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O O use the Internet. Wal-Mart, for one, now conducts all of its business with suppliers overa proprietary B2B
network. Nearly half of business-to-business e-commerce is in thecomputer and electronics industries, while for
business-to-consumer e-commerce thelargest three categories are travel, PCs, and books. Even though
e-commerce accounts foronly 15 percent of global gross domestic product [1 GDP , it is already having a
significanteffect on large economic sectors such as communications, finance, and retailing. For ex-ample, trading
securities on the Web reached nearly one-third of all retail equity trades inthe United States in 2005, from
practically zero in 1995.00 O Producers and sellers have found that online connections with consumers, on the
onehand, and corporate customers and suppliers, on the other, have led to a dramatic fall inthe cost of doing
business, a cut in reaction times, and an expansion of sales reach. Forexample, while the banks cost of processing a
paper check averages $1.20 and that ofprocessing a credit-card payment averages $0.50, the cost of processing an
electronic pay-ment is as low as $0.01. Another area in which e-commerce is making a significant impactis business
procurement of maintenance, repair, and operations [0 MROUO . For example,Ford moved most of its $16
billion-per-year MRO purchases from 3,000 vendors to theWeb in 1999, and Swedens telecommunications maker
Ericsson followed in 2001. Evenmore dramatic is the reorganization of supply chains made possible by
e-commerce,which permits moving more and more toward a build-to-order process model with ex-tremely low
inventory levels O as, for example, at Dell——refer to Integrating Case Study lat the end of Part Onel] .[J [J After
missing the first round, traditional or bricks-and-mortar retailers enterede-commerce in droves. The percentage of
U.S. companies selling products onlineincreased from 24 in 1998 to more than 60 in 2005. Traditional retailers do
come toe-commerce with some formidable advantages, such as strong brand names and nation-wide distribution
and service centers, and they do satisfy consumers needs for humancontact, entertainment, and the social activity
of "going out.” In fact, by integrating theirinternet and traditional retailing operations, in what has become known
as click-and-mortar retailing, traditional sellers can regain the upper hand on Internet-only sellers.For example,
Internet shoppers can gather up-to-date information on products and priceson the Web and then physically
examine the product and make the actual purchase at areal store on their way home from work. Many companies,
such as Wal-Mart, Gap, andHewlett-Packard, have put major efforts into providing their customers a virtual
shop-ping option, even when physically visiting one of their stores, by installing Internet-enabled devices on their
premises. To be sure, it is neither cheap nor easy to fully inte-grate traditional and online retailing services, but
competition is forcing more companiesto do so.0] [J E-commerce does provide challenges for Internet sellers. One
of the most seriousarises from the ability of consumers to do comparison shopping on the Internet

[J aphenomenon dubbed frictionless capitalismJ , which is likely to greatly squeeze profitmargins in many
industries.
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