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General Overview of Electronic Commerce 
 
Online marketing can serve several purposes: 
 

• Actual sales of products—e.g., Amazon.com. 
• Promotion/advertising:  Customers can be quite effectively targeted in many 

situations because of the context that they, themselves, have sought out.  For 
example, when a consumer searches for a specific term in a search engine, a 
“banner” or link to a firm selling products in that area can be displayed.  
Print and television advertisements can also feature the firm’s web address, 
thus inexpensively drawing in those who would like additional information. 

• Customer service:  The site may contain information for those who no longer 
have their manuals handy and, for electronic products, provide updated 
drivers and software patches. 

• Market research:  Data can be collected relatively inexpensively on the Net.  
However, the response rates are likely to be very unrepresentative and recent 
research shows that it is very difficult to get consumers to read instructions.  
This is one of the reasons why the quality of data collected online is often 
suspect. 

  
There are many obstacles to the growth of e-commerce: 
 

• Reach:  Although the majority of U.S. households now have computers 
connected to the Internet, a very large minority does not, and penetration 
rates are considerably lower in some countries.  In foreign countries, even 
those households that have computers may be reluctant to spend time online 
due to the per minute charges, which discourage the more leisurely 
“browsing” American style. 

• Concerns about privacy:  A number of consumers are concerned about giving 
up information to marketers that can easily be collected electronically.  
Naturally, few consumers would like information about their medical status 
widely collected by firms, but many consumers are even reluctant to have 
marketers know the ages of their children and past book purchase records. 

• Reputational issues:  Although not as much of a problem as before, firms 
operating online or through direct mail have often been viewed with suspicion 
since consumers may question whether they will be around if they do not 



deliver satisfactorily. 
• Costs.  During the “boom,” Internet firms were not expected to be efficient 

and thus developed bad habits.  Although shipping and handling charges can 
help cover costs of shipping and administration, these often take away the 
attractiveness of Internet shopping.  The most successful e-commerce firms 
turn out to be the ones that have been successful doing other kinds of direct 
marketing (e.g., catalog sales) before and have developed the discipline and 
efficiency required there.   For products that have relatively high absolute 
margins—e.g., computers—there is more money to cover administrative costs. 

• Language.  Since the Internet reaches around the world, it is often difficult to 
match viewers with their preferred languages.  Because U.S. firms and 
individuals tended to predominate among those first to occupy the Web, most 
sites are in U.S. English.  British speakers of English generally do not perceive 
American English as American—they tend to perceive spelling such as “color” 
rather than their “colour” as misspellings.  French consumers do not like to 
have to click to get from an English language to a French language site.  It is 
estimated that by the year 2007, the majority of web surfers will not be 
comfortable in English and will want sites in their own languages. 

• Government regulations:  In the U.S.,  the government has tried to keep its 
hands off the Net as much as possible to foster its growth as a trade area, and 
a recently expired moratorium on new sales taxes was even instituted to 
make Internet shopping more attractive.  However, governments in many 
other countries are more forceful in their regulations.  In countries such as 
China, where sites can be used to spread “subversive” ideas, there is a great 
deal of government scrutiny and suspicion. 

• Cultural obstacles.  The whole purpose of the web is to make information 
readily available.  In countries where information is closely guarded, that is a 
frightening idea.  There is often also a desire for personal interaction, which 
may be required to establish the trust needed to secure a deal. 

• Payment issues.  U.S. consumers exposed to credit card fraud have very 
limited liabilities, but these protections do not exist to the same extent in 
Europe or Asia.  In China, much of the purpose of the Internet is defeated 
with some 80% of transactions being completed off-line, usually with funding 
instruments other than credit cards. 

