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BUSINESS MODELS FOR ELECTRONIC MARKETS 

ABSTRACT 
Electronic commerce over the Internet may 
be either complementary to traditional 
business or represent a whole new line of 
business. In either case, in view of the new 
features of the Internet, critical questions 
to be answered include: 
+ what are the emerging business models; 

and related to this, 
+ which strategic marketing approaches 

are applied, or emerging. 

This article addresses the first question 
above by providing a framework for the 
classification of Internet electronic com- 
merce business models. This framework 
has been developed on the basis of cur- 
rent commercial Internet business and 
experimental work in European R€tD pro- 
grammes. 

Electronic commerce.i.Electronic com- 
merce; can be defined loosely as 'doing 
business electronically" (European Com- 
mission 1997). Electronic commerce in- 
cludes electronic trading of physical goods 
and of intangibles such as information. 
This encompasses all the trading steps such 
as online marketing, qrdering, payment, 
and support for delivery. Electronic com- 
merce includes the electronic provision of 
s e ~ c e s ,  such as after-sales support or 
online legal advice. Finally it also includes 
electronic support for collaboration be- 
tween companies, such as collaborative 
design. 

Some f o m  of elemonic commerce exists 
already for over 20 years, e.g. electronic 
data interchange (EDI), in sectors such as 
retail and automotive, and CALS (Compu- 
ter Assisted Lifecycle Support) in sectors 
such as defence and heavy manufacturing. 

These forms of electronic commerce have 
been limited in their diffusion and take- 
up. Recently, however, we see an explo- 

sive development in electronic commerce. 
The reasons for that are, of course, the 
Internet and the World Wide Web, which 
are making electronic commerce much 
more accessible. They offer easily usable 
and low cost forms of electronic com- 
merce. Electronic commerce on the basis 
of the Internet is set to become a very 
important way of doing business. 
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Forrester (1997) forecasts that business- 
to-business (B-to-B) electronic commerce 
will grow to $327 billion in the year 
2002 - that is the value of goods and serv- 
ices traded via the Internet. This excludes 
the value of the hardware, software and 
s e ~ c e s  that are needed to perform elec- 
tronic commerce, whose value is estimated 
at several hundred billions of dollars like- 
wise. Between 1996 and 1997 electronic 
commerce has been growing at over 1000 
percent per year. While such high growth 
rates will not be sustained, it is clear that 
electronic commerce will become perva- 
sive: Datamonitor (1997) expects in 5 years 
time 630,000 US companies and 245,000 
European companies to be involved in full- 
fledged integrated B-to-B electronic com- 
merce. The Report on Electronic Commerce 
(1998) expects that the business-to-busi- 
ness penetration rate will grow from 1090 
in 1997 to 90% in 2001. 

Although the number of consumers on the 
Net by the year 2000 could be several 100 
millions it is expected that business-to- 
business will constitute the larger part of 
electronic commerce. 

With the new medium - the Internet - 
also new ways of doing business are de- 
veloping. Most of those that capture the 
public attention are consumer-oriented 
(such as Amazon.com, Tesco). Less public- 
ity is given to the way the Internet can be 
used for business-to-business electronic 
commerce, although such commerce is a 
reality today (e.g. Cisco, GeneraI Electronic 
procurement, etc). New forms of electronic 
commerce are being piloted in many sec- 
tors of industry, for business-to-business, 
business-to-consumer and business-pub- 
Iic administrations relationships. Advanced 
pilot experiments in new business models 
are being supported by the European Com- 
mission in the ESPRIT and ACTS Euro- 
pean research, technology development 
and demonst~ation programmes. This work 
is part of a more general framework of 
policy-making and programmes for global 
electronic commerce, which also addresses 
the legal and regulatory framework and 
other factors in the business environment. 
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F o c u s  THEME 

CLASSIFICATION OF BUSINESS MODELS 

The literature about Internet electronic 
commerce is not consistent in the usage 
of the term 'business model', and, more- 
over, often authors do not even give a 
definition of the term. 

Therefore, before embarking upon an ap- 
proach to construct business models, first 
a definition is giving of what is meant by 
a business model. 

Definition of a business model 
t An architecture for the product, serv- 

ice and information flows, including a 
description of the various business ac- 
tors and their roles; and 

t A description of the potential benefits 
for the various business actors; and 

t A description of the sources of rev- 
enues. 

