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Instructor’s Manual: Chapter 6

E-commerce Marketing and Advertising
Teaching Objectives

· Identify the key features of the Internet audience, the basic concepts of consumer behavior and purchasing decisions, and how consumers behave online.

· Identify and describe the basic digital commerce marketing and advertising strategies and tools.

· Identify and describe the main technologies that support online marketing.

· Explain the costs and benefits of online marketing communications.
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Teaching Suggestions

Chapter 6 introduces the student to e-commerce marketing and advertising concepts. The chapter covers online consumer behavior, digital commerce marketing and advertising strategies and tools, Internet marketing technologies, and understanding the costs and benefits of online marketing communications. If you have students without any background in marketing concepts, you may wish to refer them to Learning Tracks 6.1 and 6.2, which will provide them with some basic information. 
The fundamental principles of marketing remain intact online. Building online brands is a major source of financial and strategic strength for online firms; it is a major avenue for avoiding pure price competition and financial ruin. Nevertheless, the Internet provides consumers with a whole new environment for interacting with firms because online behavior is different from offline behavior. The Internet provides consumers a powerful new soapbox from which to either support, or dismiss, products, and to have these opinions propagate across the nation very rapidly. E-commerce presents marketers with risks as well as opportunities. Moreover, the tools and technologies for online marketing are very different from those for offline marketing. 

The opening case on mobile advertising, inMobi's Global Mobile Ad Network, provides many interesting examples of how mobile ads are growing in frequency and effective, rivaling the power of other types of ads. Ask your students if they would find looking at television quality ads more enjoyable mobile ads. If they are like most people, the answer will be a resounding yes. Other questions for class discussion might include the following:

· What advantages do mobile have over traditional banner ads?
· Where do social networking sites such as Facebook fit in to a marketing strategy featuring mobile ads?
· What are some of the challenges and risks of placing ads on the Web?
· Do you think Internet users will ever develop “blindness” toward ads on the web as well?
Key Points

Online Consumer Behavior. Most students are unaware of the basic behavioral realities with respect to online consumers. A basic ingredient of the old dictum, “know thy customer”—who is on the Web, what they do when there, what they buy and look at—is a very important prerequisite for successful marketing campaigns. Figures 6.1 and 6.3 provide summary models of the complex process of consumer purchasing. 
Some key points to make in this section are:

· Online shopping includes both purchasers and browsers.

· Online shopping strongly influences offline purchases.

· Online shopping is largely intentional. 

Digital Commerce Marketing Platform Strategies and Tools: This section reviews various strategies and tools in digital commerce marketing. E-commerce has now been around long enough that there are tools that can be considered “traditional,” such as search engine marketing, display ad marketing (banner ads, rich media ads, video ads, sponsorships and native advertising, as well as the use of advertising networks that employ programmatic advertising, ad exchanges, and real time bidding), e-mail and permission marketing, affiliate marketing, and lead generation marketing. Newer forms of digital commerce marketing, including social marketing, mobile marketing, and local marketing are reviewed very briefly, and covered in much more depth in Chapter 7. Spend some time on Table 6.3 which illustrates the five main elements of a comprehensive digital marketing program, including Web site, traditional online marketing, social marketing, mobile marketing, and offline marketing. In today’s environment, multi-channel marketing is becoming increasingly important. 
The Insight on Business case, Are the Very Rich Different from You and Me? examines how luxury goods providers are using online marketing in conjunction with their offline marketing efforts. Class discussion questions for this case might include the following: 

· What distinguishes luxury marketing from ordinary retail marketing?