  
There are a number of problems in running and developing web sites. First of all, 

the desired domain name may not be available—e.g., American Airlines could not get 
“American.com” and had to settle for “AmericanAir.com.” There is also a question 
having your site identified to potential users. Research has found that most search 
engines have a great deal of “false hits” (sites irrelevant that are identified in a 
search—e.g., information about computer languages when the user searches for 
foreign language instruction) and “misses” (sites that would have been relevant but 
are not identified). It is crucial for a firm to have its site indexed favorably in major 
search engines such as Yahoo, AOLFind, and Google. However, there is often a 
constant struggle between web site operators and the search engines to outguess each 
other, with the web promoters trying to “spam” the search engines with repeated 
usage of terms and “meta tags.” The fact that many computer users employ different 
web browsers raises questions about compatibility. A major problem is that many of 
the more recent, fancier web sites rely on “java script” to provide animation and 
various other impressive features. These animations have proven very unreliable. Sites 



may “crash” on the user or prove unreliable, and many consumers have found 
themselves unable to complete their transactions. 
 
 Some people have suggested that the Internet may be a less expensive way to 
distribute products than traditional “brick-and-mortar” stores.  However, in most 
cases, selling online will probably be more costly than selling in traditional stores due 
to the high costs of processing orders and direct shipping to the customer.   Some 
products may, however, be economically marketed online.  Some factors that are 
relevant in assessing the potential for e-commerce to be an effective way to sell a 
specific products are: 

• “Value-to-bulk” ratio.  Products that have a lot of value squeezed into a small 
volume (e.g., high end jewelry and certain electronic products) are often more 
cost-effective to ship to end-customers than are bulkier products with less 
value (e.g., low end furniture). 

• Absolute margins.  Some products may have a rather high percentage margin—
e.g., a scarf bought at wholesale at $10 and marked up 100% to be sold at $20.  
However, the absolute margin is only $20-$10=$10.  In contrast, a laptop 
computer may be bought at $1,000 and be marked up by only 15%, or $150, for 
a total price of $1,150.  Here, however, the absolute margin will be larger--
$150.  This allows the merchant to spend money on processing, packaging, and 
shipping the order.  Ten dollars, in contrast, can only cover a small amount of 
employee time and very limited packaging and shipping.  Some online 
merchants do charge for shipping, but doing so will ultimately make the online 
merchant less competitive. 

• Extent of customization needed.  Some products need to be customized—e.g., 
checks have to be personalized and airline tickets have to be issued for a 
specific departure site, destination time, and travel time.  Here, online 
processing may be useful because the customer can do much of the work. 

• Geographic dispersal of customers.  Electronic commerce, when value-to-bulk 
ratios and absolute margins are not favorable, is often not viable when 
customers are located conveniently close to a retail outlet.  However, for some 
products—e.g., bee keeping equipment—customers are widely geographically 
dispersed and thus, a centralized distribution center may be more economically 
viable.  Specialty books—e.g., for collectors of vintage automobiles—may not 
be worthwhile for bookstores to stock, and these may thus be economically 
sold online. 

 
There are a number of economic realities of online competition: 
• As discussed, costs of handling online orders is often higher than that of 

distributing through traditional stores. 
• Even if online selling is more cost effective in some situations, a firm selling 

online will, in the long run, be competing with other online merchants—not just 
against traditional “brick-and-mortar” stores.  By the forces of supply and 
demand, online prices will then be driven down so that the profit from selling 
online will be no greater than that from traditional retailing.  Any reduced 
costs would then be expected to go to customers. 

• Competition will be greater for products that have large markets than for those 
where markets are smaller and more specialized.  Amazon.com, for example, 
has found it necessary to discount best selling books deeply.  Higher prices—
closer to the list price—can be charged for specialty books, but for a large part 



of the market, competition will be intense. 
• A new online merchant will face competition from established traditional 

merchants.  These will often have the cash reserves to stay in business for a 
long time even with temporary competition.  The online merchant, if it has no 
cash reserves other than stockholders’ investment, may run out of cash before 
it can become profitable. 

 
There are a number of legal issues associated with the Internet: 

 
• Reach across boarders.  Web sites transcend country lines and thus, a firm 

may be subjected to legal standards of different countries.  It may be difficult 
to create advertising that simultaneously complies with rules for each 
country. 