A business model in itself does not yet 
provide understanding of how it will con- 
tribute to realise the business mission of 
any of the companies who is a n  actor 
within the model. We need to know the 
marketing strategy of the company in or- 
der to assess the commercial viability and 
to answer questions like: how is competi- 
tive advantage being built, what is the 
positioning, what is the marketing mix, 
which product-market strategy is followed. 
Therefore it is useful to identify beyond 
business models also 'marketing models". 

Definition of a marketing model 
A business model; and 

t The marketing strategy of the business 
actor under consideration. 

The classification developed below is for 
business models only. 

VALUE CHAINS 

AND BUSINESS MODELS 

A systematic approach to identifying 
architectures for business models can be 
based on value chain de-construction and 
re-construction, that is identifying value 
chain elements, and identifying possible 
ways of integrating information along the 
chain. It also takes into account the pos- 

sible creation of electronic markets. These 
can be fully open, that is, with an arbi- 
trary number of buyers and sellers, or 
'semi-open' that is with one buyer and 
multiple sellers (as in public procurement) 
or vice-versa. The scheme is as follows: 

(i) Value chain de-construction means 
identifying the elements of the value 
chain, for example as in Porter (1985) 
who distinguishes nine value chain el- 
ements. Namely, as primary elements 
inbound logistics, operations, out- 
bound logistics, marketing Et sales, 
senrice; and as support activities tech- 
nology development, procurement, 
human resource management, corpo- 
rate infrastructure; 

(ii) Interaction patterns, which can be 1- 
to-1, 1-to-many, many-to-1, many- 
to-many. In this context ' 1 -to- 1 ' is to 
be understood in as enumerating the 
number of parties involved rather than 
in the 'one-to-one marketing' sense. 
It is also understood that 'many' 
means that information from several 
actors is being combined. 

(iii) Value chain re-construction, that is in- 
tegration of information processing 
across a number of steps of the value 
chain. The combinations are of the 
value chain elements involved in such 
integration. Two sets of value chain 
elements would be mentioned if we 
consider the interaction patterns men- 
tioned in point (ii) above. 

Possible architectures for business mod- 
els are then constructed by combining in- 
teraction patterns with value chain inte- 
gration. For example, an electronic shop 
is 'single actor'-to-'single actor' market- 
ing 8 sales. A basic electronic mall con- 
sists of N times an e-shop. An electronic 
mall having a common brand offers 
many-to- 1 marketing 8 sales (brand in- 
formation is common across 'many' sup- 
pliers in the mall). An electronic auction 

'The inventory of European electronic commerce 

related projects (www.ispo.cec.belccommcrcel 

cromproj.htm) was a particularly useful tool to iden- 

tify business models and classify projects accordingly. 

where multiple buyers are bidding for the 
sales offer of one supplier brings together 
sales of one supplier at a time with the 
procurement of multiple buyers, while 
combining the bid information from the 
multiple buyers. 

The a priori feasibility of technical im- 
plementation of the architecture of any 
business model depends very much upon 
the state-of-the-art of the technology. 
This holds for the integration dimension, 
for the realisation of the single functions, 
and for the support for interaction pat- 
terns. The commercially viability of any 
business model is a different matter alto- 
gether which is the domain of a market- 
ing model analysis. 

We observe, from actual business on the 
Internet and pilot projects, that: 
t infomatiin and communication tech- 

nology enables a wide range of busi- 
ness models; 

+ the capability of the state-of-the-art 
technology is just one criterion in 
model selection; 

+ technology in itself provides no guide- 
lines for selecting a model in commer- 
cial terms; 

t guidance to technology development 
can come from the definition of new 
models; 

4 many of the conceivable models have 
not yet been experimented with com- 
mercially. 

While the systematic approach above leads 
to a huge number of potential business 
models, we observe in practice only a small 
number of these being implemented. In 
the next section eleven such business 
models or generalisations of specific busi- 
ness models are included. Examples of all 
of these can be found on the Internet to- 
day. Some of these are still experimental 
while others are in fully commercial op- 
eration. The selection of eleven has been 
made on the basis of background and case 
study research1. The more general ap- 
proach presented above remains useful in 
order to identify and experiment with new 
business models. 
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Focus THEME 

BUSINESS MODELS 

Eleven business models that are currently 
in use or being experimented with are 
listed below. 

