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C H A P T E R 3
SELLING ON THE WEB:
REVENUE MODELS AND
BUILDING A WEB
PRESENCE

L E A R N I N G O B J E C T I V E S

In this chapter, you will learn about:

● Revenue models

● How some companies move from one revenue model to another to
achieve success

● Revenue strategy issues that companies face when selling on the Web

● Creating an effective business presence on the Web

● Web site usability

● Communicating effectively with customers on the Web

I N T R O D U C T I O N

The Vanguard Group manages a variety of pooled investment accounts for individuals and institutions.

These pooled accounts are called mutual funds. Vanguard earns revenue by charging an annual

management fee that is based on the size of each mutual fund. Thus, Vanguard is interested in attracting

new investors to its mutual funds and managing the funds’ holdings so they grow over time. To sell its

investment products effectively, Vanguard must maintain good communications with both current and

potential customers. In the past, Vanguard used the telephone and mail to develop and maintain contact

with its customers and prospects. As more and more investors began using the Internet, Vanguard
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realized that the Web would give it another good way to stay in touch with customers and prospects. To

that end, Vanguard spent more than $100 million to develop and refine its Web site. In its current version,

Vanguard’s Web site allows customers to obtain account information, manage current investments, and

make further investments in Vanguard mutual funds. Many other mutual fund management companies

have Web sites, and most of those sites are focused on promoting the investment products those

companies offer. Vanguard has chosen not to focus its Web site on direct product promotion. Instead,

Vanguard’s strategy has been to use its Web site to build customer loyalty and to promote its products

indirectly.

The stated purpose of Vanguard’s Web site is to educate its customers and provide them with a high

level of service. Sometimes, information on the site discourages customers from buying particular

mutual fund shares if those shares are inappropriate for their investment goals.Vanguard’s stated policy

is to help its customers make good investment decisions rather than to pick up a quick profit by selling

customers on particular investments. Although Vanguard risks losing sales in the short run, it believes

that by providing information and educating its potential customers, it will achieve better long-term

growth. The company’s Web site is a consistent representation of that corporate strategy.

R E V E N U E M O D E L S

As you learned in Chapter 1, a useful way to think about electronic commerce
implementations is to consider how they can generate revenue. Not all electronic com-
merce initiatives have the goal of providing revenue; some are undertaken to reduce costs
or improve customer service. You will learn about cost reduction initiatives in Chapter 5.
In this chapter, you will learn about various models for generating revenue used by Web
businesses today, including Web catalog, digital content, advertising-supported,
advertising-subscription mixed, and fee-based models. These approaches can work for both
business-to-consumer (B2C) and business-to-business (B2B) electronic commerce. Many
companies create one Web site to handle both B2C and B2B sales. Even when companies
create separate sites (or separate pages within one site), they often use the same rev-
enue model for both types of sales.
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Web Catalog Revenue Models
Many companies sell goods and services on the Web using an adaptation of a mail order
catalog revenue model that is more than 100 years old. In 1872, a traveling salesman named
Aaron Montgomery Ward started selling dry goods to farmers through a one-page list. Rich-
ard Sears and Alvah Roebuck began mailing catalogs to farmers and small-town resi-
dents in 1895. Both Montgomery Ward (which closed in 2001) and Sears, Roebuck &
Company grew to become dominant retailers in the United States by the 1950s, with retail
stores serving urban markets in addition to the catalog business that served their rural and
small-town markets.

In this traditional catalog-based retail revenue model, the seller establishes a brand
image, and then uses the strength of that image to sell through printed information mailed
to prospective buyers. Buyers place orders by mail or by calling the seller’s toll-free tele-
phone number. This revenue model, which is often called the mail order or catalog model,
has proven to be successful for a wide variety of consumer items, including apparel, com-
puters, electronics, housewares, and gifts.

Companies can take this catalog model online by replacing or supplementing their print
catalogs with information on their Web sites. When the catalog model is expanded this way,
it is often called the Web catalog revenue model. Customers can place orders through
the Web site or by telephone. This flexibility is important because many consumers are still
reluctant to buy on the Web. In the first few years of consumer electronic commerce, most
shoppers used the Web to obtain information about products and compare prices and fea-
tures, but then made their purchases by telephone. These shoppers found early Web sites
hard to use and were often afraid to send their credit card numbers over the Internet.
Although these fears are less prevalent today, most companies that use the Web catalog rev-
enue model do give customers a way to complete the payment part of the transaction by
telephone or by mail.

Many of the most successful Web catalog sales businesses are firms that were already
operating in the mail order business and simply expanded their operations to the Web.
Other companies that use the Web catalog revenue model adopted it after realizing that the
products they sold in their physical stores could also be sold on the Web. This additional
sales outlet did not require them to build additional stores, yet provided access to custom-
ers throughout the world. Types of businesses using the Web catalog revenue model include
sellers of computers and consumer electronics; books, music, and videos; luxury goods;
clothing; flowers and gifts; and general discount merchandise. In the next sections, you will
learn how these types of businesses have applied the Web catalog revenue model to their
operations.

Computers and Consumer Electronics

Leading computer manufacturers such as Apple, Dell, Gateway, Hewlett-Packard, and
Sun Microsystems have had great success selling on the Web. All of these companies sell
a full range of products—from small desktop computers to large server computers—to indi-
viduals, businesses, and other organizations through their Web sites.

Dell has been a leader in allowing customers to specify exactly the configuration of com-
puters they order on the Web. Dell created value by designing its entire business around
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offering this high degree of configuration flexibility to its customers. Other personal com-
puter manufacturers that sell directly to customers on the Web have followed Dell’s lead
by offering visitors different ways to access product information. These sites usually offer
links to specific products and pages designed for specific categories of customers, such as
home, small business, education, or government users.

Retailers of consumer electronics products have also been active in undertaking elec-
tronic commerce using the Web catalog revenue model. Companies such as Crutchfield
and The Sharper Image expanded their successful mail order catalog operations to include
Web sites such as the Sharper Image site shown in Figure 3-1. Other companies that had
strong retail presences in their physical stores, such as Best Buy, Circuit City, The Good
Guys!, J&R Music World, and Radio Shack, also opened Web sites to sell the same prod-
ucts that they had been selling in their stores.

FIGURE 3-1 Sharper Image home page
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Books, Music, and Videos

Retailers using the Web catalog model to sell books, music, and videos have been among the
most visible examples of electronic commerce. In 1994, a 29-year-old Wall Street finan-
cial analyst named Jeff Bezos became intrigued by the rapid growth of the Internet. Look-
ing for a way to capitalize on this new marketing tool, he made a list of 20 products that he
thought would sell well on the Internet. After some intense analysis, he determined that
books were at the top of that list. Bezos had no experience in the book-selling business, but
he realized that books were small-ticket commodity items and were easy and inexpensive to
ship. He knew many customers would be willing to buy books without inspecting them in
person and that books could be impulse purchase items if properly promoted. More than
4 million book titles are in print at any one time throughout the world; however, even the
largest physical bookstore cannot stock more than 200,000 books. Bezos had identified a
strategic opportunity for selling online. Twelve years later, Amazon.com, the company
Bezos formed to sell books on the Internet, has annual sales of more than $8 billion and
more than 70 million customers. Amazon.com has evolved to become a general retailer that
sells books, music, videos, consumer electronics, housewares, tools, and many other items.

The rapid growth of Amazon.com inspired many booksellers to undertake electronic
commerce. A number of well-established companies that operated physical bookstores,
such as Barnes & Noble, Blackwell’s, Books-A-Million, and Powell’s Books, all adopted
the Web catalog model in their online sales endeavors. Borders eventually decided to close
its site and have Amazon.com handle its online business, but the other companies con-
tinue to operate their own sites successfully.

In 1994, the same year that Jeff Bezos started his online bookstore, 24-year-old twin
brothers Jason and Matthew Olim began an online music store they called CDnow that used
the Web catalog revenue model. By 1997, CDnow had one-third of the online music
business. Its success attracted many competitors. Companies such as Tower Records and
Sam Goody, which had been selling music in their retail stores for years, opened Web sites
to compete with CDnow. Web-only retailers such as CD Universe copied CDnow’s
approach exactly. CDnow’s founders sold their company to German music conglomerate
Bertelsmann AG, which created an alliance with Amazon.com to use Amazon.com’s elec-
tronic commerce platform for its sales. The CD Universe site appears in Figure 3-2.

Luxury Goods

For some types of products, people are still reluctant to buy through a Web site. This is par-
ticularly true for luxury goods and high-fashion clothing items. The Web sites of couturi-
ers Vera Wang and Versace, for example, were not constructed to generate revenue
directly, but to provide information to shoppers who would visit the physical stores to
examine items they had seen on the sites. Such sites tend to make heavy use of graphics and
animation. Evian, the purveyor of premium-priced bottled water, went so far as to cre-
ate a Web site that works well only on computers that are connected to the Internet by a
broadband connection. Evian intentionally designed its site for a select, affluent group of
customers. The Flash animation takes a long time to download to computers that have an
inexpensive dial-up modem connection. Tiffany & Co. is an upscale jewelry and gift retailer
that has designed its site to be viewed by customers with broadband connections. The site
has a large number of graphic and animated elements that would take a long time to dis-
play on a computer not connected through a broadband connection.
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Clothing Retailers

A number of apparel sellers have adapted their catalog sales model to the Web, including
bebe, Gap, Lands’ End, L.L. Bean, Talbots, and Wet Seal. Unlike sellers in the high-
fashion clothing category previously discussed, these Web stores display photos of casual
and business clothing with prices, sizes, colors, and tailoring details. Their intent is to have
customers examine the clothing and place orders through the Web site. Lands’ End pio-
neered the idea of online Web shopping assistance with its Lands’ End Live feature in 1999.

FIGURE 3-2 CD Universe home page
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A Web customer with a question can initiate a text chat with a customer service represen-
tative or click a button on the Web page to have the representative call. In addition to
answering questions, the representative can offer suggestions by pushing Web pages to the
customer’s browser.

Many of Lands’ End’s competitors (including Eddie Bauer, L.L. Bean, and Talbots) added
similar text chat and call-back features to their sites. More recently, Lands’ End added per-
sonal shopper and virtual model features to its site. The personal shopper is an intelligent
agent program that learns the customer’s preferences and makes suggestions. The virtual
model is a graphic image built from customer measurements on which customers can try
clothes. About 15 percent of visitors to the site use the virtual model and, on average, dress
the model 40 times during a visit. Lands’ End has found that the dollar amount of orders
placed by customers who use the virtual model is about 10 percent larger than other
orders. The Canadian company that developed this Web site feature, My Virtual Model, has
sold the technology to a number of other clothing retailers. A person who constructs a vir-
tual model on one of those sites can use that same model on the other sites.

Lands’ End also has a feature that allows two shoppers to browse the Web site together
from different computers. Only one of the shoppers can purchase items, but either shop-
per can select items to view. These items appear in both Web browsers.

In the fast-changing clothing business, retailers have always had to deal with the prob-
lem of overstocks—products that did not sell as well as hoped. Many retailers use outlet
stores to sell their overstocks. Lands’ End found that its overstocks Web page worked so well
that it has closed some of its physical outlet stores. An online overstocks store works well
because it reaches more people than a physical store and it can be updated more fre-
quently than a printed overstocks catalog.

In addition to general apparel retailers, a number of specialty retailers opened stores
on the Web. For example, women’s shoe retailers such as Steve Madden and Nine West use
the Web catalog model to sell directly to consumers on their sites.

One problem that the Web presents for clothing retailers of all types is that the color set-
tings on computer monitors vary widely. It is difficult for customers to get an accurate idea
of what the product’s color will look like when it arrives. Until technology solves this
problem, most online clothing stores will send a fabric swatch on request. The swatch also
gives the customer a sense of the fabric’s texture—an added benefit not provided by
catalogs. Most Web catalog retailers also have generous return policies that allow custom-
ers to return unused merchandise for any reason.

Flowers and Gifts

Gift retailers also use the Web catalog revenue model. Florist 1-800-Flowers created an
online extension to its highly successful telephone order business to compete with online-
only florists such as Calyx & Corolla and Proflowers.com. Chocolatier Godiva offers busi-
ness gift plans on its site. For gift shoppers who want a familiar brand name, shopping
mall mainstays Hickory Farms and Mrs. Fields Cookies both have created Web catalog
sites. Harry and David, famous for its trademarked “Fruit-of-the-Month” club, opened an
informational Web site to promote its existing catalog business. The company was sur-
prised by the volume of sales leads that the site generated, and quickly added online order-
ing features to the site, which appear in Figure 3-3 (on the next page).
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General Discounters

A number of new companies have started retail operations on the Web. Some of these com-
pletely new businesses, such as Buy.com, operate as Web-based deep discounters. Bor-
rowing a concept from the physical world’s Wal-Marts and discount club stores, these
discounters sell merchandise such as computer equipment, software, consumer electron-
ics, books, music CDs, and sports equipment at extremely low prices.

Some of these Web discount retailers originally sold advertising on their sites to subsi-
dize their low product prices. Beyond.com closed its retail operation and now sells the soft-
ware it created for operating a Web catalog site. Buy.com changed its approach because
advertising revenues were not sufficient subsidies. Buy.com now relies on the same volume-
purchasing strategy as physical world retailers to keep prices low. As in the physical world,
the online discount retail business is fiercely competitive and many of these companies
operate on thin margins—and consequently earn little profit. Cyberian Outpost began busi-
ness in 1995 as one of the first retailers on the Web. In 2001, after six years of winning

FIGURE 3-3 Harry and David home page
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awards for customer service, it ran out of cash and was purchased by Fry’s Electronics,
which continues to operate the Outpost.com Web site as a subsidiary.

