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Shopping in the Dot.com Era:  
 

Virtual Retailers and the Emergence of the E-conomy 
 
 
Introduction  

Advances in telecommunication technology and the establishment of the World Wide 

Web have brought our increasingly globalized world closer together than ever before, providing 

new avenues for retail businesses to reach and interact with markets electronically,  while 

bringing consumers an increasing number of choices to select from in the growing virtual 

marketplace. Internet-based retail and exchange companies, such as Amazon, eBay, and many 

traditional brick-and-mortar retailers, have taken advantage of this emerging virtual marketplace 

and have successfully utilized the medium of the internet as a platform to connect to more and 

more consumers. 

 This research paper will examine the impact that the internet and the emergence of 

internet retailers such as Amazon have made on the business-to-consumer retail industry, 

specifically identifying the changes that have taken place for existing retail businesses, 

consumers, and government policy. My main argument is to propose that the establishment of 

the internet as a market medium has made significant changes to the retail industry in the form 

of: intensified global commercial competition, significant strides in the efficiency of 

transactions, enhancement of the consumer retail experience, and the emergence of new 

issues regarding government regulation of the cyber domain, specifically with regards to 

tax policy. 
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The Emerging Virtual Market and the E-tail Industry 

 The origin of the internet and the development of its potential as a market medium span a 

relatively short period of time with respect to the significant amount of changes it has brought 

about to us in our world. From its beginnings as a U.S. military communication and control 

system in the 1960s, the World Wide Web, as we know it today, emerged in 1989, based on a 

proposition by Tim Berners Lee, a researcher at the CERN laboratory, who spear-headed an 

initiative to “link documents together between all connected sites using weblinks so that global 

information sharing [would be] possible” (Bloor 25). This idea of exploring online web pages 

with a simple browser interface and the increasingly affordable nature of computer technology 

made the expansion of the internet possible, creating an inter-connected global network with a 

myriad of possibilities. Since the birth of the World Wide Web in the early 1990s, with its 

humble beginnings at around 10,000 websites and 10 million web users, internet penetration has 

grown astronomically and exponentially on an annual basis, with growth in upwards of 8.35 

billion web pages and over 2 billion internet users as of March 2011 (Internet World Stats). 

 Prior to the development of the World Wide Web, businesses had already been utilizing 

electronic technology since the late 1970’s to conduct commercial transactions, by means of the 

Electronic Data Interchange (EDI) and Electronic Funds Transfer (EFT). These technologies 

allowed for businesses to electronically share transactional data, purchase orders, and invoices, 

and they are considered to be the original precursors to the development of electronic commerce 

(Qin 5). eCommerce as we know it today did not materialize until the inception of the World 

Wide Web, and it did not officially take off until 1991 because the National Science Foundation 
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had placed a ban on its use by any commercial enterprise on the information superhighway as a 

means to preserve its intended academic purpose (OECD 10).  

Thus, the emergence of the internet as a commercial platform was able to take place as a 

result of its deregulation in 1991, when the National Science Foundation lifted a ban on 

businesses operating over the Internet. Another important development which paved the way for 

the virtual market was the establishment of internet security protocol, data encryption, and faster 

internet speeds.  This combination of regulatory reform and innovation in telecommunications 

technology created conditions which spurred the development of online commercial activity 

(OECD 10). These fundamental changes served to dismantle the barriers to commercial entry, 

which led the internet to become increasingly accessible to businesses and entrepreneurs who 

saw the massive potential of the cyber domain as a way to access markets globally. 

