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2  Theoretical part 



2.1  Introduction to e-commerce 


In  this  part,  we  will  look  at  the  fundamentals  of  e-commerce  –  we  will  define  the 
 phenomenon of e-commerce and how it works. Further, we will introduce the features present 
 in the e-commerce environment as its cornerstones, and lastly, the general types of e-commerce 
 and their aspects will be presented. 


2.1.1  What is e-commerce 


The  general  definition  of  the  OECD  (2013)  explains  e-commerce  as  selling  or 
 purchasing  goods  and  services  via  methods  specifically  designed  for  such  purpose.  The 
 definition says these methods are organized over computer networks to place and receive the 
 orders for goods and services; however, the payment and delivery do not ultimately have to be 
 conducted  in  the  online  environment.  Among  the  users  of  e-commerce,  we  can  include 
 individuals, households, enterprises, governments, and other private or public organizations. 


According to Laudon & Traver (2017, p. 9), the definition of e-commerce is formally 
 formulated as “digitally enabled commercial transactions between and among organizations 
 and individuals.” Based on the definition, it is evident that some kind of media in the digital 
 environment is required for these processes to be carried out and the transactions to be realized. 


For that purpose, e-commerce utilizes the Internet through the World Wide Web (WWW) and 
 particular  devices  (smartphones,  computers)  to  realize  business  transactions.  Each  of  these 
 components is an essential aspect for the commerce transactions to be carried out, thus the 
 e-commerce work as a whole. Via transactions, the e-e-commerce users exchange one commodity 
 for another – a value is traded in return for products and services. It is important to remember 
 the  process  of  an  exchange  of  value  as  an  aspect  setting  the  boundaries  and  limits  for  
 e-commerce.  With  no  such  exchange  realized,  we  cannot  consider  the  e-commerce  being 
 concluded. 


Although we may find many different explanations, the majority of them is overlapping 
 in several fundamental aspects. As a result, our e-commerce definition might be formulated as 
 a process of purposeful exchange of one commodity for another carried out electronically via 
 the means designed for such purpose between participants placing and receiving the order. 


2.1.2  Features of e-commerce 


Following the research of Qin, Chang, Li, & Li (2014), e-commerce breaks traditional 
 limits,  improves  the  circulation  of  goods,  information,  and  capital  by  altering  trade  patterns 
 resulting in a more competitive environment by effectively reducing the cost of production. 


To understand why we will look at the following features of e-commerce that account 
for challenging the traditional retail defined and explained by Laudon & Traver (2017). These 
features  explain  why  the  interest  in  e-commerce  is  growing  over  the  years  by  bringing  new 
possibilities along. 


3 
 Ubiquity 


One of the most apparent e-commerce features is its ubiquity. Compared to traditional 
 commerce,  where  the  buyer  has  to  visit  the  marketplace  to  buy  the  goods  or  services, 
 in e-commerce, the marketplace is replaced by marketspace (see the differences in figure 1). 


Figure 1: Comparison of a traditional marketplace to the next-gen marketspace 


marketplace  marketspace 


physical  virtual 


limited availability  available everywhere, anytime 
 higher transaction costs  lower transaction costs 
 higher cognitive energy required  lower cognitive energy required 


Source: Author 


As  described  in  figure  1,  the  e-commerce  marketspace  offers  an  “unlimited  use,” 


liberating the market from its traditional restrictions such as being bound to a physical place or 
 removing temporal and geographic boundaries opposed to the marketplace as known initially 
 (Qin et al., 2014). Thanks to these, e-commerce is available everywhere you are at any time 
 you want. Moreover, transaction costs (the costs of participating in a market) are reduced due 
 to  ubiquity.  E-commerce  can  remove  the  transaction  costs  of  time  and  money  that  would 
 typically be realized by traveling to a market to make a transaction (OECD, 2019). From the 
 behavioral  point  of  view,  participation  in  marketspace  requires  less  effort  for  the  cognitive 
 energy made by an individual (Shapiro & Varian, 1999; Tversky & Kahneman, 1981). 


Global reach 


Due to globalization and the invention of the Internet, e-commerce can cross national 
 borders more cost-effectively and with greater convenience compared to traditional commerce. 


The  advantage  is  undoubtedly  the  potential  market  size  since  it  equals  more  or  less  to  the 
 world’s population using the Internet. For that reason, the growth and (inter)national expansion 
 of an e-commerce company is advancing easier and faster than ever in the past, reaching its 
 global audience. 