• Taxation:  There is a great deal of ambiguity as to which state and local 
governments may collect taxes on merchandise sold on the Internet.  There is 
also a question as to who has the responsibility for making the payment—the 
seller or the buyer? 

• Privacy issues. Many foreign governments prohibit the collection of personal 
information of consumers (as Amazon.com does), which greatly reduces the 
customization opportunities online.  

 
Web site design:  The web designer must make various issues into consideration: 
 

• Speed vs. aesthetics:  As we saw, some of the fancier sites have serious 
problems functioning practically.  Consumers may be impressed by a fancy 
site, or may lack confidence in a firm that offers a simple one.  Yet, fancier 
sites with extensive graphics take time to download—particularly for users 
dialing in with a modem as opposed to being “hard” wired—and may result in 
site crashes. 

• Keeping users on the site:  A large number of “baskets” are abandoned online 
as consumers fail to complete the “check-out” process for the products they 
have selected.  One problem here is that many consumers are drawn away 
from a site and then are unlikely to come back.  A large number of links may 
be desirable to consumers, but they tend to draw people away.  Taking 
banner advertisers on your site from other sites may be profitable, but it may 
result in customers lost. 

• Information collection:  An increasing number of consumers resist collection 
of information about them, and a number of consumers have set up their 
browsers to disallow “cookies,” files that contain information about their 
computers and shopping habits. 

  
Cyber-consumer behavior:  In principle, it is fairly easy to search and compare 

online, and it was feared that this might wipe out all margins online.  More recent 
research suggests that consumers in fact do not tend to search very intently and that 
large price differences between sites persist.  We saw above the problem of keeping 
consumers from prematurely departing from one’s site. 
 
 Having a high ranking on search engines is essential in order for consumers to 
find the firm’s site online.  This will, of course, be less important for established 



names—e.g., most people will intuitively know to go to http://www.United.com to get 
to United Airlines—but for products where consumers will search for a product 
category name, it is important to have one’s site come up as early in search engine 
results as possible.  Some search engines allow firms to pay to have their sites come 
up when certain terms are used, and the highest ranking usually goes to the highest 
bidder.  Google returns two kinds of results.  The listings on the left side of the screen 
are ranked strictly by merit while firms can buy advertising listings that appear on the 
right side of the screen. 

 
Different search engines tend to use different methods of ranking potential sites.  

Google seems to weigh very heavily the repetition of appropriate key-words.  
Therefore, it is useful to have a great deal of text, especially in the “index” file (the 
file that is reached by default when the address of the site is entered).  Since search 
engines used different ranking algorithms, it may be necessary to have several 
different sites, each optimized for a different search engine.  Some other factors that 
may influence the ranking of a site is how many other sites—especially highly ranked 
ones—link to the site and how the site has been ranked by organizations such as the 
Open Directory Project (http://www.dmoz.org/). 

 

Traditional Distribution Alternatives to Electronic Commerce 
 

 Distribution (also known as the place variable in the marketing mix, or the 4 Ps) 
involves getting the product from the manufacturer to the ultimate consumer.  
Distribution is often a much underestimated factor in marketing.  Many marketers fall 
for the trap that if you make a better product, consumers will buy it.  The problem is 
that retailers may not be willing to devote shelf-space to new products.  Retailers 
would often rather use that shelf-space for existing products have that proven records 
of selling. 
 
 Although many firms advertise that they save the consumer money by selling 
direct and “eliminating the middleman,” this is a dubious claim.  The truth is that 
intermediaries, such as retailers and wholesalers, tend to add efficiency because they 
can do specialized tasks better than the consumer or the manufacturer.  Because 
wholesalers and retailers exist, the consumer can buy one pen at a time in a store 
located conveniently rather than having to order it from a distant factory.  Thus, 
distributors add efficiency by: 

• Breaking bulk—the consumer can buy small quantities at a time.  Modest 
scale retailers (e.g., the Cal State L.A. bookstore) can buy modest 
quantities. 