Traditional discount retailers, such as Costco, Kmart, Target, and Wal-Mart, were slow
to introduce electronic commerce on their Web sites. Many industry observers criticized
these traditional retailers for their slow entry into online sales; however, those same indus-
try observers now expect the traditional retailers to do very well competing against the
retailers that started on the Web.

L E A R N I N G F R O M F A I L U R E S

WALMART.COM

Wal-Mart is the world’s largest retailer, with more than 5300 stores and annual sales of
$300 billion. Founded in 1962 by retailing legend Sam Walton, the company has won
numerous awards for business innovation. However, Wal-Mart’s move into online retail-
ing has been troubled, to say the least.

Wal-Mart launched its first Web site in July 1996. Like most company sites of that time,
it contained some information about the company, but did not offer any products for sale.
Wal-Mart did little to develop the Web site over the next three years, but it did add a Web
store—just in time to participate in the disastrous 1999 holiday shopping season.

Wal-Mart was not the only Web retailer to have trouble in 1999. Many companies found
that they were ill prepared for the large number of customers who decided to try elec-
tronic commerce in that year’s holiday season. Lost orders, unfilled orders, and ship-
ments that failed to arrive until January 2000 were common for many Web retailers that
year. Wal-Mart was noted as an industry leader in shipping and logistics management; how-
ever, the announcement on its Web site that it could not promise Christmas delivery for
items ordered after December 14 was particularly embarrassing.

To make matters worse, Wal-Mart was in the middle of developing a new Web site that
it had hoped to launch before the holiday season. The project, which industry analysts
estimate cost more than $100 million, ran months late and did not operate until
January 2000.

After eight months of operating the new Web site, Wal-Mart found itself with low lev-
els of customer traffic (well below those of its major rivals J.C. Penney, Sears, Kmart, and
Target) and high levels of criticism from Web site design experts who found the site slow,
difficult to use, and lacking customer service features.

In October 2000, Wal-Mart closed the site completely for four weeks. Earlier in the
year, it had created Walmart.com, a joint venture with Accel Partners to develop a new Web
site, but the new site was not ready to launch until November. Industry analysts widely
criticized Wal-Mart’s decision to completely shut down its Web operations for such a long
time period at the beginning of the holiday shopping season.

The new Web site is a vast improvement over the old site. It is much better orga-
nized and offers improved browsing and search functions. The new site offers about the
same number of items as the old site did (about 500,000—several times more than what
the physical stores carry); however, the new site has more offerings of consumer electron-
ics, toys, and sporting goods, and fewer offerings of consumable products. Behind the
scenes is a new distribution center that serves Walmart.com exclusively.

continued
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Walmart.com’s experience is a testament to how difficult it can be to get Web retail-
ing right. Success eluded the largest retailer in the world for years. Wal-Mart is esti-
mated to have spent more than $150 million on its various Web implementations before
it was able to present a truly usable site to its customers.

Digital Content Revenue Models
Firms that own written information (words or numbers) or rights to that information have
embraced the Web as a new and highly efficient distribution mechanism. LexisNexis
began as a legal research tool, and it has been available as an online product for years. Today,
LexisNexis offers a variety of information services, including legal information, corporate
information, government information, news, and resources for academic libraries. The origi-
nal legal information product exists on the Web today as Lexis.com and provides full-
text search of court cases, laws, patent databases, and tax regulations. In the past, law firms
had to subscribe to and install expensive dedicated computer systems to obtain access to
this information.

The Web has given LexisNexis customers much more flexibility in how they purchase
information. Through the Lexis.com Web site, law firms can subscribe to several ver-
sions of the service that are customized for different firm sizes and usage patterns. The Web
site even offers a credit card charge option for infrequent users who do not want a
subscription. LexisNexis has used the Web to improve the delivery and variety of its exist-
ing product line and has been able to devise new products that take advantage of the Web’s
features.

ProQuest, a Web site that sells digital copies of published documents, has its roots in
two businesses: the former Bell and Howell learning materials business and University
Microfilms International (UMI). These firms acquired reproduction rights to a variety of
published and unpublished materials. For example, UMI had contracts with most North
American universities to publish all doctoral dissertations and masters theses on demand.
ProQuest offers digital versions of these documents for sale, along with a number of news-
papers, journals, and other specialized academic publications. Many schools and libraries
have subscriptions to ProQuest. Ovid and EBSCO Information Services also sells sub-
scriptions to digital versions of journals to corporate and university libraries. These com-
panies sell access to bibliographic databases and electronic journals to schools,
companies, and libraries as well. The EBSCO Information Services home page that appears
in Figure 3-4 shows the types of services it offers.

Dow Jones, a business-focused publisher of newspapers such as The Wall Street
Journal and Barron’s, was one of the first publishers to create a Web site for selling sub-
scriptions to digitized newspaper, magazine, and journal content. The Dow Jones Interac-
tive site offered a customized digital clipping service that provided subscribers with a daily
e-mail message of news on topics of interest to them. In 2002, Dow Jones and Reuters, a Brit-
ish company, joined to create an online content management and integration service called
Factiva. In addition to the content and services previously offered on the Dow Jones
Interactive site, Factiva gives companies the ability to integrate their existing content (such
as a corporate library) with Dow Jones and Reuters news sources.
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One of the first academic organizations to make the transition to electronic distribu-
tion on the Web was (not surprisingly) the Association for Computer Machinery (ACM).
The ACM Digital Library offers subscriptions to electronic versions of its journals to its
members and to library and institutional subscribers. Academic publishing has always
been a difficult business in which to make a profit because the base of potential subscrib-
ers is so small. Even the most highly regarded academic journals often have fewer than
2000 subscribers. To break even, academic journals often must charge each subscriber hun-
dreds or even thousands of dollars per year. Electronic publishing eliminates the high costs
of paper, printing, and delivery, and makes dissemination of research results less expen-
sive and more timely.

As was the case for other technologies, such as VCRs and subscription cable televi-
sion, many of the early commercial users of Web technology were dealers in adult-
themed entertainment material. Many of the first profitable sites on the Web were sellers
of adult digital content. These sites pioneered the online processing of credit card pay-
ment transactions (about which you will learn in Chapter 11) and many different digi-
tal video technologies that are now used by all types of businesses on the Web.

FIGURE 3-4 EBSCO Information Services home page
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Advertising-Supported Revenue Models
The advertising-supported revenue model is the one used by network television in the
United States. Broadcasters provide free programming to an audience along with advertis-
ing messages. The advertising revenue is sufficient to support the operations of the net-
work and the creation or purchase of the programs. Many observers of the Web in its early
growth period believed that the potential for Internet advertising was tremendous. Web
advertising grew from essentially zero in 1994 to $2 billion in 1998. However, Web adver-
tising was flat or declining in the years 2000 through 2002. Since then, Web advertising
has once again started to grow, but at much lower rates than in the early years of the Web.
After trying to develop profitable advertising-supported revenue models on the Web, most
companies today are considerably less optimistic about the general potential of these rev-
enue models. However, a few information sites, such as About.com, HowStuffWorks, and
the Drudge Report, are successful in using advertising-supported revenue models. The
sites that have been successful tend to be sites that attract a specific group of visitors to
which advertisers can direct specific messages. For example, About.com and HowStuff-
Works both provide pages of information that are directed at visitors with highly focused
interests. A visitor looking for an explanation of how heating stoves work on either of these
sites would be a good prospect for advertisers that sell heating stoves. The site would not
need to obtain any specific information from the visitor, the fact that the visitor is view-
ing the heating stoves information page is enough justification for charging an advertiser
a higher rate for ads placed on those pages.

The overall success of online advertising has been hampered by two major problems.
First, no consensus has emerged on how to measure and charge for site visitor views. Since
the Web allows multiple measurements, such as number of visitors, number of unique visi-
tors, number of click-throughs, and other attributes of visitor behavior, it has been diffi-
cult for Web advertisers to develop a standard for advertising charges. In addition to the
number of visitors or page views, stickiness is a critical element in creating a presence
that attracts advertisers. The stickiness of a Web site is its ability to keep visitors at the site
and attract repeat visitors. People spend more time at a sticky Web site and are thus
exposed to more advertising.

The second problem is that very few Web sites have sufficient numbers of visitors to
interest large advertisers. Most successful advertising on the Web is targeted to very spe-
cific groups. The set of characteristics that marketers use to group visitors is called
demographic information, which includes such things as address, age, gender, income level,
type of job held, hobbies, and religion. It can be difficult to determine whether a given Web
site is attracting a specific market segment unless that site collects demographic infor-
mation from its visitors—information that visitors are increasingly reluctant to provide
because of privacy concerns.

Web Portals

Few general-interest sites have generated sufficient traffic to be profitable based on adver-
tising revenue alone. The drop in advertising rates and spending that occurred between
2000 and 2002 created difficulties for even the largest advertising-supported sites. One of
the leading general-interest sites is Yahoo!, which was one of the first Web directories. A
Web directory is a listing of hyperlinks to Web pages. Because so many people use Yahoo!
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as a starting point for searching the Web, it has always attracted a large number of visitors.
This large number of visitors made it possible for Yahoo! to expand its Web directory into
one of the first portal sites. A portal or Web portal is a site that people use as a launch-
ing point to enter the Web (the word “portal” means “doorway”). A portal almost always
includes a Web directory and search engine, but it also includes other features that help visi-
tors find what they are looking for on the Web and thus make the Web more useful. Most
portals include features such as shopping directories, white pages and yellow pages search-
able databases, free e-mail, chat rooms, file storage services, games, and personal and
group calendar tools.

Because the Yahoo! portal’s search engine presents visitors’ search results on sepa-
rate pages, it can include advertising on each results page that is triggered by the terms in
the search. For example, when the Yahoo! search engine detects that a visitor has searched
on the term “new car deals,” it can place a Ford ad at the top of the search results page.
Ford is willing to pay more for this ad because it is directed only at visitors who have
expressed interest in new cars. This example demonstrates one attractive option for
identifying a target market audience without collecting demographic information from site
visitors. Unfortunately, only a few high-traffic sites are able to generate significant adver-
tising revenues this way.

Besides Yahoo!, the main portal sites using the advertising-supported revenue model
today are AOL, AltaVista, Excite, Google, Lycos, Netscape, and MSN. Smaller general-
interest sites, such as the Web directory refdesk.com, have had more difficulty attract-
ing advertisers than the larger search engine sites. This may change in the future as more
people use the Web. Another type of portal that may be able to earn a profit with smaller
numbers of visitors is the portal that offers items of interest to a specialized interest group.
The technology portal C-NET is one example of this type of portal. You will learn more
about portal strategies in Chapter 6.

Newspaper Publishers

Many newspapers publish all or part of their print content on the Web. The Internet
Public Library Online Newspapers page includes links to hundreds of newspaper sites
around the world. It is unclear whether a newspaper’s presence on the Web helps or hurts
the newspaper’s business as a whole. Although it provides greater exposure for the news-
paper’s name and a larger audience for advertising that the paper carries, it also can take
away sales from the print edition. Like retailers or distributors whose online sales lead to
the loss of their brick-and-mortar sales, publishers also experience sales losses as a result of
online distribution. Newspapers and other publishers worry about these sales losses
because they are very difficult to measure. Some publishers have conducted surveys in
which they ask people whether they do not buy the newspaper because the content they
want to see is available online, but the results of such surveys are not very reliable.

In addition to the concern about lost sales of print editions, most newspaper publish-
ers have found that the cost of operating their Web sites cannot be covered by the rev-
enue they generate from selling advertising on the sites. Thus, many newspaper publishers
are currently experimenting with various other ways of generating revenue from their Web
sites. You will learn about these alternative revenue models later in this chapter. Because
newspapers are now using several different online revenue models, you will see newspa-
pers mentioned in the discussions of several different revenue models.
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Targeted Classified Advertising Sites

Although attempts to create general-interest Web sites that generate sufficient advertising
revenue to be profitable have met with mixed results, sites that target niche markets have
been more successful. For newspapers, classified advertising is very profitable; thus, Web
sites that specialize in providing only classified advertising do have profit potential. This
is especially true if they can reach a narrow target market and charge higher rates because
the advertising reaches the right audience.

One implementation of the advertising-supported revenue model that is successful is
Web employment advertising. Industry analysts estimate that online recruiting site rev-
enues will exceed $80 billion by 2007. Companies such as CareerBuilder.com offer inter-
national distribution of employment ads. As the number of people using the Web increases,
these businesses will be able to move beyond their current focus on technology and higher-
level jobs and include advertising for all kinds of positions. These sites can use the same
approach that Web directories and search engine sites use to offer advertisers target
markets. When a visitor specifies an interest in, for example, engineering jobs in Dallas,
the results page can include a targeted banner ad for which an advertiser will pay more
because it is directed at a specific segment of the audience.

Employment ad sites can also target specific categories of job seekers by including short
articles on topics of interest. These articles increase the site’s stickiness and attract people
who are not necessarily looking for a job. This is a good tactic because people who are
not looking for a job are often the candidates most highly sought by employers. The
Monster.com page directed at management-level job applicants (as distinguished from
entry-level job applicants or executive-level job applicants) appears in Figure 3-5. This
page offers links to articles, reports, a message board, and chat sessions that might inter-
est a mid-career manager. It also offers a subscription to a newsletter for managers.

Another type of classified advertising Web site that can generate sufficient revenue to
be profitable is the used vehicle site. Trader Publishing has printed advertising newspa-
pers for many years and now operates the AutoTrader.com, CycleTrader.com, and
BoatTrader.com sites. These sites accept paid advertising from individuals and compa-
nies that want to sell cars, motorcycles, and boats. Trader Publishing charges a fee for each
listing and gives the seller the option of running the ad on the Web site only or on the Web
and in the print version of the advertising newspaper. If the product has a dedicated fol-
lowing, this type of site can be successful by catering to small audiences. For example, the
VetteFinders site sells classified ads for Corvette automobiles only.