Universal standards 


E-commerce is built on the technical standards of the Internet that are  universal - the 
same for all nations worldwide (Kamberi, n.d.). Because the Internet is unified worldwide, it is 
much easier to create a universal global e-commerce network. Having that in mind the universal 
standardization lowers both market entry costs for merchants to bring and offer their goods 
and services at the market, at the same time reduces the search costs for customers, which is 
the effort that they have to make to find suitable goods for their needs (Laudon & Traver, 2017). 


4 
 Richness 


The information richness, we say, is a degree to which information provides a complex 
 message regarding its content (Evans & Wurster, 1999). The traditional brick-and-mortar stores 
 have an extraordinary richness – thanks to a personal, face-to-face approach, it a powerful tool 
 of a given commercial environment. On the other hand, the media such as print, television, or 
 radio provide a far better reach towards the customer, addressing masses unfortunately at the 
 expense  of  information  richness.  The  trade-off  is  being  solved  by  the  introduction  of 
 e-commerce. The technological potential of e-commerce can provide much more information 
 richness  than  the  mass  media  because  of  its  interactivity  and  personalization  possibility 
 (Laudon & Traver, 2017). For instance, the customer may be offered to use a live online chat 
 to provide a similar customer experience to the one in a retail store. 


Interactivity 


As we have outlined in the previous steps, interactivity is, according to Laudon & Traver 
 (2017), an ability to engage in two-way communication between the seller and consumers in 
 the case of e-commerce. Unlike other media, e-commerce’s ability to be interactive brings the 
 user closer to a personalized, face-to-face experience. The customer can start a  conversation 
 with the seller or might be asked to input information into a form. Social networking tools and 
 their functions such as commenting, sharing, or participating in different forums support this 
 activity. Another form of interactivity, somewhat less evident though, is the responsiveness of 
 the page regarding the design elements, visual adjustment of the page to be best displayed on 
 the device or the interactive user notifications, autofill, etc. 


Information density 


The information density, in other words, the total amount and quality of the information 
 provided  and  available  to  all  market  participants,  both  merchants  and  consumers,  is  being 
 gradually increased by the evolution of e-commerce, as researched by Laudon & Traver (2017). 


As a result, the quality of information increases while costs decrease. Why so? The e-commerce 
technology increases the timeliness and accuracy of the information, and at the same time, the 
demand  for  costs  of  information  collection,  storage,  and  processing  is  declining.  As  a 
consequence  of  information  density  brought  by  e-commerce,  there  is  a  decrease  in  the 
information  asymmetry  (state  of  a  relevant  market  information  disparity  among  parties 
participating in a transaction). This situation is beneficial for the market participants as the costs 
and prices become more transparent. The buyers may also find out the actual costs the sellers 
pay for their products, and other way round, the merchants can investigate the prices the buyers 
are willing to pay. That aspect helps the market to stay balanced and ensures competitiveness 
among its makers and users. 


5 
 Personalization and customization 


By  adopting  personalization  and  customization,  a  unique  value  proposition  can  be 
 offered to customers providing the basis for a competitive advantage (de Wit, 2017). Using data 
 for  specific  targeting  and  segmentation  became  an  integral  part  of  the  business  (Deloitte, 
 2020a).  Everything  is  in  marketspace  achieved  within  milliseconds  by  displaying  relevant 
 offers based on the potential client’s user information, preferences, or customer behavior. The 
 relevant  data  might  remain  stored  online,  contributing  to  the  development  of  information 
 density,  as  mentioned  earlier.  Within  traditional  commerce,  such  a  level  of  personalization 
 might not be achieved due to the nature of these businesses – a trade-off between information 
 richness, reach, and density is unavoidable (Laudon & Traver, 2017). 


Social technology 


The  e-commerce  enables  its  users  to  share  user-generated  content  within  social 
networks. Previously existing mass media utilized the one-to-many approach when the content 
creation  was  concentrated  and  centralized  in  an  individual  place.  E-commerce’s  potential  is 
driving  the  ability  to  shift  from  the  existing  model  to  a  unique  many-to-many  model  of 
communication by empowering the users to create and share the content on a large scale and 
choose their way of content consumption (Laudon & Traver, 2017). 
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