• Distributing.  The consumers can buy at a neighborhood store, which in 
turn can buy from a regional warehouse. 

• Carrying inventory 
• Financing 

 
Channel structures vary somewhat by the nature of the product.  Jet aircraft 

are custom made and shipped directly to the airline.  Automobiles, because they are 
difficult to move, are shipped directly to a dealer.  Other products are shipped 
through a wholesaler who can more efficiently handle, and combine, products from 



many different suppliers.  Several layers of wholesalers may exist, depending on the 
product.  Occasionally, agents may also be involved.  Agents usually do not handle 
products, but instead take care of the business aspect of negotiating with distributors, 
which manufacturers may feel uncomfortable or ill prepared for doing themselves. 

  
 Manufacturers of different kinds of products have different interests with 
respect to the availability of their products.  For convenience products such as soft 
drinks, it is essential that your product be available widely.  Chances are that if a 
store does not have a consumer’s preferred brand of soft drinks, the consumer will 
settle for another brand rather than taking the trouble to go to another store.  
Occasionally, however, manufacturers will prefer selective distribution since they 
prefer to have their products available only in upscale stores. 
 
 Parallel distribution structures refer to the fact that products may reach 
consumers in different ways.  Most products flow through the traditional manufacturer 
--> retailer --> consumer channel.  Certain large chains may, however, demand to buy 
directly from the manufacturer since they believe they can provide the distribution 
services at a lower cost themselves.  In turn, of course, they want lower prices, which 
may anger the traditional retailers who feel that this represents unfair competition.  
Firms may also choose to utilize factory outlet stores.  To allay concerns held by 
conventional stores, however, these factory outlet stores are usually located in areas 
where they are not easily accessible. 

We must consider what is realistically available to each firm. A small 
manufacturer of potato chips would like to be available in grocery stores nationally, 
but this may not be realistic. We need to consider, then, both who will be willing to 
carry our products and whom we would actually like to carry them. In general, for 
convenience products, intense distribution is desirable, but only brands that have a 
certain amount of power—e.g., an established brand name—can hope to gain national 
intense distribution. Note that for convenience goods, intense distribution is less likely 
to harm the brand image—it is not a problem, for example, for Haagen Dazs to be 
available in a convenience store along with bargain brands—it is expected that people 
will not travel much for these products, so they should be available anywhere the 
consumer demands them. However, in the category of shopping goods, having Rolex 
watches sold in discount stores would be undesirable—here, consumers do travel, and 
goods are evaluated by customers to some extent based on the surrounding 
merchandise.  

In general, a brand can expect lesser distribution in its early stages—fewer 
retailers are motivated to carry it. Similarly, when a product category is new, it will 
be available in fewer stores—e.g., in the early days, computer disks were available 
only in specialty stores, but now they can be found in supermarkets and convenience 
stores as well. Certain products that are not well established may have to get their 
start on "infomercials," only slowly getting entry into other types out outlets. (Please 
see PowerPoint chart). 

Different parties involved in the marketing of products tend to have different, 
and often conflicting, interests: 



• Full service retailers tend dislike intensive distribution.  
• Low service channel members can "free ride" on full service sellers.  
• Manufacturers may be tempted toward intensive distribution—appropriate 

only for some; may be profitable in the short run.  
• Market balance suggests a need for diversity in product categories where 

intensive distribution is appropriate.  
• Service requirements differ by product category.  

Diversion occurs when merchandise intended for one market is bought up by a 
distributor that then ships it to a different market.  Sometimes, a manufacturer will 
run a promotion in one region but not in another, and speculators will then buy extra 
quantity in the promoted area and ship it another area.  The speculator will then sell 
it to local retailers or distributors for a price slightly lower than what is being charged 
through the regular channel but at a price that still allows a nice profit.  Certain 
products sell for different prices in different countries.  As we discussed in the unit of 
international marketing, a gray market occurs when a product is bought in one country 
and exported to another where the price is generally higher.  Both Luis Vuitton 
suitcases and golf clubs were imported to Japan, depressing prices there. 