· What challenges do luxury retailers have translating their brands and the look and feel of luxury shops into Web sites?
· How has social media affected luxury marketing?
· Visit the Armani Web site. What do you find there?
The chapter then examines some further online marketing strategies such as customer retention strategies like personalization, one-to-one marketing, and interest-based advertising (behavioral targeting), customization and customer co-production, and customer service, pricing strategies, and “Long Tail” marketing. The Insight on Technology case, The Long Tail: Big Hits and Big Misses, contains a description of collaborative filtering coupled with the use of recommender systems. This provides a good introduction to data mining. Questions for class discussion might include the following:

· What are “recommender systems”? Give an example you have used.
· What is the “Long Tail” and how do recommender systems support sales of items in the Long Tail?
· How can human editors, including consumers, make recommender systems more helpful?
Internet Marketing Technologies. The Internet and the Web provide marketers with a whole set of exciting marketing technologies. This section covers Web transaction logs, tracking files databases, data warehouses, data mining, Big Data, and marketing automation and customer relationship management systems. You will want to spend some time on each of these technologies, noting that many of them come with a social cost, namely, the loss of privacy. 

A good place to end the discussion is the Insight on Society case, Every Move You Take, Every Click You Make, We’ll be Tracking You, which describes the privacy implications of Web tracking files. You could ask students what kinds of controls might allow marketers to use Web tracking but also protect individual privacy. Other class discussion questions might include the following:

· Are beacons innocuous? Or are they an invasion of personal privacy? 
· Do you think your Web browsing should be known to marketers? 
· What are the Privacy Foundation guidelines for Web beacons?
· Should online shopping be allowed to be a private activity?
The Costs and Benefits of Online Marketing Communications. This section introduces the vocabulary of online marketing. A good way to begin is to review Table 6.7, which describes the different metrics used in online advertising. Most research has demonstrated that display ads are effective for producing both brand recognition and immediate sales, and that this effect is positive even when consumers do not click. The online consumer purchasing model in Figure 6.11 gives the students a quantitative idea of the connection between exposure to a banner ad and a subsequent sale. Some may find it surprising that 100,000 untargeted impressions may only lead to a tiny level of purchases (50). This can be improved dramatically by targeting the advertisement or using e-mail or pay for inclusion communications. Indeed, e-mail response rates are considerably higher than direct mail, banner ads, or even traditional media ads. In general, online advertising is more cost-effective than traditional advertising via offline media such as television, radio, and newspapers. The section concludes with a quick look at Web analytics software packages, which can be used to measure online marketing results. Figure 6.12 provides a conceptual overview of how the various types of data that can be collected and analyzed using such software relates to each of the stages in the online purchasing process. 
The concluding case, Programmatic Advertising: Real-Time examines the increasing ability of advertising networks and exchanges to deliver behaviorally tracked display ads directly to users in real time. 
Case Study Questions

1. Pay a visit to your favorite portal and count the total ads on the opening page. Count how many of these ads are (a) immediately of interest and relevant to you, (b) sort of interesting or relevant but not now, and (c) not interesting or relevant. Do this 10 times and calculate the percentage of the three kinds of situations. Describe what you find and explain the results using this case. 
The results should be interesting! You might want to ask students whether they have cookies turned off, or use an ad blocker, or use software to prevent tracking. Ordinarily, students do not take these steps. In general, it is likely that students will report that only a small percent (at best 20%) of the ads are appropriate in any way for them. This means the online advertising at these sites is not very efficient. In part this is the case because the advertisers know very little about individuals per se. This is not the case at product or service sites where context advertising can be quite effective. If you go to an auto site like Edmunds.com, or a fashion site like Elle.com, you will receive ads appropriate for these contexts.

2. Advertisers use different kinds of “profiles” in the decision to display ads to customers. Identify the different kinds of profiles described in this case, and explain why they are relevant to online display advertising.

Profiles are built by recording the behavior of people online, and inferring their interests, age, gender, location, interests, preferences, political, and social attitudes. The list of possible profiles is very large and dependent upon the relevance to advertisers or others who purchase the profiling service. For instance, the U.S. Army recruiting group may want to target 18–21 year olds with a preference for online games and war movies. For online display advertisers profiling is a way to approach the effectiveness of search engine advertising by displaying banner ads that are of interest to the consumer. 

3. How can display ads achieve search engine-like results?

Search ads work so well because they capture the intentions of people at every instance of searching, and can display ads relevant to those searches instantly. Display ads can achieve a similar result if they are based on behavioral profiles (constructed from information such as what sites users have visited and what products and services users have observed on various sites).

