

-

Repair service that reacts to products or services unexpected problems fast

-

Extra services that make the service or product more personal and answers customer’s
core needs. The service makes the offers more individual for the customers
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Supplier companies must carefully follow customers’ satisfaction. If the customers aren’t
satisfied, the company must gather feedback and develop according to the customer needs.
According to research, the clients have a great responsibility for developing better customer
relationship. Customers who reported problems achieved greater relationship with the supplier
than the customers who settled with the product with defects. (Hutt & Speh 2013)
Company starts service marketing by classification of the service. The company should know
the service features, because as noted before, the service is a large concept that includes
different factors. Hollensen (2010) Sasser et al. (1978) are with the first who classify the service
qualities by immaterial, disappearing, difficult standardization and different production ways.
However, this quite clear classification of the service has blurred due to different viewpoints
and great amount of commentary. (Johnstone, Dainty & Wilkinson 2008) The current concept
by Hollensen (2010) is to divide service features by IHIP-model in four as following:
1. Intangibility. Service cannot be touched, they can’t be produced in storage. Consumer
experiences the service but cannot own it. These kind of services are for example
education and airline travelling. (Hollensen 2010, 394)
2. Heterogenity. Services are complicated and they can’t be standardized. They can never
be repeated and the variation always depends on the provider. As an example a surgeon,
who performs different kinds of operations that can never be repeated fully the same.
(Kotler 2009, 448)
3. Inseparability meaning that the production and consumption happen the same time. For
this service it’s impossible to produce returns to scale. The service is produced and
consumed at the same time, so that it doesn’t exist before service transaction. (Hollensen
2010, 395)
4. Perishability. The services can’t be restored or saved. For example public transportation
has to respond to rush hour, meaning that the cars will be at less use at other times.
(Kotler 2009, 449)
Keh & Pang (2010) processed in their research how offering a service can affect consumer’s
point of view and behavior. The IHIP-model helps to understand offering service to consumer.
The consumer is aware of the brands benefits and disadvantages when making a decision. (Keh
& Pang 2010)
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4.2

Importance of relationships and networks

Businesses relations is becoming one of the biggest factors when companies are creating
permanent competitive advantage. The goal is to create and maintain relationship that is
competitive and runs at required level. It’s important that in the present complicated global
environment, the company strategically defines and controls the relationship between supplier
and the customer. The supplier or the customer can create value through the relationship for the
final user. Creating value is not only strategical and creating greater profit, but it also reduces
possible risks and problems in the unstable global environment. (Nyaga 2011)
Relationships with the third parties create organizational capital for the company. Good
relationships with the third parties plays an important role in creating value to the second party.
For this reason, it is important to understand the importance of relationships. Company
management must know how to evaluate intangible value created by relations, so that they can
lead their clientele relationships effectively. (Srivastava et al. 2001). Controlling relations in
marketing means creating, sustaining, expanding and also ending successfully the relationship
when all parties have full filled their expectancies. (Baxter 2004)
There are many different kinds of conclusions in the literature regarding the significance of
relationships lengths to relationships quality. Some of the researchers think that trust and
commitment improves with the time, where as part of the researchers think that the company’s
performance is not directly dependent with the length of the relationship (Dwyer et al. 1987;
Kumar et al. 1995). There for the most relevant question is not how long the relationship is, but
how good it is. The quality is effected by four factors: commitment, trust and investment in the
relationship. With the help of these four factors the companies can evaluate the value of certain
relationship for their company. (Nyaga 2011)
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4.3

Literature review summary

Several literature sources has been identified that e-commerce business has very potential
growth opportunity and e-commerce companies are growing at an incredible speed globally,
since the beginning of the Internet revolution. Regardless of the fact that the concept is still
relatively young, majority of the examined articles show that e-commerce business will change
and develop in the near future and the field of online retailing require further investigation. In
business world, e-commerce will increase its importance in the future.
Online business gives huge opportunities to learn more about customer behavior. From a
marketing point of view, this knowledge improves company’s competences and increases
competitiveness. With the help of sophisticated electronic customer relationship management
cultural differences can be taken better into account. Therefore, e-commerce companies are
more acceptable among different customer segments and cultures. In the future, websites are
designed more aesthetically to improve selling and social media is more closely connected to
the e-business.
Pricing opportunities have increased and it also allows many new retail practices. Especially
efficient data handling via Internet has made it possible to explore a variety of pricing actions
that has been impossible before. Dynamic and discriminatory pricing is part of e-commerce
company’s strategy, where prices are varying over time, consumers or circumstances.
Customers can be divided into two broad categories, which is called third degree discrimination;
less price sensitive customer group and more price sensitive customer group. Eventually,
consumers have accepted many of pricing innovations.
E-commerce business can achieve key advantages by using efficient logistic decisions and
models. Different supply chains have different objectives; one solution may find fast delivery
to be an important factor, while the another solution is based on cost efficiency. Moreover,
online retailers should take into account the possibility of returns in their distribution channel.
One key factor in e-commerce business is the security and payment issues. Internet is full with
different viruses and software’s whose task is to gather information for criminal purposes. The
companies must be aware of the circumstances and operate actively against harmful actions.
Usually those malware software’s are interested in customers, user data, social insurance
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numbers (SIN) or banking information’s. Payment issue is also associated with this
phenomenon. Furthermore, there are several payment systems on the market that do not work
with all e-commerce companies and countries.
Collaboration among competing firms “coopetition” is becoming more popular. Companies
share much of their competencies with their competing firms. The reasons that drive into this
direction of changing corporate strategies are clear; companies can over time achieve better
competitiveness by reducing the costs of production, distribution and marketing. Moreover,
they can share their risks and costs with rivals. Companies are engaging into collaborative
networks and relationships in order to improve value creation. The results of cooperation
cannot be achieved by operating alone.
E-commerce companies need to understand their business operations comprehensively, so that
they can operate effectively enough. Business model helps to create companies’ competencies
to deliver better value to the customer. The main factor in company’s activities is understanding
the meaning of key resources and key activities.
In the last part of literature review presents customer value and different kind of customer
behavior concepts. Even though e-commerce business occurs in the Internet, customer aspect
must not be forgotten. Customers are eventually the end-users who define the demand. Ecommerce companies creates value through the relationship for the final user. Businesses
relations are becoming one of the biggest factors when companies are creating permanent
competitive advantage. The goal is to create and maintain relationships that are competitive
and run at required level.
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5

METHODOLODY

This master´s thesis studies and compares two major e-commerce companies, Alibaba.com and
Amazon.com. They are one of the best known operators in e-commerce business. Because the
study is implemented by qualitative research methods, this chapter begins with the explanation
of qualitative research. After that, choosing criteria’s are presented. Finally there is a research
methodology summary. These following stages of thesis methodology explain background and
philosophy of this research.
5.1

Qualitative research

This thesis is done by qualitative research methods. Qualitative data is non-numeric information
that can include transcripts of an interview or entire policy documents. This gathered
information is analyzed to understand the purpose. The area of qualitative research is
unpredictable and therefore it demands flexibility during the study project. Certain analysis
procedures assist analyses and plenty of tools can be found in the qualitative research literature.
Qualitative research will never be a success, unless the amount of information is processed as
a theory. (Saunders 2009, 480) As a matter of fact, defining qualitative research is rather
difficult because of its wide range of research practices. (Metsämuuronen 2006, 88)
Qualitative research can be divided into two different parts, deductive and inductive approach.
Deductive approach means, that there is an already existing theory to shape research objectives
and questions. In this approach, beginning of the study can be utilized with the help of existing
data or frameworks, which helps to organize data analysis further. Second approach is inductive
way, where the data collection is started before getting information on what the final result is.
During the study becomes eventually clearer, what will be the final subject. The theory emerges
from the data collection process. (Saunders 2009, 490)
The most common data collection methods are interviews, surveys, observations and
information gathering from various documents. These methods may be used alone or together,
depending on the research. Research methods listed above are not only qualitative research
methods. They can be used also when collecting quantitative research data. Quantitative
research methods were originally developed in the natural sciences to study natural phenomena.
Nowadays, large samples are easy to handle by using quantitative research methods. If the study
is strictly limited, it will require experimental methods and structured surveys. On the other
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hand, a more informal study gives greater freedom for the researcher to choose research
methods. Usually, free research frames allows unrestricted methods, such as discussion or
observation. A statistical generalization is not intended in a qualitative research. It rather
attempts to describe a phenomenon or circumstances and aims to provide theoretically
meaningful interpretation. (Tuomi & Sarajärvi 2009)
Qualitative case-study research (CSR) is a useful tool that helps to understand how a sample of
companies or group of people is acting compared to prevailing theory or phenomenon.
Especially, a multiple case study allows comparison amongst studied sample. Qualitative Case
study approach is considered when: (a) a study is focusing to answer “how” and “why”
questions; (b) you cannot manipulate the behavior of those involved in the study; (c) you want
to cover contextual conditions which are relevant; (d) boundaries are not clear between context
and phenomenon. In CSR, the main objective is to respond to given research questions and use
comprehensively collected literature data to support the results. (Baxter & Jack 2008) CSR
method is criticized because it is not a very systematic method and the results can’t be
generalized because of the specific nature of this method. It also requires plenty of resources,
time and a lot of effort and dedication of researcher. Moreover, there are many ways to
implement qualitative CSR, so that each researcher has its own manoeuvres that impact on the
final result. (Swanson & Holton 2005, 19)
5.2

Selection criteria

The main objective of this study is to realize and evaluate major e-commerce companies’
business model and to understand e-commerce customer’s behaviour in the online market. As
it is previously mentioned, examined companies are Amazon.com and Alibaba.com, which are
major online retailing companies operating worldwide. Despite the relatively long history of
mentioned e-commerce companies, their business operations are at different stages and they
both have transparency to operate in the market. Amazon.com is selected in this study because
of its online market leadership status and Alibaba.com was chosen as a competitive challenger.
Although, both are so-called “born global” companies, they have their own focus markets. It is
interesting to understand the different ways of business expansion and internationalization.
Moreover how do these two major e-commerce companies work in different ways in different

50

markets and what kind of changes future will bring. At least, share of services will increase and
services play a greater part on the whole customer´s buying experience.
5.3

Initial assumptions of e-commerce business

It can be assumed that the e-commerce business operates a lot like the traditional retail, but the
whole purchase is done completely electronically, in most cases via the Internet. In addition, it
is known that both studied e-commerce companies are globally operating and they have
customers extensively around the world. The first research question focuses on the success
factors of major e-commerce companies’ that keep earning logic key profitable. Following
factors are assumed to be e-commerce companies’ success factors. Assumptions are presented
below in the table 4.