 
Traditional Promotion Alternatives to Electronic Commerce  

 

 Integrated Marketing Communication (IMC) involves the idea that a firm’s 
promotional efforts should be coordinated to achieve the best combined effects of the 
firm’s efforts.  Resources are allocated to achieve those outcomes that the firm values 
the most. 

Promotion involves a number of tools we can use to increase demand for our  
The most well known component of promotion is advertising, but we can also use tools 
such as the following: 

• Public relations (the firm’s staff provides information to the media in the 
hopes of getting coverage). This strategy has benefits (it is often less 
expensive and media coverage is usually more credible than advertising) 
but it also entails a risk in that we can’t control what the media will say.  
Note that this is particularly a useful tool for small and growing businesses—
especially those that make a product which is inherently interesting to the 
audience. 

• Trade promotion.  Here, the firm offers retailers and wholesalers 
temporary discounts, which may or may not be passed on to the consumer, 
to stimulate sales.   

• Sales promotion.  Consumers are given either price discounts, coupons, or 
rebates. 

• Personal selling.  Sales people either make “cold” calls on potential 
customers and/or respond to inquiries. 

• In-store displays.  Firms often pay a great deal of money to have their 
goods displayed prominently in the store.  More desirable display spaces 
include:  end of an aisle, free-standing displays, and near the check-out 
counter.  Occasionally, a representative may display the product. 



• Samples. 
 

A chart in the text discusses characteristics of each method. 
 

Generally, a sequence of events is needed before a consumer will buy a 
product.  This is known as a “hierarchy of effects.”  The consumer must first be aware 
that the product exists.  He or she must then be motivated to give some attention to 
the product and what it may provide.  In the next stage, the need is for the consumer 
to evaluate the merits of the product, hopefully giving the product a try.  A good 
experience may lead to continued use.  Note that the consumer must go through the 
earlier phases before the later ones can be accomplished. 
 

Promotional objectives that are appropriate differ across the Product Life 
Cycle (PLC).  Early in the PLC—during the introduction stage—the most important 
objective is creating awareness among consumers.  For example, many consumers 
currently do not know the Garmin is making auto navigation devices based on the 
global position satellite (GPS) system and what this system can do for them.  A second 
step is to induce trial—to get consumers to buy the product for the first time.  During 
the growth stage, important needs are persuading the consumer to buy the product 
and prefer the brand over competing ones.  Here, it is also important to persuade 
retailers to carry the brand, and thus, a large proportion of promotional resources may 
need to be devoted to retailer incentives.  During the maturity stage, the firm may 
need to focus on maintaining shelf space, distribution channels, and sales 
 

Different promotional approaches will be appropriate depending on the stage 
of the consumer’s decision process that the marketer wishes to influence.  Prior to the 
purchase, the marketer will want to establish a decision to purchase the product and 
the specific brand.  Here, samples might be used to induce trial.  During the purchase 
stage, when the consumer is in the retail store, efforts may be made to ensure that 
the consumer will choose one’s specific brands.  Paying retailers for preferred shelf 
space as well as point of purchase (POP) displays and coupons may be appropriate.  
After the purchase, an appropriate objective may be to induce a repurchase or to 
influence the consumer to choose the same brand again.  Thus, the package may 
contain a coupon for future purchase. 
 

There are two main approaches to promoting products.  The “push” strategy is 
closely related to the “selling concept” and involves “hard” sell and aggressive price 
promotions to sell at this specific purchase occasion.  In contrast, the “pull” strategy 
emphasizes creating demand for the brand so that consumers will come to the store 
with the intention of buying the product.  Hallmark, for example, has invested a great 
deal in creating a preference for its greeting cards among consumers. 
 