Any product that is likely to be useful after the original buyer uses it provides the poten-
tial for a classified advertising site. People who want to sell used musical instruments can
place ads on the Musicians Buy-Line site. Comic book collectors will find classified ads
directed to them at ComicLink.com. Golfers who have given up the game or moved on to
better clubs can place classified ads for their old equipment on The Golf Classifieds.
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FIGURE 3-5 Monster.com page for management-level job candidates
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Advertising-Subscription Mixed Revenue Models
In an advertising-subscription mixed revenue model, which has been used for many years
by traditional print newspapers and magazines, subscribers pay a fee and accept some level
of advertising. On Web sites that use the advertising-subscription revenue model, sub-
scribers are typically subjected to much less advertising than they are on advertising-
supported sites. Firms have had varying levels of success in applying this model and a
number of companies have moved to or from this model over their lifetimes.

Two of the world’s most distinguished newspapers, The New York Times and The Wall
Street Journal, use a mixed advertising-subscription model. The New York Times ver-
sion is mostly advertising supported, but the newspaper has experimented in recent years
with charging fees for access to various parts of its site. In 2005, The New York Times began
charging a fee for access to its Op Ed and news columns. The newspaper also charges for
access to its premium crossword puzzle pages. The New York Times also provides a search-
able archive of articles dating back to 1996 and charges a small fee for viewing any article
older than one week. The Wall Street Journal’s mixed model is weighted more heavily to
subscription revenue. The site allows nonsubscriber visitors to view the classified ads and
certain stories from the newspaper, but most of the content is reserved for subscribers who
pay an annual fee for access to the site. Visitors who already subscribe to the print edi-
tion are offered a reduced rate on subscriptions to the online edition.

Note that both of these newspapers use one version of this revenue model for their print
editions and another version for their online editions. More and more newspapers and
magazines are finding that they need to use different revenue models for their print and
online editions.

Some newspapers, including The Washington Post and the Los Angeles Times, use
another variation of the mixed revenue model. These newspapers do not charge any sub-
scription fees for access to their Web sites. Instead, they offer current stories free of charge
on their Web sites, but require visitors to pay for articles retrieved from their archives. The
Los Angeles Times did charge for access to its entertainment listings and reviews for a
time, but it ended that experiment in 2005. In general, newspaper sites today are relying
on advertising to provide revenue. Although Web site advertising revenue is less than 3 per-
cent of total revenue for most newspapers, it is growing steadily.

Business Week offers yet another variation on the mixed model theme. It offers some
free content at its Business Week online site, but requires visitors to buy a subscrip-
tion to the Business Week print magazine if they want to gain access to the entire site. Sub-
scribers who want to read archived articles that are more than five years old are levied an
additional charge per article. Business Week does place content in the subscriber sec-
tion of its Web site before the magazine appears on the newsstands or is delivered to
subscribers.

Sports fans visit the ESPN site for all types of sports-related information. Leveraging
its brand name from its cable television businesses, ESPN is one of the most visited sites on
the Web. It sells advertising and offers a vast amount of free information, but die-hard fans
can subscribe to its Insider service to obtain access to even more sports information.
Thus, ESPN uses a mixed model that includes advertising and subscription revenue, but
it only collects the subscription revenue from Insider subscribers, who make up only a small
portion of site visitors.
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Consumers Union, the publisher of product evaluations and ratings monthly maga-
zine Consumer Reports, operates a Web site, ConsumerReports.org, that relies heavily on
subscriptions. Consumers Union is a not-for-profit organization that does not accept adver-
tising as a matter of policy because it might appear to influence its research results. Thus,
the site is supported by a combination of subscriptions and a small amount of charitable
donations. The Web site does offer some free information as a way to attract subscrib-
ers and fulfill its organizational mission of encouraging improvements in product safety.

Fee-for-Transaction Revenue Models
In the fee-for-transaction revenue model, businesses offer services for which they charge
a fee that is based on the number or size of transactions they process. Some of these ser-
vices lend themselves well to operating on the Web. To the extent that companies can offer
Web site visitors the information they need about the transaction, companies can offer
much of the personal service formerly provided by human agents. If customers are willing
to enter transaction information into Web site forms, these sites can provide options and
execute transactions much less expensively than traditional transaction service providers.
The removal of an intermediary, such as a human agent, from a value chain is called
disintermediation. The introduction of a new intermediary, such as a fee-for-transaction
Web site, into a value chain is called reintermediation.

Travel Agents

Travel agents earn commissions on each airplane ticket, hotel reservation, auto rental, or
vacation that they book. These commissions are paid to the travel agent by the transpor-
tation or lodging provider. The travel agency revenue model involves receiving a fee for
facilitating a transaction. The value added by a travel agent is that of information consoli-
dation and filtering. A good travel agent knows many things about the traveler’s destina-
tion and knows enough about the traveler to select the information elements that are
useful and valuable to the traveler. Computers, particularly computers networked to large
databases, are very good at information consolidation and filtering. In fact, travel agents
have used networked computers, such as the Sabre system, for many years to make reser-
vations for their customers.

When the Internet emerged as a new way to network computers and then became avail-
able to commercial users, a number of online travel agencies began doing business on the
Web. Existing travel agencies did not, in general, rush to the new medium. They believed
that the key value they added, personal customer service, could not be replaced with a Web
site. Therefore, the first Web-based travel agencies were new entrants. One of these sites,
Travelocity, is based on the same Sabre system that traditional travel agents use. (Trav-
elocity is also owned by Sabre.)

Microsoft also established a position in the online travel agency business with its
Expedia subsidiary. Travelocity, Expedia, Hotels.com, and Hotel Discount Reservations
are regularly listed among the top electronic commerce sites in surveys and industry ana-
lyst rankings. All four are profitable. In 2001, a consortium of five major U.S. airlines
(American, Continental, Delta, Northwest, and United) launched a new Web travel site,
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Orbitz. A number of consumer groups and the attorneys general of 20 states expressed con-
cern over possible antitrust issues that could arise with a site such as Orbitz, which is spon-
sored by competing airlines. For example, Orbitz offers a monetary incentive to airlines
that agree to offer Orbitz customers their lowest fares at all times. That means that the air-
line cannot offer a special low fare on its own Web site (or on another site such as Trav-
elocity or Expedia) unless it also makes that fare available through Orbitz. The site launch
was met with mixed reviews in surveys and criticism from industry analysts. The site
encountered some technical difficulties; however, the site did immediately generate signifi-
cant amounts of visitor traffic. Within a year, Orbitz had become one of the three most vis-
ited travel sites on the Web. The Orbitz home page appears in Figure 3-6.

In addition to earning commissions from the transportation and lodging providers,
these sites generate advertising revenue from ads placed on travel information pages. These

FIGURE 3-6 Orbitz home page
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ads are similar to those on search engine results pages because advertisers can target them
without obtaining demographic details about the site visitor. For example, if you are book-
ing a flight to Chicago, the page that lists airline ticket options may also carry a banner
ad for a hotel in Chicago or a car rental company that is running a promotion in the Chi-
cago area.

Many traditional travel agents are finding themselves squeezed out of the business
today. Airlines are reducing or even eliminating the commissions they pay to travel agents
on each ticket. Many travel agents (including the online travel sites) now charge their cus-
tomers a flat fee for processing a ticket on an airline that has reduced or eliminated the
fees it pays to travel agents.

Although these changes have hurt all travel agents, some industry observers believe
that the large online travel agencies will have a better chance of surviving any shakeout that
occurs in the business. Other industry observers note that smaller traditional travel agents
often specialize in cruises or finding specialized hotel accommodations. Both cruise lines
and hotels still view travel agents as an important part of their selling strategy and con-
tinue to pay reasonable commissions to travel agents on the sales that they make.

Some travel agents have been successful by following a reintermediation strategy with
a focus on specific groups of travelers. These travel agents identify a group of travelers with
specific needs and create travel packages designed for that group. For example, surf vaca-
tions have become increasingly popular in recent years. The stereotypical surfer of years
gone by (a young unemployed male) has been replaced by a much broader demographic.
Today’s surfers often have significant financial resources and enjoy surfing in exotic
locations. Web sites such as WaveHunters.com and WannaSurf have followed a reinter-
mediation strategy and cater to this highly specialized market in ways that generalist travel
agents have not.

Automobile Sales

Auto dealers buy cars from the manufacturer and sell them to consumers. They provide
showrooms and salespeople to help customers learn about product features, arrange financ-
ing, and make a purchase decision. Most auto dealers negotiate the prices at which they
sell their cars; thus, the salesperson’s job also includes extracting the highest possible price
from the consumer. Many people do not like negotiating car prices, especially if they have
taken the time to learn about car features, arrange financing, and are ready to pur-
chase a car without further assistance from a salesperson.

As you learned in Chapter 1, Autobytel and other firms offer knowledgeable consum-
ers an option that removes the salesperson from the process. Autobytel and similar firms,
such as MSN Autos and CarsDirect.com, provide an information service to car buyers.
Each of these firms implements the fee-for-transaction revenue model in a slightly differ-
ent way. For example, CarsDirect.com offers customers the ability to select a specific car
(model, color, options) at a price it determines. CarsDirect.com then finds a local dealer
that has such a car and is willing to sell it for the CarsDirect.com price. Alternatively,
Autoweb.com and Autobytel locate dealers in the buyer’s area that are willing to sell the
car specified by the buyer (including make, model, options, and color) for a small pre-
mium over the dealer’s nominal cost. The buyer can purchase the car from the dealer
without negotiating with a salesperson. Autobytel and Autoweb.com charge participating
dealers a fee for this service. In effect, firms such as Autobytel, Autoweb.com, and

36865_03 1/26/2006 12:53:36 Page 124

Chapter 3

124



CarsDirect.com are taking the salesperson out of the value chain. To the extent that the
salesperson provides little or no value to the consumer, these firms are reducing the trans-
action costs in the process. The car salesperson is disintermediated and the Web site
becomes the new intermediary in the transaction, which is an example of reintermediation.

Stockbrokers

Stock brokerage firms also use a fee-for-transaction model. They charge their customers a
commission for each trade executed. In the past, stockbrokers offered investment advice
and made specific buy and sell recommendations to customers. They did not charge for this
advice, but they did charge relatively high commissions on the trades they handled for
their customers. After the U.S. government deregulated the securities trading business in
the early 1970s, a number of discount brokers opened. These discount brokers distin-
guished themselves from the established “full-line” brokerage houses by not offering any
investment advice and charging very low commissions. Because the full-line brokers had
failed to provide value to some of their customers, those customers were very happy to
move their business to the discount brokers.

The Web made it possible for firms such as E*TRADE and Datek (later purchased by
Ameritrade) to offer investment advice (posted on Web pages) similar to that offered by a
full-line broker, without incurring many of the costs of distributing the advice (such as
stockbroker salaries, overhead, and the costs of printing and mailing newsletters). Web-
based brokerage firms could also offer fast execution of trades that customers entered
into Web page forms. Thus, in the 1990s, discount brokers who had taken business away
from full-line brokers for 15 years faced new competition from online firms. Of course, the
full-line brokers found that they were losing business to both the discount brokers and the
online brokers. In response, both discount brokers (such as Charles Schwab and
Ameritrade) and full-line brokers (such as Merrill Lynch and Smith Barney) opened new
stock trading and information Web sites.

The online brokers are offering customers the same kind of transaction cost reduc-
tions as the online auto buying sites. Stockbrokers are finding themselves disintermedi-
ated in the same way as car salespeople. Online brokers are offering an alternative
service that has greater perceived value for many investors today.

Insurance Brokers

Other sales agency businesses are moving to the Web. Although insurance companies them-
selves were slow to offer policies and investments for sale on the Web, a number of inter-
mediaries that sell insurance policies from a variety of companies have been online since
the early days of the Web. Quotesmith, which began business in 1984 as a policy-quoting
service for independent insurance brokers, decided in 1996 to offer its policy price quotes
directly to the public over the Internet. By quoting policies and accepting applications
directly, Quotesmith is disintermediating the independent insurance agents with whom
it formerly worked. Quotesmith operates the Insure.com Web site, which appears in
Figure 3-7.

Other Web sites that offer insurance policy information, comparisons, and sales include
InsWeb, Answer Financial, Insurance.com, and YouDecide.com, which was created by
the human resources software development company ProAct Technologies. In response
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to the appearance of independent Web sites that offered customers a way to compare prices
from various insurance companies, Progressive Insurance decided to offer quotes on its
Web site with an interesting twist. The company provides quotes for its insurance prod-
ucts and also for its competitors’ products. If a site visitor finds that one of the competi-
tor’s products is less expensive, Progressive provides a link to that company’s site so site
visitors can buy their insurance elsewhere. Progressive has always promoted itself as offer-
ing the lowest-priced insurance, and this is a way that the company reinforces its image. If
it cannot offer the lowest price, the company invites potential customers to buy elsewhere.
Progressive’s well-advertised strategy encourages many insurance shoppers to visit the
Progressive site instead of an independent comparison site. Today, many major insurance
companies, such as Allstate, GEICO, and State Farm Insurance, offer information or
policies for sale on their Web sites.