4. Do you think instant display ads based on your immediately prior clickstream will be as effective as search engine marketing techniques? Why or why not?

Yes and no. For instance, just because you visit a news site, and then a sports site, this does not offer many clues to advertisers. Clickstream behavior that previously happened, even if immediately prior, may not be such a good indicator of current interests. Long-term online behavior can establish patterns that could be more useful. On the other hand, yes, if a person visited a car site such as Ford, stayed a few minutes, then at the next site he or she visits it might be useful to display an ad for Ford cars, and even follow that person around the Web showing Ford cars wherever he or she goes. These techniques are so new that there is little empirical data on which to make a judgment. 

End of Chapter Questions

1. What are some of the ways that gender, income, education, age, and ethnicity impact online purchasing behavior?

According to the Pew Internet & American Life Project, adults over the age of 65, those who have not completed high school, those who make less than $30,000 a year, and Hispanics are all less likely to purchase products online. Women are slightly more likely to purchase online than men, but not significantly so. 
2. What are the primary differences between online and offline consumer behavior?
Online consumers are more goal oriented and intentional: they are more likely to start the purchasing process with specific products in mind. Also, online consumer behavior is modified by the consumer’s understanding of the online environment and specific Web site features: consumers may be more distrustful of the purchasing process or an unrecognized brand name and more inclined to limit spending to smaller ticket items. In addition, online consumers are looking specifically for good deals and convenience. 

3. What is clickstream behavior and how is it used by marketers.

Clickstream behavior refers to the transaction log that consumers establish as they move about the Web, from search engine to a variety of sites, then to a single site, then to a single page, and then, finally, to a decision to purchase. These precious moments are similar to “point-of-purchase” moments in traditional retail. Clickstream mar¬keting takes maximum advantage of the Internet environment. It presupposes no prior “deep” knowledge of the customer (and in that sense is “privacy-regarding”), and can be developed dynamically as customers use the Internet. For instance, the success of search engine marketing (the display of paid advertisements on Web search pages) is based in large part on what the consumer is looking for at the moment and how they go about looking (detailed clickstream data). After examining the detailed data, general clickstream data is used (days since last visit, past purchases). If available, demo¬graphic data is also used (region, city, and gender).

4. Research has shown that many consumers use the Internet to investigate purchases before actually buying, which is often done in a physical storefront. What implication does this have for online merchants? What can they do to entice more online buying, rather than pure research?

The fact that many consumers use the Internet to research products before actually making purchases has many implications for online merchants because it suggests that e-commerce is a major conduit and generator of offline commerce. This could mean that e-commerce and traditional commerce should integrate to alleviate the concern. It is very important for online merchants to build the information content on their sites to attract browsers, put less attention on selling, per se, and offer products in offline settings where users feel more comfortable and secure.
5. What are Web analytics and how do they help e-commerce firms better understand consumer behavior at the various stages of the online purchasing process?
Web analytics is a software package that collects, stores, analyzes, and graphically presents data on each of the stages in the conversion of shoppers to customers process on e-commerce sites. Web analytics packages can tell business managers how people become aware of their site, and where they come from (e.g., search, self-entered URL, e-mail, social campaigns, or off-line traditional print and TV ads), along with demographic, behav¬ioral, and geographic information. This information can help managers decide the best ways to drive traffic to their sites, the so-called “in-bound” links to a site. Once on the Web site, analytics packages can record how engaged visitors are with the site’s content, measured in terms of pages viewed and duration on site. This information can allow managers to change the design or their sites, or change the content viewers are seeing. Web analytics packages can track visitor interaction and help managers decide what content leads to higher levels of visitor interaction with friends and other visitors. The purchase activity on the shopping car page is a major focus of analytics tools not just because this is where the revenue is generated, but also because this is where the customer frequently exits the entire site and the firm loses a potential sale. Finally, Web analytics can help managers discover customer loyalty and post-purchase behavior. In an increasingly social marketing environment, marketing managers need to know how their products and services are being talked about on other sites, Facebook pages, or Twitter tweets, often called “buzz” or sentiment analysis.