E-SHOP 

This is Web marketing of a company or a 
shop. In first instance this is done to pro- 
mote the company and its goods or serv- 
ices. Increasingly added is the possibility 
to order and possibly to pay, often com- 
bined with traditional marketing channels. 
Benefits sought for the company are in- 
creased demand, a low-cost route to glo- 
bal presence, and cost-reduction of pro- 
motion and sales. Benefits for the 
customers can be lower prices compared 
to the traditional offer, wider choice, bet- 
ter information, and convenience of se- 
lecting, buying and delivery, including 
24-hour availability. Where repeat visits 
to the e-shop are done, one-to-one mar- 
keting can increase those benefits for both 
seller and buyer. Seller revenues are from 
reduced cost, increased sales, and possi- 
bly advertising.. Most commercial Web 
sites are business-to-consumer electronic 
shops, selling for example flowers by 
Fleurop (http:llwww.fleurop.com) or air 
tickets by Travelocity (http://www. 
trave1ocity.com). 

E-PROCUREMENT 

This is electronic tendering and procure- 
ment of goods and services. Large com- 
panies or public authorities implement 
some form of e-procurement on the Web 
(an example is Japan Airlines at Fehler! 
Textmarke nicht definiert.). Benefits sought 
are to have a wider choice of suppliers 
which is expected to lead to lower cost. 
better quality, improved delivery, reduced 
cost of procurement (e.g. tendering specs 
are downloaded by suppliers rather than 
mailed by post). Electronic negotiation and 
contracting and possibly collaborative 
work in specification can further enhance 
time- and cost saving and convenience. 
For suppliers the benefits are in more ten- 
dering opportunities, possibly on a global 
scale, lower cost of submitting a tender, 
and possibly tendering in parts which may 
be better suited for smaller enterprises, or 

collaborative tendering (if the e-procure- 
ment site supports forms of collaboration). 
The main s o m e  of income is reduction 
of cost (automated tender processing, more 
cost-effective offers). 

E-AUCTION 

Electronic auctions (on the Internet) offer 
an electronic implementation of the bid- 
ding mechanism also known from tradi- 
tional auctions. This can be accompanied 
by multimedia presentation of the goods. 
Usually they are not restricted to this sin- 
gle function. They may also offer integra- 
tion of the bidding process with contract- 
ing, payments and delivery. The sources 
of income for the auction provider are in 
selling the technology platform, in trans- 

Business Models (dz) 

(collection of e-shops), aggregators, 
industly sector marketplace 

3rd party marketplace 
common marketing frontend and transaction 

support to multiple business I 
Figure I Internet business models - I 

action fees, and in advertising. Benefits 
for suppliers and buyers are increased ef- 
ficiency and time-savings, no need for 
physical transport until the deal has been 
established, global sourcing. Because of 
the lower cost it becomes feasible to also 
offer for sale small quantities of low value, 
e.g. surplus goods. Sources of income for 
suppliers are in reduced surplus stock, 
better utilisation of production capacity, 
lower sales overheads. Sources of income 
for buyers are in reduced purchasing over- 
head cost and reduced cost of goods or 
services purchased. Examples of electronic 

auctions are the ESPRIT project Infomar 
(for ESPRlT and ACTS projects see www. 
ispo.cec.belecommerce/ecomproj.htm) and 
FastParts (www.fastparts.com 1. 

E-MALL 

An electronic mall, in its basic form, con- 
sists of a collection of e-shops, usually 
enhanced by a common umbrella, for ex- 
ample of a well-known brand. It might be 
enriched by a common - guaranteed - 
payment method. An example is Electronic 
Mall Bodensee (www.emb.ch), giving en- 
try to individual e-shops. When they spe- 
cialise on a certain market segment such 
malls become more of an industry mar- 
ketplace, like Industry.Net (www.industry. 
net), which can add value by virtual com- 
munity features (FAQ, discussion forums, 
closed user groups, ... ). The e-mall opera- 
tor may not have an interest in an indi- 
vidual business that is being hosted. In- 
stead the operator may seek benefits in 
enhanced sales of the supporting technolo- 
gies (e.g. IBM with World Avenue). Alter- 
natively benefits are sought in services 
(e.g. Barclays with Barclaysquare), or in 
advertising space and/or brand rein- 
forcement or in collective benefits for the 
e-shops that are hosted such as increased 
traffic, with the expectation that visiting 
one shop on the e-mall will lead to visits 
to 'neighbouring' shops. 