Event Tickets

Obtaining tickets for concerts, shows, and sporting events can be a challenge. Some ven-
ues only offer tickets for sale at their own box offices, and others sell tickets through ticket
agencies that can be difficult for patrons to find. The Web offers event promoters an abil-
ity to sell tickets from one virtual location to customers practically anywhere in the
world. Traditional ticket agencies such as Ticketmaster have opened shop online. Other
companies, such as Tickets.com and TicketWeb, also offer a wide variety of tickets for

tabs link to
information
about
specific
types of
insurance
policies

Copyright © 1984-2005 Quotesmith.com

FIGURE 3-7 Quotesmith’s Insure.com Web site
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events in many different locations. In addition to original sale of tickets, the Web has offered
opportunities for those who deal in secondary market tickets (tickets that have already
been sold by the event’s producer and that are being offered for resale to other persons).
Companies such as StubHub and TicketsNow operate as brokers to connect owners of
tickets with buyers in this market. All of these electronic commerce initiatives reduce trans-
action costs for both buyers and sellers of tickets.

Real Estate and Mortgage Loan Brokers

Other fee-for-transaction businesses are also starting to open electronic commerce Web
sites, including real estate brokers and mortgage loan brokers. Online real estate brokers
provide all of the services that a traditional broker might provide—except that online
brokers provide these services through their Web sites. Leading real estate sites include Web
pioneers eRealty and zipRealty.com. Industry observers agree that these new online bro-
kers do a much better job selling on the Web than traditional real estate brokers that
have opened Web sites, such as Coldwell Banker and Prudential. The industry’s trade asso-
ciation, the National Association of Realtors, sponsors a Web site, Realtor.com, that car-
ries ads for houses listed by its member companies.

IndyMac Bank Home Lending offers mortgage loan seekers an online credit review
and decision in minutes. Approved customers can then print an approval letter from their
own computers and take it with them the same day to shop for a new house. This rapid
decision-making ability and other customer service features have helped IndyMac become
a leading mortgage banker successfully integrating the Internet into its business, funding
more than $12 billion in home loans each year. Other successful mortgage brokers on the
Web include Ditech and E-LOAN. These sites often provide helpful features such as the
IndyMac Bank Quick Pricer, a loan payment calculator that appears in Figure 3-8.

Online Banking and Financial Services

Because financial services do not involve a physical product, they are easy to offer on the
Web. The greatest concerns that most people have when they consider moving their finan-
cial transactions to the Web are security and the reliability of the financial institution—the
same concerns that exist in the physical world. However, on the Web, it is much more dif-
ficult for a firm to establish its reputation for security and trust than it is in the physi-
cal world, where massive buildings and clearly visible room-sized safes can help create the
necessary image. Many people who are willing to buy products and services online are
unwilling to trust a Web site for their banking services. Fewer than 15 percent of all people
who have made a purchase online also conduct their banking business online. You will
learn more about the security of Web payments and other Internet financial transactions in
Chapter 11.

Some existing banks opened online “branches” that carry the identification and
reputation of the physical world bank’s brand (such as Citibank’s Citibank Online). Other
firms started online banks that are not affiliated with an existing bank (such as the First
Internet Bank of Indiana). Bank One opened an online bank under the name Wingspan in
1999. Bank One’s expressed intent at the time was to present Wingspan as a new and sepa-
rate entity, in the spirit of the dot-com boom that was then under way. After operating
Wingspan separately for about two years, Bank One decided to close Wingspan and merge
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it with the BankOne.com site. Industry observers today agree that an online bank can ben-
efit from using the name of an established traditional bank to help create its reputation and
provide customers with a sense of trustworthiness.

Online banks handle only a tiny portion of the world’s financial transactions today, but
as the reputation and reliability of online banks grow, more customers will accept them as
a good way to conduct their banking business. Banks are interested in serving their cus-
tomers online because it costs the bank less to provide services to a customer online than
to provide services through a personal interaction with bank employees in a branch office.
In addition to customers’ concerns about trust and security online, two other significant bar-
riers are preventing a more rapid rate of growth in the online banking business: a lack of
bill presentment features and a lack of account aggregation tools.

customer enters loan
information here

loan options
appear here

FIGURE 3-8 IndyMac mortgage loan pricing tool
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Today’s online banks give customers a way to pay their bills electronically, but the cus-
tomers still receive most of the bills in the mail. Unfortunately, most people must visit a dif-
ferent Web site to view each online bill. As online banks add bill presentment features
that allow their customers to view all of their bills on the bank’s Web site (and pay each of
them with a single click), those banks will find more customers willing to do their bank-
ing on the Web.

Another important feature that few online banks currently offer is account aggregation,
which is the ability to obtain bank, investment, loan, and other financial account informa-
tion from multiple Web sites and display it all in one location at the bank’s Web site. Many
of a bank’s best customers have credit card, loan, investment, and brokerage accounts with
multiple financial institutions. Having all of this information in one place would be very
useful for these customers. Another service that banks offer online is bill presentment. A bill
presentment service provides an electronic version of an invoice or billing statement (such
as a credit card bill or a mobile phone services statement) with all of the details that
would appear in the printed document. Although some banks have created their own
account aggregation and bill presentment software, companies such as Yodlee sell these ser-
vices to banks and to nonbank sites such as MSN Money.

Online Music

The recording industry has been slow to embrace online distribution of music because audio
files are digital products that can be easily copied once purchased. The digital copies are
perfect and thus can seriously impair future sales of the original audio file. The demand for
music files was so great that many otherwise law-abiding persons made copies of music and
shared it online with others, which in most cases is illegal. As you will learn in Chapter 7,
recording companies fought this illegal sharing of music files by suing some of the people who
shared files and the Web sites that facilitated their sharing activity. Although the recording
companies still file lawsuits, they have also finally decided that they should capture some of
the market for music files by selling their audio tracks online.

The major online music stores include Apple’s iTunes, Microsoft’s MSN Music,
Napster, RealPlayer Music Store, Sony’s Connect, Yahoo! Music and Walmart.com
Music Downloads. These sites sell single songs (tracks) for less than a dollar each and
sell albums at various prices (most are between $10 and $14). Although some sites offer sub-
scription plans, most of the sales revenue on these sites is generated using the fee-for-
transaction model.

The online music market is complicated because each store does not offer all of the
music that is available in digital format and because each store tries to promote its own
music file format. Artists and recording companies sometimes only offer their music
through one store and some refuse to offer their music online at all. By promoting its own
file format, each store is trying to force music consumers to use their store exclusively.
Each store also requires the buyer to download and install software that manages the num-
ber of copies that can be made of each audio file. This does not prevent illegal copying, but
it does make it somewhat more difficult and the sellers hope that the extra effort required
will discourage some of this copying. However, each store has different rules about how
many copies are permitted and on which devices the files can be played. Consumers,
especially those who buy music from more than one store, might find these varying restric-
tions to be confusing.
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The current online music market is an interesting example of an industry that has failed
to embrace the network effect it could gain by adopting one standard file format (or a set
of compatible file formats). By trying to gain an advantage in the market, each com-
pany is inadvertently limiting the growth of the overall market. Some stores (such as
Calabash Music, eMusic.com, and Smithsonian Global Sound) do sell audio files in a
generally compatible file format with no copying restrictions. However, the music sold
on these sites is not produced by the major recording companies. It will be interesting to
watch the online music market evolve over the next few years.

Fee-for-Service Revenue Models
Companies are offering an increasing variety of services on the Web for which they charge
a fee. These are neither broker services nor services for which the charge is based on the
number or size of transactions processed. The fee is based on the value of the service
provided. These fee-for-service revenue models range from games and entertainment to
financial advice and the professional services of accountants, lawyers, and physicians.

Online Games

Computer and video games are a huge industry. In the United States alone, more than
$10 billion per year is spent on these types of games. An increasing portion of that rev-
enue is generated online. Although many sites that offer games relied on advertising rev-
enue in the past, a growing number now include premium games in their offerings. Site
visitors must pay to play these premium games, either by buying and downloading soft-
ware to install on their computers, or by paying a subscription fee to enter the premium
games area on the site. Microsoft’s MSN Games by Zone.com, Sony’s Station.com, Real-
Networks’ RealArcade, and Electronic Arts are among the leading game sites that include
subscription game services. For example, Sony’s EverQuest adventure game draws more
than 400,000 players who have purchased a $40 software package and pay $10 per month
to continue playing the game. Most of the game sites charge a monthly subscription of
between $5 and $20 for access to all their fee-based games offerings. The Entertainment
Software Association is an industry group that tracks computer and video game use. Its
Web site includes a number of interesting statistics about computer game sales and demo-
graphics of game players. For example, more than 40 percent of frequent computer game
players are over the age of 35!

Concerts and Films

As more households obtain broadband access to the Internet, an increasing number of com-
panies provide streaming video of concerts and films to paying subscribers. With a rev-
enue model patterned after cable television companies, Intertainer began selling
subscriptions for delivery of video content to computers and other devices through cable
modem and DSL connections in 1999. Intertainer had built its business to more than
140,000 subscribers in 2002 when it closed and filed a lawsuit against several major media
companies alleging that they were illegally controlling the market. Despite the ongoing law-
suit, MGM Studios, Paramount Pictures, Sony Pictures Entertainment, Universal Studios,
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and Warner Brothers Studios formed a joint venture to build the Movielink site. Mov-
ielink offers downloadable movies drawn from the content owned by the joint venture part-
ners and licensed from other content owners such as Walt Disney Pictures and Miramax.
Movielink sells a 24-hour window of access to the downloaded movies for a $2 to $5 fee.
RealNetwork’s RealOne SuperPass subscription includes sporting events, music videos,
comedy, and other entertainment offerings for $13 per month.

The main technological limitation these companies face is that each additional cus-
tomer who downloads a video stream requires that the provider purchase additional band-
width from its ISP. Television broadcasters, on the other hand, need only pay the fixed cost
of a transmitter—the airwaves are free and carry the transmission to an unlimited num-
ber of viewers at no additional cost. In contrast, as the number of an Internet-based pro-
vider’s subscribers increases, the cost of the provider’s Internet connection increases.
However, if these Web entertainment companies can charge a high enough monthly fee,
they should be able to cover the additional costs of technology upgrades and still make a
profit.

Professional Services

State laws have been one of the main forces preventing U.S. professionals (such as physi-
cians, lawyers, accountants, and engineers) from extending their practices to the Web.
Since most professionals are licensed by individual states, state laws can effectively pre-
vent them from practicing their professions on the Web because their patients or cli-
ents could be located in other states. If they were to offer their services over the Web,
professionals could be charged with unlicensed practice in those other states. State laws that
address the location of services are vague—it is difficult to determine where a service pro-
vided over the Internet actually occurred. This uncertainty arises because most state
professional practice laws were written long before the Internet existed.

Although some medical, legal, and other professional practices are using online ser-
vices such as MyDocOnline to allow patients to make appointments, most practices are
reluctant to do even that limited amount of business activity on the Web. The major con-
cern expressed by physicians regards the protection of patients’ privacy. Until the Web is
perceived as more secure, most people will continue to be reluctant to make medical
appointments, or even refill prescriptions, on the Web.

The Law on the Web site offers legal consultations on a variety of matters for resi-
dents of the United Kingdom. Accounting professionals in the United States can be located
through the CPA Directory, and a number of legal referral sites can direct site visitors to
local attorneys. Although a number of Web sites such as RealAge, Dr. Andrew Weil’s Self
Healing, pain.com, and WebMD (shown in Figure 3-9) offer general health information,
physicians and other health care professionals have been reluctant to sell specific advice to
specific patients over the Internet. The difficulty of diagnosing medical problems with-
out a physical examination of the patient is a significant barrier to providing many types of
health care services on the Web.
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R E V E N U E M O D E L S I N T R A N S I T I O N

Many companies have gone through transitions in their revenue models as they learn how
to do business successfully on the Web. As more people use the Web to buy goods and ser-
vices, and as the behavior of those Web users changes, companies often find that they must
change their revenue models to meet the needs of those new and changing Web users.
Some companies created electronic commerce Web sites that needed many years to grow
large enough to become profitable. This is not unusual; both CNN and ESPN took more
than 10 years to become profitable and they had both created new businesses in televi-
sion, which was an existing and well-established medium. After the investment commu-
nity became reluctant to continue funding most Web businesses in 2000, many Web
companies that were counting on additional investments to support them during their
unprofitable growth phases were forced to either change their revenue models or go out of
business.

This section describes the revenue model transitions undertaken by five different com-
panies as they gained experience in the online world and faced the changes that occurred
in that world. As the world embarks on the second wave of electronic commerce, these

FIGURE 3-9 WebMD home page
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and other companies might well face the need to make further adjustments to their rev-
enue models.

Subscription to Advertising-Supported Model
Microsoft founded its Slate magazine Web site as an upscale news and current events
publication. Because Slate included experienced writers and editors on its staff, many
people expected the online magazine to be a success. Microsoft believed that the maga-
zine had a high value, too. At a time when most online magazines (also called e-zines, or
electronic magazines) were using an advertising-supported revenue model, Slate began
charging an annual subscription fee after a limited free introductory period.

Although Slate drew a wide readership and received acclaim for its incisive reporting
and excellent writing, it was unable to draw a sufficient number of paid subscribers. At its
peak, Slate had about 27,000 subscribers generating annual revenue of $500,000, which was
far less than the cost of creating the content and maintaining the Web site. Slate is now
operated as an advertising-supported site. Because it is a part of Microsoft, Slate does not
report its own profit numbers, but most industry observers believe that the site does not
earn a profit. Microsoft maintains the Slate site as part of its MSN portal, so it is likely that
Slate increases the stickiness of the portal.

Advertising-Supported to Advertising-Subscription Mixed Model
Another upscale online magazine, Salon.com, which has also received acclaim for its
innovative content, has moved its revenue model in the direction opposite to Slate’s
transition. After operating for several years as an advertising-supported site, Salon.com
now offers an optional subscription version of its site. The subscription offering was moti-
vated by the company’s inability to raise the additional money from investors that it
needed to continue operations.