Many new websites and e-commerce ventures began to spring up during the mid 1990s to 

the early 2000s, trying to take advantage of the expanding virtual platform. Two companies that 

started off during this time that have become household names in the eCommerce industry are 

Amazon and eBay. The emergence of these kinds of “Pure Click” companies, retailers that 

conduct business solely through online transactions, created an innovative avenue for retailers to 

efficiently market and sell their goods to consumers all over the world.  Both Amazon and eBay 

were pioneers in the electronic retail business realm, and they were the first to attach a brand 

name association to the industry. To this day, both companies remain strong as the leaders in 

eCommerce, and they continue to exemplify the power of utilizing the internet as a market 

medium, as they pull in billions of dollars in revenue on a yearly basis while maintaining their 

steady growth. 
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Traditional brick-and-mortar retailers witnessed the huge opportunities that the internet 

would bring to their companies and began to penetrate the cyber domain with a sense of urgency, 

in the quest to capture increasingly greater market shares, so as not to  lose out to e-tailers such 

as Amazon. Corporate retailers such as Walmart, Staples, Apple, Dell, Office Depot, among 

others, have taken advantage of the capital efficient nature of the internet and implemented the 

virtual market into their business models by constructing online stores from which customers are 

able to purchase their products online. Companies that utilize the web, most commonly in the 

form of an online store, in addition to the traditional physical brick-and-mortar store, are called 

“Brick-and-Click” retailers. Many of these traditional retailers that decided to implement the 

Brick-and-Click retail model gained enormously from having an online presence, which allowed 

them to reach markets that are not only in close proximity to their offline stores, but all around 

the world, through the interconnected global network.  

 Although the success stories of Amazon, eBay, and other such companies have gotten 

the most attention with regards to the boundless potential of electronic commerce, many starting 

internet ventures failed due to the extremely competitive nature of the online marketplace and the 

inability to adapt a business model that is compatible to the cyber domain. According to the 

independent research firm VentureOne, “Nearly one in five start-ups backed with venture capital 

at the peak of the Internet boom went out of business before first-stage investors could sell their 

shares, costing them billions of dollars”(VentureOne).  Such companies, like WebVan, an online 

grocery retailer, failed because they were not able to determine the critical factors of the 

economic and social environment of their target market and they did not adapt their business 

models in a way that would make it compatible to the nature of electronic commerce. Conversely, 

many traditional retailers that decided not to utilize the internet as a platform to expand their 
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businesses were left by the wayside by e-tailers and brick-and-click stores that took full 

advantage of the virtual platform. Nevertheless, the e-Commerce industry has been able to 

sustain tremendous levels of growth since its start and continues to grow, as more and more 

people are starting to get access to the internet around the world.  

 

Impact on the Retail Industry  

The advent of electronic commerce introduced an entirely new competitive element to the 

retail sector, fundamentally changing traditional, proven models of business that had been 

employed by these companies prior to the establishment of the World Wide Web. The internet 

has served to rearrange the entirety of the economic landscape of the retail industry, by shrinking 

the playing field upon which producers and consumers interact and at the same time expanding 

the retail’s share of productive output in our economy. According to the latest U.S. Department 

of Commerce figures, U.S. internet-based commerce generated $165.4 billion dollars in 2010, 

making up 4.2% of total retail sales, an increase of 14.8% since 2009 (Enright). eCommerce has 

experienced incredible yearly double-digit growth rates over the past decade and is expected to 

sustain this growth well into our current decade. Forrester Research, an independent information 

technology research firm, released a report that projected that the share of internet-based 

commercial sales will increase to $248.7 billion dollars by 2015, comprising of 8% of total retail 

sales. This sustained growth is cited for reasons, according to Sucharita Mulpuru, an analyst in 

the Forrester group, “because sales are shifting away from stores and in part because online 

shoppers are less sensitive to adverse economic conditions than the average US consumer 