Table 4 Assumptions of the research question one

1. Price leadership
2. Fast and flexible deliveries
3. Webpages design and comparability of products
4. Ease of payment and reliability
Technological benefits have brought the ability to compare e-commerce companies’ products,
prices and services in a flexible manner. Due to this assumption, price leadership is the most
important factor in e-commerce business. Following factor is fast and flexible deliveries. Costeffective logistic decisions improve the company´s operations. Thirdly assumed key factor is
functionality of websites. E-commerce companies require great software developers and
engineers. It is important how seamlessly two different software areas, such as presentation
layer (front end) and a data access layer (back end), work together. Design, functionality and
product comparability factors are strictly connected with the software development. Finally,
assumption is associated with the ease of payment and security factor. In order to attract
consumer’s, safety issues are always a way to improve the e-commerce company´s
competitiveness in online business markets.
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Second research question considered, how these chosen companies can utilize identified
success factors. Second assumption is associated with the fact that studied companies
presumably implement extensive and continuous competitor analysis and moreover monitoring
customer behavior constantly. Therefore, it can be assumed that found factors in the literature
are also effectively utilized as applied to discussed companies own business. In addition,
companies likely already using factors that are yet to be identified in the literature.
Third research question tries to find out, whether it is possible to create a general business model
for a successful e-commerce company. It is assumed, that it is difficult to find a general business
model for major e-commerce companies, because earning logics and competences, customers
and operating markets. varie greatly.
Survey section of this research is directed to the university student’s e-commerce behavior.
Surveys assumptions are divided into five following outcomes that are presented in the table 5.
It is assumed, that students are not wealthy, they appreciate easy payment and high security and
purchases are delivered with the flexible ways.
Table 5 Assumptions related to students’ survey

1. Payment and security is important to the customer
2. Delivery speed is expected to be fast, maximum 1 week.
3. Average purchasing price 50 – 200 €, spend electronics
4. High satisfaction rate
5. No significant differences between genders
5.4

Data collection

The main objective of this study is to understand e-commerce customer’s behavior in the online
market. The primary data of this study is collected by using qualitative case-study methods and
utilizing online survey. Firstly, thesis begins with a literature review, where e-commerce
business and its´ current development is comprehensively discussed. In the literature review,
part numerous articles and books are used, most of them are written in the 2010s. Over 100
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sources have been used, majority of them are articles found from EBSCO Academic Search
Elite database. The most used search and key words have been e-commerce, online retail, online
business, customer value, business model, customer engagement, e-commerce strategy, ecommerce marketing, e-commerce logistic model, e-commerce security, e-commerce pricing
and e-commerce coopetition.
After a broad literature review of e-commerce, a qualitative case study comparing Alibaba.com
and Amazon.com was formed. In the strategic level comparison, a slightly modified and
adapted framework of an earlier study of Nemcova and Dvorak 2011 is used. The presented
companies current key figures are originally from Marketline (2014), Yahoo finance (2015)
and Kauppalehti (2014), and therefore figures are valid and reliable, because of a multi-source
technique. Operational level comparison and evaluation is done by using companies’ webpages
and monitoring their activities with the help of literature identified key success factors and key
advantage elements.
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6

KEY FACTORS IN E-COMMERCE BUSINESS

In business to consumer (B2C) online market, customers are searching product information and
evaluating product alternatives from among of numerous different e-commerce companies.
Internet also offers various products reviews and comparisons. The user is required, however,
always instructive criticism, because the web is full of experts and amateurs. Everyone has the
right to publish their opinions anonymously and the Internet is also full of automated generated
recommendation systems. Many recent researches have shown that customer reviews can have
positive influence on sales. Quality of feedback makes online review helpful to consumers.
(Mudambi 2010)
This following section presents two major e-commerce companies’ Alibaba.com and
Amazon.com businesses through two different perspectives: strategic and operational. Then a
business model is created including both strategic and operational perspectives. Both
companies current situation in the market is explained and section proceeds firstly from the
company’s strategic perspective and after that operational factors and their implementation is
evaluated. In strategy level key factors evaluation is used electronic business strategy model.
This model framework is adapted and modified from the origin study of Nemcova and Dvorak
2011. E-commerce company´s strategy is based on six pillars. Strengths, weaknesses,
opportunities and threats are general concepts, in addition to which can be listed further factors
such competition between other e-commerce companies and finally partnerships and business
networks. Another aspect of this section processes operational level business factors, where
both companies functions are evaluated based on the operational level theories of the literature
review. It is assumed that these operational level factors will positively influence the success
of the e-commerce company. Moreover, other literature review presented theories has been
used as an assistance to facilitate comparisons.
Third part of the section six processes the creation of e-commerce business model. It takes into
account strategy and operational level results and moreover relies on the presented theory of
Osterwalder´s (2010) business model canvas. Finally, in the Lappeenranta University of
Technology implemented student survey is presented and its results are analyzed.
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6.1

Evaluation of selected companies

In general, both compared e-commerce companies are worldwide businesses with general
transparency to operate. Alibaba.com is known as the challenger to the Amazon.com. Alibaba
has already big operations in own Chinese market, but interesting is how it becomes
international. Amazon has a good history and reputation, but how it can utilize those benefits
in the future and remain an innovative and individual characteristic status. Also interesting is
how these companies provide various additional services and how do these e-commerce
companies operate in different ways in different markets.
6.1.1 Amazon.com business in numbers
Amazon.com is one of the first e-commerce operator and currently a very successful US
company. It is also one of the largest global online retailers, which is providing several
merchandises. Its product portfolio consists for instance of books, electronics, apparel and other
general commodities. The major sales channel to consumers is Amazon.com website.
Nowadays, different cloud services are a major part of the whole business, forming a large
proportion of revenues. Amazon also operates through numerous international websites.
Originally Amazon.com is from United States, North America and nowadays its operations
have spread internationally to Europe and Asia. Headquarters are located in Seattle, Washington
and whole corporation employs 117 300 people in the end of 2013. (Marketline 2014)
In the financial year 2013, company recorded revenues of $74,452 million, and compared to
year 2012, revenue had increased by 21,9 %. Company’s operating profit was $745 million in
2013, and growth was 10,2 % from the year 2012. The net profit was $274 million in 2013,
while still in the previous year, it was operationally unprofitable; net loss $39 million. Amazon
is also listed on the NASDAQ global stock exchange. (Marketline 2014)
Closest competitors, if measured purely in general figures, are eBay with the total revenue of $
17,902 million in financial year 2014 and Alibaba.com with revenue of $8,383 million in
financial year 2014. (Yahoo finance 2015) Because of Amazon´s leading market position in ecommerce business, it has naturally a larger customer base than anyone else. However,
increasing pressure to collect sales tax on merchandise sold through online websites can render
the company's pricing competitiveness weak and less attractive to customers (Marketline 2014).

55

6.1.2 Amazon in strategic perspective
Strengths of Amazon.com are definitely market leadership and being one of the largest ecommerce companies. The company is well known globally and it has been a famous brand for
nearly two decades. According to Forbes the most valuable brands in 2015, Amazon.com was
the world's thirteenth most valuable brand, with a $28,1 billion worth of value and the growth
of 32 % in relation to comparison period 2014 (Arvopaperi 2015). It has also a pioneer status
in the e-commerce business industry. Company offers various product categories through its
numerous websites. With the help of modern technology and Internet, Amazon can monitor its
inventory levels real time and therefore reduce inventory and management costs. Moreover, the
company can use in each case the most efficient and most economical distribution channels by
providing to the end user highest possible value. In the end, company’s efficiently operated
internal structures create company's competitiveness and lower prices to the customers are the
result of this change. Lower prices attract more customers. Other advantage that online trading
serves to the e-commerce company is the enhanced possibilities to understand customers’
behaviour and satisfaction. Therefore, company´s products and services are increasingly
corresponding to the customer´s settled demand, at even lower prices. Companies have divided
its´ primary customers into four different segments, which are consumers, sellers, enterprises
and content creators. (Marketline 2014)
Amazon.com is strengthening its technical knowledge and extending the product line with the
help of strategic acquisitions. In 2009, Amazon bought company called Zappos.com, which
acted as a competitive seller of online apparel and footwear. Another large purchase occurred
in 2010, when Toucho joined to the company’s ownership. Toucho had knowledge of touch
contact technology in mobile device industry. With the assist of this know how capital, Amazon
was able to create its Kindle product platform, which increased dramatically company´s
opportunities. Already existing ownership of electronic books, own Kindle e-reader technology
strengthened sales even more. More functional content was able to be provided. This portable
e-reader enables wirelessly download books, blogs, magazines and newspapers to a high
resolution display. With the help of strong presence of eBooks, Amazon can reach competitive
advantage and enhance the revenue generation capacity of the company. (Marketline 2014)
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In strategic acquisitions, company receives huge amounts of other benefits, for instance new
customers and members. Profitability of the company has also increased because of many of
the acquisitions have focused on a number of different industries. If Amazon can utilize and
manage effectively a large number of new know-how, it brings to the company a lot of
competitive advantage. For instance, various cloud services to business to business markets are
way to succeed, using the learned skills. (Marketline 2014)
However, Amazon.com has a number of different vulnerabilities and weaknesses. Amazon is
involved in several patent infringement cases. An e-commerce company must be particularly
accurate and careful with all its activities, because information spreads very quickly through
the Internet. Amazon needs to avoid dishonesty, because it can be costly. Amazon often informs
vulnerabilities that have occurred in the offered Internet services. They emphasize transparency
and seek to engage customers to understand that their personal data security is under
surveillance and being watched. The company offer various information technology related to
products and services that include content delivery, database, computing, cloud monitoring and
web traffic supervision. These over the Internet service solutions has been facing frequent
problems. Most famous problems that have occurred because of Amazon platform problems
are directed on Airbnb, Facebook, Instagram and Twitter´s Vine video operations. (Marketline
2014) Such outages of vital services leads to loss of confidence among enterprise and business
customers. Additionally, with a plethora of companies offering similar services, inconsistent
service by Amazon can also lead to loss of customers to competitors (Marketline 2014).
“Such outages of vital services lead to loss of confidence among enterprise and business
customers (Marketline 2014).”

