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Electronic marketplaces

Computerized markets with several buyers

and sellers

m System matches a buyer and a seller

m example: computerized systems for securities

trading

m example: airline reservation systems

m example: Web-based markets like onsale.com,

pricewatch.com

Spring 1998, Class #9




An Electronic Marketplace

Electronic
P Market

Spring 1998, Class #9

. _Electronic Marketplace

Internet Present: An Emerging

m The Internet Is Becoming a Place Where People
Meet to Exchange Information, Goods, Services,

and Money—That Is, A Marketplace

m Companies Use It to Publish Catalogs, Price
Lists, Sales Promotions—and to Take Orders

Spring 1998, Class #9
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COMPONENTS OF AN (ELECTRONIC)
s TRANSACTION

m Search

m Price discovery
m Logistics

m Settlement

m Trust

T
MIT
S Spring 1998, Class #9
The Power of Electronic Marketplaces
m Good for economic efficiency
—reduced transaction costs and better informed
customers
m Bad for monopolists
—better informed customers
—reduced switching costs
—more price competition
m 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

Spring 1998, Class #9




The impact of buyer search costs in a

- differentiated market
m Buyer search costs allow sellers to enjoy

monopoly profits

price A
r
r/2
buyer
o search
— 0 r2/at 2t cost
] market breakdown
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File Edit “ew Go Bookmarks DOptions: Directory  Window Help
Back I Forward | Home I Relnad I |mages | Open I Frirt | Fird I Stop I
Location:Ihttp:Hbf.cstar.ac.com!bf# j N
Wwhat's Mewl | “What's Cooll | Handbook. | Met Search | Met Directory | Software | =
ANDERSEN Bl
CONSULTING
BargainFinder Agent
Your Intelligent Agent for Comparison Shopping
How will agents affect en-line commerce? Try one and tell us what vou think, or fill cut our survey!
Just type in the artist and album name of a rock or pop CDr. Then sit back as your agent gets
prices from nine wirtual retalers.
Don't know where to start? Check out the latest Top 40 kst to see what's hot! Or pick from our
list of stores and browse, and come back to BarganFinder to find the best price!
0. .. - - ' . Lo S R L S | ST I :I
8| [httpvovew.ac.com [ =7




s Metscape - [BargainFinder output [zearching]]
File Edit “iew Go Bookmarks DOptions Directory ‘window Help

Back IForwardl Home I Fleloadl Imagesl Open I Frirt | Fird I Stop I

Location; Ihttp: /bt cetar. ac. com/bf /bl coi?band=M atalie+Merchantialbum=Tigerlily j

What's New!l What's CDDIII Handboak I Met Search I NetDilectoryI Software I

Tigeriily by Natalie Merchant :

$13.47 Ermusic (Shipping starts at $1.99 first item, $0 49 each additional tem )

T had trouble shopping at DL You may want to try browsing there vourself

£ 1347 CDwotld (Wariety of shipping options, starting at $2.74 for first item.)

I had trouble shopping at GEMM. Tou may want to try browsing there yourself.
CDnow 15 blocking out our agents. Tou may want to try browsing there yourself
Hethlarket 15 blocking out our agents. ¥ ou may want to try browsing there yourself.
I couldn't find it at Music Connection. ¥ou may want to try browsing there yourself.
CDLand 1s blocking out our agents. ¥ou may want to try browsing there yourself.

BARGAIN SMART
o 15 AL |

w8l [Readingtie.. [ =47
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The Internet Future: Collaborative
Filtering and Communities of Interest

m Create a community of interest

m Each user specifies preferences
—Active ratings
—Passive ratings

m Correlate rating information across users
—Create individualized, “virtual” shopping agent

m Find and Recommend products
—Before you even ask!

Copvright © 1998 by Yannis Bako Spring 1998, Class #9
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Firefly (Agents, Inc.)

New User

Community of
Interest C

l

Recommendations

Community of
Interest A of Interest B

Agents, Inc. becomes a market intermediary and captures

interorganizational marketing data

Spring 1998, Class #9
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4 Metscape - [firefly - Your Personal. Interactive Community]
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2001: A CYBERSPACE ODYSSEY?

27

Good to see you again Dave.