(Mulpuru).” Retailers are faced with an ever competitive market environment and a dynamic 

consumer base which has been facilitated by the emergence of the virtual market.  
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Though many dimensions of the retail industry have been impacted by the global network, 

the fundamental changes that have occurred, which have had the most significant impact are: the 

evolution of a truly accessible global, well-informed market, increased efficiency of capital 

distribution, increasingly lower transaction costs, and the lowered barriers to entry to established 

markets (Bloor 4-5).The effect of these dramatic changes brought about by the World Wide Web 

has fostered an environment of intense commercial competition, with many infant e-Commerce 

ventures and slow-to-adjust retailers being run out of the ground by companies that have adapted 

and embraced the power of the virtual marketplace. In a parallel to the survival of the fittest 

mentality of the biological world, as “competition for food and resources leads to principles of 

natural evolution, we can see that brutal market forces in the increasingly cut-throat Web 

economy lead to new strategies for economic survival (Schwartz 4). The internet, a platform 

capable of sustaining economic ‘life’, had given birth to an “entirely new species of start-ups and 

enterprises that could not have existed previously, which in turn, are forcing older corporate 

species to evolve in new ways, producing new business models and characteristics necessary for 

their own survival (Schwartz 4).” This digital Darwinism brought about by the internet, in the 

same fashion as its biological counterpart, has created an intensified survival of the fittest 

mentality of which only the most innovative and influential companies could succeed. 

 

Case Study: Amazon.com and the Book Retail Industry 

A significantly representative case of a ‘new species of start-up’ forcing change to older, 

established firms is the emergence of Amazon.com and its impact on the established companies 

in the book retail industry.  Amazon has been widely successful and is considered the largest 

electronic retailer in the world, originally starting as an online book store and now has since 
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expanded into a wide variety of items ranging from music, electronics, clothing, food, etc, 

bringing in a record estimate of $34.2 billion dollars in 2010 (Wiki-invest). Founded in 1994 by 

current CEO Jeff Bezos, Amazon symbolized a new era in the retail environment in which “an 

expensive storefront on the right side of the street was unnecessary (Lindstrom 231).”  Bezos 

saw the potential of using the internet to create a virtual book store because of the lack of 

constraints and lower cost of transactions compared to traditional brick-and-mortar book retailers, 

like Barnes and Noble. Amazon planned to be “the earth’s largest bookstore with a fraction of 

the overhead costs that their physical rivals were bound by (Lindstrom 231).” 

 When Amazon opened its online store operations in 1995, it had over a million titles 

listed on its website, and used a garage as the first warehouse for the company. As sales and 

operations expanded, Amazon looked to invest in larger warehouses and distribution centers to 

meet the increasing consumer demand (Lindstrom 231). The largest capital investment that 

Amazon has to make is in its distribution warehouses, and the advantage of the virtual storefront 

allowed them to forgo the costs related to brick-and-mortar stores and labor. The lack of a need 

for a physical store also significantly reduced the costs associated with inventory housing. 

Although the website has millions of titles available for sale, only a fraction of that number is 

physically stored in Amazons warehousing. For most books, Amazon places an order from a 

distributor only after the consumer has ordered it from the online store, the advantage to this 

model being that Amazon could avoid the structural costs associated with housing a large 

inventory (TSMD). Another advantage to low inventory costs is that Amazon can list huge 

selections of book that fit into niche categories, such as older, more obscure books, whereas 

stores like Barnes and Noble must have the most current and trendy books available to keep 

customers interested. An additional, more controversial benefit that the lack of a need for offline 
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stores afforded Amazon the ability to bypass state sales tax by having physical operations in 

places that don’t have such tax policy, while still accessing markets of states that do have taxes, 

which allowed them to lower prices even further, which would create further implications in the 

future with regards to government regulations and tax policy. The capital efficiency of online 

transactions, the unlimited space and freedom to list a wide selection of titles, and the 

accessibility of the store to millions on the global network, were intrinsic factors that 

differentiated Amazon and helped it to rewrite the rules of traditional retail. 

