Electronic Money: An Essence of E-Commerce

This paper discusses some important key issues relating to e-commerce and electronic money. The rapid growth of the Internet and its use has made the e-commerce, the business opportunity of future, very popular. In the twenty first century, the e-commerce will disseminate information at a low cost and will provide fast and quality business transaction. The issues, such as security and reliability relating to electronic payment system have been discussed. Till date, some of the burning problems have been solved, but many unresolved issues r still existing for which research and development activities are underway. It is expected that these problems will soon be solved to make e-commerce the best mode of business transactions.

ELCTRONIC Commerce is defined as the application of information technology to support business process and exchange of goods, services or information between suppliers and customers. This promises to radically transform the business phenomena. Since 1993, use of the Internet and World Wide Web (WWW) has exploded, spurred on by dramatically cheaper, higher performance hardware and software. This creates the global “infrastructure” to support commerce. Today, the Internet provides an information-rich and inexpensive, shared, multimedia network interconnecting more than 50 million users and 16 million servers in more than 140 countries.

The use of Internet improves enterprise information and work flows, redefines the way they communicate with customers and leverage global resources. Already companies like Cisco systems, Amazon, On sale etc are pioneering new business models with e-commerce. Internet technologies are dramatically lowering information publishing and dissemination cost. Inexpensive Internet access allows small and large and firms to access expertise, information and resources worldwide at a low costs. This lowers information and entry barriers across various industries, allowing smaller firms to better leverage recourses and compete in the global scale. 

COMPONENTS OF E-COMMERCE

All business transactions require significant information processing and communicate to reduce uncertainties for buyers and sellers. This includes the uncertainty about the quality of products traded, whether the other party honors commitments, and how to resolve disputes. Communicating via the Internet allows the firms to radically transform trading processes and intermediary roles. These lower the transaction costs incurred in exchanging goods or services. Transaction costs include product searches; drafting, negotiating and safeguarding the terms of sale; payment and settlement and enforcing contracts disagreements.

Basic Trade Context processes

Search

In the early models, firms established websites on their sites and services, which customers sought out. Today, three alternative models are emerging. Firstly, Sellers now use customer’s preference profile based on their Internet use and provide information for the selected users. Another marketing strategy facilitates search by leveraging information from community by grouping the user preferences. Third one is initiated from customer side by broadcasting their desired product requirements allowing different vendors to offer bids.

These changes reduces the customer’s search costs. Of course, the supplier’s cost may vary, as marketing program become more intensive.

Valuation

All trading requires processes for valuation. The simplest model, the seller posts a non-negotiable offering price, and reduces it until someone buys it. The Internet makes the price of goods or services more transparent to customers.

Logistics

This deals with the co-ordination and specification of delivery for physical products or information to a buyer. Web retailers typically maintain small inventories of the most popular products and co-ordinate directly with suppliers for specialized products. Delivering physical goods is a critical constraint in any commercial system. E-commerce creates new opportunities for delivery firms to provide more complex inventory management, routing and delivery services. Information and software vendors also use the Internet to deliver product and software upgrades, but in a limited way as they may require higher bandwidth.

Payment and Settlement

Efficient, paperless payment and settlement processes are critical part of e-commerce. This process is discussed later in detail. The detailed discussion will reveal that the proliferation of electronic payment and settlement systems will substantially reduce the transaction costs for both seller and buyer.

Authentication

These processes verify the quality and features of the goods traded ensure the authenticity of trading parties, and monitor trading parties to assure that they conform to agreements. In e-commerce, public key cryptography certified by trusted third parties. They bind the public key to firms and verify their authenticity. US postal service is one of the authentication services.

Assuring product quality prior to purchase is more difficult. Purchasers have to rely on the established reputations and brands.

Trade Context processes

This group of processes reduces the risks of trading.

Representation

These processes determine how a company communicates product attributes and agreements to buyers. Information standard such as the carats that characterize gold represent product attributes and features or contractual agreements. They effectively reduce the buyer’s and seller’s communication cost and uncertainty. Electronic data interchange initiatives have developed some text based templates foe business-to-business message exchange in different industry sectors. Still more standardized products based on virtual reality and multimedia are in progress. 

Legitimization

These processes define how agreements are declared valid in the electronic space. Jurisdiction over network transactions will play a vital role in case of any conflicts. Steps are already initiated towards cyber notaries and other third party transaction certification.

Influence

Business exchanges occur within an institutional context that generates trust or implement incentives and sanctions to reduce the transacting parties risks. These influence mechanism provide transacting parties incentives to fulfill commitments. Enforcing warranties and prosecuting fraud will make parties more willing to trade electronically.

Reputation is another type of influence mechanism. To enforce such influence, better business bureaus are emerging in the Internet.

Dispute Resolution

These processes may include direct negotiations, use of the court system, or arbitration. As the Internet has no national or geographical boundaries, presents a new problem in dispute resolution.