Benefits for the customer (real or hoped 
for) are the benefits for each individual e- 
shop (see above) with additional conven- 
ience of easy access to other e-shops and 
ease of use through a common user inter- 
face. When a brand name is used to host 
the e-mall, this should lead to more trust, 
and therefore increased readiness to buy. 

Benefits for the e-mall members (the e- 
shops) are lower cost and complexity to 
be on the Web, with sophisticated host- 
ing facilities such as electronic payments, 
and additional traffic generated from 
other e-shops on the mall, or from the 
attraction of the hosting brand. Revenues 
are from membership fee (which can in- 
clude a contribution to software/hardware 
and set-up cost as well as a service fee), 
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Focus THEME 

advertising, and possibly a fee on trans- 
actions (if the mall provider processes 
payments). 

The commercial viability of the e-mall 
model has been questioned in its current 
implementation and in the current state- 
of-the-market. IBM World Avenue, for 
example, has folded. One of the reasons 
may be that the 'neighbour' concept does 
not translate into physical distance in 
cyberspace, where each location is only 
one click away. Therefore, not much ad- 
ditional convenience in finding shops is 
delivered. Furthermore, the sophisticated 
user (i.e. the majority of those on the Web 
today!) is able to handle a variety of seller- 
buyer user interfaces and therefore may 
be less attached to a uniform user inter- 
face. On the other hand, there are also in- 
dications that an increasing number of 
companies wish to outsource their Web- 
operations, which may increase the op- 
portunity for e-malls or 3rd party mar- 
ketplaces (see below). Possibly this reflects 
the shift from early adopters to mass-mar- 
ket use of the Internet amongst businesses. 

THIRD PARTY MARKETPLACE 

This is an emerging model that is suitable 
in case companies wish to leave the Web 
marketing to a 3rd party (possibly as an 
add-on to their other channels). They all 
have in common that they offer at least a 
user interface to the suppliers' product 
catalogues. Several additional features like 
branding, payment, logistics, ordering, and 
ultimately the full scale of secure trans- 
actions are added to 3rd party market- 
places. An example for business-to-con- 
sumers is to provide a common marketing 
around a special one-off went profiled by 
well-known brand names, such as the re- 
cent e-Christmas experiment ISPs may be 
interested in this model for business-to- 
business, using their Web builder exper- 
tise. However, it may equally appeal to 
banks or other value chain service pro- 
viders. Revenues can be generated on the 
basis of one-off membership fee, service 
fees, transaction fee, or percentage on 
transaction value. Examples of 3rd party 
marketplace providers are Citius (as de- 

scribed by Jellasi and Lai 1996), Tradezone 
(http://tradezone. onyxnet), and to some 
extent FedEx Virtualorder (wwwfedex. 
com). 

VIRTUAL COMMUNITIES 

The ultimate value of virtual communi- 
ties is coming from the members (custom- 
e n  or partners), who add their informa- 
tion onto a basic environment provided 
by the virtual community company. The 
membership fees as well as advertising 
generate revenues. A virtual community 
can also be an important add-on to other 
marketing operations in order to build cus- 
tomer loyalty and receive customer feed- 
back, (see Hagel and Armstrong 1997). 

Business h d e k  (212) 

focus on added value of communication 

support part of value chain, e.g. logistics, 

added-value by integrating multiple steps 

cg. collaborative design 

trust providers. business information and 
consultancy 

Figure 2 Internet business m o d e b - r  

Virtual communities are already abundant 
within specific market sectors for exam- 
ple in books such as Amazon.com. 
apparellgarments (http://apparelex.com/ 
bbs/index.htm), steel industry (www. 
indconnect.com/steelweb), nanotech- 
nology (www.nanothinc.com), and many 
others. Firefly provides an interesting case 
of virtual community building, adding 
value to the community by building cus- 
tomer profiles (www.firefly.net). Virtual 
communities are also becoming an addi- 
tional function to enhance the attractive- 
ness and oppomnities for new services 
of several of the other business models 

listed here (e.g. e-malls, collaborative plat- 
forms, or 3rd party marketplaces). 