There are several ways that a firm can budget for advertising.  The strategy used 
depends on the firm’s policy and internal politics.  Some of the methods commonly 
used are: 

• Percentage of sales.  Here, the firm decides to base its advertising budget on 
how much has been sold.  This appears to be an “objective” way to make the 
budget decision and to “reward” performing brands and products with 
resources.  However, this method is quite arbitrary.  A firm may find it 
worthwhile to invest heavily in advertising up-front—before the product has 



begun to sell significantly— so that a promising product can achieve its 
potential.  When a product is performing well, staying with a fixed 
percentage may also result in spending more than is cost-effective. 

• Percentage of profits.  This is similar to the above, but takes into 
consideration that some products may have larger margins than others.  Thus, 
a product with lesser sales but high margins may be a better investment than 
one with high sales but low margins.  Still, however, this method is arbitrary 
and questionable because of the factors listed above. 

• Competitive parity.  This entails setting the budget to match competitors.  
Note, however, that different brands may have different needs.  Coke and 
Pepsi may be competing “head-on,” and competitive parity may be 
appropriate.  In contrast, some firms may be targeting customers who are 
relatively brand loyal while others target “switchers.”  The firm that targets 
loyal customers may be better off spending money on product quality than on 
promotion. 

• Affordability.  This entails budgeting based on the resources that the firm has 
available.  Smaller firms obviously do not have the same resources as larger 
ones.  However, the firm should still evaluate how effective such a budget 
will be in meeting the brand’s needs.  A firm may be able to afford to spend 
more than is appropriate.  In contrast, other firms may not be able to spend 
what is needed to adequately influence consumers.  In such cases, it may be 
more appropriate for the firm to try to sell of this brand rather than fighting a 
losing battle. 

• Objective and task.  This method sets the budget based on what is needed to 
achieve what the firm has set out to accomplish.  The ultimate budget may 
then have little relation to the factors discussed above. 

 
There are several types of advertising.  In terms of product advertising, the 

“pioneering” ad seeks to create awareness of a product and brand and to instill an 
appreciation among consumers for its possibilities.  The competitive or persuasive ad 
attempts to convince the consumer either of the performance of the product and/or 
how it is superior in some way to that of others.  Comparative advertisements are a 
prime example of this.  For instance, note the ads that show that some trash bags are 
more durable than others.  Reminder advertising seeks to keep the consumer believing 
what other ads have already established.  For example, Coca Cola ads tend not to 
provide new information but keep reinforcing what a great drink it is. 
 

 
Business Models of Electronic Commerce 

 
Business models essentially involve a plan of how a particular investment can 

be profitable.  Models for electronic commerce are not fundamentally different from 
those of traditional businesses, but because expense and income structures often take 
on unique characteristics, effective models for electronic businesses will tend to differ 
from those of more traditional firms. 

 
Digitality involves the extent to which a business adds value by electronic 

means as manufacturing of products or traditional services.  eBay, for example, is 
almost entirely digital in that its web site matches buyers and sellers with little human 
intervention.  (The seller’s business, on the other hand, is not likely to be completely 



digital since this will involve at least shipping, if not manufacturing, a product or 
service).   An online travel agency issuing an electronic ticket is largely digital.  
Amazon.com is only partially digital.  The order is taken digitally, but it may be 
packaged and shipped by hand.  Even an apple grower selling apples on at a local 
market may be partly digital since it may use computers for budgeting, but here the 
level of digitality is likely to be low. 

 
Customer value results from providing a product, service, or combination that 

is worth more than is put in.  A consumer ordering from Amazon.com, for example, 
will value the books received more than the money paid.  Even if Amazon charges 
more than a local bookstore, the customer may value the product bought at Amazon 
more since the effort to visit the bookstore is avoided. 