Since you were here last:
I'h an te for your S are
shirts

It'S time for some fashionable new

And some mateliing dies
'-

I've selected% rous Vvideo for tonight

oung lady to chat with

And found a nic
We received your last

payment

Thank you so much!

Spring 1998, Class #9
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Data Collected by Bailey and

s Brynjolfsson (1997)
m Data from three markets (Books, CD’s, Software)
and two channels (Internet and conventional)
—total of 52 distinct retails observed

m Matched sample of products
—total of 337 distinct products tracked

m Weekly data collection
—total of 18 distinct periods

m 23,789 observations in all

Spring 1998, Class #9
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Prices, Price Variance and Frequency of Price
. Changes: Internet vs. Conventional Channel

No L ower Prices

Mostly Higher Price Variance

Market Online Retailers’ Statistical Market Online
Surcharge Significance Retailers
(t-test)
Books 6.27% p<001 Books 1.74%
Compact Discs  13.02% p<0.01 Compact  3.10%
Discs
Software 2.96% p<001 Software  0.50%

Physical ~ Statistical

Retailers  Sgnificance
(F-test)

1.09% p<0.01

120%  p<001

066%  p<001

M ore Freguent Price Changes

Market
Books

Medium  Percent of Changes

Physica  3.38%
Online 7.81%

Compact Discs  Physical  2.98%

Online 6.80%

Software Physica  3.28%
@ Online 8.83%
Data Collected by Bailey and Brynjolfsson, February/March 1997 Soring 1998, Class #9

S

Amazon.com vs. Barnes and Noble

30

Price for basket of books

$2,100

A

$1,950

$1,900

4
$2,050 I
$2,000 \/

$1,850

$1,800 1 —

—&— Amazon.com
—=— Barnes & Noble

$1,750
3/17/197

3/24/97 5/5/97 6/10/97
Date

711197 8/4/97

‘ Data Collected by Bailey and Brynjolfsson, February/March 1997

Spring 1998, Class #9
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Hardware Prices and Price Variance:
2 Pricewatch.com vs. Mail Order Channel

m Collected 4 weeks of prices for Pentium
(200MHz with MMX) and Pentium 1l (233, 266 and
300MHz)

m 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

m Variance in prices is comparable

m Data is too preliminary to say anything about
significance

‘ Data Collected by Bakos, September/October 1997 Soring 1998, Class #9

THE MYTH OF DISINTERMEDIATION

32

m The Internet will make intermediaries obsolete

L 20

HELL SHEL NIk NORGCHIFIIEE

S BATIRE FRS BILLP

Spring 1998, Class #9

16



FUNCTIONALITY OF ELECTRONIC

» INTERMEDIARIES (“CYBERMEDIARIES”)

m Matching buyers and sellers

—Search
—Price discovery

m Facilitation
—Logistics
—Settlement

m Aggregation

m Trust

Spring 1998, Class #9

THE TRADITIONAL BUSINESS VIEW

34

m Purchasing a new home:
—Research city and neighborhood

—Find a house
—Inspections, title research, contracts
—Get a mortgage

—Moving services

—Decorators, Furniture, etc

m Planning a vacation
—Research destination
—Arrange accommodations and travel

—Purchase maps, books, information
—Check out weather, items to take

m Purchasing a car
—Research make and model

—Get aloan or arrange a lease
—Purchase insurance

Spring 1998, Class #9




S

THE FUTURE OF CYBERMEDIARIES

s CUSTOMER PROCESS REDE
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THE FUTURE OF CYBERMEDIARIES
CUSTOMER PROCESS REDESIGN (Cont’d)
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B Car Buying Pain Reliefl Buy or lease your next new or used car with Auto-By-
|| Ele Edit Wie»

| ¢~ =2-00 4830 R ASH

Address I@ http: / fovvew. auto-by-tel. com/

VERSION

FRANGAISE

\[FL!L‘:I ( g

NEW & USED BU:EJV FINANCE * LEASE
PRICING INFO M VEHICLES ‘

USED
VEHICLES *

COMPARE OUR
FINANCE RATES

AlG LOW-COST INSURANCE

WEEKLY AUTO MARKET REPOR!
CUSTOMER SURVEY

] AUTOC TELN & |

CAR BUYING PAIN RELIEF
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