VALUE CHAIN SERVICE PROVIDER 

These specialise on a specific function for 
the value chain, such as electronic pay- 
ments or logistics, with the intention to 
make that into their distinct competitive 
advantage. Banks for example have been 
positioning themselves as such since long, 
but may find new opportunities using net- 
works. New approaches are also emerging 
in productionlstock management where 
the specialised expertise needed to ana- 
lyse and fine-tune production is offered 
by new intermediaries. A fee- or percent- 
age based scheme is the basis for revenues. 
Examples of value chain service provid- 
e n  are the FedEx or UPS (www.ups.com ) 
Web-based package shipping support. 

VALUE CHAIN INTEGRATORS 

These focus on integrating multiple steps 
of the value chain, with the potential to 
exploit the information flow between 
those steps as further added value. Rev- 
enues are coming from consultancy fees 
or possibly transaction fees. An example 
value chain integrator is the ESPRiT 
project TRANS2000 in the area of multi- 
modal transport. Marshall offers its cus- 
tomers added-value from transaction in- 
formation, which is provided through 
Extranet solutions like PartnerNet and 
MarshallNet (see Young et a1 1996, 
Mougayar 1997, and G7-10 WG 1997). 
Some of the 3rd party marketplace pro- 
viders are moving into the direction of 
value chain integration. 

COLLABORATION PLATFORMS 

These provide a set of tools and an infor- 
mation environment for collaboration be- 
tween enterprises. This can focus on spe- 
cific functions, such as collaborative 
design and engineering, or in providing 
project support with a virtual team of con- 
sultants. Business opportunities are in 
managing the platform (membershiplus- 
age fees), and in selling the specialist tools 
(e.g. for design, workflow, document man- 
agement). Examples are in the products 
and projects spun off from the Global 
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Focus THEME 

Figure 3 
Classillcation 
of Internet 
business modeb 

Multiple 
Functions/ 
Integrated 

. .- . I Collaboration Platform ] . -  - 
-- , % c ~ :  - 

' < I 

Single 
Function 

lower Degree of Innovation h i g h  

Engineering Network concept (Rethfeldt 
1994) such as Deutsche Telekom/Globana's 
ICS and the ESPRIT GENIAL project and 
in experimental projects for 3D collabo- 
rative design and simulation2. 

~NFORMATION BROKERAGE, TRUST 

AND OTHER SERVICES 

A whole range of new information services 
an? emerging, to add value to the huge 
amounts of data available on the open net- 
works or coming from integrated business 
operations, such as information search, e.g. 
Yahoo (www.yahoo.com), customer profi- 
ling, business opportunities brokerage, 
investment advice, etc. Usually information 
and consultancy have to be directly paid 
for either through subscription or on a pay- 
per-use basis, although advertising schemes 
are also conceivable. A special category is 
trust services, as provided by cerlification 
authorities and eledmnic notaries and other 
trusted third parties. Subscription fees com- 
bined with one-off service fees as w d  as 
software sales and consultancy are the 
sources of revenue. 

An example of a trust service provider is 
Belsign (www.belsign.be). Many consul- 
tancy and market research companies are 
now offering commercial business infor- 
mation services via the Internet Search 
engines are a special category of infor- 

Datamonitor, "Business-to-Business 
Electronic Commerce: Erploiting Market 

Opporfunities in the ErCranet Age", 
199 7.  

European Commission, 
*European Initiative in Electronic 

Commerce", COM(97) 157, April 1997, 
chapter I. Also available at http:// 

www.cordis.lu/esprit/src/ecomcom. htm. 
See also related publications at 
www.ispo.cec. be/ecommerce/. 

Forrester Research report, 
"Sizing Intercompany Commerce", 

28 July 1997. See also 
wwwJorrester.com. 

G7-10 WG, uElectronic Commerce Better 
Practice, case study book of the G7 
Global Marketplace for SMEs Pilot 
Project",fint edition April 1997. 

A Web version can be found at 
unuw.ispo.cec.be/ecommerce/bonn. html. 

Jelassi, T.; Lai H.-S., 
"CitiusNet: The Emergence of 

a Global Electronic Market", Society for 
Information Management, 1996, 

www.simnet.org. See also www.citius.fi. 