Regardless of weaknesses Amazon.com has a great opportunities, because of online retail sales
are increasing constantly. Between years 2010 and 2013 US online retail sales has doubled its´
size and the share of online retail of total sales has grown annually. In particular, every year
organized Black Friday sales event is a success to the Amazon, because every year it is the most
visited retail website. Other target markets of the Amazon are international online consumers,
where market size is estimated to grow 10 to 15 percentages in the next five years depending
on the source. Other big opportunity is advertising business. Amazon has consistently been
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expanding its worldwide online display advertising business by developing the next generation
advertising products. It means that factors, such as personalization technologies, unparalleled
customer data and engaging video content are involved in. Moreover company´s eBook sales
are expected to grow due to mobile devices such as smart phones and tablets have become more
frequent. Company’s own Kindle tablet on the other hand face fierce competition because to
other manufacturers. Finally, cloud computing will become extensively more common in the
medium and long term. Amazon web services (AWS) is widely offered cloud computing
platform with numerous different applications. In particular, Amazon launched in November
2013 its WorkSpaces service, which is fully managed desktop computing service in the cloud.
All in all, Amazon can leverage the increasing demand for cloud computing solutions to expand
its businesses. (Marketline 2014)
This huge e-commerce company faces also threats. The largest problem is collection of taxes.
E-commerce companies need to collect tax on merchandises sold through online websites. This
appears to decrease company´s pricing competitiveness. Due to price competition, consumers
may migrate to other retailers’ offerings of similar goods at comparable prices. Secondly,
Amazon.com is well known of its eBooks and Kindle tablets. Nowadays the market of e-reader
devices is highly competitive in the US. Price competition between other tablet manufacturers
such as Apple, Sony and Android tablets is inevitable. This phenomenon has negatively affected
the Amazon margins. Thirdly, Amazon has, as mentioned, two separate market areas, domestic
and international. In financial year 2013 company´s international operations accounted for 40,2
% of the total revenues and moreover Amazon holds cash equivalents and marketable securities
in foreign currencies. Therefore, the company takes the risk of foreign exchange fluctuation.
(Marketline 2014)
Although, Amazon is globally a major e-commerce operator it must monitor its competitors
carefully. In business to consumer markets Barnes & Noble Inc., auction site eBay and Apple
with iTunes services are its toughest and most stringent competitors. Surely traditional retail
sellers such as US Walmart and French Carrefour can be mentioned as a hard rivals. Netflix
and HBO Internet video services may also be listed in the competing companies. Also Alibaba
group is Amazon´s competitor as well in consumer markets as in the business markets by
offering and providing e-commerce tools and platforms
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Actually, Amazon started e-commerce revolution and it would not have been possible without
a functioning business network. Partnerships and business networks are at the highest level even
today in the Amazon group. They even offer through Amazon web service portal specific
partner network services. This service is made to help partners to build a successful partnership
and moreover Amazon provides business, technical and marketing support. Its’ own partners
are subcontractor retail websites that own operated websites to well-known brands such as
Lacoste or Marks & Spencer. Amazon also cooperates with United States postal service and as
a result of this collaboration delivers on Sundays are now possible. All in all the company has
numerous amounts of business partners.
6.1.3 Amazon.com in operational perspective
Amazon.com websites are in its functionality top world class. In particular, company’s
webpages are working correctly as well in the big computer screens as in the smartphones and
tablets touchscreens. It is clear right from the start that the site user is dealing with an
experienced e-commerce company. The overall impression is fresh and very modern full of a
number of additional services. Moreover, the first impression is very westerner, but does not
exclude the other different cultures access.
Right from the start page, Amazon.com demonstrates their competence in supplying a variety
of offerings internationally, regardless of time and place. All orders can be shipped to more
than 75 countries and company provides customs clearance on behalf of customers, if desired.
Behind of these big promises are functional logistic decisions. The network of these delivery
companies, subsidiaries and subcontractors is very wide and additionally different countries
have various legislations, regulations and practices, not forgetting different cultures and people.
Amazon.com can therefore offer the service only if the internal agreements and structures are
in good condition. In addition, company selects the current mode of delivery to meet the
customer needs. Logistic model is determined usually by chosen delivery time and dimensions
of the package. Also the delivery price is determined by these factors. The major advantage of
Amazon.com is to offer a number of opportunities for the customer to choose the appropriate
delivery method. Actually, the client can also specify how close to the desired address the
delivery arrives. Furthermore, customer can observe current inventory level and check
availability. Modern technology also offers added value, where customer has the ability to
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monitor the progress of the delivery in real time. Appendix 7 presents a typical sales message
from Amazon.com.
Pricing issue in Amazon.com appears to be clear, consistent and well managed. It relates
essentially to the delivery type selection. When the customer finds the desired product as the
result of comparison, the price is at the beginning clearly set out. Free shipping is currently
included to all purchases that run over $35. At first, the crossed-out list price is presented at the
top of the site and below a new tender is displayed. Finally, it is told how much a customer can
save when buying with the offered price. Amazon also offers every day changing deals, where
the pricing is very aggressive and products may be up to 40 percent discount. These on sale
products are from number of different product categories, including electronics, clothes, digital
entertainment etc. Moreover, Amazon.com offers an alternative to products that its partners and
subsidiaries are selling. Alternatives are clearly stated in each tender. Also, the customer service
is at high level, and Amazon provides undivided personal support to user problems.
Web pages functionality is also an important factor when assessing customers' experience.
Menus should work properly and e-commerce companies should provide a powerful search
engine for the presented products. Amazon.com provides excellent solutions related of the
functionality. The web page users can easily find what they are looking for by using search
engine located right on the start page. Actually, functionality of the search engine is seldom
compared. Particularly, Amazon´s search engine works very accurately. For example,
“iPhone”, written in the search field of other companies brings a number of accessories such as
covers, shells and headphones in various e-commerce companies. In comparison, Amazon´s
search result brings precisely the requested iPhone. Product menu is also an important factor,
which directly affects the usability and experience of the web sites. Even that is in order at
Amazon.com web sites. Moreover, various product categories are easy to be found from dropdown menu and further; menu is also placed into a logical order. Even though the front page is
full of information, it is still very clearly implemented and aesthetics are at a high level.
Additional services, such as video rentals and variety of insurance services can also be found
and they are often provided by the Amazon corporation.
Security and payment issues are clearly taken seriously. First purchaser needs to enter e-mail
address before proceeding to the shipping and payment tab. After that the registration page
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follows, where user information is added. Finally, the user needs to create own password and
choose payment and the shipping methods. The most common credit and debit cards, Amazons
gift cards and promotional codes are suitable for payment. When all the data has been entered,
Amazon provides gift options and finally requires order confirmation decision. The whole
ordering and registration process is secured and verified by VeriSign, Inc. It also ensures to the
customer that all gathered user- and payment information and details do not end up in the hands
of third parties. In addition, connection timeout may increase the sense of security, and this
feature is not a part of Amazon.com service. However, Amazon could make safety and security
an even greater issue and create thereby more competencies, although major shortcomings in
operation do not occur.
Amazon.com has been using customer feedback and product reviews for a long time. Its
customers have submitted several product reviews. That large number of customer feedback is
valuable information and naturally in the interested of rivals. Amazon.com sells this customer
feedback and product review information to its rivals while increasing its own revenue streams.
(Mudambi 2010) Amazon.com utilizes actively a totally new approach “coopetition”, which is
already presented in the literature review. Amazon has unique business models to obtain its
leading position in the e-commerce business markets. Even though Amazon is famous of its
customer oriented attitude, it is still very observant about changes in the e-commerce industry.
Amazon reacts and follows its competitor’s actions and with the help of that, they benchmark
their own operations. Coopetition is the company’s manner to create its customers a higher
value. (Ritala et al. 2014)
Amazon.com started to share processes, infrastructure and other resources with its competitors
and therefore the whole business depends and consists upon co-operation with competitors.
Competing firms have different roles and responsibilities in that relationship. All in all,
coopetition is a crucial part of Amazon.com´s strategy. The company has divided its
cooperation operations into three business units, which are Amazon marketplace, Amazon
services and web services and additionally Amazon Kindle. (Ritala et al. 2014) With the help
of these three operations, Amazon has become not only the world’s leading e-commerce
company, but also the leading media and web service provider.
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Firstly, Amazon marketplace purpose is to offer platform to third party companies, for instance
bookstores who are allowed to sell their products in the Amazon.com web store. Co-operation
companies achieve effective sales channel and can offer better value to their customers, while
the Amazon expands their offerings and collecting provision for every purchase. Amazon
Kindle works in the same way, however they co-operate with Apple and Google Android. Apple
offers Kindle application in their App Store, where customers can easily read daily news, books
and magazines by using Apples mobile devices. Apple collects provision because it offers the
Amazon application in their own environment and Amazon again can reach millions of Apple
mobile device users. Such cooperation is also roughly carried out with Google. Final business
model is Amazon services and web services that offer cloud computing services. Cloud
computing business means that customers can utilize IT resources and applications via the
Internet on their specific needs and payment goes according to use. Amazon made an agreement
with Borders.com, which is a huge international book and music retailer from US. Moreover
Netflix, which is Internet on demand streaming media service has also been implemented and
runs with the help of Amazon web services. All of these examples are beneficial for both
committed parties and thus competitors can increase their profits and markets. Main objective
is to achieve results, where companies are able to provide a better value for their customers.
While Amazon companies pursue close cooperation with several mobile device and software
companies, they must also take into account the potential of social media. With the help of that,
company can reach its target markets more effectively. Social media encompasses a wide range
of online, word-of-mouth forums including blogs, company-sponsored discussion boards and
chat rooms, consumer-to-consumer e-mail, consumer product or service ratings websites and
forums, Internet discussion boards and forums, mob logs (sites containing digital audio, images,
movies, or photographs), and social networking websites e.g. Twitter, Facebook and Instagram
(Mangold & Faulds 2009). Amazon is clearly actively involved in social media, by its daily
updates and activities in already mentioned social networking websites. However, this
phenomena can’t be found right on the Amazon.com home page, but rather when the user
proceeds to a certain selected product. When the desired product is found, it is easy to share
with friends or followers, by pressing the function at the top of the page and select the desired
media.
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6.1.4 Alibaba.com business in numbers
In 1999 founded Alibaba groups’e-commerce platforms are designed for global trade. Alibaba
company’s vision is to build the future infrastructure of commerce where customers will meet,
work and live with the solution that the company provides. With the help of the Internet,
Alibaba can increase its market field by enabling small enterprises to leverage innovation and
technology to grow and compete more effectively in the domestic and global economies. The
most common e-commerce platforms offered by Alibaba group are AliExpress.com and
Alibaba.com.
Officially the company is presented as Alibaba Group, whose main products are offering online
and mobile marketplaces in retail and wholesale trade. The company has also other additional
services from which the most important may be its cloud computing solutions. Nowadays,
different cloud services are a major part of the whole business, forming a large proportion of
revenues. Alibaba operates primarily in China Hong Kong and its headquarters are located in
Hangzhou, China. By the end of the year 2014, company employed 22 070 people. (Marketline
2014)
Alibaba Group recorded during the financial year 2014 revenues of $8,383 million, which has
increased from the previous year 2013 with over 52,1 %. This huge growth is largely due to
continued rapid growth of the company’s China commerce retail business. The operating profit
rose over 43 % from the financial year 2013 and is currently $4,047 million. Net profit of the
company was $3,786.4 million in the financial year 2014. Closest competitors if measured in
purely general figures are as previously mentioned Amazon.com and EBay. Moreover, China
is also full of a number of local, smaller competitors. (Marketline 2014)
Company is also listed on the New York stock exchange, with the name BABA: US. In practice,
stock listing was possible because they established a new holding company in Cayman Islands,
which was named Alibaba Group Holding Limited. Holding company has an agreement with
its parent company Chinese Alibaba that guarantees it a share of the profits, but does not give
decision-making power in the company's affairs. In other words, Jack Ma and the 26 other
largest shareholders may decide the company's affairs autocratically. (Kauppalehti 2014)