 
Many businesses involve more than one revenue stream.  Yahoo, for example, 

receives some money from users who buy expanded e-mail services or financial 
reports.  Most revenue, however, is received from advertisers.  Revenue streams are 
often interdependent, so the value of the firm as a whole is, then, the sum of the 
values of each stream.  Sometimes, some streams may add significant revenue without 
increasing costs proportionally.  For example, the marginal cost of selling on 
Staples.com is less than it would have been if the distribution centers for Staples retail 
stores had not existed.  Sometimes, the revenue from a specific stream may be 
negative, but the function may add overall value to the product.  For example, Coca 
Cola may lose money on its web sites, which may only sell a bit of memorabilia, but 
the site contributes significant value to the Coca Cola brand, thus making a positive 
net contribution to the firm. 

 
In general, several types of “pure” merchants exist based on the types of 

sellers and buyers involved: 
• Business-to-consumer (B2C):  Businesses selling to consumers—e.g., 

Amazon.com. 
• Business-to-business:  Businesses selling to other businesses—e.g., 

Staples.com (B2B). 
• Consumer-to-consumer:  Consumers selling directly to other consumers, 

usually through an intermediary such as eBay. 
• Consumer-to-business (C2B):  A very rare category that may come 

about, for example, if consumers want to sell collectibles to businesses 
that resell their purchases. 

 
In practice, few merchants fall purely into one category.  Amazon and 

Staples.com sell to both consumers and businesses, although Amazon emphasizes the 
former and Staples the latter. 

 
Sources of site income:  See PowerPoint slides. 

 
Characteristics of different types of online merchants: See PowerPoint slides. 

 
Successful B2B online merchants:  See PowerPoint slides. 

 
 The “Clicks and Bricks” model involves a business that operates both online and 
traditional store sales.  This provides an opportunity to spread fixed costs over a large 



business and to increase buying power through greater volumes.  It also provides an 
opportunity for customers to order online and return in stores or to check store 
inventory online before making a trip to the store.  The online division can take on 
several structures: 

• Spin-offs:  A traditional merchant may not be interested in setting up and 
running an online division.  Instead, it may license the right to use its name 
online to another firm in return for royalties. 

• Strategic partnerships:  A firm operating traditional retail channels may 
contract with another firm to take online orders and handle shipping.  For 
example, Toys ‘r’ Us has its online sales handled by Amazon.com. 

• Joint ventures.  Two or more firms may set up a joint venture to run an online 
site that sells products from one or more of the investing firms. 

• Within-company division.  Wal-Mart owns and runs walmart.com . 
 

There are two kinds of auctions that can be used online.  In English auctions, a 
starting price is announced.  Potential buyers can then bid higher prices until the 
prices has reached a point where no one is willing to pay more.  The good then goes to 
the last (and highest) bidder.  For example, buyers may outbid each other until the 
price of a computer reaches $500.  At that point, the good goes to the person who bid 
this price.  In online auctions, such as eBay, a set period of time may be set.  The 
highest bidder at the end of the time period will then get the good at that price. 

 
 In Dutch auctions, the process is reversed.  A high price is set as a starting 

point.  If no one bids, price is periodically reduced until someone buys it or a minimum 
is reached below which the seller will not sell.  For example, the computer may first 
be offered at $1,000.  Every two hours, then, it may be reduced by $50.  The first 
buyer to accept a price at a particular level gets the item.  If, for example, someone 
buys accepts the bid when the computer is offered at $500, no one else can get it no 
matter how much he or she is willing to pay.  Dutch auctions often result in lower end 
prices but are useful when multiple items of the same kind are sold—the first units can 
then be sold at higher prices while lower prices will be paid for subsequent ones. 

 
 In English online auctions such as eBay, an interesting phenomenon is 

“sniping.”  eBay auctions usually run for a week.  It is usually a better strategy not to 
issue a bid until the last minute.  The sooner one bids, the sooner others are likely to 
consider outbidding one’s bid.  If one can come back a few minutes before an auction 
ends, chances are less that others will be around to outbid one’s bid then.  People 
who genuinely value the item more can, of course, place high bids any time they like, 
but competitors are less likely to be aware of the competition from a sniper than from 
someone who bids earlier. 

 