 At the beginning of the eCommerce revolution, traditional book retailers scoffed at the 

notion of selling books online because they felt consumers placed value in the tangible 

experience of opening up real books, and thumbing through the pages while drinking coffee in an 

indoor café. Barnes and Noble, founded in 1917, was the premier book retailer, with hundreds of 

store locations around the U.S that prospered by adhering to the idea that buying a book should 

be a unique, tangible experience. The comfortable ambiance provided by the physical store, 

along with a large selection of books that were immediately available to browse through, 

provided a unique service that CEO Leonard Riggio thought would exclude books as a profitable 

online product (Lindstrom 174). Witnessing the rise of Amazon as a player in the book retail 

market, Barnes and Noble was forced to reconsider its traditional model of business that relied 

upon the presence of physical, local bookstores with comprehensive selection centered on the 

notion of fostering a community-gathering-place to a flexible plan that would embrace the 

internet so as to not lose out on the battle for market share with Amazon. The capital efficiency 

afforded by an online store like Amazon put Barnes and Noble at a big disadvantage because 

they had to deal with fixed and operational costs of physical stores. In addition, Barnes and 

Noble stores must carefully select their inventory in order to keep customers interested in 
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browsing their selections. They are subjugated to popular trends and must maintain a dynamic 

inventory in order to stay profitable. The physical constraints of brick-and-mortar forces Barnes 

and Noble to only sell current books because of inventory housing costs and finite store space, 

compared to Amazons inventory with millions of selections available. Barnes and Noble saw no 

other choice but to adapt to the new internet commerce trend in order to survive in the 

increasingly competitive book retail industry. 

In 1997, Barnes and Noble set up a separate online store, Barnesandnoble.com, in order 

to tap into the potential of internet commerce in a “relentless quest to catch up with Amazon.com” 

(Lindstrom 174). Barnes and Noble’s adoption of the Brick-and-Click retail model in an effort to 

stay competitive in the book retail business was a microcosmic reflection of the dynamic nature 

retail industry overall after the advent of the World Wide Web and internet commerce. Although 

they are still behind Amazon, which had 19% of total book sales with 15.6 million sold in 2009, 

Barnes and Noble has been able to narrow the gap by adapting to the Brick-and-Click model, 

outliving its now bankrupt competitor Borders and accounting for %17 of books sold in the U.S 

(Figure 1).  

The competitive battle for dominance in the book retail industry between Amazon and 

Barnes and Noble is a prime example of how the advent of the World Wide Web has influenced 

and changed the traditional models of business all across different sectors of the retail industry. 

Many of the companies that exhibit flexibility and embrace the powerful potential of the internet 

as a market medium have seen great success, but companies that insist on hanging onto a dying 

business model at all costs, and ignoring game-changing technology as an annoyance rather than 

an opportunity have been undeniably hurt by this virtual shift in the economic playing field.  
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Impact on the Consumer Experience 

The shopping experience – a quintessentially American phenomenon, is an event that is 

enjoyed by millions of people in our country on a daily basis. One cannot venture very far 

without running into a strip mall, shopping center, advertisements, commercials, or anything 

designed to entice consumers to spend money. The fanatic zeal exhibited by shoppers looking to 

get a good deal in a Black Friday sale and other instances epitomizes our consumerist culture and 

is reflective of a society that places great emphasis on material wealth. As a result, this culture of 

consumerism established conditions that were conducive to the emergence of a huge retail 

industry, which, according to the latest U.S Census Bureau data, generated an upwards of $4.1 

trillion dollars in sales in 2010 and was responsible for employing 14.4 million people, 12% of 

the U.S workforce.  (U.S Census Bureau) 

 Online shopping has become very popular because of the convenience afforded by the 

internet. At any hour of the day, 7 days a week, the internet makes it possible to shop for clothes, 

books, music, obscure goods, almost anything, from the comfort of your own home. For the 

increasingly time constrained person of the 21st century, internet shopping provides a time 

efficient way to purchase goods while at the same time getting an often lower price for the 

product. Shopping online also allows you to easily compare products and prices among various 

retailers so you can always be sure you are getting the best deal for your money. 

 The three biggest impacts that online retail has brought to the shopping experience are: 

improved consumer convenience, a drastically expanded set of choices, and lower prices. 