6. Why have advertising networks become controversial? What, if anything, can be done to overcome any resistance to this technique?

Advertising networks have become controversial because their ability to track individual consumers across the Internet is alarming to privacy advocates. Legislation or regulation that would curtail the use of Web beacons and other tracking devices without consumer notification could help to overcome resistance to this technique. Giving consumers the option to opt-in or opt-out and making Web beacons visible as an icon on the screen could ease consumers’ concerns. Finally, privacy advocates believe that if a user clicks the icon, a disclosure statement should indicate any or all of the following: what data is being collected, how the data will be used, what other companies will receive the data, what other data it will be combined with, and if a cookie is associated with the Web beacon. Consumers should be able to opt-out of any data collection done by the Web beacon, and it should never be used to collect sensitive data such as medical, financial, job-related, or sexual matters.

7. What are the five main elements of a comprehensive marketing plan? What are some different platforms used for each?
The five main elements of a comprehensive marketing plan and their related platforms are Web site (traditional Web site), traditional online marketing (search engine marketing, display advertising, e-mail and affiliates), social marketing (social networks, microblogging sites, blogs/forums, video marketing, and game marketing), mobile marketing (smartphone and tablet sites and apps), and offline marketing (television, newspapers and magazines).
8. List the differences among databases, data warehouses, and data mining.

A database stores records and attributes organized into tables. Databases are maintained for e-commerce Web transactions, shopping carts, point-of-sale terminals, warehouse inventory levels, field sales reports, and many other types of records. 

A data warehouse gathers all of the database information from customer and transaction databases and stores it in one logical repository where it can be analyzed and modeled by managers without disrupting or taxing the systems of a firm’s primary transactional systems and databases. Using the data warehouse, managers can query multiple databases to determine the answers to many marketing and financial questions enhancing their strategic decision making capabilities. 

Data mining is a different set of analytical techniques that look for patterns in database information or seek to model the behavior of visitors and customers. Web site data can be mined to develop customer profiles that identify patterns in group or individual behaviors on the site. Data mining can be either query driven, model driven, or rule-based. Query-driven data mining is the simplest type; both databases and data warehouses can be queried. Marketers can answer specific questions such as, “What products sell better at different hours of the day?” and adjust Web site content accordingly. In model-driven data mining, a model analyzes the key variables in a strategic decision so that informed decisions can be made. In rule-based data mining, demographic and transactional data is examined, and general rules of behavior are derived for specific well-defined market segments.

9. What are three strategic questions that online marketing managers need to address.

The three strategic questions that online marketing managers need to address are: (1) which marketing platform should be focused on first; (2) how to integrate all the different marketing platforms into a single coherent branding message, and (3) resource allocation.

10.
What are the primary marketing functions of a Web site?

The Web site performs four important functions: establishing the brand identity and consumer expectations, informing and educating the consumer, shaping the customer experience, and anchoring the brand in an ocean of marketing messages coming from different sources.

11.
Name and describe three different types of search engine advertising.
There are at three major types of search engine advertising: keyword paid inclusion (so-called “sponsored links”), advertising keywords (such as Google’s AdWords), and search engine context ads (such as Google’s AdSense). Paid inclusion (also called sponsored link) programs, for a fee, guarantee a Web site’s inclusion in its list of search results, more frequent visits by its Web crawler, and suggestions for improving the results of organic searching. In keyword advertising, merchants purchase keywords through a bidding process at search sites, and whenever a consumer searches for that word, their advertisement shows up somewhere on the page, usually as a small text-based adver¬tisement on the right, but also as a listing on the very top of the page. The more merchants pay, the higher the rank and greater the visibility of their ads on the page. Network keyword advertising (context advertising), introduced by Google as its AdSense product in 2002, differs from the ordinary keyword advertising described previously. Publishers (Web sites that want to show ads) join these networks and allow the search engine to place “relevant” ads on their sites. The ads are paid for by advertis¬ers who want their messages to appear across the Web.