Subscribers pay $30 per year to view a version of the magazine called Salon
Premium, which is free of advertising and can be downloaded for storage and later offline
reading on the subscriber’s computer. Premium subscribers also gain access to addi-
tional content such as downloadable music, e-books, and audio books.

Advertising-Supported to Fee-for-Services Model
Xdrive Technologies opened its original advertising-supported Web site in 1999. Xdrive
offered free disk storage space online to users. The users saw advertising on each page and
had to provide personal information that allowed Xdrive to send targeted e-mail advertis-
ing to them. Its offering was very attractive to Web users who had begun to accumulate
large files, such as MP3 music files, and wanted to access those files from several comput-
ers in different locations.

After two years of offering free disk storage space, Xdrive found that it was unable to
pay the costs of providing the service with the advertising revenue it had been able to
generate. It switched to a subscription-supported model and began selling the service to
business users as well as individuals. The amount of the monthly subscription is based on
the amount of disk space reserved for the user. In recent years, disk drive costs have been
dropping and Xdrive has frequently adjusted its monthly fee downward. Currently, Xdrive
offers 5 GB of storage for about $10 per month. Other companies, such as IBackup and
Kela have followed Xdrive’s lead in offering online storage for a monthly fee.
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Advertising-Supported to Subscription Model
Northern Light was founded in August 1997 as a search engine with a twist. In addition
to searching the Web, it searched its own database of journal articles and other publica-
tions to which it had acquired reproduction rights. When a user ran a search, Northern
Light returned a results page that included links to Web sites and abstracts of the items in
its own database. Users could then follow the links to Web sites, which were free, or pur-
chase access to the database items.

Thus, Northern Light’s revenue model was a combination of the advertising-supported
model used by most other Web search engines plus a fee-based information access ser-
vice, similar to the subscription services offered by ProQuest and EBSCO that you learned
about earlier in this chapter. The difference in the Northern Light model was that users
could pay for just one or two articles (the cost was typically $1–$5 per article) instead of pay-
ing a large amount of money for unlimited access to its database on an annual subscrip-
tion basis. Northern Light also offered subscription access to most of its database to
companies, schools, and libraries, however.

In January 2002, Northern Light decided that the advertising revenue it was earning
from the ads it sold on search results pages was insufficient to justify continuing to offer that
service. It stopped offering public access to its search engine and converted to a new rev-
enue model that was primarily subscription supported. Northern Light’s main revenue
source in its new model is from annual subscriptions to large corporate clients. It still offers
an individual account option, however. A person interested in having the ability to search
the Northern Light database can open an account, supply a credit card number, and be
billed monthly for the articles accessed.

Multiple Transitions
Encyclopædia Britannica is an excellent example of a company that transferred its exist-
ing reputation for high quality to the Web. Encyclopædia Britannica has developed one of
the most respected brand names in research and education over its many years in print
publishing. It is particularly interesting that Encyclopædia Britannica began in 1768 as a
sort of precomputer-age frequently asked questions (FAQ) list. A group of academics col-
lected notes they had made while conducting research and decided to publish them as a
series of articles.

Encyclopædia Britannica began its online expansion with two Web-based offerings. The
Britannica Internet Guide was a free Web navigation aid that classified and rated
information-laden Web sites. It featured reviews written by Britannica editors who also
selected and indexed the sites. The company’s other Web site, Encyclopædia Britannica
Online, was available for a subscription fee or as part of the Encyclopædia Britannica CD
package. Britannica used the free site to attract users to the paid subscription site.
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In 1999, disappointed by low subscription sales, Britannica converted to a free,
advertiser-supported site. The first day the new site, Britannica.com, became available at
no cost to the public, it had more than 15 million visitors, forcing Britannica to shut down
for two weeks to upgrade its servers.

The Britannica.com site then offered the full content of the print edition in search-
able form, plus access to the Merriam-Webster’s Collegiate Dictionary and the Britannica
Book of the Year. One of the most successful aspects of the site was the way it integrated
the Britannica Internet Guide Web-rating service with its print content. The Britannica
Store sold the CD version of the encyclopedia along with other educational and scien-
tific products to help generate revenue.

After two years of trying to generate a profit using this advertising-supported model, Bri-
tannica faced declining advertising revenues. In 2001, Britannica returned to a mixed
model in which it offered free summaries of encyclopedia articles and free access to the
Merriam-Webster’s Collegiate Dictionary on the Web, with the full text of the encyclope-
dia available for a subscription fee of $50 per year or $5 per month.

Britannica has gone from being a print publisher to a seller of information on the Web
to an advertising-supported Web site to a mixed advertising subscription model—three
major revenue model transitions—in just a few short years. The main value that Britan-
nica has to sell is its reputation and the expertise of its editors, contributors, and
advisors. For now, Britannica has decided that the best way to capitalize on that reputa-
tion and expertise is through a combined format of subscriptions and advertising support.
Figure 3-10 shows the Britannica search page available to subscribers. The clean look of
the advertising-free page is noticeable. The page offers direct links to all of Britannica’s
subscriber-only services.
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R E V E N U E S T R A T E G Y I S S U E S

In the first part of this chapter, you learned about the revenue models that companies are using
on the Web today. In this section, you will learn about some issues that arise when compa-
nies implement those models. You will also learn how companies deal with those issues.

FIGURE 3-10 Britannica paid subscriber search page
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Channel Conflict and Cannibalization
Companies that have existing sales outlets and distribution networks often worry that their
Web sites will take away sales from those outlets and networks. For example, Levi Strauss
& Company sells its Levi’s jeans and other clothing products through department stores
and other retail outlets. The company began selling jeans to consumers on its Web site in
mid-1998. Many of the department stores and retail outlets that had been selling Levi’s
products for many years complained to the company that the Web site was now compet-
ing with them. In January 2000, Levi Strauss decided to stop selling products on its own
Web site.

Such a channel conflict can occur whenever sales activities on a company’s Web site
interfere with its existing sales outlets. The problem is also called cannibalization because
the Web site’s sales consume sales that would be made in the company’s other sales
channels. The Levi’s Web site now provides product information, but directs customers
who want to buy its products to online stores that carry those products. Levi’s product pages
also include links that lead to a store finder page, so that customers who want to shop for
Levi’s products in a physical store can find stores near them.

Maytag, the manufacturer of home appliances, found itself in the same position as Levi
Strauss. It created a Web site that allowed customers to order directly from Maytag. After
less than two years of operating its direct sales outlet and receiving many complaints
from its authorized distributors and resellers, Maytag decided to incorporate online part-
ners into its Web site store design. Now, after searching and gathering information about
specific products from the Maytag Web site, a customer can select a retailer who will
deliver and install the appliance. These retail store partners are authorized Maytag
distributors. The customer can complete the transaction on the Maytag site or can
choose to complete the transaction on the retailer’s site.

Both Levi’s and Maytag faced channel conflict and cannibalization issues with their
retail distribution partners. Their established retailers sold many times the dollar volume
than either company could ever hope to sell on their own Web sites. Thus, to avoid anger-
ing their retailers, who could always sell competing products, both Levi’s and Maytag
decided that it would be best to work with their retail partners. Similar issues can also
arise within a company if that company has established sales channels that would com-
pete with direct sales on the company’s Web site.

Eddie Bauer, a retailer of clothing and outdoor gear, was selling through a catalog and
retail stores located primarily in major shopping malls when it decided to begin selling
products on its Web site. The company believed that it could make online sales more attrac-
tive by allowing customers to return unwanted products that they had purchased online
at the retail store locations. The managers of these stores were concerned about the time
it would take for their sales associates to process these returns and about having to add the
items to their stores’ inventories. In a retail store operation, managing labor costs and inven-
tory are very important in achieving store profitability. The managers at the company’s
catalog division were also worried. They feared that sales through the Web site would can-
nibalize sales through the catalog.

By making adjustments in the managers’ compensation and bonus plans, Eddie Bauer
was able to convince all of the managers to support the Web site. The retail store manag-
ers were credited with an inventory and labor cost allowance for each Web site return they
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handled. The catalog division managers were given a credit for existing catalog customers
who purchased goods from the Web site. By giving their customers access to the compa-
ny’s products through a coordinated presence in all three distribution channels, Eddie Bauer
was able to increase overall sales to those customers. This type of solution is called channel
cooperation.

Strategic Alliances and Channel Distribution Management
When two or more companies join forces to undertake an activity over a long period of time,
they are said to create a strategic alliance. When companies form a strategic alliance, they
are operating in the network form of organization that you learned about in Chapter 1.
Companies form strategic alliances for many purposes. An increasing number of busi-
nesses are forming strategic alliances to sell on the Web. For example, the relationships that
Levi’s created with its retail partners by giving them space on the Levi’s Web site to sell
Levi’s products is an example of a strategic alliance.

Earlier in this chapter you learned about Yodlee, the account aggregation services pro-
vider, and the Web portal sites that offer these services to consumers. The relationship
between Yodlee and its portal site clients is another example of a strategic alliance. Yodlee
can concentrate on developing the technology and services while the Web portals pro-
vide the customers. Because account aggregation services increase the propensity of cus-
tomers to return to the site, they add to the portal sites’ stickiness. Thus, both parties
benefit from the strategic alliance.

As you learned earlier in this chapter, Amazon.com has added many product lines to
its original offering of books. In some cases, Amazon.com built these businesses from the
ground up. In other cases, it forged strategic alliances with existing firms. Amazon has
joined with Target to sell that discount retailer’s products on a Web site devoted to Tar-
get products. The Target site is housed within the Amazon.com site. Its partner in the tools
and hardware category is Tool Crib of the North. Amazon.com agreed to operate the
online sales function for Borders after that retailer decided it did not want to continue in
the online books and music business. Amazon.com has teamed up with CDnow to sell
music and video products on the Amazon.com Web site. Most of these alliances have worked
well for both parties, but not all have been fully satisfactory relationships. ToysRUs was
one of Amazon.com’s earliest strategic partners, but the two companies have sued each
other alleging violations of their strategic alliance agreement. Circuit City also had a stra-
tegic alliance with Amazon.com, but decided to end the arrangement after several years and
sell through its own site.

Another type of strategic alliance that industry observers expect to see taking place in
the near future is the joining of Web sites with channel distribution management
companies. Channel distribution managers, also called fulfillment managers or category
managers, are companies that take over responsibility for a particular product line within a
retail store. For example, the Handleman Company is a channel distribution manager that
has specialized in retail music sales for more than 50 years. Wal-Mart, Kmart, and other
large retailers have Handleman manage their inventories of music CDs in their physical
stores. Companies such as Handleman monitor inventory levels, order CDs, maintain
in-store product displays, and coordinate marketing and advertising of music CDs for their
partners.
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The idea behind this type of affiliation is that the channel distribution manager can
develop and maintain more knowledge about the specific product line, or category, than its
partners because it specializes in that product category. Even after taking its fee, which is
usually a percentage of the sales volume of the products it manages, the channel distri-
bution manager’s efforts can yield a greater profit for the retailer than if the retailer man-
aged the product category itself.

Handleman and other music product channel distribution managers such as Alliance
Entertainment have extended their businesses, offering assistance to online retailers. As
these companies offer Web site support in addition to their physical retailer management
programs, they compete with companies such as Amazon.com because they offer an alter-
native to the strategic alliance approach.

Mobile Commerce
In Chapter 2, you learned about a number of technologies that use wireless data trans-
mission technologies to link laptop computers, PDAs, cell phones, and other devices to the
Internet. Beginning in 1997, industry experts would predict each year that mobile com-
merce would present important growth opportunities for online businesses. Each year, those
experts have been wrong. Although people do obtain stock quotes, directions, weather fore-
casts, airline flight schedules, and other information on their cell phones and PDAs, few
companies have been successful in generating any significant revenues from the sale of this
information to consumers.

One exception is NTT’s DoCoMo I-Mode service, which is offered in Japan. DoCoMo
is a successful cell phone that people avidly use to send short messages, play games, and
obtain weather forecasts and other information. Many of these services are not free, and
NTT, which is a telephone company, charges by the minute for connect time to the Internet.
After several years of rapid growth, however, DoCoMo’s sales have flattened and NTT is
struggling to find new services to sell on the network to generate future revenue growth.

In the United States, AvantGo offers consumers several thousand channels of informa-
tion as PDA downloads. The content of most of these channels is provided by online maga-
zines and newspapers, who are permitted to include advertising with the content.
AvantGo also sells a small amount of advertising that it includes with the content
downloads. Most of AvantGo’s revenue, however, is generated by other services it offers to
businesses. You will learn more about business uses of mobile technology for cost reduc-
tion in Chapter 5.

Although few companies have made money in mobile commerce to date, many indus-
try observers still believe that a company with the right service could be successful. Some
experts predict that mobile commerce could exceed $400 billion by 2009. As you learned
in Chapter 2, the bandwidth of wireless devices is increasing. A service that could capital-
ize on the increased bandwidth, such as the delivery of short movies or news reports, could
be successful if the audience would be willing to pay a subscription fee or view ads. In 2004,
Fox Entertainment began offering one-minute episodes of its television programs on
mobile phones (Vodaphone in Europe and Verizon in the United States). The company is
planning to add sports and news broadcasts in the future. In 2005, Rand McNally intro-
duced a service that provides real-time traffic information to mobile phones. The traffic
information includes detailed maps that show average vehicle speeds and other current
conditions. This service would not be possible without the increased bandwidth that mobile
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phones and other devices now have. A few companies have introduced services that allow
people to pay for items with their cell phones and wireless PDAs. You will learn about these
payment services in Chapter 11.