Shoppers can venture through the ‘electronic bazaar’ into a “rapidly developing electronic 

economy that is gradually absorbing all of the world’s economies… where traders from all parts 

of the globe sell everything from silk stocking to timeshares (Bloor 1).” The internet has 
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provided a new direct channel from which the consumer could satisfy his or her needs in a time 

and cost efficient manner. 

 The consumers demand for goods is the driving force behind the engine of the economy. 

Retailers place a great deal of emphasis on maximizing the level of satisfaction the consumer 

experiences because it is the determinant factor for repeat business. Consumer convenience is 

hugely important component of that satisfaction because it is the initial factor that can either 

drive the consumer to make the purchase now or hold off on it. In a study conducted by 

Lightspeed Research, an independent market research firm, 38% of consumers who shopped for 

holiday gifts in 2010 said they spent more money with online retailers than they did at physical 

stores. The results of their shopping survey showed that 69% of those shoppers cited the 

convenience of online shopping as the primary reason why they decided to spend more in the 

virtual market, with more than 54% finding that online prices were better than they were in 

offline stores (Enright). Shopping online is the definition of convenience,  allowing consumers to 

forgo any necessary efforts that are needed in going to a physical store and buying the product, 

and all the while saving time that has become ever so precious to people. With online shopping, 

waiting in a line or maneuvering through crowds, or running into your over-enthusiastic neighbor 

is something that you can avoid. More consumers are shopping online then ever before, with 

71.2% of internet users, over 140.8 million people, had purchasing something online in 2010 

(Figure 2). Many retailers have taken advantage of online stores to maximize the consumers’ 

convenience, and attract more and more of the growing number of online shoppers to browse 

their virtual shelves. 

 The global reach of the internet provides the consumer with a vast array of products to 

select from countless numbers of retailers and distributors located in all parts of the world. With 
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online shopping, the consumer can shop from retailers on the other side of the country, or even 

the world without being limited by geographic proximity. Exotic goods or trendy products that 

are sold in countries overseas become a consumption option for shoppers in the age of internet 

retailing. Such goods that may not be available in stores in your immediate surroundings become 

accessible, providing ample choices to the consumer in making a purchase decision. With so 

many choices, consumers are able to make more informed decisions, driving up competition 

between retailers as a consequence. The abundant availability of information at the click of a 

mouse not only shapes consumer preferences and sociological trends, but has shifted leveraging 

power to consumers which traditionally had been with the retailers. 

 The emergence of a well-informed consumer base has forced many retail businesses to 

become more sensitive to their needs. Retailers face great pressure because the consumer can 

easily determine if they are receiving the optimal deal for the product they are looking to 

purchase with the ease of access to information such as pricing. As a result, competition between 

retailers has become increasingly intense, from which consumers benefit because of lower prices. 

The efficiency of online transactions also has had a reducing effect on prices, further benefitting 

consumers and pushing retailers to become more efficient in the way they conduct business. 

 All in all, the consumer has benefitted from an enhanced shopping experience due to the 

presence of online stores citing convenience, lower prices, and wide selection of goods as 

important factors accounting for this change. The empowerment of the consumer due to the ease 

of access to information through the internet and the wide variety of products available has made 

demand for goods more elastic, which has caused retailers to embrace the customer and pay 

close attention to their needs in order to stay competitive. 
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Impact on Government Regulation 

 The borderless nature of the internet and eCommerce has brought many benefits to retail 

businesses and consumers, connecting markets across the globe and shrinking the economic 

playing field. However, the unrestricted, globally reaching characteristics of eCommerce have 

posed quite a problem to government tax, trade, and regulatory policies.  