12.
What are some issues associated with the use of search engine advertising?

One issue is that search engines have the power to crush a small business by placing its ads on the back pages of search results. Merchants are at the mercy of search engines for access to the online market​place, and this access is dominated by a single firm, Google. Other practices that degrade the results and usefulness of search engines include:

Link farms are groups of Web sites that link to one another, thereby boosting their ranking in search engines that use a PageRank algorithm to judge the “usefulness” of a site..

Content farms are companies that generate large volumes of textual content for multiple Web sites designed to attract viewers and search engines. Content farms profit by attracting large numbers of readers to their sites and exposing them to ads. The content typically is not original but is artfully copied or summarized from legitimate content sites.

Click fraud occurs when a competitor clicks on search engine results and ads, forcing the advertiser to pay for the click even though the click is not legitimate. Competitors can hire offshore firms to perform fraudulent clicks or hire botnets to automate the process. Click fraud can quickly run up a large bill for merchants, and not result in any growth in sales.

13.
What is lead generation marketing?

Lead generation marketing uses multiple e-commerce presences to generate leads for businesses that later can be contacted and converted into customers through sales calls, e-mails, or other means. It involves a specialized subset of the Internet marketing industry that provides consulting services and software tools to collect and manage leads for firms, and to convert these leads to customers.

14.
What are the four features of social marketing and advertising that are driving its growth?
· Social sign-on: Signing in to various Web sites through social network pages like Facebook. This allows Web sites to receive valuable social profile information from Facebook and use it in their own marketing efforts. 

· Collaborative shopping: Creating an environment where consumers can share their shopping experiences with one another by viewing products, chatting, or texting. Instead of talking about the weather, friends can chat online about brands, products, and services. 

· Network notification: Creating an environment where consumers can share their approval (or disapproval) of products, services, or content, or share their geoloca¬tion, perhaps a restaurant or club, with friends. Facebook’s ubiquitous “Like” button is an example. Twitter tweets and followers are another example.

· Social search (recommendation): Enabling an environment where consumers can ask their friends for advice on purchases of products, services, and content. While Google can help you find things, social search can help you evaluate the quality of things by listening to the evaluations of your friends or their friends. For instance, Amazon’s social recommender system can use your Facebook social profile to recommend products.
15. Explain why author John Battelle calls the Web a database of intentions.
The author John Battelle coined the phrase and the notion that the Web is a database of intentions composed of the results from every search ever made and every path that searchers have followed, since the beginning of the Web. In total, this database contains the intentions of all mankind. This treasure trove of intentions, desires, likes, wants, and needs is owned by only a few private business firms, namely, Google, Microsoft, and to a lesser extent, Yahoo, in massive, global databases (Battelle, 2003). Batelle later extended the concept of a database of intentions beyond search to include the social graph (Facebook and Google+), status updates (Twitter and Facebook), and the “check-in” (Foursquare and Yelp) (Battelle, 2010). The database of intentions can be exploited to track and target individuals and groups. Not only is this capability unprecedented, but it’s growing exponentially into the foreseeable future. The potential for abuse is also growing exponentially.

16. What are some of the advantages of direct e-mail marketing?

The major advantage of direct e-mail marketing is that because e-mails are sent to interested users who have elected to “opt-in,” they have proven to be one of the most effective forms of marketing communication. These consumers have at one time or another expressed an interest in receiving messages from advertisers. Therefore the response rates are much greater than other forms of online marketing communications. Another advantage is that the cost is negligible. The primary cost is for the purchase of a list of names, which can be from $0.15 to $0.50 per name, depending on how targeted the list is. Sending the e-mails is virtually cost-free. Furthermore, marketers can rapidly get a targeted direct e-mail advertising campaign off the ground whereas a banner ad or search engine campaign takes more time.

17. What are four methods that online advertisers use to behaviorally target ads?

There are four methods that online advertisers use to behaviorally target ads: search engine queries, the collection of data on individual browsing history online (monitoring the clickstream), the collection of data from social network sites, and increasingly, the integration of this online data with offline data like income, educa¬tion, address, purchase patterns, credit records, driving records, and hundreds of other personal descriptors tied to specific, identifiable persons.

