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Ecommerce Business Models Explained

This is far from an exhaustive or comprehensive list, but this page illustrates some of the most common
ecommerce business models and how they work.

Dropshipping Business Model

Basic idea: the seller is listing inventory for sale they don't actually own. They buy the inventory once a
customer pays, and then ship it to the customer.

Dropshipping

Seller finds a
cool product

they think [~ “—»| sale. Spend

people will buy.

List the
product for

some $$ on
advertising.

make a website

facebook or other ads

Model works when

Seller is better at
marketing the
product than the
company who

makes it.

isn't good at
describing
the product.

Supplier Seller knows
about a niche

Seller buys
Customers buy: grodl:c( frorr; Ships item
the product & UF.’: ";” a"d directly to the
from the Seller. S consumer

market the
supplier doesn't
cater to.

Some
customers

want to return
the item.

customer.
Ships item to the
Seller, who removes
evidence of who the
supplier is.

May add branded
The Product is materials.

available to the Could also ship to a 3rd
Customer for the
same price the
Seller paid, if the
Customer knows
where to buy it.

party warehouse.

Could be bulk/forwarded
shipments.

Arbitrage (aka OA or RA)

PROBLEMS
AND
CHALLENGES!

Supplier often won't accept return from the
Consumer because that's not who they sold the
item to.

Customer doesn't know who the Supplier is.

send the item.

Seller may try to get refund/replacement from

[ Seller may have nowhere for the Customer to J
[ Supplier, but this has challenges too. J

Basic idea: Seller buys inventory at a discount from a retailer or online store, and then sells it at a higher
price somewhere else.
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Arbitrage (Online or Retail)
Seller ships A d Some :
item to Customer buys A S customers Amazon receives the
EBA Amazon s, item to R T return and handles basic
warehouse. customer. thaiten customer service.
Seller finds a product at Seller buys the cheap
a retail location cheaper product, and sells it @
than it sells online. online at a higher pice.
Could be local retail
outlet or a website o Some
i Seller ships Seller handles customer
online MEN Customer buys item directly to Sostomers service and deals with
e the item. want to return
consumer. theiem the return.
Model works Seller has the Model docent

money to create a

consistently find pz;ﬁz:?‘i;‘:gﬁ:y out of deals to buy,

good retail deals . or if other people
other people RLving ou_t it figure out where to
peop) walmart in the
don't know about. state) get the same deal.

when seller can work if seller runs

Wholesale

Basic idea: Seller negotiates a deal with a wholesaler, distributor, or manufactuer to purchase large
quanitites of products in bulk at a discount. The seller then sells them online.

Wholesale (FBA)

&

Seller negotiates buying

in bulk from the supplier Good deal is like:
Seller identifies a to sell online Seller ships Some
distributor, supplier, or Net 30 purchase terms, Seller buys product and item to Customer buys| Amazon sends customers Amazon receives the
manufacturer who wants and seller usually sell getsitioFBA [ | EBA Amazon [—| theitem. ™| Jem© want to return [~ retum and handles basic
to sell online. Usually, the wholesaler through stock faster than warehouse. CHAIIEE the item. customer service.

will have all sorts of that.

branding

They might already do - Wholesaler can do
it, but need help. this for the seler.

- Wholesaler can't for
‘some reason, and

Model can be seller has to do it
Model works Key defeated if themselves or use a
when seller has advantages somebody else 3PL (prep center)
good or exclusive tend to be has more capital or
relationships with capital and a bengv
good suppliers. e |ationships. 'e‘a's":;::g_w"h

Private Label

Basic idea: Seller invents their own product or innovates on someone else's. The seller then has it
produced, markets it, and sells it online.
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Private Label (FBA)

® $
RES
EBA
Seller invents their own Soller las At Seller lists product and | Seller ships item to A il Some s
product, or innovates on ©ler as e proclic I PIo L A Customer buys pazon el customers Amazon receives the
produced and pays the handles marketing efforts Amazon b= % item to —»] |—| return and handles basic
a product somebody else Cer el e s warehouse. the item. ome want to return ;
already makes. ¢ CoStS, i z o cus T the item. customer service.
Model works Modfltrequilr(ﬁls Mx:::]dme;er;‘:td When done
when seller marketing ski i
. . 9 i trends change, well, this
invents and capital, and : g i
; issues with model is the
innovate product, much supply i
suppliers, or hardest to
markets, and chain intellectual ;
produces it well. knowledge. property theft. compete with.
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