The potential of internet commerce to undermine government’s role as a regulatory entity 

has been a primary concern expressed in the recent years. In particular, state and local 

governments are unable to collect sales tax on eCommerce transactions because the online retail 

companies base their physical operations in a state that does not collect sales tax. For example, 

Amazon does not have any physical warehouses in the state of California in order to avoid 

paying sales tax. Online retailers are able to avoid creating a collection responsibility in states 

with sales tax, while still having the ability to market their products to people living in those 

states such as California. Instead of complying with state tax policies, Amazon just opted to 

“terminating its relationship with thousands of California associates because of a new law that 

would require the online mega-retailer to collect sales taxes if it has affiliates in the state” 

(Luhby). Online retail firms choose to locate their selling or warehousing activities “to avoid 

creating nexus rather than locating where they can operate most efficiently.  Also, local vendors 

face a competitive disadvantage to e-commerce competitors as consumers browse in shops on 

Main Street but then make their purchases online to evade the tax.” (Bruce et al). It is estimated 

that annual sales tax revenue loss due to eCommerce across the U.S will reach $11.4 billion by 

2012, with a total loss of over $52 billion dollars in tax revenue in the past six years (Bruce et al).  

 In the past, the only way for a business to generate income was for it to have a physical 

establishment interacting in the marketplace. The notion of a sales tax generates revenue from 
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the consumption of a good, and the physical establishment of the brick-and-mortar store was the 

determinant factor in the states right to tax the sales income. With internet-based retail, a 

physical presence is not necessary to conduct transactions, which allows it to avoid having to pay 

state and local sales tax. The separation of “assets and activities from the source of the income 

represents a significant departure from historic business models. This change creates new tax 

planning challenges and opportunities” (Sharma 39.)  

The transcendental nature of the internet and eCommerce poses a big challenge to 

government regulatory efforts that must balance rigidity with equity. As described by Sushil 

Sharma, “there is a need to update regulatory frameworks and strengthen cooperation between 

regulatory bodies to achieve the goals of economic regulations without jeopardizing the efficiens 

likely to be associated with the growth of eCommerce (Sharma 40).” The virtual market will still 

continue to thrive, and should be dealt with delicately so as to not impede its tremendous 

potential for growth. 

 

Conclusion 

 The unprecedented change that has occurred in the retail industry following the inception 

of internet-based commerce is the product of a broader, dynamic technological revolution that 

has touched on every facet of our established system. The World Wide Web and advances in 

telecommunication technology have shrunk the economic playing field, connecting people from 

all over the world in an integrated global network. Innovative entrepreneurs and vigilant 

businessmen who recognized the incredible potential of the Web to connect to markets around 

the world capitalized and profited enormously. Companies that have dismissed the internet as a 
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minor factor would soon find themselves clamoring to stay afloat amidst the heightened level of 

competition driven by innovations in internet-based commercial enterprises. 

The emergence of online retailers like Amazon created a rift in the retail world which 

forced the revision of traditional models of business employed by established firms, promoting 

the consequence of perishing in the intensifying economic battlefield. The virtual marketplace 

created a new, cost-efficient channel for retailers to reach a global market base, and as a result, it 

has facilitated a shift in the power over purchasing choice from the retailer to the consumer. 

Online retailing has given rise to an increasingly well-informed consumer base that possesses the 

power to choose from a vast array of products from the global market. The consumer has greatly 

benefitted from the convenience and lower prices of online shopping, factors that are 

undoubtedly driving the double digit annual growth figures of internet commerce. 

The virtual market transcends the borders and boundaries that restrict the traditional 

economic space in which retailers and consumers interact, which, in turn, has given rise to a new 

set of issues regarding fiscal regulation that the government faces with the rapid expansion of the 

E-conomy. The break-neck speed of eCommerce progression has left the government in a 

position to play catch-up, at the expense of billions of dollars of lost tax revenues every year. 

Just as traditional retail business models were forced to adapt to a new economic playing field, 

government policy faces the same pressure to adapt to the dynamic technological revolution 

facilitated by the emergence of the global network. In addition to government, the entirety of our 

world is forced to evolve and adapt to these new technological forces that permeate our lives.  
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