18. Shopping cart abandonment rates are typically 70% or higher. Why is this rate so high and what techniques can help improve this rate?
This rate is high because abandonment is a complex phenomenon and often not what it seems. It is not always about a consumer deciding they don’t want the goods. Consumers use carts like a shopping list, and don’t complete the transaction immediately; they use it for price comparison and to know shipping costs, or taxes; they complete transactions later on a different device, such as a mobile phone.

To improve abandonment rate, you would use Web analytics on the shopping cart page to try to determine consumer behavior in the purchase process and what factors are involved, or monitor social media for negative and positive mentions. For example, the cost of shipping may be an issue, added taxes, or lack or quality of warranties, or even the shopping cart functionality. Some studies have shown that online chat functionality so that a consumer can speak to a salesperson can help lower rates. Changing elements of a Web site’s purchasing process, and reviewing the real-time changes in consumer behavior can also help pinpoint any cart abandonment issues.

19. Define CTR, CPM, CPC, and CPA. 

CTR refers to the click-through rate or percentage of people exposed to an online advertisement who actually click it to visit the site. CPM refers to the cost per 1,000 impressions. Advertisers originally purchased online ads in lots of 1,000 units. CPC is a later pricing model in which the advertiser pays a prenegotiated fee for each click an ad receives. CPA refers to a cost structure where advertisers pay a prenegotiated amount only when a user performs a specific action such as a site registration or purchase.

20. What advantages do rich media ads have over static display ads?
Their click through rates are much higher (1.0% to 2.0% as opposed to .03%–.30% for banner ads); and rich media ads can boost advertiser site visits by as much as 300% compared with banner ads. With video added, consumers are six times more likely to visit an advertised Web site. In addition, with interstitial rich media ads, which appear between Web pages as a consumer browses, consumers are less able to avoid or tune out the advertisement. 
Projects

1. Go to www.strategicbusinessinsights.com/vals/presurvey.shtml. Take the survey to determine what lifestyle category you fit into. Write a brief, two-page paper describing how your lifestyle and values impact your use of the Web for e-commerce. How is your online consumer behavior affected by your lifestyle?

Student answers will vary depending on the VALS segment profile into which they fall. For example, an “actualizer/achiever,” according to the profile, is supposed to be interested in possessions and recreation that reflect a cultivated taste for the finer things in life. They prefer established, prestige products and services that demonstrate success to their peers. Such a consumer might use the Web to buy tickets to concerts, opera, and the ballet. They might frequent eBay or other auction sites in search of fine art or antiques. Actualizers and achievers might also be interested in product advertisements from such sites as Tiffany or Bloomingdale’s. An “experiencer” on the other hand, is supposed to be inclined toward exercise, sports, outdoor recreation, and social activities. This group of individuals is supposedly comprised of avid consumers who spend much of their income on clothing, fast food, music, movies, and videos. Students who fall into this segment profile might express an online purchasing penchant for such sites as REI, Amazon, iTunes, and Hulu.
2.
Visit Net-a-porter.com and create an Internet marketing plan for it that includes each of the following:

· One-to-one marketing

· Affiliate marketing

· Viral marketing 

· Blog marketing

· Social network marketing

Describe how each plays a role in growing the business, and create an electronic slide presentation of your marketing plan. 

To complete this project, all students need is the information in the chapter, a visit to the Web site, and a marketer’s instincts. Creativity should be rewarded. The students might suggest a campaign noting specific products on the site selected that includes the following:
· One-to-one marketing: The information from the market research study must be recorded in one or more customer databases. Database mining can then be used to compile individual profiles. These should be analyzed to identify new market opportunities to specific customers, both current and new. Combine this data with the historical purchasing data of the site’s customers and create a recommendation tool for the Web site. Aggregate the purchasing psychological profile data to send buyers a personalized e-mail message suggesting new products they might be interested in buying. As a general rule, a company can expect that 80% of revenue will be contributed by 20% of their customers. Sustaining existing customers is also much less costly than developing new ones. Needs, specific “hot-button” messages, and offers can be tailored both in e-mail messages and can be displayed on the Web site to different groups or individuals.