C R E A T I N G A N E F F E C T I V E W E B P R E S E N C E

Businesses have always created a presence in the physical world by building stores,
factories, warehouses, and office buildings. An organization’s presence is the public image
it conveys to its stakeholders. The stakeholders of a firm include its customers, suppli-
ers, employees, stockholders, neighbors, and the general public. Most companies tend not
to worry much about the image they project until they grow to a significant size—until
then, they are too focused on just surviving to spare the effort. On the Web, presence can
be much more important. Many customers and other stakeholders of a Web business know
the company only through its Web presence. Creating an effective Web presence can be
critical even for the smallest and newest firms operating on the Web.

Identifying Web Presence Goals
When a business creates a physical space in which to conduct its activities, its managers
focus on very specific objectives. Few of these objectives are image driven. The new com-
pany must find a location that will be convenient for its customers, with sufficient floor
space and features to allow the selling activity to occur. A new business must balance its
needs for inventory storage space and employee work space with the costs of obtaining
that space. The presence of a physical business location results from satisfying these many
other objectives and is rarely a main goal of designing the space.

On the Web, businesses and other organizations have the luxury of building their Web
sites intentionally to create distinctive presences. A firm’s physical location must satisfy
so many other business needs that it often fails to convey a good presence. A good Web site
design can provide many image-creation and image-enhancing features very effectively—it
can serve as a sales brochure, a product showroom, a financial report, an employment
ad, and a customer contact point. Each entity that establishes a Web presence should decide
which features the Web site can provide and which of those features are the most impor-
tant to include.

Making Web Presence Consistent with Brand Image

Different firms, even those in the same industry, might establish different Web presence
goals. For example, Coca Cola and Pepsi are two companies that have established power-
ful brand images in the same business, but they have developed significantly different Web
presences. These two companies frequently change their Web pages, but the Coca Cola
page usually includes a trusted corporate image such as the Coke bottle. Alternatively, the
Pepsi page is usually filled with hyperlinks to a variety of activities and product-related
promotions.

These Web presences convey the images each company wishes to project. Each pres-
ence is consistent with other elements of the marketing efforts of these companies—Coca
Cola’s traditional position as a trusted classic, and Pepsi’s position as the upstart product
favored by a younger generation.
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Achieving Web Presence Goals
An effective site is one that creates an attractive presence that meets the objectives of the
business or organization. These objectives include:

● Attracting visitors to the Web site
● Making the site interesting enough that visitors stay and explore
● Convincing visitors to follow the site’s links to obtain information
● Creating an impression consistent with the organization’s desired image
● Building a trusting relationship with visitors
● Reinforcing positive images that the visitor might already have about the

organization
● Encouraging visitors to return to the site

Profit-Driven Organizations

The Toyota site that appears in Figure 3-11 is a good example of an effective Web presence.
The site provides links to detailed information about each vehicle model, links to a dealer
locator page, links to information about the company and the financing services it offers,
and a link to a site search/help feature. The presence that Toyota created with its home page
is consistent with its corporate goal of providing cars and trucks that meet the needs of a
wide variety of customers.

FIGURE 3-11 Toyota U.S. home page

36865_03 1/26/2006 12:55:13 Page 141

Selling on the Web: Revenue Models and Building a Web Presence

141



In contrast, Quaker Oats created a Web site that did not offer a particularly strong
sense of corporate presence, although it provided a good selection of information about the
firm. Figure 3-12 shows the Quaker Oats Web site as it appeared until 1999.

The site was a straightforward presentation of links to information about the firm. This
page included 24 links to financial information, employment opportunities, current press
releases, and other information about the company. It included links to contact informa-
tion for the firm. It even had the corporate “Quaker man” logo. Although this Quaker Oats
site provided access to useful information about the company, it offered the visitor a com-
pletely different experience and impression than that provided by the Toyota site. In

hyperlink to
employment
information

hyperlinks to
contact
information

“Quaker
man” logo

FIGURE 3-12 Quaker Oats home page before 1999 redesign
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1999, Quaker changed its Web page to include some pictures of its products and improve
its general appearance and user-friendliness. The overall impression of this new site was
much more lively and fun than the original site. The Quaker Oats site went through another
redesign after the company merged with Pepsi in 2001. The current site is more colorful
and interesting than the original site; however, the basic information offered is essentially
the same as that offered on the original site. The current site offers information more effi-
ciently, using fewer links. Quaker Oats has used versions of its “Quaker man” logo on each
of its sites to convey a highly recognizable image that is strongly associated with its brands.
The redesigned Quaker Oats home page appears in Figure 3-13.

hyperlink to
employment
information

hyperlink to
contact
information

“Quaker
man” logo

FIGURE 3-13 Quaker Oats home page after two redesigns
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Not-for-Profit Organizations

The Toyota and Quaker Oats examples show how companies can enhance their images by
providing information. For some organizations, this image-enhancement capability is a key
goal of their Web presence efforts. Not-for-profit organizations are an excellent example
of this. They can use their Web sites as a central resource for communications with their
varied and often geographically dispersed constituencies.

A key goal for the Web sites of many not-for-profit organizations is information
dissemination. The Web allows these groups to integrate information dissemination with
fund-raising in one location. Visitors who become engaged in the issues presented are
usually just one or two clicks away from a page offering memberships or other opportuni-
ties to donate using a credit card. Web pages also provide a two-way contact channel for
people who are engaged in the organization’s efforts but who do not work directly for the
organization—for example, many not-for-profits rely on volunteers and coordination with
other organizations to accomplish their goals. This combination of information dissemina-
tion and a two-way contact channel is a key element on any successful electronic com-
merce Web site. Interestingly, not-for-profit organizations are ahead of many businesses in
accomplishing this combination of elements in their Web presences. Figure 3-14 (on the
next page) shows the home page of the American Civil Liberties Union (ACLU), which is
devoted to the advocacy of individual rights in the United States.

This page allows interested visitors to learn more about the ACLU and join the organi-
zation if their interests are piqued by what they see. The Feedback link at the bottom of
the page leads to a form that visitors can use to report a civil liberties violation, obtain assis-
tance with legal research, ask questions about ACLU membership, or request permission
to reprint ACLU publications. The page contains several links to a page that allows indi-
viduals to join the ALCU (and thus make a financial contribution to the organization).

The ACLU’s use of a Web site is especially valuable because the organization serves
many different constituencies, not all of whom agree with the ACLU or with each other on
specific issues. If the ACLU were to create a print newsletter that contained interesting
information for some of its supporters, that same information might offend other supporters.
The Issues links at the right side of the ACLU home page allow site visitors to select the
issues in which they are interested—and only those issues.

Not-for-profit organizations can use the Web to stay in touch with existing stakehold-
ers and identify new opportunities for serving them. Organizations as diverse as the
American Red Cross, the Public Broadcasting System, and the Union of Concerned
Scientists have created effective Web presences. Organizations such as Amnesty
International and the United Nations also use the Web to create international communi-
ties of interested persons.

Political parties want to offer information about party positions on issues, recruit mem-
bers, keep existing members informed, and provide communication links to visitors who
have questions about the party. All the major U.S. political parties have Web sites, and each
year candidates running for public office set up their own Web sites. In addition, politi-
cal organizations that are not affiliated with a specific party, such as the non-partisan
Center for Responsive Politics, also accomplish similar goals with their Web presences.
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FIGURE 3-14 American Civil Liberties Union home page

36865_03 1/26/2006 12:55:14 Page 145

Selling on the Web: Revenue Models and Building a Web Presence

145



W E B S I T E U S A B I L I T Y

Research indicates that few businesses accomplish all of their goals for their Web sites in
their current Web presences. Even sites that succeed in achieving most of these goals often
fail to provide sufficient interactive contact opportunities for site visitors. Most firms’ Web
sites give the general impression that the firm is too important and its employees are too
busy to respond to inquiries. This is no way to encourage visitors to become customers!

In this section, you will learn how the Web is different from other ways in which com-
panies have communicated with their customers, suppliers, and employees in the past. You
will learn how companies can improve their Web presences by making their sites acces-
sible to more people and easier to use, and by making sure that their sites encourage
visitors to trust and even develop feelings of loyalty toward the organization behind the
Web site.

How the Web Is Different
When firms first started creating Web sites in the mid-1990s, they often built simple sites
that conveyed basic information about their businesses. Few firms conducted any mar-
ket research to see what kinds of things potential visitors might want to obtain from these
Web sites, and even fewer considered what business infrastructure adjustments would be
needed to service the site. For example, few firms had e-mail address links on their sites.
Those firms that did include an e-mail link often understaffed the department respon-
sible for answering visitors’ e-mail messages. Thus, many site visitors sent e-mail mes-
sages that were never answered.

This failure to understand how the Web is different from other presence-building media
is one reason that so many businesses do not achieve their Web objectives. To learn more
about this issue, see Jakob Nielsen’s Failure of Corporate Websites page in the Online
Companion; the article was written in 1998, but still accurately describes far too many
Web sites.

Most Web sites that are designed to create an organization’s presence in the Web
medium include links to a fairly standard information set. The site should give the visitor
easy access to the organization’s history, a statement of objectives or mission state-
ment, information about products or services, financial information, and a way to commu-
nicate with the organization. Sites achieve varying levels of success based largely on how
they offer this information. Presentation is important, but so is realizing that the Web is an
interactive medium.

A number of Web designers and consultants have taken firms to task for their unin-
spired use of the Web’s interactive nature. Some of these criticisms appear in the print
media, but many appear in online newsletters or e-zines. For example, Christopher
Locke argues that large corporations should encourage their employees to engage in unre-
stricted online dialog with the firm’s customers, suppliers, and other stakeholders. He
believes that this type of dialog is in the spirit of the Internet and helps companies create
more honest and real personalities as part of their Web presences (see the references to his
work in the For Further Study and Research section at the end of this chapter). David Wein-
berger presents similar arguments in his online Journal of the Hyperlinked Organization.

The main point these consultants make is that large firms must acknowledge and use
the Web’s capability for two-way, meaningful communication with their customers. They
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further argue that use of this communication process is not optional; companies that fail
to communicate effectively through this channel will lose customers to competitors that do.

Meeting the Needs of Web Site Visitors
Businesses that are successful on the Web realize that every visitor to their Web sites is a
potential customer. Thus, an important concern for businesses crafting Web presences is
the variation in visitor characteristics. People who visit a Web site seldom arrive by acci-
dent; they are there for a reason.

Many Motivations of Web Site Visitors

Unfortunately for the Web designer trying to make a site that is useful for everyone, visi-
tors arrive for many different reasons, including these:

● Learning about products or services that the company offers
● Buying products or services that the company offers
● Obtaining information about warranty, service, or repair policies for products

they purchased
● Obtaining general information about the company or organization
● Obtaining financial information for making an investment or credit-granting

decision
● Identifying the people who manage the company or organization
● Obtaining contact information for a person or department in the

organization

Creating a Web site that meets the needs of visitors with such a wide range of motiva-
tions can be challenging. Not only do Web site visitors arrive with different needs, they
arrive with different experience and expectation levels. In addition to the problems posed
by the diversity of visitor characteristics, technology issues can also arise. These Web site
visitors are connected to the Internet through a variety of communication channels that
provide different bandwidths and data transmission speeds. They will also be using sev-
eral different Web browsers. Even those using the same browser can have a variety of
configurations. The wide array of browser add-in and plug-in software adds yet another
dimension to visitor variability. Considering and addressing the implications of these many
variations in visitor characteristics when building a Web site can help convert these visi-
tors into customers.

Making Web Sites Accessible

One of the best ways to accommodate a broad range of visitor needs, including the needs
of visitors with disabilities, is to build flexibility into the Web site’s interface. Many sites
offer separate versions with and without frames and give visitors the option of choosing
either one. Some sites offer a text-only version. As researchers at the Trace Center note,
this can be an especially important feature for visually impaired visitors who use special
browser software, such as the IBM Home Page Reader, to access Web site content. The
W3C Web Accessibility Initiative site includes a number of useful links to information
regarding these issues.
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If the site uses graphics, it can give the visitor the option to select smaller versions of
the images so that the page loads on a low-bandwidth connection in a reasonable amount
of time. If the site includes streaming audio or video clips, it can give the visitor the option
to specify a connection type so that the streaming media adjusts itself to the bandwidth for
that connection.

A good site design lets visitors choose among information attributes, such as level of
detail, forms of aggregation, viewing format, and downloading format. Many electronic com-
merce Web sites give visitors a selectable level of detail by presenting product informa-
tion by product line. The site presents one page for each line of products. A product line page
contains pictures of each item in that product line accompanied by a brief description. By
using hyperlinked graphics for the product pictures, the site offers visitors the option of
clicking the product picture, which opens a page of detailed specifications for that product.

One of the more controversial developments in Web site design is the use of ani-
mated graphics software, such as Macromedia Flash, to create Web pages. These pages (or
large portions of the pages) are not rendered in HTML and are often very large files that
take considerable time to download, especially for visitors who do not have broadband
connections. Many Web site designers love these products because they provide them
with an exciting creative design tool, but few major electronic commerce sites use these
types of animated graphics pages. For interesting discussions of the disadvantages of Flash
and similar tools, see WebWord.com’s Flash Usability Challenge pages or Jakob Niels-
en’s Flash: 99% Bad commentary. A number of sites address the issue by giving visitors an
option to select a Flash or non-Flash version of the site on its home page.

Some specific tasks that customers want to perform do lend themselves to animated
Web pages. For example, the Lee® Jeans FitFinder is a series of Flash animation pages that
can help customers find the right size and style of jeans. One of the Lee® Jeans Fit-
Finder animation pages is shown in Figure 3-15 (on the next page).