See in particular the ESPRIT HPCN p m j m  addms- 

ing the automotive. aerospace and space sectors. 

mation services, with the public Internet 
facility (rather then intranet venions) usu- 
ally based on advertising as a source of 
revenue. Advanced information brokerage 
to support negotiation between businesses 
is being developed by the ESPRIT CASBA 
and MEMO projects. 

CLASSIFICATION OF BUSINESS MODELS 

We conclude with a qualitative mapping 
of the eleven business models along two 
dimensions. The first dimension gives the 
degree of innovation. This ranges from 
essentially an electronic version of a tra- 
ditional way of doing business to more 
innovative ways, for example by exter- 
nalising via the Internet functions that 
previously were performed within a com- 
pany or by offering functions that did not 
exist before. The second dimension is the 
extent of integration of functions, rang- 
ing from single function business models 
(e.g. e-shops that only provide the mar- 
keting function over the Internet), to fully 
integrated functionality, e.g. value chain 
integration. Figure 3 shows the mapping. 

In the lower left-hand comer are basic e- 
shops, which are electronic version of tra- 
ditional ways of selling only. On the other 
extreme, at the upper right hand comer is 
value chain integration, which cannot be 
done at all in a traditional form, is criti- 
cally dependent upon information tech- 
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Focus THEME 

Fjgure 4 Multiple 
Examples Functions/ 
of  business models Integrated 
mentioned 
in the text 

Functional 
Integration 

Single 
Function 

Third Party Marketplace 

Marshall on Internet 

Lower Degree of I n n d o n  ~ i & e r  

nology for letting information flow across 
networks, and creates added value from 
integrating these information flows. In 
between are business models that often 
find some degree of analogy in non-elec- 
tronic business. For example, trust serv- 
ices have been provided since years by 
public notaries or by industry bodies. Their 
functionality is being re-implemented by 
electronic trust services. However, at the 
same time new trust functionality is be- 
ing added, that intrinsically requires lT 
support, such as encryption and public and 
private key management. The same holds 
for value chain service provision, such as 
electronic payments support: partially this 
is a matter of offering by electronic means 
the same as what is already being offered 
non-electronically such as account man- 
agement. At the same time new function- 
ality is being provided such as Internet 
smart card support, e.g. for purchase cards 
in B-to-B trading. 

Mougayar, W "Opening Digital Markets, 
Advanced Strategiesfor Internet-driven 

Commerce", Cybermamgement 
Publications. 1997, pp. 201 -211. 

Porter M.E. and Millar VE., 
-How Infonnation Gives You Competi- 

tive Advantage", Haward Business 
Review, July-August 1985, p. 151. 

Rethfeld, U., "Manufacturing and the 
Infonnation Highway", ESPRIT-UME, 

10th Annual Confmce, 
5-7 October 94, Copenhagen. 

The Report on Electronic Commerce, 
VoL5, N0.4, 24 February, 1998. 

Young, K.M.; Malhotra, A.; 
El Sawy 0.; and Gosain S. "The Relent- 

less Pursuit of "Free. Perfect. Now ": 
IT-Enabled Value Innovation at  Marshall 

Industries"; Society for Infonnation 
Management, 1996, 

www.simnet.org/pub~ic/pmgram/ 
capital/97paper/paperl. html. 

' The recent evolution of Indushy.Net is a countcr- 

example to the trend towards more integration. The 

new owners of Indusny.Net, MS. have decided to take 

it back to its roots as an industry mall. They thereby 

do not pursue the re-positioning of 1ndushy.Net as a 

third party marketplace. which was initiated by the 

previous owner Pent (who was implementing a tight 

inregration between transactions and marketing). 

APPLYING THE CLASSIFICATION 

Figure 4 summarises the classification of 
a number of the examples mentioned 
above. There seems to be a trend to gradu- 
ally move towards increased integration 
of information flowd. 

SUMMARY 
A classification was provided of eleven 
business models that are currently found 
in Internet electronic commerce (business- 
to-business as well as business-to-con- 
sumer). Some of these models are essen- 
tially an electronic re-implementation of 
traditional forms of doing business, such 
as e-shops. Many others go far beyond 
traditional business such as value chain 
integration and seek innovative ways to 
add value through information manage- 
ment and a rich functionality. Creating 
these new business models is feasible only 
because of the openness and connectivity 
of the Internet 
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