· Affiliate marketing: Set up an affiliate program with other like sites. Students might look for luxury hotel or vacation sites with which to partner. They could try luxury car dealerships such as Mercedes Benz, Ferrari, or Porsche. They might also set up affiliates with sites that are not direct competitors.

· Viral marketing: Off the Internet, viral marketing has been referred to as “word-of-mouth,” “creating buzz,” “leveraging the media,” or “network marketing.” Send e-mails to customers with an offer for a free small product of some sort and a $10 off coupon on subsequent referrals for each new customer they refer to the site that makes a purchase. The new customer will also be offered a $10 off coupon code that can be easily transferred to the new customer via e-mail. New customers can then be offered additional incentives when they make their first purchase.

· Blog marketing: Set up a store-sponsored blog with commentary on the latest products; send product announcements/samples to leading blog commentators in order to encourage them to favorably mention products and the site in their blogs. 

· Social network marketing: Create videos featuring products to post on YouTube and other video-sharing sites, encourage social shopping by providing discounts or other incentives; set up product pages for specific products on Facebook, and similar sites. 

3. 
Use the Online Consumer Purchasing Model (Figure 6.11) to assess the effectiveness of an e-mail campaign for a small Web site devoted to sales of apparel to the 18–26 age, young adult market in the United States. Assume a marketing campaign of 100,000 e-mails (at $0.25 per e-mail address). The expected click-through rate is 5%, the conversion to customer rate is 10%, and the loyal customer retention rate is 25%. The average sale is $60, and the profit margin is 50% (the cost of the goods is $30). Does the campaign produce a profit? What would you advise doing to increase the number of purchases and loyal customers? What Web design factors? What communications messages?

If 100,000 e-mails are sent out at a cost of $0.25 per e-mail address, the cost of the marketing campaign is $25,000. A click-through rate of 5% will result in 5,000 people clicking through to the site. Of those, 10% will be converted to customers, so 500 people will make a purchase as a direct result of the e-mail. With an average sale of $60, this would produce gross revenues of approximately $30,000. The profit margin is 50% ($15,000), so the gross profit is $15,000. Subtract the $25,000 cost of the advertising campaign and the net loss on the initial campaign is $10,000 (not including additional operating costs). If the loyal customer retention rate is 25%, then 125 customers can be expected to make at least one additional purchase of $60 within the year for an additional $7,500 in gross revenue. The campaign still produces an overall net loss of $2,500 over one year’s time. To increase the number of purchases and the retention rate students can come up with any number of ideas. This is a chance for the marketing students in the class to let the ideas flow. Some possible ideas for Web site design and communication messages that might keep customers coming back to the site are:

· Give the customers recruited from this e-mail campaign regular updates. When new product lines or products arrive, or perhaps as new apparel arrives for each season, send updates so that they will be more likely to revisit the site. 

· Add fashion magazine content to the site that discusses the latest fashion trends of your target audience.

· Keep your customers informed about what is happening in your company by sending them e-mail newsletters detailing new product information, special offers, etc. 

· Offer an e-mail based fashion advice service for your customers.

· Add free fashion articles and reports to the site. You can keep customers interested by putting relevant articles on your site for them to download. This will also help to establish you as a fashion authority. 

· Set up an online forum or blog on your site. This can often help to get your customers to stay longer on the site.

4.
Surf the Web for at least 15 minutes. Visit at least two different sites. Make a list describing in detail all the different marketing communication tools you see being used. Which do you believe is most effective and why?

Students are likely to see all or most of the banner and rich media ads described in the chapter in 15 minutes of surfing. Reports should include what each advertised, what the method of delivery was, how effective they thought each ad was, and why it was or was not effective. Some ads may appear to be targeted and specifically placed on the sites visited while others may appear to have been randomly placed. Students will likely find the targeted ads more effective. The effectiveness of other ads may depend on the demographic groups to which the student belongs and the delivery method. 

5.
Do a search for a product of your choice on at least three search engines. Examine the results page carefully. Can you discern which results, if any, are results of a paid placement? If so, how did you determine this? What other marketing communications related to your search appear on the page?