Web sites can also offer visitors multiple information formats by including links to files
in those formats. For example, a page offering financial information could include links to
an HTML file, an Adobe PDF file, and an Excel spreadsheet file. Each of these files would
contain the same financial information in different formats; visitors can then choose the for-
mat that best suits their immediate needs. Visitors looking for a specific financial fact might
choose the HTML file so that the information appears in their Web browsers. Other visi-
tors who want a copy of the entire annual report as it was printed would select the PDF file
and either view it in their browsers or download and print the file. Visitors who want to
conduct analyses on the financial data would download the spreadsheet file and perform cal-
culations using the data in their own spreadsheet software.

To be successful in conveying an integrated image and offering information to poten-
tial customers, businesses should try to meet the following goals when constructing their
Web sites:

● Offer easily accessible facts about the organization.
● Allow visitors to experience the site in different ways and at different levels.
● Provide visitors with a meaningful, two-way (interactive) communication link

with the organization.
● Sustain visitor attention and encourage return visits.
● Offer easily accessible information about products and services and how to

use them.
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Trust and Loyalty
When companies first started selling on the Web, many of them believed that their
customers would use the abundance of information to find the best prices and disregard
other aspects of the buying experience. For some products, this may be true; however,
most products include an element of service. When customers buy a product, they are also
buying that service element. A seller can create value in a relationship with a customer by
nurturing customers’ trust and developing it into loyalty. Recent studies by business
researchers have found that a 5 percent increase in customer loyalty measures (such as pro-
portion of returning customers) can yield profit increases ranging from 25 percent to
80 percent.

Even when products are commodity items, the service element can be a powerful differ-
entiating factor for which customers will pay extra. These services include such things as deliv-
ery, order handling, help with selecting a product, and after-sale support. Because many of
these services are things that a potential customer cannot evaluate before purchasing a prod-
uct, the customer must trust the seller to provide an acceptable level of service.

When a customer has an experience with a seller who provides good service, that cus-
tomer begins to trust the seller. When a customer has multiple good experiences with a
seller, that customer feels loyal to the seller. Thus, the repetition of satisfactory service can
build customer loyalty that can prevent a customer from seeking alternative sellers who
offer lower prices.

Many companies doing business on the Web spend large amounts of money to obtain
customers. If they do not provide levels of customer service that lead customers to develop

FIGURE 3-15 Lee Jeans FitFinder Flash animation
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trust in and loyalty to the firm, the companies are unlikely to recover the money they spend
to attract the customers in the first place, much less earn a profit.

Customer service is a problem for many electronic commerce sites. Recent research
indicates that customers rate most retail electronic commerce sites to be average or low in
customer service. A common weak spot for many sites is the lack of integration between
the companies’ call centers and their Web sites. As a result, when a customer calls with a
complaint or problem with a Web purchase, the customer service representative does not
have information about Web transactions and is unable to resolve the caller’s problem.

A number of studies show that the e-mail responsiveness of electronic commerce sites
has also been disappointing. Many major companies are slow to respond to e-mail inquir-
ies about product information, order status, or after-sale problems. A significant num-
ber of companies in these studies never acknowledged or responded to the e-mail queries.

Rating Electronic Commerce Web Sites
Two companies routinely review electronic commerce Web sites for usability, customer
service, and other factors. Many people have found these review sites to be useful as they
decide which sites to patronize. Unfortunately, one of the sites, Gomez.com, no longer
publishes most of its scorecards for electronic commerce sites. It now sells the informa-
tion it gathers to the companies that operate the Web sites and offers suggestions for
improvements. BizRate.com provides a comparison shopping service and offers links to
sites with low prices and good service ratings for specific products. BizRate.com compiles
its ratings by conducting surveys of sites’ customers. When the customer places an order,
a pop-up window appears asking for a rating of various aspects of his or her experience with
the site. The customer is offered a chance at a prize in exchange for providing this
information.

Usability Testing
Only a small percentage of companies perform any usability testing on their Web sites;
however, more and more companies are realizing its importance and are doing some usabil-
ity testing. As the practice of usability testing becomes more common, more Web sites will
meet the goals outlined previously in this chapter.

Experts estimate that average electronic commerce Web sites frustrate up to 70 per-
cent of their customers to the point that they leave without buying anything. Even the best
sites lose half of their customers because the sites are confusing or difficult to use. Simple
changes in site usability can increase customer satisfaction and sales.

Companies that have done usability tests, such as Eastman Kodak, T. Rowe Price, and
Maytag, have found that they can learn a great deal about meeting visitor needs by con-
ducting focus groups and watching how different customers navigate through a series of Web
site test designs. Industry analysts agree that the cost of usability testing is so low com-
pared to the total cost of a Web site design or overhaul that it should almost always be
included in such projects. Two pioneers of usability testing are Ben Shneiderman and
Jakob Nielsen. Dr. Shneiderman founded the University of Maryland Human-Computer
Interaction Lab and has published a number of books on interface design. Dr. Nielsen’s
Alertbox Web site includes much information about how to conduct usability testing and
use its results to improve Web site design and operation.
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Customer-Centric Web Site Design
An important part of a successful electronic business operation is a Web site that meets the
needs of potential customers. In the list of goals for constructing Web sites that you learned
about earlier in the chapter, the focus was on meeting the needs of all site visitors. Put-
ting the customer at the center of all site designs is called a customer-centric approach to
Web site design. A customer-centric approach leads to some guidelines that Web design-
ers can follow when creating a Web site that is intended to meet the specific needs of
customers, as opposed to all Web site visitors. These guidelines include the following:

● Design the site around how visitors will navigate the links, not around the com-
pany’s organizational structure.

● Allow visitors to access information quickly.
● Avoid using inflated marketing statements in product or service descriptions.
● Avoid using business jargon and terms that visitors might not understand.
● Build the site to work for visitors who are using the oldest browser software

on the oldest computer connected through the lowest bandwidth
connection—even if this means creating multiple versions of Web pages.

● Be consistent in use of design features and colors.
● Make sure that navigation controls are clearly labeled or otherwise

recognizable.
● Test text visibility on smaller monitors.
● Check to make sure that color combinations do not impair viewing clarity for

color-blind visitors.
● Conduct usability tests by having potential site users navigate through sev-

eral versions of the site.

Web marketing consultant Kristin Zhivago of Zhivago Marketing Partners has a num-
ber of recommendations for Web sites that are designed specifically to meet the needs of
online customers. She encourages Web designers to create sites focused on the custom-
er’s buying process rather than the company’s perspective and organization. For example,
she suggests that companies examine how much information their Web sites provide and
how useful that information is for customers. If the site does not provide substantial “con-
tent for your click” to visitors, they will not become customers.

Using these guidelines when you create your site can help make visitors’ Web experi-
ences more efficient, effective, and memorable. Usability is an important element of cre-
ating an effective Web presence. For an interesting look at Web design issues, you can visit
the Webby Awards site. The Webby Awards are given to sites that “exemplify the kinds
of sites that Internet users should visit every day for information and entertainment,” as
judged by a panel of Web designers, journalists, and industry leaders.

C O N N E C T I N G W I T H C U S T O M E R S

An important element of a corporate Web presence is communicating with site visitors who
are customers or potential customers. In this section, you will learn how Web sites can
help firms identify and reach out to customers.
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The Nature of Communication on the Web
Most businesses are familiar with two general ways of identifying and reaching customers:
personal contact and mass media. These two approaches are often called communication
modes because they each involve a characteristic way (or mode) of conveying informa-
tion from one person to another (or communicating). In the personal contact model, the
firm’s employees individually search for, qualify, and contact potential customers. This per-
sonal contact approach to identifying and reaching customers is sometimes called
prospecting. In the mass media approach, firms prepare advertising and promotional mate-
rials about the firm and its products or services. They then deliver these messages to poten-
tial customers by broadcasting them on television or radio, printing them in newspapers
or magazines, posting them on highway billboards, or mailing them.

Some experts distinguish between broadcast media and addressable media.
Addressable media are advertising efforts directed to a known addressee and include direct
mail, telephone calls, and e-mail. Since few users of addressable media actually use address
information in their advertising strategies, in this book, we consider addressable media
to be mass media. Many businesses use a combination of mass media and personal con-
tact to identify and reach customers. For example, Prudential uses mass media to create and
maintain the public’s general awareness of its insurance products and reputation, while its
salespeople use prospecting techniques to identify potential customers. Once an indi-
vidual becomes a customer, Prudential maintains contact through a combination of per-
sonal contact and mailings.

The Internet is not a mass medium, even though a large number of people now use
it and many companies seem to view their Web sites as billboards or broadcasts. Nor is
the Internet a personal contact tool, although it can provide individuals the conve-
nience of making personal contacts through e-mail and newsgroups. Jeff Bezos, founder of
Amazon.com, described the Web as the ideal tool for reaching what he calls “the hard
middle”—markets that are too small to justify a mass media campaign, yet too large to cover
using personal contact. Figure 3-16 illustrates the position of the Web as a customer con-
tact medium, between the large markets addressed by mass media and the highly focused
markets addressed by personal contact selling and promotion techniques.
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To help you better understand the differences shown in Figure 3-16, read the follow-
ing scenario. The scenario assumes that you have heard about a new book, but would like
to learn more about it before buying it. Consider how your information acquisition pro-
cess would vary, depending on the medium you used to gather the information.

● Mass media: You might have been exposed to general promotional messages from
book publishers that have created impressions about quality associated with par-
ticular book brands. If your existing knowledge includes a brand identity for the
book’s publisher, these messages may influence your perceptions of the book.
You may have been exposed to an ad for the title on television or radio, or in print.
You might have heard the book’s author interviewed on a radio program or read
a review of the book in a publication such as The New York Times Book Review
or Booklist magazine. Notice that most of these process elements involve you as
a passive recipient of information. This communication channel is labeled “Mass
media” and appears at the top of Figure 3-16. Communication in this model flows
from one advertiser to many potential buyers and thus is called a one-to-many
communication model. The defining characteristic of the mass media promo-
tion process is that the seller is active and the buyer is passive.

● Personal contact: Small-value items are not frequently sold through this medium
because the costs of devoting a salesperson’s efforts to a small sale are prohibitive.
However, in the case of books, local bookshop owners and employees often
devote considerable time and resources to developing close relationships with

Sends a few carefully
crafted messages to allMass media

One-to-many

SalespersonPersonal contact
One-to-one

Customer or prospect

Seller

Thousands or millions of
viewers, listeners, or readers

Information-seeking
Web site visitors

The Web
Many-to-one
and
many-to-many

FIGURE 3-16 Business communication modes
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their customers. Although each individual book sale is a small-value transaction,
people who frequent local bookshops tend to buy large numbers of books over
time. Thus, the bookseller’s investment in developing personal contacts is often
rewarded. In this scenario, you may visit your local bookshop and strike up a
conversation with a knowledgeable bookseller. In the personal contact model, this
would most likely be a bookseller with whom you have already established a
relationship. The bookseller would offer an opinion on the book based on having
read that book, books by the same author, or reviews of the book. This opinion
would be expressed as part of a two-way conversational interchange. This inter-
change usually includes a number of conversational elements, such as discus-
sions about the weather, local sports, or politics, that are not directly related to the
transaction you are considering. These other interchanges are part of the trust-
building and trust-maintaining activities that businesses undertake to develop the
relationship element of the personal contact model. The underlying one-to-one
communication model appears at the bottom of Figure 3-16 and is labeled “Per-
sonal contact.” The defining characteristic of information gathering in the per-
sonal contact model is the wide-ranging interchange that occurs within the
framework of an existing trust relationship. Both the buyer and the seller (or the
seller’s representative) actively participate in this exchange of information.

● The Web: To obtain information about a book on the Web, you could search
for Web site references to the book, the author, or the subject of the book. You
would likely identify a number of Web sites that offer such information. These
sites might include those of the book’s publisher, firms that sell books on the
Web, independent book reviews, or discussion groups focused on the book’s
author or genre. The New York Review of Books and Booklist magazine,
both staples of mass media book promotion, now have online Web editions.
Book review sites that did not originate in a print edition, such as
BookBrowser, also appear on the Web. Most Web-based booksellers main-
tain searchable space on their sites for readers to post reviews and com-
ments about specific titles. If the author of the book is famous, there might
even be independent Web fan sites devoted to him or her. If the book is about
a notable person, incident, or time period, you might find Web sites devoted
to those notable topics that include reviews of books related to the topic. You
could examine any number of these resources to any extent you desired. You
might encounter some advertising material created by the publisher while
searching the Web. However, if you choose not to view the publisher’s ads, you
will find it as easy to click the Back button on your Web browser as it is to surf
television channels with your remote control. The Web affords you many com-
munication channels. Figure 3-16 shows only one of the communication
models that can occur when using the Web to search for product information.
The model labeled “The Web” in Figure 3-16 is the many-to-one
communication model. The Web gives you the flexibility to use a one-to-one
model (as in the personal contact model) in which you communicate over
the Web with an individual working for the seller, or engage in many-to-many
communications with other potential buyers. The defining characteristic of a
product information search on the Web is that the buyer actively participates
in the search and controls the length, depth, and scope of the search.
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Summary

In this chapter, you learned that businesses are using six main approaches to generate rev-
enue on the Web: the Web catalog, digital content sales, advertising-supported, advertising-
subscription mixed, fee-for-transaction, and fee-for-service models. You learned how these
models work and what kinds of businesses use which models. You also learned that some com-
panies have changed models as they learned more about their customers and the business envi-
ronment in which their Web sites operate.

Companies sometimes face the challenges of channel conflict and cannibalization either
within their own organizations or with the companies that have traditionally provided sales distri-
bution to consumers for them. In accordance with the network model of organization that you
learned about in Chapter 1, companies undertaking electronic commerce initiatives sometimes
form strategic alliances with other companies or contract with channel distribution managers
to obtain their skills in Web site operation or their product category knowledge. You learned that
business-to-consumer mobile commerce has not yet been widely successful; however, increas-
ing bandwidth could make it possible for new services to emerge that will be successful.