Scale and adding value are critical

Companies use their growing information assets to better mach their products for customers taste and enhance their service relationship. These targeted marketing efforts can lower marketing costs and create repeated service a learning relationship with customers. Well-designed learning relationship reduces customer’s incentives to switch to alternate suppliers.

Integrated Push/Pull marketing

Low cost electronic publishing results in an explosion of marketing information available across multiple channels (Websites). Capturing the customer’s attention in this fragmented environment is critical precursor to product sales. Integrated, cross media push/pull strategies will de essential to success in this environment.

ELECTRONIC MONEY

Like many other tools of civilization, money is considered as the medium of exchange between any transactions, especially in business. The money transactions between sellers and buyers can be settled in the following three ways: -

· Traditional money

· Credit card

· Electronic money

Since the advent of banking in the Middle Ages, bank customers have used paper-based instruments to move money between accounts. The typical conventional checking procedure is shown in fig 1. This model works equally well when there is a negative balance in consumer’s accounts if the consumer’s bank extend credit. This model represents our existing pattern of payments through banks, that requires manual coding of banks, signature verifications etc. transporting, protecting and refreshing coins and notes become costlier. Also there is a possibility of forging coins.

                                        (1) Pay

                                      


                        (6) Statement       (2) Endorse                             (5) Report

                                              (3) Present                


                                       

                                             (4) Clear    

                         Conventional Settlement System (fig 1)

The credit card (CC) system was designed to provide immediate gratification of the wants of consumer by allowing them to purchase services or goods on the credit. A credit card is a token of trust that transfers the risk of granting credit from a merchant to the card-issuing bank. The merchant is assured of payments and the card issuer assumes the responsibility for billing the consumer and collecting money. Settlement takes place later, when the merchant periodically submits a batch of authorized transactions to the merchant’s bank for the settlement with the card issuer. Merchants pay the cost of credit card use because selling on credit expands their business. The details of transaction flow in a credit card system are shown in fig 2.

In a card present transaction, the merchant validates the payer’s signature by matching the one on the back of the card against the one on the charge slip. Consumer is provided Master card handle settlement. with a carbon copy of the slip to protect integrity. The card associations, such as Visa and Translating checks or credit card transactions to the Internet requires finding electronic and business model equivalents for the function described above. Signatures and confidentiality are biggest problems in creating digital payments instruments. These issues are handled by the use of cryptography. The use of public-private keys pairs allow a message to be singed digitally and verified by the one who have the public key. Most payment systems require special consumer and merchant software to process the electronic payment messages. Electronic wallet (EW) is one such consumer software which acts as an electronic check book for signing orders managing keys, performing cryptography operations and formatting messages, as well as acting as a check register for keeping track of transactions.
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Model for Credit Card Transaction Settlement Systems (fig. 2)


The CyberCash Inc, Reston Va implemented a system for protecting the credit card on the Internet in April 1995. This system was one of first its kind. The company provides software to both consumer and merchants, operates a gateway between the Internet and authorization network of the major credit card brands. Both consumer and merchant work on wallet software, which supports encryption and transaction record keeping. Messages are encrypted using random symmetric key, which in turn included in the message encrypted under the recipient’s public key. 

The CyberCash public key is built into the wallet and merchant software. Consumers generate a public-private key pair when they register credit cards with the wallet software and the public key is sent to the cyber cash, where it is maintained in a database. Consumers, merchants and CyberCash have public-private key pair, whereas only CyberCash has everyone’s public key. As a result company can exchange information securely with consumers or merchants through CyberCash system as shown in fig.3.

In addition, Visa and MasterCard jointly launched a standard protocol, called Secure Electronic Transaction (SET) protocol to process credit card transactions in the Internet. It works in the similar way to CyberCash gateway, except some changes distribution of authorities for public key in a hierarchical manner.

The future of electronic money concept is expected to stabilize with a new system embodied with different trade-offs among risk, cost, complexity, responsiveness and the time until the transaction is final.


(1) Purchase request


                                    (2) Payment request


                                    (3) Credit card Payment



                                    (6) Credit card response 


(4) Authorization request



(5) Charge response



(10) Informs Completion


 (7) Clears for Settlement

                                        (8) Request for Settlement



                                        (9) Acknowledge after


    Settlement

                                  Cyber Cash Gate Way Model (fig. 3)

CONCLUSION

Although in its infancy, e-commerce promises to dramatically change the structure and processes of commerce. Managers will have to invent new business models that reemphasize scale, differentiation and brands to effectively compete on a noisy infrastructure with low transaction costs. They will also have to spend substantial time redesigning transaction processes and participating in industry groups to develop new e-commerce conventions. Effectively implementing these strategies and simultaneously reconciling new and existing business models will be key to a firm’s success. Customers will also have lot of convenience and confidence to procuring their requirements with a much competitive price. E-Commerce is presently an emerging area of research and development. The electronic money is an important factor in this new field of commerce. Many works are presently in progress. A reliable payment system based on function, price and performance will be determined. It is expected that in near future an optimum single Internet payment system will explore and stabilize. 
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