63

6.1.5 Alibaba in strategic perspective
Alibaba has a huge amount of strengths. As it is mentioned, Alibaba Group operates some of
the biggest online marketplaces and has beneficial scale advantages compared with its rivals in
Asia -Pacific field. Just like Amazon, also Alibaba has divided its functions with collaboration
of many partner companies. Alibaba provides platforms and services to the largest domestical
e-commerce in China, Tabao Marketplace, and secondly to Tmall, which is a third party
platform for brands and retailers. In addition, Alibaba provides its services to numerous smaller
customer companies. It also offers cloud computing and other additional services for big
enterprises and SME´s. (Marketline 2014)
Alibabas biggest own consumer orientated e-commerce marketplace is AliExpress.com, which
is operating globally and main target areas are consumers in Russia, Brazil and United States.
With the help of AliExpress.com service, consumers are able to buy directly from
manufacturers and wholesalers in China and have access to various products at wholesale
prices. People have discovered the benefits that this e-commerce business model has created
and Alibaba Group has approximately 279 million active users annually. (Marketline 2014)
Such business relationships and networks that Alibaba has created have proven to be functional.
The company´s strong presence across the e-commerce value chain has attracted buyers and
sellers. Therefore links of this network, such as third party service providers, strategic alliances
and subcontractors have built their ecosystems relying on continued success and growth. The
whole network of Alibaba Group consists of numerous business to business and –consumer
areas. (Marketline 2014)
Especially, big e-commerce companies´ weaknesses must be identified. Alibaba Groups main
objective is to offer competitive and efficient network platform to different buyer and seller
parties. Brand image, quality issue and consumers trust need to be kept at high level, in order
to maintain customer relationships. The main problem in Chinese e-commerce business and
generally in the whole Far East business environment is the presence of counterfeit products.
The Alibaba company is aware of this weakness and tries to repair it actively by spending more
than $16 million dollars on anti-counterfeiting efforts annually. (Marketline 2014)
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The problem is also to monitor and control the number of different online stores, in which each
has a wide variety of products and service categories. In year 2013, the company removed 114
million counterfeit products on the company´s marketplaces, including Alibaba.com,
1688.com, Taobao.com and AliExpress.com. So that the Alibaba´s e-commerce business
remains legal, they have to use a lot of resources preventing the piracy in the future. (Marketline
2014)
The Alibaba group has great potential opportunities in the e-commerce business. E-commerce
industry in China is estimated to continue its growth also in the future. Alibaba´s e–commerce
business already has approximately a market share of 80 % in China. As mentioned, company
has with its partners around 279 million active users and 8,5 million active sellers. Therefore
Alibaba is expected to offer steady growth opportunities in a short and medium term. There are
150 000 e-commerce companies in China and online retail boom has been evident since 2008.
A major change in Chinese e-commerce overall trade from the year 2008 to the year 2013 is
changed almost five times larger. (Marketline 2014)
The greatest chance of the company seems to be cloud computing services. A cloud computing
company offers cloud services to the customer company, which most commonly consist on
three main categories: Software as a service (SaaS), Infrastructure as a service (Iaas) and
Platform as a service (Paas). With the help of these categories customer companies can reduce
licensing payments, operating expenses and investments in hardware systems. IT service
support is constantly present and the company can focus on its key activities and competences
even better. Alibaba already has its own cloud computing business unit Aliyun, which current
focus is to offer services and support the participants companies (sellers, third party customers)
that already are part of Alibaba´s online and mobile ecosystem. (Marketline 2014)
In the online retail business, threats must always be recognized and taken into account. Since
e-commerce business has operated only for a relatively short period of time and exactly this
kind of business is in constant change, legislation, regulation and taxation are not currently at
the same level. E-commerce companies are facing difficulties, because they need to develop
easier and more intuitive customer interfaces, while tax authorities require more stringent
customer management. E-commerce companies will have to make comprehensive registration
process, so that authorities can trace transactions more effectively. As an advantage, the e-
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commerce companies would be able to build together a globally known and shared secure
payment platform or standard. All stakeholders would be satisfied with this trend. (Marketline
2014)
Intense competition between Chinese e-commerce companies has brought a threat, but also
caused competitive advantage to Alibaba, because of its huge scale and reputation benefits.
Alibaba’s earning logic and compete is to attract, engage and retain customers based on the
variety of products and services listed on its marketplaces. Secondly, Alibaba considers it
important overall user experience and convenience in its functional e-commerce platforms. The
company must also take into account integrated mobile and network applications. Finally, it
will also respond to requirements of communication between buyer-seller relationship, logistic
services and payment settlement issue. (Marketline 2014)
Regardless of its´ power status, Alibaba group is under stiff hyper-competition in the Chinese
e-commerce business. Regulatory changes and constantly changing operating conditions are
factors in modern competitive landscape. A successful e-commerce company owns abilities
such as agility, and is agile and consistently detecting and sizing ability to understand market
opportunities with speed and surprise. Alibaba owns currently one of the best digital business
ecosystem, (DBE) in the world and with the help of that it can emphasize inter organizational
processes such as the development of IT capabilities. (Tan et al. 2009) The biggest competitors
in business to consumer sector are Amazon, EBay and other e-commerce’s and moreover all
traditional retailers. In B2B markets Alibaba is currently the largest e-commerce platform
provider and its toughest competitors are MadeinChina.com and GlobalSources.com.
Business relationships and networks are vital for Alibaba´s business and it has various amounts
of low and high involvement relationships. As mentioned, Alibaba earns money through a
margin of the transactions performed on their website and moreover Alibaba connects brands
and retailers with factories in China and elsewhere. Especially in the logistic sector, all transport
companies are highly important partners and reliable handling of cargo is the key to the ecommerce business success. Moreover, IT capabilities and constant regeneration capacity are
important. Regardless of the number of commitment in the relationship, companies are
important in their own area of expertise. All links and ties in the network might be crucial so
that the network operation is guaranteed and further all should have common goals.
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6.1.6 AliExpress.com in operational perspective
As a matter of fact, Alibaba.com site is currently a wholesale business, which in each
transaction needs to negotiate with the original supplier, about order volumes and pricing issues.
So generally the company provides an efficient sales channel that connects the suppliers and
customers more easily. Alibaba.com activities will focus on primarily and most likely in
business to business markets, which are not relevant in this study, due to mentioned limitations.
Greater area of interest is Alibaba’s business to consumer targeted service AliExpress.com.
Alibaba Group is from China and its main operations are also there. Company is also e-market
leader in China. In order to operate internationally as effectively as possible, Alibaba needs
particularly to take into account logistic solutions. With the help of efficient logistic models,
company can provide competitive products and services globally. Rising economy of China has
enabled great opportunities to develop competitive logistic industry, where the number of third
party logistic service providers has increased and competition has intensified. It is estimated
that logistics solutions have become the bottle neck of the development of Alibaba. (Jielin &
Xiaoning 2014)
It is predicted that a huge expanding e-commerce environment, will face the greatest challenges
from the area of logistic solutions. Against this challenge, Alibaba has created its own supply
chain service company in cooperation with its partner company China Smart Logistic. This
network program covers agreements with several logistic providers and furthermore all data,
delivery commitments and pricing are widely distributed among different parties. With the help
of this comprehensive supply chain network, sellers are able to select one of many different
logistics providers depending on their certain needs. Actually, Alibaba rely on top six delivery
partners in China, who are handling majority of the packages, which are purchased from the
company's online stores. Moreover, there are eight smaller courier or delivery companies that
are secondarily responsible for national deliveries. Therefore, it has been possible to develop
delivery solutions to take more into account customer orientation, because the company can
offer a wide variety of logistic models. This helps to enhance customers reach and improve
even further brand image.
There are currently approximately 45 million people opening Alibaba’s websites every month
and advertisements are one of the key incomes for Alibaba. (Jielin & Xiaoning 2014) Alibaba
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has created its own special payment system, which is highly sophisticated front end platform
called Alipay, launched 2004. Alipay was made taking into full account all modern e-commerce
trends that this study’s literature review considers important. Therefore, the main objective is
to maintain and develop Alipay´s security, trust and functional issues. The most used payment
methods such Visa, Maestro and MasterCard are suitable.
This international payment service, AliPay, tries to ensure that consumers may buy products
and services easily and flexibly regardless of the platform (mobile, computer) what the user is
using currently. Actually, AliPay is more than payment service. AliPay service offers an
opportunity for consumers to use the most common banking services online. Product portfolio
includes besides payment, money saving possibilities and investment services. Everything is
possible to carry out by using mobile platforms. Moreover, AliPay makes cross-border
transactions, online buying, sending money to friends and investing in stocks possible. This
payment system has been a huge success to Alibaba, because they have fully digitized the entire
experience. Fixed costs are lower and for instance, the famous US PayPal payment system
processed $180 billion worth of digital payments in 2013 when correspondingly AliPay made
$519 billion worth of digital payments. (Forbes 2014)
Chinese people have faced a huge amount of difficulties when buying through Internet. In
China, consumer protection laws are weak and that have reduced consumer confidence in B2C
markets. Because of this, Alibaba needs to work hard and make sacrifices in order to achieve a
reliable and secure status in Chinese e-commerce business. AliPay was developed in order to
keep customers satisfied. Attitudes and previous references have an effect on customer´s buying
behavior. On their own web page, AliExpress.com, buyer protection and security is on high
level. When purchasing, AliExpress.com promises a full refund if the customer doesn´t receive
the order and a partial refund, if the ordered item is not as described. Moreover, company
promises without questioning easy returns as long as the products are unused and in excellent
condition. However, the price of the refund has not been told. In Alibaba’s strategy has already
long been included actions against piracy and the company therefore promises a full refund
(included shipping costs). Alibaba also provides mediation and negotiation service between
end-user and seller in case disputes escalates. The sale of counterfeit products are not permitted
through Alibaba´s marketplace platforms. This zero tolerance strategy demonstrates also to the
business partners that the whole Alibaba e-commerce business is based on a secure and reliable
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trading. Therefore, the whole value net is possible to evolve and improve and end-user receives
promised value; value proposition will realize.
In practice, AliExpress.com sites are well executed, modern and clear. Functionality is on high
level and all product categories are clearly organized at the left side of the front page.
Functionality is like a copy or echo of its´ most challenging competitor Amazon.com web sites.
AliExpress sites have great advantages that can immediately be seen on the front page.
Customer´s interest relates to the offered quick guide and top tips create even better and
enjoyable shopping experience. This guide gives possibilities to explore benefits of Alimembership and sale coupons & vouchers. In the buyer’s guide is also included lot of additional
material such brief information of AliExpress, buyer protection, payment issues and safety.
Moreover, pricing of AliExpress.com sites are in the same way implemented as on competitors’
sites. Discounts and the actual price are clearly posted. Further, the pages will automatically
update the shipping cost information, depending on the user's current location.
Social media services are better located than Amazon has. Alibaba is active on Instagram and
twitter with its´ everyday updating offerings, promotions and advertisements. Consumers can
also give feedback either by ranking the seller or give written feedback to the seller. Fastest
used ranking method is 15 steps evaluation, where customer is giving medals, diamonds or
happiest crowns. In the appendix 9 is presented typical sales message from AliExpress.com ecommerce, where can be seen mp3 player. A sales note is equivalent to Amazon.com sales
note, where price, discount and product specifications can be seen clearly. With just a one click
a registered customer can proceed to pay where as a new customers will need to register first.
Moreover, in the sales note is also located a customer feedback section, where previous buyers
have given their feedback and all sales transactions amounts of a certain product are shown.
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6.2

Business model in e-commerce business

After all key factors are taken into account, each e-commerce companies own business strategy
and market region is noticed, general business model of e-commerce business is hard to create,
because its complexity and continuous change. As mentioned, Osterwalder business model
canvas consists of nine different pillars, which are key partners, key activities, key resources,
value propositions, channels, customer segments, cost structure and revenue streams. In this
thesis, canvas helps to describe, design and invent e-commerce business model as a strategic
management and entrepreneurial tool.
Traditional commerce has been under major changes in recent years. In the US, companies are
mostly innovating by using big data capabilities or web platforms, while in China development
is slightly behind. Chinese companies are using more and more information technologies in
their business to differentiate themselves. Western knowledge and companies is entering in the
Chinese market, with a large number of customers. Both compared major e-commerce
companies are operating in slightly different ways. Amazon.com is a traditional e-commerce
retailer and from the beginning of Amazon brand its core products has been books and various
music formats. While Alibaba.com´s business model differs from other e-commerce
companies. Actually, Alibaba group provides various different software platform solutions to
promote sales of the original sellers business in e-commerce world. Even though large
differences can be detected, both companies have plenty similarities from what a rough business
model can be generated.
Creation of e-commerce business model begins with its´ market specification which is b2c
markets. In e-commerce business, companies are selling and buying goods and services via
Internet from e-retailers to e-customers. With the exception of eBay.com and partly also
Amazon.com, that is operating also in customer to customer (C2C) markets, by offering specific
links between sellers and buyers and collecting a small commission.
Customer segments are from global markets, because e-commerce’s accessibility is so
excellent. Customer reach is not limited by time or place. Alibaba is the biggest e-commerce
operator in China and there are approximately 150 000 other e-commerce rivalries. While
Alibaba.com is concentrating in B2B markets, AliExpress.com classifies all Internet users for
its customers, and focus group is Chinese consumer. Amazon.com has also a huge customer
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base and it is targeting and positioning its operations mostly for end-users use. As Ceo of
Alibaba group Jack Ma has stated, Chinese consumer´s buying behavior is totally different than
in western countries. Chinese consumers are shopping hedonistically by reaching enjoyable
shopping experiences (explained in chapter 4.1.1). Whereas western citizens buying behavior
is more utilitarian, where the purchase is done for a specific need. Western people are more
precise and get exactly the desired product or service with the trust of non-piracy or high degree
of confidence. In Chinese markets piracy, plagiarism and copying is everyday life and
according Jack Ma, Chinese are hoping for a bit of excitement when opening delivery. (Gredit
Suisse 2013) Other e-commerce customer segments are advertisers, marketers and software
developers. The biggest challenges of b2c e-commerce business are getting browsers to buy
things and building customer loyalty and fulfillment. Actually, only browsers or visitors do not
determine success, but finding ways to make those visitors to buyers. By focus personalization,
recognizing customer individual preferences and facilitating an easy to use website enables
building customer loyalty. Finally, e-commerce companies need to focus on customer
satisfaction and delivery fulfillment. Usually investments, increased sacrifices in supply chain
and logistical decisions increase this fulfillment factor.
Next business model factor is channels. Internet and online technologies offer all the
possibilities. Sales channels of e-commerce business are various websites and mobile
applications. Modern social media is largely responsible for the marketing channel. Both
compared companies are actively using main social medias, such Facebook, Twitter, Instagram,
and Pinterest. Also blogs are a common marketing channel in modern business. The most
personal channel is through e-mail, skype or via regular mail.
Value propositions are associated with how well customer expectations and sellers providing
offerings meet each other. To distinguish themselves from others, e-commerce company is able
to create easier to use websites, tailor better products to the markets, have better customer
service team, have lower prices and offer faster shipping and more flexible return policy. In the
figure 12 is presented top reasons for online shopping and with the help of that knowledge ecommerce business unique value proposition can be created. Clarity in e-commerce business is
an important factor, it means that new ideas and innovations need to shape as a clear value
propositions. Usually, innovative products and offers are perceived too complex and customers
are hesitating to adopt those offerings. For example, music industry was in trouble when the
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Internet and technology evolved and its contribution piracy became more popular. Companies
reacted to this by introducing effective and low-cost, through the network functioning music
service, which worked in real-time even on mobile devices. Often the most innovative offerings
in e-commerce business requires a certain type of customer base to become popular. However,
innovativeness is the only way to create better value for the customers. In value propositions
are included also performance of e-commerce company, company´s brand and status and
moreover web-sites aesthetics, functionality and convenience.