By understanding how the Web differs from other media and by designing a Web site to capi-
talize on those differences, companies can create an effective Web presence that delivers value
to visitors. Every organization must realize that visitors to its Web site arrive with a variety of
expectations, prior knowledge, and skill levels, and are connected to the Internet through differ-
ent technologies. Knowing how these factors can affect the visitor’s ability to navigate the site
and extract information from the site can help organizations design better, more usable Web sites.
Enlisting the help of users when building test versions of the Web site is also a good way to cre-
ate a Web site that represents the organization well.

Firms must understand the nature of communication on the Web so they can use it to iden-
tify and reach the largest possible number of customers and qualified prospects. Using a many-
to-one communications model enables Web sites to effectively reach potential customers.
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Review Questions

RQ1. Write a paragraph in which you describe the conditions under which a Web site could
become profitable by relying exclusively on advertising revenue. In a second paragraph,
provide an example of a company not mentioned in the chapter that is using the
advertising-supported model and that is likely to be successful in the long run. Explain
why you think it will succeed.

RQ2. Describe two possible service-for-fee offerings that might become available to users of
Internet-enabled wireless devices (such as PDAs or mobile phones) in the near future.
Write one paragraph for each service in which you outline the profit potential and risk of
losses for each.

RQ3. In two paragraphs, explain why a customer-centric Web site design is so important, yet
is so difficult to accomplish.

RQ4. In one paragraph, define the term “presence.” Write an additional paragraph in which you
explain why firms that do business on the Web should be more concerned about pres-
ence than firms that operate only in the physical world.

RQ5. Many real estate agents today have Web sites that list the properties they have for sale.
These agents also advertise the properties in classified newspaper ads and sometimes
in television ads. However, most real estate agents today would tell you that personal con-
tact provides their most important connections with clients, potential clients, and client
referral sources. Write three paragraphs in which you briefly describe the things that real
estate agents can best accomplish through (1) their Web sites, (2) mass media adver-
tising, and (3) personal contact.

RQ6. Promoting products on the Web is different from using mass media promotion or per-
sonal contact. Assume that you want to explain these differences to a person who is plan-
ning to open a Web site that will sell snowboarding vacation packages. Write one
paragraph about each approach (mass media, personal contact, the Web). In each para-
graph, explain the advantages and disadvantages of the approach for the snowboard-
ing vacation package Web business.
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Exercises

E1. Page 149 includes a list of things that Web sites can do to meet the needs of visitors. Cre-
ate a table in which the first column is a list of the five needs of Web site visitors. Find three
Web sites that meet three or more of the needs. Create a column for each Web site next
to the first column (columns two through four) and rate how well each site meets each
need in the first column. You may want to use the Webby Awards site as a starting point
in your search, but do not use any of the award nominees or winners in your table.

E2. Evaluate the usability of two Web sites that sell large-screen televisions. A list of links to
companies that sell this product is included in the Online Companion for this exercise, but
you may use other sites if you wish. In your evaluation, compare the sites on how easy it
is to learn about the product and purchase the product.Your report should include a sec-
tion of about 200 words in which you describe the criteria you used in your evaluation, a
section of about 300 words that summarizes your findings, and a section of about 100
words in which you present your conclusion.

E3. You have been employed by Bob Drudge, the owner of refdesk.com, to explore revenue-
generating alternatives. Currently, the site is using an advertising-supported revenue
model. Bob wants you to consider each of the other revenue models and the potential of
strategic alliances that might make sense for his site. Write a report of about 400 words
in which you summarize your research and state your recommendations. Your instructor
might assign you to a group to complete this exercise and might also ask you to present
your recommendations in class.

E4. High-end jewelry retailers such as Harry Winston and Tiffany & Co. often use Macrome-
dia’s Flash software to create their Web sites. Present three arguments for and three argu-
ments against the use of Flash animations in sites such as these. Consider the retailers’
objectives, the characteristics of the products being sold, and the type of customers who
visit these sites. Limit your answer to 400 words.

Cases

C1. Lonely Planet

In 1972, Tony and Maureen Wheeler were newlyweds who decided to have one last adventure
travel experience before settling down. Their trip was an overland trek from London to Australia
through Asia. So many other travelers asked them about their experiences that they sat down at
their kitchen table and wrote a book titled Across Asia on the Cheap. They published the book
themselves and were surprised by how many copies they sold. Three decades and 60 million
books later, their publishing enterprise has turned out to be one of the most successful in history.

The Wheelers’ publishing company, Lonely Planet, has grown rapidly, with typical annual
sales increases of 20 percent or more. The company is privately held and does not release sales
figures, but industry analysts estimate current annual revenues to be $50 million. Lonely Planet
publishes more than 650 titles in 17 languages and holds a 13 percent share of the travel guide
market. The company has more than 400 employees in its U.K., U.S., French, and Australian
offices who perform editorial, production, graphic design, and marketing tasks. Travel guide con-
tent is written by a network of more than 150 contract authors in 20 countries. These authors are
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knowledgeable about everything from visa regulations to hotel prices to the names of the hot-
test new entertainment spots. The combined expertise of the in-house staff and the in-country
authors has kept Lonely Planet ahead of its competitors for many years.

In recent years, Lonely Planet has expanded its business beyond the publication of travel
guides. The company offers travel services that include a phonecard, hotel and hostel room-
booking, airplane tickets, European rail travel reservations and tickets, package tours, and
travel insurance. These services are offered by telephone and on the Lonely Planet Web site.

The Web site has won numerous awards, including the Society of American Travel Writers
2003 Silver Award and a spot on Time magazine’s 2003 “Fifty Best Web Sites” list. It has also won
the best travel site Webby three times, most recently in 2004. The site was launched in 1994 and
includes an online store in which Lonely Planet publications are sold. However, the site’s main
draws are its comprehensive collection of information about travel destinations and its online bul-
letin board, the Thorn Tree, which has more than 220,000 registered users and more than
400,000 message posts each year. Another section of the Web site, Lonely Planet Images,
includes 250,000 digital photos and other graphics and is used by more than 25,000 regis-
tered users.

Lonely Planet is always looking for ways to expand its market and brand image through new
technologies. For example, it has formed a joint venture with Nokia to provide city guides on
mobile telephones in more than 40 cities worldwide.The company has also sold its content for use
on portal sites such as Yahoo! and has created a B2B division that provides customized con-
tent to large corporate customers for their internal use.

Despite its excellent Web site and its use of new technologies, most of Lonely Planet’s rev-
enues are still generated by book sales. The typical production cycle of a travel guide is about
eight months long.This is the time it takes to commission authors, conduct research, work through
several drafts of writing and editing, select photos, create the physical book, and print it.This pro-
duction cycle causes new books to be almost a year out of date by the time they are published.
Only the most popular titles are revised annually. Other titles are on two-, three-, or four-year revi-
sion cycles. The time delay in publication means that many details in the guides are outdated or
wrong; restaurants and hotels close (or move), exchange rates and visa regulations change,
and once-hot night spots are abandoned by fickle clientele.

Lonely Planet publications are well researched and of high quality, but the writers do not work
continually because the books are not published continually. The Web site often has informa-
tion that is more current than the published travel guides. Lonely Planet has adopted new tech-
nologies, but has not used them to revise its revenue model or to make basic changes in the
production of its main product, the travel guides.

Required:

1. Prepare a report in which you analyze the marketing channel conflicts and cannibalization
issues that Lonely Planet faces as it is currently operating. Suggest solutions that might
reduce the revenue losses or operational frictions that result from these issues.

2. Prepare a list of new products that Lonely Planet might introduce to take advantage of Inter-
net technologies (including wireless technologies) and address customers’ concerns about
the timeliness and currency of information in the printed travel guides. Briefly describe any
problems that Lonely Planet will face as it introduces these new products.
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3. Many loyal Lonely Planet customers carry their travel guides (which can be several hun-
dred pages thick) with them as they travel around the world. In many cases, these custom-
ers do not use large portions of the travel guides. Also, Internet access can be a problem
for many of these customers while they are traveling. Describe a product (or products) that
might address this customer concern and also yield additional revenue for Lonely Planet.
Your answer here may build on ideas that you developed in your solution to part 2.

Note: Your instructor might assign you to a group to complete this case and might ask you to pre-
pare a formal presentation of your results to your class.

C2. Association for the Study of International Business

The Association for the Study of International Business (ASIB) is an organization of research-
ers, professors, and business executives interested in the study, analysis, and promotion of busi-
ness activities beyond domestic borders. Mario DiPonetti, ASIB’s executive director, hires you as
a consultant to help him map out a future Web revenue strategy for the association.

The ASIB has about 3000 members located in countries throughout the world; however, about
half of its members are in the United States. Each member pays an annual membership fee of
$100, so ASIB’s dues revenue totals about $300,000 per year. ASIB sponsors several confer-
ences each year; it also publishes a monthly newsletter and two journals.The conferences break
even; that is, the conference and exhibitor fees cover the costs of running the conference, but they
do not yield any profit that can be applied to other ASIB operating costs.

One of the journals, Annals of International Business, has an academic focus and is read by
researchers interested in international business topics. All ASIB members receive a copy of this
journal and ASIB sells about 600 subscriptions to the journal at $300 per year. Most of the sub-
scribers are university libraries. This journal is published four times each year. The second jour-
nal, International Business Today, is written for business executives. It includes articles and
features that report on current trends in international business. All ASIB members receive a copy
of this journal and ASIB sells about 1000 subscriptions to the journal at $60 per year. Most of the
subscribers are business executives. This journal is published 12 times each year. The total
subscription revenue from the two journals is $240,000 per year. The business journal also sells
advertising that yields about $20,000 per year. ASIB uses that total revenue of $260,000 to cover
the costs of producing and mailing both journals. The cost of producing one issue of either jour-
nal, which includes proofreading, editing, and typesetting costs, is about $5000.The printing and
mailing costs, which have been increasing rapidly over the past several years, average about
$2 per journal (the mailing costs to some members are much higher than others because they
are located in distant countries). Each year, ASIB produces 16 issues (four of the academic jour-
nal and 12 of the business journal) and mails 62,400 journals (14,400 of the academic journal
and 48,000 of the business journal) to members and subscribers at a total cost of $204,800
(16 × $5000 plus 62,400 × $2).Thus, ASIB’s current journal operations yield a net profit of $55,200
($260,000 – $204,800) that can help support other ASIB activities.

ASIB has a Web site that it constructed at a cost of $56,000 three years ago. One of ASIB’s
staff members spends approximately half of her time managing the site. One-half of her salary
along with other recurring expenses, such as software licenses and computer upgrades for the
Web site, total about $35,000 per year. Mario explains to you that one of the ASIB’s greatest cost
reduction successes was last year’s decision to offer the newsletter by e-mail. About half of the
members chose to receive the newsletter by e-mail. The paper newsletters cost 50 cents each
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to print and mail, but creating and sending the e-mails took less than $50 worth of staff mem-
bers’ time. Thus, ASIB realized an immediate savings of about $700 each month. The newslet-
ters are also placed on the Web site so that members can check there if they happen to miss
the e-mailed newsletter. This success prompted Mario to think about ways to reduce the cost of
distributing the journals. He wants to make sure, however, that ASIB continues to receive as
much of the journal revenue as possible under any new revenue model.

One of the companies you learned about in the chapter, EBSCO, approached Mario with an
offer to handle electronic distribution of the academic journal. EBSCO will take a copy of the jour-
nal when it is published, scan each article into Adobe Portable Document Format (PDF) and
into HTML format, index the articles, and place them into several of EBSCO’s databases. Many
university and research libraries subscribe to EBSCO databases. The EBSCO representative
explained to Mario that most of the libraries would continue their print subscriptions to the jour-
nal, but that about 30 percent of the libraries would stop subscribing and rely on their elec-
tronic access to the journal through the EBSCO database. Mario called some of his friends who
are executive directors of other associations and confirmed that this percentage was correct in
their experience. EBSCO would pay ASIB $10,000 per year for access to the journal plus $50 per
year for every library that subscribed to an EBSCO database that included the journal. The
EBSCO representative estimated that the number of subscribing libraries would be about 1000.

Mario outlined an alternative to the EBSCO contract. In this alternative, ASIB would itself
scan the journals into PDF files and make them available on the ASIB Web site for a subscrip-
tion fee. Mario estimated that it would cost about $1000 to create the PDF files for one issue
and place them on the Web site. He also estimated that managing the accounts and passwords
would consume about $500 per month of staff time and costs.

EBSCO was not interested in purchasing access to the business journal, but Mario is con-
sidering ways to make some or all of the content from that journal available on the ASIB Web site.
He is considering offering reduced rate “Web access only” subscriptions to business executives.
He is also thinking about offering some of the best stories from the print edition on the Web and
including ads offering full subscriptions on each page. He is even considering placing the first part
of the best stories on the Web site and offering readers a chance to subscribe so they can read
the rest of the story.

Several companies that sell products and services to businesses that sell internationally cur-
rently run ads in the business journal. These companies expressed an interest in placing ban-
ner ads on ASIB Web pages that contain content (such as stories from the business journal). Mario
estimates that ASIB could earn between $3000 and $9000 per month from these banner ads, but
he is concerned that having the best content from the business journal on the Web site might
convince some business executives to drop their subscriptions to the print edition.

Required:

Prepare a comprehensive report for Mario in which you outline and analyze the possible rev-
enue models that ASIB might use for its Web site. You should address the two journals as sepa-
rate issues. Your report should provide the basis for a presentation to the ASIB executive board
and should include specific recommendations where possible.

Note: Your instructor might assign you to a group to complete this case and might ask you to pre-
pare a formal presentation of your results to your class.
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