
1

15.561A: Information Systems:
From Technology Infrastructure
to the Networked Corporation

15.566: Information Technology as an
Integrating Force in Manufacturing

Yannis Bakos
E53-329
Tel. (617) 253-7097; Fax (617) 258-7579
Email: bakos@mit.edu
Web: http://web.mit.edu/bakos

Class #9:
TRANSFORMING THE MARKETS:
ELECTRONIC MARKETPLACES

Spring 1998
Sloan School of Management
Massachusetts Institute of Technology

2

Spring 1998, Class #9

Bakos-02/98

Copyright © 1998 b y Yannis Bako s

Electronic marketplaces

Computerized markets with several buyers
and sellers

■ System matches a buyer and a seller

■ example: computerized systems for securities
trading

■ example: airline reservation systems

■ example: Web-based markets like onsale.com,
pricewatch.com



2

3

Spring 1998, Class #9

Bakos-02/98

Copyright © 1998 b y Yannis Bako s

Electronic
Market
System

S B

BS

S

B

seller

buyer

S

S

B

B

B

B

An Electronic Marketplace
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Internet Present: An Emerging
Electronic Marketplace

■ The Internet Is Becoming a Place Where People
Meet to Exchange Information, Goods, Services,
and Money—That Is, A Marketplace

■ Companies Use It to Publish Catalogs, Price
Lists, Sales Promotions—and to Take Orders
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COMPONENTS OF AN (ELECTRONIC)
TRANSACTION

■ Search

■ Price discovery

■ Logistics

■ Settlement

■ Trust
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The Power of Electronic Marketplaces

■ Good for economic efficiency
– reduced transaction costs and better informed

customers

■ Bad for monopolists
– better informed customers
– reduced switching costs
– more price competition

■ Rapidly growing
– on-line services will be a $5billion market by 2000

(Microsoft estimate)
– estimates for electronic commerce range from $0.5

to $3 trillion by 2000



4

7

Spring 1998, Class #9

Bakos-02/98

Copyright © 1998 b y Yannis Bako s

buyer
search
cost0

price

r t2
r t2 4

r 2

r

market breakdown 

The impact of buyer search costs in a
differentiated market

■ Buyer search costs allow sellers to enjoy
monopoly profits
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SEAQ SCREEN (London Stock
Exchange)
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Friction Free Capitalism in Action
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And a mouse click away...
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A Turbocharged Market at your
Fingertips!
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Leading to a quick response...
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The Internet Future: Collaborative
Filtering and Communities of Interest

■ Create a community of interest

■ Each user specifies preferences
– Active ratings
– Passive ratings

■ Correlate rating information across users
– Create individualized, “virtual” shopping agent

■ Find and Recommend products
– Before you even ask!
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Community of
Interest A

New User
?

??

Recommendations

Agents, Inc. becomes a market intermediary and captures
interorganizational marketing data

Community
of Interest B

Community of
Interest C

Firefly (Agents, Inc.)
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The Internet Future: Customization
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CUSTOMERIZE!!!
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CUSTOMIZATION: Amazon.com
Personal Notification Service
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■ I have an update for your software

■ It’s time for some fashionable new shirts

■And some matching ties

■ I’ve selected a humorous video  for tonight

■And found a nice young lady  to chat with

■We received your last  payment
  

Thank you so much!

2001: A CYBERSPACE ODYSSEY?

Good to see you again Dave.
Since you were here last:

28

Spring 1998, Class #9

Bakos-02/98

Copyright © 1998 b y Yannis Bako s

Data Collected by Bailey and
Brynjolfsson (1997)

■ Data from three markets (Books, CD’s, Software)
and two channels (Internet and conventional)
– total of 52 distinct retails observed

■ Matched sample of products
– total of 337 distinct products tracked

■ Weekly data collection
– total of 18 distinct periods

■ 23,789 observations in all
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Market Online Retailers’
Surcharge

Statistical
Significance
(t-test)

Books 6.27% p < 0.01

Compact Discs 13.02% p < 0.01

Software 2.96% p < 0.01

Data Collected by Bailey and Brynjolfsson, February/March 1997

Prices, Price Variance and Frequency of Price
Changes: Internet vs. Conventional Channel

Market Online
Retailers

Physical
Retailers

Statistical
Significance
(F-test)

Books 1.74% 1.09% p < 0.01

Compact
Discs

3.10% 1.20% p < 0.01

Software 0.50% 0.66% p < 0.01

Market Medium Percent of Changes

Books Physical 3.38%

Online 7.81%

Compact Discs Physical 2.98%

Online 6.80%

Software Physical 3.28%

Online 8.83%

No Lower Prices Mostly Higher Price Variance

More Frequent Price Changes
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Amazon.com vs. Barnes and Noble

Data Collected by Bailey and Brynjolfsson, February/March 1997
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Hardware Prices and Price Variance:
Pricewatch.com vs. Mail Order Channel

■ Collected 4 weeks of prices for Pentium
(200MHz with MMX) and Pentium II (233, 266 and
300MHz)

■ Pricewatch.com is cheaper
– Best price on Pricewatch.com 5% lower than best

mail order price
– Average price on Pricewatch.com 6% lower than

average mail order price

■ Variance in prices is comparable

■ Data is too preliminary to say anything about
significance
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THE MYTH OF DISINTERMEDIATION

■ The Internet will make intermediaries obsolete

■ NOT!
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FUNCTIONALITY OF ELECTRONIC
INTERMEDIARIES (“CYBERMEDIARIES”)

■ Matching buyers and sellers
– Search
– Price discovery

■ Facilitation
– Logistics
– Settlement

■ Aggregation

■ Trust
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THE TRADITIONAL BUSINESS VIEW

■ Purchasing a new home:
– Research city and neighborhood
– Find a house
– Inspections, title research, contracts
– Get a mortgage
– Moving services
– Decorators, Furniture, etc

■ Planning a vacation
– Research destination
– Arrange accommodations and travel
– Purchase maps, books, information
– Check out weather, items to take

■ Purchasing a car
– Research make and model
– Get a loan or arrange a lease
– Purchase insurance
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THE FUTURE OF CYBERMEDIARIES:
CUSTOMER PROCESS REDESIGN
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THE FUTURE OF CYBERMEDIARIES:
CUSTOMER PROCESS REDESIGN (Cont’d)