38 %

Low prices

35 %

Shopping convenience

33 %

easy to compare

32 %

Free chipping

31 %

Time saving

29 %

easy to buy

17 %

Range of products

Figure 12 Top reasons to buy online (Adapted Business 2 community 2014)

All delivered value to the customer is tightly associated with supplied products and services. It
is carefully studied what product categories sell best annually. In the e-commerce business
various technologies (e.g. big data) allow comprehensive possibility to monitor current trends
and fashion phenomenon’s and moreover to react quickly to these changes. Top selling Internet
items are presented in the appendix 6 and online browsing and buying intentions are presented
in the appendix number 6.
Customer relationships and networks are essential in e-commerce business. With the help of
partners, companies reach access to others key resources. Self-services and personal assistance
is vital between e-commerce companies and end-users. Nowadays customers are eager to add
additional services in addition to purchased product. In particular, many of installation services
related to electronics have become more frequent. Moreover, different kind of showroom
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solutions have become more common, where customers view and try products in traditional
brick-and –mortal retailers and then purchase them online at a lower price. According Thejibe
(2014) 56 % of American adults now have smartphone and over 50 % of smartphone owners
have researched prices while in store. Further, one third of those who have researched prices
leave to purchase at a competitor and one fifth of consumers practice showrooming. Eventually
96 % of smartphone users mention that they are planning to use showroom benefits in the future.
Key partners are strongly related to the relationships, between the e-commerce business
manufacturers, subsidiaries, subcontractors. Moreover, with different software developers to
mobile application and desktop users and cellular service providers. Secondly, significant key
partner group are publishers in media, such as web-pages, music and video stream channels and
television, together with movie industries.
Key resources and key activities are highly important in every business. Firstly, in e-commerce
business, key activities include design and aesthetics of the websites, manufacturing and
software development issues and moreover quality controlling. With the help of key activities,
e-commerce companies can create and maintain value propositions. Operational level example
is maintaining distribution channels or driving web traffic. Secondly, in e-commerce business,
key resources include intellectual property rights, employee’s human capital and knowledge
and of course all needed physical infrastructure such as servers, offices and possible required
supply chain facilities. Some resources might be from key partners, but the main purpose is
however to utilize key resources by using key activities to generate competitive value
propositions to the end-customer.
Finally, economic issues must be taken into account in business models. Cost structure in the
company’s operations and revenue streams are highly important. In e-commerce business cost
structure is often made so, that to the customer is provided with the most economical option,
by arranging company´s own activities and operations as efficiently as possible. The main
products are often sold at a low margin, due to the intense and tough competition in the market.
Easy comparability of prices and products are prevalent characters in the e-commerce business.
On the other hand, as literature pointed out, services value is harder to compare. For example,
the travel agencies have different services, airlines and hotels in the destination countries and
therefore customers find it harder to compare their offerings. Online retailers are increasing
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their share of services in the hope of gain higher margins. All in all, e-commerce companies
should focus on cost-driven strategy in all operations and utilize economics of scale, for
example in their manufacturing and logistic decisions. Revenue streams come mostly from the
sale of products or services. Other possibilities are media and licensing sales and moreover
rental and subscription fees. In addition, advertising and software sales are for certain ecommerce sector a way to collect revenue streams, such as newspaper industry. Amazon and
Alibaba are also selling their customized e-commerce solution platforms to their customers.
Pricing mechanism of e-commerce is unique, because it can be tailored to characteristic a
certain customer segment. Price in real-time markets is dynamically established by supply and
demands conditions. Discounts are depending on the number of products purchased and price
is dynamically related to current inventory levels and time of purchase. Simplified money flow
in e-commerce provider is presented in the following figure 13.
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Figure 13 Simplified e-commerce operator money flow
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6.3

Students´ behavior related to e-commerce business

This chapter shows what kind of attitudes and behaviors e-commerce business arouses among
students in university life. Survey was carried out by Webropol survey, which is a well-known
and very high quality online survey tool. Lappeenranta University of Technology owns the
licenses for the use of the program and provides access on each occasion to the researchperforming parties. The survey was published on 12.4.2015 and the final closing was 26.4.2015.
The response time was, therefore, exactly two weeks and reminder was delivered in the middle
of the response time. Before survey publication, the survey was tested with a small volunteer
group in order to ensure that answers are saved correctly and the usability of the survey had no
weaknesses.
Sharing the survey took place in private messages using Facebook. This channel was estimated
to reach the best possible response activity. Each respondent received a link to the survey. The
survey was answered anonymously, by ensuring that the answers couldn’t be traced back to an
individual respondent. The answering language was Finnish. The implemented survey can be
found in the appendix 8. Link to the survey was sent to 100 university students, of which 80
responded, so the response rate was, therefore 80 %. Thanks to Webropol survey platform, it
was possible to answer to the survey by using web browser or alternatively using mobile
platforms. The questionnaire included 14 different questions, based on the key factors that
emerged in the literature review. The respondents also had to fill all the question fields, in order
to submit the answers successfully. Moreover, it was possible to choose only one alternative,
most suitable to the respondent, in each question field.
It was decided to implement a survey, because equivalent data couldn’t be found. As mentioned
in the literature review, e-commerce business is constantly changing and evolving, and
therefore students' experiences are also varies. Response group was chosen because of its easy
availability and because students are also assumed to be an active, sovereign and open minded
e-commerce user sample. It is known by default that students are generally not as solvent as the
majority of e-commerce consumers.
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6.3.1 Student survey implementation and results
At the beginning respondents are divided with the help of background questions. Those
background questions are for instance gender, e-commerce activity and what kind of purchases
student usually do.

This operation allows further comparison based on those different

background questions. The answers are presented in most cases either using bar or pie graphs,
so that response observation would be easier.
The gender distribution of the survey was 28,7 % women and 71,3 % men of all respondents.
This result was expected, taking into account the Technical University’s general gender
distribution. Less than one third of women representation is however a sufficient and satisfying
sample. Next background question explored e-commerce purchasing activity among students.
Result of activity is presented in the following figure 14. More than half of the respondents’
purchases more often than once a year and 18 % purchase less frequently. Approximately, over
one fifth of the respondents is more active than once a month. Gender distribution shows, that
men are purchasing slightly more actively and more often than the female sample. However,
the difference was very small.

2%
18 %

6%
19 %

55 %

once in a week

twice in a month

More than once a year

Less frequently

once in a month

Figure 14 Question 2, e-commerce purchasing activity among students
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Third background question explored, how expensive products and services students generally
purchase from online stores. Results are presented in the figure 15. The cheapest products and
services are not interesting to acquire through online (only 7 %), while in the following price
categories the prevalence is higher. According to the results, price category between 20 – 50 €
is most common purchased transaction in 29 % of respondents and 50 – 200 € percentage is
correspondingly already 55 %. The highest price category (200 - 500) products and services are
popular in 8 % of respondents. Over 500 € spending students are rare and their prevalence is
only some in a hundred.
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Figure 15 Question 3. How expensive products and services students generally purchase from online store
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Final background question explored how large a percentage of their salary or income students
normally use in online stores. Surprising and peculiar note was the outcome of this subquestion. Almost 15 % of respondents had answered that the share of incomes used to the online
shopping is a non-existent or zero. Whereas 52 (65 %) of respondents replied that their
purchasing share of incomes are approximately 10 %. Other contributions received less
answers, where 20 % share of income answered 13,75 % of respondents and 30 % share of
income answered 6,25 % of respondents. Other, higher proportions were completely without
answers, which can be realized from the table 6. On table number six, vertical axis is
percentages of the salary and on the horizontal axis response activity.

Table 6 Question 4, the percentage of salary, which is used for e-shops.
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Following question focused on what kind of products and services consumers usually acquire
from the online store. Results are illustrated in the figure 16. Electronics are the most often
acquired product and service category among 37 per cent of respondents. Next preferred group
was clothing, footwear and accessories, with the share of 30 % of all respondents. A third group
was already much lower response rate, which was travelling with 19 % of all the answers. Two
final asked alternatives, music, movies, books and magazines together with groceries didn’t
receive almost any support. This question also contained an open answer option, where the
respondent was able to insert other acquired offerings. Mentioned offerings were for instance
sports equipment’s, special products, cosmetics, car or motorcycle parts and computer games.
Moreover, the number of respondents provided feedback that they would have been willing to
select multiple options. However, this possibility was not allowed, because of beforehand
imposed initial values of the survey and the limitations of the research. When comparing the
respondents' gender distribution, female sample purchases from online stores most commonly
clothing, footwear and other accessories, with 56 percent prevalence of female respondents.
The men answered more in line with the overall result; the most common category was
electronics, with the share of 47 % of all male respondents.
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19 %

30 %
Electronics

Clothing, footwear and accessories

Travel
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Groceries

someone else, what?

Figure 16 Question 5, most often acquired product and service categories

Functionality, aesthetics and design of those e-commerce sites are highly important issues. Next
question emphasized, is e-commerce functionality an important factor when choosing the
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correct e-commerce site provider. As an answer alternative to this question was used a
commonly known five-step method. The response options were following: not at all an
important role, relatively insignificant role, cannot say, relatively an important role and a very
important role. These same response options were also used in questions number 6, 7, 9 and 10.
In this particular question, where student’s behaviour related to web sites functionality was
measured, the answers were divided. Results are presented in the table 7. Every fifth respondent
estimates functionality issue either not at all important role or relatively insignificant role. On
the other hand 58,75 % of the respondents evaluated that functionality plays an relatively
important role, when choosing e-commerce. Finally, slightly more than one-fifth of respondents
thought functionality issue as a crucially important factor. In particular, the male respondents
selected functionality as a relatively important role with the interest of 67 % of all male
respondents.