A search for bicycle helmet on Google returns over 450,000 million results. At the top of the search page, there is a shaded box with two sponsored results, each with an Ad icon. Beneath this the “main” Google search results appear, the first of which is a link to an Amazon helmet, and the second to an REI Expert Advice article, “Bike Helmets: How to Choose.”  On the right is a Sponsored section with the heading “Shop for bicycle helmet on Google” with six links that include graphics (two from Backcountry.com, two from L.L. Bean, and one each from The Clymb and REI). Below this, also on the right side of the page, there is a list of eight sponsored links, under the heading Ads. 

A search for bicycle helmet on Microsoft’s Bing returns 7.5 million results. There is a faintly shaded box at the top of the page labeled “Ads related to bicycle helmet” that includes three links. In the main results section, the first link is Amazon. The next link is Backcountry.com. Both relate to bicycle helmets for sale.  Below this is a link titled “Images of bicycle helmet.” It is unclear if these images are sponsored. At the bottom of the page, there is another light blue box labeled “Ads relating to bicycle helmets” with three more links.  On the right side of the page, there are eight sponsored links, with images, under the label “Ads related to bicycle helmet.” Interestingly, previous searches appear to impact the ads displayed here, as ads for equestrian helmets (rather than bicycle helmets) accounted for 5 of the 8 ads displayed.
Students should do the same sort of analysis for a third search engine, such as Ask.com. 

6.
Examine the use of rich media in advertising. Find and describe at least two examples of advertising using streaming video, sound, or other rich media technologies (Hint: Check the sites of Internet advertising agencies for case studies or examples of their work). What are the advantages and/or disadvantages of this kind of advertising? Prepare a short three- to five-page report on your findings.

Some sites that offer examples of rich media/video ads include Creative Zone (creativezone.mediamind.com) and Pointroll (Creative Showcase), among others. 

Advantages of rich media/video advertising include: the tendency to be more effective (generate higher click-through rates) because it entertains and engages viewers through sound, video, and interactivity, as well as allows users some level of control (i.e., users can typically stop/close the ad).

Disadvantages of rich media/video advertising include its likeliness to cost more to develop and launch than simple display ads. They may also annoy users if they are deemed overly intrusive, and unresponsive to user control. As they become more commonly used, users may be more likely to “tune them out,” diminishing their effectiveness.

7. Visit your Facebook page and examine the ads shown in the right margin. What is being advertised and how do you believe it is relevant to your interests or online behavior? You could also search a retail product on Google several times, and related products, then visit Yahoo or another popular site to see if your past behavior is helping advertisers track you.
Facebook’s targeted ad functionality is currently not very impressive. Students will likely report that the ads in the right margin of their profiles are somewhat relevant, although some may seem random. Facebook’s ad capabilities will improve with time. In general the more you search on a class of items, or a specific item, the greater the likelihood that an ad network will pick up on your behavior and start showing you related ads in visits to other sites. This works for the most popular sites, most of which are members of a variety of ad networks. This also assumes that you allow both primary and third-party cookies. If you do not allow any cookies, tracking becomes more difficult but not impossible. Web bugs and beacons often cannot be eliminated by your browser.
Companion Web Site, Learning Tracks, and Video Cases
You can also direct your students to the Companion Web Site for the book, located at www.azimuth-interactive.com/ecommerce11e. There they will find a collection of additional projects and exercises for each chapter; links to various technology tutorials; information on how to build a business plan and revenue models; information on careers in e-commerce, and more. Learning Tracks that provide additional coverage of various topics and a collection of video cases that integrate short videos, supporting case study material, and case study questions are also available for download from the books’ Online Instructor Resource Center at www.pearsonglobaleditions.com/Laudon. Learning Tracks and Video Cases for this chapter include:
· Learning Track 6.1 Basic Marketing Concepts

· Learning Track 6.2 Consumer Behavior: Cultural, Social, and Psychological Background Factors

· Learning Track 6.3 Social Media Marketing – Blogging

· Video Case 6.1 Nielsen Online Campaign Ratings
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