Table 7 Question 6, importance of functionality when choosing e-commerce
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Question number seven focused on students perceptions, how important issue is ease of
comparability of products and services, when choosing e-commerce. Additional issues were
told, is it important to compare different brands and prices. Results are presented in the table
X, where can be seen that over half (52,5 %) of respondents underlined relatively importance
role. Moreover, almost a quarter responded that the comparability plays a very important role
(23,75 %). Results are presented in the table 8.

Table 8 Question 7, importance of comparability when choosing e-commerce
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Eighth survey question was related to delivery time. The response options were: one business
day, two to three working days, week delivery time, two weeks of delivery time and delivery
time does not matter. The respondents were asked to choose preferred delivery, when ordering
from online stores. The question did not specifically separate issues like transporting and
pricing. The results were similar to the literature review. The most preferred option, as can be
seen from the figure 17, was delivery time of two to three working days, with prevalence of
61,25 %, followeing result of one business day (17,5 %) and one week delivery time (13,75 %).
Less than 10 percent of the respondents considered two weeks of delivery time (1,25 %) and
delivery time does not matter (6,25 %) as a correct response.
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Figure 17 Question 8, most preferred delivery time

Question number nine discussed the importance of free shipping and return issue related to the
selection of the e-commerce company. This particular question is a continuum, in relation to
the previous question. As from the table number 9 can be seen, the right of free shipping and
return is relatively important factor, since 50 % selected relatively important role and 23,75 %
selected very important role. On the other hand, almost a quarter of respondents (22,5 %) chose
relatively insignificant role option.

Table 9 Question 9, importance of free shipping and return when choosing e-commerce
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Tenth question focused on, what kind of thoughts different mobile platforms usage in ecommerce business arouses and whether it is usually not even necessary thing. The majority of
respondents, almost 70 per cent answered that importance of mobile platform option when
choosing e-commerce is either not at all an important role (20 %) or relatively insignificant role
(48,75 %). Cannot say option received a large share of responses (11,25 %). The rest of the
respondents according to the table 10, selected either relatively important role (16,25 %) or very
important role (3,75 %).
Table 10 Question 10, importance of mobile platform option when choosing e-commerce
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Security issue was also asked, since it emerged as an important factor also in the literature
review. As it can be seen in the bar graph table number 11, responses are well divided. Over
half of respondents chose either really worried option (1,25 %) or bit concerned option (56,25
%). Second big activity was found on the side of unconcerned. 35 percentage answered that
they don’t worry much and 2, 5 percentage believes that security issue is not concerning them
at all when purchasing trough Internet.
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Table 11 Question 11. Importance of security issues when choosing e-commerce
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In the question number twelve, respondent had to define in each case the desired thing in fivepoint measurement scale (from 1 to 5), where response option one indicates not at all an
important role and correspondingly option five indicates very important role. Asked issues were
price of offering, delivery time of offering, functionality and comparability of web-sites,
domestic issue and customer information security. Furthermore, from the literature identified
e-commerce success factors, aim was also to examine fifth issue, how home-grown e-commerce
companies influence students' buying behaviour. All results are presented in the table 12.
Table 12 Question 12, Students´ POV e-commerce factors priority order

Factor
Price
delivery time
Functionality of web-sites
domestic issue
customer information security

1
0
2,5
0
16,25
0

2
0
7,5
12,5
36,25
8,75

3
2,5
27,5
40
30
25

4
25
48,75
36,25
15
38,75

5 Average
72,5
4,7
13,75
3,64
11,25
3,46
2,5
2,51
27,5
3,85

Pricing factor received the largest response rate to the upper end of the scale. Almost three
quarters (72,5 %) selected pricing as a very important role and the rest of the respondents
considered it a significant factor. Moreover, particularly male respondents find the pricing the
most significant factor with 75 % activity compared to women comparable share of 65 %.
Safety and security issue rose to the next most important factor with the average rate of 3,85.
The following significant factor was delivery time, where up to half of the respondents (48,75
%) appreciated it as a quite significant factor. Moreover, up to 90 percentages kept the delivery
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time as a meaningful matter when choosing most suitable electronic offerings. Functionality of
web-sites was the following factor, and lost only two tenths, when the average is compared to
the delivery time factor (3,46 versus 3,64). E-commerce company´s domestic or home-grown
factor was the last important, by achieving only average of 2,51. Especially male respondents
believed that national origin factor of e-commerce company is much less significant than female
respondents.
The second last question discussed, whether the user is willing to return to or commit to
particular e-commerce provider, or is it more common to vary e-commerce provider according
to currently best available offerings. Results are presented in the below figure 18. 21 percentage
of respondents thought that they varies their e-commerce provider constantly. Over half (54 %)
on the other hand often change, however between certain e-commerce suppliers. Finally, last
quarter told their commitment as a customer either rarely changing (19 %) or never changing
(6 %).

6%
21 %
19 %

54 %
Often varies

Numerous different e-commerce

Rarely chanching

Never vary

Figure 18 Question 13, importance of commitment in e-commerce user behavior

Final question in the survey was number 14 and it focused on students good and bad experiences
related to e-shopping. Question followed open field technique and moreover it had not been
further limited. General result appeared that the whole sample had been at least fairly satisfied
with their purchases, regardless of different e-commerce places of purchase, from different
countries purchased products and differences in cultural aspects. Because of the gender
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distribution and especially question 5 related products or service category question, open field
answers are divided into two parts. Next are presented the most common answers of this open
field question.
Female sample focused in particular on clothes, footwear and accessories category. Usually this
product category comparison was easy in certain online shop and between the different online
shops. Moreover, a comprehensive range of products and services and flexible deliveries are
advantages of e-commerce business. The greatest concern among female sample aroused
foreign online retailer’s reliability issue. The presence of a number of different foreign and
unknown payment services and several registration pages are not comfortable to use from the
female point of view. Especially domestic, home-grown e-commerce factory rose, because of
its reliability and ease of payment. Domestic online banks were highly appreciated, because of
their interoperability between numerous e-commerce operators. Female sample didn´t believe
yet the effectiveness and functionality of mobile platforms in e-commerce business. Smart
phones and tablets are used for comparison of the products during the business day, but actually
the order and the purchase decision was made using the home computer in the evenings.
Brandos and Zalando e-commerce companies are well known and plenty of time mentioned
among female sample.
On the other hand, male sample considered pricing the most beneficial factor when ordering
from the online markets. Men main purchased category was electronic products and they trusted
also more foreign online stores. Especially Germany is considered by many male respondents
as a reliable purchasing country. Its location is close and the country is known for accuracy
agreements. A lot of mentioned foreign online stores were also these mentioned famous online
stores outside the EU, such as EBay, Amazon.com and AliExpress. Nowadays, however homegrown domestically or inside the EU borders purchased products are the most pleasant choices.
This type of operation ensures the origin of the goods and furthermore can avoid customs fees.
Additionally, the whole student sample had experienced that e-commerce retailer’s payment
and security issues are better and more reliable maintained and operated in developed
economies than in the emerging economies. E-commerce companies customer service
capabilities were in opinion of male respondents at an excellent level, many had experienced
that customer service had been flexible and quickly responsive.
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7

RESULTS AND KEY FINDINGS

The study has shown that e-commerce business will constantly increase its value in the
international markets. E-commerce is an extremely complex concept and it’s continually
changing. Moreover, due to that, business logics are also following that change. E-commerce
is a large proportion of Internet operated companies’ business activities and this study tries to
explain how international, widely operated e-commerce companies can utilize transformation
of markets in the most effective way. Secondly, it is explained how e-commerce companies
can take advantage of their key differentiation methods to keep earning logic profitable.
Thirdly, general and universal e-commerce business model can be created with the help of the
discovered results and business model canvas.
7.1

RQ1, e-commerce companies’ key success factors

Major e-commerce companies’ key success factors are discussed in the research question one.
Competition has intensified even further in modern trade. Especially in online trade,
technology, competitors, customers and various stakeholders must be taken into account.
Internet has brought a dramatic effect on business operations. In e-commerce environment,
companies are investing online retailing applications and platforms. Moreover, firms are
simultaneously forced to evaluate the success of their e-commerce systems. In particular,
according to Sarkis and Talluri (2004), growth of inter-organizational projects, programs and
technologies, lead to broader and more complex characteristics in monitoring and evaluation
process. In order to stay competitive, major e-commerce companies need to take advantage of
these following business model factors and focus on internal enterprise decision making.
In the e-commerce business model, logistic decision making and distribution channel solutions
are core of a matter. The future of e-commerce companies’ logistical solutions focuses on the
development of distribution channel field and moreover on the restructured functional design
of those complex supply chains. Electronic integration between e-commerce companies must
develop continuously with the third party logistic operator and end-customer. Even though the
objectives and directions may have some minor conflicts among these various groups, the
decision ultimately comes down to one decision maker or a group, that has the best interests of
that specific organization in mind (Sarkis & Talluri 2004). Inter-organizational systems are
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solutions to study relationships and networks and moreover to achieve the desired efficient
solutions and reduce conflicts between organizations with different objectives.
When online retailer is considering a new distribution structure, it must take into account many
different factors, because all of the literature presented logistic models have their own
advantages and disadvantages. The choice of distribution channel is therefore always a
compromise between the various properties. It is not possible to minimize all cost elements of
the distribution channel. The company can choose only a few factors it wants to develop to
achieve better efficiency. Generally the quantity of stocks are directly related to the amount of
storage costs. In the e-commerce environment the storage portion is minimized. The cheapest
and most popular model is a direct delivery model, from supplier direct to the end-customer.
Also a wide range of centralized logistic operators are favored. Amazon.com and Alibaba.com
utilize various models, from which the centralized model is the first priority. Transportation
and handling costs must also be taken into account when the total costs are calculated.
Properly developed environmental, economic and transport policies can give a possibility to
expand logistic services considerably. For example, in the case of long distance transport within
the scope of business to business trade, inland waterways and railways would be quite attractive
alternatives to regular road freight transport. After the long-distance transportation “last-mile”
logistic decisions are vital, if the efficiency and profitability is considered most crucial. (Erber
et al. 2001)
Internet is a new distribution channel by several product categories. Regardless of the traditional
products ordered via mail, e-commerce is able to provide more complex solutions. Especially
major e-commerce operators, such as Alibaba.com and Amazon.com, are providing various ecommerce platforms to business to business markets. For example, SME´s are interested in
well-functioning and already customized e-commerce sites, so that they don’t have to put
resources and activities on creating them by themselves. Different cloud computing and cloud
services are also becoming more and more common. It is essential that the customer company
can focus on their core activities and outsource the irrelevant, to those who knows best.
Pricing can also be implemented in many different ways on the Internet. As mentioned in the
literature review, dynamic pricing is a typical character of the e-commerce business. Especially
for instance, airlines and travel agencies utilize dynamic pricing methods, because service
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oriented e-commerce companies offers are difficult to compare. The pricing is affected by
current demand, timing and even web browsing history. Exact and easy comparability of prices
is challenging even in the traditional and most used business to consumer e-commerce markets.
The margins must be collected from the ancillary services. Additional service profits can be
collected for example from various delivery times, different insurance policies, consulting and
installation services. Moreover, the most intelligent and sophisticated e-commerce platforms
offers the most common purchased items and accessories that have been considered by other
users. Sites also gather a small proportion of the additional fee, depending on the method of
payment. Most often company’s own payment system is the least expensive. Typically also the
discounts are given easily and certain kind of vouchers are distributed fairly easy when the
product is made to appear as an offer. As can be seen in the appendix 8 and 9, both companies
provide clear pricing and most often the cheapest delivery is provided free of charge. Also
current stock situation is clearly presented. All in all, the primary target is to provide best
possible value to the end-customer by keeping the company's cost structure under control.
Marketing was earlier based on traditional channels such TV, newspapers, banners or other
printed media. Online shopping is becoming more and more popular as the consumers browse
the Internet looking for purchases. Internet provides a wider variety of goods, usually at more
competitive prices than in brick and mortar retailers. Internet and further e-commerce have
given incredible opportunities for companies to enhance their customer relation management
and thereby learn about their customers. This customer behavior knowledge is considered as a
critical factor of the e-commerce companies’ success. In e-commerce business, online
marketing features where the customer’s behavior information is collected, helps to improve
the economic value of the company. Intangible gathering of assets and the intellectual and
human capital belongs to the marketing features. Rapid expansion and internationalization of
companies is partially due to efficient Internet marketing. Companies export revenue has
increased and with the help of the export marketing strategies, e-commerce companies can
further improve their export performance.
Successful e-commerce business requires a strategic marketing plan. The most important thing
for businesses in e-commerce marketing is changing pure browsers into customers and buyers.
Improving marketing strategies is a way to solve this issue, for example by easing consumer’s
decision making. Other big issues are marketing are intangible factors, where better associations
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are affecting of customer buying experience. Those factors are not dependent on the endproducts functions. One example is the functionality and aesthetics of the online shops web
pages might be one example. These eye-catching and easy to use sites combined with
competitive pricing are more than enough. Online presence by advertising comprehensively
using search engine optimization, email marketing, pay-per-click marketing and visitors traffic
analyzing is essential. Social media is a modern way to communicate with the customers.
People are using a number of different applications and devices on a daily basis and share their
interest continuously. It has been found that major online stores are actively and daily present
in numerous social media portals and usually marketing communication is targeted to either
existing customers or individuals who are searching and browsing for certain interests. With
the help of social media services, daily offers and the latest news are easy to share with a large
customer base quickly, cheaply and effortlessly. Often, those tender operations are automated
by using the latest technologies in order to achieve a large customer market.
Consumer reviews and various feedback opportunities are easy to implement on the Internet.
Main reason for generalized approach where customer reviews and feedbacks are displaced to
display to the entire customer base is to improve conversion and customer experience.
Consumers and visitors can utilize user reviews for their own interest while making purchasing
decisions. If the product or service has a comprehensive number of feedbacks, customers are
more likely to make the purchase from that particular web site. Moreover the sites that provide
both review, questions and answers are the most successful. Every sophisticated e-commerce
company offers its customers a web site feature, where the most common questions are
presented. This function is called frequently asked questions (FAQ). Because of its uniqueness
and transparency, consumer review is more trusted than descriptions from manufacturers and
dealers. However nowadays, online stores are managing their feedback sections by converting
and removing the possible negative impact. Amazon.com is also specialized in selling and
marketing customer reviews to third party e-commerce operators, who may have the same
products, but still not enough consumer reviews on those particular products. Further many of
the current major e-commerce companies are providing constant phone, email and live chat
support. Online retailers can improve web sites functionality and aesthetics, with the help of
customer experiences and monitoring,
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Many studies have shown that the flexibility of the whole organization is an important factor
for the e-commerce business success in dynamic business environments. (Ali et al. 2012)
Companies’ business relationships and networks are larger than ever before. Best functioning
and long lasting relationships are built on trust and honesty. Well-functioning and successful ecommerce companies have numerous different stakeholders such as suppliers, sub-contractors,
third party logistic companies, consultants and customers. Especially customer loyalty is an
important factor. Moreover online retailing companies will focus on relationships and customer
centered e-commerce business in the future, meaning that e-commerce is just an expansion of
sales process. Eventually relationships between individuals implies the most.
Aspect of coopetition is a relatively new concept in the e-commerce business. Nevertheless
major e-commerce companies have utilized concept for quite some time and coopetition has
grown dramatically in the recent years. Especially Amazon.com has utilized coopetition in its
business operations, especially in the business to business markets. Amazon.com established it
originally for the book markets. Usually coopetition is effective, when several firms are
operating in similar areas creating strategic alliances, new markets and sales channels. The
paradox of coopetition is very attractive to e-commerce companies, although it also includes
fierce competition. Despite the difficulties, for example the reduction of transaction costs are
often desired impacts.
However e-commerce companies must not forget importance of well-functioning security and
payment section. When company is operating through Internet, transaction security is vital.
(Saleh 2013) Constantly growing e-commerce business has also brought a lot of undesired
factors, such as hackers, security breaches and other undesired activities. (Zhao & Zhao 2012)
That’s why sensitive customer data must be under constant surveillance. To prevent security
breaches, e-commerce companies must work actively and determinedly to promote safety.
Firstly online retailers must choose a well finished and tested e-commerce platform, instead of
having an indefinite open source platform. Secondly, company needs to use secure connections
by using strong secure sockets layer (SSL) authentication. Thirdly, companies should not store
an additional sensitive data. Customer data base and its information should continuously be
updated and unnecessary information deleted. Company should also cooperate only with wellknown credit card payment companies. Moreover e-commerce company should require strong
passwords and set up system alerts for suspicious activity. Platform should also support
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functionality, where all orders can be tracked. This type of operation is important in unclear
situations so that the order processing is easier afterwards. In conclusion, e-commerce
companies should regularly monitor and evaluate its security operations with a real time
analytics tool. This tool also gives a real time picture of customer’s behavior in e-commerce
sites. (CIO 2013)
Common payment system is very hard to establish, because of the different rules and legislation
of all over the world. Modern e-commerce utilizes credit cards as a most common payment
methods. Even though Alibaba.com and Amazon.com provide their own payment systems they
also need to accept the most used credit and debit cards. Payment via Visa or MasterCard is
very secure, because merchants must have security protocol and procedures in place to ensure
secure transactions. Payment issues may cause concerns and problems, if it is forgotten or even
ignored in e-commerce company.
7.2

RQ2, success factors utilization in Amazon.com and Alibaba.com business

Second research question discusses how major e-commerce companies Alibaba.com and
Amazon.com utilizes identified e-commerce success factors. The purpose is to evaluate how
mentioned companies currently utilize those operational level factors in their daily business
operations.
People´s Republic of China is a sovereign state with a current population of 1,35 billion and
total GDP $9,24 trillion. Because of its’ large and complex economy, trading is different than
in western countries. Economy is also growing in fast speed reaching the second largest
economy position when measured with total GDP and PPP. China is also the largest exporter
and importer of goods in the world. Although, it is expected that China will remain in second
position over the medium term. On the other hand, United States has secured its status as the
world´s most powerful economy and moreover its position is expected to hold on for the next
decade. US current population is 316 million people and current GDP $16,77 trillion. (World
Bank 2013)
Both compared major e-commerce companies are therefore operating both in the large domestic
markets and in the enormous global Internet markets. This presents challenges and great
opportunities. Especially in the early years, Amazon.com was forced to work under challenging
circumstances, before transforming into a profitable electronic business. Alibaba dominates the
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challenging markets of China. Its advantages are a slightly younger age and the role of fast
follower instead of pioneer.
Major modern e-commerce´s, such as Alibaba.com and Amazon.com are currently providing
the best possible business model in the human history. Operations are well-finished in the field
of each separate identified business model factors. Surely differences can be found, but both
companies specialize in its own market areas. Companies’ logistical decisions are sophisticated
and the end-customers are free to choose the terms of delivery. Deliveries are carried out in a
cost-effective way and returns are taken into account by choosing the most suitable distribution
channel. Amazon.com has even negotiated an extra business day, so that the deliveries are faster
and more reliable than ever before. Moreover, in order to maintain and develop efficient
distribution solutions, Alibaba.com has accurate and close ties to the third party logistic
operators. In addition, both companies have comprehensive business relationships and that
network also includes the concept of coopetition. Coopetition is definitely one big factor of
successful e-commerce business, especially on the launch phase of new products and services.
After that cooperation changes towards a competitive situation.
The management of before mentioned two major e-commerce companies must be taken
seriously, so that the whole group can work effectively in the constantly changing dynamic
environment. Employees must be professionals and meet the requirements that are set for them.
Especially investing into marketing is crucial by continuously refreshing social media services
and maintaining worthy discounts. Feedback possibilities as well as security and payment issues
should be well managed, in order to keep user trust and experience at a good level.
Functionality and aesthetics are important for a good user experience. Both compared ecommerce services are equipped with fast functioning platforms with intuitive user interfaces.
Actually, the biggest operational level difference between retailer’s sites is a search engine
function. In this area Amazon.com is much more advanced than its rivals. Security and payment
issues are well thought, but Alibaba´s subcontractors’ reliability could still be improved.
Currently the Chinese company is actively working against piracy and copying.
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7.3

RQ3, general business model of e-commerce business

The third discussed question is, what kind of general business model can be created of ecommerce businesses. As assumed in the methodology’s third assumption section, it is difficult
to create a general business model that major e-commerce companies comply with. Next are
discussed collected business model elements and features that are essential for the business of
successfully operating e-commerce companies.
In business to consumer markets e-commerce company is a specialized link between the
supplier and the end-customer. Online retailer’s business model sells its products and services
directly to a customer. Customers can compare and evaluate shown products on the web site
and eventually choose the desired products and simultaneously place the order. E-commerce
company transmits immediately a notification to the end-customer´s desired supplier via email
or using another sophisticated ERP system. Eventually supplier will dispatch the desired goods
to the customer independently. In a summary, all e-commerce companies connect people with
the producers of the offerings and collect profits at the same time. Figure 19 presents in a
simplified form how e-commerce business model works.

Business
organization
Supplies

Supplier

Order
processing

Ecommerce
company

Customer
Orders

Figure 19 A simplified form of e-commerce business model

A successful e-commerce company utilizes above mentioned strategical and operational level
business model factors with a great performance in their own business operations. Customer
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segments are from global markets, because e-commerce’s accessibility is so wide. E-commerce
business operates all over the world, so it must take into account the cultural differences and
challenges. Internet and online technologies offer the best possible sales and marketing
channels. When company is operating on Internet, transaction security is vital. Ease of use and
good functionality of e-commerce services are companies’ key activities and key resources.
They consist of professional employees, well-functioning e-commerce platforms and
technological infrastructure. If the e-commerce company is able to create websites that are more
easy to use and the products are easier to be found, its value propositions respond better to
customers’ expectations.
Customer relationships and networks are essential in e-commerce business. With the help of
partners, companies can reach access to other key resources outside their own expertise. Key
partners are strongly related to the relationships between the e-commerce business
manufacturers, subsidiaries and subcontractors. Finally, the business model economic issues
must be taken into account. The cost structure in the company’s operations and revenue streams
is highly important. The main products are often sold at a low margin, due to the markets intense
and tough competition. Prevalent character in the e-commerce business is easy comparability
of prices and products.
Online retailers are increasing its share of services in the hope to gain higher margins. Current
seven characteristics of interest in the e-commerce business environment are promotional
activities, offline customer services, distribution centers and their solutions, pricing issues,
product line expansions, service improvements and finally foreign expansion or in other words
internationalization.
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7.4

Business benefits and competitive advantages of e-commerce

Customer Value consists of financial, technical, service-related, and social benefits that the
customer receives as an exchange of payment (Anderson et al. 2009, 6). Moreover ecommerce
business trade is mainly done in cooperation with customer needs taking into account. In
customer relations buying-selling relationship is based on not only on monetary values. It is
different to sell pure services than plain product. An offering could be a combination of product
and service. That kind of combination is generally characterized by project or solution business.
Intangible customer value will increase and emphasize its importance when business is
increasingly focusing on providing services.
In e-commerce business customer satisfaction is a highly important part of the business. Every
customer experiences online stores in different ways, so the clientele is a very heterogeneous
group of people. A truly satisfied customer usually actively helps the supplier to create a better
offering by telling what matters in suppliers portfolio needs further development. High-quality
communication in both directions results the customer getting exactly what it needs, and
nothing else. Company’s customer satisfaction improves at the same time.
Traditionally, the advantage of e-commerce business is that the customer gets more customer
value than it has experienced in retail stores. In that kind of e-commerce solution, e-commerce
supplier should create a combination of products and services that create new customer benefits,
additional services and competitive advantage.
7.5

Analysis of the survey

This section further processes and refines survey results presented above. The research findings
of the implemented student survey corresponded with the key business model factors of the
literature review. E-commerce’s are therefore evidently a phenomenon of the modern age and
a way to trade and transact.
Student sample was an excellent choice for the survey, because this particular user group is an
active online store user. Almost three quarters of respondents often varies between different
online retailers, so it can be generalized that young students are fairly open-minded online
consumers. Present university students are living in a digital world completely naturally. Ecommerce environment is not unfamiliar an unfamiliar phenomenon. In general, students spend
about 10 percent of their income on e-commerce purchases. Most popular price category proved
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to be 50 – 200 euros. Over 500 € spending students are rare and their prevalence is only some
in a hundred. Most often men shop for electronic products and women for various apparel and
clothing accessories. In general, the possibility to compare different products was an important
factor when choosing e-commerce sites. Well-functioning the web-sites was a respected
element. Almost 80 percent of respondents answered that functionality affected their buying
experience.
The logistic decision making has proved to be an important factor both to the e-commerce
companies’ operational level activities and to the respondents. The most common desired
delivery time was two to three business days. A quarter of respondents would have preferred
even one business day delivery time. Moreover, the respondents wish that the return and
exchange rights of the products would be more extensive and comprehensive. It is also noted
that usage of mobile devices was not proved to be important. It is assumed that online purchases
are most often done from home using a personal computer. Results show that students aren’t
worried about security issues, but rather rely on current information security level that ecommerce companies provide.
The general observation of the student survey was that the students are satisfied of their ecommerce experiences. Especially among the students, the use of e-commerce is going to
increase. Price range is wide but often cheaper than in brick and mortar stores and the deliveries
are fast and flexible. Domestic origin, payment issues and customer information security proved
to be less important factors.
7.6

E-commerce business in Finland

E-commerce’s are a very common way to purchase in Finland. Finnish companies have
expanded their offerings from traditional retail stores to online retail sites, to gain their profits.
However, it is noticed that Finnish e-commerce business aren´t working as effectively and
efficiency as they could. According to Koski (2015) study, website usability could be better.
His research studied what kind of connections website usability has with website visitors’
change into customers. Finnish e-commerce companies’ comparison is presented in the
appendix 3.
The biggest problem in Finnish e-commerce business are sites inability to list the products so
that the customers get a comprehensive picture of the products. For example, while searching
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for mobile phones, e-commerce service is not working efficiently enough if the sites gives
several protective covers as a result leaving the phones itself in a marginal. Moreover many ecommerce sites offer products that are not in stock or available.
Other big problem according to Koski (2015) is usability problems in the registration process.
In the registration process, registry sheets are often full of gaps. Best site is the one that does
not require registration at all. Today’s fashion feature is “lazy registration” where the buyer
does not need either to consider registration nor to register. Registration involves fears of
security issues. One solution could be common payment methods such PayPal Express. After
the product is reserved in the online retail shop, whole purchase action will transfer to the
payment company’s responsibility. Therefore, the client will not need to register themselves as
a member of e-commerce company. Payment companies' databases are also much better
protected. Currently United States is in the lead in the development of e-commerce business.
Finland is also one of the top countries in EU in that area. The ease of usage is important
success factor and due to of the huge amount of e-commerce companies, only the strongest will
survive. (Koski 2015)
On the other hand, if Finnish e-commerce companies are compared with the neighboring
country Sweden, we are lagging behind. According to consulting company Gelon, 26 % of all
products purchased by Finns are acquired through Swedish e-commerce companies. The
corresponding figure in Finland is just only 1 %. In addition, sales of the neighboring country
consists of a large part of the orders from abroad, while Finland focuses much on domestic
trade. Finland should increase the foreign countries market share and focus especially on the
Russian markets. If Finnish e-commerce companies can solve payment, logistic, taxation and
custom issues, it can increase its competitiveness. Also the language and culture aspect must be
taken into account. All in all, Russian online market is a highly potential business field.
(Taloussanomat 2014)
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8

CONCLUSIONS AND DISCUSSION

Global e-commerce phenomenon, created by the convergence of communication and
information technologies stretch global economy business boundaries of the twenty first
century. Numerous constituencies such as individuals, governments, institutions and nations
are recognizing its benefits. E-commerce business importance and growth potential is
remarkably broad. The main goal of this master´s thesis was to evaluate and monitor
international major electronic commerce companies and their key business models and logics.
This master´s thesis is divided into two main sections, where major e-commerce businesses
strategic and operational level perspectives are evaluated. The purpose was to find key business
model factors of successfully operating major e-commerce companies such as Amazon.com
and Alibaba.com. As an assistance to this evaluation current secondary data from literature and
primary data from the implemented student survey is used.
Because e-commerce is operated via the Internet, retailing is instantly born global business and
it faces immediate stiff competition from numerous e-commerce operators around the world.
In a strategic perspective, point of view of e-commerce business differs in a few areas of the
traditional trade. In the general, trading involves strategic factors that can be seen in the figure
number 19. Besides of traditional factors, e-commerce operations possess unique business
model activities. The uniqueness occurs when the trading is not bound by time or place.
Consumers can utilize modern technology to flexibly compare products and services and then
choose the best and the most suitable offerings. Major e-commerce companies’ business
objectives are to offer the best possible value to the end-customer and increase the brand equity
by providing agreed value propositions.
Brand and organization decision making must be kept on a high level in major e-commerce
companies. Correspondingly, operational level factors are marketing assets and resources.
Flexibility of the whole organization has risen to an important factor in many studies, where ecommerce business had been successful in dynamic business environments. Moreover, brand
equity and awareness must be cherished, even if the markets are very diverse. With the help of
properly functioning partnerships and business networks, major e-commerce companies can
achieve competitiveness for instance in the area of co-innovation, coopetition and economics
of scale benefits in manufacturing.
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Strategic
level

Unique e-commerce business model
Competition in e-commerce markets
Business objectives
Brand and organization decision making
Business relationships and networks & Coopetition

Operational
level

Efficiency of logistic
Pricing
Marketing and functionality
Security and payment issues
Culture aspect
Social media and customer reviews
Figure 20 E-commerce business model framework

When considering e-commerce business success in operational perspective, following factors
have proven to be important. Figure 20 presents operational level factors that are the main
operations in major e-commerce companies’ activities. Logistical decision making is highly
important and online retailers should actively monitor prevailing customer's delivery needs and
expectations. Efficiency of logistic means that deliveries are carried out in a cost-effective way
and returns are taken into account by choosing the most suitable supply chain. Pricing issue is
related to the delivery. Fast deliveries are more cost intensive and the final price is often
determined by the chosen delivery method. Third party logistics is also a big part of the ecommerce logistic decision making, impacting the pricing issue. Major online retailers pricing
faces fierce competition and, therefore, margins must be collect with additional services.
Numerous different delivery possibilities, worthy discounts and consumer reviews offer
competitive strength to the e-commerce operator. Moreover, security of consumer personal
information and high level managed payment applications increase user trust and confidence.
Marketing and functionality of webpages are drivers towards a more valuable brand and
increase brand equity. Major e-commerce operating companies, such as Amazon.com and
Alibaba.com should monitor and take even more carefully into account current differences and
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specialties of the markets and cultures in the future. Also the share of services will increase and
be a greater part of the whole customer´s buying experience.
Results of the collected student survey conform existing literature and study findings. Even if
the students do not use a large amount of sums shopping online, it can be concluded that
students are open-minded buyers who consider factors such as price, delivery issues, security
and functionality of web pages important. Matters like domestic online shopping is not
considered important. Students fluently change online retailers seeking the best possible
shopping experience. Usability of mobile platforms and value of social media didn’t stand out
from the data. Majority of the students responded that they were generally either fairly or very
satisfied with the purchases made over the Internet and intend to continue buying from online
stores in the future. Differences between genders are minor. Only noticed differences were that
women most often buy clothes and accessories while men purchase electronics.
Finally, regardless of the trading manner, customer value is the core of the business and
competitive advantage. Customer value is defined as a ratio between sacrifices and benefits. Ecommerce companies should effectively evaluate the customer value, so they can customize
offerings to meet better customer needs and also provide the most competitive value to the
customer.
8.1

Reliability and validity assessment

This master´s thesis eventually was divided into two different sections: firstly evaluating major
e-commerce businesses from the strategic perspective and secondly from the operational
perspective. Both used evaluation frameworks have been developed on the basis of the existing
literature theories. Secondary data is gathered from the numerous different sources and
references. Primary data from the survey is collected anonymously from the student sample.
Further knowledge of the study´s implementation and characteristics are presented in the
methodology chapter.
The student survey proved to be surprisingly successful giving good support for this master’s
thesis main research topics. Even if the examination sample was only 100 university students,
results correlate explicitly with the results presented earlier in the literature review.
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This master´s thesis reliability has been kept on at a high level. E-commerce business model
and its factors presented in this thesis correspond with the collected literature and identified
factors. Those factors are repeated a number of times, regardless of the used databases and
literature. Student survey section results are widely presented and analyzed. Moreover the
survey was implemented by using a common Webropol service. The complete survey is
presented in the appendix 9. The entire study has been documented carefully for the possibility
of repetition. It has created highly qualified and useful information.
Validity aspect means how well the study is able to answer described research questions and if
the chosen methods are suitable in order to achieve a sensible outcome. In this case, with the
help of research questions and numerous key words, this study successfully found and created
suitable e-commerce business frameworks and models.
8.2

Possible research questions in the future

Even though e-commerce is a relatively new concept, it is a much studied topic in the business
to consumer markets. E-commerce requires continuous studying because of its constantly
evolving nature. During this thesis project some interesting additional research topics have risen
and presented below.
To begin with, it would be interesting to study how the increasing number of users and
developing technology will evolve and challenge the e-commerce business in the future. It
would be relevant and interesting to study and discover what kind of changes and challenges ecommerce will face and how the entire e-commerce business is going to evolve and transform
in the future, when the number of users increase and technology issues develop constantly
further. Also, e-commerce is a wide concept, and a variety of new businesses and applications
are emerging constantly. It would be interesting to examine how different companies can utilize
the value of e-commerce and how effectively they can create and explore new businesses
outside the current e-commerce boundaries.
Secondly, it would be interesting to examine how e-commerce business will phase thereto
targeted challenges and are those in this master´s thesis founded key factors still important in
the future. It is obvious that key business model factors are constantly changing and founded
key business model factors ma not be as important in the future. Clearly new vital business
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model factors will be born. The study of this area would be able to focus on comparing current
accepted standards and traditional practices to modern way to implement e-commerce.
Thirdly, regardless of pure e-commerce companies, markets are full of traditionally operating
companies. It would be relevant to study how those companies operating by traditional manners
benefit from e-commerce possibilities as an additional value producer. Modern Omni Channel
Retailing (OCR) concept implies that customers are expecting convenient shopping experience
with freedom and flexibility to test and try, return conditions in the case of dissatisfaction and
moreover possibility to utilize various shopping channels such mobile Internet devices,
catalogue and traditional brick-and-mortar.
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